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Methodology of Budget Model Identification
and Alteration

Rita Klimaitiené, Asta Tilinskaité

Abstract:

Purpose of the article: Many studies show that dissatisfaction of traditional budget models was growing
among the companies over the last decades. However it is possible to compete effectively in the rapidly chan-
ging environment if enterprise refuse to use the old planning budgeting approaches, involve all employees in
budget model‘s continuous improvements and development. For this purpose budgets models identification
and change methodical was created.

Methodology/methods: For examination of the theoretical aspects of the budget models, there were used
these scientific methods — scientific literature analysis, synthesis, induction, deduction and modelling. In order
to achieve this aim, extensive research of academic publications was required; on the grounds of the resources
gathered from academic materials, consistent budget model identification and alteration methodology was
developed for practical application in major enterprises.

Scientific aim: The aim of the present academic research is the development of a methodology of budgeting
model identification and alteration.

Findings: Analysis of budgets models in the literatures showed that the traditional budgets are outdated ap-
proach to business planning and control. There were also determined four main budget models. The review of
different researches of companies budgets, shows that even the different researches are incomparable with one
each other because of different countries and years when they were done, but most of them indicate that even
if companies are not planning to reject budgets.

Conclusions: Budgets models identification and change methodical is presented in details, by which com-
panies can move to modern budgets models and because of such change respond more quickly to business
changes in the market and pay greater attention to motivation of their employees.

Keywords: budgets, traditional budgets, advanced budgets, beyond budgets, budgets models

JEL Classification: M 21
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Introduction

For many years the traditional budget model has
been effective, it worked well as market conditions
were stable, the competitors were known and it was
possible to predict their actions. However, the con-
ditions have changed over some decades.

The majority of previously conducted academic
researches indicate that a large part of enterprises
practicing traditional budget models are actually
dissatisfied with them. These researches merely pre-
sent generalized results; they do not share a metho-
dology allowing to identify what budget model is
applied in an enterprise to establish the level of the
staff satisfaction with the current budgeting system
and to find out the problems caused by the currently
applied budget model. As a result, an extensive re-
search is required to develop a methodology for the
implementation of the budget model identification
and alteration at an enterprise.

Essentially, four types of budgeting models may
be singled out: beyond budgeting, advanced, better
and simple (see Figure 1). The issue why a num-
ber of enterprises do not reject inefficient traditional
budget models systems from their inability to obtain
precise assessment of what budgeting model should
be the most efficient and appropriate in their par-
ticular case and to evaluate the extent of resources
required for the change (time, financial and human
resources); besides, they have no idea as to what sta-
ges of the substitution of the current model could be
the most efficient.

The object of the academic research is budgeting
models applied in enterprises. The aim of the present
academic research is the development of a methodolo-
gy of budgeting model identification and alteration.

In order to achieve this aim, extensive research of
academic publications is required; on the grounds of
the resources gathered from academic materials, a
consistent budget model identification and alteration
methodology will be developed for practical appli-
cation in major enterprises in order to improve or
alter budgeting models and thus to adapt more easily
to the ever changing business environment.

1. Budget models improvement and
alteration in the enterprises

When dealing with theoretical aspects of budget
models, the following methods of academic research
were employed: analysis of academic sources, syn-
thesis, induction and deduction. The empirical re-
search employed the methods of questionnaire and
interview which helped to identify the budgeting
model applied in a major enterprise and its draw-
backs. Traditional and modern budgets models are
widely examined in the foreign scientific litera-
ture: T. Lucey (1993), C. Drury (1996, 2001), A.
Upchurch (1998), J. Hope, R. Fraser (1999, 2003),
J. H. Daum (2001, 2002, 2005), C. R. Emmanuel,
D. T. Otley, K. A. Merchant (2001), A. Neely, M.
Bourne, Ch. Adams (2001), T. Libby, R. M. Lindsay
(2003, 2007), S. Player, (2003), S. Rajan S. (2004),
L. G. Eldelburg, S. K. Wolcott (2005), R. C. Ric-
kards (2006), P. Atrill, E. Mclaney (2007), R. Barrett
(2007), B. Bogsnes (2009), B. Banerjee (2010), J. J.
Weygandt, P. D. Kimmel, D. E. Kieso (2010).
When researching academic writings and focu-
sing on the criticism of traditional budgeting models
and the analysis of their drawbacks, it was observed
that no fully developed and consistent methodolo-
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Figure 1. Different budgeting models. Source: Owned by the authors on the basis R. C.Rickards, 2006.
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Figure 2. Evolutionary budget model adaptation system. Source: A.Waal, M.Herkmens-Janssen, A.Van De Ven, 2011.

gy is available to provide grounds for enterprises
to evaluate their business models and alter them
efficiently. The only budget alteration methodology
presented in academic writings is the evolutionary
adoption framework system developed by Waal,
Hermkens-Janssen and Van de Ven in 2011 (see
Figure 2). This system covers four stages of budget
model improvement and alteration in an enterprise;
however, it mostly focuses not on these stages but
rather on the core factors regarding the decisions
concerning budget alterations or shifts and limitati-
ons impending the implementation of changes. As a
result, the system is not fully developed; the authors
conducted researches in four enterprises regarding
the above mentioned factors and the limitations in
change implementation. Unfortunately, the budget
model alteration stages are neither detailed nor were
they applied in operating enterprises; besides, no
suggestions are presented regarding their impact in
the course of change implementation.

According to Waal, Hermkens-Janssen and Van de
Ven (2011), solution takers are restricted by various
factors posing difficulties in the search of a rational
solution and its implementation. Restrictions preven-
ting a well-motivated solution may be divided into
these categories: cognition, acceptability, egocentric
and emotional restrictions. Enterprises may possess
a well-established budgeting process, and the staff
may be unwilling to undergo any changes. In order
to implement any new instruments at an enterprise
they are compared with the current ones, some no-
velties are instantly and unmotivatedly considered
useless, and the choice is not rational. Enterprises
may decide to apply specific budgets willingly or be

forced to do it. Various strategies may be imposed
within an enterprise due to their popularity, novelty
or adoption by competitors; however, this often re-
sults in a failure as the selected strategy is not neces-
sarily optimal for the particular enterprise.

Having analyzed the budget models presented in
academic writings it is possible to claim that tradi-
tional budgets are criticized as among a number of
drawbacks they hamper the adaptation to the ever
changing environment.

Scholars as well as enterprises are looking for no-
vel budgeting models aiding the processes of plan-
ning and budget drafting. The previously conducted
theoretical research provides grounds for the deve-
lopment of budgeting model identification and alte-
ration enabling the enterprise to perform a consistent
change or corrections of the budgeting model.

2. Dissatisfaction with the traditional
budgeting model

A number of researches conducted in enterprises
during the last decade highlight their growing dis-
satisfaction with the traditional budgeting model.
According to Libby and Lindsay (2003), in the con-
temporary business world, enterprises need to be
more flexible, sensitive and rapid in their reaction
towards the unexpected developments of the busine-
ss environment and the increasing competitiveness
to be able to preserve the increasingly inconsistent
clients.

The traditional budget-based management ac-
counting was developed so that to provide managers
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Table 1. Drawbacks and limitations of traditional budgets.

Drawbacks of the traditional budget

Conclusions

Traditional obstruct

reaction.

budgets rapid

Itis hard to react to the contemporary rapidly changing competitive environment
when the management is restricted by the fixed annual budgets and yearly
budget cycles; in order to adhere to the rules, procedures and budget controls,
employees are constrained and unable to take flexible solutions.

Traditional budgets are excessively time-
consuming and expensive.

Budget negotiations as well as redrafting of plans take excessive time;
managers could spend it more efficiently.

Budgets are not renewed or improved
frequently enough — usually it takes place
once a year.

This way, budgets get outdated and irrelevant even before the beginning of
the budget period.

The budget may become an obstacle for
innovations.

Excessive bureaucracy and strict budget control frequently obstruct the
way for initiatives and innovations. They halt creativity and do not create
an organizational culture in which the creative members could seek higher
results. When the fixed budget is the only objective according to which work
results are assessed, the staff do not make effort to achieve better results than
the budget requires.

Due to the use of traditional budgets it
may be hard to recruit and preserve the
talented staff of the enterprise.

Hierarchical structures applied for strict plans and inflexible financial budgets
may provide very limited possibilities for challenges, risk-taking, rewards
and personal improvement for ambitious managers; these plans do not incite
leadership and risk-taking.

The budget may be a restriction of the
efficiency of an activity.

One of the best possibilities of decreasing expenses is the establishment of
a flat structure of management, for example, the net model, within which
business processes take place more rapidly which would allow more rapid
reaction to the needs of the clients. However, the model of drafting traditional
budgets, resources and expenses is strictly related with the organizational
structure of an enterprise. Budgets provide ability to spend the planned
amount; yet, this frequently determines inefficient operation and spending
of funds. Only the elimination of the outdated attitude to budgets may incite
enterprise managers to challenge the regular expenses and seek the permanent
decrease of expenses.

Traditional budgets strengthen barriers
among departments rather than incite
exchange of knowledge; they also prompt
unethical behavior of managers in order to
comply with the budget.

In order to fulfill budget objectives more easily, managers may seek to plan
lower selling objectives or inflated expense budgets than required. Due to
the indefiniteness of the future the management may find it hard to observe
budget manipulations. Major enterprises may face issues with managers being
interested only in the results of their department rather than the fulfillment of
the objectives of the whole enterprise. it is extremely urgent if the supervision
and motivation system is based on complying with the budget of a segment or
department of the enterprise; this may lead to unhealthy competition among
departments or employees within the enterprise.

The budget may become an obstacle for
closer relationship with the clients.

When the employees responsible for sales are only oriented towards reaching
the fixed extent of income, sales or total profit, they have few incentives to
care whether the enterprise complies with the needs of its clients and whether
the clients are satisfied with its services. Budgets concentrate on the decrease
of expenses and achievement of short-term goals rather than on the creation
of value.

Budgets rarely are strategically oriented;
they are often inconsistent.

Budgets are based on unconfirmed premises and guesses, they tend to be
oriented towards a decrease of expenses and short-term profit objectives rather
than towards the fulfillment of long-term strategic plans.

The budget may be an obstacle for long-
term competitive business results.

Unconditional adherence to financial objectives may pose long-term issues.
Managers establishing aggressive objectives may be required to undertake
drastic action in order to comply with the high expectations of shareholders;
this may concern such areas as a decrease or elimination of long-term
investment into research or expansion.

Source: Owned by the authors based on Lucey, 1993; Hope, Fraser, 1999; Ekholm, Wallin, 2000; Daum, 2001; Libby,
Lindsay, 2003; Neely, Bourne, Adams, 2003, Bourne, 2004; Frezatti, 2004, Eldelburg, Wolcott, 2005, Rickards, 2006,
Atrill, McLaney, 2007; Proctor, 2009; Taylor, 2009; Uyar, 2009, Goode, Malik, 2011; William, 2012.
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with the conditions of ruling and controlling the en-
terprise “from above”; however, in the current busi-
ness environment, traditional budgets pose various
problems and are harshly criticized (see Table 1).

A conclusion may be drawn that traditional
budgets are an outdated attitude towards the plan-
ning and control of the activity of an enterprise. The-
se budgets create too little added value to the enter-
prise, are extremely time consuming, their drafting
is expensive, they are inflexible when the business
environment is undergoing alterations. The draw-
backs of traditional budget models may lead to poor
operational results of an enterprise. In order to make
budgets efficient, first of all they need to be coherent
with the strategies of the enterprise and to possess
solid grounds; they need to be consistent with the
values of the enterprise and to concentrate upon the
permanent creation of value within the enterprise.
The dissatisfaction among enterprises with traditi-
onal budgets incited them to look for other ways of
efficient planning of their activity and achieving bet-
ter results. This ultimately led to the development of
contemporary budget models.

Most changes usually feature indeterminateness.
As aresult, it is useful to split the process of changes
into several stages by determining in what sequence
the changes will be implemented in the enterprise.
In a simplified way, the alteration of a budget model
may be depicted on the basis of the three-stage chan-
ges model by K.Lewin which is frequently applied
when planning changes in organizations.

3. Methodology of budget model
identification and alteration

Thus first of all it is necessary to evaluate the current
situation of the enterprise in order to find out what
budgeting processes are efficient and where changes
are required. The staff must admit that the current
model is no longer efficient and that changes are
imminent. The changes should not be imposed; the
staff needs to understand the necessity and useful-
ness of the alterations; hence, at this stage, spread
of certain change-related information is required.
Afterwards, it should be established what specific
changes are required. It is also essential to alter the
attitude of the enterprise staff towards the currently
established budgeting procedures. At this stage, new
solutions are being searched for: alternatives are
explored, new values are established, the structure
of the enterprise is modified if required, and infor-
mation corroborating the new attitude is gathered.
Finally, the integration of the changes is reinforced

by establishing the procedures of the new budgeting
model. After the completion of the budgeting model
substitution, the enterprise returns to stage one, na-
mely, to the assessment of the satisfaction with the
altered budgeting model. When developing a budget
model identification and alteration methodology it is
highly useful to provide highly detailed methodolo-
gical stages so that the integration of the new model
should be as efficient and successful as possible and
that there should be no opposition. Figure 3 presents
a methodology of budget model identification and
alteration developed by the above mentioned au-
thors covering integrated stages acting as a guideline
for an efficient change of the budgeting model of an
enterprise.

Stage 1. First of all, the leader of an enterprise ne-
eds to consent the application of the budget identifi-
cation and alteration methodology in the enterprise.
This may include an order of the leader confirming
the adoption of this methodology if the procedures
applied in the enterprise require such an act. Stage
2. After having obtained the consent, the budget
model is applied by employing the budget model
identification methodology involving both qualita-
tive and quantitative research of the current budget
model (see Figure 4). The fundamental objective of
this stage is by applying questionnaire and interview
strategies to explore the current budgeting model,
the issues it poses and to render the need to alter the
currently established model to the enterprise staff in-
volved in drafting the budget in order to obtain their
support.

The questionnaire method is involved into the
budget model identification methodology to provi-
de an opportunity to interview a larger number of
employees involved into the process of budgeting
than other research methods would allow. The ques-
tionnaire method was selected because of possessing
good value in terms of reliability, speed and costs. In
order to obtain an objective estimate of the currently
applied budgeting model, questionnaire questions
are prepared in advance. Its structure is as follows:
1) the introductory part of the questionnaire explai-
ning why the research is conducted and presenting
instructions regarding how to fill in the question-
naire; 2) the main body containing questions aimed
at researching the currently applied budgeting mo-
del; 3) the concluding part containing questions re-
garding the position held by the respondent in the
enterprise and his/ her age.

In order to perform a more profound analysis of
the budgeting model in the enterprise and to obtain
reliable data on the areas of the budgeting model
that are bound to be changed, another research me-
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Figure 3. Methodology of budget model identification and alteration. Source: Own work.

thod, the method of interview, needs to be applied.
As qualitative research is employed, a minor part of
the staff is sufficient to be selected. When selecting
the participants, their representation of different de-
partments and their participation in the process of
budget drafting should be considered. This quali-
tative research provides results supplying the data
obtained from the questionnaire with the valid com-
plementary information and aids the identification
of the fundamental issues and drawbacks that are
related with the budgeting process. The questions of
the questionnaire were designed regarding the func-
tions performed by the budget and the types of tradi-
tional and contemporary budgets. The questionnaire
seeks to identify the prevalent types of budgets in
the enterprise.

Stages 3 and 4. After having assessed the budget
questionnaire and interview results, the type of the
budgeting model applied in the enterprise is establis-
hed: traditional, contemporary or traditional contai-
ning elements of the contemporary budget; the need
to alter the current budgeting model is identified.
Stage 5. This stage contains the decision taking in
order to change the budgeting model. This decisi-
on may be taken during the enterprise budget board
meeting where all the individuals involved in the
budgeting process participate by presenting them
with information on the systemized drawbacks of
the budgeting model. After having decided to chan-
ge or shift the current budgeting model, it is useful
to appoint responsible individuals who will be no-
minated to perform the research and analysis of the
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Figure 4. Instruments of the budget model identification. Source: Own work.

alternatives to the current budgeting model. Stages
6 and 7. After having formulated expectations to the
alternative budgeting model, a search for alternati-
ves is conducted by assessing alternatives explored
in academic writings, employed by competitors or
worldwide known enterprises. During this stage,
budget counseling enterprises may be hired as well.
Stage 8. Having detected alternative budgeting mo-
dels or instruments, possibilities of their application
in the enterprise are assessed. Stage 9. Having selec-
ted the most efficient budget models or types, a mee-
ting of the enterprise management is held, during
which, the most appropriate alternative to the cur-
rent budgeting model is selected. Stage 10. A plan of
budgeting model alteration is drafted to control the
implementation of the budgeting model alterations.
The activity plan previews areas to be changed and
actions to be taken in order to change the budgeting
model; it also contains the deadlines. During this
stage, it is essential to change the prevailing attitude
within the enterprise regarding the current budge-
ting practice. The staft should be regularly informed
concerning the future changes and their benefits in
order to understand and support the imminent chan-
ges. During this stage, the support of the manage-
ment of the enterprise is of utmost importance; it is
essential that the management give consent to the
changes and render it to their subordinates. Commu-
nication, rendering of the vision, strategy and proof
why the change of the current order is required and
what benefits will be obtained from the changes are
required. Hence, in the course of this stage, the staff
must be involved, the current work procedures must
be replaced, tuition and information to the relevant
staff regarding the changes of working procedures
must be provided. Not only the attitude and behavi-
or of the staff but also their values are sought to be
altered. Stage 11. After having applied budget co-
rrections, the altered budgeting model is evaluated
regarding its efficiency and the actual applicability
of all the changes in the enterprise, whether the staff
and the management are satisfied with the altered

budgeting model and whether the new budgeting
model poses difficulties. If the changes are deemed
to have been implemented successfully and to be
adequate to the enterprise, the new procedures are
established. However, ways are sought to preser-
ve the changes: the support of the management is
ensured, a motivation system is designed, feedback
systems are developed, and, should the need arise,
the organizational structure is adapted. After having
established that the changes did not work, were un-
successful or that the novel budgeting model does
not satisfy the enterprise, a search of alternatives
from Stage 7 onwards is conducted.

4. Discussion

During the last couple of decades, more and more
attention has been paid to research in enterprises
in order to analyze the budgets they apply, the is-
sues they face and their attitude to the change of
budgeting systems. Uyar (2009) overviews dozens
of previous researches on budget application and
claims that the research provides sufficient proof
that budgets are among the most frequently applied
strategies of planning and supervision in various
enterprises. Researches conducted in Malaysia,
Bahrain, India, Australia, Japan, Singapore and Po-
land show that activity budgets represent the most
important accounting instrument applied in enterpri-
ses. A management accounting research conducted
in Poland showed that the majority of participating
enterprises mostly belonging to the majors operating
in the fields of manufacturing or services (80% of
the respondents) draft annual activity budgets of the
whole enterprise. Another research was conducted
in Singapore; it demonstrated that 97% enterprises
of the research sample employ budgets. According
to A. Uyar (2009), there are ongoing discussions
regarding the usefulness of the traditional budgets:
their partisans claim that budgets should still be ap-
plied and are suitable while the opponents insist that
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budgets should be discarded and replaced by new
models.

One of the best-known drawbacks of traditional
budgets is their time consumption. The results of the
empirical research by Horvath&Partners CFO-panel
showed that in more than a half of the participating
enterprises, the activity and budget planning process
requires four to six months (Uyar, 2009). Meanwhi-
le, T. Libby and R. M. Lindsay claim that budgets
consume about 20 to 30 per cent of the managers’
and financial specialists’ time. A question naturally
arises whether the benefit obtained by enterprises
from the budget drafting process is worth such major
expenses. A research conducted in 1999 showed that
the staff of the financial sector dedicate 21 per cent
of their working time to the analysis and interpretati-
on of numbers while the major part of their working
hours is devoted to activities producing lower added
value such as data collection and processing, which
actually is frequently devoted to budget-related di-
scussions (Hope, Fraser, 2003). Statistics by The
Hackett Group shows that 78% enterprises do not
alter their budgets throughout the whole year; they
use static budgets (Libby, Lindsay, 2003).

Even though the overviewed researches are diff-
erent in terms of sample size, year and country and
their results are incomparable but they still indicate
that most enterprises employ budgets usually focu-
sing on planning and supervision objectives. A lar-
ge majority of enterprises apply traditional budgets
and even though researches show that most enter-
prises do not intend to get rid of budgets they are
still willing to upgrade the current budgeting model.
As the budgeting model and the related issues are
independent and enterprise-specific, it is essential to
research the specific budgeting model applied in an
enterprise, to identify the areas to be improved and
to outline a plan of the model correction or altera-
tion. This was the objective of the development of
the methodology of budgeting model identification
and alteration.

Moreover, in the budget model, there has to be a
place for such management accounting instrument
as activity based costing (ABC). Yet one important
factor which increases the need to apply the method
ABC is planning changes in the production or mar-
keting strategy (I. Veres, I. Bondareva, 2009).

Organizations that have made a decision to apply
new management disciplines may expect benefits
not only in the area of knowledge utilization, inno-
vations and innovative potential, but subsequently
also in the increasing of efficiency of the entire or-
ganization (H. Urbancova, M. Konigova, J. Urba-
nec, J. Fejfar, 2012). So one of the new management

models which can increase of efficiency of the en-
tire organization is advanced budgeting or beyond
budgeting.

Conclusions

1. Having conducted a research of budgeting mo-
dels presented in academic publications it was
established that traditional budgets constitute an
“outdated” attitude to the planning and control
of the activity of an enterprise; they are critici-
zed because of the obstacles they pose regarding
the adaptation to the ever changing environment.
Scholars as well as enterprises are in search of
new budgeting methods assisting the processes
of planning and budget drafting. A number of au-
thors single out the superior and advanced budget
models as an alternative to the traditional model.
Yet, they merely involve occasional improve-
ments in comparison with the traditional budge-
ting model. Meanwhile, the beyond budgeting
model eliminates a major part of issues posed by
the traditional budgeting model, but it requires
radical change and the rejection of the traditional
budget. As this is a long-term process, many en-
terprises attempt to upgrade their currently used
models by involving separate corrections.

2. In order to avoid a major part of issues stemming
from the application of the traditional budgeting
model, systematic and radical changes are requi-
red not only in the budgeting model but also in
the organizational model of management and the
organizational culture.

3. Anoverview of academic researches focusing on
the application of budgets in enterprises revealed
that a major part of enterprises are not inclined
to get rid of budgets but rather tend to upgrade
them. Each enterprise is unique and may face
specific issues of budgeting model application
as well as express willingness to improve spe-
cific budget areas. As a result, it is impossible
to present a universal recipe of a model for the
budgeting model alteration for all enterprises.
Yet, stages of budgeting model alteration for any
enterprise willing to perform consistent budge-
ting model changes were established.

4. On the basis of the analysis of academic wri-

tings and an empirical research, a budgeting
model identification and alteration methodology
for major enterprises was developed. It may be
applied with individual customizations in bu-
siness entities of various sizes and types. This
methodology first of all advises to identify the
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currently applied budgeting model of an enter-
prise and its drawbacks and to take decisions
regarding the model change of the improvement
of specific model areas only afterwards by adhe-
ring to the consecutive stages highlighted by the
methodology. It is essential that the staff should
understand the importance and usefulness of the
changes and second them as the implementation
of changes may result in failure if it is excessive-
ly rushed, inconsistent or if no preparation took
place in advance and if the staft disagrees with or
opposes the changes.

5. It is essential to understand that a drafted budget
by itself does not guarantee the provision of
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