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Executive Summary

The purpose of this report is to analyze and evaluate the budget planning process for a company over a period of six months. The report aims to provide insights into the company's financial performance and identify areas of improvement in order to optimize financial resources and improve overall profitability. The report begins with an analysis of the company's financial data for the past six months. This includes an examination of the company's revenue, expenses, and cash flow. The analysis reveals that the company may be facing budget issues and suggest actions that managerial staff can take upon. The report then identifies several key areas where the company can improve its financial performance. First, the report recommends implementing cost-saving measures such as reducing unnecessary expenses and renegotiating contracts with vendors to lower costs. Second, the report suggests increasing revenue through targeted marketing strategies, such as improving and excellent budget planning. In addition to these recommendations, the report suggests implementing a more structured budgeting process that includes regular monitoring and adjustments to ensure the company stays on track. This includes setting clear financial goals and creating a detailed budget plan that considers all potential expenses and revenue streams.
Furthermore, the report recommends establishing a cross-functional team responsible for managing the budgeting process and ensuring that all departments are aligned with the company's financial goals. This team should include representatives from finance, marketing, sales, and operations, among others. Finally, the report emphasizes the importance of regularly reviewing and evaluating the company's financial performance. This includes tracking key performance indicators such as revenue growth, profit margins, and cash flow. By regularly monitoring these metrics, the company can quickly identify areas where it is falling short and take corrective action. Overall, this report aims to provide actionable insights for the company to improve its financial performance over the next six months and beyond. By implementing the recommendations provided, the company can optimize its resources, increase profitability, and achieve long-term financial stability.
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1.0 Introduction

Budgeting, cash management, and performance measurement are essential components of financial management in any business organization. They play a critical role in the success and growth of the organization. Budgeting involves forecasting and planning future income and expenses, whereas cash management ensures that the organization has sufficient cash to meet its obligations. Performance measurement involves setting and tracking key performance indicators (KPIs) and key management ratios (KMRs) to assess the organization's performance against its goals and objectives.
This report offers insights into the value of sound budgeting and management in a business setting, the master budget and cash cycle, and the impact of KPIs and KMRs on the commercial landscape. The first section talks about the value of effective budgeting and management and includes citations from expert literature that describe the outcomes of calculations for the organization that is the focus of attention and its budget planning for 6 months.
The second section explores the master budget and cash cycle, highlighting their significance in financial management. The section examines how the master budget integrates all the functional budgets of the organization and how the cash cycle ensures that the organization has sufficient cash to meet its obligations.
The significance of KPIs and KMRs in evaluating an organization's performance is discussed in the third part. In this section is presented how KPIs and KMRs give a way to quantitatively assess how well a company is doing at reaching its goals and objectives.
The report ends by concluding how effective financial management requires a comprehensive approach that encompasses budgeting, cash management, and performance measurement. A good understanding of these concepts is critical to the success and growth of any business organization.













2.0 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	105 	124 	130 	158 	190 	      176
Stock purchased	180 	160  	203 	200 	140 	195 
	285 	284  	333 	358 	330 	371 
Cost of Stock sold						
(70% of sales)	(161)	(154)	(175)	(168)	(154)	(147)
Therefore, Closing stock	124   	130   	158     	190 	176 	224 


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 0.3 x 3% 	228	 	218	 	248	 	238	 	218	 	208	 
Cash payments	Administration  	(19)	(18)	(16)	(17)	(17)	(15)
Stock purchased  	(205)	(180)	(160)	(203)	(200)	(140)
Repayments of loan  	(5)	(5)	(5)	(5)	(5)	(5)
Selling expenses  	(6)	(8)	(7)	(6)	(8)	(9)
Taxation paid	-	-	(20)	-	-	-
Interest payments	(1)	(1)	(1)	(1)	(1)	(1)
Shop refurbishment	  (11)     -	  (10)	 (12)	    -	       -	       -
Cash surplus (deficit)	 (19)	 (4)	27 	 6	 (13)	38 
Opening balance	(22) 	 (31)	(35) 	 (8)	(2) 	(15) 
Closing balance	(31) 	(35) 	 (8)	(2) 	(15) 	23 


The (accruals-based) budgeted Profit & Loss Account for the six months ending 30 November is:
	£000	Calculation
Sales 	230+220+250+240+220+210= 	1370
Cost of goods sold	(959)	therefore 1370 x 70%
Gross profit	411 	   1370-959 or 1370 x 30%                                    
Selling expenses	(44)	 8+7+6+8+9+6
Admin Expenses	(144)	 26+25+23+24+24+22
Credit card charges	 (12)	1370 x 30% x 3%                                         
Operating profit	211 	
Interest payable	   (6)	 6 x 5 x 20%                                        
		
Profit for the period	205 	211-5





Findings explained.
(a) The stock budget plan shows that the opening balance of the stock for the six-month period starting from June is £105,000. The company plans to purchase stock worth £285,000 during this period. Therefore, the total stock available for sale during this period is £371,000. The cost of stock sold during this period is estimated to be 70% of the total sales, resulting in a cost of £959,000. Thus, the closing stock balance for the six months is estimated to be £224,000.

(b) The cash budget plan for the period to 30 November shows that the company expects to receive cash receipts of £228,000 in June, and the total expected cash receipts for the period is £1,358,000. The company plans to make cash payments of £19,000 for administration, £205,000 for stock purchases, and £5,000 for loan repayments during this period. The selling expenses are estimated to be £38,000, and tax payment is estimated to be £20,000. The company plans to spend £11,000 on shop refurbishment in July. The interest payments for the period are estimated to be £6,000. The cash surplus for the period is expected to be £38,000, and the closing cash balance is expected to be £13,000.

(c) The budget for the six months ending 30 November shows that the total sales for the period are estimated to be £1,370,000. The cost of goods sold is estimated to be 70% of the sales, resulting in a cost of £959,000. Therefore, the gross profit is estimated to be £411,000. The selling expenses are expected to be £44,000, and the administrative expenses are expected to be £144,000. The credit card charges are estimated to be £12,000. The operating profit for the period is estimated to be £211,000. The interest payable for the period is estimated to be £6,000, resulting in a profit for the period of £205,000.

These numbers provide insight into the financial plan of the company for the six-month period, giving an idea of its expected sales, expenses, and profits. The company can use this information to make financial decisions and adjust its operations accordingly.



2.1 Potential issues and management actions

Upon analyzing the calculation above, there are a few potential problems resulting from calculations that the company might face in the next six months, and management can take certain actions to address them.
In the stock budget table, one issue is that the opening stock balance for November is higher than the closing balance in October, indicating that there might be some mismanagement of stock during the period. This can lead to excess stock or stock shortages, which can impact the company's profitability. Management can address this by analyzing the reasons behind the fluctuations and taking appropriate measures such as optimizing inventory levels, improving supply chain management, and conducting regular stock audits to avoid discrepancies (Brigham & Ehrhardt), 2019).
Another problem that can be seen from the cash budget table is that the company is projected to have cash deficits in some months, which could lead to liquidity issues. This could result in the company's inability to pay its bills and meet other financial obligations. As Seal, Garrison, and Noreen (2018) suggest, management can take steps to address this by identifying the causes of the cash deficits and taking corrective actions such as implementing cost-cutting measures, negotiating better payment terms with suppliers, or exploring alternative sources of funding to improve cash flow.
Moreover, the budget reveals that the company's gross profit margin is 30%, which is relatively low compared to industry standards (Thread Curve, 2021). This suggests that the company may be facing pricing pressures or inefficiencies in its operations, which could impact its profitability in the long run. To address this issue, management can focus on optimizing the cost of goods sold, improving pricing strategies, and streamlining operations to increase efficiencies.
In summary, the company may face stock management, liquidity, and profitability issues in the next six months, and management can address them by taking measures such as optimizing inventory levels, improving cash flow, and enhancing operational efficiencies (Epstein & Manzoni, 1998).

2.2 Importance of budgeting and management

In today's competitive business world, effective budgeting and management are essential for a company's success. Budgeting is the process of planning and controlling an organization's financial resources to achieve its objectives. Effective budgeting involves setting targets, prioritizing resources, and monitoring performance. Good management ensures that the company's resources are used efficiently and effectively to achieve its goals (Horngren et. al., 2003). This subheading will explore the importance of good budgeting and management in a company and how it can help the organization to achieve its goals.
The importance of good budgeting:
Effective budgeting is essential for the growth and success of a company (Lawrance & Lorsch, 1967). The following are some of the reasons why good budgeting is crucial:
Planning and control: Budgeting helps companies plan their activities and control their spending. It provides a roadmap for the company's financial activities, which enables managers to prioritize and allocate resources more effectively (Horne, 2004).
Decision making: A well-prepared budget enables companies to make informed decisions. Managers can use the budget to identify areas of potential growth, allocate resources to new projects, and make informed decisions about capital investments (Drury, 2021).
Resource allocation: Budgeting helps companies allocate resources effectively. By setting priorities and allocating resources to the most important activities, companies can optimize their use of resources and improve their overall efficiency (Kaplan & Norton, 1996).
Performance measurement: Budgeting allows companies to measure their performance against their targets. By monitoring their actual results against their budgeted targets, managers can identify areas of improvement and take corrective action when necessary (Anthony & Vijay, 2007).
The importance of good management:
Good management is essential for a company's success. Effective management ensures that a company's resources are used efficiently and effectively to achieve its goals. The following are some of the reasons why good management is crucial:
Efficiency: Effective management ensures that a company's resources are used efficiently. Managers can optimize the use of resources, reduce wastage, and improve overall efficiency (Bhimani, 2006).
Effectiveness: Good management ensures that a company's resources are used effectively to achieve its goals. Managers can set clear objectives, prioritize activities, and allocate resources to the most important activities.
Motivation: Effective management can motivate employees to perform at their best. By setting clear goals and providing employees with the necessary resources and support, managers can inspire their teams to achieve their objectives (Horngren et. al., 2018)
Innovation: Good management encourages innovation and creativity. Managers can create a culture of innovation by encouraging new ideas, rewarding creativity, and providing employees with the necessary resources to develop and implement new ideas.
As Gitman and Zutter (2019) stated, good budgeting and management are essential for a company's success. Effective budgeting enables companies to plan their activities, make informed decisions, allocate resources effectively, and measure their performance. Effective management ensures that a company's resources are used efficiently and effectively to achieve its goals. By prioritizing activities, allocating resources to the most important activities, motivating employees, and encouraging innovation, managers can help their companies to achieve their objectives.

2.3 People Behaviours

For a system of budgeting and budgetary control to be successful within an organization, several conditions need to be present. These conditions are:
Clear and measurable Objectives: The organization should have well-defined and measurable objectives that are aligned with its mission and vision. Budgeting and budgetary control are tools that help an organization achieve these objectives by providing a roadmap for resource allocation and performance measurement (Drucker, 1954).
Effective communication: Budgeting requires communication at all levels of the organization to ensure that everyone understands the organization's objectives and how their actions contribute to achieving those objectives. Effective communication ensures that all stakeholders are aware of their roles, responsibilities, and performance expectations.
Strong leadership and commitment: Successful budgeting and budgetary control require strong leadership and commitment from top management. Leaders must be committed to the budgeting process, providing the necessary resources, and setting the tone for the organization's culture.
Accurate and timely Information: Budgeting requires accurate and timely information to make informed decisions. Organizations should have reliable systems for collecting and reporting financial and operational information to support the budgeting process (Brody & Tropman, 2014).
In addition to these conditions, there are several behaviors of people that management needs to take into consideration when implementing a system of budgeting and budgetary control. These behaviors are:
Resistance to change: Some people within the organization may resist the changes that come with a new budgeting system. It is essential to communicate the benefits of the system, provide training and support, and involve employees in the process to address this resistance (Pillai & Kala, 2013).
Short-term thinking: Some employees may focus on short-term goals rather than long-term objectives. It is essential to ensure that the budgeting system includes both short-term and long-term goals to align employee behavior with organizational objectives.
Gaming the system: In some cases, employees may manipulate the system to achieve their goals. Management should monitor the budgeting process and create checks and balances to prevent such gaming.
Lack of accountability: Some employees may not take responsibility for their performance, leading to poor performance and inaccurate budgeting. It is crucial to create a culture of accountability, where employees are responsible for achieving their goals and held accountable for their performance (Dwyer, 2019).
As it can be seen, for a system of budgeting and budgetary control to be successful, an organization should have clear and measurable objectives, effective communication, strong leadership and commitment, and accurate and timely information. Additionally, management needs to take into consideration the behaviors of people and address issues related to resistance to change, short-term thinking, gaming the system, and lack of accountability. By addressing these conditions and behaviors, organizations can effectively implement budgeting and budgetary control systems to achieve their objectives and improve performance.

2.4 Traditional budgeting 

Traditional approaches to budgeting have been widely used by organizations for many years. However, these methods are increasingly being criticized for being outdated and ill-suited to the fast-paced, dynamic business environment that companies operate in today (Leinwand et. al., 2016). This subheading will evaluate traditional approaches to budgeting and discuss the inherent flaws that make these methods problematic in a fast-changing business environment.
One of the main criticisms of traditional budgeting methods is that they tend to be overly focused on short-term results. These methods often rely on historical data to forecast future performance, which can be unreliable in a rapidly changing business environment (Block, Hirt & Danielsen, 2017). For example, if a company experiences sudden changes in customer demand, economic conditions, or technological developments, these changes may not be adequately captured by historical data. This can lead to inaccurate forecasts and unrealistic budget targets that are difficult to achieve.
Another issue with traditional budgeting is that it can be too rigid and inflexible (Glautier, 2011). Once a budget has been set, it is often difficult to make changes in response to changing circumstances. This can result in missed opportunities and lost revenues, as well as wasted resources on activities that are no longer aligned with the company's strategic objectives.
Moreover, traditional budgeting methods tend to be overly complex and time-consuming, requiring significant resources to prepare and maintain. This can result in a lack of buy-in from employees who are tasked with implementing the budget, as they may not fully understand the goals and objectives that have been set (Buettner, 2017). Furthermore, the complexity of these methods can also lead to a lack of accountability and ownership, as it may be difficult to determine who is responsible for achieving specific targets.
In addition to these flaws, there are several other points that need to be considered when evaluating traditional budgeting methods. First, these methods tend to be overly focused on financial measures of performance, which may not fully capture the value that an organization is creating for its stakeholders. Second, traditional budgeting methods may create a culture of blame and punishment, as employees are held accountable for meeting unrealistic targets that may not be within their control (Horngren et. al., 2011). Third, these methods can be counterproductive to innovation and risk-taking, as they tend to reward conformity and stability over creativity and experimentation. Finally, traditional budgeting methods may also result in isolated thinking and decision-making, as each department or business unit is focused on achieving its own targets rather than collaborating with others to achieve shared goals (Seal et. al., 2018).
This can be concluded that traditional approaches to budgeting have inherent flaws that make them problematic in a fast-changing business environment. These methods can be overly focused on short-term results, rigid and inflexible, overly complex and time-consuming, and may create a culture of blame and punishment. To overcome these issues, organizations need to adopt more flexible and agile approaches to budgeting that are better suited to the dynamic and uncertain business environment of today. This may include techniques such as rolling budgets, zero-based budgeting, or activity-based budgeting, which focus on continuous planning and review rather than fixed targets and rigid structures (Atrill & McLaney, 2011).

2.5 Master budget and cash cycle

The master budget is a comprehensive financial plan that integrates all of an organization's individual budgets and forecasts, serving as a blueprint for the company's operations over a specified period, typically a year (Garrison et. al., 2018). The master budget provides a detailed outline of the company's financial performance in terms of revenues, costs, and profits.
The primary purpose of the master budget is to help organizations plan and control their finances effectively. By developing a master budget, companies can ensure that their financial goals and objectives are aligned with their operational plans, and resources are allocated optimally across various departments (Kimmel et. al., 2018). It is also an essential tool for decision-making, enabling managers to identify potential issues, make adjustments, and take corrective action before it is too late.
One of the key components of the master budget is the cash budget, which outlines the expected cash inflows and outflows over the budget period. The cash budget is critical as it helps companies to manage their cash flows more effectively, ensuring that they have sufficient cash on hand to meet their financial obligations (Mayo, 2015).
The cash cycle is the time it takes for a company to convert its investments in inventory, accounts receivable, and other assets into cash (Sudhindra, 2008). A shorter cash cycle indicates that a company can generate cash faster and is, therefore, more efficient. A longer cash cycle can indicate that a company is holding too much inventory or that its credit terms are too lenient.
Managing the cash cycle is crucial to a company's success, as it directly impacts its liquidity and working capital. By reducing the cash cycle, companies can free up cash, reducing the need for external financing and improving their financial position.
A company can reduce its cash cycle by managing its inventory effectively, optimizing its accounts receivable and accounts payable, and improving its cash collection processes (Tracy & Tracy, 2018). By managing these elements of the cash cycle, companies can improve their cash flows, reduce their reliance on external financing, and improve their overall financial health.

2.6 KPIs and KMRs

Key performance indicators (KPIs) and key management ratios are vital tools for businesses to assess and monitor their performance. KPIs are quantifiable measures that reflect the progress or success of an organization in achieving its objectives (Marr, 2013). Key management ratios, on the other hand, are financial ratios that provide insight into a company's financial performance and position (Walsh, 2008).
The importance of KPIs and key management ratios in the business environment cannot be overstated. Below are some reasons why businesses need to pay attention to these metrics:
Strategy alignment: KPIs and key management ratios help organizations align their operations with their strategic objectives. By setting targets and monitoring KPIs and ratios, management can ensure that they are moving in the right direction and achieving their goals.

Performance measurement: KPIs and ratios provide an objective way of measuring the performance of an organization. They help management to identify areas where they are underperforming and take corrective action.
Continuous improvement: KPIs and ratios enable businesses to continuously improve their performance. By tracking their progress over time, organizations can identify trends and patterns and make necessary adjustments to improve their performance (Mahadevan, 2016).
Decision-making: KPIs and ratios provide valuable information that can inform decision-making. By analyzing these metrics, management can make informed decisions about resource allocation, investment opportunities, and other critical aspects of the business.
Accountability: KPIs and ratios provide a way to hold individuals and teams accountable for their performance. By setting targets and monitoring progress, management can ensure that everyone is working towards the same objectives and taking responsibility for their contribution to the company's success.
As Marr (2012) observes, some of the key KPIs that businesses commonly use include revenue growth rate, customer acquisition cost, customer retention rate, net promoter score, and employee satisfaction rate. These metrics provide insight into the company's performance across different areas, including sales, marketing, customer service, and employee engagement.
Key management ratios, on the other hand, provide insight into the company's financial health. Some of the most commonly used key management ratios include return on investment (ROI), profit margin, debt-to-equity ratio, current ratio, and inventory turnover ratio (Harrison et. al., 2019).
By tracking these ratios, businesses can assess their financial performance and make informed decisions about resource allocation and investment opportunities. For example, a company with a high ROI and profit margin may decide to invest more in its operations to further increase profitability, while a company with a high debt-to-equity ratio may prioritize debt reduction to improve its financial position.











3.0 Conclusion

It is evident that budgeting and management play a crucial role in the success of a business. The master budget, which includes the operating, financial, and capital budgets, provides a comprehensive framework for planning and controlling a company's operations. Additionally, the cash cycle is an essential aspect of financial management that involves monitoring cash inflows and outflows to ensure sufficient liquidity.
Furthermore, key performance indicators (KPIs) and management ratios are crucial tools that help businesses track their performance and make informed decisions. By analyzing KPIs such as revenue growth, profit margins, and customer satisfaction, companies can identify areas that require improvement and develop strategies to enhance their overall performance.
However, it is important to note that traditional budgeting methods may have inherent flaws that limit their effectiveness, especially in a fast-changing business environment. As such, companies need to adopt flexible budgeting approaches that allow for adjustments and changes as circumstances change.
Overall, good budgeting and management practices are critical to the success of any business. By effectively planning, monitoring, and controlling their operations, businesses can achieve their goals, remain competitive, and sustain their growth in the long term.
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