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Introduction


According to Seal, et al. (2019), a budget is a comprehensive plan that outlines how money and other resources will be acquired and used over a given time frame, and budgeting is the activity of preparing the budgets. One of the notable responsibilities of management accounting is to help managers make informed decisions about the direction of development. Consequently, budgeting is an accounting process which could bring out the explicit financial plan in accordance with the company’s vision and mission (Tayles & Drury, 2020). The first practical budgeting process was developed by James McKinsey back in the 19th century in the USA, this process consists of three parts: plans with estimates of the future, coordination of interdependent estimates holistically, and a comparison between the estimated and actual results (Flesher & Flesher, 1985) which precedes the basic image of the budgetary cycle. The traditional budgeting technique is incremental budgeting, which plays a significant role in the historical perspective. Aldrick (2008) suggests that the recurring elements in the last two financial crises attributed to the crumbling of companies that appeared to have considered procedures like budgeting to be archaic or unnecessary. Though the factors which result in companies going into administration are compounded, poor financial management could be the distressed one.


In contrast, the practice of budgeting as a planning and management technique has been driven by substantial debates and criticisms in recent times owing to its defects such as being time-consuming, ignoring innovations, stifling initiatives etc due to the ever-changing economic circumstances (Tayles & Drury, 2020). Consequently, alternative approaches have been proposed to fill in the flaws of traditional budgeting. Hope and Fraser (2003) claimed that traditional budgeting is obsolete, and they stood up for the opinions that companies should progress beyond budgeting. In addition, alternative budgeting approaches such as rolling budgeting, zero-based budgeting, and activity-based budgeting emerged and different companies tend to adopt their own budgeting techniques in accordance with the situation.










Main Findings


A crucial component of the management control system is budgeting, which could encourage cooperation and communication, offer a system for assessing managers’ performance, and make managers and employees proactive when applied appropriately (Datar & Rajan, 2021). However, Data and Rajan (2021), as well as Sea et al. (2019) also suggest that there will always be a part of the budgeting that prevents it from reaching its goals as fully as possible. This section will discuss the difference between traditional budgeting and beyond budgeting and evaluate the applicability and practicability of budgeting in the current industry with regard to both methods.


Incremental Budgeting


Traditionally, management accountants would use the incremental budgeting method, whereby the current year's operations and the amount allotted for ongoing activities serve as the foundation for the following year's budget, which is then modified to account for projected changes (Tayles & Drury, 2020). However, in recent years, incremental budgeting has been criticised and part of companies have replaced their budgeting methods with more innovative ones. Hope and Fraser (2003) stated that several forward-thinking businesses have given up on traditional budgeting, including Volvo and the Swedish bank Svenska Handelsbanken. One reason is that It's probably going to keep things inefficient. For instance, if a manager is aware that he can increase his budget by 10% annually, he would seize the chance to increase his budget rather than make the effort to find methods to reduce expenses or make savings, hence inefficiency has incurred. Another reason is innovation depreciation. It is also inclined to disregard outside forces that influence performance and activity. For instance, the cost of some inputs has experienced extremely significant inflation.  Incremental planning makes the assumption that costs will increase by, say, 10% this year and ignores any other influences.2006


But the fact is that budgeting still plays a significant role in the current industries. In order to investigate budgeting's detractors as well as the trend beyond budgeting, Dugdale and Lyne (2006) polled managers of 40 UK organisations, both financial and non-financial. Their primary finding was that budgeting is still necessary today. All the businesses that participated in the poll used budgets, and managers both financial and non-financial generally agreed that these tools were critical for planning and control. As a comparison, the results of Ekholm and Wallin's (2000) study of 168 Finnish companies show that relatively few businesses, intended to do away with the yearly budget. The results of Dugdale and Lyne (2006) in the UK were different, as there was substantial agreement with several of the budgetary issues. Several participants also mentioned that supplementary systems have existed and been used in conjunction with the annual budget. Examples of these systems include rolling forecasts and monitoring systems akin to the budgeting process.


The same situation exists on the part of the world. According to the research conducted by Libby and Lindsay (2010) on budgeting procedures in North American organisations, budgeting systems are still crucial to businesses' control systems, and while many of the 558 studied organisations were working to enhance their systems to address common critiques, only 5% of them were considering maybe giving up on budgeting entirely. About 90% of the responding organisations employed annual financial predictions, whereas only about 4% used beyond budgeting, and only 1 % are going to opt for beyond budgeting. However, Libby and Lindsay (2010) found that three significant signs of progress have taken place:
budgets are amended much more often, and more resources are allotted outside of the budget process to address shifts in the competitive landscape.
Most of the firms surveyed link their budget with the companies’ mission and vision. Therefore, the allegation that budgets are not tied to strategy is not supported by most firms' responses.
Budgets are rarely used as fixed-performance contracts by the sampled enterprises. Instead, while utilising the budget for performance evaluation, a lot of subjective factors and allowances for unforeseen circumstances are taken into account.


Combining the results of Libby and Lindsay (2010), Dugdale and Lyne (2006) and Ekholm and Wallin (2000), the majority of businesses have opted to enhance the process rather than expand beyond budgeting, therefore accusations that budgets are faulty are generally exaggerated.


Activity-Based Budgeting


When it comes to unit-level activity expenses, the traditional method of budgeting is effective since resource consumption changes in direct proportion to the number of final goods or services produced. Whereas traditional budgets only act as standards for specific spending levels for each budgeted item for those indirect costs and support activities. There are no clearly defined input-output relationships, and resource consumption does not change. Hence, poor performance measure indicators are established by budgets since they are not founded on clear linkages between expenditures and activities, and performance reporting typically entails little more than determining if the budget has been exceeded. Therefore, conventional budgets don't offer much useful data for controlling the price of support activities.



Activity-based budgeting is an approach to budgeting that starts with cost objects, identifies the tasks that must be completed and then projects the number of resources needed throughout the duration of the budget (Tayles & Drury, 2020). In traditional budgeting, the anticipated costs for the upcoming budget's support activities are often determined by adding an inflation adjustment to the budget from the prior year. As a result, support expenses are regarded as fixed with respect to activity volume. Activity-based budget, on the other hand, offers a framework for comprehending the quantity of resources needed to reach the planned level of activity. Adjustments can be made upward or lower during the budget-establishing phase by comparing the quantity of resources that are necessary with the amount of resources that are currently in existence. Because of this, an organisation may use its resources more efficiently and manage its expenses proactively, especially when employing a feed-forward style of control.


Zero-based budgeting


Zero-based budgeting is A method that requires managers to explain every budget expense by starting from base zero instead of the previous year's budget for ongoing operations. The method entails three phases:
A decision package including a description of every organisational action;
The assessment and prioritisation of decision packages;
allocation of funds up to the expenditure cap in accordance with priority.


According to Shayne Kavanagh (2012) in a Public Management article, there has been a resurgence of interest in ZERO-BASED BUDGETING in the current climate of budgetary constraints despite the fact that its peak of popularity in the late 1970s is long gone. He quotes a poll conducted by the Government Finance Officers' Association which indicates that a growing percentage of eminent public budget practitioners (44 per cent of all respondents) are thinking about implementing ZERO-BASED BUDGETING, with slightly more than 20 per cent of those indicating they are doing so already. Rigid zero-based budgeting is quite uncommon. Rather, budgeting techniques that incorporate aspects of pure zero-based budgeting but deviate from the theoretical aspects are referred to as zero-based budgeting. Those who identify as using zero-based budgeting often fall into two main types.


Texas Instruments was the first company to use zero-based budgeting. It soon rose to prominence as one of the most stylish management instruments of the 1970s (Oracle, no date). However, zero-based budgeting never gained the broad acceptance that its supporters had hoped for. Its excessive cost and time commitment seem to be the main cause of its failure. Finding decision packages and figuring out their advantages, costs, and purposes takes a lot of effort. Moreover, there are usually too many decision packages to review and not enough data to allow for an efficient ranking of the packages. Studies reveal that many organisations err on the side of approximating zero-based budgeting principles instead of implementing the comprehensive strategy described in the literature. It does not need to be implemented across the entire organisation, for instance. It can be utilised as a one-time cost-reduction strategy and applied only to the areas that management is most concerned about. Using priority-based incremental budgeting allows for the capturing of some of the benefits associated with zero-based budgeting. Managers using priority-based incremental budgets must outline the incremental actions or adjustments that would take place if their budgets were raised or lowered by a given percentage.  Budget allocations are determined by contrasting the changes in benefits and expenses. Thus, priority-based incremental budgets offer a cost-effective way to balance incremental budgeting with zero-based budgeting.


Beyond Budgeting


Hope and Fraser (2023) refer to other strategies that ought to be employed in place of annual budgeting by using the phrase "beyond budgeting." While the tasks included in Beyond Budgeting are comparable to those in Budgeting, they do not include the yearly budgeting process, which only allocates money in advance once a year. Rather, there is a push for rolling projections, establishing high goals, more decentralised decision-making, and comparative external performance reviews. 


In beyond budgeting, it is recommended to use quarterly rolling predictions, which usually span five to eight quarters. These projections are updated on a frequent basis, assisting managers in formulating plans that are always responsive to the rapidly shifting market conditions. Because rolling projections are updated continuously with the most recent predictions of economic trends, client demand, and data from the most recent quarter, they are thought to give more reliable information. Additionally, Hope and Fraser contend that because rolling forecasts' goals are constantly updated and modified, performance assessment is no longer dependent on meeting set targets, which is what causes dysfunctional conduct in yearly budgets.


Hope and Fraser (2023) suggest doing away with budget objectives in favour of relative external performance criteria for assessing performance rather than using a static, antiquated budget. These performance metrics make sure that they are based on the current state of the economy by comparing a limited set of key performance indicators with those of rivals and comparable business units. Managers must make an effort to make sure that their performance is superior to that of both internal and external competition since the use of relative comparisons means that they are unaware of their level of success until the period has ended. According to Hope and Fraser, this strategy gives managers the courage to push their employees' performance. The largest corporation in Scandinavia, Equinor (previously Statoil), has activities in over 30 countries and generates annual sales close to $65 billion. In 2005, the management of Equinor opted for a distinct method over typical budgeting. Capital expenditures are not yearly targets in a conventional, comprehensive budget; instead, they might vary from $10 billion to $15 billion annually. Project approval requests can be made at any time by business units. Decisions are based on two things: an evaluation of the project's quality (financially, strategically, and based on other criteria) and the company's present organisational and financial capability for taking on new projects. In the end, both strategies call for a new culture centred on principles and goals (Danoesastro et al.).


Proponents of the beyond budgeting concept assert that it encourages employee empowerment and decentralisation, two policies that businesses need to implement in order to stay competitive in the rapidly evolving business world of today. Within decentralised organisations, managers possess broad latitude in decision-making and can acquire resources faster, as they are not reliant on centrally allotted resources ahead of time during the yearly budgeting process. Organisations that are empowered have faith in their management to assert their right to the resources required to grasp the possibilities they recognise in a constantly shifting environment. To put it another way, it works better with the more casual and "network" organisational structures that many businesses have chosen.


In addition, Beyond Budgeting emphasises team-based rewards more than individual ones due to the challenge of determining each person's incremental contribution and the requirement to show that everyone is working together towards a common goal while remaining dependent on one another. Hope and Fraser (2003) note that managers' reluctance to abandon their familiar approach is the reason why more conventional budgets are still utilised extensively. To motivate managers to implement the previously outlined concepts, the old system must be removed.


Another primary issues with budgets, according to Bourmistrov and Kaarbøe (2013), is the creation of "comfort zones," whereas managers are pushed into "stretch zones" by relative performance evaluation, where they work towards ongoing improvement.




Conclusion (average of 10% of word count)


There is more to Beyond Budgeting than just creating an annual budget. Rather, Beyond Budgeting is a cutting-edge, substitute method to performance management that goes beyond the conventional annual budget as a company's main control mechanism.


Traditional budgeting has been criticised for fostering strict planning and incremental thinking, taking a lot of time, failing to promote continual development, aiming for the goal even if it leads to unfavourable actions, and being a rigorous annual ritual. The trend known as "beyond budgeting" proposes that rolling forecasts, which include exception-based monitoring and benchmarking along with key performance indicators, should take the role of budgeting.


According to Kaplan (no date). The beyond budgeting is suitable to
Industries where the business environment is changing quickly. Targets that are adaptable will react to changes.
Organisations that apply TQM and other management techniques. The secret will be constant improvement.
Organisations going through significant change, such re-engineering their business processes. It could be challenging to stick to a budget in certain situations.
The beyond budgeting’ benefits include
It shifts the focus from beating other managers to beating the competition by creating a climate based on competitive success.
It motivates individuals by giving clear responsibilities and challenges.
It eliminates some behavioural issues by making rewards team-based.
Operational managers receive more authority since they are in greater proximity to the activity and can respond more rapidly.
Rather of adhering to rigid budgetary constraints, operational managers are empowered to produce critical ratios.
It forms teams focused on the needs of the client.
It develops information systems that provide everyone in the business quick access to open data.
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