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Introduction 

      According to Drury (2020, p.4), Accounting is ‘the process of identifying, measuring and communicating economic information to permit informed judgements and decisions by users of the information’. Accounting and financial information are extremely important for any organisation or household and for the government, as they can be used when making decisions and setting the way forward (Dyson, 2020).
      Financial accounting focuses on the past performance of an organisation and it is mainly compiled in order to present it to shareholders, creditors and other people from outside the organisation. Management accounting offers essential information to the managers who work inside the organisation and this information is used when deciding how the organisations are run .
      This report presents the importance of management accounting through a budgeting exercise and its analysis and the decisions that the organisation’s management can make based on this forecast. It then goes on to present budgetary control systems and types of budgets and ends with a critical analysis of the traditional approaches to budgeting.
      
















Main Findings

Edwards’ Six Months Budget Forecast

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


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


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

 
An Analysis of the Six Months Budget Forecast

      The calculations above are only a forecast, which means that changes can still be made in order to achieve the goals of the organisation.
     We are told that Edwards had an overdraft of £25.000 at the beginning of June, and that the bank asked for this to be eliminated by the end of November. By looking at the budget forecast, not only the overdraft is not eliminated, but at the end of November it is £73.000. Just by eliminating the shop refurbishments in June, July and August (a total of £78.000), the overdraft could be eliminated and have a closing balance of £5.000. 
       Additionally, looking at the administration costs compared to the sales, they seem too high, especially from September to November, when camping gear sales drop. Management could look at ways to reduce these costs ( renegotiate contracts, etc).
      Camping gear companies in the UK saw a great increase in sales in 2020, when camping chairs and tents were sold out by most suppliers. In 2021, the UK-wide camping gear sales increased by 40% compared to pre-pandemic numbers .In 2022, forecasts were showing that the camping equipment market will witness a 7% growth between 2022 and 2028, due to better product offering and growing camping activities . In December 2023, Statista was also published an estimated annual sales growth of 7.66% between 2024 and 2028 . However, the competition in the camping gear stores in the UK is fierce and if businesses don’t keep up in this highly competitive environment, they will not survive. The best example is Go Outdoors, which went into administration in 2020 as a result of COVID  and started closing stores in 2023 – such as the Oxford branch . Edwards’ managers need to take all this information into consideration when calculating their budget. They need to keep trying to boost sales by attracting new customers through promotions and competitive pricing, but also they need to try and keep the loyalty of their existing customers. 
      We are also told that Edwards has 15 stores. Similar to Go Outdoors, the management could look at the least productive stores and make a decision whether to keep them all open, or close a few and focus more on the online presence and ordering system. They would have to calculate all the costs involving the stores – rent, utilities, wages, etc and compare them to the online costs – more remote location where the stock is kept, less staff, but more investment in building the website and managing it, and in transport for deliveries.
      Even with all the encouraging forecasts, the camping gear industry is  seasonal and relies heavily on the weather and on outdoor recreation trends. This also needs to be taken into account when planning the budgets. Addressing all these challenges requires strategic planning, market research, effective marketing strategies and a commitment to providing high-quality products and services that meet the needs of outdoor enthusiasts in the UK.
       One of the costs Edwards has is a bank loan, for which they are paying £7000 a month. One option for the company is to try and re-negotiate the terms of the loan and try and reduce the amount of interest paid (20%). Lenders often agree to renegotiate the terms of a loan, because it can ensure that the loan is paid off by the company.
       The decisions that managers make for an organisation impact the many departments of the business such as marketing, production, purchasing, research and development, finance. If managers don’t have all the budgetary information available, the decisions made may not benefit the organisation (Drury, 2020). For example, Edwards’ managers may decide  to close some of the stores and rely more on online orders, but if they don’t understand what costs the website maintenance involves, or the costs of transport and distribution, they might end up spending even more than before.  



3.Budgeting and budgetary controls

      Budgets are detailed financial plans that are created for a determined future period of time. Companies should always be aware of the revenue expected and of the expenses pending, in order to predict the future surplus or deficit. Budgets are useful for companies as they help managers analyse past events in order to decide future actions. Budgets are presented as cash inflows and outflows, as sales revenues and expenses. All the separate budgets are then merged into a master budget which is presented as budgeted profit and cash flow statements (Drury, 2020).
      Budgets help plan for the future by controlling the actual performance of the company. The fact that budgets are forecasts means that plans can be adjusted in order to reach the goal of the company. Budgets are based on the following features: policies (they are based on the policies of the organisation), data (they are expressed in monetary terms), documentation (they are written down), period (they relate to a period of time) .
      Budgetary control systems can have positive or negative influences on managers, or they could react to them with indifference. If managers react favourably, then the budgets they create are likely to be correct and relevant. However, if managers are not invested in creating accurate budgets, they might prepare budgets that are inaccurate or irrelevant. For budgetary control systems to work, the following elements need to be present:
Consultation – managers should participate in creating the budgets and when installing budgetary control systems.
Education and training – managers should be offered the correct training so they can fully understand the importance of such control systems and the part they need to play.
Involvement – managers should be involved in installing the control systems.
Independence – managers should be given the responsibility of creating their own budgets instead of having them imposed to them.
Non-disciplinary – budgetary control systems should not be used as a means to discipline managers for any variances, unless the variances are caused by negligence. These systems should be used to analyse why variances happened in the first place (Dyson, 2020, p.346).
      When introducing budgetary control systems, managers need to take into consideration the different behaviours that people in the organisation might exhibit:
Resistance to change – employees might fear the new measures and might not understand how they could affect their jobs. They might also feel like they are under scrutiny and that they are given too much responsibility. Managers must communicate and explain the changes to the staff, they must provide training and involve the employees in the development and implementation process.
Gaming and manipulation – if employees don’t understand the need for the new control systems or how they work, they might try to manipulate the data in order to make it look like the targets have been reached or to obtain a favourable performance review. This could undermine the integrity of the budgeting process and distort financial reports. Management need to keep a careful eye on all employees without micromanaging, in order to prevent this damaging behaviour and to promote transparency and accountability.
Motivation and performance – budgetary control systems can influence the motivation and performance of employees. The targets set must be achievable while still aligned with organisational goals and linked to performance incentives. Feedback, incentives and recognition along with opportunities for skill development can increase employee motivation and engagement.
Information sharing and collaboration – in order to have effective budgetary controls, all departments within an organisation need to share information accurately and in a timely manner, otherwise collaboration can be hindered. Management should encourage a culture of openness and collaboration. Building trust  and a sense of responsibility can help achieve budgetary goals.
      According to Marr (2012), managers must be aware of the vital key performance indicators in their organisations, which are vital for understanding if their business is on the right path towards success, or not. The right set of KPI’s can emphasize the areas that need attention in order to reach the company goals. Without them, managers would be making decisions blind and not understanding the critical KPI’s can cause anxiety and can hold people back.
      Another vital piece of information that managers should master is business ratios. Business rations provide the targets and set the standards inside an organisation and are helpful for managers when deciding long-term or short-term strategies. In the very competitive and constantly changing environment that we live in, business ratios keep managers informed on the most important aspects that need to be addressed inside a business. Training the managers of all different departments to understand business ratios will lead to the different departments working better together.
      

      4.Critical evaluation of traditional approaches to budgeting

      Changes are constantly taking place in this competitive business environment, including economic conditions, customer needs and desires, competitors. The management accounting information system should be flexible enough in order to provide whatever data is necessary for decision making in any organisation. The changes appeared in the past three decades: intensified competition led to lower prices, higher quality and more choices, new technologies. Other changes that have occurred are : the growth of the service sector, the emergence of new industries, the growth of e-commerce, product innovation, the growth of outsourcing. All these changes pose huge challenges for the management accountant . Several approaches have been developed to assist organisations with these new challenges:
-just in time (JIT)
-total quality management (TQM)
-the theory of constraints (TOC) (Seal et al, 2019).
      While continual budgeting encourages managers to plan ahead, there has been criticism around the danger of budgeting becoming a mechanical exercise. Managers don’t have the time to spare each month in order to create and analyse budgets. Some believe that many of the problems can be solved by better budgeting systems such as activity-based budgeting and zero-based budgeting, while others believe that a more radical solution is needed (Atrill & McLaney, 2021).
      Criticism of the traditional budgeting systems:
-encourages rigid planning and incremental thinking (a ‘last year plus x’ approach);
-time consuming for managers;
-it ignores key drivers like innovation, developing new products and markets (Drury, 2020)
-cannot deal with rapid change;
-encourages a ‘top-down’ management style;
-protect rather than lower costs;
-promote ‘sharp’ practice among managers (lower sales targets in order to hit targets).
      An alternative to the traditional budgeting systems is the ‘Beyond Conventional Budgeting’. With this new system, rolling budgets and KPI’s such as market share, customer satisfaction and innovations are emphasized. This model promotes a more participative approach to managing the businesses as opposed to the traditional hierarchical structure. It also encourages a more open attitude among employees and the rewards are linked to targets based on improvement instead of meeting the budget. While the traditional model has fixed targets, the ‘Beyond Conventional Budgeting’ promotes stretch targets that can be adapted.
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Appendix 1

Cost of stock sold calculations:
June: 260 x 70% = 182                      July: 270 x 70% = 189                           August: 270 x 70% = 189
September: 220 x 70% = 154          October: 210 x 70% = 147                    November: 190 x 70% = 133


Cash receipts calculations:
June: 260 x 0.6 x 3% = 4.68 = 5
July: 270 x 0.6 x 3% = 4.86 = 5
August: 270 x 0.6 x 3% = 4.86 = 5
September: 220 x 0.6 x 3% = 3.96 = 4
October: 210 x 0.6 x 3% = 3.78 = 4
November: 190 x 0.6 x 3% = 3.42 = 3
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