
BUDGETING REPORT
Financial Performance Management
 (
November 15, 2023
Lauren Howells (2110727)
     
)

Executive Summary
This report looks into how companies plan their budgets and explores a new method called Beyond Budgeting. Traditional budgeting has some issues, so we examine Incremental, Zero-Based, and Activity-Based budgeting to understand their pros and cons.
Incremental budgeting is simple and stable, but it might make companies spend more money than needed. Zero-Based budgeting is about justifying every expense, which is good, but it takes a lot of effort and may face challenges in certain situations. Activity-Based budgeting links costs to specific activities, helping save money, but it's complex and can be costly to set up.
The Beyond Budgeting model suggests getting rid of old budgeting ways for more flexible ones. It focuses on continuous improvement and adaptability, giving companies an edge in today's changing business world.
However, using Beyond Budgeting can be tough. Some people may not like changes from the old ways, and it's not easy to measure performance with this new approach. Companies also need to train their people and update their technology.
Different industries have different challenges. Some, like banking or healthcare, might find it hard to use Beyond Budgeting due to strict rules. But industries that focus on innovation and customers might find it easier.
As businesses change, using a flexible and smart budgeting model is crucial. Beyond Budgeting offers a new and better way, but it comes with challenges. Success depends on how well a company adapts to change and values continuous growth in its culture. Choosing a budgeting approach that fits the industry and encourages adaptability is key for long-term success in today's business world.
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Introduction 
In recent years, how businesses handle their money has changed a lot. Instead of sticking to the old ways of slowly adding up budgets bit by bit, they're trying out different approaches. People who study this stuff have found problems with the yearly budget plan. They think it might get in the way of making important changes in how businesses work.
We need to really look at how budgets fit into the fast-changing business world. This study wants to check if the usual budget methods still make sense, especially when things in the market keep changing. We're going to dig into three budget styles: Incremental, Zero-Based, and Activity-Based. We're getting insights from Cote (2022), Miller (2023), Yan (2023), Schmidt (2023), and others.
Incremental budgeting is easy and steady, but experts say it can make it hard to change and spend money wisely (CFA Journal, 2020). Zero-Based budgeting, according to Boucher (2023), can be efficient with money, but it's tough to set up and show why you're spending cash. Activity-Based budgeting connects costs to specific activities and can help in competition, but it might be tricky to track and could cost more to start (Bragg, 2018; efinancemanagement, 2017).



















Main Findings
In the business context, budgeting involves examining a company's projected revenues to assess its ability to sustain operations at the anticipated capacity. Typically formulated for a fiscal year, a budget encapsulates details regarding expected sales and related business expenses throughout that timeframe (informi, n.d.).

Cote (2022) states that budgeting involves creating and managing a financial plan that predicts income and expenses over a specific timeframe. For business leaders, executives, and managers, mastering budgeting is crucial to guarantee that organizations and teams possess the necessary resources for implementing initiatives and achieving objectives. 
Firstly, Incremental Budgeting involves adjusting previous budgets by increments or decrements. Zero-Based Budgeting requires justifying every expense from scratch, starting at zero. Flexible Budgeting allows for adjustments based on varying activity levels. Fixed Budgeting allocates a predetermined amount for specific periods. Surplus Budgeting plans for income exceeding expenses, while Deficit Budgeting anticipates expenses surpassing income. Capital Budgeting focuses on long-term investments. Operational Budgeting centres on day-to-day expenses. Master Budgeting consolidates various budgets into one comprehensive plan. Activity-Based Budgeting links budgeting to specific activities. Lastly, Participative Budgeting involves input from various organizational levels. Each type caters to distinct organizational needs, providing a framework for effective financial management.
Traditional budgeting
Incremental
According to Miller (2023) the method of developing a new budget by making small changes to the present budget is known as incremental budgeting. The current year's budget serves as the baseline for an incremental budget, which finance teams then change by incremental amounts.
Advantages
This budgeting approach is known for its simplicity and is recognized as the traditional method. Consequently, it demands minimal time and effort, making it accessible even to individuals with limited expertise. The previous company budget acts as the foundation for subsequent budgets, eliminating the necessity to generate new estimates for each department. Utilising the existing figures streamlines the process of developing a new budget, adding to its efficiency (Yan, 2023). Incremental budgeting offers the advantage of maintaining stable funding over time, making it particularly beneficial for companies with multi-year projects. By projecting expenses with relative ease, this budgeting approach helps in ensuring a consistent flow of financial support. Under incremental budgeting, equal incremental changes are typically allocated to the budget from one year to the next. Consequently, this method prevents departments within a company from being compelled to compete for a larger share of the budget, fostering a more collaborative and strategic allocation of resources (Schmidt, 2023)
Disadvantages 
Incremental budgeting can lead to spending more money than needed because departments try to get a bigger budget in the next period. This happens because the method involves giving a little more money to each budget category every year, assuming there's always a need for growth. Some departments end up with more money than they actually require, making the process inefficient. Moreover, this budgeting approach discourages new ideas and growth by sticking to the same plans and budgets as the previous year. It doesn't adapt well to changes, and when actual results are very different from what was expected, it becomes clear that the budget wasn't prepared for unexpected situations. Reluctance to review and change the budget in the next year keeps things inflexible and exposes the budget to risks like wastage and mistakes. So, while incremental budgeting might seem stable, it can limit a company's ability to adapt and succeed in a changing business environment (CFA Journal, 2020).
Zero based
Zero-based budgeting (ZBB) is a budgeting approach that allocates funds based on efficiency and requirement rather than budget history. Management starts from zero and creates a budget that only covers the operations and costs required to manage the firm; no expenses are automatically added to the budget (Schmidt, 2023).
Advantages
Zero-based budgeting is a beneficial approach for businesses, streamlining spending to align with core goals, enhancing cost control, and potentially driving increased sales. By ensuring that each expense is directly linked to specific objectives, the method brings clarity to the organisation's priorities. Notably, its primary advantage lies in effective cost management, as it prompts a meticulous examination of spending without relying on historical budgets. This insistence on justification fosters a more intelligent approach to cost optimisation. Additionally, zero-based budgeting encourages operational efficiency, both by managing costs more effectively and by challenging and improving outdated business practices. The approach promotes accountability, with managers actively participating in the budgeting process, estimating revenues and expenses, and undergoing continuous performance monitoring throughout the year. Lastly, it fosters improved communication within the organisation, as collaboration between the finance and operations teams results in a comprehensive budget that gains acceptance across all levels, fostering teamwork and ensuring a shared understanding of financial goals and strategies (Boucher, 2023).
Disadvantages
Using zero-based budgeting requires extra effort and dedication, involving a thorough examination of every expense in an organization. This thorough process demands significant time and attention, creating difficulties for managers who need to incorporate it into their current duties. As a result, some managers may be hesitant to adopt it, choosing to use the approach infrequently, especially during significant company changes. The competitive setting introduces challenges, as managers might feel tempted to modify budgets to secure what they see as their equitable portion of resources. Justifying expenses is challenging, especially in areas like research and development, where tangible results are not immediately visible. Additionally, organizations need to invest time and effort in training managers for zero-based budgeting, ensuring a complete understanding of the process. This dedication to training is crucial for a smooth transition to zero-based budgeting within the organizational structure (MindTools, 2023).
Activity based
Activity-based budgeting is a planning framework that links costs to specific activities, with budget allocations determined by anticipated activity levels. This method contrasts with conventional budgeting systems, which typically involve adjusting current cost levels for inflation and significant revenue changes to formulate the annual budget (Bragg, 2018).
Advantages
The activity-based budgeting method meticulously assesses individual cost drivers, taking into account every step within an activity. This thorough evaluation ensures that only essential activities are incorporated into the business budget, eliminating irrelevant elements. The activity-based budgeting system is designed to eliminate various unnecessary activities, leading to significant cost savings for the business. These cost savings, in turn, contribute to the production of goods and services at a cost lower than that of competitors. Consequently, this strategic cost management not only enhances the organization's overall profitability but also positions it to achieve a distinct competitive advantage in the market (efinancemanagement, 2017).
Disadvantages
Activity Based Budgeting faces a significant drawback due to its higher implementation costs in comparison to conventional budgeting methods. Moreover, it demands intricate technical specifications to effectively track and maintain costs at specific levels. The process heavily relies on making numerous assumptions, resulting in increased time consumption for management and potential inaccuracies in cost estimation, thereby distorting the product's true cost. Additionally, the successful implementation of activity-based budgeting requires a thorough understanding of the involved operational processes, adding an additional layer of complexity and a need for expertise (Srivastav, 2019).
Beyond budgeting
Beyond Budgeting advocates for the elimination of conventional budgeting methods, seeking to enhance organizational management control. The objective is to replace traditional budgeting processes with a decentralized organizational structure and a flexible suite of management procedures (WallStreetMojo, 2023).
The rationale behind the Beyond Budgeting model is grounded in acknowledging drawbacks within traditional budgeting processes. These drawbacks involve the time-consuming and costly process of budget development, a lack of alignment with the company's strategic goals, a restricted capability to promote value creation, possible hindrances to organizational changes, and a tendency to centralize power within the organization. To tackle these challenges, the framework supports a more flexible and adaptable method for financial planning and control. It emphasizes the significance of decentralized decision-making and strives to cultivate a dynamic organizational culture centred on strategy, fostering innovation, and achieving outcomes guided by value (Schmidt, 2023).
Beyond Budgeting has proven superior to traditional processes, particularly in today's uncertain business environment. Many large organizations have successfully adopted its adaptable and resilient principles, showcasing its effectiveness. Beyond Budgeting not only streamlines operations but fosters a culture of continuous improvement, providing a competitive edge in navigating challenges and exploiting opportunities. Beyond being a management technique, it serves as a visionary window into the future of financial management, aligning strategies with technological advancements and global shifts, making it a guiding light in the evolving landscape of financial governance (Stange, Bogsnes and Sheth, 2021).
Introducing the Beyond Budgeting Model faces challenges tied to how organisations operate and leaders think. People might resist changing from the traditional top-down budgeting style, and leaders may be hesitant to let go of control. Worries about losing control, doubts about decentralised decision-making, and a general dislike for change can slow down the adoption of the new model. It's also tough to find ways to measure performance that match the Beyond Budgeting approach. Existing organisational structures make it hard to change, and there may be a need for new skills and updated technology. External pressures, like industry rules, can make things more complicated. Successful implementation needs a solid plan for change, clear communication, and focused training to deal with these challenges. Trying the new model in stages through pilot programmes can help show the benefits and encourage a culture that welcomes flexibility, employee independence, and a long-term focus on creating value.
The industry in which an organisation operates has a significant influence on the implementation barriers for the Beyond Budgeting Model. Strict regulations and a need for control may prevent the adoption of a decentralised method in highly regulated or sensitive high-risk industries like banking or healthcare. A model that encourages flexibility and frequent modifications may also be difficult for sectors like infrastructure development that are established in lengthy planning cycles or typical hierarchical cultures.
On the other hand, sectors that are at leading in innovation and technology, with a focus on customer-centric methods, intense rivalry, or knowledge-based labour, may find it simpler to implement Beyond Budgeting because of their responsive, flexible, and agile nature. The method lowers barriers to its application in various industries by fitting in well with the need for quick decisions and market responsiveness. The capacity of an organisation to overcome these obstacles specific to its sector and create a culture that values flexibility and continuous growth will ultimately determine the success of adopting Beyond Budgeting.


Conclusion 
The Beyond Budgeting model has emerged as a game-changer, shaking up the rigid norms of traditional budgeting methods. Its track record of enabling adaptability and sparking innovation across various sectors positions it as a forward-thinking standard in financial governance. However, implementing this model comes with its own set of complex challenges. Challenges arise from resistance to change deeply embedded in top-down budgeting methods, concerns about decentralization, and the struggle to align performance indicators. Additionally, the need for organizational restructuring, skill development, and technological advancements adds layers of complexity to the transition process. Successful implementation demands careful planning, effective communication, and targeted training to instil a culture that embraces flexibility, independence, and the creation of long-term value. The specific characteristics of different industries significantly influence the barriers to implementing the Beyond Budgeting Model. Sectors like banking or healthcare, bound by stringent regulations, might resist decentralized approaches due to their control needs. Conversely, industries driven by innovation and customer-centricity align well with the principles of Beyond Budgeting, making implementation smoother. Ultimately, an organization's success in adopting Beyond Budgeting hinges on its ability to navigate industry-specific obstacles and foster a culture that values adaptability and continuous growth. As industries evolve, adopting a model that thrives on flexibility and strategic alignment becomes increasingly crucial, showcasing the potential of the Beyond Budgeting model to guide organizations toward resilience and sustained success in an ever-evolving business landscape.
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