 

PRINCIPLES AND CONCEPT OF FINANCE


                                                      Student Name: Jetmir Gjonaj						         Student ID: 2132912
                                    Submission Date: 15/04/2024

Executive Summary
The purpose of this study is to look in depth at the basic ideas and rules of finance, with a focus on how businesses spend money and keep track of their budgets. The goal of this report is to help people handle their money well in today's fast-paced business world by looking at what makes budgeting work, giving helpful advice on how to make a budget, and questioning the effectiveness of standard budgeting methods.
A budget and sticking to it are very important tools for businesses to use to handle their money well. They can make choices and rate success more easily with these steps because they give they a structured way to plan, prepare, and keep an eye on how their business is running. But groups need to follow certain rules and think about certain things to plan well.
One of the most important things that needs to happen before planning can work is making clear goals for the business. When resources are given out, these goals make sure that they are used in a way that fits with the strategy's goals. Spending plans might not have any direction or consistency if they don't have clear goals. This would make them less useful for making decisions and measuring success.
It is also important for a good planning method to be able to change. Today's business world moves quickly, and strict budgets that don't change with the times quickly become useless and out of date. Businesses can change their plans and where resources are used as needed with flexible budgeting systems such as zero-based budgeting and rolling forecasts. This makes them more responsive and able to move quickly.
To plan and keep track of the spending well, they also need to be able to talk to each other and work as a team. The budget needs to be made by everyone in the company so that it fits with the general goals and the day-to-day work. When financial goals and performance standards are made clear to workers, they are more likely to be responsible and committed, which makes the company more efficient as a whole.
It's also important to remember that planning is about people. How workers think and act is a big part of how well projects are planned. People may fail at budgeting if they don't want to change, aren't driven, or act like they're just messing around. This is why it's important for management to deal with these issues in a planned way, using tools like training, meetings, and awards.

This study helps them learn how to make budgets for things like stock, cash, and profit and loss. Some problems that often happen when making a budget are not having enough cash flow, making wrong guesses about sales, and finding out about costs that were not expected. It is also suggested that management do something about these issues, like renegotiating payment terms with suppliers and setting up ways to keep costs low.
If they look closely, they can see that old ways of planning don't work well in the fast-paced business world of today. Since these methods are based on clear goals, rigid plans, and time-consuming steps, they might not work in a market that is always shifting and not clear. A lot of people like rolling forecasts and zero-based budgeting as ways to make budgets because they are flexible, work with strategic goals, and focus on making money.
It's important for people who run businesses to make and stick to a budget. Companies can make their finances safer, their workers more productive, and their overall success by following certain conditions and factors. When businesses use strategic management and flexible spending, they can set themselves up for long-term growth and success in today's fast-paced business world.
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Introduction 
Budgeting and budgetary control are essential tools to manage the finances of the company effectively and efficiently by the way they provide structure for forecasting, organizing, and monitoring the business operation. On the other hand, achieving these systems hinges upon the attendance of particular conditions inside the company along with human behavior management and its understanding. This summary will dig into the crucial environments in which is compulsory of positive budgeting and budgetary control practices along with the prominence of human behaviour consideration are also included in the structure implementation.
Flexibility is another critical condition for a successful budgeting framework. In today's dynamic business environment, rigid budgets that fail to adapt to internal and external changes quickly become outdated and ineffective. Flexible budgeting systems, such as rolling forecasts or zero-based budgeting, allow organizations to adjust plans and allocate resources in response to shifting circumstances, thereby enhancing agility and responsiveness.
To start with, a crucial condition for making a constructive budgeting and budgetary control practice in an organization is the foundation of clear and energetic organizational goals. such targets aid in standards direction, enlightening the procedure of budgets and also making sure that the allocation of assets is done in a manner that is aligned with the strategic ranking. Without clearly defining its objectives, budgetary targets may have an absence of importance and consistency that may decline the effectiveness of the decision-making process and performance assessment forms.
Adaptability is another basic condition for making constructive budgeting and budgetary control practices in an organization. In the present energetic trade environment, inflexibility in budgets results suffer failure in adapting to internal and external changes and may lead to outdated and ineffective rapidly.  Adaptable budgeting frameworks are continuing planning or zero-based budgeting that permit organizations to modify their plans and allocate their assets in a way to be flexible in adopting any change in circumstances which is in consequence to update its skill and approachability.
 

	
Preparation of Budgets 
Stock Budget
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 
	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


Cash Budget
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  0.6*3%	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  )	(7   )	(   7  )
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)


Profit and Loss Budget
The (accruals-based) budgeted Profit & Loss Account for the six months ending 30 November is:
	£000	Calculation
Sales 	1420 	260+270+220+210+190
Cost of goods sold	(  994   )	therefore  1420*70%
Gross profit	426 	                                       
Selling expenses	(  41  )	 8+8+7+6+6+6
Admin Expenses	(144  )	 26+25+23+24+24+22
Credit card charges	 ( 25.56  )	  1420*60%*3%                                       
Operating profit	215.44 	
Interest payable	   (  8.4 )	                    6/12*7000*20%                     (Note 5)
Profit for the period	207.04 	

 


Problems face in budgets and management action
Budgeting is the planned execution of an organizational plan. To realize the objectives in a strategic plan of the company, as need a comprehensive descriptive roadmap of the business plan under this it sets measures and indicators of performance. It can then make fluctuations along the way to guarantee that they reach it’s their chosen goals.
 
(Source: Schmidt, 2023)
Corporate use Budget
The budgeting process for companies can become difficult as it is most basic in budgeting associates the revenue of the company with its expenses in a specified period. When the employees cost more than what was planned they can make a revenue deficit.
Of course, it determines how much to employ various expenses, and projecting sales is the only portion of the process. Company directors also have to struggle with countless other factors including projecting capital expenditures that are large acquisitions of fixed assets such as machinery or a new factory. 
It must also plan for its ongoing requirement of cash, revenue deficits, and economic background. Notwithstanding the type of business, the capability to measure performance by using budgets is critical for a company to assess complete financial health.
Criticism of Budgeting
It boosts inflexible planning and increment in thinking whereby budgets result from the previous year's activities in addition to alteration in the current year instead of adopting zero-based budgeting practices. 
It takes a lot of time as by take into consideration an enormous amount of time of management which results in the condition where profit is not worth the cost (Vlereader.com, 2024). 
It overlooks the key driver of the stakeholders that is innovation, responding to competitor threats, and developing new products by emphasizing too much on short-term financial numbers.
Certainly, let's investigate the issues and criticism recognized inside the budgeting situation for Edwards and examine the management activities that can be comprised for addressing these issues successfully:
Cash Flow Shortfall and Liquidity Concerns:
Problem:
Money budget which discovers a reliable deficiency that represents a possible liquidity challenge for Edwards. Negative cash equalizations in definite months and decreasing liquidity over time can lead to challenges in meeting the short-term commitments that are provided in installments or finance (Nibusinessinfo.co.uk, 2024).
Management Action:
Arrange Instalment Terms:
Management must lock in discussions with providers for renegotiating installment terms, observing for growths or installment strategies to adjust installments with cash inflows (Imf.org, 2024).
Stock Optimization:
Analyse stages of stock and request patterns for improvement in the level of stock. Implementing strategies of just-in-time stock management improves to play down cash tied up in large quantities of stock (Aboagye, et., al,2024).
Short-Term Financing:
To investigate short-term financing options such as lines of credit or immediate credits to shield any deficient in cash, to make sure that reimbursement terms are sensible.
Overestimation of Deals and Benefits:
Issue:
The budgeted profit and loss account may be extremely committed to anticipating sales revenue and gross profit, possibly leading to irregularities amid predicted and real performance (Schmidt, 2023).
Management Action:
Evaluation of the market:
To conduct a complete analysis of market by the surveying current market conditions, be aware of possible dangers, and regulate sales estimates appropriately.
Contingency Forecasting:
To create likelihood plans and elective techniques to release potential income shortages that are to expand item offerings, grow into new markets, or grow marketing efforts.
Performance Checking:
To execute performance standards for checking and reviewing components that track sales performance against targets that authorize appropriate alterations as required.
Unexpected Costs and Capital Costs:
Problem:
The incorporation of unforeseen costs like shop restoration without satisfactory arranging can strain the cash stream and benefit, whereas a need for an arrangement for unexpected costs can lead to budgetary insecurity (Drury, C, 2021).
Management Action:
Measures regarding cost control:
By employing rigid cost control measures to place in order fundamental expenditure and diminish unnecessary costs, ensuring that all expenses are protected and contribute to key purposes (Jones, et., Al, 2020).
Contingency Fund:
To set up a Contingency Fund or reserves for covering unforeseen costs and crises that give a safeguard against unpredicted budgetary challenges.
Capital Expenditure Forecasting:
It creates a strong forecasting of capital expenditure that adjusts with the company's long-term key objectives, prioritizing ventures that create feasible returns and contribute to trade development.
Lacking Debt Management:
Problem:
The budget incorporates loan settlements without seeing the general debt burden or potential uncertainties in interest rates that deportment of dangers to cash flow and profit (Bragg, 2023).
Management Action:
Audit of Debt:
To conduct a wide-ranging audit of the company's debt commitments that include settlement plans, intrigued rates, and terms of borrowing and to recognize prospects for optimization.
Renegotiating Option:
To investigate options for renegotiating existing debt to secure more favorable terms and lessen interest costs that consider components such as settled vs. variable rates and debt maturity.
Debt Settlement Technique:
To create a proactive debt settlement methodology that aligns with the company's cash flow projections and long-term financial aims that make certain debt assurances are supervised wisely to reduce money that is related to risk and hazard.
Chance of Operational Inefficiencies 
Problem:
The budget does not talk about possible operational wasteful aspects or unnecessary costs that can affect its productivity and competitiveness (Schmidt, 2024).
Management Action:
Performance Observing:
To implement vigorous checking and control instruments to detect key performance indicators (KPIs) and differentiate ranges of inadequacy or waste.
Constant Advancement:
To encourage a culture of constant enhancement by empowering worker input, realizing improvement procedures, and contributing time to training and improvement activities (Zhang, M., 2024).
Activities regarding Cost Reduction:
To recognize opportunities for reduction of cost or optimization over different operational zones, such as supply chain controlling, generation procedures, or authoritative functions, to improve operational productivity and decrease costs (Kunnathuvalappil Hariharan, N., 2020).
By tending above issues and problems by the way of proactive management actions, Edwards can moderate risks, progress in budgetary stability, and take place the company for economic development and victory in the long term. 
 

Conditions for Successful Budgeting and Budgetary Control in Organizations
Overview:
Budgeting and budgetary control are vital handling devices for forecasting, organizing, and controlling operation activities. To make sure that the capability of these frameworks, organizations must set up certain circumstances and deliberate human behaviors. This explanation will essentially inspect the essential conditions for effective budgeting and budgetary control in an organization in addition to four key centers regarding human behavior that the administration should consider when executing such frameworks.
Circumstances for Positive Budgeting and Budgetary Control:
Strong Organizational Objectives:
Effective budgeting requires clear and definite organizational goals and targets. Such targets aid in the establishment of the preparation of budgeting, and show the way of allocation of resources and performance analysis. Lack of clear goals, and budgetary targets may have essential significance and rationality that leads to unable decision-making and performance analysis (Proquest.com, 2024).
Strong Communication and Coordination:
Successful communication and coordination are vital for productive budgeting and budgetary control. All divisions of the organization must be included within the budgeting procedure to make sure that arrangements with vital objectives and operational materials. In addition, straightforward communication of budgetary objectives and execution needs promotes responsibility and assurance among the workforce (Schmidt, 2023).
Stretchy Budgeting Structure:
A productive budgeting framework must be flexible and adequate to regulate altering internal and outside situations. Inactive budgets may become outdated in energetic business situations that reflect deviations from decided targets. Adaptable budgeting systems that are developing budgets or zero-based budgeting, which permit to organizations alter their plans and assets in reaction to changes in circumstances, in this manner to improve skill and responsiveness (Worldcat.org, 2020).
Strong Checking and Assessment Instruments:
Budgetary control depends on vigorous observing and calculation of instruments to track execution compared to targets and differentiate deviations expeditiously (GfG, 2023). Appropriate feedback empowers an organization to require corrective activities and modify resources as required to ensure objective accomplishment. In addition, execution assessment should be based on vital key performance indicators (KPIs) that impact the organization's key needs and operational materials as it is a vital navigation instrument used by management to know whether its business is running on a successful journey or whether it is turning off the wealthy path (Vlereader.com, 2024).

Behaviors of People Management Needs to Consider:
Whether or not a budget plan is accepted by lower management employees will be thoughtful of (first) the degree to which top management takes the budget program as an energetic part of the company’s undertakings, and (second) how top management uses budgeted information (Seal, W.B, et. al., 2019).
If a budget plan is to be successful, it must have the complete taking and support of the persons who occupy significant management positions. If lower or middle management personnel sense that top management is lukewarm about budgeting, or if they sense that top management simply tolerates budgeting as a necessary evil, then their attitudes will reflect a similar lack of interest. Budgeting is hard work, and if top management is not passionate about and dedicated to the budget program, then it is questionable that anyone else in the organization will be either (Tamplin, 2019).
Management must keep plainly in mind that human measurement in budgeting is a key prominence. It is stress-free for the manager to become preoccupied with the practical aspects of the budget series to the exclusion of the human aspects. The use of budget data rigidly and strictly is the greatest single grievance of persons whose performance is being assessed through the budgeting process (Vlereader.com, 2024).
Presenting budgeting and budgetary control frameworks regularly generates resistance among workforces who see them as risks to independence or work safety (Expert Panel, 2023). Management should anticipate and address this resistance through feasible alterations in management methodologies that is partner presence, communication, and training platforms. Attracting employees in the process of budgeting and highlighting its benefits can offer assistance to ease battle and cultivate possession and commitment.
The Motivations are knotted to budgetary targets which may incentivize unwanted behaviors such as gaming or control of data regarding performances. Workers may be involved in immediate optimization at the cost of long-term organizational objectives that lead to flaws in making rational business decisions- and performance results. Management should execute controls and shields to let go of gaming activities that set sensible targets and aims, observing performances on a comprehensive basis, and also highlighting moral conduct (Dyson, et. al., 2020).
The Budgetary targets have the power to influence the motivation and inspiration of employees and their performances by giving clear goals and execution benchmarks. Be that as it may, extremely ambitious targets or inflexible performance measures may demotivate workers and prevent performance (Default, 2020). Management has to attack on adjust in the middle of challenging aims and achievable targets by considering the person with its capability and important factors. In addition, to cultivate a strong and allowing work environment that can improve inborn motivation and performance past simple compliance with budgetary targets (‌ Ilyas, S., 2021).
The budgeting frameworks pay attention exclusively to controlling costs that may overwhelm imagination and improvement by disheartening risk-taking and research. Management must identify the prominence of imagination and development in energetic long-term organizational victory and also regulate budgeting forms in like manner. Coordination advancement measurements, cultivating a culture of research, and also giving assets for progress activities that can refresh creativity which is considered and authorized to organizations for adjusting and displaying swift change in situations.


Traditional Approaches to Budgeting in a Fast-Changing Business Environment:
Critical Assessment
In the appearance of speedy changes in the business backgrounds where traditional budgeting methods have originated by examining the limitations and flaws to address the change in needs and dares in the present organizations. Even though the traditional budgeting approaches, have been generally used for periods and also measure their effectiveness and efficiency in the present fast-changing environment where issues are raised. This critical evaluation discovers the in-built flaws and limitations in traditional budgeting methods and also reflects their significance and importance from the perspective of a fast-changing business environment (Accountancydaily.co, 2024).
Instability and Inelasticity:
The traditional budgeting methods frequently depend on fixed goals and inflexible plans that result in facing problematic and issues in a fast-changing business environment (accaglobal, 2024). Such methods rely on past information and static expectations that produce a lack of ability in equipment to adapt to the rapid movement in the market, technological developments, or unexpected disturbances. In the present unstable and undefined business countryside, business needs more elasticity and quickness in answering its effectiveness and productively in changing circumstances Quarterly rolling forecasts are encouraged that typically cover 5 to 8 quarters. Such forecasts are regularly revised thus supporting the ability of managers to determine strategies that are continuously accepted in fast fast-changing business environment. Rolling forecasting is more accurate since it is updating constantly with the latest estimates in economic trends, customer demand, and data from the latest quarter(Vlereader.com, 2024).
Consuming a lot of time and Resource-Intensive:
The traditional budgeting procedures, which naturally contain long cycles regarding the collection of data, examination, and cooperation, take major time and resources. Such approaches might not be in line with the fast-change nature of the present business environment, where decisions are required to be made on a quick basis and provide actual information. In addition, the broad administration that includes traditional budgeting can hamper revolution and delay in responsive to developing chances or threats It ties the organization to a 12-month commitment that is risky as it is based on uncertain planning that originates from a fast-changing environment ‌ (Vlereader.com, 2024).
Lack of Alignment with Strategic Objectives:
Traditional budgeting methods, frequently pay attention to its short-term financial objectives merely and are unsuccessful in reflecting wider strategic purposes. It is a slight emphasis on the result of the allocation of poor resources and misses an opportunity for long-term development and modernization It is separated from the strategy whereby budgets are characteristically prepared in segregation from and not brought into line with the deliberate objective of the business Vlereader.com, 2024). In a fast-changing business environment, an organization is required to arrange in a line their budgeting procedures by using strategic significance and constantly reconsidering its allocation of resources to stay competitive (Green, 2023). 
Risk of Favouritism and Gaming:
Under the traditional budgeting processes, it may be likely to favoritism and betting activities, where directors can employ their targets or expand their estimation to come across budgetary restrictions or save additional wealth (FasterCapital, 2021). It can destabilize the honesty in the financial reporting and reflect resource misallocation. In a fast-changing business environment, where accurate and transparent decision-making is dominant; that depends upon budgeting methods that can pose important risks to business performance and trustworthiness. It contains activities similar to budgeting however distributed with the annual budget procedure whereby resources are assigned in advance instead of the rolling forecast, motivated set targets, more decentralized decision behavior and relative external performance assessment are encouraged (Vlereader.com, 2024).
Limited Emphasis on Value Formation:
A Conventional budgeting strategy that frequently pays attention to cost control and the ability to overvalue formation and growth. Such an attitude might restrict fancy and discourage investment in long-term business with doubtful returns, distributing organizations' capacity to regulate and display in energetic markets (Alhonen, N., 2023). In the present fast-changing business environment that is troublesome in advancement and altering customer preferences that effort in development, organizations must rank value formation and vital ventures to reservation of importance and competitiveness. Beyond budgeting also places greater importance on team-centered rewards rather than individual rewards because of the trouble faced in identifying the incremental contribution of persons and the requirement to display that everyone is pulling together in the same direction (Vlereader.com, 2024). 


Conclusion 
In the end, successful budgeting and budgetary control are basic elements of operative management in an organization that is required to make a mixture of strategic planning, flexibility, and understanding the human behavior. To address different challenges which highlights and executes a suitable management action to make an organization improve its financial stability, aids to reduce the chances of risk, and places itself to secure long-term achievement.  
Firstly, tending to cash flow shortfalls and liquidity worries includes proactive measures such as positioning installment terms with providers, enhancing stock levels, and examining short-term financing alternatives. Such activities offer assistance to guarantee adequate liquidity to meet short-term commitments and keep up working consistency.
In addition, controlling the chance of miscalculating deals and benefits requires leading careful showcase inquiries, creating likelihood plans, and executing vigorous execution-checking components. To remain active and approachable to showcase elements, organizations can alter contracts such as figures and key plans appropriately, minimizing the effect of income absences.
Thirdly, management of unanticipated costs and capital uses encompasses performing fetched control measures, building up likelihood reserves, and assembling capital consumption ventures based on long-term key purposes. Such activities offer help to preserve money-related solidity and allocate assets successfully, despite unforeseen financial challenges.
To address these challenges over and done with proactive management actions, organizations can make progress in budgetary stability, upgrade operational efficiency, and position themselves for possible expansion and victory in a present fast-changing business environment. 
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