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Executive Summary

In the first part of this report, it will be presented an overview of the budgeted financial statements of the company provided for the six months. In addition to providing information about the corporation's profit and loss account, the employer also includes a budget for stock purchases, cash receipts and payments, and financial information, such as stock purchases and cash receipts. Observing the budget, in August and November, there are surpluses in cash receipts, while there are deficits in June, July, September, and October, mostly due to the purchases of stock and equipment refurbishment, as well as the return of capital.
Furthermore, the company can increase profits by reducing stock purchasing when stock purchases are high, d it can also be used to increase sales by promoting products, offering discounts, and announcing a new product launch. Additionally, it concludes that a reduction of inventory and improved sales can lead to better financial standing and a more efficient operating environment.
The second part of this assignment is to provide an understanding of what a budget is as well as the tools and techniques used for producing a budget and the benefits of creating one. It will also be explained how companies examine the challenges and solutions that can be encountered when creating a budget and sticking to it and learning how to overcome them. 
This report will also explain how budgeting involves estimating income and expenses for a period and developing a financial plan. Also, how organizations and teams need budgeting skills to execute initiatives and reach goals, which is one of the key skills for business owners, executives, and managers.
Making a budget is the process of determining what your financial goals are and how to achieve them. By allocating your funds based on your sources of income and expenses, you can learn how to manage your money more effectively. To manage your spending, prioritize your goals, and ensure that your financial goals are met, you need to create a budget that will assist you in controlling your spending, prioritizing your goals, and keeping your finances in order.
For people of all ages and income levels, budgeting can be an extremely useful tool for helping them to manage their finances. A budget can help you make informed financial decisions and minimize your risk of becoming in debt, whether you are a student, a young professional just beginning their career, or a retiree.
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Introduction

Anthony & Govindarajan, (2007) defined a budget as a written plan for allocating scarce resources over a specified period in response to competing demands over a specified length of time. Also, Hansen & Mowen, (2006) insist that management control and performance standards are defined based on the plan, measured, and reported regularly, and corrected if insufficient to meet or exceed the plan. Defining budgeting as more than just managing money illustrates the idea that managing resources, in general, is part of budgeting. To reach goals and improve performance, goals, and performance standards must be set, progress measures must be taken, and corrective measures should be taken when necessary. Furthermore, the perspective acknowledges that organizational objectives must be achieved with the best allocation of resources (Templar, 2001). 
Kaplan & Atkinson, (2015) shows that there are several types of budgets, but the most basic consists of projected income and expenses over a specified period. To avoid overspending, it is necessary to subtract expenses from projected income before allocating the remaining funds to projects and initiatives. Based on this, you can ensure that you will not plan to go over budget. Budgeting can be approached in several different ways, but some basic principles remain the same no matter what. A budget is a valuable tool that will allow you to keep track of all your income and expenses, categorize your expenses, and set savings and investment goals. As a result of gaining a better understanding of your financial situation, you can make more effective use of your resources, which will benefit you in the long run (Cagan, 2018).

Budgeting has some obvious benefits: if a business runs out of funds, it cannot operate. Therefore, all teams must have a complete understanding of the cash flow plan (Banks, 2018). 
Moreover, Larimore (2011) explains that budgeting serves several other important purposes beyond ensuring the sustainability of the business:
Establishing clear expectations and targets helps other teams to tailor their work to achieve them while setting targets for costs and revenues in your budget.
The funding of this project is essential. It is important to understand how you will spend the money if you are seeking additional investment from venture capital firms or banks. As well as seeing budgets you have made and followed in the past, they will be looking for evidence of your abilities.
The result is an avoidance of difficult discussions. There will always be exciting ideas and campaigns that individuals would like to run, but setting a budget ensures you have a firm understanding of how much will be allocated to each campaign, so expectations are managed.
A budget enables businesses to have more control and visibility over expenditures than they have ever had before. This is a major advantage (Cote, 2022). 


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) 	 (41)	(45) 	(18) 	(12) 	 (25)
Closing balance	(41) 	 (45)	(18) 	(12) 	(25) 	13 








The (accruals-based) budgeted Profit & Loss Account for the six months ending 30 November is:
	£000	Calculation
Sales 	1370 	 230+220+250+240+220+210
Cost of goods sold	(959)	 1370 x70%
Gross profit	411 	   30% x 1370                                    
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 	411 – 44 – 144 - 12
Interest payable	   (6)	 6m x 5000 x 20%                                        
Profit for the period	205 	211 - 6

 

Investigating the company budget for the 6 months and what can be changed for a better profit.

Planned supply: As well as the stock purchased and costs of goods sold, the budget shows the opening and closing balances for each month. To calculate the closing stock, subtract the opening stock plus the stock obtained from the cost of goods sold. In August and November, more stock was obtained by the company, resulting in higher closing balances.
Budget for cash receipts and payments: It also shows opening and closing balances, as well as cash receipts and disbursements for each month. August and November show a cash surplus, as opposed to June, July, September, and October when the company had a cash deficit. There is a deficit caused by stock purchases and refurbishments, whereas there is a surplus caused by increased sales and reduced expenses.
Profit and loss budget: Revenue and costs of goods sold are included in the budget, as are gross margins and operating expenses. A profit calculation is also included, as well as interest payable. Expenses associated with selling, administrative, and credit card charges are included in gross profit, which is calculated as 30% of sales, and a profit of £205,000 is expected for the next six months.   

It may be possible for the company to increase profits in the end by making the following budget changes: 
Stock purchases can be reduced: June, September, and November are months when stock purchases are high, so the company could reduce stock purchases then. In this way, gross profit can be increased, and costs can be reduced. In addition to reducing its inventory, a company can achieve better financial results by reducing the amount of stock they purchase. A budgeting process is critical to effective management control, according to Merchant and Der (2017). A company may be able to increase profits by reducing its stock purchase amount and some examples of initiatives will be marketing and product development. Furthermore, Simons (2010) points out that keeping large sums of inventory increases storage capacity and controlling costs. The financial standing of a company increases when stock purchases are reduced, resulting in a more efficient operation.
Sales growth: Promoting products, offering discounts, and launching new products are ways in which a company can boost sales. Increasing sales directly impact revenue and profit for a company, as Kotler and Keller (2016) explain. It is possible to boost profitability by reducing costs through economies of scale because of increased sales. Moreover, a company will benefit from a higher market share, which will give it an advantage over its competitors.
Expense reduction: Reducing advertising expenses and renegotiating supplier contracts are some ways that the company can reduce selling expenses, as well as lower administrative costs. In the context of strategic planning, Luehrman (1998) recommends using "real options," which is the active management of a portfolio of options. Cutdowns on unnecessary expenses are a key method of creating value as well as investing in more productive activities can be possible by freeing up resources.
Consider delaying the shop refurbishment: If profits are not generated at this point, the company might be able to delay the shop refurbishment. To preserve cash and improve profitability, Skender (1987) argues that firms should delay capital expenditures, such as renovating their stores. This article shows the benefits of delaying capital expenditures through several case studies and examples. Keeping these expenditures at the forefront over other business needs also carries potential risks.
Reduce the amount of interest owed: Saving money can be achieved by negotiating a lower interest rate or paying off the loan earlier. As Smith and Warner (1979) discuss, bond covenants ensure that bond issuers can continue to pay their bondholder’s interest. A company's profitability and cash flow can be significantly affected by bond covenants, according to the authors. Future financing eligibility can also be affected by the same issue. According to the authors, companies can reduce interest expenses by negotiating better covenants.


Budgeting

Traditional budgeting
Organizational performance has always been closely linked to the budgets that are put in place for controlling business operations. Several critics have recently raised their concerns about the budgets produced by the budgeting process (Penne Ainsworth and Deines, 2019). There has been a trend in the last few decades to make businesses less flexible by budgeting as a concept of controlling, even though today flexibility is one of the most important factors that could be determining the success of an organization. 
There were times in the past when traditional budgeting was inefficient, inefficient, and inefficient and many businesses were “diverted” from it (Shim and Siegel, 2008). 
Despite the idea that budgeting should be used to its full potential, Hope and Fraser (2003) maintain that budgeting poses challenges due to its function. In addition to forecasting, planning, authorizing, and making decisions, a budget can also be used to evaluate management performance and motivate them. By preparing an annual budget, an organization can improve its long-term plans. The management of a company sometimes makes hasty decisions, which can jeopardize the growth of the company's plans and by planning, managers are more likely to anticipate future problems. The two budgeting models Hope and Fraser recommend are one for planning and forecasting and one for motivating employees.
In their article "Who Needs Budgets?" Hope and Fraser, propose two budgeting models:
Beyond Budgeting Model:  A guiding set of principles can be used to develop a practical and adaptive management process, rather than relying exclusively on traditional budgeting processes. Performance is measured based on relative targets and benchmarks rather than fixed budget targets in this model. Continuous planning and forecasting are key components, as well as decentralized decision-making and the use of benchmarks to measure performance rather than fixed budgets.
Better Budgeting Model: It aims to improve the traditional budgeting process by increasing its efficiency and effectiveness. As part of this model, budgeting has been simplified, time and resources have been reduced, and non-financial managers have been involved in the budgeting process. Additionally, it stresses the use of multiple budget scenarios, the development of key performance indicators (KPIs), and the alignment of incentives with performance goals.

Over the past year, consultants, managers, and practitioners have advocated abandoning traditional budgeting procedures and implementing radically decentralized management processes which are referred to as Beyond Budgets, a concept that has attracted a lot of attention in the management world. A traditional budget is often used as a tool to control the activities of a business in its day-to-day operations (Schmitz, 2020). 
Billingsley et al., (2017) sustain that the traditional approach to budgeting involves preparing a detailed plan for the income and expenses an organization or individual may expect for a given period, usually one year. The past performance of a business can be used to predict future performance and has been used for many years in various industries. Several limitations of traditional budgeting systems have been described by Kaplan and Norton (2001), including their timewasting detailed, and inflexible nature. Customer satisfaction, employee morale, and process improvements are not considered because it focuses too much on financial measures.
As a result of traditional budgeting, managers are often invented to consume all their budgets to avoid funding reductions the following year (Jain & Khan, 2017). Consequently, this may result in unnecessary expenditures and an inefficient allocation of resources as a result. In organizations with a stable environment and predictable revenue streams, traditional budgeting remains a popular approach to financial planning (Horngren et al., 2017). As a result, managers can allocate resources according to their priorities and make informed financial decisions.
Traditional budgeting, even though it has weaknesses, remains a prevalent way to plan your finances. This method has several weaknesses, which managers should consider before opting for it. Other possible methods include rolling estimates or looking beyond budgeting. It may be more advantageous to align these approaches with the objectives and values of an organization (Gul et al., 2019). 
In addition to writing extensively on management accounting and budgeting, Colin Drury is a British academic and author and said that budgeting is a topic he has discussed many times in the past. The main criticism Drury (2007) makes of traditional budgeting is its rigidity and inflexibility. According to the author, budgets are often based on theories that may no longer be relevant in the future and this stifles innovation and creativity as it inhibits the growth of new ideas. Additionally, he believes that to be successful, it is important to have a budget that is flexible and adaptable.
According to Drury, budgets can also serve as a means for evaluating performance, and, in his view, they may encourage executives to focus mainly on short-term goals and overlook long-term objectives as a means of evaluating performance. Using a holistic approach to performance evaluation, he suggests that one should consider a wider range of factors in addition to financial targets when evaluating company performance.
A strategic approach to budgeting, Drury emphasizes, should be considered when considering budgeting, as it considers the broader organizational goals and objectives. In addition to recommending budgets be viewed as a tool for planning and resource allocation, rather than a tool for evaluating or controlling, Drury also argues that budgets should not be viewed in a controlling or evaluating manner.

History of budgeting 
Since the beginning of human history, budgeting has been an important aspect of daily life. Managing your business effectively and making decisions based on key performance indicators requires budgets to be utilized by owners, managers, and controllers. Although the traditional budgeting method has been used for many years, many find it to be limited today (Radcliffe, 2016). 
As mentioned by Hope and Fraser (2003), traditional budgeting does not meet today's competitive environment due to the emergence of new technologies and its inability to adapt to the demands of the information age. Targeted management is often criticized by management consultants who are interested in changing how their organizations manage themselves to be more effective. 
Throughout history, budgeting has played an important role in the management of finances. In summary, let's look at what is involved:

During ancient times, budgeting was practiced by the city-state of Sumer around 4500 BC, when the first recorded instance was recorded. During this period, the government developed a "grain budget" to ensure that the population had enough food.
A central treasury was established by monarchs during the Middle Ages to manage their finances, which took budgeting to a new level. In response, accounting systems were developed, and budgets were created for military campaigns, building projects, and other expenditures.
Double-entry accounting was introduced during the Renaissance, improving the accuracy of financial records, and facilitating budgeting. Furthermore, more sophisticated budgeting techniques were required during this period due to the growth of commerce and trade. 
Mass production and new industries arose because of the Industrial Revolution. New budgeting techniques were developed to help businesses manage their finances more efficiently, such as cash-flow forecasting and variance analysis. 

Singh (2019) said that every level of society, from individuals to governments and corporations, relies heavily on budgeting to manage finances. Software and apps that can assist people with tracking their spending and managing their budgets in real-time have made budgeting easier and more accessible with modern technology.

Bragg (2016) confirmed that a budget is an important tool that has many purposes in terms of forecasting and planning, authorization, decision-making, motivation, evaluating the performance of managers, etc. In addition, it serves as a means of predicting and planning. By developing and updating annual budgets, an organization can indicate a better understanding of its long-term goals and aspirations. Some managers make hasty decisions during meetings, which can have a detrimental effect on the growth of the plan they have set. Managers must be encouraged to anticipate problems in the future by implementing a budgeting process (Horngren, Datar, & Rajan, 2012).



Conclusion

Having said all this, the purpose of this report is to provide an overview of the annual budgeted financial statements of an organization. Due to stock purchases, equipment refurbishment, and return of capital, the fluctuations in cash received and paid throughout the year can be seen in this report. As part of the report, several important suggestions were made for developing a financial plan and achieving financial goals, including the importance of budgeting. Furthermore, the article explains the importance of creating a budget for individuals and businesses of all income levels and emphasizes the benefits of doing so. As well as discussing the challenges and solutions associated with budgeting as well as the need for business owners, executives, and managers to possess budgeting skills to succeed in the business world, the report also discusses new trends. Managing your finances effectively is one of the most important skills that you can possess as an individual or an organization. Budgeting helps you prioritize your goals and manage your finances efficiently in the long run.
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