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Executive Summary 
The purpose of this report is to analyse budgeting and budgetary control within businesses. As part of this, a case study is used of a man named Edward who owns a store chain. By calculating his budgeted profit and loss account as well as a cash flow budget and a stock budget, problems within his business were identified. The purpose of this was to analyse any issues which he may face within the next 6 months of running his business. The tables provided with the data needed to also make recommendations about the ways in which Edward could better improve his cash management. 
Furthermore, budgeting and budgetary control is explained in the aspect of organisations. The purpose of this is to provide the reader with a deeper understanding of the reason why businesses incorporate budgeting principles into their work environment. In addition to this, the conditions which are needed for systems of budgeting and budgeting control to be implemented are discussed. The behaviours of people that management have to take into account when introducing these systems are also taken into consideration. The purpose of this is to give businesses an idea of the significance of internal budgeting as well as the ways in which it can affect employees. 
Finally, at the end of the report, traditional approaches to budgeting are presented and evaluated by giving the advantages and disadvantages of each. These traditional approaches include incremental, static, and zero-based budgeting. The purpose of this is to showcase the effectiveness of these budgeting methods in reference to different organisations working in a fast-changing business environment. 
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Introduction 
My name is Livia Sas, and this report is about budgeting and budgetary control within organisations. Budgeting is a tool used by many businesses worldwide and, if implemented accordingly, it can prove to be a factor of success. Budgetary control is the process by which businesses manage, control and plan budgets, ensuring that they are being followed. To being, there is a case study of a shop owner named Edward whose budgeted profit and loss account, stock budget, and cash flow budget will be analysed. Within this report, budgeting and budgetary control will be analysed further; it is essential to understand how these concepts work to grasp the reason why they are so important. The conditions required for budgeting and budgetary control to be successful will be discussed as well as the varying behaviour of people. This is important because it explains why management must consider these ideas before implementing budgeting and using budgetary control in a business. Finally, the traditional methods of budgeting are discussed. These methods include incremental, static, and zero-based budgeting. In the end, the flaws of these methods are identified, and a conclusion is composed. 
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The Problems Eduard will Encounter 
Firstly, the first problem which can be seen from Edward’s cash budget is his low opening balance in the month of September. The significance of a cash budget, as suggested by Bohannon et al in 1993, is that it provides managers with potential cashflow problems in the near future. The importance of this, in turn, is that managers and business owners can be prepared to make “hasty decisions” in regards to money inflow. By analysing the cash budget table, a significant decrease in opening balance can be seen in the month of September. There is a gradual decrease which begins from July and extends through August and September. This is a problem for Edward because it puts his business in a poor financial position for the month of September and onwards; it could mean he will start making an overall cash loss. 
Managment actions are generally used to increase productivity which, in succession, improves a business’s overall performance (Niehoff, 1990). These actions include planning, organising, problem solving, adapting, innovating, etc. A management action which Edward could use to target this problem is organisation. This is because if he better organises his taxation payments, shop refurbishment payments, and stock purchases, he could decrease the monthly cash payments. In August, Edward is planning to pay his taxation in full (£20,000), this evidently has a negative effect on his opening balance in September. Therefore, if Edward decides to better organise his taxation payments, he can prevent large expenditure which could trigger an overall loss. He could make these taxation payments over a prolonged period of time: £3,333 over the 6 months. The benefit of this would be that the overall opening balance would be more stable. As a result, even if there are fluctuations in his sales/cash inflow he will not be drastically impacted. 
Another issue which Edward might encounter is that his gross profit will be lower than his cost of goods sold as shown in the budgeted profit and loss account. Gross profit is obtained by deducting the cost of sales from the sales revenue (Pizam, 2005). The Profit and Loss Account shows that the cost of sales is higher than the gross profit. A low gross profit results in a low gross profit margin which means that less money is available to Edward’s business when it comes to covering operating expenses: admin expenses. This is a problem because Edward’s admin expenses are relatively high (£144,000). As a result, his profit of the period is much lower than it could potentially be in those six months. 
Management actions can help Edward solve this problem by improving his planning, adapting, and innovating to decrease his admin expenses. As discussed by Dawood (2014), if not properly managed, administrative expenses can “eat into a company’s profit margins”. As a result, the overall profit of the business plumets and the business is threatened. Admin expenses are not directly associated with production and selling of goods, they include factors like rent, utilities, payments, and other overhead costs. One of the sources of cash outflow, as shown in the cash budget, is ‘Shop Refurbishments’. Although, businesses need evolving facilities and technology, these utility payments can be reduced. Shop refurbishments refers to the modernisation and physical improvement of stores. Undoubtedly, this is important to Edward’s business because it maintains the competitiveness of his stores and sets them apart from competitors. However, these payments can be reduced with innovation as Edward could optimise the existing capital that he has. These payments, in total, are worth £78,000. Over the first 3 months, this is a lot of expenditure which affects his overall profit. To improve this, Edward should better plan and adapt to using cheaper alternatives for his store refurbishments. In addition, these payments could be spread out more evenly across the six-month period, so that it prevents a massive loss if cash inflows do fluctuate. Although, if these purchases are important to Edward, he should think about changing suppliers which will offer him cheaper prices for similar products. 
The final problem Edward will encounter is cash deficit which is shown in the cash budget. In June, he will have a £22,000 deficit. In September, he will have a £21,000 deficit In October, he will have a £27,000 and in November a £24,000 deficit. This is a major problem for Edward as it shows more money is being spent than being made. The problems associated with this are, as identified by Berman and Knight, 2008, the limiting of successful business growth, liquidity issues, and increased stress. By being in a cash deficit, Edward is unable to maintain competitive within its business marketplace, causing him to make a further loss. 
Management actions can help Edward improve his cash flow and restore a suitable financial position. By analysing his stock budget, it can be evidently seen that a large portion of cash payments are dedicated monthly to ‘stock purchased’. This causes his business to be in a continuous deficit throughout the 6 months. Edward should work on his ability to delegate the cash within his business by reducing overhead costs. Overhead costs are referred to costs which are not directly associated to production and sales (Eksteen, 2002). As a result, they are not essential to the business. By better organising his cash flow, Edward can decrease these monthly stock purchases and focus on improving his business internally which will decrease his chance of making a cash deficit in the following 6 months. 
















Budgeting and Budgetary Control Within Businesses
Budgeting is an important decision-making tool which is essential for a business’s success (Hope, et al. 2003). As discussed in this book, budgeting should be flexible to a business’s current financial position, allowing them to adapt more effectively to evolving environments. Budgetary control is the process by which businesses, large or small, manage, plan, and control their finances to ensure business success by creating budgets (Buckley, et al. 2012). 
In order to create budgets and to control these budgets internally in a business, specific conditions have to be present. These conditions include having realistic budgets (Boyns, 2010), accurate cash forecasts (Williams, 2016), being flexible (Ekholm, et al. 2006), and effective planning/management (Lidia, 2014). 
To begin, having realistic budgets is important to budgetary control and when setting budgets for a business. This is because by setting budgets with are too low for a business, it can lead to stress for management officials, but it can also stunt the growth of a developing business. It leads managers to chase unrealistic targets which only end up harming the business further in the long-term future (Walther, et al. 2009). By allocating less money towards, for example, stock purchases or admin expenses, a business seizes to flourish in its competitive environment and ultimately fails. Similarly, if budgets are too high, a business is at risk of not making enough profit which leads to less income. This primarily affects workers and the success of the business owner. A low profit business can be seen as useless or a waste of time, if it is not a charity or non-profit business. 
As for budgetary control, having unrealistic budgets could lead to a business being labelled as ‘not credible’ in the eyes of stakeholders (Almazan, et al. 2017). This would cause them to lose confidence in the business and its ability to take decisions. In addition, these unrealistic budgets can lead to financial instability as the business struggles to make enough income to keep up with increasing expenses. Overall, realistic budgets are very important because they ensure that a business is managing its finances sensibly, without making drastic losses of money. 
Accurate cash forecasts are important to creating budgets and managing budgetary control because it provides the statistics to do so. The purpose of a cash forecast is to illustrate the inflows and outflows of liquidity in a business (Fight, 2005). In terms of budgeting and budgetary control, a cash flow forecast is used by management officials to see when the business has enough cash avaliable to meet financial commitments. This is essential in preventing shortages of cash within a business, and to keep it afloat so to say. Furthermore, creating accurate cash forecasts is an important condition within a business because it can be actively used for decision making and planning regarding internal liquidity. Without accurate cash forecasting, making realistic budgets becomes very difficult because the business doesn’t have an idea of its financial position which spreads across numerous months yearly. 
An organisation must be flexible so that it can implement effective budgeting and budgetary control. Business environments are dynamic and require consistent adaptation which can only be achieved through budget flexibility (Ramanauskas, 1962). Firstly, flexibility is important because it fosters innovation and creativity when it comes to setting budgets. Employees and employers are given the chance to experiment with different budgeting techniques: incremental (Dearden, et al. 1984), activity-based (Cooper, et al. 1998), zero-based (Pyhrr, et al. 1973), or flexible (Maher, et al. 2008). The benefits of this are improved financial performance, development employee skills, promotion of innovation and creativity in the workplace, and better adaptation to potential cash fluctuations. 
[bookmark: _Int_Z1phro9G]Finally, the last condition required for effective budgeting and budgetary control in the workplace is planning/management. Planning includes goal setting which is essential to all businesses because it this can be used to determine the financial needs internally which must be met. Budgetary control ensures that these goals are met within a given timeframe. In addition, budgetary control is used to compare the current performance of a business financially to its planned performance. By using management skills, a business can be brought back on track if its performance is lower than what is expected. Similarly, if a business is exceeding expectations and business this can be taken into account and budgets can be altered accordingly. Furthermore, planning and managing cash flow forecasts can help businesses predict potential future trends and any uncertainties which can arise in following months. Budgeting is a tool which helps businesses be prepared for any potential cash flow fluctuations. Finally, planning cash income and outcomes uses comparison of predicted and actual values, this is essential as it is the purpose of budgetary control. Without effective cash planning, budgetary control will prove unsuccessful. Management uses these results and values to take the necessary actions, controlling expenditure and improving overall business performance. 
[bookmark: _Int_0uk5vWTG]Management needs to take into account the behaviours of individuals within the business. These points include individual differences, personnel motivation, performance and participation. Individual differences were highlighted by Barric, et al. In 2013, and they include the varying personalities of people within an organisation. These personalities include attitudes, personal abilities (strengths and weaknesses), motivations, and values. Management needs to take into consideration these factors as they are essential in understanding the unique characters of employees. In doing so, work ethic can be optimised, and overstimulation can be avoided. In terms of budgeting, managers are able to distinguish which budgeting techniques works best for each employee. In addition, under individual differences also falls behavioural biases which managers should be aware of because it is the tendency of some workers to underestimate costs and overestimate revenue. This leads to the formation of unrealistic budgets. 
Personnel motivation (Latham, et al.) refers to the specific factors which drive employees to work to their best abilities and which fuel productivity. When if falls down to budgeting, managers should use budgets to their advantage. Budgeting can increase the motivation of workers by showing them how their performance impacts the overall financial position of the business. As stated previously, workers have personal differences which means it is important for managers to find the key factors which motivate employees: recognition and rewards. When employees stick to the set budget and perform well, they are rewarded. This advice needs to be taken into account so that workers maintain a work ethic while supporting the business. 
[bookmark: _Int_rimbxa6z]Managers have to evaluate and control the performance of employees when implementing budgets and means of budgetary control. It is important that managers analyse and control the costs employees make to ensure that budgets are followed closely. Although, if managers are too controlling over their employees this risks to make them feel belittled and reduce their overall motivation. Management should work to use flexible budgeting which is inclusive to all employees and still provides enough guidance. 
Finally, participation refers to management allowing employees to have an input in the allocation of business budgets. This is because this is something which directly impacts them in their daily work life. Employees behave in different ways and, as such, react in different ways to altering workplace systems. For example, some people may feel overwhelmed with a lower work budget and, as a result, will have a lower work ethic. Therefore, to ensure that employees feel comfortable and well sourced on the changing system, managers should allow workers to contribute to the process. In this way, they are more accustomed to the system and more comfortable working in their environment. 
Overall, budgeting and budgetary control are tools and processes which are essential to a business’s success as it ensure finances are controlled and well thought out. As a result, expenditure is decreased, and organisational profit is optimised. As seen in the case study of Edward, by not implementing budgets, his business was in a constant cash deficit which ranged over the 6 months. When implementing these systems, management should take into consideration the way workers will react towards these changes as every work has a different personality which affects their behaviour. As explained, the significance of this is to ensure workers stick to the budgets as efficiently as possible but also feel comfortable doing so. 



















Traditional Approaches to Budgeting 
To begin, budgets are the most powerful tool when it comes to management control (Cardos, 2014) Traditional budgeting refers to the process by which businesses and organisations worldwide create financial plans and forecasts for, normally, the following year (Asogwa, 2017). These plans stem out of historical data collected from business archives. The budgeting techniques often referred to as ‘traditional budgeting’ are incremental, static, and zero-based budgeting. 
Incremental budgeting is when a business sets a budget based on previously established budgets. This budgeting method takes into account factors such as inflation which cause the set budget to increase or decrease from previous months (Hoole, et al. 1976). The first advantage of incremental budgeting is that it is easy to prepare as the budgets have already been made, managers and department officials only have to increase or decrease this already existing value. Compared to other budgeting types, this one is the easiest to understand; it is only a concept of taking current market factors into account to raise or decrease budgets. As a result of easy preparation, it decreases the time and effort allocated to creating these costs, decreasing the preparation costs of a business. Lastly, one of the most beneficial factors of the incremental budgeting technique is that the results can be seen in a short period of time. This is because by increasing or decreasing an existing budget, a business either has slightly more money than before to spend, or slightly less. This is different from other budgeting types where the budget is completely renewed monthly or quarterly (Liberatore, 2016). 
The first disadvantage of this method, however, is that there is a difficulty of cost control. What this means is that costs can be hard to manage due to constantly assuming that pervious spending was appropriate. Costs are not accurately reevaluated and are accepted without questioning. The result of this, within a business, is that any cost errors go unobserved and, in the long run, can cause a liquidity loss (Budding, et al. 2014). 
Static budgeting is a process by which organisations create a fixed budget monthly, quarterly, or annually. This budgeting method does not take into consideration actual inflow and outflow values, rather it creates a frame which does not change regardless of the actual values. It is a way in which businesses plan their liquidity (Garrison, et al.2006).  One of the advantages of this budgeting method is that, like incremental, it is straightforward in the sense that they are based on fixed values of inflows and outflows, making them simple to comprehend. In addition, static budgeting is good for management as it sets clear goals. This is beneficial for performance evaluations as it can provide a clear comparison between planned values and actual figures (Hansen, et al. 2014). 
Firstly, a disadvantage of static budgeting is that it doesn’t provide flexibility. As mentioned, static budgeting doesn’t focus on actual values and, as a result, doesn’t include unforeseen events. This can pose a challenge to businesses when they have to adapt to their current competitive environment. Furthermore, the main flaw of this method is that it is based on predictions and estimations. This means that, if these values are incorrect to begin with, then the budget with not reflect the organisation’s actual inflows and outflows. Ultimately, the business is left vulnerable to financial fluctuations (Ortmann, 2010). 
The last type of traditional budgeting is zero-based budgeting. Although, some argue that zero-based budgeting is not solely traditional, it can also be modern, but that ultimately falls down to the way it’s implemented (Bragg, 2018). In terms of traditional budgeting, ZBB is not like the other two methods. Zero-based budgeting does not have an automatic rollover where the expenses of previous months stay unchanged. For this method, each new expense is reevaluated, and a new budget is made. The first advantage of zero-based budgeting is that it is more cost efficient due to baseline costs starting from scratch. This means any unnecessary expenses are not added on and eliminated which decreases the expenditure of useless overhead costs. Another advantage of this budgeting technique is that it is more flexible than the other methods evaluated. Zero-based budgeting gives businesses the opportunity to respond to changes in the market by regularly assessing expenses. The significance of this is that businesses can shift their liquidity new, emerging urgencies and opportunities. 
However, a disadvantage of zero-based budgeting is that it is time-consuming (James, 1977). Unlike other techniques, this method requires more effort, consideration and time. For a business to justify and reevaluate all its expenses, it requires a lot of resources. In the short-term run, this could negatively impact the business because it takes away the attention of workers from areas where it is potentially most needed. 
In conclusion, traditional budgeting methods mainly focus on historical data which the business has obtained throughout its years of service. This data is used to create new budgets for the business whether that be as a direct-rollover or starting completely from scratch. These traditional budgeting methods have flaws which need to be considered by businesses before implementing in a fast-evolving environment (Mattessich, 1964). For example, the fact that incremental and static budgeting use previous data to create new budgets puts businesses at a disadvantage. This is because, in a fast-evolving environment, the prices and needs of specific produce changes due to various external factors. Zero-based budgeting is advantageous in this aspect because all the budgets start from scratch, independent of the ones in previous months. Although, the disadvantages which comes with zero-based budgeting is that it takes more consideration than incremental and static.
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(c) The (accruals-based) budgeted Profit & Loss Account for the six months ending 30

November is:

Sales

Cost of goods sold
Gross profit
Selling expenses
Admin Expenses

Credit card charges

Operating profit
Interest payable

Profit for the period

£000
1420

(994)
426
(41)
(144)
(25.56)

215.44
_(84)
207.04

Calculation
260+270+270+220+210+190

therefore (70%x 1420)
8+8+7+6+6+6

26+25+23+24+24+22
60% x 1420 x 3%

6m x 7000 x 3% (Note 5)
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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

(60% of sales) (182)  (189)  (189)  (132)  (147)  (133)

Therefore Closing 123 104 118 164 197 259

stock

(b) The cash budget for the period to 30 November is:

June July Aug Sept Oct Nov

£000 £000 £000 £000 £000 £000
Cash receipts 255 265 265 216 206 187
Sales net of
Cash payments

Administration @n 0) (18) 19 19 an

Stock purchased (205) (180) (170) (203) (200) (180)
Repayments of loan 7) 7) 7) 7) 7) 7)
Selling expenses 9) 8) 8) @) 6) 6)
Taxation paid - - (20) - - -
Interest payments ()] ()] ()] ()] ()] ()]
Shop refurbishment 34- _(26) (18) () - -
Cash surplus (deficit) 22 23 23 21 27 24
Opening balance 25 A7 24 1 22 49

Closing balance




