
PRINCIPLES AND CONCEPTS OF FINANCE
Budgeting Principles and Approaches


Executive Summary

Beyond just numbers on a spreadsheet, the budgeting process forms the cornerstone of a business's financial planning and serves as a guide for reaching its objectives (Ferro, 2023).
A basic tool for financial management, budgeting helps people, organisations, and governments efficiently plan, distribute, and oversee their financial resources. The main ideas and advantages of budgeting are examined in this executive overview, along with typical practices and process difficulties.

In order to assess the performance of the business, we will be creating a planned profit and loss account in addition to a stock and cash budget for Edward’s (camping gear) business.  We will be outlining the issues that the company is anticipated to encounter over the next six months as well as potential solutions that management may implement.
In addition, we will critically evaluate the circumstances that must exist within an organisation for a budgeting and budgetary management system to be effective. Specifically, we need to briefly explain four issues about people's actions that management should consider while implementing such a system.
We will also look at methods to traditional budgeting in a rapidly changing business environment. There have been numerous debates on traditional budgeting, with many people supporting and opposing its application.  Although traditional budgeting has long been a mainstay of financial management, there are several issues with it that might limit responsiveness, organisational agility, and strategy alignment.
Additionally, "Beyond Budgeting," which questions the traditional annual budgeting procedure, will be examined. It promotes a decentralised, adaptable, and more flexible method of financial management.

Even when you create your own personal budget, having more control over your finances through a budget can help you meet your savings objectives. Setting new, realistic goals can feel daunting or uncertain if you don't have a firm understanding of your income and expenses. When creating a firm budget, there aren't many differences (Waugh, 2023).
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Introduction 

What is Budgeting?
An introduction to management and cost accounting is the aim of this assignment.  Over time, budgeting has changed dramatically to reflect shifts in society standards, economic conditions, and technology. Budgeting has its roots in the public sector, where budgets were utilised by governments to manage their spending and income. The first national budget was given in 1760 by the British Chancellor of the Exchequer and again in 1913 by the US President (Ribeiro, 2023).
The industry-leading European text on management accounting, Drury's Management & Cost Accounting, is an extensive authority on all facets of the field.  Accounting, as explained by Drury (2021), is concerned with giving decision-makers access to both financial and non-financial data so they may make informed choices.  
Organisations should think about the revenue they anticipate as well as the costs they anticipate having to pay during this time.  It is a future strategy articulated in formal, quantitative terms. Remember, the primary goal of any business is still to maximize profits; but management must also consider the sustainability of social, economic, and environmental factors (Oncioiu, 2021).  Because budgeting takes time and effort, some managers have shied away from it in the past.
Budgeting is not limited to the business sector; public infrastructure systems, including roads, highways, government buildings, water and sewer systems, school buildings, police and fire stations, and recreational parks, also have a positive social and economic impact.
A government can fulfil the demands of society for public infrastructure while keeping a sound financial position by carefully and methodically implementing public capital management and budgeting procedures ((Srithongrung, Ermasova and Yusuf, 2019).

Of course, predicting revenue and figuring out how much to spend on certain expenses is just one aspect of the process. Business leaders also must deal with a plethora of other issues, such as forecasting capital expenditures, which are substantial acquisitions of fixed assets like new factories or machines (Elmerraji, 2021).

Behavioural discoveries, technological innovation, and shifting public perceptions of money management have all influenced the development of budgeting. We may anticipate ever more advanced and user-friendly budgeting tools and strategies as technology develops.

Budgeting is more than just a financial exercise; it is a critical instrument for strategic planning and organisational success. Budgeting allows organisations to efficiently handle uncertainty, capitalise on opportunities, and achieve their goals by precisely planning, monitoring, and regulating financial resources. 



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 
	 	  	 	 	 	 
Cost of Stock sold	305	293	307	318	344	392
(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   		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)


The (accruals-based) budgeted Profit & Loss Account for the six months ending 30 November is:
	£000	Calculation
Sales 	1420 	 
Cost of goods sold	(994)	  
Gross profit	426 	                                       
Selling expenses	(41)	 
Admin Expenses	(144)	 
Credit card charges	 (26)	                                         
Operating profit	215 	
Interest payable	   (8)	                                         
Profit for the period	207 			

Solution to Edwards

Bank Overdraft
While a bank overdraft can help you manage your immediate demands, it is not a good way to get long-term capital. Overdrafts are a costly method of obtaining core borrowing, despite the fact that they are excellent for balancing the cash flow (gov. wales, nd).

We're informed that the company needs to get rid of its bank overdraft by the end of November, but the cash budget shows that this won't happen. The overdraft has decreased during the period by more than 200%, or £73,000, this is completely unacceptable because the directors need to find a means to meet the bank's standards. 
Bank overdrafts often include interest and fees, which can eat into the organization's revenues. By reducing the overdraft, the organisation saves money, which could lead to increased net revenue.  This additional capital can be spent in the business or used to offer competitive pricing, perhaps stimulating sales growth.
The management needs to look for ways to increase revenue and sales. According to the estimate, sales would be strong in the first three months before beginning to decrease in September and October and then sharply in December.

Refurbishment
According to Splash Contracting & Glass Ltd (2023), controlling labour and material costs can be quite difficult because prices might change and have an effect on profit margins.  The refurbishment demands a considerable upfront expenditure, but the company lacks sufficient liquidity to cover expenses and maintain financial stability during the period.
 It is critical to postpone the refurbishment process because it will save £78,000 and assist pay off the £25,000 overdraft, leaving £5,000 left over. If the business needs to be renovated, management may seek funds from the owners or other investors.  Examine the terms and circumstances of these alternatives to evaluate whether they are appropriate for the business.
September and October sales data appear to be somewhat declining, but November's sales figures are concerning because they drastically reduced.  It is necessary to investigate the causes of this decline.  The decision to refit and the timing of the investment should be made after a careful evaluation of market conditions, financial considerations, and risk mitigation techniques. 




Stock Levels
Before you engage money and effort in increasing or changing your inventory, conduct a thorough physical audit to ensure you know exactly what you have on hand right now (Bonnie, 2023).

The recommended minimum stock level is the minimal amount of inventory that the organisation desires to keep on hand to meet client demand without incurring stockouts. Collect data on actual stock levels for the last three months of the forecast. This data should include the quantity of each item in stock at the start and end of each month. 

The company aims to keep its minimum amount of stock at £70,000.  The stock level throughout the last three months has exceeded the minimal requirement of £70,000 and is quite high.  It's a problem because, in the last three months, sales statistics have plummeted, and stock levels should have decreased as well.  

Management should have conducted more physical inventory, which would have averted the increase in stock levels during the last three months.  In order to help the business satisfy the bank's standards, stock levels for the last three months should be lowered to reflect the anticipated sales figures.

Overstocking can reduce cash flow, especially if inventory is acquired on credit or funded with loans. As inventory remains idle, cash is locked up in items that have yet to be transformed into income, thus jeopardising the organization's capacity to satisfy financial obligations or engage in growth efforts.

Administration Expenditures

Administrative expenses may include senior management wages as well as the costs of general services or supplies.  These expenses are typically not directly tied to a company's production of goods or services and are therefore omitted from gross margins (Tuovila, 2022).  

The fact that administration costs are kept to a minimal is encouraging moving forward.  Low administration costs resulted in a large net profit over the period.  A lean administrative cost structure promotes scalability and adaptability, allowing the company to develop and evolve without incurring excessive costs. 
In this situation, lowering administration costs enables the company to devote resources more efficiently toward core operations that directly contribute to revenue growth and profitability.  Controlling administrative costs contributes to financial stability by lowering the likelihood of cash flow limitations or liquidity concerns. Administrative departments help ensure financial stability and transparency by successfully managing financial resources and expenditures.

Profit and Loss Account

To analyse the planned Profit & Loss Account and its consequences for the period, numerous financial measures and ratios must be considered, including the sales-to-profit ratio.  Begin by reviewing the budgeted Profit & Loss Account for the specified time. This statement summarises the organization's predicted income, expenses, and net profit (or loss) for the indicated time period.
The P&L statement's aim is to demonstrate a company's income and expenses over a set period of time, often one fiscal year.  Investors and analysts can use this data to judge the company's profitability, often combining it with insights from the other two financial statements (Investopedia, 2024).
An exceptionally high profit for the time period is seen in the planned Profit & Loss Account.  Nevertheless, the gross profit margin is only 30%, less than the necessary 40% benchmark.  With the net profit margin of 15%, this is an excellent outcome because it falls between a healthy (10%) and high (20%) margin.
Conclusion to Edward’s problems
As a manager, you must cultivate a problem-solving mindset in order to handle financial difficulties more skillfully. Instead, than viewing issues as something to be avoided or feared, this way of thinking views them as chances to develop and learn (LinkedIn Community, 2023).  Management may efficiently handle budgetary issues and set up the company for long-term financial success and stability by implementing these proactive measures.  

It is worrying that the overdraft has reduced during the period. The management needs to find measures to boost sales and revenue. Delaying the renovations is essential to the business's ability to pay off the overdraft.  Particularly in the last three months, the stock level has raised the threshold; therefore, to represent the expected sales figures, the stock levels should be lowered.  In terms of administrative expenses, the business is doing well. Over the period, a sizable net profit was produced by low administration costs.  
The anticipated Profit and Loss Account shows an extremely large profit for the time period. It signifies that the company's operations are generating large revenue, resulting in a good financial position.  Businesses can improve their financial performance, eliminate risks, and position themselves for long-term growth and success in the marketplace by using effective stock management, cash management, and budgeted profit and loss management procedures. 







Conditions for Successful System Budget

A successful budget is essential to the success of any organisation, regardless of whether it is created annually or as rolling predictions that are implemented all year long (The Encore Team, 2020).  To guarantee that a budgeting system is successful in directing financial decisions and accomplishing organisational objectives, a number of prerequisites must be met. The following are the essential requirements needed for a budgeting system to succeed:

The budgeting system is given direction and purpose by well-defined objectives, which guarantee that financial resources are distributed in a way that advances organisational priorities as a whole. The effectiveness of a budgeting system depends on the strong backing and dedication of top management. Support from the leadership cultivates accountability, promotes involvement at all organisational levels, and establishes the value of budgeting inside the company.

An efficient budget depends on having access to current, accurate financial and operational data. To make well-informed decisions, track performance against budgetary goals, and pinpoint areas in need of modification or improvement, organisations require accurate information.  Relevant stakeholders from throughout the organisation must be involved in effective budgeting systems. Organisations may make better, more realistic budgets by utilising the knowledge and insights of managers, department heads, and important personnel who are involved in the budgeting process.

Having realistic goals can assist a firm or individual gain a better sense of vision and structure, as well as monitor progress and identify priorities.  This improves the chances of success and raises the general efficacy of budgeting procedures. After setting realistic goals and creating a suitable budget, the next step is to simply track your income and expenses. Keeping your financial data organised throughout the month can make this process easier and more efficient.


There are always ways to make a budgeting method more efficient and productive. You may want to revisit it at regular intervals to determine which elements are working and which are not.  Incentives and rewards linked to budgetary performance can inspire personnel to stick to budgets and meet targets. Recognising and exceeding budgetary targets can help to build an accountability and performance excellence culture inside the organisation.


By ensuring that these elements are met, organisations may build a strong and effective budgeting system that supports strategic decision-making, drives performance improvement, and, ultimately, contributes to achieving organisational goals.


Behavioural considerations of Budgeting

According to Cote (2020), managers may utilise financial statements as tools to influence decisions, inspire teams, and keep an eye on the larger picture in addition to tracking performance, budgets, and other indicators.  Using internally generated reports and a variety of techniques and instruments, managers can generate data regarding the expenses and profitability of various products and business segments.

The terms "control" and "planning" are sometimes used interchangeably, leading one to believe that they have the same meaning. Control and planning are two quite different ideas (Seal et al. 2019).  Planning entails creating goals and creating different budgets to reach these goals. Control refers to the actions made by management to make sure that all areas of the company operate in accordance with organisational policies and to raise the possibility that the goals established during the planning phase are met. 

Budget management entails sharing plans and objectives with executives, coworkers, and stakeholders. Professionals with advanced communication skills, such as budget managers, can efficiently and simply communicate financial patterns, budget estimates, and reports (Indeed Editorial Team, 2023). When implementing a budgeting and budgetary control system, management needs to take into account a range of behaviours that employees inside the organisation display. Four important things about these behaviours are as follows:

Employee resistance to change is one of the main issues that management may encounter. Changes to current roles, duties, and processes are frequently necessary when implementing a budgeting system, and these changes may encounter opposition. When managers purposefully overestimate spending or underestimate income to make it easier to meet budget targets, budgetary slack is another frequent behaviour seen in budgeting.

Implementing a budgeting and budgetary management system can have a big impact on how motivated employees are in a company.  Offering employees opportunities for training and development not only gives them the skills they need to succeed but also shows management's commitment to their professional development. Every employee in the company has a part to play in creating the budget. This include contributing ideas and suggestions during the budget preparation stage, following expenditure caps and financial restrictions, and actively taking part in cost-cutting activities.

The effectiveness and relevance of budgeting processes can be greatly increased by incorporating behavioural conditions. Organisations can create more realistic financial strategies and more accurate projections by identifying and correcting psychological biases like present bias and optimism bias. Ultimately, companies may optimise resource allocation, reduce risks, and enhance overall financial performance by comprehending the human factors impacting financial behaviour. 



Approaches to Traditional Budgeting

In response to criticism of traditional budgeting, modern businesses have gone beyond budgeting techniques and towards improved budgeting (Liyanage and Gooneratne, 2021).  Academics and practitioners have voiced dissatisfaction with traditional budgeting despite its widespread use and plausibility, arguing that it is limited in today's highly volatile, globalised business environment with its intense competition, rapid advancements in information technology, and shortened product life cycles.

Traditional budgeting, sometimes referred to as incremental budgeting, is a popular technique in which the spending for the upcoming budget period are determined by comparing it to the budget for the current or prior period (Sobhy, 2023).  

However, as Osorio (2024) points out, one major drawback of traditional budgeting is a lack of enthusiasm for new or inventive budget additions. Using and depending on previous budgets as models for future expectations may provide little room for new spending, departments, and/or ideas.  Despite being a widely used approach in many businesses, it has certain known disadvantages:

Costly and time-consuming:  The traditional budgeting process drains large amounts of time and resources from the finance department and individual business units while giving little value in return.  As a result, many organisations are looking at new budgeting methods that are more efficient, flexible, and responsive to changing business conditions.
According to Capgemini (2020), preparing a budget is a time-consuming process that necessitates an intensive review of the previous year's budget. Organisations typically require four to five months and 20% of managerial time.

Limited Resource Flexibility: In quickly changing corporate environments, resource requirements can vary unpredictably. Traditional budgeting, with its fixed allocations and lack of flexibility, may limit the organization's capacity to quickly reallocate resources in response to shifting priorities or new possibilities. 

Traditional budgets are usually static, established for a specific time frame, usually a year. Due to its inability to make real-time adjustments in response to shifting priorities or conditions, this might be troublesome when working with constrained resources.
According to Corbitt (2023), a lack of flexibility makes it more difficult to properly manage urgent financial demands without endangering other parts of the budget, which can cause stress and dissatisfaction.


Short-term Focus: Traditional budgeting frequently prioritises cost-cutting aims for the future period while failing to consider long-term value development prospects. This short-term mindset may result in decisions that prioritise immediate cost savings above investments in innovation, quality improvement, or strategic projects that could yield more value over time.  Setting firm long-term objectives might be challenging when using rolling forecast budgets because the budget is always fluctuating. Confusion and inconsistent practices may result from this within the bank (Firica, 2023).

Inaccuracies and data entry errors:  Traditional budgeting frequently requires manual data entry, which is prone to human mistake. Transcribing figures from numerous sources into spreadsheets or budgeting software raises the possibility of typographical errors, lost decimal points, or inaccurate computations.  Furthermore, traditional budgeting frequently employs formulae and mathematical computations to forecast revenues, expenses, and financial indicators. Errors in formula setup or application can lead to faulty computations and forecasts, resulting in incorrect budget estimates.

Decision-Making Processes: The budgeting process frequently includes resource allocation, project funding, and investment priorities. When these decisions are made centrally by a small group of decision-makers, power can be concentrated in the hands of those who oversee budget approval and oversight. These problems can inhibit effective resource management, especially when working with restricted resources. Organisations may investigate alternative budgeting systems that provide more flexibility, a focus on outcomes, and better alignment with strategic goals.


Beyond Budgeting – The Preferred Choice

Beyond Budgeting is the concept of eliminating traditional budgeting methods in order to eventually improve managerial control over an organisation. By discarding standard budgeting processes, a corporation hopes to create a highly decentralised organisational framework and an adaptive set of management procedures (Schmidt, nd).  A deeper understanding of Beyond Budgeting can be attained by utilising some strategies that have worked well in actual situations in the past. Among these methods are:

Compared to the yearly budget, rolling forecasts provide more frequent updates on expected financial performance. They are usually generated on a monthly or quarterly basis.  Unlike traditional budgets, which are fixed for a specific time period, rolling projections are constantly updated to reflect the most recent information and changes in the business environment.  Beyond Budgeting promotes a culture of ongoing learning and development in which strategic direction and future decision-making are influenced by KPI performance findings. KPIs are openly shared with all members of the organisation, guaranteeing that everyone is aware of the organization's goals and performance standards.
It's true that evaluating a company's manager doesn't always depend just on their prior performance but also on outside standards. Organisations are encouraged by Beyond Budgeting to compare their performance to external benchmarks rather than focusing only on internal measures.  A key component of the Beyond Budgeting management style is giving operational managers the ability to respond quickly and adaptably to changes in the business environment.  To quickly adapt to shifting market conditions or consumer wants, managers can make real-time strategic adjustments, resource allocations, and action coordination.

Sustainable Budgeting

Sustainable budgeting is significant because it connects financial resources with environmental, social, and economic sustainability goals, thereby contributing to society's overall resilience, equity, and prosperity.  According to Basil-Jones (2024), due to resource, time, and money constraints, some organisations may struggle to persuade stakeholders that budget allocation for sustainability is a must-have rather than a nice-to-have.

Sustainability faces numerous challenges on a variety of fronts, including environmental, social, economic, and governance issues.  In order to successfully incorporate sustainability into budgetary decision-making, it is crucial to guarantee alignment across all dimensions when thinking about sustainable budgeting in terms of concepts, policies, and practices.

The relationship between sustainable development and economic growth is complex and frequently debated. While economic growth has historically been assessed using metrics such as Gross Domestic Product (GDP), sustainable development emphasises a more comprehensive approach to success that considers social, environmental, and economic elements.

Principles: The fundamental ideals and objectives that direct financial decisions are established by sustainable budgeting principles. Policies: Sustainable budgeting policies convert concepts into workable rules and processes for creating, allocating, and carrying out budgets. Practices: Putting rules into place and incorporating sustainability concerns into routine budgetary tasks are two aspects of sustainable budgeting practices. 

Organisations may effectively integrate sustainability into budgeting processes by harmonising principles, policies, and practices, ensuring that financial resources are allocated in a way that advances environmental, social, and economic objectives.  Establishing trust with stakeholders, managing risks, promoting innovation, and generating long-term value for the company and society are all possible when sustainability is integrated into budgeting procedures. 











Conclusion

In conclusion, a number of crucial factors are necessary for a budgeting system to be successful. First and foremost, efficient resource allocation depends on a clear alignment with the organization's goals and strategy. Second, ownership and commitment to the budgeting process are fostered by robust top management support and the active participation of stakeholders at all levels. Thirdly, although responsibility and continuous development are fostered by performance measurement and evaluation, open communication and flexibility enable response to changes in the corporate environment.

Also, significant and crucial for a good budgeting system is the introduction of behavioural aspects into the budgeting process.  Understanding and addressing human behaviours and biases allows organisations to improve decision-making, communication, and build a more positive and collaborative work environment.
Traditional budgeting has its advantages, but organisations must carefully consider its fit in today's fast-paced and unpredictable business environment. By investigating alternative methodologies such as Beyond Budgeting, organisations can improve their capacity to handle complexity, drive performance, and achieve long-term success.

Traditional budgeting is based on defined aims and centralised control, whereas Beyond Budgeting emphasises flexibility, decentralisation, and a commitment to continual learning and adaptation. Beyond Budgeting is more adapted to today's dynamic and uncertain business contexts, where organisations must be nimble and adaptable to change to thrive.

The budget, in summary, is a crucial tool for efficient planning and management inside a business. It aids in the effective and efficient allocation of resources and the prioritisation of tasks within an organisation (Chibuike, 2023).  The goals, objectives, and resource needs of the organisation must all be carefully considered when creating an effective budget. Stakeholder cooperation and communication are also necessary to guarantee that everyone is on board with the budgeting process and its results.

Effective planning and control are crucial for organisational success in today's fiercely competitive and quickly evolving corporate environment. The accomplishment of these aims depends heavily on budgeting, which is also a vital instrument used by organisations to manage their resources and accomplish their objectives.  It forms the foundation of financial management and is essential to preserving responsibility, sustainability, and openness in company operations.








Appendix

Stock Budget Calculations
Opening Balance (stock level June £125,000) + Purchases of Stock = Cost of Stock Sold
Cost of Stock Sold – 70% of Sales = Closing Stock
Repeat the process each month, bringing the Closing Stock amount forward to the Opening Balance of the subsequent month.

Cash Budget Calculations
Sales Income x 0.6 (60% Credit Card) x 3% (Credit Card Charges) = Cash Receipts
Cash Payments
Administration Expences – Depreciation = Administration
Stock Purchased – One Month’s Credit
Repayment of Loan – Bank Loan £7,000 monthly
Selling Expences payable in the following month
Taxation, Interest payments and shop refurbishments as is.

Cash receipts – Cash payments = Cash surplus (deficit)

Cash surplus (deficit) + Opening balance (£25,000 overdraft deficit) = Closing balance
Each month's closing balance should be carried forward to the opening balance of the subsequent month.

Profit and Loss Account Calculations
Sales – 260 + 270 + 270 + 220 + 210 + 190 = 1420
Cost of goods sold – 1420 x 70% of sales
Gross Profit – 1420 x 30%
Selling expences – 8 + 8 + 7 + 6 + 6 + 6  
Admin Expences (excluding depreciation) – 26 + 25 + 23 + 24 + 24 + 22
Credit Card charges – 1420 x 0.6 x 3%
Gross profit – selling expences, admin expences and credit card charges = Operating Profit
Interest Payable – 6 months x 7,000 x 20%
Operating profit – Interest payable = PROFIT FOR THE PERIOD
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