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Feedback Control «+

Feedback as the name suggests is a reaction after an action has taken place. So, there has to be
an error if we want to take corrective actions.

According to the CIMA's Official Terminology, It is defined as: ‘Measurement of differences
between planned outputs and actual outputs achieved, and the modification of subsequent
action and/or plans to achieve future required results. Feedback control is an integral part of
budgetary control and standard costing systems.’

A feedback system would simply compare the actual historical results with the budgeted results.

Feed-forward Control v’

In certain cases, we may be able to measure the amount of error before it has actually taken

place. We may thus be able to place a control mechanism before the error takes place. Feed-
forward Control is one such Controlling system.

According to the CIMA’s Official Terminology, It is defined as the ‘orecasting of
differences between actual and planned outcomes and the implementation of actions
before the event, to avoid such differences.’

A feed-forward control system operates by comparing budgeted results against a forecast. Control
action is triggered by differences between budgeted and forecasted results.
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PEHAVIOURAL ASPECTS.

Effect ofF Budqes JIfFfFiculty on Budqget Perfarmance.

« Dragrom Qrven rm modu'e

budget that is expected to be achieved motivates a lower level ofNgerie/wance as managers no

&
“‘Budget level that motivates the best level of performance may not be a. In contrast, the
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Rartitrpation o Budqet 3eH1NQ PIOCess
i] TOP POWN approach :

" There are two main approaches to budgeting, the top down approach and bottom up approach.
Budgets can be prepared centrally and subordinates have little influence on the target setting. This
called top down budget or imposed style approach. The benefit of top down approach is that it
can be produced quickly and involve less management time than other options. However, there
are significant risk of inaccurate budgets being set that are also not acceptable to the subordinate

managers.

g Budgets Prefared by Top leye! Mgt
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2] Bortom up approach (Portcipatve approach)

An alternative to top-down approach is for the subordinate managers to participate in the
preparation of their own budgets and then these budgets to be reviewed by senior management.
This is called bottom up approach (sometimes referred participative approach).
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1] Revrsion of Budqes:
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BEYOND RBUDUETING.

1] Limrtotrons of Trod rronar 8udgening [ CUTVA]
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4 Defmnrtron oF Beyond Budqeiq(BR):

According to CIMA’s Official Terminology- ‘An idea that companies need fo move
beyond budgeting because of the inherent flaws in budgeting especially when used to
set contracts. It is argued that a range of techniques, such as rolling forecasts and
market related targets, can take the place of traditional budgeting.’

3) Advantaqes of BY:
A AJODPHYE PID(Ps4
D : Decentralsed Proceasd.
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BB identifies its two main advantages.
» |tis a more adaptive process than traditional budgeting.

» |t is a decentralised process, unlike traditional budgeting where leaders plan and
control organisations centrally.

4 Natyre of B®: [SHEET]

5:4hif+ 30+ from 4dop down ts RoHom P,
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I~ Inrementa! lmprovements.
Tradrdoeq) 8udqel + new ol & techniques.
(iii) Nature of 'Beyond Budgeting’
=  Budgeting is evolving, rather than becoming obsolete- it depends on trust and
transparency.

= Shift from the top-down, centralised process to a more participative, bottom-up
exercise in many firms.

= |t highlights the level of improvement that can be achieved even with relatively
simple modifications and a great deal of trust.

=  Budgeting has changed, the change has been neither dramatic nor radical. Instead,
incremental improvements, with traditional budgets being supplemented by new
tools and techniques.

=  Forecasting in fact is more important.



CA Rahul Panchal o0 19

5) Benefits of BB: [CeRED])
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(iv) Benefits of the '‘Beyond Budgeting' Model

C Beyond budgeting helps managers to work in coordination to beat the competition.
Internal rivalry between managers is reduced as target shifts to competitors.

R = Helps in motivating individuals by defining clear responsibilities and challenges.

E = |t eliminates some behavioural issues by making rewards team-based.

D - Proper delegation of authority to operational managers who are close to the
concerned action and can react quickly.

C ® |t establishes customer-orientated teams.
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6) suitabilrty of BR:

Suitability
Industries where there : :
. : : Flexible targets will be
is rapid change in the h
business environment. fespansive toenange.
Industries using Continuous
management methods improvement will be
such as TQM. the key.
Industries undergoing Budgets may be hard to
radical change, e.g. achieve in such
CASES { TK b ) using BPR. circumstances.
Beyond Budqerng, : R ' ’
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