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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's end. The analysis of the given financial plans of the next six months speaks of the fluctuation in the sales and profitability, hence it indicates the possible inefficiencies in the cost management and expense allocation. The stock budget and cash budget calculations shed light on inventory management issues and cash flow constraints, emphasizing the need for proactive financial planning and risk management.
To address these challenges, the strategic management actions should be implemented by Edwards, by optimizing cost structures, enhancing cash flow management systems, and exploring revenue diversification. In addition, encouraging a culture of support within the organization and using alternative budget models, like Beyond Budgeting and Zero-Based Budgeting, can strengthen agility and adaptability in strategic planning and financial controls.
Edwards can reinforce its financial effectiveness, establish strong resilience and growth in the retail market competitiveness by taking prompt actions to tackle the financial problems and by adopting innovative budgeting methods. Then, we need to have strong leadership and good communication skills and a willingness to develop constantly as an organization.
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[bookmark: _Toc1087631927]Introduction
This report provides an analysis of Edwards' financial situation, focusing on budgeting principles and approaches. Edwards, a franchise of 15 camping gear stores, faces the challenge of eliminating a £25,000 overdraft by the end of November. The assignment aims to develop a critical understanding of financial management principles and concepts within a real-world context. The objectives include preparing a stock budget, cash budget and budgeted Profit & Loss Account for the 6-month period ending 30 November. Additionally, the report will address potential challenges highlighted by the calculations and recommend management actions to mitigate these issues. The report's structure consists of a general part with financial management principles, Edwards' financial status analysis, successful budgeting conditions discussion, psychological aspects in budgeting examination, a traditional approach to budgeting assessment, and a summary. Through this analysis, insights into effective financial management practices and strategic decision-making will be elucidated.
 
 
 

[bookmark: _Toc1882314875]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
	 
	 
	 
	 
	 
	 

	Stock purchased
	305 
	293  
	307 
	318
	344
 
	392 

	 
	 
	  
	 
	 
	 
	 

	Cost of Stock sold
	
	
	
	
	
	

	(70% of sales)
	(182)
	(189)
	(189)
	(154)
	(147)
	(133)

	Therefore Closing stock
	123   
	104   
	118     
	164 
	197 
	259 


 The cash budget for the period to 30 November is:
	 
	June
	July
	Aug
	Sept
	Oct
	Nov

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

	Cash receipts 
Sales net of  
	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
	

	Sales 
	     1,420
 
 
	       

	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 
	 


 
[bookmark: _Toc230100729]Understanding Financial Management Principles and Concepts
 
Financial management ideas underpin organizational decision-making. In order, financial management involves effective resource allocation to meet business objectives with little risk. Profitability, liquidity, solvency, and efficiency govern decision-making.
Budgeting, performance measurement, and evaluation techniques are essential components of financial management. Budgeting entails crafting financial plans that are not only aligned with the set goals but also using resources judiciously to achieve them. Techniques such as ratio analysis, variance analysis, or balanced scorecard create data for financial performance, through which strategic and operating decisions can be made (Begum et al., 2020).
According to Bellingeri et al. (2019), overall, a thorough understanding of financial management principles and concepts, coupled with proficiency in financial and management accounting techniques, is crucial for organizational success in today's dynamic business environment. The policy framework provides decision-making frameworks that are derived from these basic principles namely financial discipline and long-term sustainable growth.
[bookmark: _Toc1125267652] Analysis of the Edwards company's stock budget and cash budget:
The Budget displays the costs of their deals and the amounts of stocks they bought over a selected period. The following six-month financial trajectory of stock transactions, including sales, purchases, payments, and stock balance, analysis reveals a notable pattern in stock purchases, commencing at an opening stock value of £125,000 in June and increasing to £392,000 by November. The urgency to resolve financial deficits and the observable increase in stock acquisitions suggest potential obstacles to sustaining revenue streams (Gonzalo, Benmessaoud, & Entezami, 2022).
According to the budget, an examination of the cost of goods sold reveals that it accounts for 70% of sales. From June to November, therefore the closing stock from £123000 to £259000, the closing stock balances shows an increasing trend. This upward trend may indicate a buildup of inventory levels over time. Rising closing stock balances could suggest that the company is anticipating higher sales or increased customer demand in the upcoming period. Depending on the industry, higher stock levels towards the end of the year (November) might align with seasonal peaks, such as holiday shopping seasons. 
Stock purchases fluctuate throughout the month, indicating potential changes in inventory management or sales forecasts. June and September had relatively higher stock purchases (£205000, £203000) compared to other months, while August had the lowest (£170000). Assess how stock purchases align with sales trends or anticipated demand. Higher stock purchases may suggest expectations of increased sales or seasonal demand spikes.
According to our Budgeting, there are fluctuations in net sales across the months, with varying amounts. There's a general decreasing trend in net sales from June (£255000) to November (£187000). Analysis of potential factors, for example, economic factors, competitive pressures, or changes in consumer behavior can all have an impact on sales performance. Moreover, changes in marketing strategies, product availability, or pricing policies can affect sales. Cash Flow implications influencing decreasing net sales can impact cash inflows, especially if expenses and cash payments remain constant or increase. 
According to budgeting, Edwards Company's expenses are increasing in June (£34000), July (£26000), and August (£18000) due to shop refurbishments. Shop refurbishments entail initial expenses; they play a crucial role in shaping Edwards Company's competitive position, brand perception, and customer experience.
Analysis of the budget's cash flow reveals that July and August have cash surpluses, possibly due to higher sales and revenues during these months compared to expenses that were the lowest in these two months and payments. During these two months, the lowest stock purchases were £180,000 in July and £170,000 in August, while the highest net cash sales were £265,000. In contrast, the Deficit Months: June, September, October, and November experience cash deficits, indicating that expenses and payments exceed cash inflows during these periods.
This analysis underscores the importance of aligning sales strategies with inventory management and expense control measures to maintain healthy cash flow dynamics throughout the year. Strategic financial planning and resource allocation are crucial for sustaining positive cash flow trends and overall financial stability (Miller, 2012).
According to Edwards's budget, the company has various operational expenses. Loan payments, taxation, and interest payments are typically considered part of a company's expenses and are integral components of budgetary planning and financial analysis. Loan repayments represent a recurring fixed expense for Edwards Company, totaling £7,000 per month. The company typically structures these payments based on its borrowing agreements and terms with lenders. Managing loan repayments effectively is crucial to avoid default and maintain a positive credit standing (Brown, 2014). 
The substantial tax payment of £20,000 in August indicates the periodic tax liabilities that Edwards Company must fulfill. Taxation is a complex aspect of financial management, involving corporate taxes, VAT, and other applicable taxes based on the company's operations and jurisdiction. Failure to plan for tax payments can lead to penalties and financial strain. In addition to loan repayments, Edwards Company charges £1000 in monthly interest. Interest payments represent the cost of borrowing capital and are typically calculated based on the company's loan interest rates and outstanding balances. Managing interest costs effectively is essential to optimizing the overall cost of capital and improving financial performance (Cunningham, 2008).
The analysis, which is based on the closing balance of Edwards Company, highlights its inability to eliminate the overdraft by the end of November. The closing balance of -£73,000 indicates that Edwards Company ended November with a negative cash position. Despite efforts to manage expenses, increase sales, and optimize cash flow, the company was unable to eliminate the overdraft as planned by the end of November. Fluctuations in cash inflows and outflows across different months may have contributed to the negative closing balance. While surplus months (July and August) helped bolster cash reserves, deficit months (June, September, October, and November) strained liquidity.
Considering Edwards Company's cash flow dynamics and financial goals, here are some suggestions about delaying shop refurbishments, achieving surplus months, and eliminating the overdraft. Delaying shop refurbishments can temporarily reduce cash outflows associated with capital expenditures. This strategy can help redirect funds towards addressing immediate financial needs, such as reducing the overdraft. However, delaying refurbishments may also impact customer experience, brand perception, and competitiveness in the market. It's crucial to assess the potential long-term consequences for sales, customer retention, and brand image before making this decision.
 
[bookmark: _Toc938346960]Analysis of the Profit and Loss Account
 
What is the Profit and Loss Statement (P&L)?
The budgeted profit and loss account provides a structured financial forecast detailing expected revenues, expenses, and resulting profits or losses over a defined period, typically a fiscal year. It serves as a proactive financial planning tool, guiding management decisions by anticipating income and expenditure patterns.
In essence, the budgeted profit and loss account projects anticipated sales revenues from goods or services, along with estimated costs such as raw materials, labor, operating expenses, taxes, and other overheads. By aligning projected revenues with expected expenses, companies can gauge potential profitability, identify areas for cost control or revenue enhancement, and allocate resources judiciously to achieve financial goals. Regular monitoring and comparison against actual performance are integral to refining budget assumptions, adapting strategies, and ensuring financial stability and growth (Vipond, 2024)
Sales revenue serves as a fundamental metric in evaluating a company's financial health, depicting the total revenue generated from its core business activities within a specific timeframe. For Edwards Company, during the period in review, sales revenue amounted to £1,420,000 (Williamson, 1966)
Meanwhile, the cost of goods sold (COGS) embodies the direct expenses incurred in manufacturing or procuring the goods sold by the company. These encompass raw materials, labor costs pertinent to production, manufacturing outlays, and direct overhead costs tied to production activities. Edwards Company's COGS for the same period tallied £994,000, a figure pivotal in determining the company's gross profit margin and overall profitability (Yun Fan, 2016)
After deducting direct production costs, gross profit is defined as the residual income from sales revenue. It signifies the profitability of Edwards Company's primary business operations with a gross profit of £426,000.
Analysing Edwards Company's £207,000 profit about its operating profit of £215,000 and interest payable of £8,000. A healthy interest coverage ratio indicates that the company can meet its interest obligations without significant strain on its operational earnings. Moreover, the positive profit for the period indicates that after accounting for all expenses, including interest payable, the company generated £207,000 in profit. This reflects the company's ability to effectively manage costs and generate net income from its operations.
[bookmark: _Toc1551918682]Addressing Edwards' Financial Challenges
 
Edwards Company may encounter several problems related to financial calculations, budgeting, and analysis.
High stock purchases: There is concern about addressing the overstocking risk. Excessively high closing stock balances without corresponding sales growth can lead to overstocking issues. Overstocking ties up capital incurs storage costs and increases the risk of inventory obsolescence (Mamun, 2023). Moreover, it could have a cash flow impact. Increased inventory levels require more capital investment. If sales do not match inventory levels, it can stress cash flow and working capital management (Mweshi, 2002).
The decrease in sales at Edwards Company can indeed be defined as a calculation problem within the company. The aspects of sales forecasting accuracy are very important, calculating accurate sales forecasts is crucial for budgeting, inventory management, and overall financial planning. A decline in actual sales compared to projected sales indicates potential inaccuracies or gaps in the sales forecasting calculations.
Moreover, overdrafts typically incur high-interest costs. If Edward exceeds the overdraft deadline of £25000, the accrued interest expenses can escalate, leading to increased financial strain and reduced profitability. Failing to eliminate the overdraft by the deadline may reflect poorly on Edward's financial management skills and creditworthiness. It can impact the company's credit score and reputation with lenders, suppliers, and potential investors, making it challenging to access favorable financing terms in the future.
[bookmark: _Toc1983797779]Potential Implementation Strategy for Edward Company 
According to Shen and Yahya (2021) emphasize the importance of developing contingency plans for unforeseen events like recessions or supplier disruptions, as well as diversifying the company’s investment portfolio to reduce exposure to market volatility. Taking preventive actions and exercising good judgment can alleviate financial burdens and ensure stable financial footing, enabling the business to withstand shocks and uncertainties.
Next, create cash flow management mechanisms to cover both regular and unusual costs. This may involve tighter credit management to reduce outstanding receivables, better supplier payment terms, and close cash flow predictions to detect cash flow shortfalls. Diversifying and expanding income streams may reduce the risk of a single revenue source. Edward should develop risk management techniques to reduce financial hazards (Shafiei et al., 2023).
Adopting a holistic approach to financial management and risk mitigation is crucial for Edwards to achieve sustainable growth and success in the competitive retail market. Improving the quality of financial reports and analysis is equally vital for informed decision-making and performance assessment. Installing reliable financial reporting systems empowers management to monitor key financial indicators, identify trends, and make data-driven decisions to enhance business growth (White et al., 2020).
In addition, Edwards should endeavor to have a smooth flow of communication with the enterprise's stakeholders among them the investors, creditors, and employees where they will be apprised of the company’s financial position and such strategic initiatives. An open communication process that will help to attract stakeholder trust and build credibility is the basis of accessing capital and good relationships with key stakeholders (Yin, Wang, and Lu, 2019).
According to Yu, Hou, and Li (2019), fundamentally by filling the gaps by applying these all-around strategies and programs, Edwards can overcome its financial difficulties, enhance its financial condition, and finally reach financial independence and success when competing with other retailers. 
[bookmark: _Toc554833762]Considerations for Behavioral Aspects in Budgeting and budgetary control to be successful.
A budget is a quantitative expression of a proposed plan of action by management for a specified period and an aid in coordinating what needs to be done to implement the plan (Horngren, Stratton, Sutton, and Teall, 2004).It is seen as a document that forecasts a specific economic entity's income and expenses over a given time frame (Ahmed, Suleiman, and Alwi, 2003). Budgeting's primary goal is to maintain control over an organization's activities by providing a roadmap for future activities. The establishment of a series of goals and the methods for achieving them are all part of the process. Management uses budgetary control as a tool to monitor actual performance and ensure that budgeted standards are met (ABDULLAHI, 2015). The organisation has to align with the primary requirements that contribute to an effective budgeting and budgetary management system inside an organization.
· Implementation of technology: The business employs budgeting software, financial management systems, and data analytics tools to optimize budget procedures, boost forecasting accuracy, and make informed decisions using real-time financial information.
· Regular monitoring and review: There are established systems in place to periodically assess the budget's performance in comparison to the actual outcomes. This includes regular assessments of the budget on a monthly or quarterly basis, thorough examination of discrepancies, and the generation of performance reports to rapidly detect deviations and implement necessary corrective measures (Tamplin, 2023)
· Training and Development: Employees engaged in the process of budgeting and budgetary control get training in financial principles, budget management tools, and performance analysis. This ensures that staff members have a clear understanding of their duties, and responsibilities, and how their activities influence budget results.
· Detailed Strategic Goals: The company has well-defined short-term and long-term strategic goals, and the budgeting process ensures that budgetary allocations are in line with these objectives (Nancholas, 2023)
 
In order to ensure the effectiveness of a budgeting and budgetary control system, management must consider a number of behavioural factors that are fundamental to the organization's employees.
Motivation plays a key role in commitment and the achievement of budgetary objectives. Motivating employees to adhere to budgetary targets and strive for performance improvement is crucial. In Edwards' case, management must clarify the budgeting objectives so that they can maintain the organization's financial soundness and development. Offering incentives or rewards for meeting or exceeding budget targets can enhance motivation and foster a sense of ownership among employees (White, 2020).
According to Muller (2019), properly communicated targets are critical to the full alignment and understanding of budgetary targets at all levels of the company. Clear and transparent communication channels facilitate the dissemination of budgetary information, expectations, and feedback. Communication forums, which are held regularly, have done a great job of answering employees's questions and addressing their anxieties and feedback. By involving employees in the budgeting process, management can foster a sense of ownership and collective responsibility for achieving organisational goals.
However, some behavioural boundaries also hinder the realisation of the budgeting process's goals. Resistance to change, fear of failure, and lack of trust in the budgeting process can hinder employee engagement and participation. Furthermore, conflicts that could be a result of several objectives that a team may possess or competition for resources could affect team direction and cooperation (Yin, Wang, and Lu, 2019).
Management must nurture a great, encouraging culture for the staff to overcome these barriers. Employee training and development may improve financial knowledge and budgeting skills. A participatory and inclusive decision-making atmosphere where workers feel respected and encouraged to give ideas and proposals helps boost budgetary goal engagement and commitment (Shafiei et al., 2023).
[bookmark: _Toc2142963083]Evaluation of Traditional Budgeting Approaches
Traditional budgeting has long been a foundation for financial planning and management in enterprises. Many companies have tested their agility in responding to changes in the business environment; therefore, we must carefully consider their advantages and disadvantages (Partel, Kakarla, and Ampatzidis, 2019).
Traditional budgeting approaches, including incremental and fixed budgeting, use historical data and incremental life changes to develop future budgets, according to Grigg (2021). These approaches enable financial planning, but, in most cases, they are slow to react to market fluctuations or other random events.
According to Anderson (2020), conventional budgeting approaches lack the capacity to handle unplanned deviations and interferences. The steady budget prediction, based on past data, may not conform to current trends, technology, and consumer preferences, thus making the incorrect allocation of resources and losing the chance.
In addition, the standard budgeting procedures are usually time-consuming and resource-intensive, involving large amounts of manual labour to collect and analyse data, negotiate budgets, and reconcile errors. The legacy bureaucratic style of budgeting might be characterised by a lack of creativity and agility, and hence the organisation will be inhibited from responding [timely] to market opportunities and threats (Partel, Kakarla, and Ampatzidis, 2019).
In contrast to these constraints, alternative budgeting models have developed over time, featuring more flexible and adaptive forms of financial planning and control. With the advent of Beyond Budgeting, Zero-Based Budgeting (ZBB), and Activity-Based Budgeting (ABB), the three models’ alternatives are quickly spreading among the most up-to-date enterprises (Shafiei et al., 2023).
Marginal budgeting can achieve ZBB by ensuring that everyone fully integrates their expenditures into a culture of cost consciousness and efficiency standards from the outset. BSE allocates resources based on activities and associated costs, creating a more accurate picture of resource usage and performance (Krisnadewi and Soewarno, 2020).
Alternative financial management models are suitable for a fast-changing corporate environment because they are clear, transparent, and aligned with the objectives of the organization. These innovative strategies will help firms overcome the limits of conventional planning and adapt to today's volatile marketplace. There is no best budgeting principle in general, so businesses should conduct a step-by-step analysis of their situation and needs before choosing a budgeting model (Bolin, Hertervig, and Louis, 2019).
Traditional budgeting procedures also usually promote the idea of "use it or lose it," meaning that departments use all of their budget to prevent future cuts, even if there is no need or the outcome is not effective. This can lead to wasteful spending and inefficiencies, detracting from the overall financial health of the organisation (Xu, 2022),
Usually, in budgeting, the short-term financial goals dominate the long-term strategic objectives, making managers narrow their focus on the immediate goals and underperform in innovation and growth. This shortsightedness might hurt long-term organisational competitiveness and sustainability.
 Finally, although conventional budgeting methods have worked well in the past, they are losing relevance in today's fast-changing corporate climate. To address today's issues and prospects, Mult budgeting techniques are more tactical, flexible, and strategic for corporate financial planning and management to address the issues and prospects of today. These methods need careful preparation, strong leadership, and organisational change acceptance ( Chung, Hur, and Liu 2019).
Conclusion: 
The report ends with a summary of Edwards' personal finance position, considering the principles and procedures of budgeting. Key findings indicate that traditional budgeting methods may no longer suffice in today's fast-changing business environment, highlighting the need for more adaptive and flexible budgeting models.
Quality choices and performance indicators are based on financial management ideas and concepts; thus, they are crucial to corporate success. By understanding and using these concepts, organizations can increase financial resilience, operational efficiency, and sustainable growth.
Edwards should use zero-based and beyond budgeting techniques to minimise traditional budgeting disadvantages. These new models provide Edwards with more flexibility, transparency, and alignment with corporate objectives, helping it react to changing market circumstances and trends.
Additionally, economic planning and budgeting methods must be continuously improved and innovative. This may include investing in technology-enabled budgeting tools, improving staff financial awareness and abilities, and encouraging collaborative and inclusive decision-making.
Edwards may succeed long-term and overcome the uncertain business climate with confidence and flexibility by executing these plans and embracing financial management ideas and practices.
 
 
Appendices: Calculations
The stock budget for the six months to 30 November:  

[image: ]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  
	255
 
260x
0.6x
3%=
4.68
	265
 
270x
0.6x
3%=
4.86
	265
 
270x
0.6x
3%=
4.86 
	216
 
220x
0.6x
3%=
3.96 
	206
 
210x
0.6x
3%=
3.78 
	187
 
190x
0.6x
3%=
3.42 

	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) budget profit & loss account for the six months eding to November is:
	 
	       £000
	      Calculation

	Sales 
	     1,420
 
 
	       260+270+270+220+210+190

	Cost of goods sold
	(994)
	therefore 1,420x70%

	Gross profit
	426        
	      30%x1,420                                 

	Selling expenses
	(41)
	 8+8+7+6+6+6

	Admin Expenses
	(144)
	 26+25+23+24+24+22

	Credit card charges
	 (26)
	    1,420 x 60% x 3%                                     

	Operating profit
	215 
	 

	Interest payable
	   (8)
	    6 months x 7,000 x 20 %                                     

	Profit for the period
	207 
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