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Executive Summary

This report explores the principle of budgeting and budgeting control as essential tools for effective financial management. The principle of budgeting is used by organizations to allocate resources, plan for the future, identify potential risks, and monitor financial performance.
Budgeting control is the process of comparing actual revenue and expenses to the budgeted amounts and taking corrective action when necessary. It involves establishing clear goals, allocating resources based on priorities, developing a monitoring system, and encouraging open communication between departments.
To achieve effective budgeting control, companies should use performance metrics, regular reporting, and variance analysis. They should also ensure that everyone is working towards the same goals by encouraging collaboration between departments.
This report will also explore traditional approaches to budgeting and budgeting control in the context of a fast-changing business environment. The limitations of traditional budgeting approaches, such as incremental budgeting and "top-down" budgeting, will be discussed. Additionally, the benefits of adopting more flexible and adaptive budgeting approaches, such as rolling forecasts and Beyond Budgeting budgeting, will be examined.

This assignment provides insights into the importance of budgeting and budgeting control for organizations to achieve financial stability and long-term success. By following these principles, companies can make informed decisions, manage expenses, and respond to changes in the market.
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Introduction 

The process of creating a budget and maintaining control over the budget are essential tools for organizations that want to successfully handle their financial resources. Traditional methods of budgeting, such as incremental budgeting and activity-based budgeting, have been extensively utilised by organisations for a number of decades at this point. However, with the emergence of fast-changing business environments, characterized by rapid technological advancements, market disruptions, and unexpected events such as the COVID-19 pandemic, traditional approaches to budgeting may no longer be sufficient.
This report will examine the difficulties that conventional approaches to accounting present in the setting of a business environment that is characterised by rapid change. The constraints of conventional budgetary approaches will be investigated, as will the ways in which these approaches can impede an organisation's ability to respond rapidly to changes in the market, make decisions based on accurate information, and achieve long-term financial success.
In addition, this report will investigate more malleable and adaptable approaches to budgeting, such as rolling forecasts and others, which are better suitable for business environments that are characterised by a high rate of environmental change. We will talk about the advantages of implementing these techniques, including how they provide businesses with the necessary mobility to react swiftly to changes in the market, modify their finances appropriately, and grasp possibilities for development. In addition, this report will talk about how important it is to incorporate frequent evaluations and feedback procedures into the process of budgeting in order to make sure that the organisation's financial objectives continue to match with the organisation's general strategy.
This report will provide a comprehensive overview of traditional approaches to budgeting in the context of a fast-changing business environment and how organizations can implement flexible and adaptive budgeting strategies to achieve long-term financial success. In general, this report will provide an overview of traditional budgeting approaches into budgeting in the context of a fast-changing business environment.










Main Findings


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	105 	124 	130 	158 	190 	176 
Stock purchased	180 	160  	203 	200 	140 	195 
	285 	284  	333 	358 	330 	371 
Cost of Stock sold						
(70% of sales)	(161)	(154)	(175)	(168)	(154)	(147)
Therefore Closing stock	124   	130   	158     	190 	176 	224 


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  		228 		218 		248 		238 		218 		208 
Cash payments	Administration  	(19)	(18)	(16)	(17)	(17)	(15)
Stock purchased  	(205)	(180)	(160)	(203)	(200)	(140)
Repayments of loan  	(5)	(5)	(5)	(5)	(5)	(5)
Selling expenses  	(6)	(8)	(7)	(6)	(8)	(9)
Taxation paid	-	-	(20)	-	-	-
Interest payments	(1)	(1)	(1)	(1)	(1)	(1)
Shop refurbishment	       -	  (11)	 (10)	    (12)	       -	       -
Cash surplus (deficit)	 (8)	(5) 	 (29)	(6) 	(13) 	38 
Opening balance	 (22)	 (30)	(35) 	 (64)	(70) 	(83) 
Closing balance	(30) 	(35) 	(64)	 (70)	(83) 	(45) 


 ii. The (accruals-based) budgeted Profit & Loss Account for the six months ending 30 November is:
	£000	Calculation
Sales 	1,370 	230+220+250+240+220+210
Cost of goods sold	(959)	therefore 1,370 x 70%
Gross profit	411 	30% x 1,370                                     
Selling expenses	(44)	6+8+7+6+8+9
Admin Expenses	(144)	26+25+23+24+24+22 
Credit card charges	 (12.33)	1,370 x 30% x 3%                                       
Operating profit	210.67 	
Interest payable	   (6)	6 months x 5,000 x 20% (Note 4)
Profit for the period	204.67 	

 

(b)
We have been informed that the company must meet the requirement of paying off the bank overdraft by the end of November; however, the cash budget shows that this will not be possible.  Although there has been a reduction in the overdraft of about fifty percent during the period, this is not sufficient, and the directors must find ways to meet with the conditions that the bank has set forth.  
Measures to promote sales should definitely be given some thought.  Since the beginning of September, there has been a decrease in sales, and the figure for November sales is around twenty percent lower than the figure for August. It is important to understand the factors that led to this drop.  Alterations in customer behaviour, such as a shift towards online shopping or a drop in demand for particular styles of shoes, are able to have an impact on a company's income as well as its budget. In order to address this issue, the business could handle this issue by diversifying its product offerings in order to cater to shifting consumer tastes. In addition to this, the company can concentrate on expanding its customer base by strengthening its marketing efforts and expanding its internet presence.
In addition, we are able to recognize, based on the statistics in our stock budget, that a significant amount of stock is acquired on a monthly basis. For instance, the closing stock in the last two months is higher than the stock purchased. According to the notes that have been provided, we are aware that the business intends to keep a minimum stock level of 50,000 pounds, which is significantly less than what the business is actually keeping.  This condition has the potential to lead to a wide variety of difficulties in the future, one of which is being known as obsolete inventory.
According to Lapide, L. (2006), the expense of carrying obsolete inventory is one of the most significant issues associated with this type of inventory. Keeping outdated stock ties up precious capital and takes up storage space that could be put to better use elsewhere, such as with more lucrative investments. In addition, stock that is no longer in demand can become out of date and difficult to sell, which can result in additional financial losses.
In addition, obsolete inventory is defined by Stock, J. and Lambert, D. (2001) as items or products that are no longer in demand or that have lost their value as a result of changes in technology, consumer tastes, or market trends. When these items can no longer be sold at a price that generates a profit for the company or when they are no longer needed in any capacity, they are considered to be obsolete. It is essential for the company to have efficient processes in place to manage their obsolete stocks in order to reduce the risk of incurring losses and enhance their overall financial performance.(Chen, 2018) argues that, in order for companies to efficiently manage their obsolete inventory, they can utilise a variety of tactics, such as discounting, repurposing, and liquidation. Liquidation is the process of selling inventory to a third party at a reduced price, whereas discounting is the process of selling inventory at a reduced price in order to make it more appealing to clients. Repurposing involves identifying new uses for old inventory or recycling it in order to complete the process.Therefore, in order for the company to remain profitable and competitive, it is essential to effectively manage its obsolete inventory. By applying efficient tactics, the company can reduce losses and free up resources for more profitable products.
The company could additionally consider delaying a refurbishment plan or seeking an injection of funds from the owners or other investors as potential responses to the financial issues that it is facing. Both of these options are feasible alternatives. However, before selecting an option, the management has to carefully consider the advantages and disadvantages of both of these approaches, as neither one is without possible flaws.
According to Brigham and Houston (2015) and Kamarudin, Kurnia and Arifin (2020), delaying the programme of refurbishment may appear to be a workable alternative in the near term because it can assist the organisation in preserving finances and avoiding taking on extra debt. However, there is a possibility that this strategy will result in unfavorable outcomes in the long run. If a company's facilities are outdated or in bad condition, for instance, clients may be less likely to patronise the business or make purchases from it. This could lead to a decrease in income,  which might prove challenging to recover from in the future. In addition, putting off the refurbishment programme could result in the creation of safety dangers or other problems, both of which could lead to an increase in expenses over time.
According to Hill and Jones (2014), an effective method for businesses that are having trouble maintaining operations or funding new initiatives is to seek an injection of capital from the owners of the business or from external investors. Having said that, this strategy may also have some potential downsides. For instance, if a business takes on additional debt or stock, this might raise the financial risk the company is exposed to and lower the flexibility it will have in the future. It may also be difficult for the company to repay the debt or live up to the expectations of investors if it is unable to make sufficient returns on the capital that it receives.
In the end, the individual circumstances of the company should be taken into consideration when making the decision on whether or not to receive an injection of capital or postpone a refurbishment plan. Before selecting an option, it is important for the management to carefully consider a number of factors, including the state of the company's finances, the current state of the market, and the nature of the competition. (Ross, Westerfield and Jordan, 2017)

(c) 
According to Drury (2013), communication is vital in every business, and it is especially important in the process of budgeting and maintaining a budgetary management system. To guarantee that all members of the organisation are on the same page regarding the budgeting process and its goals, management should convey these details to everyone in the organisation.
The management procedures of budgeting and budgetary control are essential to the success of organisations in terms of meeting their goals and attaining their objectives. There are a number of requirements that need to be met inside of an organisation in order for there to be an effective budgeting and budgetary control system. When implementing such a system, management must also take into consideration the behaviour of individuals working within the organisation because it is a key aspect in the process.
The presence of capable leadership is the primary precondition for a fruitful process of budgeting. Leaders are required to demonstrate their dedication to the process of budgeting and to educate their employees on the significance of doing so. In order to accomplish this, one needs to have a solid grasp on the goals and strategies of the firm, as well as the ability to make difficult decisions and strictly adhere to the regulations and processes pertaining to budgeting. "Strong leadership is essential for the success of management control systems, including budgeting," claim Merchant and Van der Stede (2017). Hansen and Mowen (2018), add that in order for budgets to be meaningful and helpful for decision-making, the goals that they are based on need to be explicit, measurable, attainable, relevant, and time-bound. In addition, Horngren, Datar, and Rajan (2014) state that "a budget is a financial plan that reflects the goals and objectives of the company." The procedure for creating the budget ought to be geared towards accomplishing the organization’s overarching goals and plans. This necessitates having a profound comprehension of the organization’s values, mission, and vision, in addition to its short-term and long-term objectives. Furthermore, to ensure the effectiveness of a budgeting and budgetary control system, the financial information of an organisation needs to be accurate, updated in a timely manner, and easily accessible. (Hilton, Maher, & Selto, 2019). Because of how essential this information is to the decision-making process, any delays or mistakes in its presentation could result in improper budget allocations. Another prerequisite is the existence of a reliable method for monitoring and assessing performance. A budget, as stated by Horngren et al. (2014), is a tool that may be used for measuring and evaluating the performance of an organisation. Therefore, in order for a budget to be useful, there must be a system in place that can measure and evaluate the performance of the organisation in comparison to the results that were budgeted for. This system should be able to detect areas where performance is below expectations and where corrective action may be required in order to improve the situation.
When designing a budgeting and budget control system, management must consider certain human behaviours that might affect the system's efficacy (Otley, 2016).

 Change resistance is one of the greatest obstacles managers confront when developing a budgeting and budget management system. People are often resistant to adopting new systems and procedures, particularly if they believe the changes will have an influence on their autonomy or job security. (Chenhall & Morris, 1995). Bhimani (2003) argues that, management must include workers in the budgeting process, explain the rationale for the change, and give training to assist staff adjust to the new system.

According to Hansen and Van der Stede (2004), another factor that managers must address is the possibility for budgeting system gaming and manipulation. Employees may seek to manipulate the system in order to accomplish their goals, for example by underestimating spending or exaggerating income estimates. Also,  Lebas and Euske (2002), supports that, management must thus actively oversee the budgeting process, give incentives for correct reporting, and create clear budgeting criteria. 
A budgeting system may also foster a focus in which staff prioritise attaining short-term aims above reaching long-term strategic objectives. (Ittner & Larcker, 2003). This short-term focus may result in a failure to engage in research and development, personnel training, and other operations that may not provide immediate benefits. (Merchant & Van der Stede, 2012). Therefore, management must strike a balance between short-term achievement and long-term strategic objectives and consider using non-financial performance metrics to promote a wider viewpoint. (Bhimani, 2003).
A budgeting system can additionally encourage a culture of criticising and penalising workers who fall short of their goals. (Otley, 1999). This strategy may lead to a lack of trust between management and staff, since people fear being punished for external circumstances, like as economic difficulties or unforeseen incidents. (Hope & Fraser, 2003). Therefore, management must prioritise learning and development above punishment, utilising budgets to uncover chances for change rather than as a means of assigning blame.

(d)
 Budgeting is essential for organisations to efficiently manage their financial resources. It comprises planning, monitoring, and regulating the revenue, costs, and capital expenditures of an organisation. Organizations have used traditional budgeting approaches for many years to attain these aims. In today's quickly changing business environment, however, standard budgeting procedures may no longer be enough for achieving organisational goals. Traditional budgeting is sometimes too strict and inflexible for organizations, which must be more adaptable and responsive to change. Adopting proactive techniques to budgeting may aid organisations in achieving their objectives and remaining competitive in today's changing business climate.
Traditional budgeting is criticized for being time-consuming and costly to prepare. According to Healy and Palepu (2012), the budgeting process requires large resources and might take several months to complete, which can delay decision-making and limit the organization’s adaptability to changing business circumstances. Moreover, Frigo (2016), is adding that typical budgeting approaches depend on past data, assumptions, and forecasts, which may be erroneous in a setting where economic conditions change rapidly. This might lead to unattainable goals and lost chances for development and innovation.
A different critique of traditional budgeting is that it might result in "budgetary slack." This word refers to the practice of managers establishing lower-than-achievable goals in order to guarantee that they accomplish or surpass their goals and obtain bonuses or awards. (Kaplan & Norton, 2005). This may lead to decreased motivation among workers and lost possibilities for development and innovation.
In addition, conventional techniques of budgeting are sometimes criticised for being rigid and inflexible, which might restrict their utility in a business context that is characterised by rapid environmental change. According to Hope and Fraser (2003), conventional methods of budgeting are based on a predetermined set of assumptions and do not take into consideration shifts that may occur in the operating environment of a company. These shifts may include shifts in the preferences of customers, technical developments, or new entries into the market. This might lead to lost opportunities and can restrict an organization’s capacity to respond to changes in the market. Horngren et al. (2017), is adding that this inflexibility, also known as fixed budgeting, involves creating a budget for a specific period, typically a year, and adhering to it regardless of changing circumstances, which can result in missed opportunities or wasteful spending. In a fast-changing business environment, organizations need to be agile and adaptable to remain competitive, and fixed budgeting may hinder this agility.
Another conventional method of budgeting is called "top-down budgeting," and it includes upper management deciding what the budget will be for the whole organisation with very little input from staff working at lower levels (Saari, S., & Laitinen, E. K. 2018). This strategy may result in a lack of buy-in and engagement from workers, who may feel as if they are separated from the process of budgeting, in a business climate that is characterized by rapid change. According to Coombs and Jenkins (2018) and Daum and Kersting (2015), this disengagement may result in a lack of ownership and responsibility, which may eventually undermine the efficacy of the budget. In addition, this disengagement can result in a lack of participation. It is crucial to include staff members in the process of budgeting, especially in an environment of rapid business change. This will guarantee that employees have a stake in the achievement of financial objectives, which will inspire them to strive towards those goals.
In addition, incremental budgeting is an additional conventional method of budgeting that entails changing the budget from the year before by a particular percentage in order to account for changes in inflation and other variables. This strategy is based on the assumption that one's past performance is a reliable indicator of one's future performance, which is not necessarily always the case. According to Horngren, Datar, and Rajan (2017), incremental budgeting may result in complacency and inefficiency since departments may simply continue to spend the same amount of money as they did the prior year, regardless of whether or not it is required to do so.
Finally, businesses have an obligation to conduct an in-depth analysis of conventional techniques to budgeting in order to assess whether or not such approaches are appropriate for the particular circumstances of their operations. If this is not the case, they have to think about alternate methods such as Beyond Budgeting, which places an emphasis on flexibility, agility, and transparency. When this is done, organizations may position themselves for long-term success in a business environment that is becoming more complicated and evolving at a rapid pace.
It is important to point out that even while Beyond Budgeting is becoming more popular, it does not come without any difficulties. Bogsnes, B. (2009), states that one of the issues is that it necessitates a substantial change in the management practices and organizational culture of the organization. Gosselin (2017) argues that in order to effectively implement Beyond Budgeting, managers need to shift their mentality from one that is focused on control to one that is more focused on collaboration and decentralization. This move may be difficult, especially for organizations that have a long history of using conventional techniques for budgeting.
Despite the challenges, there is evidence that Beyond Budgeting can be effective in a fast-changing business environment. For example, Lacerda, Ferreira, and Coelho (2018) found that Beyond Budgeting was associated with better financial performance in Brazilian companies. Similarly, Neely, A. (2008) provide case studies of organizations that have successfully implemented Beyond Budgeting and achieved long-term success. Another method could be rolling forecasts, which involves updating the forecast regularly, typically on a quarterly basis, to reflect changes in business conditions (Wu et al., 2017; Telford, 2014). This approach allows organizations to adapt quickly to changes in the market and competitive landscape, providing greater flexibility than traditional budgeting methods. Despite its potential benefits, implementing rolling forecasting can be challenging due to data availability and quality, as well as resistance to change within organizations (Bae and Kim 2021). However, according to Abdelsalam, Gad, and Klobas (2020) by overcoming these challenges, organizations can gain greater agility and resilience in the face of uncertainty.





Conclusion 

In conclusion, organizations that operate in business environments that are subject to rapid change may find that the standard techniques to budgeting are not suited for their needs. Although budgeting and budget control are essential tools for efficient financial management, they may not be able to capture the ever-changing nature of the business climate. As a consequence, budgetary limits may arise, which may be detrimental to both innovation and growth.
However, businesses may better match their financial planning with the reality of the rapidly changing business environment by adopting budgeting strategies that are more flexible and adaptable. Some examples of these types of budgeting strategies are rolling forecasts and zero-based budgeting. These strategies provide companies the flexibility they need to react rapidly to shifts in the market, make required adjustments to their budgets, and embrace chances for expansion.
In addition, it is vital to include regular evaluations and feedback methods into the process of budgeting in order to guarantee that the organisation's financial objectives continue to line with the overall plan. Even in settings that are volatile and fraught with uncertainty, businesses have a chance of achieving long-term financial success if they choose a budgeting strategy that is more malleable and open to change.
In summary, conventional methods of budgeting still have their place in the modern corporate world; but, in order for companies to maintain their competitive edge and meet their financial objectives in today's rapidly shifting economic climate, they need to be prepared to adopt and embrace more flexible and adaptable budgeting methods.
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