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Executive Summary

This report is intended to provide an in-depth analysis of financial management practices and their significance in modern businesses. To achieve this, it will cover the critical principles of budgeting and budgetary control systems, including the various types of budgets companies can use and the benefits of budgetary control systems. 
The report will also provide a historical overview of budgeting and its importance in modern financial management practices. Furthermore, this report will use a case study of Edwards Limited, a camping gear chain, to provide real-world examples of budget analysis and the challenges businesses may face. The financial analysis of Edwards Limited will be based on the stock budget, cash budget, and budgeted profit and loss account for the six months ending 30 November. 
This analysis aims to comprehensively understand the financial management challenges businesses face and how they can be tackled. Based on the economic analysis, several notable difficulties will arise for Edwards Camping Gear Chain within the next six months. For instance, cash flow constraints are expected to occur, with November presenting the highest risk of a negative closing balance. This shortfall could significantly challenge the company's financial stability and ability to meet its financial obligations, including eliminating a £25,000 overdraft by the end of November. 
Additionally, the budgeted profit and loss account indicates a worrisome trend of decreasing profitability over six months, with losses projected to occur in the final three months. It is important to note that this report does not provide financial advice and should not be used as a substitute for professional advice. It is aimed at business owners, managers, and anyone interested in financial management practices. By the end of this report, readers will have a comprehensive understanding of the critical principles of financial management and how they can be applied to drive financial performance in their businesses.
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Introduction 

The University of Wales Trinty Saint David requested this detailed report on the principles and concepts of finance for level five development in management and leadership to 15 April. The primary objective of this report is to provide a comprehensive analysis of financial management practices and their significance in modern businesses. 
This report will focus on the critical principles of budgeting and budgetary control systems and their importance in driving financial performance. In today's highly competitive business landscape, financial management practices are critical for the success of any organisation. By managing budgets, businesses can allocate resources efficiently, reduce costs, and maximise profits. 
This report aims to provide an in-depth understanding of the fundamental principles of finance, including budgeting, cash flow management, and financial analysis. The report will begin by giving an overview of the evolution of budgeting and its importance in modern financial management practices. It will also cover the various types of budgets businesses can use and the benefits of budgetary control systems. 
The report will then focus on a case study of Edwards Limited, a camping gear chain, to provide real-world examples of budget analysis and the challenges businesses may face. This report is intended for business owners, managers, and anyone interested in financial management practices. It is important to note that this report does not provide financial advice and should not be used as a substitute for professional advice. By the end of this report, readers will have a comprehensive understanding of the critical principles of financial management and how they can be applied to drive financial performance in their businesses.













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 
	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 of 0.6x 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)	(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 	1,420 = 260 + 270 + 270 + 220 + 210 + 190	 
Cost of goods sold	(852)	therefore 1,420 x 70%
Gross profit	426 	= 1,420 x 30%                                       
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 x 7,000 x 20% (Note 5)
Profit for the period	207 	




2. Edwards Limited Budget Analysis

Based on the financial analysis, several notable difficulties will arise for Edwards Camping Gear Chain within the next six months.
Cash Flow Constraints: According to the cash budget analysis, the company may face some cash flow shortages in the upcoming months, with November presenting the highest risk of a negative closing balance. This shortfall could significantly challenge the company's financial stability and ability to meet its financial obligations, including eliminating a £25,000 overdraft by the end of November (Brigham & Ehrhardt, 2016).
Declining Profitability: The profit and loss account that has been budgeted indicates a worrisome trend of decreasing profitability over six months. Losses are projected to occur in the latter months as well. This trend could be attributed to various factors, such as a drop in sales, increased expenses, or inefficiencies in cost management practices. Identifying and addressing the root cause of this trend is crucial to prevent further financial losses (Horngren et al., 2008).
Loan Repayment Obligation: Edwards faces a financial challenge with its monthly loan instalments, which amount to a significant £7,000. This regular outflow of cash towards loan repayment is straining their financial resources. To make matters worse, the interest payments add to the overall expense burden, potentially affecting the company's financial flexibility and ability to operate effectively in the long run (Gitman & Zutter, 2019).
Stock Management Challenges: It is vital to balance sufficient stock levels to meet customer demand and avoid excessive levels that can lead to cash flow problems and increased holding costs. Poor stock management practices can strain a business's cash flow and ultimately reduce profitability. Therefore, companies must implement efficient stock management strategies to ensure optimal inventory levels and maximise profitability (Nyamasege, 2013).

2.1.  The best approach to the problem

Cost Reduction Strategies: As a part of effective cost management, management needs to identify and analyse the areas where costs can be minimised without compromising the organisation's operational efficiency. This can be achieved through various strategic decisions such as renegotiating supplier contracts to obtain more favourable terms, streamlining administrative processes to reduce inefficiencies, or eliminating non-essential expenses that do not contribute to the organisation's overall goals. By actively seeking out and implementing cost-reducing measures, organisations can improve their financial health and ensure long-term sustainability (Bragg, S.M., 2010). Moreover, Robert Kiyosaki, the author of the famous book 'Rich Dad Poor Dad' (1997), emphasises the importance of reducing expenses to gain assets in any organisation. According to Kiyosaki, assets are the key to building wealth and achieving financial freedom. By reducing costs, an organisation can increase its cash flow, which can then be used to invest in income-generating assets such as real estate, stocks, and businesses. This, in turn, can lead to long-term financial stability and success. Therefore, any organisation needs to have a strong focus on reducing expenses as a means of building assets and achieving economic growth.
Improving Cash Flow: One effective strategy the company can adopt to alleviate cash flow constraints is negotiating with suppliers for extended payment terms. The business can also accelerate accounts receivable collections to ensure timely payments. Additionally, seeking additional financing through loans or equity investment can be another viable option for the company to address cash flow issues. (Nurmaganbetova, 2020).
Enhancing Profitability: To enhance the financial performance of a business, management should focus on boosting sales revenue and improving gross profit margins. One possible approach to achieve this objective is to expand the range of products or services the company offers. By introducing new and innovative products, businesses can attract customers and generate additional revenue streams. Similarly, targeted marketing campaigns can help promote the brand and increase customer awareness, leading to higher sales. Another way to improve profitability is to optimise pricing strategies. Businesses can set prices that maximise revenue and minimise costs by analysing market trends, customer behaviour, and competitor pricing. This may involve adjusting pricing levels, offering discounts, or introducing new pricing models. Overall, by implementing these strategies, businesses can achieve sustainable growth and profitability over the long term (Kohli and Suri, 2011).
Efficient Stock Management: One way to ensure your business runs smoothly is to manage your stock proactively. This means focusing on optimising inventory levels while keeping holding costs low. You can achieve this by implementing inventory management software, regularly conducting stock audits, and establishing efficient reordering processes based on demand forecasts. Doing so ensures you always have the right stock to meet your customers' needs without tying up too much capital in inventory (Sugumaran and Sukumaran, 2019).
By addressing these challenges through proactive financial management and strategic planning, Edwards Camping Gear Chain can enhance its economic stability and position itself for sustainable growth in the competitive market.




3. Budgetary control system

Clear Organizational Objectives: Effective budgeting is crucial to any organisation's success. For a budget to be truly effective, it must align with the company's strategic goals and objectives. This alignment ensures budgetary decisions support the company's larger objectives and contribute to its overall success. Achieving such alignment requires effective communication from management to all levels of the organisation so that everyone understands and works towards the same goals. With clear communication, budgeting can be a powerful tool for driving the organisation towards success (Drury, C. 2013).
Effective Communication and Coordination: An organisation must establish open communication channels between departments and levels to coordinate and achieve budgetary goals effectively. As highlighted in the research conducted by Garrison et al. (2019), this approach fosters collaboration and promotes a shared understanding of fiscal targets, leading to more realistic and achievable outcomes. In short, effective communication is crucial for organisations to successfully manage their finances and achieve their budgetary goals. Moreover, according to Mishra (2009), effective communication, collaboration, and coordination are key factors that lead to success in agile methods. Communication involves exchanging ideas or information through speech, writing, or signs. Collaboration is about working together to accomplish tasks and discussing with each other to solve complex problems. Effective collaboration requires balancing individual tasks and group work. Coordination is the harmonious interaction of different people or things towards achieving a common goal. In other words, for agile methods to be successful, it is crucial to have good communication, teamwork, and coordination.
Accurate and Timely Information: Effective budgeting is a critical aspect of organisational success, and it relies heavily on precise and current financial and operational data. Organisations must implement substantial data collection, analysis, and reporting systems to achieve this. Access to timely and accurate information empowers management to make informed decisions and take corrective actions promptly if deviations from the budget occur. Therefore, organisations must prioritise the development of robust financial and operational data systems to ensure efficient budgeting and effective decision-making (Atkinson, 2019). Moreover, Meliopoulos (2007) discusses how substation devices can transmit data to clients. The data can be time-stamped through GPS synchronisation, allowing for high accuracy. However, it's important to note that the data may contain errors such as calibration, random, instrumentation channel, and statistical measurement errors. These errors can be caused by the design or status of the device used to collect the data. Therefore, it's necessary to critically evaluate the data before using it for any analysis or decision-making purposes. 
Participation and Ownership: According to Hansen et al. (2003), involving employees in budgeting can significantly impact their commitment and ownership of budgetary targets. This means that when employees are given a say in the budget, they are more likely to feel motivated to achieve the set goals and contribute innovative ideas for cost savings or revenue generation. This can result in increased employee engagement, improved productivity, and a better overall outcome for the organisation. By allowing employees to be a part of the budgeting process, they feel valued and empowered to contribute to the company's success. Additionally, involving employees in the budgeting process can help to identify potential cost-saving measures and revenue-generating opportunities that may have been overlooked otherwise. This can lead to a more efficient and profitable organisation, benefiting the employees and the company.
Flexibility and Adaptability: According to Brigham and Ehrhardt (2016), budgets should not be treated as inflexible documents but as flexible frameworks that can adapt to changing market conditions, internal dynamics, and unexpected events. Budgets need to be revised and updated when necessary to stay relevant and practical. This means management should be willing to reallocate resources to areas of greater priority or opportunity and adjust the budget as needed. By doing so, organisations can ensure that their budgets are aligned with their goals and objectives and can adapt to changing circumstances promptly and effectively.

Performance Measurement and Feedback: Budgetary control is a crucial aspect of financial management that closely monitors an organisation's performance against the predetermined budget targets. To achieve this, management must establish key performance indicators (KPIs) that will enable them to track progress regularly. Regularly evaluating performance against these KPIs makes it possible to identify variances and take corrective actions where necessary. Feedback loops play a critical role in this process, providing a platform for continuous improvement and learning. By embracing feedback loops, organisations can continually refine their strategies and operations, leading to better outcomes and increased success (Grady, 1991).
Ethical Considerations: According to Handoyo, budgeting decisions should be made with a moral and integral approach. This means decision-makers should prioritise transparency, honesty, and accountability throughout budgeting. Additionally, when making budgeting decisions, it is crucial to prioritise the organisation's and its stakeholders' long-term interests over short-term gains. This approach helps ensure that financial decisions are beneficial in the present and support the organisation's long-term sustainability and growth. Therefore, financial managers should aim to make budgeting decisions aligned with the organisation's values and priorities while also considering the ethical implications of their choices.
3.1. People's behaviours for management 

Resistance to Change: When introducing a new budgetary system, it is not uncommon for people to exhibit resistance due to various reasons, such as fear of the unknown, concerns related to their autonomy, and doubts regarding the fairness of the process. To overcome these challenges, management must take proactive steps such as effective communication, comprehensive training, and involving employees in the change process. By addressing these concerns, management can ensure a smoother transition to the new budgetary system while maintaining a positive work culture (Waddell & Sohal, 1998).
Motivation and Incentives: According to Garbers & Konradt (2014), budgets can significantly impact employee behaviour and motivation. Management must carefully consider how budgetary targets are established and how they align with employee incentives and performance evaluation systems. If not done correctly, there is a risk of unintentionally promoting unethical behaviour or gaming the system. Therefore, it is crucial to set targets that encourage employees to work towards achieving the company's objectives while maintaining ethical standards and avoiding potential negative consequences. 
Budgetary Slack: It is possible for people to intentionally exaggerate their expenses or downplay their income to build a safety net within their budget. This practice is known as budgetary slack, which can be challenging for managers overseeing budgets. To prevent or identify budgetary slack, management needs to be aware of this tendency and establish measures such as conducting regular reviews and audits. This ensures that budgets are aligned with realistic expectations and that resources are allocated efficiently and effectively (Dunk & Nouri, 1998).
Performance Evaluation and Feedback: According to Murphy (2020), employees may react negatively to budgetary targets that they perceive as unrealistic or unattainable. Management must provide constructive feedback, adequate support, and necessary resources to ensure employees do not lose motivation and perform optimally. Additionally, recognising and rewarding employees for their achievements can go a long way in reinforcing positive behaviour and motivating them to perform even better.
To improve financial performance and achieve organisational success, management can enhance the effectiveness of budgeting and budgetary control processes by addressing behavioural considerations and creating conducive conditions within the organisation.



4. Evolution of Budgeting

Traditional approaches to budgeting, such as incremental and static budgeting, have long been the cornerstone of financial planning and control in organisations. However, in today's fast-changing business environment, these traditional methods face several challenges and limitations:
Rigidity and Inflexibility: Conventional budgeting techniques usually depend on prior data and gradual modifications, making inflexible budget targets less likely to adapt to changing market conditions or unforeseen circumstances (Hope & Fraser, 2003). This lack of flexibility can impede organisations from responding proactively to new opportunities or threats, as their rigid budgetary targets may constrain them. As a result, organisations may miss out on potential growth opportunities or find themselves ill-prepared to deal with unexpected challenges. Therefore, organisations must adopt more agile and adaptable budgeting methods that can help them respond quickly and effectively to changes in their business environment. Moreover, Morris (2018) suggests that many processes can cause psychological disorders across different disorders. However, these processes do not always result in psychological distress or symptoms. To understand why these processes can be pathological, we need to consider individual differences in the rigidity of their implementation. This means that the degree of psychopathology may depend on how inflexible a person is in their use of these processes. In other words, people more rigid in their thinking may be more likely to experience psychological problems related to these processes.
Time-Consuming Process: The process of traditional budgeting involves a series of time-consuming and resource-intensive tasks, which include collecting data, analysing it, and negotiating it multiple times. Daum (2015) noted that this process can become lengthy and lead to delays and inefficiencies, particularly in today's dynamic business environment, where swift decision-making is crucial. The traditional budgeting process is often characterised by significant back-and-forth communication between stakeholders, which can further prolong the process and make it more challenging to arrive at a consensus. As a result, many organisations are exploring alternative approaches to budgeting that can help them become more agile and responsive to changing market conditions.
Focus on Short-Term Goals: Many companies today rely on traditional budgeting methods that prioritise achieving short-term financial targets and operational goals. However, this approach can often lead to a narrow, short-sighted focus that overlooks the importance of long-term strategic objectives. As a result, businesses may miss out on valuable opportunities for innovation and growth and neglect investments in areas such as employee development and sustainability. Companies must take a more holistic approach to budgeting that balances both short-term objectives and long-term goals to achieve sustainable success over time.
Lack of Alignment with Strategy: It is often observed that traditional budgeting methods adopted by organisations may not necessarily align with their strategic priorities and objectives, as highlighted by Kaplan and Norton in their 2005 study. Such budgeting methods rely on historical data and trends rather than future strategic plans and goals. As a result, organisations may allocate resources in a suboptimal manner and make decisions that do not align with their long-term objectives. This highlights the need for organisations to adopt modern budgeting techniques that consider their strategic priorities and goals and help them make informed decisions based on future projections rather than just relying on past trends.
Overemphasis on Variance Analysis: In the realm of budgeting, the traditional approach places a great deal of importance on variance analysis, which involves comparing actual performance with the budgeted targets (Pace, V.L., 2010). Although variance analysis can offer helpful information, it tends to adopt a blame-centric approach rather than a learning and improvement-oriented one. This approach often results in a culture of finger-pointing and defensiveness, where people are more concerned about finding fault and assigning blame than identifying areas of improvement and working collaboratively towards achieving common goals. As a result, this mindset can often hinder progress and prevent organisations from reaching their full potential.
Incentivising Gaming Behaviours: According to the research conducted by Daum in 2015, traditional budgeting systems are prone to deceptive practices that managers use to achieve their targets or get additional resources. These practices may include inflating estimates or curtailing discretionary spending, which can lead to manipulating budgetary data. This manipulation can severely compromise the integrity of the entire budgeting process, resulting in a distorted view of the organisation's financial situation. Inflating estimates involves exaggerating revenue projections or underestimating expenses to make the budget look more favourable. Curtailing discretionary spending consists of cutting back on costs that are not vital, which can make it seem like less money is being spent. These practices can lead to an inaccurate reflection of the organisation's financial standing, making it difficult to make informed decisions crucial to its success. In conclusion, these deceptive practices can harm the budgeting process and the organisation's overall financial health. To prevent the manipulation of economic data, it is essential to implement measures that enhance transparency and ensure that the budgeting process is conducted fairly and ethically.
Limited Stakeholder Involvement: Conventional budgeting procedures commonly fail to meaningfully involve frontline employees and other stakeholders, as highlighted by Buyucek (2016). Such an approach from the top down often leads to a lack of commitment and ownership of budgetary goals, reducing motivation and accountability. This highlights the need for a more inclusive and collaborative approach to budgeting that fosters participation from all relevant parties for successful and sustainable outcomes. 
The current business landscape is characterised by rapid changes and uncertainties, rendering traditional budgeting methods ineffective and outdated. Organisations must consider alternative approaches such as rolling forecasts, zero-based budgeting, or beyond-budgeting principles. These methods enable organisations to enhance their agility, align strategies, and drive innovation amidst shifting market conditions. Adopting modern budgeting strategies allows businesses to stay ahead of the curve and remain competitive in today's dynamic market.
Conclusion 

The financial analysis of Edwards Camping Gear Chain has revealed several notable difficulties the company may face in the upcoming six months. The cash budget analysis indicates that the company may experience cash flow shortages in the forthcoming months, with November presenting the highest risk of a negative closing balance. This shortfall could significantly challenge the company's financial stability and ability to meet its financial obligations, including eliminating a £25,000 overdraft by the end of November. The profit and loss account that has been budgeted indicates a worrisome trend of decreasing profitability over six months. Losses are projected to occur in the latter months as well. 
This trend could be attributed to various factors, such as a drop in sales, increased expenses, or inefficiencies in cost management practices. Identifying and addressing the root cause of this trend is crucial to prevent further financial losses. Edwards Camping Gear Chain faces an economic challenge with its monthly loan instalments, which amount to a significant £7,000. 
This regular outflow of cash towards loan repayment is straining their financial resources. To make matters worse, the interest payments add to the overall expense burden, potentially affecting the company's financial flexibility and ability to operate effectively in the long run. Moreover, it is crucial to balance sufficient stock levels to meet customer demand and avoid excessive levels that can lead to cash flow problems and increased holding costs. Poor stock management practices can strain a business's cash flow and ultimately reduce profitability. 
Therefore, companies must implement efficient stock management strategies to ensure optimal inventory levels and maximise profitability. They must also adopt a cost-reduction strategy and efficient stock management practices to overcome these challenges and identify the root cause of declining profitability. 
Effective cost management involves identifying and analysing the areas where costs can be minimised without compromising the organisation's operational efficiency. This can be achieved through various strategic decisions, such as reducing expenses, improving operational efficiency, and streamlining production processes. 
In conclusion, by implementing effective financial management practices and addressing these challenges, the company can improve its economic stability and ensure long-term success. Recognising financial difficulties and taking proactive measures to overcome them is essential to ensuring the company's sustainability in the long run.


Appendix 
Calculation of the above.
Cost of Stock sold	260x 70%	270x 70%	270x 70%	220x 70%	210x 70%	190x 70%
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 
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