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Executive Summary

This comprehensive report explores the critical role of budgeting and budgetary control in ensuring the sustainability and growth of modern businesses. By examining effective financial management practices, the report highlights the importance of strategic planning, resource allocation, and performance evaluation in navigating the complex business landscape. With a detailed analysis of Edwards's financial forecasts, challenges, and potential management actions, the report offers valuable insights into optimising financial health and strategic positioning.
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Introduction 

Effective financial management is the keystone of sustainability and growth in the dynamic landscape of modern business. Budgeting and budgetary control are crucial for organisations to navigate economic fluctuations, competitive pressures, and strategic planning. These financial mechanisms are not just about numbers; they encapsulate a strategic framework for decision-making, resource allocation, and performance evaluation. The significance of budgeting extends beyond mere fiscal discipline. It embodies a comprehensive process of planning, implementing, and monitoring financial activities against predefined objectives, ensuring that an organisation remains on track to achieve its strategic goals. Budgeting is about foresight—anticipating financial needs, potential challenges, and opportunities—and preparing an organisation to respond effectively.
The report's first section meticulously outlines the financial forecasting undertaken, laying the groundwork for a nuanced exploration of potential challenges confronting Edwards in the forthcoming semester. This segment aims to provide a financial blueprint, guiding the organisation through revenue management, cost control, and capital allocation complexities. Other parts evaluate budgeting - simply having budgeting and budgetary control systems does not guarantee their success. It demands the presence of specific conditions and an enabling environment within the organisation. This encompasses an intricate interplay of organisational structure, culture, processes, and technologies that underpin successful budgeting practices. The prerequisites for effective budgeting are multifaceted, from aligning budgetary processes with organisational structure to fostering a culture that prioritises financial discipline and accountability.
Moreover, as businesses evolve and the external environment becomes increasingly unpredictable, traditional budgeting practices are scrutinised for relevance and effectiveness. This scrutiny has led to exploring and adopting alternative budgeting methodologies, such as zero-based budgeting and Beyond budgeting, which promise greater flexibility, efficiency, and strategic alignment, providing a reassuring path forward in uncertain times.
This report delves into the nature of successful budget control, examining the foundational elements contributing to the effectiveness of budgeting and budgetary control within organisations. It provides insights into traditional budgeting practices, their challenges, and the emerging alternatives that seek to address these limitations. Through this exploration, we aim to shed light on the critical and inspiring role of budgeting in steering organisations toward their strategic objectives, highlighting the conditions necessary for successfully implementing budgeting and budgetary control systems.









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	125	123	104 	118 	164 	197 
Stock purchased	180 	170  	203 	200 	180 	195 
	305 	293	307 	318 	344 	392 
Cost of Stock sold	260x70%	270x70%	270x70%	220x70%	210x70%	190x70%
(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  	     	256 		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)	(21) 	 23	23 	(21) 	(27) 	(24) 
Opening balance	(25) 	(46) 	(23) 	0 	(21) 	(48) 
Closing balance	(46) 	(23) 	0 	(21) 	(48) 	(72) 


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)	                                        
Profit for the period	207 	


Calculation analysis and concerns Identified.

Upon analysing Edwards's stock budget, it is evident that the closing stock figures far exceed the required minimum level of £70,000. This excessive inventory holding, peaking at £259,000 in November, could indicate either over-purchasing or under-selling, leading to tied-up capital that could otherwise relieve the overdraft situation. The closing stock figures in the stock budget far exceed the minimum required level of £70,000 every month. 
The cash budget's closing balance, indicating an overdraft of £72,000 by November and the need to maintain a minimum stock level, suggests that cash is being inefficiently allocated towards inventory rather than reducing the overdraft or investing in growth opportunities. This is a matter of concern, particularly in July, August, and September. Despite projecting cash surpluses, the company struggles to recover from its overdraft position. Consequently, it moves back into a deeper overdraft by November. The company should consider not spending money on shop refurbishment to avoid this situation. Additionally, the loan repayment amount is relatively high every month. Therefore, it would be beneficial to consider refinancing the credit on better terms.
If the organisation goes this way, not only will the initial overdraft not be eliminated, but it will also significantly worsen. The escalation of closing stock in the context of sales and purchases indicates a potential misalignment between inventory management and sales forecasting. With sales receipts declining from June to November, maintaining such high inventory levels seems incongruent with sales trends.
The budgeted Profit & Loss Account shows a gross profit of £426,000 on sales of £1,420,000, a gross profit margin of approximately 30%. However, after accounting for selling expenses, administration expenses, and other costs, the net profit for the period stands at £207,000. This indicates that costs are significantly eroding the gross profit.

Management Actions 
Reassess inventory levels in line with realistic sales forecasts, ensuring they do not excessively exceed the £70,000 minimum unless justified by anticipated sales spikes. This could involve clearance sales or promotions to reduce overstock and align future purchases more closely with expected demand.
Revaluate Purchasing Strategy: Given the surplus inventory, delaying or reducing stock purchases in the short term may be wise, especially in months when the projected closing stock significantly exceeds the £70,000 minimum. Doing this allows us to have more cash available for other purposes, such as decreasing overdrafts. If a company sells camping gear, it should consider reducing its stock during months with unfavourable weather conditions for camping. A simple way to prevent overstock is by keeping track of inventory levels. Management can make any necessary order adjustments by comparing current stock against optimal inventory levels to avoid accumulating too many products.
Organisations need data across multiple departments to avoid overstocking successfully, including purchasing, warehousing, marketing, and sales. Comprehensive inventory management software creates a single source of information that retailers can rely on to analyse real-time inventory levels, current market demand, and all the information required to guard against overstock.
Enhance Sales Forecasting Accuracy: Improve the accuracy of sales forecasts to align stock purchasing decisions with expected sales better. By utilising cutting-edge forecasting tools or carefully analysing fluctuations in seasonal demand, we can improve our operations and stay ahead of the competition. Marketing campaigns can effectively generate sales, but only if research shows existing customer demand. Decisions regarding inventory purchases and marketing initiatives should always be grounded in market demand analysis.
Dynamic Cash Management: Adopt a more dynamic approach to cash management, prioritising reducing the overdraft. This could include more aggressive collection practices for receivables, negotiating longer payment terms with suppliers, and temporarily decreasing discretionary expenses.
Cost Reduction Initiatives: Given the pressure on cash flow and the need to maintain minimum stock levels, identify areas for cost savings. For example, it involves renegotiating with suppliers for better rates, reducing overheads through more efficient operations, and minimising non-essential expenses.
Strategic Financing Options: Explore strategic financing options to manage the overdraft situation effectively. Negotiating with the bank for a more flexible repayment schedule, seeking out lower-interest financing options, or issuing equity if feasible can help save money and reduce overdrafts. By addressing these challenges with targeted strategies, Edwards can better manage its financial health, ensuring that maintaining minimum stock levels does not exacerbate cash flow issues or hinder the company's ability to operate effectively.




Successful budget control 

Budgeting and budgetary control are essential financial tools for any organisation since they help manage resources effectively, predict financial requirements, and align expenses with strategic objectives (Nancholas, 2023). For these systems to be successful, certain conditions and an enabling environment must be present within an organisation. It provides insights into organisational structure, culture, processes, and technologies that underpin successful budgeting practices. 
The organisational framework should facilitate the effective implementation of budgets as a control mechanism. There must be a clear correlation between the organisation's structure and the application and impact of budgeting processes. An adaptable structure tailored to the organisation's scale, technological capabilities, and level of dependency proves advantageous (Bruns, 1975).
The Association of Chartered Certified Accountants (2024) noticed that an organisational culture prioritising financial discipline, transparency, and accountability is essential for effectively implementing budgeting and budgetary control systems. In such an environment, every team member must comprehend the significance of budgeting and adhere to financial guidelines to foster a sense of responsibility and ownership. Encouraging open communication about economic performance and budgetary issues enables proactive problem-solving and continuous improvement in budget management. There should be a correlation between organisational culture and budget-related behaviour. The culture should support budgetary participation and view budgets as valuable tools for managerial roles (Goddard, 1997). However, the relationship between culture and financial control systems can be complex and may require careful management to avoid tension.
Involving all relevant stakeholders in the budget preparation process is crucial to effectively manage budgeting and control finances. This involvement ensures that the budget accurately represents the organisation's current and future states and supports successful implementation (Isaac, 2015). It is essential to comprehend the impact of budgeting on human behaviour. Budgets affect behaviour not only through their numerical values but also through the positive and negative outcomes that accompany them. To achieve the best results in terms of performance and satisfaction, it is vital to have optimal conditions for budget participation and reinforcement contingencies (Cherrington, 1973).
Drury (1992) highlighted the pivotal role of accounting in both the planning and controlling aspects of business management, identifying four crucial functions:
Gathering of Data: Management must thoroughly understand past and present spending patterns. Consequently, organisations allocate significant resources to develop advanced accounting systems that minimise errors and provide a deep insight into their financial operations.
Analysis of Data: While accounting is primarily associated with control mechanisms, its analytical capabilities are vital for strategic planning. It involves adjusting and interpreting financial data to accommodate changes specific to the company, industry trends, and broader economic shifts.
Management of Budget and Control: Accountants are instrumental in crafting and advocating for the planning processes. They are responsible for creating and disseminating forms necessary for recording and managing business operations in detail.
Synthesis and Evaluation: In this stage, accounting combines and aligns all elements, ensuring that proposed budgets undergo thorough assessments for feasibility and profitability. This is to ensure they meet established standards and practices.
Drury (1992) underscores the indispensability of accounting in strategically managing resources, emphasising its critical roles in data collection and analysis, budgeting, and overseeing financial practices.

The success of an organisation's budgeting and budgetary control systems depends on committed leadership, a culture of financial discipline, inclusive and realistic budget planning, and advanced technological tools for monitoring and evaluation. By cultivating these conditions, organisations can significantly enhance their financial management capabilities, ensuring they are well-positioned to meet their strategic goals and respond effectively to changing business landscapes. Implementing these practices requires a concerted effort across the organisation, but the benefits of improved financial performance and strategic alignment are substantial and well worth the investment.  
When introducing a budgeting and budgetary control system, management must consider the following behaviours of people:
Resistance to Changes Individuals within the organisation may perceive the budget as a source of oppression, leading to resistance. Management must address this by ensuring that the budgeting process is fair and inclusive (Radu, 2011).
Need for Achievement: Employees with a strong need for achievement are more likely to engage positively with budgetary participation, which can, in turn, enhance job performance (Yuen, 2007). 
Trust and Job Satisfaction: Trust in the budgeting process and job satisfaction are essential for employees to feel committed to budget goals and perform well. Lack of trust or dissatisfaction can reduce performance and engagement with the budgeting process (Silva, 2023)
Self-Efficacy: Employees' belief in their ability to influence the budgeting process (self-efficacy) is essential. When employees feel that their participation is appreciated and encouraged by top management, it positively impacts their performance (Yuliansyah, 2017). 

When implementing a budgeting and budgetary control system, management must carefully consider the behaviours and attitudes of people within the organisation. Addressing resistance to change and fears of increased accountability impacts motivation and morale, and the adaptation and learning curve is crucial for a smooth transition. By acknowledging and proactively managing these behavioural factors, management can foster a positive environment that supports the successful adoption and operation of the budgeting and budgetary control system, leading to enhanced financial management and organisational performance.
 


Traditional approaches to budgeting in today’s world

Budgeting is creating a plan to spend money based on expected income and expenses (Neumann, 1971). The concept of a budget is integral to nearly all business enterprises, playing a crucial role in fulfilling corporate goals. From the inception to the execution phases, budgeting is vital for any business's sustainability. The accounting framework depends extensively on information regarding costs, standards, performance, and objectives to assist decision-makers and management in allocating resources effectively and prioritising activities (Hansen, 2004). A budget is an essential tool for monitoring organisational performance and facilitating communication of goals (Cote, 2022). It also allows for effective organisational planning and control processes (CMI, 2024). The allocations made in the budget guide the responsibility centres, outlining the objectives or expectations for each unit. By adhering to a set timeframe, we can ensure that our established goals are met. Additionally, budgets are crucial to evaluating performance, developing and executing strategies, and overseeing operational management and control mechanisms, among other functions (Ekholm, 2000). 

Incremental budgeting
Traditional budgeting has been an essential component of financial planning and control for businesses for several decades. Incremental budgeting is a conventional method that follows a simple approach - the previous year's budget or actual outcomes are taken as a starting point and adjusted for expected changes in the upcoming period (ACCA, 2024). This method assumes that past financial patterns will persist, with some adjustments made for known variations like inflation or expected revenue growth. However, the effectiveness and efficiency of this approach have come under scrutiny in a fast-changing business environment (Popesko, 2016). Traditional budgeting is often criticised for being inflexible, time-consuming, and not responsive enough to the rapid changes in the market (Réka, 2014). According to Popesko (2016), one major problem with traditional budgeting is its lack of flexibility. It usually requires setting fixed targets for a year, which can quickly become outdated in a constantly changing business environment. This rigidity can prevent an organisation from adjusting to market shifts, possibly resulting in missed opportunities or ongoing investment in underperforming areas (Ehrhardt, 1991). Nolan (1999) argues that traditional budgeting methods are ineffective and disruptive, leading to demands for alternative approaches that offer a more stable and proactive view of profit potential.
There is a growing trend of incorporating more flexibility into budgeting processes and exploring alternative methods that can better handle modern business challenges (Lorain, 2015). 












According to Pyhrr (1977), in zero-based budgeting, every new budget cycle begins with a baseline assumption of zero, with no reliance on the previous period's budget or expenditures. In contrast, incremental budgeting starts with the previous year's figures (Kaplan, 2024). 
Ibrahim (2019) pointed out that in the zero-based budgeting approach, management at all levels must participate in the budgeting process. The responsibility of initiating this process falls on the shoulders of top management, who must clearly articulate the organisation's goals and objectives to all managerial levels. This initial communication prompts lower-level managers to engage with their higher-ups, discussing essential programs that align with the organisation's aims, thus creating a productive dialogue between different management tiers. This involvement from top management from the outset ensures that they remain informed about whether the distribution of limited financial resources aligns with the organisational goals and objectives, thereby establishing a robust communication and information exchange loop between the upper and lower management echelons.
British Business Bank (2024) says that one of the key advantages is the ability to critically evaluate if each department within a company is receiving the right level of funding. It forces managers to concentrate on present financial requirements instead of relying on historical data, which may not accurately reflect current needs. This can eliminate unnecessary expenditures since every cost must be justified as if starting anew. Moreover, this budgeting method encourages enhanced internal communication. It achieves this by engaging employees in decision-making and aligning them with the department's financial priorities. This participatory approach to setting budget priorities can result in a more efficient and responsive allocation of company resources. 
Zero-base Budgeting is an approach that requires a thorough analysis and justification of every budget line item. Managing large or complex organisations can be a time-consuming and resource-intensive process (ACCA, 2024). Furthermore, it may lead to implementation challenges, and there is a risk that staff may become demotivated due to the constant need for expense justifications, which could be perceived as a lack of trust Kaplan (2024).


"Abandoning traditional budgeting is more of a journey than a one-time decision. Management needs to define a clear vision of what it wants to achieve and how Beyond Budgeting can solve identified challenges."
https://www.bcg.com/publications/2021/the-future-is-beyond-budgeting

Beyond budgeting is a management strategy that questions conventional budgeting practices (Stange, 2021). It prioritises adaptability, value generation, and alignment with strategic goals instead of the inflexible and frequently criticised standard budgeting methods.
Organisations adopting Beyond budgeting might establish new operational guidelines and modify how management interacts, which could lead to new interdependencies within the organisation (Ostergren, 2011).

Beyond budgeting is a dynamic and strategic alternative to traditional budgeting to improve organisational efficiency and flexibility (Willis, 2024). While it offers theoretical advantages, its practical implementation can vary, with some organisations opting for a hybrid approach. The success of Beyond Budgeting depends on an organisation's readiness for change and management's willingness to embrace a more collaborative leadership style. Its principles are aligned with modern management practices, such as agile methodologies, but its widespread adoption has been hindered by its broad scope as a management framework.

Zero-based budgeting and beyond budgeting are two alternative approaches to traditional budgeting. Both methods have their strengths and challenges. Zero-based budgeting involves a detailed analysis of expenses, which can result in significant cost savings and efficiency gains. However, it requires a significant investment of time and resources. On the other hand, Beyond Budgeting takes a more flexible and dynamic approach, which can lead to enhanced responsiveness and competitiveness. However, it also requires profound organisational change.
   


















Conclusion

Exploring successful budget control requires comparing traditional budgeting, zero-based budgeting, and beyond budgeting. This reveals the complexity and evolution of financial planning within organisations. Each approach, whether traditional or innovative, has benefits and challenges that reflect organisations' diverse needs and strategic goals.
The traditional budgeting approach has its advantages in terms of simplicity and predictability, making it an easy-to-follow framework for financial planning. However, its rigid nature and inability to adjust quickly to market changes have resulted in criticism. Consequently, businesses are now seeking more adaptable and responsive budgeting methods.
Zero-based budgeting is a method that aims to promote efficiency and alignment with organisational goals by requiring a thorough justification for every expense. While it offers a more analytical approach to budget allocation, it demands a significant investment of time and resources and may impact employee morale due to its intensive nature. On the other hand, beyond budgeting represents a paradigm shift in financial planning, focusing on adaptability, strategic alignment, and empowerment across organisational levels. Challenging the traditional budgeting foundations offers a pathway towards a more agile and responsive financial planning process. However, its successful implementation requires a profound organisational, cultural and structural transformation and a commitment to continuous adaptation and improvement.
The approach to budgeting should be chosen based on an organisation's unique circumstances, strategic objectives, and cultural context. While traditional methods provide stability and structure, newer practices like zero-based and Beyond budgeting can offer opportunities for innovation and competitive advantage. Any budgeting process should strengthen financial discipline, strategic alignment, and organisational performance by efficiently allocating resources to achieve strategic goals. The journey towards more advanced budgeting practices is an ongoing process, reflecting the ever-changing business environments and the constant pursuit of improved efficiency and effectiveness in financial management.












Appendices 	

Calculations
Sales net 
60% of customers pay with a credit card; the charge made by the credit card business to Edwards is 3% of the sales income value. 
June 260x06x3% =4.68		260-4.48= 256	
July  270x06x3% = 4.86		270-4.86= 265
Aug 270 x06x3% = 4.86		270-4.86= 265
Sept 220x06x3% = 3.96		220-3.96= 216
Oct 210x06x3% = 3.78		210-3.78= 206
Nov 190x06x3% = 3.42		190-3.42= 187
Administration  
Administration expenses – depreciation
June 26-5 = 21
July 25 -5 = 20
Aug 23-5 =18
Sept 24-5=19
Oct 24-5 =19
Nov 22-5 = 17
Sales
Sales = 260+270+270+220+210+190 = 1420
Cost of goods sold 1420x70%=994
Gross profit (Sales x 30%) 1420x30%= 426
Selling expenses 8+8+7+6+6+6 =41
Admin Expenses 26+25+23+24+24+22=144
Credit card charges 1420x60%x3% =26
Operating profit 426-41-144-26= 215
Interest payable 6 months x 7000 x20% =8400
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