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Executive Summary 

This report provides a comprehensive analysis of Edwards Limited's financial challenges and opportunities for improvement, focusing on assessing the company's budget, the effectiveness of budgeting and budgetary control systems, and criticisms of traditional budgeting methods in a dynamic business environment. The analysis reveals three main challenges for the next six months: liquidity risks, potential overstocking and profitability pressures. The report recommends improving cash flow management, adjusting inventory levels and optimising costs.
The report also emphasises the need for management commitment and the adoption of an organisational culture that promotes transparency, accountability, and open communication to ensure the success of an effective budgeting system. The importance of an adaptable information system for collecting accurate and relevant data is highlighted, as well as the need for flexibility in the budgeting process to allow rapid adjustments in response to environmental changes.
Finally, the report critically assesses traditional budgeting methods, identifying their limitations, including inflexibility and backwardness, which can inhibit a company's ability to respond effectively to rapid market changes. It is suggested that alternative approaches, such as activity-based budgeting and continuous forecasting, can provide the flexibility needed to navigate the uncertainties of today's business environment.
 To ensure long-term sustainability and success, Edwards Limited must adopt more agile and forward-looking budgeting and budgetary control practices that enable rapid adaptation to change and exploitation of emerging opportunities.
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Introduction 

This report examines crucial aspects of Edwards Limited's financial management, focusing on budget analysis, the effectiveness of budgeting and budgetary control systems, and the critical evaluation of traditional budgeting methods in a constantly changing business environment. In the context of a significant challenge - eliminating a £25,000 overdraft - this report sheds light on the anticipated problems that the financial calculations suggest for the next six months, explores the conditions necessary for the success of the budgeting and budgetary control system, and critically assesses traditional approaches of budgeting.
The report's first section reveals that, despite careful planning, Edwards Limited faces significant liquidity risks, overstocking and pressures on profitability. These risks are amplified by the static and retrospective nature of traditional budget planning, which often fails to align with the rapid dynamics of the business environment (Hope & Fraser, 2003; Otley, 2014). In this light, the report suggests the need for management actions that include improving cash flow management, adjusting inventory levels, and optimising costs.
In the second section, the essential conditions for the effective implementation of a budgeting and budgetary control system are discussed, emphasising the importance of management commitment, an organisational culture that favours transparency and accountability, and an adaptable and accurate information system ( Drury, 2017; Hansen, Otley, & Van der Stede, 2003). It also emphasises the need to consider human behaviours in designing and implementing budgeting systems to ensure employee motivation and participation.
The report's final section critically assesses traditional budgeting approaches, highlighting their limitations in a volatile business environment. It is argued that the inflexibility, the focus on historical data and the excessive consumption of time and resources make traditional budgeting methods less and less relevant. It is suggested that more agile alternatives, such as activity-based budgeting and continuous forecasting, be examined, which give organisations the flexibility to respond to rapid changes in the market (Bogsnes, 2008; Marginson & Ogden, 2005).
By integrating a critical approach and a sound analytical framework, this report provides valuable insight into the challenges and opportunities in the financial management of Edwards Limited. The recommendations and analysis underscore the importance of adaptability and innovation in budgeting and budgetary control practices, which are essential to successfully navigating the contemporary business landscape.






2.0 Main Findings

Understanding and managing a budget is fundamental in finance and management. As Horngren, Sundem and Stratton (2005) pointed out, a budget can be defined as a detailed estimate of income and expenditure for a specific future time frame. It serves as a tool for planning and controlling an organisation's or person's financial resources.
Budgets are essential for setting financial goals and adequately allocating available resources. According to Bragg (2006), the budgeting process allows organisers to assess actual performance against plans and identify possible variances or discrepancies. This approach provides the opportunity to take corrective action and improve future decision-making processes.
Budgets must be realistic and accurately reflect anticipated income and expenses to ensure success. As Hilton and Platt (2019) state, understanding the factors influencing the financial environment is crucial to developing an accurate budget. 
In addition, it is essential to constantly monitor and evaluate actual performance against the proposed budget to ensure appropriate adaptation in case of unforeseen changes. Thus, budgeting is a complex and strategic process requiring attention and expertise to use available financial resources and achieve the set objectives efficiently.


2.1 A Stock Budget and a Cash Budget 

Stock budget, also known as inventory budget, is an essential component of an organisation's financial planning and inventory management process. It is designed to estimate and control the optimal level of inventories needed to meet operational requirements and to minimise the costs associated with their storage and management.
According to Garrison, Noreen and Brewer (2011), a stock budget details the estimated quantities of different types of stocks required for a specific time frame. It may include estimates of inventories of raw materials, work in progress, and finished goods, depending on the nature of the organisation's business.







Proper inventory budget planning involves careful assessment of inventory requirements based on anticipated market demand, lead time, and the organisation's inventory policies. According to Blocher et al. (2009), a well-developed stock budget can contribute to minimising the costs associated with excessive or insufficient stocks and optimising the level of service to customers.
In conclusion, an adequate stock budget is essential for effective inventory management and maximising an organisation's operational efficiency. Therefore, organisations must pay adequate attention to their development and monitoring to ensure alignment with the strategic and financial objectives of the enterprise.

The stock budget for the six months to 30 November is:
	June	July	Aug	Sept	Oct	Nov
	£000	£000	£000	£000	£000	£000
Opening balance	125 	123 	104 	118 	164 	197 
Stock purchased	180 	170  	203 	200 	180 	195 
	305 	293  	307 	318 	344 	392 
Cost of Stock sold						
(70% of sales)	(182)	(189)	(189)	(154)	(147)	(133)
Therefore Closing stock	123   	104   	118     	164 	197 	259 



Edwards Limited has planned stock purchases strategically to support anticipated sales while maintaining a minimum stock level of £70,000. This approach suggests prudent inventory management, which is vital to liquidity and operational efficiency. Despite this careful planning, the increase in closing stock to £259,000 in November raises questions about the possibility of overstocking, which could affect available cash flow.
A cash budget is an essential tool in an organisation's financial planning. It provides a detailed estimate of anticipated cash flows over time, enabling management to anticipate and manage the business's liquidity needs.
According to Brigham and Ehrhardt (2013), the cash budget highlights the expected receipts and payments, including sales revenue, operating expenses, investments and required financing. This information allows managers to predict when cash shortages or surpluses may occur and take appropriate action to manage them.








Proper cash budget planning is crucial to maintaining financial stability and solvency. According to Weston et al. (2009), a well-developed cash budget can help avoid liquidity problems and ensure the business has the necessary financial resources to carry out its operational activities without interruption.
Considering economic and business environment changes, it is essential to note that the cash budget must be updated and revised periodically. As Gitman and Zutter (2012) state, effective cash management requires careful monitoring of actual performance against budget estimates and appropriate adjustments as the situation evolves.
The cash budget is an essential tool in an organisation's financial planning and management, providing an overview of cash flows and helping to ensure short- and long-term financial stability.


The cash budget for the period to 30 November is:
	June	July	Aug	Sept	Oct	Nov
	£000	£000	£000	£000	£000	£000
Cash receipts 	Sales net of 0.6x3%		 255		265 		 265		216 		 206		 187
Cash payments	Administration  	( 21 )	(  20  )	(    18 )	(    19 )	(   19  )	( 17   )
Stock purchased  	( 205  )	( 180  )	(  170 )	(  203  )	(  200 )	( 180   )
Repayments of loan  	( 7 )	(  7  )	(   7  )	(  7   )	(  7  )	(  7   )
Selling expenses  	( 9 )	(  8  )	(  8  )	(   7 )	( 6   )	(  6   )
Taxation paid	-	-	(  20   )	-	-	-
Interest payments	( 1  )	(   1  )	(  1  )	(  1  )	(  1 )	( 1    )
Shop refurbishment	 ( 34)      -	  (  26  )	 ( 18   )	    (    )	       -	       -
Cash surplus (deficit)	( 22) 	23 	23 	 (21)	(27) 	(24) 
Opening balance	 (25)	 (47)	 (24)	(1) 	(22) 	(49) 
Closing balance					 (47)	 (24)	 (1)	 (22)	(49) 	(73) 


Forecasts point to a downward trend in the house balance, reaching a deficit of £73,000 in November. This situation highlights significant cash flow management challenges, compounded by substantial payments for store renovations and inventory purchases. Particular attention should be paid to optimising the cash cycle, including renegotiating payment terms with suppliers and accelerating collections.


2.2 A budgeted Profit & Loss Account

The Profit & Loss Account budget is a financial tool used to estimate an organisation's anticipated income and expenses in a specific future. It provides a detailed forecast of the business's financial performance and is essential in planning and managing financial resources.
According to Horngren, Sundem and Stratton (2005), the Profit & Loss Account budget estimates anticipated sales revenue and operational expenses such as production costs, salaries and other administrative costs. Hence, it provides a clear picture of the anticipated operational performance of the organisation over a given time frame.
The Profit & Loss Account budget is essential in financial planning and decision-making. According to Brigham and Ehrhardt (2013), it enables managers to assess the projected financial performance of the business and identify any discrepancies between estimates and actual results. This comparative analysis helps identify potential problems and establish appropriate strategies for adjusting financial plans.
Therefore, the Profit & Loss Account budget is an essential tool in the financial planning and management process, providing a detailed forecast of an organisation's anticipated financial performance over a period of time.
Dearden (1969) criticised traditional budgets for focusing solely on short-term financial goals, ignoring long-term innovation and development issues. He emphasised the need for a more holistic approach and integrating financial and non-financial objectives.



The (accruals-based) budgeted Profit & Loss Account for the six months ending 30 November is:
	£000	Calculation
Sales 	1420  	 260+270+270+220+210+190
Cost of goods sold	(994)	therefore 1420x70%
Gross profit	426  	   1420x30%                                    
Selling expenses	(41)	 8+8+7+6+6+6
Admin Expenses	(144)	 26+25+23+24+24+22
Credit card charges	( 25.56)	  1420x60%x3%                                       
Operating profit	215.44 	426-41-144-25.56
Interest payable	   ( 8.4 )	 6monthsx7000x20%                                        (Note 5)
Profit for the period	207.04 	
			
		


The company projects an operating profit of £215.44k, with a net profit of £207.04k for the period under review. These figures reflect effective cost management and a competitive pricing strategy. However, interest expenses and fees on credit card payments erode the profit margin. Identifying and implementing cost-reduction measures could help improve financial results.

2.3 Financial Challenges for Edwards: Strategies for the next six months.

Problems identified
Calculations indicate a progressive decrease in liquidity, evidenced by the increase in the cash deficit from £47,000 in June to £73,000 in November. This suggests that Edwards Limited may have difficulty meeting short-term obligations, risking damage to supplier relationships and possibly not honouring timely payments (Ross, Westerfield, & Jordan, 2020).
The budget shows a significant increase in inventory levels to £259,000 in November. This can indicate overstocking, immobilising capital needed for other vital business operations, and negatively affecting cash flow (Brigham & Ehrhardt, 2021).
Although an operating profit is projected, interest expenses and credit card fees reduce the company's net profit. This underlines the need for more effective cost management and profit margin improvement (Horngren et al., 2021).

Recommended management actions

Edwards should review and optimise its cash cycle. This includes renegotiating payment terms with suppliers, encouraging prompt customer payments, and managing payments more carefully to avoid cash shortages (Ross, Westerfield, & Jordan, 2020).
The company must implement a periodic inventory review to identify and reduce excess. Using demand-driven inventory management systems can help balance having enough inventory to meet demand and minimising storage costs (Brigham & Ehrhardt, 2021).
A detailed cost structure analysis is crucial to identify and eliminate inefficient expenses. This may include renegotiating contracts with service providers, such as card payment processors, to reduce fees (Horngren et al., 2017).
To support revenue growth, Edwards could explore new sales channels, product range diversification, or introduce complementary services that can attract new customers and increase revenue (Kotler & Keller, 2015).

2.4 Organisational Requirements for Successful Budgeting Systems and Human Behavioural
The necessary conditions for a budgeting and budgetary control system to be adequate within an organisation must first be analysed. Then, management must consider four behavioural aspects when implementing such a system.
Conditions for the Success of the Budgeting and Budgetary Control System
Management Commitment: For budgeting to be effective, top management must be deeply committed to the budgeting process and support using budgets as management tools. Commitment shows the entire organisation that budgeting is a priority and an essential component of strategic planning (Horngren et al., 2017).
The Right Organizational Culture: An organisational culture that promotes transparency, accountability and open communication is essential. This encourages participation and acceptance of the budget by all levels of the organisation (Merchant & Van der Stede, 2020).
Effective Information System: Implementing an effective information system is crucial for collecting accurate and relevant data needed for budgeting. This includes IT systems that enable real-time performance monitoring and reporting (Drury, 2017).
Flexibility: The organisation must be flexible in its approach to budgeting, allowing adjustments along the way to respond to environmental changes. This ensures that budgets remain relevant and realistic (Hansen, Mowen, & Guan, 2009).

Human Behavior and Management Considerations
Resistance to Change: Introducing a budgeting system can be met with resistance, as employees may perceive budgeting as limiting their autonomy. Management must communicate the purpose and benefits of budgeting, involving employees in the process to reduce resistance (Kaplan & Atkinson, 2015).
Motivation: Budgeting systems should be designed to motivate staff by setting challenging but achievable goals. Recognising and rewarding performance against budget can improve employee engagement (Merchant & Van der Stede, 2020).
Budget Realism: Budgets must be realistic and achievable. Unrealistically tight budgets can lead to undesirable behaviours, such as manipulating numbers or sacrificing long-term goals to meet short-term targets (Drury, 2017).
Employee participation: Encouraging participation in budgeting can improve budget quality and acceptance. Participation helps ensure that budget goals are aligned with the knowledge and experience of those on the ground (Hansen, Mowen, & Guan, 2009).





2.5 Traditional Budgeting Methods in Dynamic Business Environments

Critical evaluation of traditional budgeting methods in the context of a rapidly changing business environment highlights both limitations and potential areas for improvement. Traditional budgeting methods, such as incremental and zero-based budgeting, have long been the backbone of financial planning and control in many organisations. However, the accelerated dynamics of the market and the rapid evolution of technology require a re-evaluation of the effectiveness of these approaches.

Limitations of Traditional Budgeting
Inflexibility: One of the most criticised aspects of traditional budgeting is inflexibility. Once a budget is set, adjusting during the fiscal year often becomes difficult, hindering an organisation's ability to respond quickly to unexpected changes in its business environment (Hope & Fraser, 2003).
Focus on the Past: Traditional methods often rely on historical data to make projections for the next year, which can be inappropriate in a rapidly changing business environment. This retrospective approach ignores emerging opportunities and unforeseen threats, limiting the organisation's ability to be proactive (Otley, 2014).
Time and Resource Consuming: The traditional budgeting process can be highly time and resource-consuming, with many hours spent on budget negotiations and minor adjustments to budget lines, which often bring limited added value (Hansen, Otley, & Van der Stede, 2003).
Budget-Oriented Behavior: Traditional budgeting can promote behaviour that is strictly oriented toward meeting budget targets at the expense of innovation and flexibility. Employees may become more concerned with sticking to a budget than adapting to change or identifying new opportunities (Marginson & Ogden, 2005).

Considerations in the Context of the Changing Business Environment
Faced with these limitations, companies seek alternatives to traditional budgeting that offer more flexibility and are more aligned with market dynamics. These alternatives include activity-based budgeting (ABB), continuous budgeting or rolling forecasts, which allow periodic budget adjustments based on current performance and revised projections (Bogsnes, 2008).








3.0 Conclusion 

The conclusion of this report brings together the key findings on Edwards Limited's financial management, highlighting the challenges identified through the budget analysis and strategic recommendations to improve the effectiveness of budgeting and budgetary control systems in a rapidly evolving business environment.
The review revealed significant issues that Edwards Limited might face over the next six months, including liquidity challenges, overstocking and profitability pressures. These issues underscore the importance of agile and adaptable financial management that can navigate the uncertainties of the contemporary business environment. The recommendations presented in the report are critical to addressing these challenges and ensuring a solid financial foundation.
The report also explored the conditions necessary for successfully implementing an effective budgeting and budgetary control system, emphasising the crucial role of management commitment, an organisational culture that promotes transparency and accountability, and an adaptable information system. These elements constitute the foundation for a budgeting and budgetary control system that supports strategic decisions and improves the organisation's performance.
Critical evaluation of traditional budgeting methods highlighted their limitations in a changing business environment. The rigidity, backwardness, and time- and resource-intensiveness of traditional budgeting methods limit companies' ability to adjust and react appropriately to rapid market changes. In contrast, alternative approaches such as activity-based budgeting and continuous forecasting provide the flexibility and agility to navigate uncertainties and exploit emerging opportunities.
In conclusion, this report highlights the need for Edwards Limited and other organisations to reassess and adapt their budgeting and budgetary control practices. By adopting more agile and forward-looking financial strategies, companies can improve their financial management and ability to innovate and thrive in a business environment characterised by rapid change and uncertainty.
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