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Executive Report

No organization can disregard the ramificationd #régse owing to today’s
knowledge based economy, where the traditional gwmant accounting
theories and practices are put to severe test.tfHagtional Budgeting and
Budgetary Control systems in a Command and CoQiullure are seen as a
barrier to initiative and innovation in organizats which in turn affects
competitiveness. This study examines this quesgdkimg Sri Lanka Telecom
as its study site. The study is essentially of alitative nature with data
collection carried out through a series of in depterviews conducted with

senior managers.

Findings of the study revealed that the problemssed by tall hierarchical
structure and the bureaucratic management stytenaat control culture have
negative behavioural implications on the organaredl competitiveness.
Authoritative type targets set by the top managémereation of budget
slacks and single dimension performance measuresth@ issues, which
down the initiative and innovation of the compahy.spite of the negative
issues, the company will be benefited by the dttafgrward and efficient
decision making, directing the company towards amssion and controls

over scares resources of the company.

This study suggested that proper delegation ofcaifyh use of multiple
dimension performance measures, competitor bendtmgar adoption of
Activity Based Budgeting, positive usage of budglatks and changes to the
organizational culture will overcome the negativeh@vioural implications
identified.



Chapter 1

Introduction

1.1  Background to the problem

With the introduction of modern advanced technasgithe usability of traditional

Management Accounting theories and techniques haga questioned by the corporate
world as well as academics in Management Studiesa Aain subfield of Management
Accounting, the practice of Budgeting too has be=axamined and criticized by many
world class business organizations, as to its gp@@ness in the modern business
culture. The drawbacks inherent in budgeting haspmdled managers of such

organizations to revise their performance evalmatéind control mechanisms involved in

their budgetary planning process.

The pressures arising from extensive global cortipetirapid changes taking place in
the market, among others, raise the important gquesthow can organizations improve
the budgetary planning process so that organizationld motivate the management and
other employees to participate and make necessafgions which will contribute
towards developing an organization with a competigdge.”

Traditional budgeting approaches discourage inftionasharing and slow-down

responses to changes in the market place owinget@$sociated command and control
culture. In order to compete successfully in th#ustry, modern business organizations
use innovations as a weapon because, in spiteeofsks involved, innovative operations
can result in substantial performance improvemant thereby the profits growth and
shareholder value. The most valuable asset of ganmation is the creative human

capital, whose ideas can be turned in to valuatddyzts and services.

However, with the traditional planning process,rapienal level employees are reluctant
to make innovations or even slight modifications the original budget. This will

inversely affect the organization’s performancethe long run. Therefore, there is an



emerging need to look for a frame work, a learmppngcess that can be incorporated into
the traditional budgetary process. This will undeglly encourage innovation in the

enterprise and result in superior market perforraanthe long run.

As a result, some academics as well practicingrorgéions have gone to the extent of
advocating and abandoning the traditional budgepireress. For example, Svenska-
Handelsbanken (an international bank) has abandtreetraditional budgeting process
and adopted a decentralized management model (dbake,2003). As they stated,
faster response rates to customer requests, inwe\sitategies, lower costs, more loyal
customers are the major sources of competitive radedga they achieved through
breaking the traditional approach.

Likewise, in Sri Lanka, the intense global competitand the loss of monopoly power in
the Sri Lankan Telecommunication industry competleel Sri Lanka Telecom Limited

(SLT) to re-examine their traditional managementoaating practices. Their current
traditional management accounting practices dosapport the company to introduce
rapid technological advancements which is the keyntlustry competitiveness. This
study intends to study the budgetary and budgetangrol process at the SLT. It will

focus on the drawbacks of the traditional planrand control process and its impact on

the creativity of employees at the SLT.

1.2 The Problem

The traditional command and control style of buagetaind budgetary control process
operative at the SLT restricts innovations anddaening process of its managers and the
operational level employees. This inflicts an adeempact on the employees at personal

level as well as the performance of the organinadiocorporate level.



1.3 Research Question

Does budgeting and budgetary control carried owteurcommand and control type

organization systems give rise to lack of initiatand innovativeness, and if so, why?

This will be examined in the context of the SLTrRwe purpose of this study command
and control type organization system means an agional environment where low

degree of delegation of authority to subordinategecisions making.

1.4 Nature of the Study

The case study method of research is applied sxghidy. This study will explore and
analyse the budgetary system of the SLT. The dasg snethod is well recognized as an
effective method for qualitative analysis and ived a careful and complete observation
of the organization in question. This study intendsidentify unique features of the
budgeting and budgetary control process of the &hd will assess its impact on the

level of employee creativity and in turn the orgational competitiveness.

The findings of the study may not generalizablergao the fact that solutions to such
issues are generally context driven. However, siheeproblem could be one which
affects many an organization the findings can adstdbenefit organizations confronted
with problems and probing into ways of overcomingm.



15 Objectives

Successful completion of the research intends toese the following objectives in

relation to the Sri Lanka Telecom.

.. Study the budgeting and budgetary control procpssative at SLT.

. Examine the positive and negative behavioural augons associated with the

above process.

m. To find possible reasons for the behaviours obskirveii).

Iv. To suggest ways of overcoming some of the issuetifted in (i) and (iii).

1.6 Justification

There are many complaints against the traditiondigleting process. The rigid controls
involved with the traditional system do not genlgralllow employees to deviate from
budgets and if any adverse variances are repdisddre treated as poor performances
by the relevant parties. This will prevent emplay&®m making changes to the original
budget even if they see it as essential to facefltiiduations in the market place, as
operational level employees dealing closely witetoamers and know their requirements.
If the operational level employees are empowerethite requisite action according to

market developments, then the organization coulesthe customers better.

In order to secure the market leader positioniwithe telecommunication industry, SLT
has to introduce new products and services. litéd to retain the existing customer base
while new customers are acquired, thus leadingrg term survival of the organization.

The loss of monopoly power and the competition theet emerged from the other land-



phone and mobile telecommunication operators in ititistry has created a highly
competitive business environment and the best iatoovobviously captures the new
market. The case in point is the introduction ol€®ivision Multiple Access (CDMA)
technology by LankaBell, followed by Suntel, by whiboth companies captured a
substantial portion of the potential customer lzfgbe industry.

Therefore, there is an emerging need to addresdrdwbacks of traditional budgeting
and budgetary control systems operative at the &ldlencourage an innovative business

environment which will result in creating a leamiculture within the organization.

1.7  Scope and Limitations of the Study

1. The research focuses on behavioural aspects obulkgeting and budgetary
control system of the SLT and the main source dé dallection is through
responses given by employees. The data gathenedtifre employees could carry

personal bias thus affecting the findings.

2. The study is based on a privately owned organizaBudgeting and budgetary
control system of an organization which operatedeura different management
structure may have different practices which valult in contradictory findings.

Thus lacks the ability of generalizing the findings



1.8 Methodology

The data relevant for the study is obtained frora twimary sources. i.e. Primary Data
and Secondary data. Primary data will be colletkedugh interviews with employees
who are involved in preparing budgets as well ad asome other operational level
employees. The interviews will take the form inttmaiscussion that will be conducted
at the SLT. The interviewer will be guided by a sdtbasic questions. However
deviations and flexibility will always be maintathe

Secondary data will include publications by the Slpfevious research articles and

relevant web sites.

The data gathered through primary sources will add summarize in order to detect
errors and omissions. Then the collected databeiltlassified in to homogeneous groups
to get meaningful relationships.

1.9 Chapterization

The Study Report will consist of the following cheys.

Chapter 1 Introduction

Chapter 2 The Sri Lanka Telecom Limited
Chapter 3 Literature Review

Chapter 4 Conceptualization

Chapter 5 Methodology

Chapter 6 Data Presentation and Analysis
Chapter 7 Conclusion



Chapter 2

The Sri Lanka Telecom Limited

This chapter will explain about the ownership, migation structure, products and

markets, resources, performances and future plathe &ri Lanka Telecom Limited.

The Sri Lanka Telecom is the market leader in thieL&nkan Telecommunication
industry with the vision of “To lead Sri Lanka tedome the hub of telecommunications
in South Asia”. Its mission is “To anticipate andfifl the communications requirements
of all sectors of the nation, in a service orienteark ethic which will provide total

customer satisfaction through the most moderndetiecunication facilities”

2.1 Ownership

Sri Lanka Telecom Limited (SLT) is the country’sstitelecommunications company and

is the successor to the former government owneecdeimunications Department.

The first Telegraphic Circuit in Sri Lanka was é&dished between Galle and Colombo,
and the first international telegraph communicagstablished between Ceylon and India
in 1858. In 1880 the postal and telegraph senaceslgamated under the control of the
Government of Ceylon. In 1980 The Telecommunicafepartment was formed by

separating the postal and telegraph services. TheaBka Telecom Corporation was

formed in 1991.

In 1996 the SLT was transformed to a public limitiadbility company and in 1997 the
Nippon Telegraph & Telephone Corporation (NTT) gpdn invested US$ 225 million to
take a 35% stake in the SLT. In 2002 the SLT aeguMobitel, one of the four mobile
operators in the country, in which it previouslydha 40% stake. In 2002 the SLT went
ahead with its Initial Public Offering (IPO) whetke Government of Sri Lanka, the



majority shareholder, divested a 12% stake in thm@any. Consequent to this IPO the
Government now owns 49.5% of the SLT, NTT owns 85.2nd the public owns the

balance 15.3%. With this IPO the SLT became tigektrlisted company in the Colombo
Stock Exchange.

The privatization in 1997 followed by its successlisting in the Colombo Stock
Exchange in 2002, SLT has re-engineered itself ame of the most vibrant blue chip
companies. The initial force for the transformaticame from its agreement with the
NTT, which provided the technical expertise to ex&LT's networks and to restyle the
management culture. Even though the contract iiehNTT management expired in

2002, SLT continues to have access to selecte@gitaand managerial inputs from NTT.

2.2 Organization Structure

The administrative activities of the SLT are catriender eight functional divisions
headed by the respective Chief Functional Officérsach division. There are many sub-
divisions under main functional divisions, and e&tdad of Division is responsible for
the operations of every sub-division. (Annex 1: &rngation Chart of the SLT)

2.3 Products and Markets

SLT is the only fully integrated telecommunicatisarvice provider in Sri Lanka. Its
services range from provision of Domestic Wire Li@ennections, Domestic Wireless
Connections, International Voice and Data Servitetgernet Services, Broad Band and

Internet Protocol (IP) Services to Mobile Services.

The SLT serves it's customers under two market eagsni.e. the household market and
the corporate customer market. The product poatfaind the services offered to the

household market includes, provision of telephorennections, domestic calls,



international calls, operator assisted serviced, SLI, SLT Voice Mail, Direct Inward
Dialing, SLT NET (provide access to internet, pmspve customers are given the choice
to select either dedicated access or dial-up actadslephone lines), Integrated Service
Digital Network (ISDN) and Asymmetric Digital Sulbydmer Line (ADSL) services. In
addition to the same facilities provided to the $minold customers, the SLT provides
additional services to its corporate customers whicclude Internet Protocol Virtual
Private Network (IP VPN), SLT DATA (provide reliablsolutions for businesses
including resource sharing, inventory tracking, manng of productivity, messaging
etc.), Inmarsat Service (an international mobilelite communication system), Vision
Career (the digital live video transmission beéaeility occasionally used mainly in TV
signal transmission) and SLT FLY services. (trarismand receive audio-visual

programmes such as live coverage of events vidlitetpe

In order to provide convenient services to theistomers the SLT has established 23
Teleshops. These shops were designed to perforetyarf services including payment

of bills, registering for new connections, selliofitelephone accessories etc.

At present SLT commands the fixed line telephoneketawith a customer base of
806,468 which accounts for a market share of 86%th We introduction of the CDMA
technology, SLT has the capacity to cater to antiatiél 225, 000 customers and at the
end of January, 2006 SLT reached a CDMA custome lef 50,000.

Mobile telephony is clearly an area of great pa&rgrowth and SLT with Mobitel is
committed to tapping this potential to the fulldalivering maximum value and returns to
both entities and their shareholders. Mobitel & dimly service provider in Sri Lnhaka to
have a fully EDGE enabled GSM system, a technotbgy enhance the EDGE power
within country. With the acquisition of Mobitel SLTS the only operator to offer
integrated fixed and mobile services. SLT is themefwell positioned to lead the telecom

sector in all aspects.
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The few recent technologies adopted by SLT are €r&elay Technology, ISDN
Technology and ADSL. The Frame Relay Technologyides benefits to the customers
such as, lower cost of ownership, well establishad widely adopted standards that
allow open architecture and plug and play serviowlémentation, low overhead
combined with high reliability, network scalabilitftexibility and disaster recovery, and
inter-working with other new services and applioas such as Asynchronous
Transmission Mode (ATM). ISDN is an intelligent msaof communication. It powers
customers’ business, and will change the way thesk wADSL stands for Asymmetric
Digital Subscriber Line, where a regular telephbne becomes a high speed broadband
digital link. It is called ‘asymmetric’ because facilitates different speeds for
downloading and uploading, for optimized performanc

The year 2003 was a significant year for the teteooinications industry in Sri Lanka
because, during this year 32 new licences weretepato external gateway operators,
which marked a new era of competition in this coun®ri Lanka’'s communications
environment has thus changed radically from a statgrolled and tightly regulated

environment to a deregulated market.

In the Fixed Line Telecommunication industry SL&ds the Market with a market share
of 86% followed by Suntel and Lanka Bell accountioga market share of 9% and 5%

respectively.

The main competition to SLT is coming mainly fromn$| and Lanka Bell. In addition

to voice service provided, the main telephone dpesehave moved in to providing new
value added services and new fields of applicati@ther major operators in the Sri
Lankan telecommunications industry are the NTT¢€son, Telstra, Hutchison Wampoa,
and the Malasia Telecom. Therefore the industones of the most competitive industries

in Asia and this trend is likely to continue inthe future.
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2.4 Resources
Human Resource

SLT treats its human resource as the company'desimgst important resource in its
development and success. At present it has a wode fof more than 7000. SLT has
ensured an attractive career option to its emply®e providing a work life that is
rewarding and satisfying, where skills and knowk@ghancement is encouraged which
will result in personal development and initiativEne high level of human resource
management at the SLT paved the path to achiev&"ttRunner up Award (Large Scale
Service Sector) at the “National Human Resource ddament 2002”, a competition
jointly held by the Post graduate Institute of Mg@@ment of the University of Sri
Jayewardenapura and the Institute of Personnel geamant.

SLT has introduced a whole range of activities sygtems such as training opportunities,
motivational programmes, productivity developmemd aemployee empowerment
initiatives, welfare and recreational facilitiesc.ein order to achieve a skilled and
satisfied employee force. SLT operates five trgntentres which are focused on
enhancing the skills and qualities required for towous personal development of
employees. The company organizes training prograsnimeits employees at its own
training centres as well as in other training tgibns locally as well as overseas. Its
training initiatives specifically focus on customesrientation, team building,
interpersonal cooperation, workplace cooperation, skills, communication skills,
productivity improvement and attitude developmédntaddition to that SLT conducts
training programmes focused on developing Projeah&fiement skills of regional staff
who must manage projects at local levels. The compas entered into partnership with
City & Guilds, UK and Edexcel BTEC, UK to provideternationally recognized

programmes in Sri Lanka, especially in the fieldedécommunications.

Employee promotions are now based on competitieengations, which have created a

culture of learning in the organisation. Anotheattgic concern at SLT is with regard to

12



its recruitment procedures. In the future the riéicrent of personnel will be strictly a
‘needs based’ exercise. It has also focused oramgirig employees to meet new tasks
and to fit into new job profiles.

SLT encourages a wide range of sports at SLT wpromotes a “life beyond the work
place.” Improving the quality of life of its emplegs is a constant priority for the
company and therefore it has launched a medicatasse scheme in collaboration with

the Ceylinco Insurance Company Limited.

SLT currently has thirty three trade unions. Sixteof these have formed an umbrella
organization, the joint organization of Telecomnuaion Trade Unions. Currently no
formal collective bargaining agreement exists wiith unions. However, SLT has struck
a number of informal agreements with the unionsvages, bonuses and related matters.
The current state of industrial relations is harrmos and the management and

employees have been able to resolve disputes alyicab

Machines

SLT’s unparalleled state-of-the-art digital trandpametwork consists of digital
microwave radio systems and an optical fibre netwaprerating on synchronous digital
hierarchy (SDH). This network is connected to dd@0 digital switching nodes scattered
in every corner of the country and it is the Srnka's first ever Optical Fibre Inter
Province Transmission Ring in Colombo and Centegians. Optical fibre rings
significantly strengthen the SLT backbone transimissietwork and provide a high
degree of reliability. SLT uses several switch&e |Alcatel, NEAX exchanges. These
exchanges act as Regional Switching Units or M&tétching Units. SLT will continue
to invest to enhance its optical fibre capabilifiests transmission network which would
provide the Company with a high level competitidge.
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SLT’s telecommunication network has the widest Ineand is the most technologically
advanced in Sri Lanka. It features a fully digietl telecommunication transport
network, reaching into every region of the courstipported by its transport backbone. It
comprises of 500 digital switching nodes with 88ster telecommunication exchanges

divided into 29 area codes each served by a seppsdéching centre.

SLT’s state-of-the-art transmission network is supgd by national and international
telecommunications links and serves as the fouoafor the telecommunications
infrastructure in this country. It has become adlispensable transport medium for the
corporate sector for their voice and data networke Company extends its connectivity

through its three international gateways.

Two digital fibre optic cables, SEA-ME-WE-II (Soulast Asia Middle East Western
East) and SEA-ME-WE-IIl complement the three diggatellite earth stations. With
these facilities, SLT is able to provide a reliahled high quality IDD service to 219

countries and ISDN service to major destinations.

Methods

Since the telecommunication industry is highly sresto the changes in technology,

success of the company depends on the ability aptatew technology. Therefore SLT

has changed its business processes from laboursiméeto capital intensive in recent

times.

Material

In order to provide an unmatched service to itdausrs SLT uses quality materials in

their operations. Regularly used out side plantenmt include cables (under-ground),

telephones, switches, rossette codes, installatmessories, optical fibre cables. Other

14



outside plant materials include concrete poles,hokncovers, hand hole covers, drop

wires and telephone instruments etc.

Money

Company’s capital structure consists of both equahd debt capital. SLT has an

authorized ordinary share capital of Rs.100 billafnvhich Rs.1805 million issued and
paid. Company’s ordinary share capital structuesifllows.

Government of Sri Lanka 49.5%
NTT Communications Corporation (NTT) 35.2%
Employees and others 15.3%

SLT went in to record a landmark transaction byisg USD 100 million notes to the
international market to become the first compangdao. In the process SLT became the
first Sri Lankan company to be rated internationalhich attracted a rating of B+ from
both Fitch and Standard and Poor’'s. In 2004, FRelings Lanka assigned its highest
rating of SL AAA (sri) to SLT. This level of ratings only assigned to companies of
exceptionally strong capacity to meet their finahcommitments in full, and on time. At
the end of December 2004, SLT total borrowings amtedi to Rs.25 billions, a gearing
level of 45%.
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25 Performance

The privatization of the SLT has transformed itdetfim a lethargic state entity to a
dynamic service provider, which enabled the compangompete with the best in the
world. This it has done by upgrading its communara infrastructure, strengthening its
marketing skills and strategy, installing new fineh systems and controls, and making

best use of its human resources.

The SLT transformed its image to a vibrant, modamd competitive institution which
led the company to list as a blue chip corporathéenColombo Stock Exchange. In 2004
the SLT was the No.1 Company in Sri Lanka accordintpe LMD Business Magazine’s
rankings. Further SLT was recognized as the mdsiat¢e brand in Sri Lanka in 2005
and it was the third among the most powerful braad=ording to Brand Finance and
STING Consultants’ ranking.

SLT provided 53656 new fixed line connections dgrihe year 2004 leading to a market
share of 87% of the fixed line customer base. drtbelandmark achievement for SLT
in 2004 was the enhancement of “Project Hope”, whiargeted on developing
telecommunication facilities in the Jaffna peniesUbLT also entered in to a bilateral
agreement with all Indian telecom operators whalhoternational licences, including
Bharat Sanchar Nigam Limited (BSNL), Bharti Telesohimited, Reliance Infocom
Limited and Data Access. This move will offer opjoimiities to increase international and

generate additional revenue.

With its acquisition of Mobitel, the third largestobile operator in Sri Lanka, SLT
became the only integrated operator in this coutatrgffer fixed line, data and mobile
services. In the Mobile Telephony sector SLT achika 19% market share in 2004 with
a customer base of 285000. Mobitel was the firahtmmduce EDGE technology to Sri
Lanka and the company also pioneered in Multim®&tissage Services (MMS), Global
Position Recovery System (GPRS) and Wireless Adeesmcol (WAP) facilities for pre

paid users.

16



In the Internet service segment SLT had 70,5200custs at the end of October, 2005 for

its post paid Internet, E-mail, Internet Leasedekiand ADSL products.

The growth of the tele density and the customee lzdigshe SLT, the internet and e-mail

customers, operating revenue and key financiatatdirs are shown in the Annex 2.

SLT’s Metro Region achieved a major milestone im year 2000 by completely clearing
all faults reported within the same day. The achmeent of Zero Faults Status was a
significant achievement for SLT and it intends ¢hiave the same in other regions over

the next few years.

For the second consecutive year, in 2003, SLT wuan Taiki Akimoto 5S Overall
Winner Award (Matale Regional Office). In additiothe SLT bagged 3 merit awards
(for Polonnaruwa and Badulla Regional Offices am@ tPanaduraDutside Plant
Maintenance Centeand five Certificates of Excellence (for the Gaia, Ampara and
Bandarawela Regional Offices and SLT Training Geritvelisara). The Kandy Regional
Office brought the Nagai Yamamoto Kaizen RunneAward in 2003.

2.6 Future Plans

With the high competition for capacity levels tospend effectively and speedily to
customer demands, the SLT plans to connect theh8wytEastern and Northern regions
of the island to the centre via optical fibre caglilt is envisaged that Southern network
of 583 km and a Northern network of 564 km will bennected to the company’s
existing Central network by the years 2006, 200y 2008 respectively.

SLT’s fully owned subsidiary, the Mobitel’s key the future are to maintain leadership
in the offer of value added services, continue dadl in technology, promote the
development of telecommunications in rural aread play the lead role in mobile

convergence to internet. With the expansion of @&M network island wide and an
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increased promotion of its Roaming facilities, phssvalue added services such as Voice
Mail, and SMS to existing and new customers, th& #itends a growing Mobitel usage

and revenue levels with in the next few years.

The company is planning to set up more Wi-Fi (\Wissl Fidelity) zones in several key
locations around the island in addition to the & Tirst Wi-Fi zone at the
Bandaranayake International Airport providing intetrfacilities to travelers. Sri Lanka is
moving towards a fully liberalized telecommunicasomarket environment. SLT will
use this opportunity to grow and to provide stdtéhie-art services. SLT’s goal is to

make the country the hub of telecommunication®i&éSouth Asian region.

This chapter examined the ownership, organizatictraicture, products and markets,
resources, performances and future plans of the . SLT
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Chapter 3

Literature Review

This chapter will study existing research work omitations and the new
developments in traditional budgeting and budgetantrol systems.

The appropriateness of traditional budgeting tortfeelern business organization has
been questioned by many scholars. According to mamnagement authors
command and the control systems give rise to iatemaforces that act as a hindrance

to achieving organizational competitiveness.

A recent study by Hope et.al., (2003), explored éx&nt to which organizations
practice traditional budgeting in their planningogess. The report discussed the
validity of traditional budgeting in the modern iness culture. Huge sums have been
invested by companies for IT networks, process gieering, and a range of
management tools including EVA (Economic Value Adldebalanced scorecards,
and activity accounting. But a new order has nanbestablished by them as the
budget and the command and control culture thaugports remain predominant.
Further, they have commented that a breakdown upocate ethics may have
occurred due to the use of budgets to force pedoom improvements. The report
examined some failed giant companies and they nasetioned that World Com,
Enron, Barings Bank, and other failed companies kgt budgetary control
processes that funneled information only to thosth v “need to know”. For
example, according to their report, people who drlat World Com commented
that, “you would have a budget, and the CEO woudthdate that you had to be 2%
under budget”. Further, the report revealed that tfaditional budgeting process
“disempowers the front line, discourages informatsharing, and slows the response

to market developments until it's too late”.

It has been commented by Jack Welch of Generaltitleas observed by Daum
(2002), that traditional budgeting as an instrumehtcorporate management is
increasingly seen as an obstacle to progress byageas. Typical statements are
uttered in such companies are “too complex”, “tatas long”, “too inflexible, we
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cannot adapt quickly enough to the market”, “does motivate you to set yourself

ambitious targets”.

Daum commented on the rapid environmental chartggsotcur in the market place
and the need for a system which addresses the dcawlnf traditional budgeting
process. The dynamics on the macro level and naleciges for companies will be
increased by modern knowledge and service-orieat@thomy. This will result in a
dominating role for soft success factors, for igiafe assets. The task of today’s
companies is not only to produce and sell proddashe successful and remain in the
market, the right products should be developedh@nlong-term), good relationships
with customers, employees, and business partnetdcgsiformed (medium-term) and
everything should operated profitably (short-teriff)is increases the “trade-offs” in
the business system and results in the increasestl rier regular internal
reconciliations. At the same time, companies shbaldnce their activities in shorter
intervals with external developments as a resulth& change dynamics in the
environment. The traditional corporate managemerstruments budgeting and
monthly target/actual comparison prove to be tdtexible and have therefore long
since had their day as the only basis of the managesystem.

Bennett has discussed whether budgets improve rearead performance, reasons
for so many managers to ignore budgetary informagiod whether different types of
organizations, managerial styles and differentsrateenvironmental change require
different budget systems. And also it was realittead budgets are about people, and
that existing budget systems were based implicitiyoutdated theories of individual
and organizational behaviour which aimed to frarseful generalizations on what
budgeting can achieve, and how.

Issues raised by Hope et.al., (op.cit.,) revealedgbting remains a protracted and
expensive process, absorbing up to 30% of managéntiene in spite of the number

of powerful computers. A 1998 study of global compa showed that on average
25,000 person days per $1 billion of revenue in phenning and performance

measurement process have been invested. Furtegrcilamed that, rigid adherence
to annual fixed budgets stifled innovation, hindgrithe corporate response to the
earnings and cost pressures that arose in the E3804990s from the demands of
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institutional shareholders, foreign manufacturergty in to domestic markets and the
ratcheting up of competition. Business units bez@meoccupied with meeting sales
targets rather than satisfying customers.

The BBRT (Beyond Budgeting Round Table) was esthbll in 1998 in response to
growing dissatisfaction, indeed frustration, withditional budgeting. It successfully
addressed three major questions, is there an alltezrto budgeting?, is there a better
management model?, how should it be implemented@?BBRT answered the three
major questions by studying major leading-edge cmgs that had 'abandoned'
traditional budgeting. It has also been able taldisth that beyond budgeting is a
coherent performance management model for the @éstury. The BBRT helps
companies to understand, evaluate, implement aneffibérom the beyond budgeting
model through five major steps, viz. gain awarenedate concepts, make the case,
implement the model, keep on evolving it.

Further, BBRT identified ten reasons why budgetgseaproblems. They are, time
consuming and expensive, provide poor value tosydail to focus on shareholder

value, too rigid and prevent fast response, protatiter than reduce costs, stifle
product and strategy innovation, focus on salegetar rather than customer
satisfaction, divorced from strategy, reinforceepehdency culture, lead to unethical
behaviour. A number of organizations recognizeddhmmage done by budgeting and
rejected the reliance on obsolete data and fixadgplOrganizations that have gone
beyond budgeting represent widely differing indiestiand vary in size. They have all
found that their performance has improved once belgeting process was

abandoned in favour of more relative and adaptieams of planning, evaluating

performance and control. They saved considerableuata of time that used to be

spent on budgeting. (www.bbrt.org)

In addition to Svenska Handelsbanken, the BBRTdmdyzed 13 other companies
that operate completely or almost without budgétse results are the 10 Beyond
Budgeting principles that not only describe perfante management and controlling
processes that support a management concept “BeBondeting” but also the

required new leadership principles. Therefore, tthe fundamental elements of the
Beyond Budgeting model are new leadership prinsiplased on the principle of the
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empowerment of managers and employees, and new auaptive management
processes. The new leadership principles shoulaclrthe full potential of managers
and employees in order to enable the organizaticedct in an appropriate way and
as quickly as possible to new chances and riskhenmarket environment. The
CAM-I BBRT also calls this “devolution”. Adaptive anagement processes are not
based on fixed targets and resource plans like rutide budgeting model. Instead,
they enable an organization for a high degreeexilfility (see diagram 1).

Diagram 1: Behavioural considerations

Budgeting Beyond Budgeting

Vision

Strategic Plan
¥

Annual Budget “Devolution”: empowerment 0
I local mangers

Devolutionary
Framework

Keeping on Track Adaptive
7 Adaptive management proces Management
Process
Control
(versus budget)
1 Medium term
Incentives evolutionary
(versus budget) change process
Industrial Age Information Age

(Source : Daum, 2002)

Therefore, studies carried out by a galaxy of waestecademics observed that

companies, especially in the Northern Europe, haken steps beyond the traditional
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budgeting process in their planning. For exampleditaon et.al., (2005) addressed
this problem in relation to Astoria Company, a legdglobal technology firm.
According to them, “the necessary conditions otirand empowerment in today’s
organizations are not possible with budgets gtilplace, because the entire system

perpetuates central command and control.”

Bourne (2002) commented in many large organizatiglasning and budgeting is
slow (Shell for example have a thirteen month btidgecycle), time consuming
(according to Hackett group, companies on averageending 25,000 person days
per annum on planning and budgeting for every alierbdollars of sales) and often
doesn’t produce a result that is significantly &ethan initial step. Budgeting system
is used by most companies to integrate everyttAngudget is supposed to be a plan,
and also used as a forecast of what will be acHiexdlst serving at the same time as
a stretch target to motivate management. Theserdrff needs are incompatible, and
it creates problems with planning and budgetingesys in the company. Further, the
literature identified that the increase in globampetition is putting pressure on
businesses. Companies can no longer rely on thakeats and competitors remaining
unchanged for many years. The growth of China a&saaufacturing base has hit
many companies around the world. For those in sesyithe internet has disrupted
some markets and created huge opportunities inotihbese rapid changes can make
the budget out of date extremely quickly, espegialhen it is only updated every

twelve months.

In an increasingly complex and changing businesgir@mment, creativity is
becoming a critical success factor for every orgation. The identification of
attitudes towards creativity and the subsequenéldpment of creative thinking are

important mechanisms for organizations to encoucagativity across all employees.

One important issue that relates directly to thdRBB criticisms concerns how firms
are balancing the need to control costs on thehand with the pursuit of innovation
on the other. According to Marginson, et.al., (@p)cinnovation is crucial in a
globalised economy. It requires, among other thinggst and empowerment.
Budgeting stifles trust and empowerment, accortinigs critics, which in turn stifles

innovations.
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Bourne (op. cit.,) observed different approachesp&tl by some best performing
companies. One strategy which he mentioned is Congmenot budget focused.
Leading companies are extremely externally focu€emparisons are not made with
budget but with the competition. Targets are s¢baged on current performance but
by reference to external benchmarks. Incentives diseonnected from budget
achievement and focused on beating the competitomth financially and in terms of

achieving externally benchmarked non-financial étésg

Effective budgeting and budgetary control practitaslitate the decentralization of
corporate organizational structure. The key pomtbe noted is, the essential
prerequisite of decentralization, devolution, ankde tdelegation of effective
operational authority and responsibility to suboaié units is that central
management has thereby access to high qualityiaredytmanagement information
in order to monitor performance, and to be ablatervene and take corrective action
in the case of serious failure or major deviatimnT agreed strategies and plans. The
budgeting system can and should provide this in&ion. For example, at the
Svenska Handelsbanken, a banking organization thare50% of its staff has some
form of lending authority. The business respongibils decentralized to a great

extent in the branches that are managed as peofiecs.

The Beyond Budgeting model suggests a more dedieattaway of managing.

Accordingly, in place of the traditional hierarcland centralized leadership, the
model suggested enables decision-making and peafaren accountability to be
devolved to line managers and creates a self-manageking environment and a
culture of personal responsibility. This leads tocreased motivation, higher
productivity and better customer service. This eehemodel is driven by four direct
value drivers: innovative strategies, low costgaloand profitable customers, and
ethical reporting. However, these drivers will Ineffective unless front line people
have the scope, knowledge and power to deliver.rébelt is an organization that is

lean, adaptive and ethical. (www.bbrt.org)

According to the BBRT, the gap between the rhetand the reality of devolved
decision-making is huge. In order to succeed inglbbal market, it must be bridged.
Responding effectively to change, finding and kegptalented people, producing
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imaginative strategies, reducing fixed costs, bagdcloser relationships with
customers, and improving ethical behaviour and ntepp all these key success
factors depend, to some degree or another, on manthe battle for the devolved
organization together with its culture of persoresponsibility. The central planning
and budgeting process perpetuates a culture ohdepey. It supports the belief that
more effective the decisions are higher in the wiggion they are taken, this seems
to be is a ridiculous idea to most employees. (Winnt.org)

As stated by Hope et.al., (op.cit.,) all signs aade that in an empowered organization,
people are free to make mistakes and equally &dex them. Managers have wide
discretion in making decisions; as a result, thay obtain resources more quickly

than in traditional companies.

The questions “how do people try to affect thedeidand , in turn, how do budgets
affect people’s behaviour led the social scientistsngage in extensive studies about
the human factors involved in budgeting and theantdied two related behavioural
issues in budgeting i.e. designing the budget m®a@nd influencing the budget
process. Academics identified three methods ofngetiudgets, viz., Authoritarian,
Participation, and Consultation. (Atkinson, 2003)

Diagram 2: Behavioural issues in budgeting

Behavioural Issues in Budgeting

Designing the Influencing the
Budgeting process Budgeting Process
1. Authoritative
2. Participative y
3. Consultative Misallocation anc

Distortion of Information

1. Budgeting Games
2. Budget Slack

(Source : Atkinson, 2003)
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As depicted above, three common approaches cardrdified in designing the
budgeting process. i.e. Authoritative, Participai@md Consultation Budgeting.

Participative budgeting encourages joint decisiakimg and has many benefits to
employees, such as greater feelings of commitneernhe budgets and therefore, a
higher level of motivation to attain goals and keethin the budget. Participation of
employees in the budgeting process may not alwaymlthe best interest of the
organization. This is because, reward schemes varelttached to the attainment of
budget targets lead managers to manipulate infeomaand targets to achieve
bonuses that are as high as possible which is comyrkoown as Budgeting Games.
Secondly, participation results in misallocation rebources, because subordinates
might ask for excess resources than they are ndedactomplish the budget target.
On the other hand, authoritative budgeting inhe¢hésdrawback of the superior who
prepares budgets having no clear understanding pafrational activities and
achievable target levels. This may result in impdsadgets giving rise to high targets
and allocating less resources and vice versa. Hemvewangers prefer this type of
budgets in planning since the process is straightfod and efficient. Contrasting two
methods, Atkinson (2003) stated that, researchaticppative budgeting has shown
that employees generally feel greater job satiglacnd higher morale because they
feel greater control over their jobs and in sonstances higher level of performance
can be expected.

Further, he argued that joint decision making isimeolved in consultative budgeting
because superiors determine the final budget bindakubordinates’ ideas in to
consideration. Instead, the superior solicits thiosdinates’ ideas and determines the
final budget alone. For many large organizationsvirich complete participation is
impractical, consultation is the norm. A varianttbé consultative form of budgeting
may occur when subordinates believe their inpuk al used directly in setting the
budget, even though their superior really has tenition of considering their input.
This process is called pseudo-participation and ltave a deliberating effect on
subordinates if they find out that the superior wencere.

People tend to incorporate a safety margin whepgriieg budgets which overstate
their resource needs. This isolates organizatiomambers from the motivational

26



effects of budgets, limits the effort that thesegde exert, and leads to inefficient use
of resources that the organization controls.

Extensive research have been undertaken by mamem@ies on creation of budget
slack. Stevens (2000) studied the determinantsidfétary slack and mentioned that,

risk averse subordinates created more slack thasrigk-averse subordinates.

A research by Davila et. al., (2005) revealed thatpresence of budgetary slack may
also have positive consequences. Companies folipvatrategies that require
innovations and experimentation can benefit fromrddmtary slack because it allows
managers to focus on relevant long-term and skam-bbjectives other than meeting
budgets such as quality or customer service. Irsethgettings, budgetary slack
provides operating flexibility to increase the potability of earnings, reduce the
time spent on control tasks, reduce risks of dysdfonal behaviour, and give
managers discretion to pursue multiple goals wtidaling with adverse exogenous
factors.

All these issues lead to the important questionpwHto improve planning and
budgeting processes so that organizations can plkigrecast and motivate

management and the operational level employeesitotige competitive edge?”

Some recent observations on developments in plgreama budgeting over the last
four to five years revealed that number of leadiognpanies are in the process of
revolutionising their traditional approach to butigg. Organizations are taking time
and effort to review this critical process and depeglanning and budgeting systems
that suit their needs and circumstances. They #ydbalieve that they will achieve
competitive advantage by resorting to this coufsecton.

As identified by the BBRT successful decentral@atinvolves six principles viz.
build a governance framework based on clear pri@sipnd boundaries, create a high
performance climate based on the visibility of iekasuccess at every level, provide
front line teams with the freedom to make decisidhat are consistent with
governance principles and strategic goals, plaeerésponsibility for value creating
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decisions on teams, focus teams on customer oug;osupport open and ethical

information systems.

As suggested by Hope et.al., (op.cit.,) alterndiivencial and non-financial measures
that could be used instead of traditional measwest to income ratios, time to

market, etc. Further they explained that businegs and personnel, now responsible
for producing results, are no longer expected teetnmmedetermined, internally

selected financial targets. Rather every part efdbmpany is judged on how well its
performance compares with its peers’ and againgdtivatass benchmarks.

According to Bourne (op.cit.,) a much more wideggdrand practical answer is not to
depend on the budget for everything. Accordingito the answer to the problem lies
in understanding the strengths and weaknesses dyeting and then using other

mechanisms to deliver those things for which budgéas unsuitable.

Further, he has identified a series of actiongriprove the planning and budgeting
process. They are (a) decouple the achievemehediudget from the compensation
process, (b) decouple the budgeting and forecasgtingess. Budgets are ultimately
concerned with resource allocation and so requaragement input and negotiation.
Forecasts on the other hand can be done usingcfadlamodels. (c) Use external

benchmarking to set cost control targets. Thisds/oiegotiating improvements over
last year and creates realistic targets, which iatieaccount the improvements being
made by the competition. (d) Some financial targe¢stoo easy to manipulate, so set

direction using both financial and non-financiatfpemance measures.

Improving financial position can be observed in ghert term whilst service levels
and competitiveness reduce. One classic exampleMeaks & Spencer who were
making record profit in the mid 1990s whilst theurstomer satisfaction was falling.
Eventually the situation caught up with them andirtiprofitability fell. (e) Build
explicit links between the major non-financial atites and resulting financial
performance and manage the change in these redaijps) (f) separate running costs

from investments.
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This may seem an obvious comment and a fundameonakept for accountants, but
most organizations ignore the fact that just ty stampetitive the business has to
make small incremental improvements each yeatguiseep up with the competition.

When business is going well, these small itemsxpéaditure are simply absorbed in
running costs and are probably not even noticedfottimately, when budgets

become tight, this discretionary spend is easyuto Businesses can look profitable
but loose their competitive edge and the approdoptad by companies such as ABB,
is to make these different types of investmentiek@o that they can be tracked and

monitored.

Findings indicate that many organizations attemptedtackle the problems of
traditional budgeting. Most have gone beyond thistierg budgetary process and in
some extreme cases, companies such as Carnaud Béetala French packaging
company), Gorupe Bull (French Government owned fremmme computer company),
Fokus Bank (a Norwegian small bank), Ahsell (a Ssaledelectrical product
wholesaler), Leyland Trucks (a UK truck manufactyr8venska Handelsbanken ( an
international bank) and some other companies inversé industries including
brewery, telecommunication, food processing, chahpooducts etc. have abandoned
it altogether. They have eliminated the annual eyl preparing, submitting, and

negotiating on traditional budgets.

Two following cases examine how Svenska Handelstrardnd Ahsell migrated to
the adaptive and decentralized model of budgeting achieved performance

improvements.

1 Svenska Handelsbanken

This is a Swedish company offers finance, home eodsumer financing, life
insurance, mutual funds and e-banking with 550 dlraa in four Scandinavian
countries and the United Kingdom with 20 officesnajor cities around the world. It
abandoned budgeting in the early 1970s. The bamgedormed its Scandinavian
rivals on just about every measure both finanaia monfinancial and it is one of the
most cost efficient banks in the world. The compagntified the decentralized
management model as a major source of competitivardage. According to Lennart
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Francke, the Executive Vice President of Svenskaddisbanken, the process of
abandoning the budget is a very simple and an easy The major challenge is to
rely on people to be able to run a devolved orgadimm which is of course a difficult
thing. Company’s corporate goal is often identiftedthe high-quality people and a
good business is done by using their tools. Andr therformance is measured in a
realistic way compared to their peers. So the mejallenge in the process to
enable the organization to work on a trust basis.

2 Ahlsell

This Swedish wholesaler of heating, plumbing, gefration, and electrical products
abandoned budgeting in 1995. A fast, open inforomatsystem with a strong
emphasis on relative performance now provides tbeessary controls for self-
governance by local units. Ahlsell is now the sestonost profitable company in
Sweden in both of its main lines of business (Imgatnd plumbing, and electrical
products) - a major turnaround from its positionha early 1990s. (www.bbrt.com)

Further, Wickramasinghe et.al. (2000/01) criticakyiewed the application of rigid
management controls and their consequences in itheaBkan context. In their
article, the CEO of the Sri Lanka Telecom Limitemslcommented on the prevailing
command and control culture as, “the current systealways loyal to rules, not to
duty. Everybody is not really producing, but wagtigour time on paper work.
Nobody creates anything. You can’t survive in cotitjpe.” The study further noted
that the company was privatized with the intentidmeplacing the rigidity under the
government ownership with flexibility. However, thehave observed some
difficulties in transforming the old culture intoreew flexible culture owing to some

conflicts between the new management and the prezethnagement.

This chapter studied existing research work ontétions and the new developments
in traditional budgeting and budgetary control eyss.
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Chapter 4

Conceptualization

This chapter will explain the concepts associatéith \@ budgeting and budgetary

control system carried under a command and coatiiadre.

The research question, “Does budgeting and budgetantrol carried under
command and control type organization systems gse to lack of initiative and

innovativeness, and if so, why?” is conceptualirefigure 1.

Figure 1: Role of Budgeting and Budgetary Contrghw the Organization and its

Impact on Organizational Competitiveness
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This study focuses on the impact of budgeting andigbtary control on
organizational competitiveness. Organizational cetmipeness can be identified as a
function of Budgeting and Budgetary Control. As idegd above, the competitiveness
of an organization depends on its level of Initiatand Innovation, and this serves the
role of an intervening variable in the model. Farththe level of innovation and
initiative of an organization is constrained by tteenmand and control culture of an

organization, environmental macro factors (extegralironment) and other industry
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specific factors (task environment). For the puepad this study, positive and
negative behavioural implications arising out cé thrganizational structure and the
management style under a command and control eultilirbe looked at.

Operating constraints that inflict on a command eowltrol type organization system
can be categorized under three main headings.

4.1  Organizational Structure

Organizational Structure is seen as the hierarchgilitating three types of
interpersonal relations within the organizatioa, upward, downward and horizontal.
The traditional organizational structure can bevei@ as a series of levels, with those
at higher levels having more power and authorithinithe organization. At present,
the trend is to reduce the number of managemealtdév the organizational structure.
Devolution and the delegation of effective opemagdicauthority and responsibility to
subordinate units are essential to successful dgedization. The level of command
and control depends on the level of decentralinatamd an organizational structure,
which facilitates management to access quality tmeély information in order to
monitor performance and to take corrective actahere necessary, will contribute

towards ending up with a competitive organization.

4.2 Behavioural Issues in Budgeting

Often budgets do not develop smoothly owing toitivelvement of human factor in
the entire budgeting process. Studies have idedtthat the people interaction in the
budgeting process has led to two related behavi@asaes.

I. Designing the budgeting process
How should budgets be determined, who should belwed in the budgeting
process, and at what level of difficulty should thedget be set to have the

greatest positive influence on people’s motivaaou performance?
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il Influencing the budgeting process

How do people try to influence or manipulate thddpet to their own ends?

4.3 Management Style

The third factor under consideration is the managenstyle of an organization. A
number of studies on budgeting have concluded tihattraditional bureaucratic
systems, where planning is too slow and inflexibligen result in ineffective
performance. A management style which replaced agd inflexible control systems
by a more flexible system will create an organaal culture which encourages self

control, voluntary coordination, and novelty.

This chapter examinethe concepts associated with a budgeting and badgget
control system carried under a command and coatiadre.
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Chapter 5

M ethodology

This chapter will describe the methods used inectithg and analyzing data. As this
study was designed to examine the traditional comtmaand control type
organizational systems operative at the SLT andetermine the extent to which it
restricts innovations and the learning processsahianagers and the operational level
employees, the study focused on collecting datadypting basically a qualitative
approach.

The data relevant for the study is based on twongny sources, primary and

secondary.

51 Collection of Primary Data

By considering the nature, scope, and objectivabh@fstudy, interview method was
chosen to collect data. However, telephone and lemaihods were also used to

communicate and obtain information as appropriate.

To get an understanding about the existing budgetitd budgetary control system at
the SLT, direct communication through personal nnéwvs with some selected
respondents including the Heads of Budget, Préj&atining and Budgeting divisions
were conducted. Further, senior managers in othectibnal areas especially the
network planning and some other managers who aponsible for engineering
developments and are engaged in providing necess@ymation to the capital
budget, too contributed relevant information instistudy. All the interviews were
taped and this move helped to enrich discussiatiser than taking notes at the same
time. Information gathered included the budgeting &udgetary control process of
the company, problems encountered by project masage

The interview method was a good tool to gather geakviews and other relevant
issues arising from the traditional budgeting anddetary control process. Since this
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study investigated especially the behavioural aspet budgeting and budgetary
control, the responses given by various partiesabgect to personal bias. Therefore
the interviews were conducted in a manner to cessamine the validity of the

collected information from various parties.

Results from the interviews gave rise to a richlpgfanformation and this method
provided advantages such as obtainamgn depth understanding of the prevailing
budgeting system and greater the flexibility aff@do restructure questions as the
interview progressed. Further, this method fadéda collecting supplementary
information relevant to the study and respondemg&ssonal characteristics and

environment which are often of great value in ipteting results.

The unsystematic raw data were edited and put amter to detect errors and
omissions For further clarifications of the facts relevardople were contacted as
needed. Then the write-up of the findings fromittterviews was prepared.

52 Collection of Secondary Data

In order to gather secondary data necessary ferstidy, the company web site,
annual reports of the company, the budget manudl some other documents
prepared by the company were studied in detail. wéi@r when using these
secondary data due attention was paid on the smuticeeliness of information,

suitability of data and adequacy of data.

The company web site provided valuable guidanggetan in depth understanding of
the company, the markets, its customers and itsatipas etc. Further the budget
manual added much value in understanding the dvbuamlgeting process of the

company.

This chapter described the methods used in collgetnd analyzing data.
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Chapter 6

Data Analysisand Presentation

This chapter will examine the existing budgeting dadgetary control process at the
SLT and analyse how it affects the competitivereddbe organization. The analysis
will further examine the positive and negative babtiaral implications associated

with the budgeting and budgetary control procestfard possible reasons for such

behaviour.

6.1  The Budget Division

The budget division of the SLT operates under thgefCFinance Officer (CFO)
among the other four divisions, namely, Managem@utounting, Accounts,
Treasury and Billing and Collection. The financraanagement of the company
involves the collaborative work of all five divisis. The budget division concentrates
on the planning, monitoring and control of both ig@nal and capital expenditures
of the company. The planning phase involve coltectof information from other
divisions regarding the new projects to be underalkprogress of the on going
projects, future network expansion strategies, etarg strategies and other

enhancements of administrative procedures.

The structure of the budget division is shown below

CFC
‘ v ‘ v

Head, Head, Head, Head, Head,
Management Budget Accountt Treasury Billing and
Accounting Collection

Head of Sectiol Head of Sectiol
Fixed Assets Inventory Budget Control

Accountant, Accountant,

> Store! —> Budge
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The monitoring and the control of the annual budgetone by the Budget control
Section. The Fixed Assets Inventory Section pravidéormation about the necessary
improvements and upgrades the infrastructure o€tmepany.

Accountant of the Budget Division will collect thearly data and forward to the
Head of the Section, Budget Control in order toppre the annual budgets.
Operational budgets are prepared cost center widdoaward to approval to Head of
the Division Budget or CFO.

6.2  The Budgeting Process

The budgeting process at the SLT is carried ouéutwio sections.

1. The operational budget (OPEX Budget)
. The capital budget (CAPEX Budget)

6.2.1 The Operational Budget

At present company has computerized its budgetiatem to some extent, which has
been developed by the Millennium Information Tedbgy (MIT) Company.
However, still the company collects data and disties budget information through a

manual system. Preparation of the operational ludgxplained below.

The Accountant of the Budget Section is responsible collection of relevant
information and preparation of the annual budgéerrthe Budget Division handles
the operational expenditure budget which is basethe targets given by the Annual
Business Plan (ABP) and the information submittgdh® Accountant of the Budget
Section. . The ABP is prepared by the planningsitmi, which states the operational
and capital activities to be undertaken in the ry@dr. The operational expenditure
budget of the head office is fully centralized whers the regional offices have a
decentralized budget. The regional managers hawecdhtrol over the operational
budget allocated to each regional office.

37



Company has identified a number of cost centresterpurpose of preparing the
annual operational budget and to make budget ditotsa The budget division
distributes a set of OPEX Budget forms to all assttres in order to obtain necessary
information from each cost centre. Then Head oheast centre sends its next year’s
plan and the corresponding fund requirements tdtidget Division. Company uses
both incremental and zero based approaches tontdateoperational expenses for a
particular year. Expenses which are of recurrintymeaare determined by adding a
margin to the previous year’'s expenses (incremeqatoach). However, zero based
approach is adopted in determining non-recurringeages. For example the man
power budget is expected to be prepared by takingoiconsideration the new
recruitment, retirements of employees, over timaofk. However, each cost centre
should give explanations and justifications foruested budgeted expenses they have
estimated and corresponding revenue generatechdfultudget holders are required
to prioritise the expenses according to the impmeaand the objectives of the

company.

After collecting necessary information from eachstcoentre, the budget division
analyses the proposals and information providedeagh cost centre in order to
prepare the operational budget expenditure. TheadH& the Budget Division
negotiates with managers at each cost centre t@ magessary adjustments and to
identify potential budget provisions. Then the @penal budget is finalized and
funds for each cost centre is allocated. Finally bludget division does revisions to
the original budget allocation for requests madedst centres in the month of June
every year. Further, it was revealed that no budgesion has taken place for the
past two years. This means operational level enggleyare reluctant to make changes
to the budgets imposed by the top level becausg #re doubtful about the
suggestions put forward by them are consideredidgbét revisions.

If there is a need to incur an expense which igfatned in the ABP, and if the value
is less than Rs.50,000 the Deputy General Managethe authority to approve the
budget allocation. But the approval of Head of BaetdQivision should be taken for
requests above Rs.50,000. However allocation addufor such revisions and urgent
expenditures are granted by the contingency balaolety controlled by Head of the
Budget Division.
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However, Head of the Budget Division is of the vi¢hmat the present budgeting
system developed by MIT is not covering essentaivities and not efficient in

communicating with regional officesThe company is expecting to integrate all
activities and develop the OPEX budget system wharmgloyees can update

information online.

6.1.2 The Capital Budget

The Capital Budgeting procedure aims at keeping#mtal expenditure on the right
track, by monitoring and controlling monthly expénde of Project Managers,
Project Budget and Finance Division (PB & F), Pmecoent Division. The main
objective of this procedure is to prevent unneagssxpenditure at the project

implementation stage.

The Project Budget and Finance Division provides riquired funds to the project
managers according to a predetermined schedulehé@tRinance Division. However,
Budget and Finance Division will take stern actionany malpractices or improper
usage of budget and expenditure management in dod&eep a sound financial

position.

The company has identified some instances of imgirapanner of expenditure
management and charging their budget requireméetsfimalizing the annual budget
by Project Managers. According to budget plannimgsan this happens due to
incorrect identification of requirements or incatrereparation of scope of the budget
estimations, poor coordination, monitoring, contbthe budget, poor record keeping
of financial information, prompt changes during thiplementation stage.

The collective effort of the following divisionsunlves the preparation of the capital
budget. The diagram depicts the information floe th the capital budgeting process.
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The preparation of the capital budget take pladeun stages as follows.

The Annual Scenario Plan which is prepared by thefExecutive Officer (CEO)
includes management policies and strategies otoingpany. Then all divisions are
required to submit business proposals based onCE®’s Scenario Plan. The
proposals which are of capital nature are consitlereder the capital budget. All
business proposals falling under the capital budgetsubmitted to the Head of the
Budget Division with the project’'s Internal Rate Beturn (IRR). Often planning
division assists in making new proposals by proxgduseful information about
customer requirements, engineering advancementhndaégical improvements,
existing and potential capacity levels. Furtheragion of network projects are under
taken by evaluating new proposals made by the pigndivision. In addition,
regional offices too provide specific informatiom énhance the services provided in
their regions. For example, the responsibility afypsion of telecommunication lines
to new organizations established in a particulgiomr is with the regional office.
Therefore the regional office has to submit thejgmbproposal to get the approval
and required funds.

Then a Facility Plan is prepared for the projestich are aimed at expanding
current infrastructure development work. Based I dbove information a list of
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potential new projects are prepared and submitethé CEO. Thereafter group
discussions are held with each divisional repregmet and the CEO in order to
identify and prioritize the projects. Then viableojects are selected and filtered
according to the IRR of projects. For example ggmtoaiming at expanding the band
width of telecommunication channels in a particu&gion, company can quantify the
incremental customer base and the relevant cashrajed from new customers.
Usually the company uses a rate of 18% for the gmemf evaluating the financial

viability of each project.

For projects which are not making profits where ¢cbenpany cannot directly identify
relevant cash flows are considered only if the vahe divisions make justifiable
reasons. For example a project proposed to makeuaments in customer services
such as the Call Centre Project to be implemergedntly, where company cannot
directly identify the profitability of the projecTherefore the company undertakes

such projects only if the proposing divisions malstifiable reasons.

At this stage company cuts off some projects evdhey are viable but necessary
funds are not available with the company. Theretmmmpany forego some essential
projects that keep the company’s competitive pmsitiThe projects which cannot be
undertaken during the period concerned are postptmée next year. The strategic
plan is prepared for selected projects to be uaklent by evaluating for the financial
viability. Further, proposals outside the ABP hiiit gery urgent are analysed by the

respective groups.

Then viable proposals are presented to obtain therdbapproval. If the board

approval is not granted then those projects ansedvaccordingly and again present
for the approval. Expenditure of each project ialgsed under several categories viz.
procurement, switching, transmission, fibre andeseary funds are allocated to
projects which have the board approval. Such p@paae included in the ABP and
then plan for implementation. In this stage forgvaroject a manager is appointed
and an agreement is made with the contractor as tboproceed with the project

throughout the period. In addition to the new prtgecompany has ongoing projects

which are being continued.
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Any revision to the original plan take much timexcg it goes through a formal
procedure. The revision process consist of renisonfirmation of requirements as
per the original contract, revision of the scomjsion of invoicing schedule by the
contractor, revision of payment schedule, budget ABP, fund arrangement by the

finance division.

Then a budget schedule is prepared for cash regents of the next three months for
each project. Each project manager is responstledrrying out the project work
according to that schedule. Project accountingsdixai monitors the work at each site
and payments are made according to the work coatpl@the monitoring process
involves extra paper work which sometimes takesdkne that can be used for other
activities. During the project implementation phasach project's progress is
evaluated by comparing the monthly work planned taedwork actually done. The
monitoring process involves four stages. Evaluawdrthe work progress by the
contractor, expenditure details and analysis ofadi®ns up to last month by the PB
& F division (to be sent to project managef"2f every month), identification of
reasons for deviations reported and projectiorhefdash requirements for the next
three months (this report is forwarded to the divisbefore 25 of every month), and
the cash allocation which is done by the PB & FisTih done before end of every
month, and the finance division revises the funtbcation. However, project
managers are not allowed to make amendments tonitred budget given by their
superiors. If any project manager feels that thgainplan should be amended to
obtain better results or if they want more resasifibean the initial plan, they have to
wait for the next budget revision. Any budget sgvras to be returned to the project

financing and budgeting division.

Summaries of each payment are sent to each projtager on 10of every month.
Project managers compare the actuals with the bedgamounts and arrive at
variances. It is the project managers’ respongibildb give reasons for reported

variances and the revision of the budget.

The capital budgeting process of the company isvaho the Annex 3.
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6.3 Common Operational Issues

An engineer commented that the current budgetingbamdgetary control process is
better than the previous system under the goverhoagrtrol. But still the process has
not been transformed to one where management apdogees are motivated to
participate in the decision making process andrimrte towards the development of
the organization. Further, the tall organizationigrarchy does not support efficient

information sharing among different levels.

However, since the SLT lost its monopoly powerhe telecommunication industry
with the introduction of private fixed line and migbtelecommunication companies
to the industry, the company was compelled to comate on keeping its market
leadership position. But the company has the adgenbf a dominant position over
its competitors in the industry owing to its lorgsding reputation. Therefore, the
planning division always tries to adopt new tecbg@s introduced by other
countries and keep the company updated with ma#ehmology. The company does
not undertake research work in innovating new tal@ounication technologies
because, it consumes more money and it is lesly ¢cosadopt technology from other
countries. Further, an engineer stated that thepeasn does not plan their major
projects in response to competitor moves to avordctl competition from them

because still SLT dominates in the network coverage competitors are not in a
position to challenge the market position of theTSlHowever less threat from

competitors is one factor which has slowed downgttosvth of the company.

Even though company can revise the budget everynsmths Head of the budget
division stated that for the past two years nosiewi has taken place. This implies
that project teams are not encouraged to come thprmaadifications to the initial plan,
because during the period many changes occurrdégkitelecommunication industry.
If an employee identifies a market opportunity fas o wait until the next financial
period. This discourages the creativity of peopld demotivates their independent

decision making.

Future demand for telecommunication services widre@ase rapidly. As a developing
country Sri Lanka too has shown rapid increaséendemand for telecommunication
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services due to increased usage of internet, toértbwnloading films through the
internet, high volume of e-mails, trend of distarlearning programmes etc. The
increasing demand resulted in high traffic in credarand to fulfill the demand there
should be continuous innovations to sustain theketaposition. The company
focuses on potential opportunities in the markeicel from market research under
taken by the Research & Development division, drahges in strategies accordingly.
Since SLT dominate in coverage compared to othepeditors always there is a high
demand for SLT’s services.

The IRR (Internal Rate of Return) criterion for wation of every project does not suit
for this type of organization because the succésBeoorganization highly depends
on meeting customer requirements which are diffitumeasure through quantitative
measures. Therefore, it is difficult for an empleye come up with justifications and

prove the profitability of a new proposal. Thus g@any could use qualitative

measures such as improvements in clarity of vgpgeeipd taken to restate a downed
network, reduction in faulty rates, downloading diraf internet files. Even though

company cannot identify a direct profit generatearf the above measures, those will
enhance the satisfaction of customers. The companid use additional measures
such as new customer acquisitions per period, tevgenerated per employee, time

taken to establish new connections.

The Company uses variance analysis to measure antfok performances of
employees. However this is not a rational way tal@ate the employee performance,
because a division like repairs and maintenancéhhideviate from the original
budget and incur more than funds allocated. Buh dughaviour is not due to the
inefficiency of the unit but as a consequence ofeased maintenance resulted by the
high demand and communication traffic. During thst lyear repairs and maintenance
unit reported an adverse variance of 31%. Theretammpany cannot always measure
performance of every division through variance ysial
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6.4  Behavioural Aspects

The positive and negative implications of the emgtbudgeting and budgetary

control process of the company is discussed below.

6.4.1 Negative Implications

As stated above the budget planning is done acuptdi the plans given by the ABP
which is imposed by the CEQO’s scenario plan. Furtiomly the executive level
employees taking part in the budget planning precédherefore, the current
budgeting targets are imposed by the top levehéobottom and company does not
rely on suggestions given by non executive empley@&ais practice will discourage
employee participation in decision making and midghatl to grasp worthy
opportunities to overcome the competitidirough their field experiences. For
example, employees at regional offices know thecifiperequirements of their
customers in each region. Requirements of customeéBadulla, Nuwaraeliya region
will differ from requirements of customers in Colbmregion owing to income level
differences and professions they do. Colombo regjionstomers need more internet,
IDD, Data and Voice facilities with different pades for business organizations,
domestic customers where as customers in regidmes Biadulla might need the
company’s basic services for communication purpost¢ss complicated services as
in the Colombo region. Since employees at regiarfides can identify specific
requirements accurately company can serve thensatisfactory level.

The Head of the Budget Division commented that ‘s@mployees used to submit
their financial requirements by keeping an adddianargin (slack) because they feel
that the Budget Division cuts down some expenditwhat ever the amount they
asked for and not get the full budgeted amount,thatDivision never cut off any
budget requirement with a reasonable justificatiéurther, she said due to the long
existing government culture personnel tend subméirtfinancial requirements
without proper analysis and reasoning. Therefonese initial proposals entalil
unnecessary expenditure. However, the Budget Divisian identify these budget
slacks by experience and the company accepts @igpibsit are inline with the ABP.
In such instances HD negotiates with them and doxen resource requirements. She
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said that it is very hard to negotiate with differelivisions, because they feel that
favouritism takes place in this negotiation proc&ss example, conflicts arise if the
Marketing Division gets more funds and the NetwBl&anning Division gets a budget
which is less than what they asked for. Often NetwBlanning Division is at a
disadvantageous position because even if they comevith new projects, the
company will not be ready to implement them sudcdlgsas the projects need more
money and the company does not have prior expeseincsuch matters.

Further, the Head of the Budget Division is of tiew that proper control and
analysis cannot be undertaken since the compamotawollect the exact values at
regional offices because there is no integratetesyso collect information. Further,
the monthly variance analysis cannot be undertalcearately since cost centres do
not fully contribute to providing monthly detailegarding project and operational
expenditures in preparing the monthly budgets hysitering seasonal factors. For
example, costs incurred for maintenance of telecomeoation channels are relatively
high in months like December owing to high incomargl outgoing traffic and faults.
Another example is towards the year end overtimgmeats increase due to extra
work such as preparation of annual accounts, araugits, physical verifications etc.
therefore the salary budget for the month of Deaamb expected to be high

compared to other months.

Further, personnel at the Budget Division are usepkepare the budget by adding a
margin to the previous years figure rather thamtakew moves in the market. For
example, the man power budget need to adopt albees®ed approachecause salary

expenses of employees vary according to overtiff@ayances, bonus payments etc.
The company needs people to work more at the tinNew year, Christmas seasons,
which will increase the salary costs because enggloyn the maintenance unit have

to work in addition to the normal business hourse®et the service targets.

Most of the executives of the company feel that gany is in a strong financial
position and possesses infrastructure which comgpetio not. Therefore, they think
that the company should not pay special attentionstvategies to capture new
markets and customers because of the image ofLtheB&it this may not be the case

in the long run.
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Another important aspect to be pay attention i$ tha adherence to a single target
determined by the annual budget may lead to dysfurad behaviour. For example,
a project initiated to expand the bandwidth of me¢éwork could be completed within
the budgeted limits but with low quality of workrdpect team would try keep the
project within the budget by using low cost, lowafity material, less skilled cheap
labour, ultimately result in not meeting the inteddquality work. Therefore,
company need to introduce multidimensional perforceameasures such as number
of faults reported per month, reduction of traffmngestion, apart from the traditional

variance analysis.

6.4.2 Positive Implications

The existing decision making procedure is stramitard and efficient since the
targets determined and imposed by the top levek Ehisting system saves
management time and administrative work involvedh@ budgeting and budgetary
control process compared to a participative budgetsystem. Because taking
feedbacks from operational level employees and simyi the original plans

accordingly takes additional time and organization@sources, otherwise the
company could have used in other value adding iieBvin providing services.

Resource allocation needs to be consistent witltdngorate strategy of the company
and the existing culture supports this.

Further, targets and objectives set and imposethéytop level leads to direct the
whole company in to one direction. This will mitigahe problem of sub optimization.
Because, if different divisions were allowed to gaee their targets and budgets,
personnel in individual units will try to maximiz#ivisional profits rather than the
company as whole. Therefore, the centralized bumgeand budgetary control
process operative at the SLT supports accomplishoféhe company’s vision in the

long run.

The tight control procedures adopted by the compkeep control over the
consumption of company resources. Company evalyategess of every ongoing
projects at the progress meetings held in everytimdn these meetings all officers
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who are responsible for their individual budgetsento explain the reasons for any
deviations from the original plan. Further, this kea better communication and
understanding between different functional aredeerd@fore, there is less room for
manipulation of resource utilization because emgdsyknow that for any excess
usage of resources need justifications. The nenbgbe resource allocation will be

based on the progress of the present work don¢hadill save additional resources
allocated to projects. Further, this gives the ofypoty to other project managers to

learn from others and question their work.

Further, involvement of executive level officerstire decision making process make
the decisions more accurate and provide a guarahtee planning process. Because,
the bold and précised decisions taken by the espexd and the knowledgeable
senior personnel make the planning process moreiegit. Further, the decisions
taken by the senior personnel of the company gindagce to their juniors in future

decision making.

6.5 Possible Reasons for such Behaviour

The following discussion will examine state the gibke reasons for such positive and
negative behavioural interactions stated abovedhwnate from the Organizational
Structure, Management Structure and the Contraiu@ibs well as other operational

areas.

6.5.1 Organizational Structure

As shown in Annex 1 the organizational structurgh& company consists of many
managerial layers. The tall hierarchy of the orgational structure seems to act as a
barrier to create an environment where employeeseacouraged to communicate
and involve directly in the decision making proceBserefore, ABP rarely includes
input from lower level employees who have closetacts with company customers.
As stated by an engineer only the executive levapleyees contribute to the
planning process. This will mar the creative thimkof non executive employees and
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it will automatically lose their chance to contribun decision making in various

aspects in the company.

All project managers have to report to the Profdahning Division. Then all projects
are evaluated at this point and Project planningisiin communicates with the
Finance Division for fund allocation. Therefore oct managers cannot directly
contact the Finance Division for necessary fundcaltions. Since the personnel in the
Finance Division do not possess technical knowledige existing process creates
conflicts among project employees and the Financ¢eisbn employees. If a
suggestion by an engineer was ignored by the Fendgision, then he will be
demotivated to make further suggestions towardsbétterment of the company.
Therefore, the tall hierarchy of the organizatioil lese feedback from lower level
employees, which will negatively affect the compediness of the organization. An
executive level employee who is involved in thejgco budget preparation division
stated that, “planning, monitoring, and controlliafjprojects are solely handled by
the Project Budget and Finance Division. Even tlmopgpject managers contribute
information by taking suggestions from people & foject into consideration we do
not depend on this information in making decisidns.

Since the company does not support an environmbatevauthority is delegated to
lower levels to make necessary changes to thenatfigilan, employees hesitate to
think new ways to do things and come up with castigys. Operational level
employees have the ability to do things innovagiveith their experiences. Long
term survival of the company will be supported beative employees who are
valuable assets to the company. At SLT some tlnakrnew suggestions and attempts
made towards improving the competitiveness of tbengany make unnecessary
difficulties. Further, for both favourable and atses variances budget holders should
come up with explanations. But Head of the Budgetisivbn is of the view that
people do not give proper explanations for varigandderefore the budget division
faces difficulties in analyzing the reasons foriaaces reported and to come up with
accurate budgets.

One possible reason for positive behavioural ingploms arose from the tall
managerial hierarchy is the clarity and completenafsresponsibilities and duties
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assigned to the personnel under the existing azgdan structure. In the first place as
the levels of the structure increases more and mnoke and effort has to be devoted
to manage the company. Because, the additional geasmand the support staff, and
the necessity for effective communication and comtibn among different levels

create additional burden to the company. The caraf@d communication channels
create difficulties in carrying operational taskkieih need instant decision making.
Therefore the existing structure of the companyesananagement time and costs.

6.5.2 Management Style

Since the company was under the ownership of govenn for a long period, still
there are some bureaucratic practices taking plaoetless documentation, rigid

monitoring and control procedures slow down thagdex making at lower level.

An engineer who is in charge of a project commetitetl mere privatization does not
make any difference in the traditional managemeotgss. The most important thing
is the change in personal attitudes of top levehagars in order to enhance the
commitment in the participative budgeting and budgecontrol system.

According to the view of an engineer the currenhagement style does not address
human resource management factors such as mohghtipromotions, career
developments, which are not handled properly. Bhenigh the company states that
promotions are purely based on performance othelames feel that they are based
on the CEQO's discretion. The CEO has no directdimith lower level employees.
Therefore he often depends on information receik@ud some other person. Hence, a
promotion may be offered to an employee who hatopeed poorly rather than a

person who is really committed towards the orgdmnal achievements.

The executive level employees are of the view that budgeting and budgetary
control process will be complex, uncontrollable andy give rise to manipulations,
employees are allowed to participate in the degismaking and make alterations to
the initial plans.
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The management style of the company was a barienwmplementing a project
recently in collaboration of sixteen other courgriéhis happened to be an essential
project to retain the competitive position withimetAsian region. But at the initial
stages it was difficult to work together with otleveloped countries in the region
owing to the inflexible procedures at SLT. But gratly the company was able to
turnaround into a culture flexible environment wderoject initiators could make

decisions as their discretion.

The practice of strict adherence to the budget ratkning any unused funds and
asking for more resources when there is a needvuich adopted for a long period
kept the mind of operational and non-executive llegmployees’ within the
framework set by the top level. This ruined theatixéty of operational level staff and
they work towards just achieving the targets and attempting to beat the
predetermined targets. This will hinder the creatikinking and employees are not
encouraged to do things differently to achieveliést possibility. Since the company
does not have any reward scheme tied up with theeaements of budget targets,
employees are of the view that it is better toycarrt the job imposed by the top level
rather than taking unnecessary risks.

6.5.3 Control Culture

Although current system is considered to be bedtef may conducive to achieve
results than the earlier organizational culturé etganizational politics take place
within the organization. Therefore, employees areemcouraged active participation
in the decision making process. The success ohgany will highly depend on the
value driven corporate leaders, who serves as maldels, set the standards for
performance, motivate employees. However the cllprevailed for more than ten
decades under the government ownership does ngboded an innovative

environment within the company.

The existing system does not support a culture eveerployees have freedom to set
their own targets and schedules. Since the execigwel officers do not encourage
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operative level employees to think differently andme up with novelties, the
operations of the company always take a traditionaduct.

Further, employees are not rewarded based on arpwmce basis which will
demotivate enthusiastic employees in doing thimg®vatively and differently. The
long standing culture of the company is focusegush providing telecommunication
services rather than paying no heed on value addetyyities. This culture was
developed owing to the fact that company’s monopawer enjoyed nearly for ten
decades. Therefore, the budgeting and the budgetertyol system of the company
too got affected by the lethargic culture which dmt encourage a flexible resource

allocation and performance measurement criteria.

6.6 Other issues

The Budget Division has the problem of not getimegessary information on time to
prepare the annual budget. Therefore, some tineearthual budget has the problem
of lack of relevant data because of the inefficieotnmunication between different
managerial layers. The company is now in the p®adsimplementing a new
computerized integrated system for collecting aisttidution for budget information.
It is expected that this system will enhance tHeiehcy of the current system and
save cost and save management time. The compangssp®re time on preparation
of annual OPEX Budget and revisions, fund allocafwocess for the head quarters
payments, cost center wide data uploading to thepoter system. The new
integrated system is supposed to overcome the giroldems.

Budgets based on historical data focus on salgetsar.e. acquiring more customers
rather than focusing on improving customer and efh@der value. Because, at
present the company focuses on internally negdtiagegets which tend to be
incremental changes to the previous period’'s oussonThe result is achieving
inwardly comfortable targets to the company, butrgy up prospective customers in
the long run.
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6.7 Improvements to the Current System

The company has planned a new online integratet@ syt facilitate the budgeting
and budgetary control system which will mitigatereat problems in collecting and
distribution of budget information. Main objectivd this proposed module is to
automate all functions of manual work and reduee dbst, increasing efficiency of
communication with different managerial levels sireverybody who contributes to
the budgeting system can share information onlite system will be implemented
from next year and thereatfter it will be a papexrlegstem. The system will facilitate
collecting data from all cost centres through aamlior budget preparation and all data
will be centralized to the budget unit. Alteratiprthanges, adjustments related to
each cost centre will be handled by the Budget.lxritangements have to be made
to get summary statements from group, sectionalisidnal levels through the
proposed system. In addition, the system will gg@budgets by provincial, regional
levels. Approved cost centre wise budgeted data mbe distributed among all cost
centres online. Facilities will be provided to dwanges, transfers during the year by
the budget unit.

This chapter examined the existing budgeting andigbtary control process at the
SLT and analysed how it affects the competitivenekshe organization which
depends on the organizational initiative and inmtiowa The analysis further
examined the positive and negative behavioural icapbns associated with the
prevailing budgeting and budgetary control procasd possible reasons for such

behaviour.
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Chapter 7

Conclusions

This chapter will conclude the impact of traditibbadgeting and budgetary control
system operative at the SLT and its impact on tlgarazational competitiveness.
Further, this will suggest possible alternativesyercome the problems identified in
the Chapter 6. The limitations and the future diogs of the study are also discussed
in this chapter.

Many academics in Management Accounting have ifledtitraditional budgeting
and budgetary control systems as static which laogsnizational innitiative and
innovativeness. To be effective in a global economiyr rapidly changing market
conditions organizations have to be able to adapstantly their priorities and have
to put their resources where they can create madievfor customers and
shareholders. Therefore, this study made an attéanpkamine how the traditional
budgeting and budgetary control systems influeheeinitiative and innovations of
the SLT. The negative and positive behavioural iogplons and the possible reasons

for such behaviour were examined in this study.

The company undertakes the annual budgeting prasessr two main modules i.e.
the OPEX budget and CAPEX budget. The OPEX budgetern on the operational
expenses of the company while the CAPEX budgetalés funds to the projects
undertake by the company. According to views exgaedy most of the employees at
the company, it has rigid controls, and still trempany could not fully transform
from the culture that it inherited from the time gdvernment ownership. Still old
employees who also work under the bureaucraticuiltlidn’t adapt to the new
culture under the new ownership. Therefore, thezecartain conflicts in the decision
making process between the young employees whdigaetly recruited to the new
culture under the new management and the old erapfowho are used to inflexible
decision making culture. Further, the study rewkdleat possible causes for the
negative behavioural implications arose from thgaaization structure, management
style and the culture of the company are, creatidoudget slacks, authoritative type
budgeting process, centralized planning systentexitle culture, poor coordination
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and communication between different manageriallevehe issues identified above
hinder the initiative and innovation of the compamd adversely affect the path to
achieve the long term competitiveness of the compan

7.1 How to Overcome the Problems Identified

7.1.1 Delegation of Authority

As discussed in the previous chapter the centdhlimanagement structure makes the
operational level staff demotivated and not contiiiy their best towards betterment
of the company since they are not taking part exglanning process. However, the
company could decentralize its operations up texdant where at least the engineer
level officers given the authority to make necegsard urgent decisions which is key
to provide services at a satisfactory level. Big itnportant to keep in mind that there
must be a proper delegation of authority and tlepassibilities should be clearly
defined. Managers must be free to decide the bmstse of action with regard to
project budgets. For example, a project aimed paeding the network coverage, the
project manager should given the authority to dedite number of antennas to be
installed, where to locate the towers, the capdeigls. Further regional managers
could give the authority and necessary funds tetaéle special events take place in
their regions. For example, Regional Managers cestdblish temporary antennas at
Nuwara-Eliya in April Season with its mobile teleply partner, Mobitel. But the
company must ensure a wider control framework imeorto monitor the

performances of Regional Mangers.

Further, communication barriers arose from the hadirarchical strucuture of the
organization too created an authoritative type letidg process within the company.
The centralized decision making process discouragaployee participation in
planning which will lose innovative thoughts come by non executive level

employees who work closely with customers.

In place of the traditional hierarchy and centedizleadership, decentralized
organizational structure enables decision-making) p@rformance accountability to
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be devolved to line managers and creates a selfagesl working environment and a
culture of personal responsibility. This leads tacreased motivation, higher
productivity, and better customer service.

However the careful delegation and decentralizadibthe budgeting and budgetary
control system is essential, otherwise it will ldse controllability of organizational
activities since a large number of staff spreadoakr the country. The improper
delegation of authority will end up with inappragdg employment of scarce resources
of the company and allowing for manipulations.

7.1.2 The Problem of Budget Slack

Even though budgetary slacks isolate organizatiomahbers from the motivational
effects of budgets, limits the effort that thesepde exert, and leads to inefficient use
of the resources that the organization controls,piresence of budgetary slack could
be used in a positive manner. As the company i®uimtreasing pressure from the
need of innovative telecommunication technologesmnpany can follow a strategy
that require innovation and experimentation canbkaefit from budgetary slack
because, it allows managers to focus on relevaig-term and short-term objectives
other than meeting budgets such as quality or metcservice. In these settings,
budgetary slack provides operating flexibility, ued the time spent on control tasks,
reduce risks of dysfunctional behaviour, and givanagers discretion to pursue
multiple goals while dealing with adverse exogenfacdors. The formation of such
environment and an organizational culture will tesm staff members being

frequently seeking for new ways of doing things.

7.1.3 Multiple Dimensions of Performance Evaluation
The single performance measurement criteria basefinancial measures appraise

only one aspect. But multi dimensional performanesasures, such as those in the

Balanced Score Card, to evaluate the performandedofiduals or units based on
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their contribution to the organizations ability &xhieve strategic results, such as

guality improvements lowered costs, and improvestamer services.

Just analyzing performance by using a method |geance analysis by comparing
the budgeted values versus the actual figures l¢@addistortion of results. For
example, a division can achieve a favourable vagalny using low quality cheap
material, unskilled labour at the expense of provi®f satisfactory services. Further,
improving the financial position can be done in 8f®rt term by reducing service
levels and competitiveneddowever a Balanced Score Card approach can betoised
understand the real picture of company’s perforraaBecause the Balanced Score
Card measures the performance from customer pérgpetearning and growth

perspective and the innovation perspective in adib the financial perspective.

Performance measures should be selected with ta@fsideration otherwise non-
congruent behaviour may occur. For example, pedoce measures focused on
improving company'’s profitability may not pay attem on customer retention in the
long run. But for the long term survival the compahould undertake projects which
aimed at boosting up customer satisfaction of wimmpany cannot directly quantify
the results. Therefore, in such instances a Bathi@mre Card approach can be

applied.

7.1.4 Competitor Benchmarking

It may be appropriate to make use of external bexacks to set cost control targets
and make cost comparisons with other competitdiserathan on previous year’'s
performance. As a consequence, the company fodhsedost reduction efforts on
achieving competitive advantage. This avoids negjoy improvements over last
year and creates realistic targets, which take @amoount the improvements being
made by the competition.
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7.1.5 Activity Based Budgeting

Company could apply the Activity Based BudgetingpAgach in setting targets for
activities of recurring nature and regular actesti This involves identification of
every activity involved in providing a certain se. Identification of activities leads
to forecast accurate budget targets and efficidlucation of funds. Further,

identification of activities involved in providingervices will eliminate costs incurred

in non-value adding activities.

7.1.6 Changes to the Organization Culture

Attempts could be made to set the budgets by imcating strategic initiatives

including provisions for research and developmennéw product developments,
employee training and improvements in provisios@ivices. Though investments in
research and development do not generate returmednately, it will benefit the

company in the long run. The company should trpudd up an environment where,
managers are encouraged to communicate with tb#e@agues through negotiation
and discussion and seek help of other with thelttegudialogue fostering new ideas

and initiative

However, mere privatization of the operations may mesult in improvements and
organizational competitiveness. As stated by orggneer still organizational politics
take place. Sometimes promotions and other rewamds awarded not on a
performance basis but based on personal relatiosishirther, attitudes of employees
have not changed to a level which support creatimeking. Therefore, company
should adopt an environment which facilitates téxi decision making, team

working culture and management commitment towar@saing organization.

However, it can be argued that there should bedgdting and a budgetary control
mechanism to maintain the control and proper ationaof resources. But the
approach should not deter the company’s initiaimd innovation. Company should
balance between control and employee initiative iandvation in order to achieve
the organizational competitiveness. A budget basebistorical data will not support
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flexibility in decision making and discourages dgians from the predetermined
budget which is irrelevant for current market cdiodis. Therefore, companies should
make sure that their budgetary planning processnsinuously updated with current

advancements in the business environment.

Finally it was observed that the SLT is dominatihg telecommunication industry in
Sri Lanka purely because of the monopoly power #arcised nearly more than ten
decades and the infrastructure they possesseaoByiany should find new ways to
remain its position as the market leader with tlaekat liberalization policy adopted
by the government. Therefore, as identified by #tigly the competitive position of
the company will be threatened due to lack of atitie and innovation if it couldn’t
change the traditional budgeting and budgetary robrgrocess which creates an
inflexible and demotivated work force who are notllimg to contribute their
maximum effort towards the betterment of the comgpan

Since the study focused on the budgeting and badgebntrol system and the degree
to which it affects the organizational competitigen of just one organization in Sri
Lanka, generalization of the findings of the stuxgy not be feasible. This is mainly
owing to diversity and complexity of the organipail, task and macro

environmental factors related to different indwestriFurther, owing to the fact that
findings of the study is highly subjective to qtetive factors such as behavioural
practices, attitudes of people, applicability oé thndings may not be generalized.
Essentially findings are situation driven which lkkcbunearth many a learning point to

practicing organizations.

There are numerous research studies that have eisrtaken by European and
American scholars on the subject of traditional drtthg and budgetary process and
its implications on organizational competitivenestowever, there are very few

similar studies undertaken in the Sri Lankan cant€kerefore, | suggest that there
must be similar studies undertaken covering manurfexy and service sectors.

Findings of such studies will benefit the practiriorganizations in Sri Lanka to

succeed Iin the global economy. Further, academicSrii Lanka can develop their

own knowledge rather than depending on the Westesdom by undertaking such

researches in the Sri Lankan context.
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Annex 1: Organization Chart of the SLT
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Annex 2 :Performance Measur es of the Company Growth
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Growth of Operating Revenue
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Annex 3 :Flow Chart for CAPEX Budget
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Annex 4:Participantsto the Survey

Name and the Designation of the Respondent Datle eTim
1. Mrs. K.D.N. De Silva - Head, Budget 01.03.2004G 8.45a.m. to
L 9.30a.m.
Division
2. Mr. S. Kandanarachchi — Engineer, 08.04.2004G 1.30p.m. to
Procurement Division 2.20p.m.
3. Mr.R. M. N. Siriwardena Engineer,Project | 08.04.2006 2.45p.m. to
Budget & Finance 3.30p.m.
4. Mr.D. P. N. Samarasiri - Head, Project 10.04.2004 9.30a.m. to
Budget and Finance 10.00a.m.
5. Mrs. M. A. Daya Ranjini - Head, Project 10.04.20046 10.10a.m. to
. 10.45a.m.
Accounting




