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Abstract

Budgeting is one of the most important, successfully utilised and useful tools which almost
every major organisation relies on for the setting of strategic goals and the subsequent
measurement against these goals. However, despite its success, rapid changes in the
business environment within which many organisations operate necessitate the need for
greater agility in financial planning which traditional budgets and forecasts are not
necessarily geared for.

The aim of this study was to explore alternatives to traditional budgeting approaches within
South Africa with focus on the applicability of an agile approach, understanding the level of
detail required from a forecasting perspective and determining whether there are agile

substitutes for the level of detail required.

The study also considers the accuracy of an agile forecasting approach and includes a
component on forecasting free cash flow which is increasingly becoming an important
measure of organisational performance. The study concludes with an identification of industry

types that agile forecasting could be most suited to.

A quantitative method was used in the study, making use of a survey questionnaire to gather
data from 60 respondents. Most respondents indicated that trading profit within their
organisations is influenced by a small number of critical business drivers, suggesting
suitability for an agile forecasting approach. Respondents still indicated a requirement for
detail to conduct performance evaluation but a slight opportunity to apply high level

alternatives exists.

The study found that despite the complexities and potential to not be perfectly accurate that
respondents are largely open to the concept of an agile forecasted free cash flow. However,
respondents expect a greater degree of accuracy in other forecast statements, deviating
from a concept of agile forecasting, being the gain of insights as opposed to accurately
predicting the future.

The research concluded with the majority of respondents indicating that agile forecasting
would be suitable to all industries with the specifically highlighted industries being

manufacturing, FMCG, and banking respectively.



Table of Contents

LI PP TP PP P TP PP P PP PPTRPPPTTPRPPRPTRRIN [
Supervisors Permission to Submit Thesis/ Dissertation for Examination................ccc.......... ii
DIECIAIALION ...ttt e e e e et e e e et e e e e iii
YNl [0 1T/ [=To [o T=T g 1T o€ SRR iv
AADSTIACT ...t e et e e e e e e e e e e %
TaDIE OF CONLENTS ...ttt e Vi
LIST Of FIQUIES ... X
LISt Of TADIES ... Xii

CHAPTER 1 : INTRODUCTION....ccttiiiiiiiiee ettt ettt e e e e e eneans 1
1.1. Background t0 the STUAY ............uuuuuummmiiiiiiiiiiiiiii e nnennee 2
1.2. Problem Statement and JUSEIfICAtION.............oooiiiiiiiiiiiiiiie e 3
1.3. PUrPOSE Of the STUAY ...covviiiei e e e e e e 4
1.4. ObJective Of the STUAY.......uii i e e e e 4
1.5. RESEAICH QUESTIONS ....iiiiiiii ettt et ettt e e e e e e e e e e et e e e e e ab e e e eeranns 5
1.6. EXPECIEA OULCOIMES ...ttt 5
1.7. Delimitations/SCOPe Of the STUAY ..........uuuumuiiiiiiiiiiiiiiiii e 6
1.8. Expected limitations Of the STtUAY ..............uuiiiiiiiiiii e 6
1.0, ASSUMIPDEIONS ... 6
1.20. OULINE OF tNE STUAY ......uuiiiiiiiiiii e 7
120, CONCIUSION. ..ottt e e e e e et e e e e e e e e eaee s 7

CHAPTER 2 : LITERATURE REVIEW .....ouii e 8
2.0 INEFOTUCTION. ...ttt e e et e e e e e e e e e e e e e e e e e nnenenees 8
A = 18 o [0 = 11T 8

pZ 0 B I T ] 71 1T o USRS 8

2.2.2. HISTOIY ...ttt 8

2.2.3. PUIMPOSE ..ttt ettt oo e ettt ettt e e e et ettt tb e e e e e e et e e eeb e e aaeeennne 8

2.2.4. Link between Budgeting and Strategic Management..................ueeuueeeemeeeieeeninnnnnn. 9

vi



2.2.5. Link between Budget Flexibility and Budgetary Control...............ccoooveeiiiiinneeenn. 10

2.3. BUAQEting DISCUSSION .....ccciiiiiiiiiiieiiiieee ettt 11
2.3. 0. ISSUEBS ...ttt ettt e e e e e e e e 11
R B O g T 11 1T o To T USSR 12
2.3.3. Consideration for a change from Traditional Budgeting ...............ccovvvvviiiiinnneenns. 13
2.3.4. Alternatives to Traditional BUudgeting .........ccoovveiiiiiiiiiiieeececee e 15
2.3.5. Budgeting to Accounting Standards ...........ccooeuuiiiiiiiiieeece e 19
2.3.6. Other CONSIAEIALIONS .......uuuuueiiiieiiiiiiiiiieieeeieebeb bbb eeneennsesnennennnnnennnnnes 19

T o =T ot ] T PP PP 20
2.4. 1. DEIINITION ...ttt 20
2.4.2. PUIPOSE ....eeeiiiii e e e ettt e ettt s e e e e et e e e e et a e e e e e et e e ee e e e e e e e et e e nrn e e eaes 21
2.4.3. CRAIIENGES ...ttt 21
2.4.4. Key Trends in FOreCastiNg .......ccoovvuiiiiiiiii ettt a e 23
2.4.5. Other CONSIAEIALIONS .......uvveiiiiieiiiiiiit e e e e e s eaeeas 23

2.5. Relationship between Budgets and FOrecasts .........ccocceeiiieeiiiiiiiiiiiin e 25

2.6. Budgeting and Forecasting in a South African Context...........ccccceeeeviieeriiiiiiiiiieneeenn, 26

2.7. Agility and RoIliNG FOTECASTS.........ccoiviiiiiiiiiiiiiiee e 26
2.7 L AGIIIEY e 27
2.7.2. Rolling FOrecast DEfiNItION ..............uuuuuuuiiiiiiiiiiiiiiiiiiiiiiiiiiiiieieeeeeeeeeeeeeeeeeeeeneeeee 27
2.7.3. HOW ROIlING FOrECaSES WOTK .......uuuiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiieeeieeieeeeseeeseeeneeeee 27
2.7.4. Guidelines to setting up ROIlING FOreCasts..............uuuuuumiiiiiiiiiiiiiiiiiiiiiiiiiiieinnnnnnns 28
2.7.5. Advantages of RolliNG FOreCasts........cccuiiiiiiiiiiiiiiciin e 29
2.7.6. Rolling Forecasts in a South African Context .............cooviviiiiiiiiiiieeceeee e, 30
2.7.7. Automation of ROIlING FOrECaSstS.........ceiiiiiiiiiicce e 30

P S T O L] o I o] =T o= 11| T S 31
P2 < Tt B I T ] 1o o SR 31
2.8.2. PUIMPOSE ...ttt e ettt e e e e ettt e e b e e e et e e e r e e e 32
2.8.3. Fre@ Cash FIOW.......uuuiiiiiiiiiiiiiiiiiiiiiiiii s snsnenennnes 32
2.8.4. Challenges with Cash FOreCasting ..............uuuuuuuuiummmiiiiiiiiiiiiiiiiiiiiiniieeieniennnnneannes 33



e IR O] o [o] [ 1= To ] o F TP 33

3. CHAPTER 3 : METHODOLOGY ...ttt ettt e ettt e e et eeaai e aeees 34
I I [ 011 oo [ BT i o T o B PP P PP PP PPPPPPPPPPIN 34
3.2. Research Design and Rationale ............couuuiiiiiiiiiiicee e 35
T T (1[0 | Y =T TSP 36
R N I T o [ o) o1V 1 =1 1o o [P 36
3.5. SAmMPliNg TECHNIQUES ... .coiiieeeice e e e e e e e 37
3.6. SAMPIING SIZE....ccoiiiiiiiiie 37
3.7. ReSearch INSIIUMENTS.........cooiiiiiiiii e 37
3.8 Pre-teSHING ..ccoeiiieeieeeee e 38
3.9. Validity and Reliability...........coooiiiiiiiiiiiii 38
3.10. Data Collection TECHNIQUES ...........ccoviiiiiiiiiiiiii 39
0 B 7 - A g F= 1Y L PSSR 39
3.12. Logistical and Ethical ConSIderations .............cooiviiiiiiiiiiieee e 40
3.13. Conceptual Framework and Measurement of Variables............ccccoooooiiiiiiiiinnn, 40
K I S @7 o (o] [ 1] o OO P PP PPPPPPPPPPPPPP 41

4. CHAPTER 4 : EMPIRICAL FINDINGS AND PRESENTATION OF RESULTS............. 42
o [ a1 (o To (U Lot 1 o] o TSP P PP PP PP TPTPRTRRRRRPRRPN 42
4.2. Biographical and Organisational Details of ReSpondents..................euvvvvieeiiiiieiininnnn. 42
4.3. Achievement of the Respective Study ODJECHIVES .............uuuiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiee 47

4.3.1. Research QUESHION L ......cciiiiiiiiiiiiiiie et e e e e e et s e e e e e e e eeeetaa s e e e eeeeennnes 47
4.3.2. RESEArCh QUESHION 2 ...uuuiiii et e e e e e e e et e e e e e e e e eannes 53
4.3.3. ReSEArch QUESLION 3 ......ii i e e e et e e e e e e et e e e e e e e e eaanes 61
4.3.4. ReSEarch QUESLION 4 .......co i e e e e e e e e e e e e eaanes 66
4.4, CONCIUSION ...ttt 70

5. CHAPTER 5 : DISCUSSION OF FINDINGS .......iiiiiiiiieiiiiie ettt 71
L0t O 1 10T [ 4o o T 71
5.2. Findings: Research ODJective 1. 71
5.3. Findings: Research ODJective 2. 72



5.4. Findings: Research ODJective 3. 74

5.5. Findings: Research ODJEcCtiVe 4 ... 75
5.6. CONCIUSION.....ciiiiiiiiieie e 75
6. CHAPTER 6 : SUMMARY AND CONCLUSIONS ......ccoiiiiiieceeii e 77
6.1. Conclusion of Findings: Research Objective 1...........cccooiiiiiiiiiiiiiiiiii e, 77
6.2. Conclusion of Findings: Research Objective.............ccccoeeiiiiiiiiiiiiiici e, 77
6.3. Conclusion of Findings: Research Objective 3...........cccooiiiiiiiiiiiiiiii e, 77
6.4. Conclusion of Findings: Research ODJective 4. 78
6.5. Areas for FUtUre RESEAICN............cooviiiiiiiiii 78
REFERENGCES ...ttt e ettt e e e et e e e e tb e e e e ab e e e e et s 79
APPENDIX L.ttt ar s 82
APPENDIX 2.t a s 88
AP P EN DX B et e e e e e e e e e 89



List of Figures

Figure 2.1 Continuum of budgeting approaches (Jhavary, 2016) ...........cccvveveiiiiiiiiiiiiieeenennnn. 3
Figure 4.1 Distribution of age of partiCipants ............ceevvviiiiiiiiiiiiiiiiiiiieeeeeeeeeeeeeeeeeeee e 42
Figure 4.2: Frequency distribution of forecasting experience in Years ........ccccccccvvvvvveeeeeennnn. 44
Figure 4.3: Academic qualifications/professional associations ...............cceuvvvviiiiiieiiiiiieenenne. 45
Figure 4.4: Organisation's broad iNAUSIIY grOUP .......ccvviiiiiiiiiiiiiiiiiieiiieee et 45
Figure 4.5: EXChanQe lIStEA..........ooviiiiiiiiiiiiiiiiieeeeeeeeeeeeeeeeeeeee ettt 46
Figure 4.6: No of business variables as critical to impacting your organisation’s performance
........................................................................................................................................... 47
Figure 4.7: Percentage of organisation's trading profit impacted by the key variables.......... 49
Figure 4.8: Time budget process take from commencement to finalisation ......................... 51
Figure 4.9: Frequency of time to complete budgets in relation to cited number of critical
VaNADIES ..., 51
Figure 4.10: Strategic direction of budgeting process of the organization............................ 52
Figure 4.11: Strategic direction of budgeting process in relation to the number of critical
VaNADIES ..., 52

Figure 4.12: Respondents already employing agile forecasting within their organisations... 53
Figure 4.13: Distribution of cited critical variables of respondents already employing agile
FOTECASTING ..o 53
Figure 4.14: Traditional budgets necessary for performance management tools within the
(o] o =TT ST 11 0] o H PR U PP 54
Figure 4.15: Organisation's existing budget process provides for non-key variances........... 55

Figure 4.16: Perception whether detailed variance analysis is necessary for non-key items.

........................................................................................................................................... 55
Figure 4.17: Sufficiency of forecasting non-key items at a higher level..............ccccccccien. 57
Figure 4.18: Sufficiency of forecasting non-key items at a higher level in relation to trading

profit impact of critical Variables ... 57
Figure 4.19: Intercompany tranSACHONS ..........uiiiiiiiiiiiiiiiee e ee e e e e e e e e eeaenees 58
Figure 4.20 Intercompany transactions by organisation listing status............cccccceeeieeeeennnnn, 59
Figure 4.21: Importance of fOreCasting ............cceeiiiiiiiiiiiiiiee e 59
Figure 4.22: Forecasting of NON-KeY ItEMS ... .o 60
Figure 4.23: Forecasting free-cash flOW ...........ccooo oo 61
Figure 4.24: Forecasting free-cash flow by listing Status ..o 62
Figure 4.25: Level of agile forecast free cash flow accuracy...........cccccooveeeiiiiiiiiiiiiiieeieeieenes 62

Figure 4.26: Distribution of time taken to complete budgets by respondents who indicated a

medium to high level of accuracy expected of agile forecasted free cash flow .................... 63

X



Figure 4.27: Perception of value of agile forecasting to improve understanding of free cash

Figure 4.28: Perception of value in comparing forecasts against actual values.................... 64
Figure 4.29: Approach when comparing prior period forecasts to actual results for the
PUrPOSES Of VArianNCe @NAIYSIS ......oiiiiiiiieiiiiee e e e e et e e e e e e aeraas 65
Figure 4.30 Perception of whether agile forecasting would be a better tool for strategic
planning within respondents’ 0rganiSatioNS ..................uuuiiiiiiiiiiiiii e 66
Figure 4.31 Industry distribution of respondents currently employing agile forecasting and
who believe that it is a superior tool for strategic planning.............cevvvviiiiiiiiiiiiiiiiiiiiiiiieee, 68
Figure 4.32 Perception of whether agile forecasting would be a better tool for strategic
planning within respondents’ respective iINdUSEIes ..., 68

Figure 4.33 Perception of industry most suited for agile forecasting...........cccccccvvvvvvivieninnnn. 69

Xi



List of Tables

Table 4.1: Distribution of POSItion @t WOIK ............eiiiiiiii e 44
Table 4.2: Frequency of stated critical variables by respondent industry................ccooeeee. 48
Table 4.3: Cross-tabulation between the number of critical variables and the percentage of
trading profit they IMPACT...........oooii i 49
Table 4.4: Perception of detail necessary for performance tools in relation to years of
EXPErENCE IN FOTECASTING ... 54
Table 4.5: Cross-tabulation between the need for detailed variance analysis for non-key
variances and responses to the % of trading profit...........cccoooooiiiiiii e, 56
Table 4.6: Cross-tabulation between adopters of agile forecasting and who believe that it is a
better tool for strategiC PIANNING ........ccooiiiiiiiii e 66
Table 4.7: Distribution of industries best suited for agile forecasting by respondents with

greater experience iN fOreCastiNg .........ouuuiiei it e 69

Xii



1. CHAPTER 1 : INTRODUCTION

Nearly every major business organisation carries out a budgeting process prior to its
forthcoming financial year in order to give financial expression to strategy, provide yardsticks
to managers to achieve commonly understood targets and provide a framework for the

analysis of results.

Two of the main criticisms of standard budgeting practices are (1) that they take up
significant amounts of time and (2) that no matter how well the budget is prepared, it rapidly
becomes out of date and therefore less useful (Niels and Per Nikolaj, 2014). This is usually
because traditional budgets often involve a high degree of granularity hence the significant
time required for their preparation and completion. The rapidly changing environment in
which most organisations now find themselves operating in means that by the time a lengthy

budget is prepared, it is no longer relevant.

The concept of the Rolling Budget which has long been introduced involves the addition of a
new budgeting period, typically a month, once the current period has been completed. This
helps to counter redundancy by ensuring that the budget always extends by a uniform
distance into the future (such as 12 or 24 months for instance). Due to the requirement for
constant updating however, rolling budgets require a significant amount of work in every
reporting period to prepare the next incremental update. Therefore, despite being highly
geared to focus ongoing attention to the organisation’s objectives, they are considered the

most onerous budgeting alternative.

One of the over-riding reasons for the amount of work that goes into a typical budget is the
level of detail required in budgets, primarily in order to manage individual cost or profit
centres, as well as the consolidation of these components into a consolidated budget for the

business, whilst conforming to detailed accounting practices.

The reason for this study is to establish whether a balance could be struck between agile
forecasting in a way that organisations can be responsive to changing environments whilst at
the same time being efficient in the use of budgeting techniques such that the process is not

overly onerous on the business in terms of conforming to accounting standards.



1.1. Background to the Study

The background to this study encompasses two main themes:

1. Budgeting as a method for management control; and
2. Agile forecasting as a method for being responsive to the business environment

1. Budgeting as a method for management control

There already exists significant research on budgeting for management control with research
conducted by amongst others the Big Four accounting firms (PricewaterhouseCoopers,
Deloitte, Ernst & Young, and KPMG).

In addition, there has also been significant research on the topic of Beyond Budgeting and
Better Budgeting by professional accounting bodies such as CIMA (Chartered Institute of
Management Accountants) and ACCA (Association of Chartered Certified Accountants) both
of whom consider alternative budgeting methods. These include amongst others a CIMA
Topic Gateway, titled Beyond Budgeting (CIMA, 2007) and a joint KPMG and ACCA report
titled Planning Budgeting and Forecasting — An eye on the future (KPMG and ACCA, 2015).

However, the bulk of research centres on budgeting models and there is a lack of material
specifically around the actual trade-off between environment responsiveness and

management control.
2. Agile forecasting as a method for being responsive to the business environment

Agile forecasting is focused on forecasting in a manner by which the organisation is more
aware of its future environment and as such become able to be more responsive to its
environment. This differs from budgeting for management control which is primarily utilised

as a yardstick by which management performance is measured.

However, unlike budgeting for management control, agile forecasting does not intend to
budget each financial line item down to the lowest level of detail. Instead agile forecasting
focuses on modelling the key revenue and cost drivers which impact the business. Less

significant values could simply be inflation driven based on the prior year actual values.

Agile forecasting may be considered in relation to Traditional Budgeting and Beyond

Budgeting by the following continuum:



Traditional
Budgeting

Takes wp significant
amounts of time
Rapidly becomes
out of date and
less useful

Must be maintained

Better
Budgeting
}
Agile
Forecasting

Beyond
Budgeting

Focus on critical
drivers, avoiding
excessive detail
Shift in foous from

Goals via extemal
benchmarks
Decentralisation of
planning

Values and
guidalines driven

for management BCOUracy to KPls typically non-
control and reazonable financial - too far
performance estimates out for our current
evaluation Key variables purposas
miodelled in detail
= Continuwous
Activity
= Actionable Metrics

Figure 2.1 Continuum of budgeting approaches (Jhavary, 2016)

Agile forecasting tends to balance speed with accuracy by limiting inputs to only the most
influential factors enabling the pressure-testing of assumptions about long-term performance
drivers. This supports the visualisation of trends for pertinent factors such as working capital,

cash flow and capital.

Agile forecasting supports the anticipation of changes in the operating environment by
developing upside and downside scenarios for top-line forecasts as well as detailed action
plans. This is broadly referred to as what-if planning.

Due to its high level, particularly in comparison to traditional budgets, agile enables
organisations to differentiate controllable and uncontrollable factors behind results such that
action can be focused on areas that matter.

1.2. Problem Statement and Justification

Based on experience around the implementation of budgetary and rolling forecast systems,
one of the biggest challenges for finance professionals has been the time and data intensity
which when combined with standard budgets and bi-annual year-end forecast estimates

becomes overly onerous for financial departments.

When conducting standard budgeting and bi-annual forecasting processes together with
more agile rolling forecasts there is often a consideration of whether to drop one of either the

3



rolling forecast process or the standard budget and bi-annual forecast process in favour of
the other particularly because of the amount of resources required to run both approaches in

tandem.

The research problem in this paper is thus whether organisations in South Africa can adopt
agile budgets or forecasts which do not necessarily conform to traditional budgetary
practices down to a granular level of detail and to determine at which point detail could be
discarded in favour of agility such that the agile forecasting process remains a useful tool but

is easier to implement and run.

1.3. Purpose of the Study

The purpose of this study is to explore alternatives to traditional budgeting approaches within
South Africa with specific focus on testing the applicability of an agile approach to

forecasting.

This involves testing the level of detail required from a budgeting and forecasting perspective
within a South African context and determining whether there are agile substitutes for the

level of detail required.

The study then considers factors related to the accuracy of an agile approach to ensure its
relevance as an alternative to traditional budgeting.

As free cash flow (defined in detail in the literature review) is increasingly becoming an
important performance measure of organisations due particularly to its use in funding future
growth, a further purpose of this study is to explore an agile approach to free cash flow

forecasting.

Finally, the study intends to identify whether there are specific organisation types for which
agile forecasting would be ideally suited.

1.4. Objective of the Study

Budgeting is one of the most important, successfully utilised and useful tools within
management accounting which almost every major organisation relies on for the setting of

strategic goals and the measurement against these goals (Réka, Stefan, & Carols, 2014).

However, despite its success, the speed at which markets are changing necessitate the

need for greater agility. Rapid changes in technology, globalisation, and volatile markets are



just some of the factors influencing the rapid change in the operating environment which

business are exposed to.

The objectives of this study are therefore:

To explore options that provide greater agility in financial planning and determine
how well received it would be by forecasting professionals in South Africa.

To determine how far an organisation can go in terms of agility when planning over
financial granularity

To explore factors influencing forecast accuracy and considerations around free cash
flow with respect to agile forecasting

To understand whether certain types of organisations are better able to shift away
from standard budgeting procedures and more importantly whether these
organisations could be responsive enough to benefit from the insights gleaned from

an agile forecasting approach.

1.5. Research Questions

1.

Will traditional budgets still be relevant if granularity is dropped in favour of focusing
primarily on key business drivers?

How much of granularity can be overlooked whilst still maintaining the value of the
forecasting process?

What are the factors influencing forecast accuracy and considerations around free
cash flow with respect to agile forecasting?

Are there specific business types which agile forecasting would be best suited to?

1.6. Expected outcomes

The expected outcomes of this study would be initially to gain insight into how financial

professionals view budgeting in terms of management control versus financial planning and

understand their perception of agile forecasting as a tool for ensuring that the organisation is

consistently following a plan that is up-to-date.

Once the distinction of financial planning is emphasised, the outcome would be to identify

the level of detail that finance professionals would adapt for their business types.

The study would not be complete without an exploration of accuracy and a determination of

agile forecasting focusing on free cash flow.



Finally, the study should be able to identify specific business types which would be better
suited to agile forecasting and provide a framework for enabling agile forecasting in the most

efficient, non-onerous manner possible.

1.7. Delimitations/Scope of the study

The focus of this study is limited to budgets and forecasting within the financial function.

1.8. Expected limitations of the study

Whilst there exists considerable research on alternative budgeting techniques such as
Beyond Budgeting, there is limited material on agile forecasting, or a standardised
framework for its approach as agile forecasting is a relatively recent concept supported by
the emergence of technology such as financial modelling tools.

Due to the exploratory nature of this study, a broad approach shall be taken by considering a
sample from various industry sectors where participant organisations have an annual

revenue exceeding R100m.

It was expected that this could result in limited granular focus and further research potentially
focusing on specific industries may be considered following the outcomes of this study.

As this study is focused on large organisations, it was expected to limited representation due
to the exclusion of smaller organisations. In a study on the differences in forecasting
behaviour between large and small firms concluded that larger organisations tend to employ
more complex approaches which take longer to finalise and are more rigid whereas smaller
organisations tend to achieve a more timely result but which is more subjective (Henry, Paul,
John, & James, 1996).

1.9. Assumptions

Single non-consolidated budget

Many divisions or departments, particularly within a large organisation could typically each
prepare a budget which is then consolidated at a group level. For the purposes of this study,
I shall exclude the consolidation of budgets and assume the preparation of only a single set

of budgetary financial statements.



1.10. Outline of the Study
The study will be divided into 6 Chapters.

e Chapter 1: Introduces the study, the problem statement that necessitates the need
for the research and identifies the primary objective of the research.

e Chapter 2: Represents a literature review and funnel approach discussion of
budgeting, forecasting, and alternatives to financial planning. This chapter highlights
the limitations of traditional budgeting from a strategic perspective and introduces
various viewpoints of alternative methods.

o Chapter 3: Cover the research methodology, including the structure of the
guestionnaire, selection of the sample and extent of the responses.

e Chapter 4: Presents the biographical information of respondents and presents the
empirical findings of the research.

e Chapter 5: Discusses the biographical information of respondents in relation to the
research findings and discusses the overall research findings.

e Chapter 6: Presents a final summary, conclusions and recommendations for future

research.

1.11. Conclusion

This chapter introduced the need for this study and outlined the research objectives and
guestions. The scope of the study and expected outcomes were defined and the relevant
assumptions highlighted.



2. CHAPTER 2 : LITERATURE REVIEW

2.1. Introduction

This chapter introduces the purpose of traditional budgeting and forecasting and goes on to
discuss the challenges faced with traditional approaches, particularly in relation to strategic

decision-making.

The various definitions of budgeting, forecasting and financial planning are compared and
contrasted and alternative approaches such as better and beyond budgeting are introduced
and the subsequent literature on agile forecasting as an alternative is expanded upon, with
specific focus on its value to strategic decision-making.

2.2. Budgeting

2.2.1. Definition

The Chartered Institute of Management Accountants (“CIMA”) defines a budget as

“A quantitative statement for a defined period of time, which may include planned
revenues, assets, liabilities and cash flows. A budget provides a focus for the
organization, aids the co-ordination of activities and facilitates control” (CIMA, p6,
2005).

2.2.2. History

The concept of budgeting was first introduced during the 1920s primarily as a mechanism for
cost and cash flow management within large industrial organisations. It has subsequently
grown in use since then and is now one of the paramount tools for the planning and

controlling of organisations (Uyar, 2009).

2.2.3. Purpose

The joint publication by CIMA and ICAEW based on a round table event focused on
budgeting states that budgets provide an overall framework of control which simply put,
makes the management of organisations possible. Large companies in particular would

struggle without such a framework.

The report points out that budgets have traditionally been used for a number of purposes

including cost-cutting and value creation. From a cost-cutting perspective, budget models

were traditionally centralised and highly bureaucratic. The value creation view of budgets is
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one that is more evolved and somewhat shifts away from a control objective to one which
sets about creating value to meet the objectives set for management (Jackson and Starovic,
2004).

In his research on the interpretation of budgets in Finland, Kihn (2011) discussed how
budgets are necessary for effectively communicating expectations to employees in order to
coordinate activities across the organisation as well as to allocate resources within an
organisation. However, he notes that these are often interpreted by managers in completely
different ways and thus the delicate considerations of behavioural and interpretational
aspects of budgeting are introduced. His research goes further to discuss the primary
differences in the interpretation of budget targets, being forecasts, motivational targets, and
use as a tool for performance management (Kihn, 2011).

Kihn concluded that budget targets impacted people’s thinking and behaviour but that
people affected the manner in which budgets are interpreted and used as a management
practice. This introduces the topic of subjective interpretations where managers often
understand targets and objectives in different and sometimes contradictory ways which
leads to impairment of the intention of the management control objective of budgets (Kihn,
2011).

In a 2014 literature review on budgeting, Réka et al. cite budgets as the most powerful tool
for management control. Apart from management control, traditional budgets are used to
extend the authority and influence of senior management whilst limiting the autonomy of

lower-level managers, thus historically playing a crucial role in organisational power politics.

Réka et al. state that the major objective of budgeting is to support management in strategy
implementation. The review includes a discussion on the evolution of budgets from
traditional cash and profitability budgets to more modern techniques such as zero based
budgeting and beyond budgeting. The review concludes that traditional budgeting requires
revitalisation and refreshing (Réka et al., 2014).

2.2.4. Link between Budgeting and Strategic Management

Alignment between strategic planning and budgeting

In his paper on integrating strategic management and budgeting, Tim Blumentritt (2006)
highlights one specific problem with traditional planning processes, being misalignment

between strategic planning and budgeting.

He proposes that by integrating strategic management with financial planning, more realistic

and beneficial results can be achieved which in turn supports financial and strategic
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performance. He emphasises the use of standing strategic review committees for regular
assessment of planning versus strategic management and highlights the need for flexible

planning to account for change (Blumentritt, 2006).

He concludes that planning is seen as a tool to provide a sense of direction and confidence
to management for the facilitation of organisational success but points out that due to the
isolation between budgeting and strategic planning, the benefits of strategic planning are
often mitigated (Blumentritt, 2006).

Link between strategy and performance management

In an assessment of the link between organisational strategy and performance management
via a case study approach of firms in New Zealand, Ralph W. Adler (2011) concluded that
performance management systems should be dependent on the organisation’s strategies.
The paper identifies a situation of strategic archetypes that are outdated and disconnected
from the possibility of firms competing out of necessity rather than choice which are referred
to as confrontation strategies.

The paper argues that firms, particularly with confrontation strategies, would benefit from the
deployment of lean organisational structures, empowerment and multiskilling of employees,
as well as improved coordination. Organisations performance management systems are
meant to be a function of their strategies. He concludes that this can be achieved through
strategy-based incentives, greater reliance on interactive strategic planning and engagement

via real-time management tools (Adler, 2011).

2.2.5. Link between Budget Flexibility and Budgetary Control

In light of the growing literature on the contrast between the focus of budgets for the purpose
of management control versus the emerging preference for greater flexibility, Frow, N.,
Marginson, D. & Ogden, S. (2010) produced a paper which explores the role of budgeting in

the context of the more flexible alternatives necessary in conditions of uncertainty

Drawing on the case study evidence on a single organisation, the paper introduces
continuous budgeting to reconcile the conflicting objectives of management control and
flexibility in uncertainty and identifies that it enabled managers to prioritise the revision of
plans and allocation of resources in order to meet the organisation’s strategic objectives. It
also highlights the impaosition of strict accountabilities in conjunction with continuous
budgeting to ensure that managers remained committed to achieving the organisation’s as

well as their own financial targets (Frow et al., 2010).
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The paper concludes that the abandonment of traditional budgeting is not necessarily the
best option but raises conditions for it to be used both for management control as well as

flexibility under uncertain conditions (Frow et al., 2010).

2.3. Budgeting Discussion

2.3.1. Issues

Budgetary Slack

Budgetary slack is the deliberate under-estimation of revenue or over-estimation of
expenses by managers to improve their chances of meeting their targets and has been
identified as one of the primary unsolved problems in budgetary controls. Dunk and Perera
(1997) conducted a field study investigation in Sydney, Australia into the relationship
between participative budgeting and budgetary slack based on two views. The first argues
that managers intentionally use patrticipation to create slack, while the other argues that
managers reduce slack in their budgets. In attempting to reconcile these views, it has been
suggested that executive evaluative styles and information asymmetry are important factors

which may influence this relation.

The study proposes that the relationship between participation and budgetary slack arises
from a process of interactions between the parties involved. Although managers were aware
that participation provided the opportunity to build slack into their budgets, they did not
always attempt to do so for moral, ethical and career advancement reasons (Dunk and
Perera, 1997).

Psychological Implications

Magner, Johnson, Little, Staley & Welker (2006) have conducted a study on the fairness of
budgetary procedures which considers the behavioural reactions of managers towards
budgetary fairness. These reactions typically stem from the fact that the operating unit’s
budget affects the personal rewards (material and psychological) that managers’ garner from
the organisation. Managers often have unfavourable perceptions of their unit’s final budget

which consequently results in negative attitudes and behaviours.

This suggests the erosion of the value budgets as a management tool since budgets that are
considered unfair result in the wrong psychological impact. The study underscores the
importance of promoting formal budgetary fairness in budgetary systems (Neely, A., Sutcliff,
M. R. & Heyns).
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Rapidly changing business environment

In 2009, Ali Uyar conducted an evaluation of budgeting approaches (traditional budgeting,
better budgeting, and beyond budgeting) in Malaysia and introduces a comparison to the
perception of budgets in Bahrain, Australia, Japan, and Poland. He also introduces the

ongoing debate regarding the usefulness of traditional budgets.

He identifies that volatile input costs, turbulent financial crises, rapid social changes,
accelerated technological changes, and a more challenging economic environment
necessitate organisations adopting more sophisticated management tools over traditional
ones which are no longer sufficient in responding to changing conditions and that

organisations now require more responsive management tools than traditional ones.

He pointed out that whilst most respondents in his research indicated they would not be able
to continue without budgets, the expectation is that reliance purely on traditional methods
would result in an organisation falling behind competitors. He concludes by identifying two
approaches for moving toward away from traditional approaches, being (1) revising the
traditional process which is essentially an evolutionary change, and (2) abandoning it

completely in favour of a beyond budgeting approach (Uyar, 2009).

2.3.2. Challenges

In a 2010 publication titled “Breaking the Cycle: The Case for Eliminating the Budget” which
is based on the findings from a 2007 PWC Budget and Forecasting Study and a 2007 PwC

study of organisations in the United States with annual turnover greater than $2 billion, PwC
discuss the following challenges with traditional budgeting:

e Budgets cannot keep pace with the constantly evolving business environment,
making them obsolete
The report stresses on outputs from the annual budgeting cycle becoming outdated yet
variances continue to be reported, analysed, and explained (PwC, 2010).

e Traditional budget and planning processes are costly and time consuming
The extensive resources devoted to traditional budgeting is particularly prevalent within
finance departments and individual business units. Yet the return from the value
extracted is not commensurate. In their 2007 study, PWC found that 60% of participating
organisations had an annual budget cycle exceeding 3 months and that only 12%

completed in less than 2 months (PwC, 2010).
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e Thereis arisk that budgeting and planning processes divert attention away from
the most relevant performance management activities
The report suggests that that the use of annual budgets as a primary driver of
compensation plans and rewards enforces behaviours that are not always in line with the
company’s best interests. It then raises the question of how conventional budgets assist
with effective management of the cost base when the majority of organisations have not
linked the preparation of budgets to business drivers except for a few direct variable
costs. Finally, it points out the lack of non-financial performance measures as a
shortcoming within traditional budgeting (PwC, 2010).

The publication makes reference to the 2007 PwC study of organisations with annual
revenues greater than $2 billion which found that only 17% of company executives were
“very satisfied” with their budgeting processes; only 32% believed that their budgeting
processes were “highly aligned” with performance; and nearly 44% felt that the link between

budgeting and strategy required the most improvement (PwC, 2010).

2.3.3. Consideration for a change from Traditional Budgeting

In 2001, a team from the Centre for Business Performance at Cranfield School of
Management and Accenture’s Finance & Performance Management Service Line conducted
a substantial review of planning and budgeting practices worldwide with the goal of
establishing the best practices in the field and identifying increased value as a result of
enhanced planning and budgeting (Neely et al., 2001).

The majority of the organisations engaged in the study were evolving their planning and
budgeting processes in their own customised way. It found that no single company had the
perfect approach but the strengths and weaknesses identified through the study resulted in
the devising of the following list of best practices:

1. Forecasts should be assumption-based and not opinion-based. This supports
scenario analysis as when the environment changes, the assumptions can be
changed with the result being a quickly generated accurate new forecast.

2. Budgets should be ‘lean’ rather than ‘mean’. The cost of financial planning and
reporting can be reduced through investment in centralised IT solutions which reduce
duplication of effort and focuses the review process on key financial measures as
opposed to measuring every line item.

3. The focus should be the competition (or business environment) rather than the
budget. The focus should be external with targets not based on existing performance

but on reference to external benchmarks.
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4. Reviews should be action-oriented rather than explanation-oriented. This is achieved
by focusing less on the past and more on the future.

5. Organisations should be managed strategically and not financially. Improved
organisation performance is achieved through good strategies and not through better

financial management.

The review concluded the importance of budgets being aligned to strategy and highlighted
the need for processes to be value-based, continuous, consequential, and focused on
identifying and managing the true drivers of shareholder value (Neely et al., 2001).

In a model based study on four companies in the Netherlands focusing on the factors which
play a role in the acceptance of changes to the traditional budgeting process, Waal, A. D.,
Hermkens-Janssen, M. & Ven, A. V. D (2011) present a framework called the evolutionary
adoption framework (EAF) which considers four aspects that play a role in the acceptance of

traditional management control:

Activities in the adoption process
Motives of the involved stakeholders

Constraints that could influence the activities

P w DD PR

Order and interaction of activities

By selecting two organisations who were considering a change from traditional budgeting

and two who weren't, it was possible to derive a mutual comparison.

The study concluded that a certain level of dissatisfaction needs to exist within an
organisation before it searches for alternative budgeting methods and that the lack of a need
for change due to the existing process considered efficient is the primary reason for

organisations avoiding change (Waal et al., 2011).

The study highlights that the existing budgeting process may be institutionalised within the
organisation especially if it has been in place for a long period of time and if compensation
incentives are ties to it, making it very difficult to change. The recommendation in this type of

scenario is to adopt an evolutionary and slower change process (Waal et al., 2011).

The best practices indicated above open the discussion to budgeting alternatives.
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2.3.4. Alternatives to Traditional Budgeting
Beyond Budgeting

The concept of Beyond Budgeting is championed by the Beyond Budgeting Institute, the
principles of which aim to offer an alternative in light of the well documented weaknesses of
traditional budgeting.

CIMA defines beyond budgeting as:

“An idea that companies need to 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” (CIMA, p7, 2005).

The Beyond Budgeting Institute defines beyond budgeting as:

“Beyond budgeting is about rethinking how we manage organisations in a post-
industrial world where innovative management models represent the only sustainable
competitive advantage. It is also about releasing people from the burdens of stifling
bureaucracy and suffocating control systems, trusting them with information and
giving them time to think, reflect, share, learn and improve. Above all it is about
learning how to change from many leaders who have built and managed “beyond
budgeting” organisations” (BBRT, 2016).

In their journal on Beyond Budgeting, Hope and Fraser (2003), identify Beyond Budgeting as
a coherent management model to enable performance management to respond to volatility
within the marketplace by empowering front-line managers to make decisions. They highlight
the importance of the Beyond Budgeting approach shifting the approach of budgeting from
an annual fixed performance contract to a more adaptive management process which takes
advantage of opportunities in its operating environment and mitigates risks resulting from

market volatility (Hope and Fraser, 2003).

CIMA’s Topic Gateway Series on Beyond Budgeting identifies the two main advantages of

beyond budgeting as being:

¢ A more adaptive process than traditional budgeting
e A decentralised process as opposed to traditional budgeting where strategy leaders

plan and control organisations centrally.
It describes the six common principles of beyond budgeting which are:

1. A governance framework based on clear priorities and boundaries
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This is to support front line teams making decisions enabled by a supportive
management style that promotes community spirit and results in a seamless service
to customers.

2. A high-performance climate based on visible and relative success at all levels
within the organisation
This is promoted via internal competition, peer based performance reviews and a
sense of customer ownership.

3. Empowered front line teams who can make decisions in line with the
organisation’s strategic goals and governance principles
The focus is to abandon a safety-first approach and open up the strategy process
throughout the organisation, promoting high standards, expectations and
benchmarks.

4. Responsibility for value creating systems handed down to teams
This empowers small units within the organisation with the freedom and
accountability to manage their own resources.

5. Customer focused teams
This results in greater accountability and leads to more satisfied customers

6. Information systems which are open and ethical

Information generated is more reliable, transparent, and ethical (CIMA, 2007).

In their journal which considers the implications of beyond budgeting, Goode and Malik
(2011) investigate whether the proposal that Beyond Budgeting will reinvigorate
management accountings contribution in business operation and performance. They identify
that the implications of a Beyond Budgeting system are a decentralised organisation

structure and performance measures which are relative to competitors.

They agree that traditional budgets are outdated and are significantly less relevant for the
current environment and highlight the risk that traditional budgets can have a negative
impact on shareholder value. They conclude that whilst Beyond Budgeting has an important
role to play in the future, it is unlikely to be as fully adopted as expected by the BBRT
(Beyond Budgeting Round Table) due to management likely to encounter difficulty in
completely abandoning all principles of traditional budgeting due to the way it is settled in
business culture. They suggest a partial adoption of Better Budgeting techniques to counter

the key failings of the traditional system (Goode and Malik, 2011).

In his article for ACCA on Beyond Budgeting, Shane Johnson (2015) explains that Beyond
Budgeting is a recent viewpoint that challenges traditional budgeting which is criticised for

tending to lack flexibility and which forces a fixed approach in an ever-changing world.
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He concludes that the beyond budgeting model is particularly relevant to organisation’s
within a developed economy and suggests that other organisations would also see benefits
from the model based on its value delivery within a rapidly changing environment. He notes
that successful application of the beyond budgeting model requires significant

organisational, cultural and managerial change else it is doomed to failure.

In his master’s thesis on Beyond Budgeting (also published on the Beyond Budgeting
Institute’s website), Jon Brynjar Olafsson (2015) adds to the existing literature on the topic
by analysing how the Beyond Budgeting model has affected the operations of Ossur hf., a
global orthopaedic company headquartered in Iceland. His research includes coverage of a
holistic view of the 12 principles of Beyond Budgeting which talks to avoidance of controlling
via a central plan and detailed rules, trusting members of the organisation, and the
requirement for fast and efficient feedback in order for management to take quick action.

He concluded with an assessment of the success of the implementation of each of the 12
principles of Beyond Budgeting at Ossur hf., specifically highlighting the principle of trust
which already existed within the organisation’s culture but management’s insistence on
seeing detailed reports of activities within sales regions indicated a top-down management
philosophy for which he recommended a mind-set change to fully promote the beyond

budgeting model to senior executives (Olafsson, 2015).
Better Budgeting

In their case study on beyond budgeting, Niels and Nikolaj conclude that beyond budgeting
literature leaves many questions unanswered. One pertinent question is if budgets are
unsuitable for the current business environment, why are they still so widely used? (Niels
and Per Nikolaj, 2014).

Robert C. Rickards’ 2006 journal article based on case studies considers the difference
between the alternatives to traditional budgeting which are primarily beyond budgeting and
better budgeting. In this article, he summarises that Beyond Budgeting has more to do with a
new management model and way of thinking than actual budgeting itself. He points out that
Better Budgeting focuses on simplifying traditional budgeting by improving its functional and
institutional aspects, such as reducing the number of planning objects only to those deemed
crucial to the company’s success. These core or main processes are then analysed in detalil,

planning them from the ground up rather than simply looking at their historical trend.

He concludes by highlighting the risk associated with a complete shift to beyond budgeting
due to its revolutionary approach and suggests that a better budgeting model is less

susceptible to failure due to its evolutionary approach (Rickards, 2006).

17



In a thesis which examines whether the principles of the beyond budgeting model are
entirely separated from any budgeting approach, Mejzini and Seidel (2015) acknowledge
that beyond budgeting is considered a management control system that operates
independently from budgets. The investigation centres on a case study of a Swedish
company, Svenska Handelsbanken which is considered the role model for beyond

budgeting.

The investigation on Svenska Handelsbanken revealed that while the principles of beyond
budgeting are predominantly different from any budgeting approach, certain areas such as
staff and cash flow planning, capital investments, resource allocation, and the control
functions partially overlap with traditional budgeting approaches.

The study suggests that these principles have to be refreshed to break free from budgeting
and really go ‘beyond’ and introduces the concept of ‘better budgeting’ which it identifies as
a hybrid between traditional and beyond budgeting. Better budgeting encompasses
approaches such as rolling forecasts, activity-based budgeting, and the balanced scorecard
(Mejzini and Seidel, 2015).

In their 2003 study on alternatives to traditional budgeting methods, Neely, Bourne and

Adams identified the following five better budgeting techniques (Neely et al., 2003):

1. Activity Based Budgeting — which involves planning and controlling along the
lines of value-adding activities and processes. Resource decisions would involve
structuring the organisation’s activities in line with customer and commercial

demands.

2. Zero Based Budgeting — where expenditures must be re-justified during each
budget cycle, as opposed to basing budgets on prior periods. This avoids building on

inefficiencies from historical budgets.

3. Value Based Management — involves the evaluation of all expenditure plans as
project appraisals and assessing expenditure in terms of how much shareholder
value they will lead to creating. This is a systematic approach to the creation of

shareholder value over time.

4. Profit Planning — assesses whether an organisation generates sufficient cash,
creates economic value and attracts sufficient financial resources for investment.
This forces the consideration of long and short-term commercial prospects when

preparing forecasts.

5. Rolling Budgets and Forecasts — more responsive to changing environment but
requires greater resources to administer. This leads to improved forecast accuracy

as it solves the problems associated with outdated budgets.
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In his master’s dissertation aiming to develop a framewaork that helps companies identify
their budgeting problems and address them more efficiently with Better Budgeting methods,
Marcus Wienhold (2015) explained a comprehensive list of budgeting problems which act as

a checklist for companies to identify and evaluate which problems they are facing.

Based on a survey that tested the framework, the results pointed to a strong correlation
between the implementation of certain Better Budgeting methods and the reduction of
certain traditional budgeting problems (Wienhold, 2015). This further reinforces the idea
raised by Mejzini and Seidel (2015) earlier of better budgeting being a hybrid between
traditional and beyond budgeting.

2.3.5. Budgeting to Accounting Standards

The International Public Sector Accounting Standard prepared by the International Public
Sector Accounting Standards Board (IPSAS) issued a standard on Presentation of Budget
Information in Financial Statements which is integrated into the Standard of Generally
Recognised Accounting Practice (GRAP) that is currently utilised within the public sector in
South Africa (IPSAS, 2007).

This standard defines the manner in which budgets within the public sector are to adhere to

accounting standards.

In his journal article on accrual accounting and budgeting within OECD member countries,
Jon R. Bléndal (2003) identifies that there is significantly greater acceptance of accruals for
financial reporting than for budgeting but alludes to budgets not being taken seriously as a

result.

He concludes that about half of all member countries adopt accruals to some degree with
great variations in the extent of their adoption and notes that the private sector has
historically adopted accruals in budgeting (Bléndal, 2003).

2.3.6. Other Considerations

Social considerations when changing from traditional budgets

An earlier case study on a Swedish organisation, Svenska Handelsbanken (introduced
earlier in the thesis by Mejzini and Seidel (2015)), was conducted by Céker and Siverboin
(2014) to explore the role of and interaction between organisational structure, technocratic
control and socio-ideological control. Management control is traditionally a top-down activity
that uses a process of planning and then measuring performance to take corrective action

with the core focus of the activity being the implementation of strategy. Traditionally in
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decentralised settings, monitoring strategic alignment has primarily been restricted to

management controls such as results control.

The study confirmed that socio-ideological controls have a vital role in ensuring strategic
alignment but that they are insufficient on their own. It highlighted that through the
establishment of a high level of hierarchical communication and supportive monitoring that
empowerment throughout the organisation and to decentralised units is enabled (Céker and
Siverbo, 2014).

Behavioural Considerations

Leach-Lopez, M. A., Stammerjohan, W. W., Lee, E. & Stammerjohan, C. A.(2015) conducted
a study in 2015 on the relationship of budget participation conflict to job performance of
managers in South Korea with the purpose of examining its effect on job performance and
the subsequent effect of job satisfaction and job tenure on this relationship. Budget
participation conflict is defined as the difference between a manager’s actual budget
participation and the same manager’s preferred level of budget participation. The key
consideration in the conflict being that budget instructions in South Korea are typically
handed down by an organisation’s strategic department with little consideration of the actual
business environment. The lack of input afforded to lower level managers results in their lack
of understanding, particularly when they are expected to explain variances (Leach-LApez et
al., 2015).

The findings of the study suggested that while budget participation conflict does not directly
impact job performance, it definitely has a negative impact on job satisfaction which in turn
can significantly influence job performance. It also found some marginal impact of job
satisfaction on job tenure, suggesting by increasing job satisfaction, job tenure can be
marginally increased. The study also found that job performance and job satisfaction can be
improved by minimizing budget participation conflict (Leach-Lopez et al., 2015).

2.4. Forecasts

2.4.1. Definition

Forecasting is defined as a planning tool that assists management in its attempts to cope
with the uncertainty of the future by relying on past and present data as well as analysis of
trends (Latham and Prowle, 2013).

CIMA defines a forecast as:
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“A prediction of future events and their quantification for planning purposes” (CIMA,
pl7, 2005).

2.4.2. Purpose

Forecasts are typically used to track the performance of the business trajectory. This is
typically so that remedial decisions can be taken to realign performance with targets in the
case of underperformance or to maximise on an emerging opportunity (KPMG and ACCA,
2015).

In their 2013 study on forecasting practices in the private sector, Deloitte aimed to develop a
set of criteria and methodology for assessing forecasting and described solutions that the
private sector developed to meet the challenges of forecasting (Deloitte, 2013). The study

found that forecasting is imperative for:

e Taking preventive actions to mitigate risk and pursue opportunities;

¢ Continuously assess the relevance of organisational targets;

e Improving the organisation’s responsiveness to market factors;

o Ensuring that the latest performance expectations are communicated;

e ldentifying emerging market opportunities;

e Allocating resources to where it will deliver optimum value;

e Directing resources to ensure that targets are achieved;

e Evaluating the future cash position and the organisation’s ability to meet its

obligations;

The items outlined above signify the importance of forecasting in relation to responsiveness

to market factors and an organisation’s ability to adopt a flexibility approach to its planning.

2.4.3. Challenges

In his paper in conjunction with IBM, Steve Player (2009) identifies that traditional forecasts
seek to mitigate some of the problems of traditional budgets (described earlier in the report)
by first updating budget numbers for a fiscal period with some of the actual results achieved
during that period and then updating the budget numbers for the remaining period based on
emerging market information. This updated forecast is than compared against original
targets to determine whether they will be achieved (Player, 2009). He goes on to highlight

the following criticisms of traditional forecasting:
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Static forecasts cannot keep pace with the constantly evolving business
environment, making them obsolete

He highlights that financial forecasts are typically performed on a predefined schedule,
typically quarterly or half yearly and only forecast to the end of the current fiscal period,
which he refers to as ‘forecasting to the wall’, criticising the fact that focus is shifted
purely to year-end results as opposed to continued organisational direction (Player,
2009).

Confusing forecasts with targets

Further, the level of detail typically used in traditional forecasts mirror the budget, thereby
also mirroring the pitfalls of a traditional budget. He further criticises traditional forecasts
for managers often confusing forecasts with targets. Targets are typically medium term
goals or aspirations of where an organisation wants to go which get quantified into
annual targets. Forecasts highlight the organisation’s strategic direction via current
trends. By blending the two, there is risk of obscuring the details of what needs to
happen and hampers the discussion of the risks associated to achieving the goals
(Player, 2009).

Insisting on forecast accuracy in an unpredictable world

Player (2009) criticises the focus on achievement of forecast accuracy, stating them
some organisations go to the point of providing incentives to achieve accuracy which
seems highly irrational in today’s volatile business environment. He highlights that the
purpose of forecasting is to help decision makers shape outcomes, not predict the future

and that the focus should be on understanding how to respond to circumstances.

Inflexible Forecasts

In his 2011 article for KPMG, Chris Moore describes making projections as often being an

extensive and bureaucratic exercise which collects large chunks of data and produces an

inflexible forecast too late to support key decisions. Despite benefits such as its use in

driving performance, and identifying risks and opportunities, many organisations continue to

struggle with forecasting.

A high degree of uncertainty results in organisations having to forecast and then re-forecast

many times over. He explains that inflexible forecasts are due to both a deficit in technical

competence as well as incorrect cultural attitudes (Moore, 2011).
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Outdated Tools

Moore goes on to state, based on findings at the Planning and Budget Share Forum held in
the United States in 2011, that many models in use by organisations today are based on
historical trends. But standard models based on time series averages rarely capture events

well, if at all and current economic conditions highlight these shortcomings (Moore, 2011).

2.4.4. Key Trends in Forecasting
Mark Ng (2011), in his article based on KPMG’s international report, Being the best: Insights
from leading finance functions outlined the following key trends in forecasting:

e Driver-based forecasting
The forecast should consist not only of financial measures but key drivers of the
business. When an organisation has a better understanding of the relative impacts of
these drivers and the interaction between them, its forecasting will be more accurate
and it will be able to make more informed decisions.

o Forecasting fewer things in greater detail
In the current business climate, rolling forecasts which are revised regularly are vital
to understanding the organisations current and future financial situation. As such,
organisations need to anticipate and react to changes in a nimble manner, achieved
through forecasting fewer items more often.

e Focus less on calendars but on events
Forecasts should not be driven purely by a forecasting calendar but should also be
triggered by external factors impacting the organisation (such as competitor or
regulatory changes) and internal events (such as manufacturing breakdowns, the
loss of a major client, delayed product launches or product innovation).

e Look outwards for sources of data
Many organisations face challenges in forecast reliability due to the quality of input
data. Leading companies make greater use of external data such as external
government or economic information which helps to determine consumer demand

and economic drivers (Ng, 2011).

2.4.5. Other Considerations

Forecasting Technology

Scenario analysis which considers alternative possible outcomes by analysing possible

future events is a key area where technology can assist greatly. The Delphi method and
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other mathematical algorithms are often used to assist research planners compare index
results. As a result technological forecasting can be used to simulate the effect that present
actions could have in terms of achieving desired outcomes (Chen-Chun, L., Ying-Hwa, T.,
Joseph, Z. S. & Yi-Ming, L., 2010)

Due to the greater frequency at which forecasts are required by business and the resultant
administration required to deliver this higher frequency, significant focus has been placed on
forecasting technology.

In 2015, KPMG and ACCA conducted a study representing the view of over 900 finance
professionals from more than 50 countries to assess how planning, budgeting, and
forecasting integrate to create a framework of corporate visibility focusing on the activities
that deliver growth and accurately allocate resources to support strategy (KPMG and ACCA,
2015). The report focused on how Enterprise Performance Management (EPM) support the
businesses planning, budgeting and forecasting processes by providing the appropriate
processes and technology and stresses on the importance of extracting and gathering the
right data in order to perform data analytics (KPMG and ACCA, 2015).

Many major technology providers including SAP, Oracle and IBM offer EPM tools which
support forecasting. The study does however point out that technology is an enabler and not

a solution.

Statistical methods based on recent data and trends are often employed by forecasters and

these are often incorporated within technology solutions.

Forecasting with Spreadsheets

Player (2009) who’s work with IBM was introduced earlier maintains that whilst spreadsheets
are powerful productivity tools, they are not suited for collaboration and integrated cross-
organisational communication as forecasts typically require multiple iterations and
continuously changing assumptions, raising the risk of error and leading to excessive time

required to collect and validate data.
Business Analytics

In a conceptual paper on the use of analytics in performance management Schlafke, M.,
Silvi, R. & Moller, K (2012) provide several insights for management accounting research.
Their outlook is that analytics provide competitive advantages that are not fully explored in

traditional performance management systems.
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More relevant to this paper however is their view that business analytics can be utilised to
validate relationships within traditional processes. This represents a critical method of

identifying key metrics or variables discussed as fundamental to agile forecasting later in this
paper.

They conclude by highlighting the consequences of increased IT and analysis skills required
by an organisation willing to embark on a performance management system supported by
data analytics (Schlafke et al., 2012).

In an article on the top trends in Management accounting, Gary Cokins (2014) raises the
topic of embedding business analytics within EPM methods and states that progressive
accounting functions realise that analytics competency and capabilities provides a

competitive edge.

He states that with analytics, an organisation can obtain rich insights into how projects or
actions support the implementation of strategy and through correlations analysis, better
insight can be gained into what is driving costs (Cokins, 2014).

2.5. Relationship between Budgets and Forecasts

CIMA states that while budgets help organisations articulate, share and implement

strategies, forecasts are used to anticipate whether the budgets will be met:

e Budgeting is generally focused on helping management think about the business
strategically, identifying milestones and the resources necessary to achieve them,
and informing employees of the business direction.

e Forecasts indicate whether the plan will be achieved and highlight areas where the
organisation is falling short so that action can be taken to achieve the budget (CIMA,
2008).

In the KPMG and ACCA study introduced earlier, one of the major talking points was that
executives should be incentivised appropriately based on flexed performance that takes
account of changes within the organisation’s market environment, rather than meeting
budgeted targets (KPMG and ACCA, 2015).

This essentially highlights the key difference between budgets and forecasts in that budgets
which are prepared prior to the fiscal year become outdated and partially lose relevance due
to internal and external factors and it is necessary for a more up-to-date form of planning in
the form of forecasts. This identification also points to the need to remunerate executives

based on flexed conditions.
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2.6. Budgeting and Forecasting in a South African Context

In a study of budgeting, forecasting and financial planning as a strategic tool in the Eastern
Cape, Shaheed Abrahams (2012) conducted a survey based study on the manufacturing
industry in the region. His findings showed that all companies within the sample prepare
annual budgets which typically takes between two and four months to approve, followed by
forecasts incorporating actual results and updated assumptions.

The majority of respondents felt that an update or revision of the annual budget is necessary
due to a rapidly changing business climate and that this should be supported by tools and
planning systems. It is interesting to note that in line with a long-term financial planning
approach, 60% of the respondents indicated that they made use of specialist financial
planning software while the remainder used spreadsheets. All respondents indicated that

they used variance analysis to measure budget and forecast accuracy.

The study concluded by noting that all respondents in the sample indicated that budgeting
and forecasting information provides direction and keeps the organisation competitive
(Abrahams, 2012).

2.7. Agility and Rolling Forecasts

Rolling forecasts were one of the items introduced under Better Budgeting.

In their report on why budgeting fails, one of the key guiding principles recommended by
Horvath and Sauter (2004) is to abandon fixed budgets in favour of a continual planning
process, the idea being that organisations should set direction not just through year end but
continuously into the near future. Their recommendation to help balance short-term and

medium-term thinking is by constantly focusing management on the next five quarters.
According to Horvath and Sauter, rolling forecasts accomplish two important things:

¢ Focuses management attention away from a purely year-end focus; and
e Creates the environment for targets to move as conditions change which in turn
enables organisations to take advantage of unforeseen opportunities or mitigate

unforeseen risks.

Interestingly, they identify that rolling forecasts force less detail which they see as a positive
(Horvath and Sauter, 2004).
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2.7.1. Agility

In his study based on Aberdeen’s 2013 Financial Planning, Budgeting, and Forecasting
survey, Nick Castellina (2013) talks to the need for agility in forecasting due to forecast
accuracy being lost due to outdated data and changing scenarios. The survey illustrated the
following as key pressures faced by organisations in planning, budgeting, and forecasting:

e Market volatility creating the need to dynamically account for change

¢ Rising operational costs

¢ Traditional budgeting and forecasting processes too timely and resource-intensive
e Corporate drive for growth

¢ Inability to trace business performance success to its critical components

He noted that the vast majority of respondents in the survey (435) listed market volatility as a
major factor and that forecasts prepared in a given month may be based on outdated
business conditions by the next month and that as time progresses the forecast becomes

increasingly less accurate. (Castellina, 2013).

One of the key conclusions of his study is that organisations should automate the forecasting
process using technology enablers such as business intelligence toals, financial planning
tools, Enterprise Resource Planning and Enterprise Performance Management (introduced
earlier) with a view to enabling data discovery and speeding up the forecasting process.

2.7.2. Rolling Forecast Definition

Rolling forecasts are defined as a financial estimate of likely future outcomes based on a set
of existing assumptions and economic forecasts which continuously look a uniform distance
into the future (Morlidge and Player, 2010).

CIMA defines rolling forecasts as:

“Plans or budgets that are continuously updated by adding a further accounting
period when the earliest accounting period has expired. A rolling forecast is
continually updated, whereby each time actual results are reported, a further forecast
period is added and intermediate period forecasts are updated” (CIMA, 2005).

2.7.3. How Rolling Forecasts Work
In their 2013 paper on rolling forecasts, Zeller and Metzger identify that rolling forecasts
provides a constant planning horizon based on a consistent flow of data originating from

various departments within the organisation.
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The organisation’s management is required to identify key variables or metrics to forecast
which focus on whether or not the organisation’s strategy is succeeding thereby enabling

management to respond quickly if required (Zeller and Metzger, 2013).

2.7.4. Guidelines to setting up Rolling Forecasts
As opposed to traditional budgeting, this is a decentralised process for which Zeller and
Metzger (2013) outline the following key guidelines:

e Focus on critical drivers and avoid excessive details
Management should be careful in its selection of key metrics and focus on those which

can allow corrective action to be taken.

This was also emphasised by Player (2009) who stated that organisations often confuse

accounting detail with useful management information and highlighted that the more

detailed pumped into plans, particularly non-critical items, the more variances need to be

calculated and explained. It is crucial that managers determine the key factors which

actually drive their business so that focus is accurately channelled.

e Shift focus from accuracy to reasonable estimates
Over-specifying accuracy wastes time and resources with only marginal improvement in

reliability.

e For key variables, avoid using prior year values as a base
The objective should be to measure reality for key drivers and not projected goals.
Applying a growth percentage to prior year values for instance is not the objective.

e Ensure that the rolling forecast process is a continuous activity
Player (2009) talks to finding the right timeline relevant to the business and not simply
adopting a best practice of say, five quarters, for instance. He also advised the use of
varying time horizons for different decisions which could be isolated by focusing on

specific drivers.

o Ensure that metrics are actionable and that management is able to adjust these to
impact performance
These metrics should point management in the correct direction for performance

improvement.
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2.7.5. Advantages of Rolling Forecasts

Zeller and Metzger (2013) introduced above conclude that the rolling forecast is a forward
thinking and dynamic process which highlights changes in the organisation’s critical
variables for decision making to allow management to respond timeously and as a result can
provide superior results over traditional budgeting. They also highlight the inclusion of
Beyond Budgeting leadership practices discussed earlier in this paper.

The outcomes of the Aberdeen Group’s 2013 Financial Planning, Budgeting, and
Forecasting survey introduced via the study by Nick Castellina (2013) earlier in this report
identify the following advantages for organisations who adopt rolling forecasts:

e They are twice as likely to have real-time updates to key financial metrics as
organisations who don't.
¢ 50% of these organisations receive automated alerts via their rolling forecast

systems based on internal business events which can trigger changes to forecasts.

Scenario Planning

Player (2009) talks to the enhancement of rolling forecasts to support scenario planning
which management can adopt to identify possible future outcomes and their possible

triggers. This is the ability to perform “what if” scenarios and change analysis.

Moore (2011) states that focusing on a range of situations is more important than being

precise with just one.
Interrelation with other Management Control Systems

In their broad perspective analysis on the role of rolling forecasts, Liang and Ordasi (2015)
found that rolling forecasts interrelate well with other control systems to support the
organisation’s objectives. They noted that rolling forecasts should be integrated with other

control processes not operated in isolation (Liang and Ordasi, 2015).
Greater focus on strategic objectives

Liang and Ordasi (2015) also found that in line with the theme of rolling forecasts
empowering lower level managers (decentralisation discussed under Beyond Budgeting
earlier in the report) and requiring less detail than traditional budgets, resulting in greater
focus being placed on the organisation’s strategic objectives, mission and vision, and critical

success factors (Liang and Ordasi, 2015).
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2.7.6. Rolling Forecasts in a South African context

Seechoonparsad (2010) conducted a study in South Africa around the role of rolling
forecasts in an uncertain environment and the changes to existing financial processes as a
result, with specific focus on the banking industry. The research investigates whether the
planning processes in banks have adapted to accommodate environmental uncertainty and
explored whether banks have adopted rolling forecasts within their planning processes.

The research found that uncertainty in the environment did result in banks changing their
financial planning processes but none of the respondents used rolling forecasts although
some did adopt some of the principles of rolling forecasts. The report recommends that a
strong change management component needs to be included in any project which involves
adjusting the level of planning detail that the organisation is accustomed to and that rolling
forecasts should be adopted for organisational direction and not as a basis for performance

remuneration (Seechoonparsad, 2010).

2.7.7. Automation of Rolling Forecasts

In an article on replacing annual budgets with Business Intelligence Driver-Based forecasts
De Leon, L., Rafferty, P. D. & Herschel, R. (2012) conduct an analysis of intelligence-
supported, driver-based rolling forecasting.

They identify that business-intelligence driver-based forecasts offer an improved approach
over traditional budgeting with the key strengths being:

e Alignment with data-driven management
e Adoption of non-static financial modelling techniques that are more responsive to the
environment

e Exploitation of business intelligence technology

The article supports the view for driver-based planning discussed earlier in the literature
review in that it supports greater flexibility for responding to uncertainty and also to allow for
“what-if” scenario analysis. The report concludes that harnessing business intelligence
technology streamlines the process and converts what is a tedious annual process with
debatable value into a focused and efficient planning tool for management (De Leon et al.,
2012).

In a 2015 publication on cost management and profitability focusing on the financial services
sector, Ernst & Young emphasise the importance of having reliable, relevant and timely

information on costs and profitability to stay competitive.
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The report discusses how the automation of cost management and profitability analysis,
once mature, provides organisations with an enhanced understanding of their costs and a
better understanding of channel profitability, leading onto customer profitability. This

inevitably leads to better organisational performance (Ernst & Young, 2015).

2.8. Cash Forecasting

In their research on cash flow management in Serbia, Milojevi¢ and Mileti¢ (2014) describe
cash flow management as one of the most important instruments for monitoring and
controlling the normal functioning of the business, based on properly compiled cash flow
statements and their interpretation. The research was performed via a survey of Serbian
companies. The results suggested that businesses with continuous and seasonal profile

cash needs tend to have better knowledge of the subject (Milojevi¢ and Mileti¢, 2014).

Their study identified that future cash flows are critical in the determination of the future
market value of an organisation. Their findings showed that whilst organisations which were
cash sensitive were well versed in cash flows, a significant portion of respondents did not
understand its value and the study concluded that there is a greater need for professional
education and literature on the topic of cash flows in the business context. (Milojevi¢ and
Mileti¢, 2014)

Whilst significant literature on alternatives to traditional budgeting and forecasting exist, the
majority talks to the relinquishment of detail in favour of agility and focus on key business

drivers with regard to organisational performance from a primarily commercial perspective.

Very little literature talks to cash forecasting which differs from the core of traditional
budgeting and forecasting metrics and which typically relies significantly on a full set of
financials as well as additional supporting data to prepare. Further cash flow is seen more as
a treasury focus hence less focus on the topic by the bulk of management research.
However, as companies are increasingly including cash flow as an organisational target as

well as the emerging popularity of free cash flow, | felt it necessary to include in this paper.

2.8.1. Definition

Cash flow forecasting is defined as the process of predicting cash flows with the purpose of
managing the liquidity requirements of an organisation and provides management with the
necessary information for making investment decisions. A good cash flow forecast identifies

when cash is available, how much, and how long it is available for (Sawdon, 2007).
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2.8.2. Purpose

In his research on the importance of cash flows over net income, Pablo Fernandez (2006)
highlights the importance of cash flow as a key indicator of organisational performance by
contrasting it against the common metric of net income which he concludes is somewhat of
an arbitrary figure as it is obtained following the assumption of certain accounting hypothesis
whereas cash flow is purely a single figure that is not subject to any personal criterion
(Fernandez, 2006).

In an article on cash flow statements for ACCA’s Accounting and Business Magazine,
Graham Holt (2010) explains that cash flow information provides critical insight into an
organisation’s ability to generate cash and its needs to utilise these cash flows. Cash flow
statements are typically classified to relate to the operating, investing, and financing

activities of the organisation (Holt, 2010).

e Cash flows from operating activities - primarily relates to the core revenue activities
of the organisation and indicate its ability to repay loans, maintain operations, pay
dividends and make investments without resorting to external funding.

e Cash flows from investing activities - represent the extent to which expenditures are
made to generate future income.

e Cash flows from financing activities - predict the claims on future cash flows by
providers of capital to the organisation.

2.8.3. Free Cash Flow
Definition
Free cash flow is defined as the cash flow generated by the core operations of the business

after deducting investments in new capital (Koller, T., Goedhart, M. & Wessels, D., 2010).

CIMA’s Official Terminology offers a broader definition of free cash flow as “cash flow from
operations after deducting interest, tax, preference dividends and ongoing capital
expenditure, but excluding capital expenditure associated with strategic acquisitions and/or
disposals and ordinary share dividends” (CIMA, p91, 2005).

Relevance to performance evaluation

An increasingly important metric for measuring organisational performance is Shareholder
Value Analysis (SVA) which was developed by Rappaport in 1998 and is used to evaluate
the organisation as a whole as well as assess alternative strategic decisions. The calculation
of Shareholder Value Analysis is highly dependent on the expected value of future operating
free cash flows (CIMA, 2009).
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2.8.4. Challenges with Cash Forecasting

In a paper on cash flow forecasting, Blumen and Moses (2006) outlined the frustration that in
order to perform cash flow forecasting, heavy reliance is placed on internal information from
a variety of data sources as well as external information which is difficult to automate. They
suggest the use of business intelligence solutions to:

e Integrate source data from a number of different sources
e Maintain a history of information to support trend analysis which drives forecast

models

The paper highlights the extent of estimates required from various sources in order to
support a business intelligence solution. Internally, this also requires significant changes to
an organisation’s existing financial reporting processes due to the level of granularity

required to support cash flow forecasting requirements (Blumen and Moses, 2006).

2.9. Conclusion

This chapter considered the issues and limitations of traditional budgeting and forecasting
and explored the relationship between the two. It is evident that budgeting despite its
limitations is still used by many organisation as a means of management control. However,
despite its theoretical link to strategy, a key limitation of budgeting being its likelihood of
obsolescence, makes it unresponsive to the changing environment and thus inappropriate

for use in strategic decision-making within a constantly changing operating environment.

Alternative approaches to budgeting were introduced with agile approaches expanded upon.
Detailed focus was placed on rolling forecasts and the strategies for their successful
adoption. This was supported by a discussion on the automation of rolling forecasts which is
an increasingly important factor in their adoption given technological advancements in this

area.

Cashflow forecasting was discussed with specific focus on free cash flow forecasting due to
its emerging use as a key performance measure within larger organisations and within a

South African context was discussed in line with the geographical focus of this research.
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3. CHAPTER 3 : METHODOLOGY

Budgets have both an ex-ante and an ex-post use (Joshi, P. L., Jawahar, A. M. & Wayne, G.
B., 2013).

Traditional ex-ante uses include:

e They are used as financial planning tools, estimates of future outcomes or forecasts
that strategy team has agreed upon.

e They are used for the communication of expectations to business units or employees
and thus to co-ordinate activities across different areas of the organisation.

e They are used to coordinate the allocation of resources within the organisation and
often serve as formal authorisation to a manager to spend a given number of funds

on specific activities.
Traditional post-ante uses include:

e They can be used as a framework of responsibilities and benchmarks against which
actual results will be compared against for unit and managerial performance

evaluation and reward.
As evident from above, there are two main purposes of budgets, namely:

(1) Planning activities; and

(2) Performance evaluation

The focus of this paper is around budgeting for planning activities, otherwise known as
forecast planning. As such, the focus is one of ex-anti, specifically with respect to planning in

response to a changing business environment.

Whilst it is safe to assume that many organisations would be unwilling to shift focus away
from budgeting for the purposes of management control, it is likely that agile forecasting
would have to be conducted in addition to budgeting for management control and a
significant consideration of the study would be to determine whether the effort of agile

forecasting in addition to budgeting for management control would be worthwhile.

3.1. Introduction

The purpose of this chapter is to present an overview of the various research methods
applied in this study. The questionnaire design, sample selection, data collection techniques

and an account of the actual response rate are covered in this chapter.
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3.2. Research Design and Rationale

1. Will traditional budgets still be relevant if granularity is dropped in favour of
focusing primarily on key business drivers?
A quantitative approach will be used for this study on the relevance of planning budgets
which are partially modelled at a less detailed level as opposed to a granular level.
Under the assumption that traditional budgets are detailed and time consuming, this
guestions the level of detail expected of traditional budgets by respondents within South

Africa in order for them to still consider these budgets reliable and useful.

2. How much of granularity can be overlooked whilst still maintaining the value of
the forecasting process?
A quantitative approach will be used for determining the optimum level of detail at which
budgeting for planning purposes is carried out. For instance, it would be expected that
revenue and cost of sales line item details on an income statement would be modelled in

detail as these would typically have a significant impact on business performance.

Similarly, trade receivables and cash on a balance sheet would be modelled in great
detail as it leads to cash forecasting which is critical to a business’s planning function.
To provide an alternate point of view, this survey seeks to understand the perception of
respondent’s views of factors which may be considered necessary from an accounting
point of view but not necessarily directly relevant to performance evaluation or

commercial analysis of the operating environment.

3. What are the factors influencing forecast accuracy and considerations around free

cash flow with respect to agile forecasting?

A quantitative approach would be adopted for this study for which the intention is to
identify the controls used to test and iteratively refine the accuracy of agile forecast

models.

Due to the challenging requirement of free cash flow forecasting, this study also
considers the sample population’s perception to agile cash flow forecasting, its potential
value if not perfectly accurate, and the approaches which could be utilised to improve its

accuracy.
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4. Are there specific business types which agile forecasting would be best suited to?
Whilst this is an exploratory study, due to time limitations, a quantitative approach will
also be adopted to try and identify which business types are better suited to employ an
agile forecasting approach.

For instance, for an income statement of a manufacturing entity, cost of sales would be
paramount but for a service entity focus on operating expenditure may be considered
more important depending on the type of costing methodology employed by the

business.

Particular focus would be placed on those participants who have already implemented

and thus experienced agile forecasting within their respective organisations.

3.3. Study Area

The study area will be South Africa due primarily to it being my country of residence but also
due to its mature and diverse industrial landscape which covers a broad range of industries,
the majority of which already employ budgeting and forecasting practices. Furthermore, the
guality of accounting practitioners in South Africa is of a high standard with South African
qualified Chartered Accountants considered of a particularly high quality throughout the
world.

3.4. Target Population
The target population shall comprise of:

e Finance professionals currently involved in budgeting and/or forecasting within
industry.

¢ Financial consultants with a history of implementing budgetary or forecasting
systems for industry.

e Experienced partners and directors of big 4 audit firms.

If possible, there would also be an inclusion of operations managers who have been
involved in the preparation of budgets at a detailed level to provide an alternative view from

a pure financial one.

The aim will be for the majority of respondents to hold a professional accounting qualification
such as Chartered Accountants (designation CA (SA)) and Chartered Management
Accountants (designation ACMA, CMGA or FCMA, CGMA).
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3.5. Sampling Techniques

The sample population for this study is finance professionals at the organisations with
annual revenues greater R100m. Any respondent from an organisation with annual revenue

less than R100m is removed from the sample.

A stratified sampling technique shall be employed whereby the primary stratification of the
sampling frame is by broad industry group:

¢ Manufacturing

e Supply Chain and Distribution

e Retail Distribution

e Media

e Financial Consulting

e Banking

e FMCG

e Public Services
e Auditing

o ICT

e Construction
e Healthcare

e Telecommunications

3.6. Sampling Size

The aim was to sample at least 50 respondents spread across all the industry sectors
involved in budgeting for forecasting and financial planning purposes. A total of 101
guestionnaires were sent out and a total of 60 suitable responses were obtained from
companies with revenue greater than R100m per annum. A copy of the questionnaire is
enclosed in Appendix 1.

3.7. Research Instruments

Questionnaires shall be used for all research questions as a purely quantitative approach is

adopted.

37



3.8. Pre-testing

In order to pre-test the survey, 20 aspiring professional accountants were sampled. The
sample consisted of a small portion of SAICA (South African Institute of Chartered
Accountants) article clerks and a larger portion of CIMA part qualified candidates currently

working in industry.

The aim for a higher proportion of aspiring CIMA candidates was due to the greater focus of
the CIMA syllabus towards budgeting and forecast and the general trend of CIMA
candidates of being involved within these disciplines, even during the attainment of practical

experience necessary for the professional qualification.

By analysing the responses of the afore-mentioned target audience, the survey was modified
to provide more context to the questions initially distributed as it was discovered that not all
pre-survey participants were familiar with agile forecasting. It also emerged that not all
participants had exposure to concepts such as intercompany transactions (a component of
group accounting). As a result, explanatory case studies were added to provide context to

the questions.

Upon analysis of results, it was found that the results to certain questions did not adequately
correspond to research objectives and these questions were subsequently modified in order
to correspond to the research objectives and ensure that meaningful insights could be
obtained from the final survey results.

3.9. Validity and Reliability

Content Validity

In order to ensure that the measures on the survey questionnaire are adequate in terms of
the concept and are representative in terms of the research topic, they have been assessed
by two management accounting academics from South African academic institutions who
represent my expert panel. One academic focuses on CIMA studies whilst the other focuses

on management accounting from an MBA perspective.

Criterion-Related Validity

To ensure concurrent validity, the aim was to achieve an even split between Chartered
Accountants (CA (SA)) who are typically known for focusing on management controls due to
their audit background and Chartered Management Accountants who are typically more

forecast planning orientated as a result of CIMA studies.
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The mix also correlates to the contrasting theme of traditional budgeting (via the Chartered
Accounting academic focus) and alternative budgeting and forecasting approaches (via

Chartered Management Accounting academic focus).

3.10. Data Collection Techniques

Field data collection for the quantitative study relating to all four research questions were
conducted through questionnaires using QuestionPro which collects actionable data and
allows for detailed analysis of results.

Prior to the distribution of questionnaires, each respondent was contacted by the researcher

either telephonically or through social media to introduce the study and explain its objectives.

In addition to the telephonic communication, an email was sent to willing respondents shall
detailing the reasons for the study. A disclaimer relating to the confidentiality of information,
clarity that the respondents were in no way obliged to answer the survey, and commitment
that they could stop the survey at any point was included both on the email as well as on the

guestionnaire.

The questionnaire provided the option for participants to provide their email addresses
should they wish to receive the outcome of this research. All participants who participated in
the survey indicated that they wish to receive the outcomes of this research.

3.11. Data Analysis

The key consideration within the framework would be the justification of an agile forecasting
approach to strategic planning as either an alternative to budgeting or in conjunction with
budgeting. | anticipate that the overwhelming majority of respondents would feel adversely
about replacing the standard budgeting process as its uses in terms of setting out targets for
managerial and unit performance would be difficult to replace particularly as a result of its

consistency.

I however anticipate that respondents would be open to the idea of agile forecasting to be
used in conjunction with standard budgeting as it is a more relevant form of financial
planning in a constantly changing operating environment and as a result also anticipate that
respondents would see it as a comfortable replacement for existing reforecasting processes

(as opposed to the budgeting process).

The survey questions have been structured in a manner to allow cross-evaluation of

answers from questions across the survey and not consigned to a single research question.
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As mentioned earlier there would be cross-analysis required based on respondent industry
and their appetite for agile forecasting. There would also be focus on existing adopters of

agile forecasting and their perception towards its use.

Further cross-analysis includes the perception of Chartered Accountants to agile forecasting

versus the perception of Chartered Management Accountants.

3.12. Logistical and Ethical Considerations

I have covered the costs of this research on my own. The cost was primarily the use of

QuestionPro (www.questionpro.com) which offers a survey package that suits my research

requirements over the course of the research including pilots and initial surveys at a cost of
$120 (R1,560 at current exchange rates).

Due to the competitive nature of large organisations from which respondents shall be
selected, specific budgeting and forecasting practices may be of a sensitive nature. As such,
questions within the survey cannot explore too deep from an individual respondent’s
perspective as confidential information around the respective organisation’s strategic

approach to budgeting may be exposed.

A sanitised summary of results are included in the study to exclude the possibility of any
competitive information being released knowingly or unknowingly. The summary is sanitised
by removing participant names and potential organisation related information such as email
addresses.

3.13. Conceptual Framework and Measurement of Variables

The variables measured in the questionnaire include the budgetary process type, the
intention of the forecasting process, the importance of being responsive to the organisations
environment, the organisation type, and the detail at which specific items should be

forecasted

Measurement of the Variables in the Research

Independent Variables Measurement

Confirmation of whether respondent is employed by an yes; no
organisation with annual revenue > R100m

Number of business variables considered critical to Numeric
organisational performance

Percentage of organisation's trading profit impact by critical | Percentage
variables

Existing use of agile forecasting yes; no
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agile manner

Opinion of whether detailed variance analysis is necessary | yes; no
for non-key items
Opinion of whether free cash flow can be forecasted in an yes; no

Opinion of agile forecasting within respondent'’s
organisation

valuable; not valuable

Opinion of agile forecasting within respondent's industry

valuable; not valuable

Dependent Variables

Measurement

Respondent's age

Numeric

Respondent's job title

number of respondents per
job title

Respondent's years of experience in financial planning

Numeric

Respondent's qualifications

number of respondents per
gualification

Organisation's broad industry group

number of respondents per
industry group

Exchange listed status of respondent's organisation

listed; not listed

Respondent's opinion of industry most suited to agile
forecasting

number of respondents per
industry group

Moderating Variables

Measurement

Time of existing budget process

time in months

Focus of existing budgeting process

strategic; management
control

for forecasting

Opinion of whether intercompany transactions are yes; no
necessary when forecasting
Opinion of whether purely accounting entries are necessary | yes; no

Level of accuracy expected from an agile free cash flow

high; medium; low

Value of a non-accurate free cash flow forecast

high; medium; low

key variances

Value of iteratively tweaking forecast model yes; no
Mediating Variables Measurement
Opinion of whether detail within traditional budgets is yes; no
necessary for performance tools

Whether an organisation's existing budget provides for non- | yes; no

Preference between straight-forward or flexed approach to
testing accuracy

straight-forward; flexed

3.14. Conclusion

This chapter outlined the research strategy applied to this project which was a quantitative

approach. The design of the questionnaire, sample selection and extent of responses was

also discussed in this chapter.
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4. CHAPTER 4 : EMPIRICAL FINDINGS AND PRESENTATION OF
RESULTS

4.1. Introduction

This chapter presents an overview of the respondent’s biographical details together with high
level details of the organisations they work for. This is followed by the findings of the
research objectives based on a survey conducted to assess the perception towards agile
forecasting of individuals from a broad range of industries in South Africa. A combination of
figures and tables are used to present the findings which are based on the descriptive

summary of the survey responses.
4.2. Biographical and Organisational Details of Respondents

The first part of the questionnaire consisted of seven questions to obtain biographical
information of the respondents such as age, job title, number of years’ experience in
budgeting and forecasting, qualifications, industry group of employer, whether the employer

is listed on an exchange and whether the employer’s annual revenue exceeds R100m.

a. Current agein years

A total of 60 participants completed the questionnaire. According to their age
distribution, the mean age was 34.7 years with a standard deviation of 6.3 years.
Further, about two thirds of the participants were 35 years or younger (Figure
4.1).

127 ] Mean = 34.72
Std. Dev. = 6.305
N=60

a-

Frequency

Figure 4.1 Distribution of age of participants
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b. Currentjob title
Table 4.1 summarises the distribution at work of the participants. The highest
frequency of participants were financial managers (18.3%), financial analysts
(8.3%), financial directors (8.3%), and management accountants (8.3%)
respectively. All these groups are typically involved in budgeting at forecasting to
a large degree.
Of the list of respondent titles only the following are not strongly likely to be
directly involved in budgeting and forecasts in their current positions:

e Financial accountant

e Commercial analyst

e Partner (Big 4)

e Senior financial accountant

e Rest of Africa Finance Change

e Acting Executive Finance Own Accounts

e CEO

e Business Intelligence Analyst

e Assistant Audit and Technical Manager

e Head of Advisory
The afore-mentioned list comprises makes up 26.7% that are not highly likely to
be involved with forecasting, suggesting that the remaining respondents (73.3%)

are highly likely to be actively involved in budgeting and forecasting.

Table 4.1: Distribution of Position at work

Position Frequency | Percent
Financial Manager 11 18,3%
Financial Analyst 5 8,3%
Financial Executive/Director 5 8,3%
Management Accountant 5 8,3%
Financial Accountant 4 6,7%
Commercial Analyst 3 5,0%
CFO 3 5,0%
Financial Controller 3 5,0%
Head of Finance 2 3,3%
Partner (Big 4) 2 3,3%
Snr Financial Manager 2 3,3%
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Commercial Manager 1 1,7%
Senior Financial Accountant 1 1,7%
Rest of Africa Finance Change 1 1,7%
Acting Executive Finance Own

Accounts 1 1,7%
Director (Big 4) 1 1,7%
Chief Strategy Officer 1 1,7%
CEO 1 1,7%
Business Intelligence Analyst 1 1,7%
Senior Business Manager 1 1,7%
Senior Manager - Management

Consulting 1 1,7%
Assistant Audit and Technical Manager 1 1,7%
Treasury Manager 1 1,7%
General Manager 1 1,7%
Consolidation Manager 1 1,7%
Head of Advisory 1 1,7%
Total 60 100

c. Years of experience in budgeting, forecasting, or financial planning
With regards to years of experience in budgeting, forecasting, or financial
planning, it was found that half of the participants had five or more years of
experience (Figure 4.2).

90% of respondents had 2 or more years of experience in budgeting and
forecasting while a sizable number (65%) had 4 or more years of experience.
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Figure 4.2: Frequency distribution of forecasting experience in years
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d. Qualifications

Of the 60 respondents, 77% belong to professional accounting bodies with 60%
of total respondents being chartered accountants (CA(SA)), 15% of total
respondents being CIMA members, and 1 respondent belonging to SAIPA.

other [N 5
BCom Honours _ 11
scom | s

SAICAITC 3
SAICA CTA
casA) I o
cva Member |GGG ©
cimA part Qualified || R 11

0 5 10

N

Qualification

5 20 25 30 35 40

=

Frequency

Figure 4.3: Academic qualifications/professional associations

e. Broad industry group of employer

It was found that a fifth (22%) of the participants were from the media industry
followed by supply chain and distribution (17%) and manufacturing (13%)
respectively (Figure 4.4).

Telecommunications
Supply Chain and Distribution
Retail Distribution
Public Services
Media
Manufacturing

ICT

Healthcare

FMCG

Financial Consulting
Construction
Banking

Auditing

14

o
N
IS
(o))
8]
o
=
N

Figure 4.4: Organisation's broad industry group
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f. Determination whether employer/employer group is listed on an
exchange
According to figure 4.5, 62% of respondents worked for organisations which are
listed on an exchange with a third of the companies not listed. This indicates that
the majority of respondents belong to fairly large organisations. Large
organisations typically engage in detailed budgeting and forecasting processes
supporting the view that the majority of respondents are involved in financial
planning at a relatively high level of intensity.

s No =Yes-JSE Yes - International exchange = Uncertain

2%

Figure 4.5: Exchange listed

The conclusions of biographical details from respondents are as follows:

Completed questionnaires were received from 60 respondents where the
organisations’ annual revenue exceeded R100m.

The questionnaires were completed by experienced practitioners with 65% of
respondents having 4 or more years of experience in budgeting and forecasting.

All respondents have achieved a tertiary qualification with 77% having a professional
accounting qualification.

Respondents from a variety of industries were surveyed although the broad majority
of responses centred around media, FMCG, ad supply chain and logistics.

62% of the respondents were from organisations which were listed on a trade

exchange.
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4.3. Achievement of the Respective Study Objectives

4.3.1. Research Question 1
Will traditional budgets still be relevant if granularity is dropped in favour of

focusing primarily on key business drivers?

a. How many business variables do you consider as critical to impacting your
organisation’s performance?
Respondents were asked how many key factors (variables) are responsible for
impacting business performance. A third of the participants (37%) indicated that
between 5-6 variables are critical whereas 25% of the participants reported that
greater than 10 variables are critical to impacting their organisation’s performance
(Figure 4.6).
Therefore, 65% of respondents feel that their business performance is impacted by 6
or less key variables.

1to2 3to4 5to6 7t0 10

Figure 4.6: No of business variables as critical to impacting your organisation’s
performance

Table 4.2 shows the frequency of stated critical variables by respondent industry.
Some interesting observations from this table are as follows:
e The majority of supply chain and distribution responses stated between 5-6
critical variables.
e Manufacturing centred close to a median of 5-6 critical variables.
e Banking majority was greater than 10 critical variables
a7



¢ Media was the only industry where frequency was observed across all ranges

of critical variable categories.

Table 4.2: Frequency of stated critical variables by respondent industry

Industry Frequency of Stated Critical Variables
1to2 3to4 5to6 7to 10 >10 Total

Auditing 1 1 1 3
Banking 1 3 4
Construction 1 1 2
Financial Consulting 2 1 4
FMCG 2 1 4
Healthcare 1 1
ICT 2 1 3
Manufacturing 2 3 2 8
Media 3 4 2 3 13
Public Services 1 1 1 4
Retail Distribution 1 2
Supply Chain and Distribution 1 5 3 10
Telecommunications 1 1 2
Total 3 14 22 6 15 60
Percentage 5.0% 23.3% 36.7% 10.0% 25.0%

What percentage of your organisation's trading profit do you think is impacted

by the key variables referred to in the previous question?

More than a third of the participants mentioned that >70% of the organisation’s

trading profit is impacted by the number of variables that was indicated in the

guestion above. (Figure 4.7).
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Figure 4.7: Percentage of organisation's trading profit impacted by the key variables

Table 4.3 shows a cross-tabulation of the responses to the number of critical
variables and the responses to the percentage of trading profit that participants felt
these critical variances impacted.
It is observed that the highest correlations exist between the following crosses:
e Of those who cited 3-4 critical variables, the majority stated that these impact
more than 70% of trading profit.
e Of those who cited 5-6 critical variables, the majority stated that these impact
more than 70% of trading profit.
o Of those who cited 7-10 critical variables, the majority stated that these
impact more than 70% of trading profit.
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Table 4.3: Cross-tabulation between the number of critical variables and the
percentage of trading profit they impact

0%-30%  31%-40% 41%-50% 31%-60% 01%70%  =70% Uncertain Row Totals Mean

Tto2 0 0 1 0 0 1 1 3 5333

Jtos 2 1 3 3 0 4 1 14 4,000

Stob 1] 1 3 3 6 9 0 s 4864

Tto10 0 0 0 1 1 4 0 [} 5.500

Column Total 2 3 8 n 8 24 & 60

Mean 2.000 3333 2625 3.545 337 3.417 3.250

c. How long does your organisation's existing budget process take from
commencement to finalisation?
Most of the participants highlighted that the budget process takes two or more
months from commencement to finalisation (72%) (Figure 4.8).
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Figure 4.8: Time budget process take from commencement to finalisation

Figure 4.9 shows the frequency of time to complete the budgeting process in relation
to the number of critical variables cited as impacting organisational performance.

It is interesting to observe that 5-6 critical variables are the most prominent for all
stated budget process times except greater than 4 months where the number of

critical variables cited is greater than 10.

<1 month 1-2 Months 2-3 Months 3-4 Months >4 Months
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Figure 4.9: Frequency of time to complete budgets in relation to cited number of
critical variables

d. Within your organisation, do you feel that your budgeting process is geared
more towards strategic direction or more towards management control?
More than half of the participants (55%) mentioned that the budgeting process
is geared more towards management control (Figure 4.10).
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M Strategic Direction
B Management Control

m Equal mix of both

Figure 4.10: Strategic direction of budgeting process of the organization

Figure 4.11 shows the frequency distribution of the number of critical variables in
relation to the strategic focus of the budget as outlined above in Figure 4.10. Some
organisations where budgets are geared towards strategic focus have between 3 to 6

critical variables.
14
12

10

1to2 3to4d 5to6 7 to 10

[e)]

S

N

B Management Control ~ M Strategic Direction M Equal mix of both

Figure 4.11: Strategic direction of budgeting process in relation to the number of
critical variables

Do you currently employ any form of agile forecasting in your organisation? If
yes, has it replaced the traditional budgeting process for strategic decision-
making? For management control?
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According to figure 4.12, more participants (60%) indicated that their

organisation currently does not employ any form of agile forecasting.

No

Yes - for management control

Yes - for strategic direction

0.00% 10.00% 20.00% 30.00% 40.00% 50.00% 60.00% 70.00%

Figure 4.12: Respondents already employing agile forecasting within their
organisations

Of the respondents who listed already adopting agile forecasting within their
organisations, Figure 4.13 shows the distribution of the number of variables cited as
critical by the respondents.

45.0% 42.1% 42.1%

40.0%
35.0%
30.0%
25.0%

20.0%

15.8%

15.0%

10.0%

5.0%

0.0%
>10 3to4d 5to6

Figure 4.13: Distribution of cited critical variables of respondents already
employing agile forecasting

4.3.2. Research Question 2
At what point within the budgeting process could detail be overlooked?
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a.

In your opinion, is detail within traditional budgets necessary for performance
tools such as variance analysis within your organisation?

The clear majority of participants (87%) positively reported that detailed traditional
budgets are necessary for performance tools such as variance analysis within the

organisation (Figure 4.14).

60
50
40
30
20

10

Yes No

Figure 4.14: Traditional budgets necessary for performance management tools within
the organisation

Table 4.4 shows the distribution of respondents who feel that detail is necessary for
performance tools versus those who don'’t in relation to their forecasting experience

in years.

Table 4.4: Perception of detail necessary for performance tools in relation to

years of experience in forecasting

Experience Detail necessary for performance tools
No Yes Total
< 1lyear 1 5 6
2-3 years 2 13 15
4-5 years 9 9
6-7 years 1 3 4
7-10 years 3 7 10
11-14 years 5 5
> 14 years 1 10 11
Total 8 52 60

Does your organisation's existing budget process provide for non-key

variances?

Just over half of the participants (54%) positively indicated that organisation's

existing budget process provides for non-key variances followed by over a third
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(38%) who indicated that their budget process does not focus on non-key variances

(Figure 4.15).

HYes
H No

Uncertain

Figure 4.15: Organisation's existing budget process provides for non-key variances

In your opinion, do you think that detailed variance analysis is necessary for
non-key items? Or do you feel that variance analysis conducted at a high level
is sufficient for non-key variances?

When asked whether detailed variance analysis is necessary for non-key items or
whether variance analysis conducted at a high level is sufficient for non-key
variances, 68% of the participants reported that a high-level variance analysis is

sufficient for non-key variances (Figure 4.16).

A high level variance analysis is sufficient for non-key l’/
variances

Detailed variance analysis unnecessary for non-key
variances

Detailed variance analysis is necessary for non-key
variances

Figure 4.16: Perception whether detailed variance analysis is necessary for non-
key items.

Table 4.5 shows a cross-tabulation between the respondent’s views on whether
detailed variance analysis is necessary for non-key variances and their responses to
the percentage of trading profit impacted by key variables (discussed earlier in the

findings).
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Of the respondents who indicated that critical variables impact 51% or more of

trading profit, 52% (31 respondents) are of the opinion that only a high-level variance

analysis is sufficient.

Table 4.5: Cross-tabulation between the need for detailed variance analysis for

non-key variances and responses to the % of trading profit

% of Trading

Detailed variance

Detailed variance

High level

Profit Impacted analysis analysis variance analysis f;\;vl
by Key Variables necessary unnecessary sufficient
0%-30% 1 0 1 2
50% 0% 50%
7.14% 0% 2.44%
31%-40% 1 0 2 3
33.33% 0% 66.67%
7.14% 0% 4.88%
41%-50% 2 1 5 8
25% 12.5% 62.5%
14.29% 20% 12.2%
51%-60% 3 1 7 11
27.27% 9.09% 63.64%
21.43% 20% 17.07%
61%-70% 0 1 7 8
0% 12.5% 87.5%
0% 20% 17.07%
>70% 6 1 17 24
25% 4.17% 70.83%
42.86% 20% 41.46%
Uncertain 1 1 2 4
25% 25% 50%
7.14% 20% 4.88%
Column Total 14 5 41 60
Column Percent 23.33% 8.33% 68.33% 100%
Mean 4571 5.000 4.854

In your opinion, do you think that by forecasting non-key items at a higher

classification and then applying a historic distribution to break these items

down to a lower level for variance analysis would be sufficient?
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Most of the participants (80%) feel that by forecasting non-key items at higher
classification and then applying a historic distribution to break these items down to a

lower level would be sufficient for variance analysis.

90.00%

80.00%

80.00%
70.00%
60.00%
50.00%
40.00%
30.00%

20.00% o
11.67% 8.33%

No

Uncertain

10.00%

0.00%
Yes

Figure 4.17: Sufficiency of forecasting non-key items at a higher level

Figure 4.18 shows the relationship between the percentage of trading profit impacted
by critical variables in relation to the opinion of whether forecasting non-key items at

a higher level would be sufficient or not.

Uncertain
61%-70%

51%-60%

41%-50%

31%-40%

0%-30%

>70%

o
[6,]

10 15 20 25 30

HYes EMNo MUncertain

Figure 4.18: Sufficiency of forecasting non-key items at a higher level in relation to trading

e.

profit impact of critical variables
In your opinion, if agile forecasting with the intention of responding
commercially to the environment at a group level, do you feel it necessary to
maintain the intercompany transaction process between divisions or do you

feel that forecasting the group at a consolidated level would be adequate?
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Over half of the participants indicated that they would maintain the intercompany
transaction process (57%) with only 38% indicating that they would forecast solely as

group, ignoring intercompany transactions (Figure 4.19).

B Maintain intercompany
transaction process

M Forecast purely as group,
ignoring intercompany
transactions

m Uncertain

Figure 4.19: Intercompany transactions

Figure 4.20 shows the afore-mentioned views of forecasting intercompany
transactions split by whether the respondent’s organisation is JSE listed, unlisted or

listed on international exchange.

This evaluation is of particular importance as generally listed organisations comprise
of multiple business units which typically consolidate into a group and respondents
from such large organisations are expected to have a better understanding of

intercompany transactions and the approach to forecasting them.
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M Forecast purely as group, ignoring intercompany transactions
B Maintain intercompany transaction process

H Uncertain

Figure 4.20 Intercompany transactions by organisation listing status

In your opinion, how important is the forecasting of accounting entries such as
depreciation?

When patrticipants were asked about the importance of forecasting what may be
considered purely accounting entries, over a fifth (21%) did not find it necessary and

only 32% found it very important (Figure 4.21).

VERY IMPORTANT MODERATELY IMPORTANT UNNECESSARY

Figure 4.21: Importance of forecasting
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g. Under the assumption that key revenue and trading profit items are forecasted
in great detail, what in your opinion should be the method used to forecast the

remaining items to arrive at a trading profit or bottom line forecast number?

Just under two thirds of respondents (59%) felt that it would be best to inflation drive
the remaining forecast items by line item.

This suggests an appreciation of an agile approach whilst recognising that not all
non-key line items are inflated at the same rates.

Flat-lined

% |

Figure 4.22: Forecasting of non-key items
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4.3.3. Research Question 3
Are there methods for securing the accuracy of agile forecasts and can an

agile approach be used to accurately forecast free cash flow?

a. Inyour opinion, would agile forecasting of income statements and balance
sheets contain sufficient detail to drive an accurate free cash flow forecast?
Free cash flow statements typically require great levels of detail and often require
manual inputs for specific items which may not be included on a typical income
statement or balance sheet.

The majority of respondents (60%) felt that a forecast income statement and forecast
balance sheet would contain sufficient detail to drive a forecast free cash flow

statement.

Yes
60%

Figure 4.23: Forecasting free-cash flow

As many listed organisations employ enterprise performance management tools
which often include functionality for automation of free cash flow reports, Figure 4.24
shows respondent’s views on the possibility of forecasting free cash flow purely

based on an agile forecast income statement and balance sheet by listed status.

Whilst a high correlation exists between listed status and a positive expectation of an
agile forecast free cash flow, there also exists a positive relation between unlisted
status. Figure 4.24 shows that the majority of respondents, whether at listed or
unlisted organisations, believe that free cash flow can be forecasted purely from

values derived from a forecast income statement and balance sheet.
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Figure 4.24: Forecasting free-cash flow by listing status

b. What level of accuracy do you think cash flow forecasting would provide based

on a uniform 12 month forecast to the future?

Nearly two thirds of respondents (62%) felt that a 12-month free cash flow forecast
driven an agile forecast income statement and balance sheet would provide a
medium level of accuracy. Only 18% felt that the free cash flow forecast would be
highly accurate and 20% felt that the accuracy would be low.

= High
= Low
= Medium

Figure 4.25: Level of agile forecast free cash flow accuracy
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Of the participants who felt that an agile forecasted free cash flow would provide a
medium to high level of accuracy, the times to complete their budgets are displayed

in the following figure (Figure 4.26).

25.0%
20.0%
15.0%
10.0%

0.0%

<1 month 1-2 Months 2-3 Months 3-4 Months >4 Months

Figure 4.26: Distribution of time taken to complete budgets by respondents who
indicated a medium to high level of accuracy expected of agile forecasted free cash
flow

In your opinion, would a forecast free cash flow even if not 100% accurate lead
to an improved understanding of cash flow and the resultant improvement of
overall cash flow forecasts?

An overwhelming majority (78%) of participants felt that an agile forecast free cash
flow, even if not 100% accurate would lead to an improved understanding of cash

flow.

Uncertain : 13.33%

No: 8.33%

Yes : 78.33%

Figure 4.27: Perception of value of agile forecasting to improve understanding of free
cash flow
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d.

e.

In a bid to improve the accuracy of an agile forecast model, do you think it
would be valuable to invest the time comparing prior period agile forecasts
against actual results to test the accuracy of the forecast model so that it could
be tweaked?

Nearly all respondents (98%) felt that the accuracy of the model could be improved

by tweaking once forecast values are compared to actual values.

More pertinently, despite the process of iterative tweaking based on actuals being a
timeous process, the respondents felt that there would be value in this effort.

No :1.67%

Yes : 98.33%

Figure 4.28: Perception of value in comparing forecasts against actual values

In order to test the accuracy from the question above, would you recommend a
straight-forward comparison against actuals or a flexed approach based on
key variables?

The majority of respondents felt that a flexed approach should be adopted when
comparing prior period forecasts against actuals to test the accuracy of forecasts.

A flexed approach is one which considered the actual key output during the period

under review and adjusts the forecast model per this output.
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Both : 20.00% Straight-foraard : 20.00%:

Flexed Approach : 60.00%

Figure 4.29: Approach when comparing prior period forecasts to actual results for the
purposes of variance analysis
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4.3.4. Research Question 4

Are there specific business types which agile forecasting would be better

suited to?

a. Inyour opinion, do you feel that agile forecasting would be a better tool for
strategic planning within your organisation?
85% of respondents felt that agile forecasting would be a better tool for strategic
planning within their organisations, with 7% feeling that it wouldn’t and the remaining
8% uncertain.

Uncertain : §.33%

No : 6.67%

Yes : 85.00%

Figure 4.30 Perception of whether agile forecasting would be a better tool for strategic
planning within respondents’ organisations

Table 4.6 shows a cross-tabulation of respondents who indicated that they currently
use agile forecasting within their organisations (Y-Axis) and those who believe that it
would represent a better tool for strategic planning (X-Axis). Of the 19 respondents
who are currently using agile forecasting, 90% (6 for strategic direction and 11 for
management control) feel that it represents a better tool for strategic planning.

66



Table 4.6: Cross-tabulation between adopters of agile forecasting and who

believe that it is a better tool for strategic planning

Yes - for strategic direction

Yes - for management control

No

Uncertain

Column Total
Column Percent

Mean

Figure 4.31 shows the distribution of industries of respondents who’s organisations

are currently employing some form of agile forecasting and who responded in Figure

Yes

85.11%

11.76%

91.67%

21.57%

30

85.711%

58.82%

66.67%

1.84%

]

85%

2627

No

2 =

—

5.M%

50%

16.67%

25%

6.67%

3.000

Uncertain

2 2 °

[¥X]

8.33%

2.800

Row Totals

11.67%

12

35

5833%

10%

60

100%

4.25 above that they believe that agile forecasting represents a better tool for

strategic planning within their organisations.
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Figure 4.31 Industry distribution of respondents currently employing agile forecasting
and who believe that it is a superior tool for strategic planning

In your opinion, do you feel that agile forecasting would be a better tool for
strategic planning within your industry?

82% of respondents feel that agile forecasting would represent a better tool for
strategic planning within their industries. Whilst this is lower than the response in the

previous question, there is still a positive correlation.

Uncertain : 11.67%

No : 6.67%

Yes : 81.67%

Figure 4.32 Perception of whether agile forecasting would be a better tool for strategic
planning within respondents’ respective industries
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c. What industry do you think would be best suited for agile forecasting?
Half of the respondents felt that agile forecasting would be suited to all industries,
following by manufacturing (18%) and FMCH (13%).

50.00%

2 133

1333%
167% 167% 533 U 167% -
! i e — [ | i [ |

All sectors Wanufacturing Supply Chain and Retail Distribution Wedia Banking Auditing FMCG IcT
Distribution

Figure 4.33 Perception of industry most suited for agile forecasting

Table 4.7 shows the distribution of responses to the most suitable industry for agile
forecasting by respondent forecasting experience.

All experience ranges tend to agree with its suitability to all industry sectors

Those with 6 to 14 or more years of experience appear to feel that agile forecasting
can be successfully applied to manufacturing.

The rest of respondents tend to be spread more across a variety of sectors.

Table 4.7: Distribution of industries best suited for agile forecasting by

respondents with greater experience in forecasting

Recommended Respondent experience in forecasting
Sector <1 2-3 4-5 6-7 7-10 11-14 >14

year years years years years years years | Total
All sectors 1 6 5 3 5 2 8 30
Auditing 1 1
Banking 1 1 1 3
FMCG 1 2 1 8
ICT 1 1 1 3
Manufacturing 1 3 1 1 2 2 11
Media 2
Retail Distribution 1 1
Supply Chain and
Distribution 1 1
Total 6 15 9 4 10 5 11 60
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4.4. Conclusion

This chapter presented an overview of the biographical details of the respondents as well as

the empirical findings of the study. The results were presented in the form of tables and

graphs. The primary conclusions to emerge from this chapter are:

Completed questionnaires were received from 63 respondents of which 3 were
removed due to not being at organisations with annual revenue greater that R100m.
Of the 60 remaining respondents, 73.3% were actively involved in budgeting and
forecasting with 65% having 4 or more years of experience in budgeting, forecasting
or financial planning.

Of the 60 respondents, 77% of the sample belong to a professional accounting body
and all respondents have achieved tertiary qualification at minimum.

70% of the sample identified that between 3 and 10 critical variables impact more
than 70% of their organisations’ trading profit supporting an agile approach to
strategic forecasting yet the majority indicated their budgeting process is geared
more towards management control.

The overwhelming majority of respondents (87%) indicated a need for detail within
budgets to support performance evaluation but 68% of the sample felt that a high-
level view for non-key variances would be sufficient.

60% of the sample feel that free cash flow can be automated based on the outcomes
of a forecast income statement and balance sheet and the majority felt that even if an
automated forecast free cash flow was not perfectly accurate that it would still offer
significant value by means of greater understanding of cash flow movements.

The majority of respondents (85%) felt that agile forecasting would be a better tool for
strategic planning within their respective organisations and 50% of the sample felt

that it could be applied to all industries.
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5. CHAPTER 5 : DISCUSSION OF FINDINGS

5.1. Introduction

As stated in the introduction to this study, two key criticisms of traditional budgeting are that
they generally take too long to complete and rapidly become out of date. The objectives of
the study were achieved by performing an in-depth study on the topic as presented in the

literature.

The empirical study involved a survey questionnaire sent to participants across a range of
industries in South Africa. In this chapter, the findings of this study are discussed.

5.2. Findings: Research Objective 1

To explore options that provide greater agility in financial planning and determine
how well received it would be by forecasting professionals in South Africa

The length of time it takes to prepare and finalise a budget is a supporting factor for reducing
granularity. Based on Figure 4.8, 72% of respondents indicated that their budget takes more
than 2 months, with 20% indicating that their budget takes 3-4 months and 25% indicating
that their budgets take more than 4 months to complete respectively. This supports the two
main criticisms of traditional budgeting in that they take up significant amounts of time and
rapidly become out of date and therefore less useful (Niels and Per Nikolaj, 2014). In his
research on budgeting as a strategic tool, Shaheed Abrahams (2012) also found that the
majority of the respondents from his study (from the manufacturing sector in the Eastern
Cape, South Africa) indicated that it took between 2-4 months to finalise and approve a
budget.

Figure 4.6 indicates that the majority of respondents (65%) feel that 6 or less business
variables have a critical impact on organisational performance. In addition, Figure 4.7
indicates that 72% of respondents expect that these critical business variables impact more
than 51% of trading profit. It is interesting to note that based on the cross-tabulation (Table
4.3) that of the 72% of respondents who indicated that the critical variables impacted more
than 51% of trading profit, 43% indicated less than 7 critical variables and 10% indicated
between 7-10 critical variables respectively. These findings correlate with the insights of
Mark Ng (2011) who in his KPMG report on forecasting trends supports the move to driver-

based forecasting and towards forecasting fewer items but in greater detail.

Figure 4.7 shows that most respondents recognise that the bulk of trading profit is impacted
by these few critical business variables. This is reinforced by Table 4.3 which shows that
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majority of participants who cited between 3 to 10 critical variables expect that these

variables impact more than 70% of trading profit.

This correlates to the guidelines set out by Zeller and Metzger (2013) on rolling forecasts in
that organisations should focus on a fewer number of critical drivers and avoid unnecessary

or excessive detail.

Returning to the consideration that budgets take extensive time to prepare, Figure 4.9
demonstrates a correlation between the amount of time respondents state that their budgets
take to prepare and complete and a small number of critical variables cited. A lower number
of critical variables having a high impact on trading profit is particularly relevant to
organisations who take longer to finalise their budgets as this indicates that agile forecasting
can be effectively applied to mitigate the time effects of their budgets to improve their overall

responsiveness to the operating environment.

More than half of the respondents indicated that the budgeting process within their
organisations is geared more toward management control with only 18% indicating that
budgets were used for strategic direction (Figure 4.10). This suggests that the primary
purpose of budgets in South Africa is management control but does not necessarily mean
that budgets in South Africa completely exclude elements of strategic planning within the
process. It should be noted however, as Tim Blumentritt (2006) points out, there is often
isolation between budgeting and strategic planning which mitigates the benefits of strategic

planning.

Figure 4.12 further shows that only 12% of respondents indicated adoption of agile
forecasting for the purposes of supporting strategic decision-making. It is interesting to note
that of those participants who indicated that their organisations have already adopted a form
of agile forecasting, 42% indicated more than 10 business critical variables, suggesting that
agile forecasting is not constrained to organisations with only a few critical business

variables.

5.3. Findings: Research Objective 2

To determine how far an organisation can go in terms of agility when planning over

financial granularity

Respondents were asked their opinion of whether granularity within traditional budgets is
necessary for performance tools such as variance analysis. Figure 4.14 shows that bulk of
respondents felt that granularity is required for performance management. This correlates

with the review by Réka et al. (2014) in which budgets are considered a powerful tool for
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management control with which targets are used to extend the influence of senior
management by creating a basis for comparison of the performance of lower-level
managers. The concept of management control is further reinforced by Figure 4.15 in which
just over half of the participants indicated that their existing budgets cater for non-key

variances.

Table 4.4 supports the view above in that even more experienced respondents felt the need
for detail within budgets to fulfil the purpose of performance management. This is clearly in
practice as Figure 4.15 identifies that more than half of the organisations provide for non-key

variances.

Whilst variance analysis is highly valued, the level of granularity is not entirely necessary as
evidenced by Figure 4.16 which shows that 68% of respondents felt that a high-level
variance analysis is sufficient for non-key variances. This view is reinforced by Table 4.5
which that of the 62% of total respondents who prefer a high-level variance analysis for non-
key items, the critical variables cited impact more than 51% of their organisations’ trading

profit.

The overwhelming response of participants to approaching variance analysis for non-key
items is to forecast at a high level and apply a historic distribution to break down line items to

a lower level for variance analysis purposes (Figure 4.17).

Following an insight into participant’s views on the use of budgets for performance
management and their willingness to drop granularity on items of lower importance, the
survey turned to respondent’s views on the enforcement of accounting practices when

forecasting.

Figure 4.19 shows that just over half the respondents would enforce intercompany
transactions when forecasting commercially as a group. This indicates a preference towards
internal performance management even when the focus is commercial forecasting and is a
reminder of the strong theme of budgeting for management control in South Africa. More
specifically, this requires a greater level of granularity when forecasting. To obtain a more
representative view based on experience within larger organisations, respondents were
categorised into classifications from listed and unlisted organisations, the idea being that
listed organisations are generally larger and involve multiple divisions and hence the
participants from listed organisations would have more familiarity with the requirements of
agile forecasting for intercompany transactions. The result (Figure 4.20) was a strong
correlation between respondents from JSE listed organisations and a perception that

intercompany transactions do not need to be forecasted.
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Figure 4.21 shows that 32% of respondents feel that the forecasting of accounting entries is
very important, 47% moderately important and 23% felt it unnecessary. This is an interesting
outcome from a strategic forecasting perspective as the forecasting of accounting entries
such as depreciation have minimal commercial impact. This response contrasts with the
research conducted by Player (2009) who found that accounting detail is often confused with

useful management information.

Figure 4.12 shows that when proposed alternatives to forecasting non-key items, just under
two thirds of respondents indicated adopting an approach of specific inflation values by line
item, followed by a general inflation driven approach.

5.4. Findings: Research Objective 3

To explore factors influencing forecast accuracy and considerations around free
cash flow with respect to agile forecasting

In a bid to understand the perceived complexity of forecasting free cash flow by
respondents, a question was posed as to whether an agile forecasted income statement and
balance sheet would contain sufficient detail to drive a reasonably accurate free cash flow.
Figure 4.23 showed that the bulk of respondents feel that this is possible and Figure 4.24
shows the high correlation of this view is evenly spread when the population is segmented

into organisation listed status.

Figure 4.25 indicates that 80% of respondents feel that this type of agile forecasted free
cash flow at minimum offers a medium level of accuracy (62% medium and 18% high
expectation of accuracy. Free cash flow is typically forecasted at the end of a budgeting
process due to its reliance on preceding items such as the forecast income statement and
balance sheet. This means that free cash flow, despite its importance is often the most out-
of-date component within the budgeting process. In light of this consideration, a comparison
of the time indicated by respondents to complete budgets versus the number of respondents
who expected a medium to high level of accuracy from an agile forecasted free cash flow
(Figure 4.26). The result suggests that the majority of respondents whose budgets take more

than a month to complete would be reasonably comfortable with the accuracy.

In their paper on cash flow forecasting, Blumen and Moses (2006) highlighted the frustration
of the reliance of detailed internal information required to perform cash flow forecasting. In
relation, the majority of respondents felt that even if an agile forecasted free cash flow wasn’t
accurate, it would still be beneficial by improving a greater understanding of factors

impacting cash flow within the organisation (Figure 4.27).
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In terms of improving the accuracy of agile forecasting, the question was posed as to
whether there would be value in dedicating time to iteratively tweak the forecast model
following a comparison to actuals. Figure 4.28 showed that 98% of respondents agree with

this approach to improving accuracy.

Whilst forecast accuracy is important, Player (2009) argues that some organisations go to
extreme lengths focusing on the achievement of forecast accuracy. The purpose of agile
forecasting is to gain insights in order to direct outcomes, and not to predict the future.

5.5. Findings: Research Objective 4

To understand whether certain types of organisations are better able to shift away
from standard budgeting procedures and more importantly whether these
organisations could be responsive enough to benefit from the insights gleaned from

an agile forecasting approach

Figure 4.30 shows that 85% of respondents feel that agile forecasting would be a better tool
for strategic planning within their organisations. Table 4.6 shows that of those respondents
who have already adopted some form of agile forecasting, 90% are of the opinion that it

represents a better tool for strategic planning within their respective organisations.

Figure 4.32 shows that 82% of respondents feel that it would be a better tool for strategic

planning within their respective industries.

Figure 4.33 shows the distribution of the industries that respondents felt would be most
suited to agile forecasting, with the majority feeling that agile forecasting would be suited to
all industry sectors. Of this, Table 4.7 shows that respondents with more experience tend to

favour agile forecasting for all sectors and manufacturing respectively.

5.6. Conclusion

This chapter discussed the findings related to each of the research objectives. The main

conclusions emerging from this chapter are:

e The discussion found that most respondents identified that a few critical variables
account for a significant portion of impact on trading profit.
e There is a tendency to cling to detail despite the minimal value offered in terms of

strategic planning.
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e Free cash flow forecasting can be automated and add value via improved cash flow
understanding even if not perfectly accurate.
¢ The bulk of respondents felt that agile forecasting could be suited to all industries,

manufacturing, FMCG, and banking respectively.

These conclusions are discussed in greater detail in the next chapter.
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6. CHAPTER 6 : SUMMARY AND CONCLUSIONS

6.1. Conclusion of Findings: Research Objective 1

There is a clear recognition that budgets in South Africa follow a more traditional approach
geared towards management control. Given the lengthy time that businesses spend
preparing and finalising budgets, there is a strong likelihood that these budgets are often

out-of-date and therefore less relevant.

Based on the research findings, most respondents indicated that a handful of critical
variables impact a high proportion of trading profit whilst enduring lengthy budget periods.
This suggests that South African organisations are primed to adopt a less granular and more
agile approach to budgeting.

We can conclude that the majority of respondents in the survey are aligned with the idea of
focusing on fewer variables in greater detail with the understanding that these variables drive
the bulk of organisational performance.

6.2. Conclusion of Findings: Research Objective 2

There is strong evidence to suggest that whilst respondents are comfortable with the
traditional granularity of detailed variance analysis, they are still likely to prefer a high-level
approach to non-key items when presented with an alternative such as a high-level variance
analysis, potentially broken down using a historic distribution if lower level detail is required.
The fact that the bulk of their organisations provide for non-key variables hints at a routine-

related comfort with detailed variance analysis processes.

It appears that despite the lack of commercial value, detail in the form of forecasting
intercompany transactions and pure accounting entries are still preferred in the South
African context. However, after segmentation of the sample population it was found that
those respondents more familiar with larger groups favoured the exclusion of forecasting
intercompany transactions. There would be value in organisations identifying non-value
adding detail within their forecasting process and reducing these in order to focus more

attention on variables which have greater operational impact.

6.3. Conclusion of Findings: Research Objective 3

There is evidence from the above that despite the internal and external data requirements

when forecasting free cash flow, there exists strong support from the respondents for agile
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forecasting of free cash flow, with particular focus on shortening the time of free cash flow

forecasts.

Respondents recognise the value of forecasting free cash flow even if not perfectly accurate
as the value of understanding the factors impacting free cash flow is considered more
important. This correlates with the work of Player (2009) who emphasises forecasting to

develop an understanding of how to respond to future circumstances.

The overwhelming majority of respondents identified that significant effort should be invested
in ensuring the accuracy of agile forecasts. This deviates partially from an agile approach
which is geared more towards gaining insights as opposed to a highly accurate prediction of
the future. A greater recognition needs to be developed whereby organisations appreciate
that forecasting should focus more on insights as opposed to accuracy.

6.4. Conclusion of Findings: Research Objective 4

Based on the positive response of 90% of those already experiencing agile forecasting
within their organisations, it appears well received. The industries of these respondents are
broadly distributed. The media industry is perhaps overly pronounced as a significant portion

of respondents were from this industry.

A strong correlation exists between those respondents who see value in agile forecasting as
a strategic tool within their organisations and those who see it as a superior strategic tool

within their respective industries.

Whilst the bulk of respondents feel that agile forecasting would be well suited to all sectors,
those which are specifically highlighted were manufacturing, FMCG and banking,
respectively.

6.5. Areas for Future Research

Chapter 1, par 1.8 page 6 outlined the delimitation of the study. To make the study more
manageable, the study was focused on South African organisations with an annual revenue
greater than R100m. Based on the current research objectives, future research may include

a broader survey to determine the suitability of agile forecasting to smaller organisations.

In addition, research can be undertaken to develop a detailed framework of agile forecasting
which could be applied as a generic model when organisations are newly adopting an agile

forecasting approach.
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APPENDIX 1

Good day You are invited to participate in my MBA dissertation survey which considers the
perception of agile forecasting relative to traditional budgeting within South Africa with the aim of
exploring options that provide greater agility in financial planning.

This survey is aimed at individuals currently or previously involved in budgeting and forecasting
within organisations in South Africa. This survey will ask you several questions about budgeting
approaches within the organisation that you work for and your perception of agile forecasting. It will
take approximately 8-12 minutes to complete.

The study is expected to enrol 50 participants in total across South Africa, is self-funded and will
provide no direct benefits to participants other than a greater understanding of forecasting perception
in South Africa following dissemination of study results.

This study has been ethically reviewed and approved by the UKZN Humanities and Social Sciences
Research Ethics Committee (approval number HSS/1689/016M).

Your participation in this study is completely voluntary. There are no foreseeable risks associated
with this project. However, if you feel uncomfortable answering any questions, you can withdraw
from the survey at any point. The results of this survey will be used within by final MBA dissertation,
which will be made available to all participants who provide their e-mail address.

In the event of any problems or concerns/questions you may contact the researcher at
abjhavary@outlook.com or the UKZN Humanities & Social Sciences Research Ethics Committee,
contact details as follows:

HUMANITIES & SOCIAL SCIENCES RESEARCH ETHICS ADMINISTRATION
Research Office, Westville Campus

Govan Mbeki Building

Private Bag X 54001

Durban4000

KwaZulu-Natal, SOUTH AFRICA

Tel: 27 31 2604557- Fax: 27 31 2604609

Email: HSSREC@ukzn.ac.za

CONSENT
By checking the ‘I Agree’ box below, you agree that you:

- Have been informed about the study;

- Understand the purpose and procedures of the study;

- Declare that your participation in this study is entirely voluntary and that you may withdraw at any
time;

- If you have any further questions/concerns or queries related to the study you understand that you
may contact the researcher (details above)

- If you have any questions or concerns about your rights as a study participant, or if you are
concerned about an aspect of the study or the researchers then you may contact the UKZN Humanities
& Social Sciences Research Ethics Committee (details above).

The first question requesting your name is solely for consent and will not be included within the
research data.

O 1 Agree

Please list your full name (for the purpose of consent)
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Please list your email address if you would like to receive feedback of the survey. (This is optional)

Please list your current age in years.

Please list your current job title

Please list your number of years of experience in bugdeting, forecasting, or financial planning
<1 year

2-3 years

4-5 years

6-7 years

7-10 years

11-14 years

> 14 years

NogakrowhE

Please list your qualifications
CIMA Part Qualified
CIMA Member

CA (SA)

SAICA CTA
SAICAITC

BCom

BCom Honours

Other

CONo Tk~ wN

Please list your organisation’s broad industry group
Manufacturing

Supply Chain and Distribution

Retail Distribution

Media

Financial Consulting

grwbdE
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6. Banking

7. Auditing

8. Public Services

9. Pharmaceutical

10. Healthcare

11. FMCG

12. ICT

13. Telecommunications
14. Other

Does your organisation’s annual revenue exceed R100m?
1. Yes
2. No

Is your organisation listed on an exchange or form part of a group that is listed on an exchange?
1. No

2. Yes-JSE

3. Yes - International exchange
4. Uncertain

5. Other

How many business variables do you consider as critical to impacting your organisations

performance?
1. 1to2

2. 3to4

3. 5t06

4. 7to10

5. >10

What percentage of your organisation’s trading profit do you think is impacted by the key variables
referred to in the previous question?

1. 0%-30%

31%-40%

41%-50%

51%-60%

61%-70%

>70%

Uncertain

N TR W

How long does your organisation’s existing budget process take from commencement to finalisation?
< 1 month

1-2 Months

2-3 Months

3-4 Months

> 4 Months

grwbdE
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Within your organisation, do you feel that your budgeting process is geared more towards strategic
direction or more towards management control?

1. Strategic Direction

2. Management Control

3. Equal mix of both

4. Uncertain

Do you currently employ any form of agile forecasting in your organisation? If yes, has it replaced the
traditional budgeting process for strategic decision-making? For management control?

1. Yes - for strategic direction

2. Yes - for management control
3. No

4. Uncertain

In your opinion, is detail within traditional budgets necessary for performance tools such as variance
analysis within your organisation?

1. Yes
2. No
3. Uncertain

Does your organisation’s existing budget process provide for non-key variances?
1. Yes

2. No

3. Uncertain

In your opinion, do you think that detailed variance analysis is necessary for non-key items? Or do
you feel that variance analysis conducted at a high level sufficient for non-key variances?

1. Detailed variance analysis is necessary for non-key variances

2. Detailed variance analysis unnecessary for non-key variances

3. A high level variance analysis is sufficient for non-key variances

CASE: Your organisation has adopted an agile approach to forecasting, focusing on critical variables
but still wanted to maintain a detailed variance analysis process involving non-key items.

In your opinion, do you think that by forecasting non-key items at higher classification and then
applying a historic distribution to break these items down to a lower level for variance analysis would
be sufficient?

1. Yes
2. No
3. Uncertain

CASE: INTERCOMPANY TRANSACTIONS
Many organisations consist of multiple divisions operating as separate legal entities, involving
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intercompany transactions to facilitate divisional performance appraisal.

In your opinion, if agile forecasting with the intention of responding commercially to the environment
at a group level, do you feel it necessary to maintain the intercompany transaction process between
divisions or do you feel that forecasting the group at a consolidated level would be adequate?

1. Maintain intercompany transaction process

2. Forecast purely as group, ignoring intercompany transactions

3. Uncertain

CASE - ACCOUNTING ENTRIES

In your opinion, how important is the forecasting of accounting entries such as depreciation?
1. Very important

2. Moderately important

3. Unnecessary

Under the assumption that key revenue and trading profit items are forecasted in great detail, what in
your opinion should be the method used to forecast the remaining items to arrive at a trading profit or
bottom line forecast number?

1. Single inflation Value

2. Specific inflation values by line item

3. Flat-lined

CASE: Free Cash Flow

It is believed that free cash flow can be forecasted with minimal manual input based on a forecast
income statement and components of a forecast balance sheet.

In your opinion, would agile forecasting of income statements and balance sheets contain sufficient
detail to drive an accurate free cash flow forecast?

1. Yes
2. No
3. Uncertain

What level of accuracy do you think cash flow forecasting would provide based on a uniform 12
month forecast to the future?

1. High
2. Medium
3. Low

In your opinion, would a forecast free cash flow even if not 100% accurate lead to an improved
understanding of cash flow and the resultant improvement of overall cash flow forecasts?

1. Yes

2. No

3. Uncertain

In a bid to improve the accuracy of an agile forecast model, do you think it would be valuable to
invest the time comparing prior period agile forecasts against actual results to test the accuracy of the
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forecast model so that it could be tweaked.
1. Yes
2. No

In order to test the accuracy from the question above, would you recommend a straight-forward
comparison against actuals or a flexed approach based on key variables?

1. Straight-forward

2. Flexed Approach

3. Both

In your opinion, do you feel that agile forecasting would be a better tool for strategic planning within
your organisation?

1. Yes
2. No
3. Uncertain

In your opinion, do you feel that agile forecasting would be a better tool for strategic planning within
your industry?

1. Yes
2. No
3. Uncertain

What industry do you think would be best suited for agile forecasting?
None

All sectors

Manufacturing

Supply Chain and Distribution
Retail Distribution

Media

Financial Consulting

Banking

Auditing

10. Public Services

11. Pharmaceutical

12. Healthcare

13. FMCG

14. ICT

15. Telecommunications

16. Other

©CoNoOR~WDNE
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APPENDIX 3

Agile

Forecasting
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PRIM&RY

SOURCES

.

Journal of Accounting & Organizational
Change, Volume 7, Issue 4 (2011-11-05)

Fublication

<%1

=]

zerlina.emeraldinsight.com

htemet Source

=]

WWW.pwc.com

hizmet Source

www.som.cranfield.ac.uk

Ihiemet Source

Journal of Accounting & Organizational
Change, Volume 7, Issue 3 (2011-09-24)

Publication

Submitted to School of Economics and

Management, Lisbon
Student Paper

B B B B

Submitted to Association of Chartered
Certified Accountants

Student Paper

www2.cimaglobal.com

hizmet Source
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www.myassignmenthelp.net
htemst Source

€%1

—
=

ftp.cdc.gov

hiemet Source

<t 1

—ll
=l

Frow, N.. "Continuous budgeting: Reconciling
budget flexibility with budgetary contral’,
Accounting, Organizations and Society,
201005

Publication

<%1

—
o

Submitted to Oxford Brookes University

Student Paper

<%1

— -
P [45]

Submitted to Kensington College of Business
Student Paper

Submitted to Greenwich School of
Management

Student Paper

<%1

"-'1%1

— —
=] o

www.barclaysafrica.com

Iniemet Source

Submitted to American Public University
System

Student Paper

{%1

"Z%1

e
|

Submitted to Laureate Higher Education
Group

Student Paper

<%1

—
oo

Submitted to West Virginia University

Student Paper

*':%1
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Submitted to University of Wales, Bangor

m Student Papar y g {%1

Submitted to Royal Holloway and Bedford < 1
New College ’
Student Papar
www.associatedcontent.com

hiemel Source "-‘.:%1
Submitted to South Bank Universit

Student Papar F {%1

issuu.com <o 1
hiemet Sourca J"'I'E'

Submitted to Hamdan Bin Mohammed Smart <, 1
University °
Student Paper
cs3.brookes.ac.uk

htemst Sourca ‘:‘%1
www.arcplan.com

Intemet S-ﬁur-:EI {D!"ﬂ1
Submitted to Marist College

Student Paper g {Dfﬂ1
Submitted to RDI Distance Learning

E Student Paper {%1
www.ifac.or

hemet Source Q "":%1
Submitted to UNITEC Institute of Technolo

m ubmi itu gy {%1

Student Papar
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Submitted to Queensland University of <%1
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