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Executive Summary 
Edwards, a chain of 15 Camping Gear shops, faces financial challenges as it aims to eliminate a £25,000 overdraft by November. Reviewing plans for the next six months, Edwards encounters cash flow deficits, excessive stock levels, high selling expenses, and loan repayment strains. To address these issues, management must negotiate payment terms with suppliers, adjust purchasing levels, scrutinize selling expenses, and renegotiate loan terms. Edwards must ensure monitoring, communication, flexibility, and defined objectives in order for budgeting and control to be successful. In addition, behavioural factors including motivation, game-playing, reluctance to change, and short-term attention should be taken into account by management. The inflexibility, time-consuming process, and dependence on past data of traditional budgeting present difficulties in a company environment that is changing rapidly. Edwards can be improved at managing volatility if flexible budgeting techniques are used and a transparent and adaptive culture is developed.
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[bookmark: _Toc163130216]Introduction
The realm of budgeting strategies (formal approach to managing a collection of reserves) has changed significantly in the past few years, with many companies shifting from conventional incremental budgeting processes to more innovative ones. The annual expenditure plan has drawn flak for being inadequate and for obstructing the successful implementation of strategic change, which is what led to this shift. (Baloch et al., 2021).  A six-month examination of the budgeting plans of Edwards, a network of fifteen stores providing camping gear, has been initiated in reaction to shifting market dynamics and financial challenges. This report attempts to examine Edwards' financial requirements, deal with possible issues the company may have in the upcoming months, go over the prerequisites for effective budgeting and budgetary control, and assess conventional budgeting methods in light of a fast-changing business environment (Baloch et al., 2021). Through a comprehensive evaluation of these factors, recommendations will be provided to guide Edwards towards a more adaptive and effective budgeting strategy.
[bookmark: _Toc163130217]Required Part A 
[bookmark: _Toc163130218](i) Stock budget for Edwards
	Stock budget for Edwards

	
	May
	June
	July
	August
	September
	October
	November

	
	£000
	£000
	£000
	£000
	£000
	£000
	£000

	Sales Income
	250
	260
	270
	270
	220
	210
	190

	Cost of Goods Sold (60% of Sales) 
	150
	156
	162
	162
	132
	126
	114

	Purchases of Stock 
	205
	180
	170
	203
	200
	180
	195

	Closing Stock
	100
	104
	108
	108
	88
	84
	76



The projections used in Edwards' stock budget are based on the anticipated sales revenue and related expenses for the specified months. It is anticipated that sales income will progressively rise from May to July, reaching its peak in August, and then progressively decrease from September to November. This upward trend is reflected in the cost of goods sold, which is estimated to be 60% of sales and varies according to sales revenue. Stock purchases are scheduled to satisfy expected demand, with modifications made to correspond with estimated sales statistics. The closing stock statistics, which show a decline that corresponds with the predicted sales trend, represent the expected inventory levels at the conclusion of each month. This budget gives Edwards a well-organized strategy for controlling inventory levels and related expenses within the designated time structure, facilitating efficient inventory management and financial forecasting.

	Cash budget for Edwards

	 
	May 
	June
	July
	August
	September
	October
	November 

	Sales Income 
	250
	260
	270
	270
	220
	210
	190

	Purchases of Stock 
	205
	180
	170
	203
	200
	180
	195

	Administration expenses
	25
	26
	25
	23
	24
	24
	22

	Selling expenses
	9
	8
	8
	7
	6
	6
	6

	Taxation payment
	 
	 
	 
	20
	 
	 
	 

	Interest Payment 
	1
	1
	1
	1
	1
	1
	1

	Shop refurbishment
	 
	34
	26
	18
	 
	 
	 

	Taking Stock Level as Opening Balance FMO (May) 
	 
	 
	 
	 
	 
	 
	 

	Opening Balance
	125
	170
	250
	350
	417
	437
	467

	Closing Balance (Opening balance + Receipts - Payments)
	170
	250
	350
	417
	437
	467
	462



The cash budget for Edwards comprises sales revenue, stock purchases, selling and administrative costs, tax payments, interest payments, and store renovation charges. It additionally demonstrates the anticipated cash flows for the specified months. The initial balance fluctuates during the duration of the term, depending on the projected receipts and payments, and represents the amount of money on hand at the start of each month. Sales revenue makes up the majority of receipts, while payments cover a range of costs and liabilities, such as stock purchases, selling and administrative fees, taxes, interest, and store renovation expenditures. The projected cash position at the end of each month is displayed by the closing balance, which is calculated by adding the opening balance to the receipts and deducting the payments. This gives Edwards an understanding of its liquidity and sustainability.
	Monthly Budget for Edwards

	 
	May
	June
	July
	August
	September
	October
	November

	Income 

	60% of Customers pay with a
Credit card
	150
	156
	162
	162
	132
	126
	114

	Receivables Cash 
	100
	104
	108
	108
	88
	84
	76

	3% to credit card business
	5
	5
	5
	5
	4
	4
	3

	Total
	246
	255
	265
	265
	216
	206
	187

	Fixed Expense 

	Taxation payment
	 
	 
	 
	20
	 
	 
	 

	Interest Payment 
	1
	1
	1
	1
	1
	1
	1

	Shop refurbishment
	 
	34
	26
	18
	 
	 
	 

	Total  Fixed Expenses 
	1
	35
	27
	39
	1
	1
	1

	Variable Expenses 

	Administration expenses
	25
	26
	25
	23
	24
	24
	22

	Selling expenses
	9
	8
	8
	7
	6
	6
	6

	Total Variable Expenses
	34
	34
	33
	30
	30
	30
	28

	Remaining 
	211
	186
	205
	196
	185
	175
	158

	Balance 
	211
	397
	602
	798
	983
	1158
	1316



Edwards' monthly budget for the months of May through November displays the expected revenue, fixed costs, variable spending, and residual balance for each month. Given that 60% of consumers pay using credit cards, revenue from these transactions is included in the income column. This results in cash receivables and a 3% fee to the credit card company. Tax payments, interest payments, and store renovation expenditures are all included in the fixed expenses. Selling and administrative costs are examples of variable expenses. The remaining balance for each month is determined by the budget by subtracting fixed and variable expenses from the overall income. With the use of this budgeting technique, Edwards is able to predict its financial performance, allocate resources effectively, and guarantee that there are sufficient funds on hand to pay for investments and expenses. These actions support both strategic planning and financial stability.
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	Profit & Loss Account

	Category
	Total Amount (£000)

	Revenue:
	 

	Sales Income
	1670

	 
	 

	Cost of Goods Sold:
	 

	COGS
	1002

	 
	 

	Gross Profit:
	668

	 
	 

	Operating Expenses:
	 

	Administration Expenses
	169

	Selling Expenses
	50

	Interest Payments
	7

	Card Charges 3% of Sales
	50.1

	Total Expenses:
	276.1

	 
	 

	Net Profit
	391.9



Revenue: The revenue generated by sales is shown here. The sales income in this instance is £1670, indicating the entire amount of money made from the sale of goods or services.
Cost of Goods Sold (COGS): The costs directly related to creating the offered goods or services are included in this section. The cost incurred to buy the stock that was sold is shown here in the Purchases of Stock amount of £1002.
Gross Profit: The difference between revenue and cost of goods sold is known as gross profit. It is £668 in this instance. It indicates the profit generated after the subtraction of the direct expenses incurred in creating the sold goods or services.
Operating Expenses: These are the costs associated with managing the company's regular activities. It consists of £276.1 in administrative costs, £50 in selling costs, £50.1 in card charges payments, and £7 in interest payments.
Card Charges 3% of Sales: When processing payments made with credit cards, credit card issuers generally charge a percentage of the transaction amount as a processing fee. In this case, Edwards was charged 3% of every sale that was made with a credit card. The amount of £50.1 shows how credit card transaction fees impact the business's baseline.
Total Expenses: Operating expenses are totalled in this section and the amount is £276.1.
Net Profit: The amount that remains after deducting total expenses from gross profit is known as net profit. Here, it is £391.9, which is the total profit the company made after deducting all costs, such as taxes and operational expenditures.
This profit and loss account, which has been budgeted, provides a summary of the anticipated financial performance of the company for the six months ending on November 30. It indicates the total income, total expenditures, and net profit as a result.
[bookmark: _Toc163130220]Part B: According to the Profit & Loss Account that was provided, Edwards might run into a few issues over the duration of the following six months.
[bookmark: _Toc163130221]Problems Identified
[bookmark: _Toc163130222]Low Net Profit Margin
A low net profit margin is a sign of inefficiency, pressure from competitors, or problems with cost control. It could be the consequence of intense competition, price sensitivity, or growth-related investments. Companies may evaluate financial performance closely and look for chances for revenue growth while concentrating on cost reduction, pricing optimization, and efficiency improvements (Srebro, et al, 2021).
A measure of a business's profitability is its net profit margin which is calculated by dividing net profit by sales income. Given the low net profit margin in this instance (£391.9/£1670), Edwards looks to be operating with a constrained profit margin. This could be an indication of operational inefficiencies, pricing plans or cost management inefficiencies.
[bookmark: _Toc163130223]High Cost of Goods Sold
A high cost of goods sold £1002 may indicate inefficiencies or higher than average expenses for procurement. Businesses can reduce this risk by negotiating better prices with suppliers, optimizing their manufacturing procedures, or looking for different sourcing solutions. Reducing expenses without compromising product quality can also be achieved by keeping an eye on inventory levels and optimizing the supply chain (Kumala and Siregar, 2021).
In comparison to Sales Income, the Cost of Goods Sold (COGS) is comparatively elevated. This may indicate that Edwards utilizes a sizable amount of its earnings to buy stock, which could have an effect on profitability. If the business is unable to effectively handle inventories, negotiate better terms with suppliers, or limit procurement prices, a high COGS of £1002 may become an issue.
[bookmark: _Toc163130224]Operating Expense
All expenditures associated with operating a firm are included in operating expenses; this includes the cost of goods sold. Administrative expenditures including salaries, rent, utilities, marketing, and other overhead costs required for regular business operations are usually included in these costs. Sustaining profitability and long-term financial viability requires efficient operating expenditure management (Srebro, et al, 2021).
In comparison to the gross profit, the operating expenses which include selling, administration, tax and interest payments are high. This suggests that Edwards is spending a lot of money to maintain its business. Insufficient management of these costs may decrease earnings and impair the company's financial performance.
[bookmark: _Toc163130225]Several Actions Management Could Take
[bookmark: _Toc163130226]Cost Control Measurement
Establish processes in place to keep costs under control for every component of the company, such as operations, overhead, and purchasing. This might involve identifying areas where operational efficiencies can be increased, optimizing inventory management to lower carrying costs, and renegotiating contracts with suppliers to get better pricing (Lee and Zhong, 2022).
[bookmark: _Toc163130227]Revenue Enhancement Strategies
Examine methods to increase sales income by launching marketing campaigns, branching out into novel product categories or markets, and improving relationships with customers. Edwards can increase overall profitability and improve its top-line growth by increasing sales volume or optimizing pricing methods (Dang and Tran, 2021).
[bookmark: _Toc163130228]Efficiency Improvements
Concentrate the focus on increasing organisational efficiency and simplifying processes. This could involve allocating resources optimally to enhance productivity, cutting waste and redundancy, and investing in automation and technology to accelerate processes (Lee, 2022).
[bookmark: _Toc163130229]Financial Planning and Analysis
Perform a comprehensive financial analysis to identify areas that require improvement and create insights that can be contributed to practice in decision-making. This could entail projecting future financial performance, evaluating the effects of different scenarios through sensitivity analysis, and creating plans to reduce risks and capture opportunities (Dang and Tran, 2021).
Over the next six months, Edwards can enhance its financial performance and solve the issues that have been discovered by putting these management measures into action. To achieve long-term sustainability and success, however, management must constantly monitor key performance indicators and modify strategy as necessary.
[bookmark: _Toc163130230]Part C: Conditions for Successful Budgeting and Budgetary Control for an Organizations
Effective budgeting and budgetary control, which offers an organized method of planning, regulating, and assessing financial performance, are essential elements of financial management for businesses. But for these processes to be successful, a few requirements need to be accomplished: 
Clearly specified Goals and Objectives: The general goals and objectives of any business should be the budgeting and budgetary management processes. Well-defined goals provide a structure for creating practical spending plans and guarantee that financial choices align with strategic goals. (Simons, 2019). 
Effective Management Support and Management: Budgeting systems must be properly implemented and carried out successfully, and this demands strong management support. In addition to providing the required resources and actively participating in the budgeting process, management should also highlight the value of budgetary control in all facets of the company. (Macintosh, and Daft, 2019).  Strong accounting systems and accurate, timely financial data are essential for budgeting. Incorporating significant stakeholders into the procedure fosters accountability and ownership, guaranteeing that practical operational requirements and limitations are appropriately addressed. (Ghasemi, et al, 2019). Staff members who are used to current procedures can object to the implementation of a budgeting system. To make easier the transition, management should respond to concerns, explain the advantages of budgeting, and offer assistance and training. (Mauro, Cinquini, and Pianezzi, 2021).  
Motivation and Incentives: Performance-based incentives and awards may have an impact on workers' willingness to commit to budgetary goals. It is the responsibility of management to establish incentives.  
Programmes that harm Budgetary Slack: To provide flexibility in their budgets, managers may purposefully exaggerate costs or underestimate earnings. To minimize the occurrence of financial slack and guarantee the precision of budget projections, management ought to cultivate a climate of openness and responsibility. (Mauro, Cinquini, and Pianezzi, 2021). 
Communication and Feedback: Resolving problems, making necessary budget revisions, and preserving alignment all depend on efficient channels of communication and consistent feedback systems. Management should promote candid communication, offer helpful criticism, and make it easier for divisions to work together. One’s departmental and individual goals with the general goals of the budget (Jug, Jiang, and Bean, 2019).
Following are the four points linked to behaviours of people which management must take into consideration;
· Motivation: Depending on their unique rewards, motives, and views of the change, employees frequently respond to the implementation of a new budgeting system in different ways. Management needs to think about ways to inspire and involve staff members in the budgeting process so that their work is in line with the company's goals. (Jug, Jiang, and Bean, 2019).
· Opposition to Change: A new budgeting system may encounter resistance from certain personnel because they are reluctant to adopt new practices, fear the unknown, or doubt its efficacy. In order to prepare for and overcome resistance, management should explain the advantages of the refreshed system, offer assistance and training, and involve staff members in the process of making decisions.
· Game-Playing: To accomplish departmental or personal objectives, employees occasionally resort to changing budget statistics or hiding information. Establishing clear policies and sanctions for unethical behaviour, encouraging responsibility and openness, and fostering an environment of honesty and integrity are all important tasks for management. (Ghasemi, et al, 2019).
· Short-Term Focus: When taking part in the budgeting process, employees may put quick outcomes or short-term aims ahead of long-term strategic goals. In order to promote a balanced strategy that takes into account both immediate specifications and long-term sustainability, management should offer incentives and assistance. Frequent performance evaluations and comments can also assist staff members in maintaining their focus on attaining success over the long term. (Jug, Jiang, and Bean, 2019).
[bookmark: _Toc163130231]Part D Critical evaluation of traditional approaches to budgeting
Conventional approaches to budgeting frequently have a number of inherent problems that diminish their effectiveness in the fast-paced business-related world of today. Among these drawbacks is the annual budgeting process, which takes a lot of time and is rigidly programmed which can result in plans that are out of date or irrelevant when things change rapidly. (Matějka, Merchant, and O'Grady, 2021). In addition, conventional budgets often create a culture of "budgetary slack" in which managers can play with numbers to reach irrational targets while ignoring long-term strategic goals. Furthermore, because traditional budgets are based on top-down, hierarchical methods that restrict flexibility and creativity, they frequently fail to promote cooperation and innovation inside businesses. (Nasution, 2020). All things considered, these shortcomings make it more difficult for conventional budgeting techniques to encourage flexible decision-making, adapt to changing market conditions, and promote sustainable development in the current hectic corporate environment. 
The usual budgeting methods, incremental budgeting and zero-based budgeting have been the mainstay for years for many companies. Incremental budgeting requires estimating revenues for the next year and then taking the previous year's budget and increasing or decreasing it based on calculated proportion., therefore adding or subtracting a fixed percentage. Zero-based budgeting redesigns budgets from the ground with every budget cycle using managerial efficiency and rationalization and optimizing all categories (Vindrola-Padros, and Johnson, 2020). Although, the traditional models of managing business by the organisations which are driven by the force of technology, globalisation, and consumers' tendencies today have some limitations. The incipient budgeting process will systematise the inefficiency as the use of last year as the starting point doesn’t take the external variations into account (Bartocci et al., 2023). The world changes faster than the companies' budget level, and that can create problems. It should be noted that incrementalism makes adjusting to cover market disruptions harder as well. If the distribution of funds to emergent products and channels isn't directed in the right direction, the company will definitely miss these opportunities.
The zero-based budgeting is an example of the non-incremental approach which has a few shortcomings, such as the need for extensive involvement of employees and restructuring of the already validated activities to create a budget from the very basics (Chen, and Zheng, 2021). This may be detrimental to the organisation's capacity because it will halt activities and reassign concentration to budgeting. In the age of fast-moving industries such as technology and consumer goods, taking months offline leads to a company's future falling behind all its competition. Zero-based budgeting, to a large extent, fails to do away with manager forecasts, which are often inaccurate (Gemino et al., 2021). To that end, it adapts to dramatic environmental factor changes. Adoptions, for instance, of rolling forecasts and value-based budgeting that move away from conventional budgeting processes may represent a more flexible and efficient way of addressing the current turbulent environment. For instance, quarterly or monthly forecasts with flexible reviews may respond to current events in the market. Value-based budgets that align in accordance with strategic goals, and will continue to be relevant even during times of change remain a central roadmap for an organisation. Adding these with the cost and revenue outlook makes your reaction quicker to change. Depending on the mixing of approaches to budgeting, both old-fashioned and modern ones tailored to each company’s unique situation will allow actors to adequately respond to various severe environment changes.
Cumulative budgeting is regarded to be a more traditional form and it consists of determining the budgets of the following year by increasing them by a percentage based on the annual expected revenue changes for instance, increasing all the budgets by 3% over the previous year. Zero-based budgeting extinguished rebuilding budgets from the start of every period by managers looking at core needs and costs then justifying and optimising the operations with a focus on critical travel and training that had to be prioritised while cutting non-critical expenses (Vindrola-Padros and Johnson, 2020). The main idea is that incremental budgeting is focused on small changes to the existing budget allocations  (for example; last year's budget) and zero-based budgeting is re-evaluating all expenses every year on a blank slate (for example; entrance budget). Thus, the zero-based type of budgeting is better in terms of efficiency though it requires more time and analysis to choose the best alternatives.
[bookmark: _Toc163130232]Conclusion
In conclusion, the examination of Edwards' profit and loss account highlights the significance of proactive management practices in resolving monetary issues and guaranteeing sustainable growth. The business's financial stability is at risk in the upcoming six months due to the concerns that have been found, which include a low net profit margin, a high cost of goods sold, and significant operational expenses. However, Edwards can reduce these risks and improve its overall financial performance by putting into practice targeted initiatives that are centred on revenue development, cost reduction, and operational efficiency. Important steps that will assist cut expenses and increase profitability include renegotiating supplier contracts, improving inventory control, and investing in revenue-generating projects. In addition, efficient operations, the use of technology, and careful financial analysis will help with well-informed decision-making and risk reduction. By taking such actions, Edwards can overcome its financial difficulties and place itself in a position that is profitable over the long run in its competitive industry. Prioritizing operational excellence, financial stability, and strategic growth initiatives can help Edwards overcome its current challenges and position itself to take advantage of future opportunities.
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