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EXECUTIVE SUMMARY


The purpose of this report is to analyse the calculation of the stock budget, cash budget, and budgetary profit and loss account for Edwards company over a six-month period, as well as an explanation of the obtained calculations and the challenges the company is experiencing as a result of them.
The company fails to meet the bank's requirements to cover the overdraft until the end of November and they far exceed even the organization's desire to maintain the minimum stock worth 70,000. In addition, several proposals and approaches are analyzed and provided in order to solve and overcome the company's challenges.
In the second part of the report, the conditions that should be present in an organization are identified for a budgeting and budgeting control system to be successful. For this to be possible, the management of the organization has an extremely important role, and so does the behavior of the employees, which must be considered.
The report concludes with a discussion of the traditional budget in terms of adapting or not to a rapidly changing corporate environment, as well as the critiques levelled at it by scholars and professionals throughout the years.
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1.0 INTRODUCTION 


The Edwards company is a company that deals with the sale of Camping Gear and that is facing a series of problems following budgets for a period of 6 months. These problems arise from the results of the calculations made on a cash budget, a stock budget, a budgeted profit, and loss account for this period. Following the stock budget, becomes clear that the corporation intends to store a big amount of stock, so restricting funds needed for other activities inside it. Because of the high number, there are both advantages and downsides to storing this inventory. Following the cash budget, the company's balance statement shows a considerable increase in the current overdraft, which it is unable to cover. To help solve these problems, various solutions were researched and analyzed. These solutions come with a series of advantages and disadvantages that they must consider at the time of their adoption, but they are very effective for keeping the organization alive.

The concept of budget and budgeting is prevalent throughout the report in various situations, demonstrating its meaning and value, which is still evident today.
To understand how an organization's environment and atmosphere should be when the budgeting system is implemented, a critical analysis was conducted, presenting the necessary justifications for such a system to be successful.
Both managers and employees of the organisation play an enormously essential part in implementing and accepting such a system, which greatly contributes to greater productivity and goal attainment for any organisation.

Employees must demonstrate a specific behavior and a series of skills necessary to adopt various new changes, without which they cannot accept such a system.
In such a rapidly changing environment that every business faces, despite all the criticism brought by various researchers and experts within the organizations, the traditional budget system is still practiced.
Although due to the disadvantages of the outdated approach that cannot adjust to constant fast changes in the competitive market and, on top of that, takes a significant amount of resources and time, budget planning is still necessary.










2.0 MAIN FINDINGS

   2.1 Cash and Stock Budget, Budgeted Profit and Loss Account

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 	      122 	    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 


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  0.4 3%	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) 


The (accruals-based) budgeted Profit & Loss Account for the six months ending 30 November is:
	£000	Calculation
Sales 	1420 	 
Cost of goods sold	(994)	therefore  
Gross profit	      426 	                                       
Selling expenses	(41)	 
Admin Expenses	(144)	 
Credit card charges	 (26)	                                         
Operating profit	215 	
Interest payable	   (8)	                                         (Note 5)
Profit for the period	207 								


Edwards calculations analysing

Following the calculations based on the stock budget table, the Edwards company closes the stock at the end of November with a quantity that is significantly higher than the average level. This stock value might provide the company with assurance that there will be enough goods for customers, but it is also a significant amount that must be maintained and stored.
Is essential for a company to have stock on hand to meet client needs as promptly as possible, as this results in a positive customer experience and satisfaction. Their satisfaction leads to their loyalty to the company. (Halilovic, 2022)
Holding stock in a company has advantages and disadvantages. On the one hand, it is quite suitable for a company to have as many stocks as possible due to the high possibility of using the capacity, much easier planning, and flexibility. (Leonard, 2019) With the possession of this considerable number of stocks, the company can benefit from much more economical purchases, meet customer needs, obtain favorable market prices, much greater negotiating power. However, the excess of stocks can be a problem for the company, first, due to the high costs generated for their maintenance and storage, which rise from 20% to 50% of their annual value.
According to Roper (2024), among the disadvantages of an excess inventory are the following:
One disadvantage of having stock is that it consumes working capital, which can lead to reduced cash flow.
Increase carrying costs--the expense of warehouse operation or physical inventory handling, taxes, insurance, warehouse costs, employee wages, obsolescence, spoiling, and petty theft.
Poor quality goods and degradation - if there is an excessive stock of products, the odds of inventory turnover are low, resulting in product deterioration. 
Overcrowding in the warehouse - this reduces the space in the warehouse.
Stressed working capital - The financial department is concerned about excessive stock movement as inventory value increases.
Regular firefighting - there is a lot greater burden on the daily workload, and it is very difficult to do a full study of the inventory to discover what is missing.

According to Trapero, Kourentzes, and Barrow, (2020), short-term forecasts to assess demand are a good way to manage stocks efficiently. Accurate forecasting is intuitively linked to meeting demand. When demand exceeds expectations, it can lead to a stockout. Conversely, when demand falls below expectations, additional costs may occur. The existing stock on hand determines whether a divergence from expected demand results in a stockout or extra inventory holding expenses. Having enough stock can prevent a stockout while having less inventory reduces unnecessary costs.


Following the estimates in the cash budget table until the end of November, the Edwards company's status is not entirely good. Following the bank's requests to reduce the overdraft by the end of November, they not only failed to meet this deadline, but the overdraft has increased significantly.
According to Jang and Mun (2015), cash flow is a critical part of any firm since it successfully manages working capital, and there are dynamic impacts between working capital, cash levels, and profitability.
Dirman (2020) defines cash flow as cash available for distribution to creditors or shareholders, not needed for working capital or fixed asset investments.
Cash flow indicates an organization's financial health or decline. Managing cash presents issues for all businesses, as free cash should be invested for profit, while corporations must maintain adequate liquidity to fulfil future demand. (Nhan, 2016). Cash is important in the company since it allows for the purchase of growth-oriented expenses, dividend payments to shareholders, and debt obligations such as an overdraft. High cash flow indicates the company's health in terms of growth, payments, debt, and dividends. If a company's cash flow is insufficient, creditors will lose faith in its ability to meet its financial obligations. (Thangavelu, 2022)
To maintain and manage a healthy cash flow and eliminate the bank's overdraft, the Edwards company must consider eliminating or lowering key expenses.
They can do the following. First and foremost, businesses can consider partnering with new suppliers to obtain the same quantity of materials and inventories at significantly reduced prices, but they must ensure that their quality remains consistent. In this approach, stock purchases will remain the same, but the purchase price will be drastically reduced, allowing the corporation to save money.
Of course, this strategy has drawbacks.
Older are more efficient supply chain management which results in lower production costs, inventory costs, and transportation costs, as well as improved customer service throughout all stages of the process; however, new supplies lack the same efficiency and, because they are new to the business, do not offer the same level of trust. (Sarimveis et al, 2008)
To develop a collaboration with new suppliers, Edwards must consider numerous factors, including pricing vs. quality, usage of technology, scalability, trust and stability, supplier performance, communication and accessibility, and location. (Lavelle, 2024)

Another highly efficient solution would be to remove shop renovations due to non-urgent needs, resulting in a cash capital of around 78, which they could use to cover the bank's overdraft that requires immediate payment.
Another good alternative for the company would be to acquire a considerably smaller number of stocks per month, allowing a major portion of the funds to be used for other corporate activities.
According to Lumsden (2023), excess stock is that portion of inventory that is not sold quickly and will be retained in the warehouse for an extended period of time, costing a significant amount of money. Companies want to make this supplementary stock for a variety of reasons, including backup and safety stocks. Purchasing a large stock has a number of downsides, but there are several techniques that can benefit the firm. 
One of them is bundling stock to make new offers - Edwards Company can discover a way to sell from stock by selling the products in a different way than before, such as bundling camping products that sell well with those that sell slowly. They can sell bundles for various events, catching clients' attention, or use the tactic of buying one and receiving the second for free.
The second is to provide discounts - customers are very drawn to cheaper things. The organisation might provide regular discounts for specific time periods, as well as seasonal discounts.
Another way is to cross-sell bundles through customisation, which involves offering clients goods of comparable interest in addition to the original product selection, as well as a discount.
Offering buy now, pay later option- Offering such a service would be very interesting for clients with a limited budget and it would be very good for the company because it avoids the costs and the disadvantages of storing the respective stock. 
Updating marketing - It is likely that a significant portion of the stocks were not sold because they were marketed to the incorrect consumers or in the wrong location. Email can be used to target a different group of consumers in order to get financial rewards.

Donating stock for tax purposes is one way to reduce the need to store and store it. (Findling, 2023)












System of Budgeting and budgetary control within an organisation


According to Lee, Scully, and Lau, (2018), budgeting is extremely important in any organization. In their vision budgets are “a staple in the corporate world” and budgeting "is a common accounting tool companies use for implementing strategy.
According to Paul, (2021), no purposeful organization exists without a mission and its corresponding aims and objectives. Without a budgetary structure, a firm may struggle to stay on track. It may be unsure about its destination or where it should go. A budget system is created to help organizations achieve their goals and objectives. A well-organized budgetary system can significantly increase employee morale and productivity.

Paul (2021) defines a budgetary system “as a hierarchical combination of a goal-setting machine and a goal-achieving machine”. 
Paul (2021) believes that a well-organized budgetary system can lead to increased productivity and goal achievement. However, these outcomes do not come naturally from budgetary systems; they must be worked for. 
According to Ogun (2013), management teams aim to supply equal quantities and quality of goods and services at the lowest possible cost. Management achieves multiple objectives, including profit, survival, expansion, and prestige, while pursuing its core goal. To achieve objectives, management must regularly plan, organize, control, and make decisions which results the budgeting and control are crucial for accomplishing organizational goals.
Budgetary principles are based on management theories and perspectives.
To have an effective budgetary system, corporations must prioritize productivity and social work habits.  Budgetary success is heavily influenced by management's ideas about human nature, workforce behavior, and productivity levels. The budgeting system is non-humanistic (autocratic) or humanistic (participatory). 
The Autocratic Budgetary System is based on classic management principles and associated theories while the Humanistic or Participatory Budgetary System is based on modern management perspectives and theories.
A participatory budgetary approach fosters motivation among all participants, including employees, by providing a sense of challenge and accountability. The budget considers the requirements, aims, and aspirations of individuals, encouraging them to achieve objectives.
Participation at all management levels not only improves organisational performance but also has psychological benefits. Management research indicates a good correlation between participation and job happiness. Corporations should prioritize meeting participants' esteem and self-actualization demands by challenging work and increasing responsibility. Participation in budget development, including comparison and evaluation processes, has been linked to higher goal acceptance.
Umo's (1999) study on "The Impact of Budgetary Process on the Morale, Motivation, and Productivity of Employees" found a correlation between employee participation.
The participatory budgetary method:
     -promotes staff morale 
     -motivates employees
     -improves production.
A firm's productivity is determined by its budgetary structure and how budgets are developed and implemented. Setting and achieving goals is essential for business growth and survival. 
Considering a successful budget system is the relative outcome of productive actions in a firm, the following must be established:
Strategies should be evolved.
- control the budgeting system. 
- restore trust in firms' budgets.
 improve goal congruence.
 aim for high productivity.
 the correlation between managerial perspectives, employee behavior, and productivity.
Employees have a critical part in the implementation of the budget system; their behaviour and talents can both help and hinder the process. Budgets, as a managerial instrument for control, coordination, and planning, necessitate the participation of personnel from many departments within the organization. As a result, their engagement boosts enthusiasm and eliminates unfavourable attitudes toward the budgeting process.
The information exchanged regarding this process is determined by their attitude towards the budget. An attitude. According to Nickson (2008), an attitude can be favourable or unfavorable and refers to how an individual thinks about a concept or item. Employees must develop specific attitudes to ensure that the budgeting process runs smoothly.
Nickson (2008) defines three types of attitudes: cognitive, affective, and conative. Cognitive refers to a person's level of knowledge and indicates the learning coefficient; emotional refers to sentiments towards an idea or an object; and conative refers to how a person acts towards an idea or an object.



The first step in good budgeting planning, according to Akinniyi (2013), is to recognize the necessity of budgeting.
Budgeting is a key component of management accounting control systems, allowing firms to respond to environmental changes, efficiently employ resources, evaluate performance, and communicate vital information. Budgeting should be considered as one component of a larger system for establishing organizational control.
"The success of a budgeting process in achieving company objectives is hinged on the persons required to execute it" (Akinniyi, 2013, p. 5).
According to Akinniyi (2013), the effectiveness of introducing and implementing a budgeting system in an organization is dependent on the people required for its implementation, who are influenced by organisational culture. According to Sokolova and Mohelska (2015), organizational culture is an elusive event that characterizes the quality of the social climate within the business and determines the prevailing work stance of all employees.

The majority of management oversight methods, including budgeting, are designed to reduce internal conflicts while also facilitating reports to external bodies. As a result, the effectiveness with which any budget is used and applied is determined by how devoted personnel are to the budget process's ideals.
Several studies have demonstrated that organisational culture influences components of the budget. According to Goddard (1997), culture is an important factor in the design and operation of organizational control systems.
Organizational culture is a constant topic that influences almost every area of an organization's functioning, including the design and operation of management control systems like budgeting.

According to Sumithra et al (2023), budgetary control is the process of analyzing financial revenue and expenditure and has a favourable impact on the business industry's financial goals. Budget control supports all a company's prospects and supplies appropriate guidance. Budget control is necessary to track an organization's success. Any company can attain its goals by tracking and improving its performance.
Proper business planning puts the corporation in a better position to achieve its financial goals. By controlling the company's expenditures and consumption, the company becomes more efficient, increasing productivity and thus profit. It also helps to keep data safe, and thus any business company strikes a balance between income and expenses, managing financial and economic factors. of any business industry, it achieves a balance between the income and consumption of the administrative sector, which helps to increase the growth of the company.




Traditional budgeting in a fast-changing business environment.


According to Coveney and Cokins (2012), planning is vitally crucial for both organisations and individuals' lives. Without planning, a series of resources can be wasted that could be saved and used elsewhere, for this reason it plays a key role in achieving success.
Planning is recognised as a managerial process whose outcome decides which decisions and activities might build an organization's success while also posing a risk to its existence. (Coveney and Cokins, 2012)
The world everyone lives in today is extremely different from the one that existed in the past, thus new planning techniques, such as budgeting management, have increased the volatility of the economic environment. The increasing speed and complexity of business have resulted in a fast reduction in the planning time horizon. As a result, the traditional planning methods of strategic planning, annual budgeting, quarterly forecasting, and monthly reporting have become ineffective for the majority of organisations.
Organisations operate in an ever-changing business environment. They must constantly evaluate if their business processes, or chain of value-added activities, are still capable of sustaining expansion or, at the very least, allowing them to survive. Budgetary control is perhaps the most used tool for planning and controlling organisational performance.
McKinsey (1922) argued that in order to effectively govern an operation, performance standards should be established and documented in the budget.
Today, budgeting remains the fundamental technique of organisational control. Its advantages include the fact that managers are restricted to spending limits that must not be surpassed, as well as the availability of several technological systems that help speed the budgeting process.
According to Hilton and Platt (2020), budgeting is the most basic activity in financial departments, and it is widely recognised as the most prevalent means of aiding planning and management within businesses.
Other researchers, such as Hope and Fraser (2003), established a strong opinion, saying that budgeting should be eliminated in a dynamic setting with constant quick change since it is dysfunctional. Hanninen (2013) adds to these assertions, claiming that traditional budgeting cannot be applied in today's world, which is constantly changing and is viewed and catalogued as a relic from the past.
Budgeting is used by 90% of firms for a variety of goals, including planning, motivating employees, and coordinating activities.

In the words of Liyanage and Gooneratne (2021, p28) "a traditional budgeting system typically entails setting standards, recording actual performance and comparing it with the plan, identifying and reporting variances on a routine and regular basis, and finally, regulating actual performance by way of remedial action".
Although the traditional budget is commonly utilised these days, there are some concerns about its limited applicability in today's highly unpredictable and rapidly changing globalised company environment, as well as advancements in information technology and the daily cycle, product descriptions.
"Traditional budgeting, although an annual meeting, is fixed, rigid and bureaucratic, prevents firms from adapting to change, rarely focused on strategy and competitors, time-consuming and expensive to practise." (Liyanage and Gooneratne, 2021, p28).
There are arguments for improving traditional budgeting through enhanced implementation budgeting and planning procedures, often known as better budgeting, as well as moving away from traditional budgetary management under the motto beyond budgeting. (Nelly, Bourne, and Adams, 2003). The term better budgeting refers to the creation of numerous improved budgeting approaches that improve the emphasis and accuracy of budgeted outcomes.
From a theoretical standpoint, it encompasses enhanced methods such as zero-based budgeting, and budgeting using activity budgets/rolling forecasts. Traditional budgeting's inadequacies have resulted in two approaches: improved budgeting and beyond budgeting.
The original concept of budgeting maintains to the old concept of budgeting while improving it to make it simpler and more relevant.
The second concept, on the other hand, argues for a drastic change and proposes altogether abolishing budgets.
Because of the fast changes in the market environment, the traditional budget cannot absorb the rapid flow of information required to maintain a competitive advantage, rendering it obsolete.

According to Nelly, Bourne, and Adams (2003), using a traditional budget system in a dynamic environment has a number of disadvantages, including coordination issues and inefficiency, as well as decreased organisational flexibility and ability to manage opportunities, threats, and changes in customer requirements.
"Budget should be eliminated as it is fundamentally flawed”. (Libby and Lindsay, 2010). According to Libby and Lindsay (2010), discontent with traditional budgets is growing due to the following complaints:
1. Budgets require too much time to develop.
2. Impairs adaptability.
3. Is detached from the firm's strategy.
4. Use it as a fixed performance contrast. (Libby and Lindsay, 2010)
5.Budgets become outdated quickly after approval due to unforeseen changes in monitored variables, indicating a lack of adaptation to changing conditions. 
 6.Traditional budgets reinforce old notions of thinking and organisation. This could be a barrier to change inside a corporation. 
7. Plans and budgets prioritise results above causes. 
8. Budgeting is typically done annually and aligned with the financial reporting cycle. This cycle is outdated in today's rapidly changing business world. 
9.The budgets are not related. Companies have varying plans and budgets during different time periods. (Dokuli, 2016)

Following an accumulation of studies, Libby, and Lindsay (2010) believe that these complaints are exaggerated and that the budgets continue to be operational.

In recent years, there has been a growing scepticism about traditional budgeting's effectiveness and adaptability in the contemporary business environment, with several researchers arguing either for or against it, presenting various justifications.
According to Asogwa, Etim and Elias (2017), research was carried out on traditional budgeting for a wider understanding of its meaning in relation to today's business environment. This research highlights the benefits but also the disadvantages of traditional budgeting in today's fast-paced business environment.
There are arguments for and against this idea.
Arguments in favour of traditional budgeting: Researchers argue that budgeting is a critical component of management accounting in all organisations, and that the main issue is not budgeting itself, but how it is applied in each unique organisation. Regardless of all the criticisms brought to the budget, it is still widely used in organizations, regardless of negativism.
Arguments against traditional budgeting: Certain researchers regard budgeting as an outdated approach that cannot adjust to constant fast changes in the competitive market and, on top of that, takes a significant amount of resources and time. It is also seen as the primary cause of employee dysfunction, which has an impact on organisational flexibility and adaptation. (Asogwa, Elias and Etim, 2017)














3.0 Conclusion 



In conclusion, based on the stock and cash budget estimates, the Edwards company fails to meet the bank's requirement to reduce the overdraft and maintain the minimum stock provided and requested. A succession of proposals and activities were provided, discussed, and advised to help the organisation overcome its current condition.
In order for a system of budgeting to be implemented in an organization according to the information presented above, corporations must prioritize productivity and social work habits.
According to previous presentations, the traditional budget has been heavily criticised in recent years by experts and researchers due to its inability to adapt to unexpected changes in market conditions and the annual nature of the reporting period, which does not reflect the realities of today's ever-changing business environment.
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