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Executive Summary

The purpose of this report is to provide a comprehensive analysis of budgeting principles and approaches as applied to Edward, a hypothetical company operating in the context of a finance module. The report aims to evaluate the significance of budgeting in financial management and strategic decision-making within the company.
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Introduction 

This report provides a comprehensive overview of key financial concepts and tools that are essential for informing financial decisions in personal and professional settings.
 According to PLANERGY (2020), The finance team is tasked with the regular monitoring of various budgetary allocations for a specified financial period ensuring that expenditures conform as closely as practicable to the budgeted amounts, and taking appropriate corrective measures as needed.
Finance is the study of money and how it is used to manage resources and make decisions. It's a broad field that covers a wide range of topics, from personal budgets to corporate investment strategies. The principles of finance can be applied to any situation where money is involved, and a solid understanding of these principles can be invaluable to anyone who wants to make informed financial decisions. (Catherine, 2022)
The Principles and Concepts of Finance module serves as a foundational course that introduces students to the fundamental principles, theories, and practices in the field of finance, regulatory pressures, and technological disruptions.
Innovation and Advancements of Budgeting 
Budgeting proceeded to advance, affected by unused administration hypotheses, mechanical improvements, and changing commerce situations.
Advancement included zero-based budgeting, rolling estimates adjusted scorecards, and past budgeting.
Challenges and Opportunities 
Budgeting has confronted challenges such as expanding competition, changing client inclinations, administrative weights, and innovative disturbances.
Be that as it may, it has moreover profited from openings displayed by computerized change, information analytics, and cloud computing. (M. Buru, 2015)
The Beyond Budgeting Movement 
In the 2000s, a movement emerged that questioned the impact of traditional budgeting, leading to the development of alternative approaches like rolling forecasts and market-related targets to address the inherent flaws of annual fixed operating plans.
. In general, the advancement of budgeting and budgetary control framework has been driven by the ought to adjust to changing trade situations, use mechanical headways, and give more successful instruments for arranging, controlling, and decision-making inside organizations.


Cash Flow refers to the net balance of money moving into and out of a business. including operating, investing, and financing cash flows.
Understanding these fundamental financial principles and concepts is essential for gaining insight into a company's financial health, operational efficiency, and cash flow, enabling informed decision-making in business.
A budget acts as a strategic financial roadmap for planning and managing future events and their consequences. It is quantified in numerical terms, such as currency, measurements, and time. It is essential to function with both effectiveness and efficiency. Budgeting helps to manage and supervise resources, communicate effectively, and incentivize employees. (S.et all, 2008)
Budgeting involves developing a financial strategy to forecast a company's or organization's future income and expenditures for a specific time frame, usually one year.
According to Investopedia, 2023. The advancement of governmental accounting and budgeting practices in Nepal in 1959 revealed that, although Nepal implemented a formal budget system at that time, the budgets were mostly disconnected from effective expenditure control and financial management.
Overall, budgeting is an essential tool for organizations to plan, coordinate, and control their financial activities to achieve their objectives. 



  Critical analysis of budgeting and budgetary in an organization.
 Borrow and Howard 2024, define budgetary control as a cost control system that involves creating budgets, coordinating departments, assigning responsibilities, comparing actual performance to the budget, and taking action to maximize profitability.

To have a successful system of budgeting and budgetary control within an organization, some conditions should be present:

Top Management Support 
The budgetary control system's successful implementation and effectiveness depend heavily on the active involvement and commitment of senior management. Without their endorsement, it is improbable for the system to be widely accepted throughout the organization. (M. Ali,2023)
 Objectives and Responsibilities
The budgetary control system seeks to achieve clearly defined operational objectives within the organization. Clear and effective delineation of roles and duties is essential for effective budget planning, oversight, and regulation, and should be effectively conveyed to all pertinent staff members. (S. Sona, 2023)
Accurate and Timely Information 
.
The effectiveness of the budgetary control system hinges on having precise, comprehensive, and punctual financial and operational information.
Strong accounting and reporting systems are essential to supply the necessary information for efficient budgeting and oversight. (James O, 1995)


Flexibility and Adaptability 
The budgetary control system should be flexible enough to accommodate changes in the organization`s internal and external environment. Budgets should be regularly reviewed and updated to reflect evolving business conditions and ensure that the system remains relevant and effective.

Budgetary control is implemented to establish financial discipline within an organization through the establishment of explicit spending limits and financial objectives. Adherence to these controls serves to minimize unnecessary expenses and mitigate instances of financial mismanagement. (F Jacobs, 1974)

Participation and Ownership 
Involving employees in the budgeting process can foster a sense of ownership and commitment, leading to better acceptance and implementation of the system 

 Communicate and Training 
Clear and effective communication about the purpose, benefits, and mechanics of the budgetary control system is essential. 
Providing adequate training to all relevant personnel can help ensure a smooth transition and effective utilization of the system. 

 Performance Evaluation and Incentives 
The budgetary control system should be linked to the organization`s performance evaluation and incentive structures. This can motivate employees to actively participate and strive to achieve the budget targets. (J Bruns, 1992)

Organisational Culture and Mindset 
The organization`s culture and the mindset of its employees should be conducive to the effective implementation of the budgetary control system.
Budgeting within organizations	


Budgeting control is a successful behavior of people which management needs to take into consideration when such a system is introduced.
1. Resistance to a new budgeting system within the organization may stem from fear of the unknown, concerns about its impact on roles or performance reviews, or simply comfort with the status quo. (Dona F, 2012) 
2. Goal Congruence: Managers' personal goals should be in sync with the goals of the organization. If these are not in proper alignment, managers may take actions that serve their interests rather than those of the organization.
Environmental and systemic factors influencing behavior are not isolated and are shaped by school, family, and community contexts. Addressing wider systems is crucial for sustainable behavior change. (Kalpal, 16)




  Section 4 Critical evaluation of budgeting in a business environment 

Conventional budgeting methods are inherently flawed and less effective in a rapidly changing business environment.
Conventional/incremental budgeting is based on the budget from the previous period, typically making small incremental adjustments. This could continue the inefficiencies from previous budgets and may not effectively adjust to quickly evolving business or market conditions.
Implementing zero-based budgeting, which requires every expense to be justified instead of relying on previous budgets, can be a significant drain on time and resources, particularly for larger companies. (Lee, 2023) published an article on this topic. Activity-based budgeting, which relies on the costs of activities, also runs the risk of becoming a lengthy process and may result in exaggerated budget requests.
In general, the primary constraints of conventional budgeting methods stem from their inflexibility and their focus on past performance rather than future opportunities. In an ever-evolving business landscape, companies require adaptable budgeting strategies that can swiftly respond to changing conditions and emerging opportunities.
Risk aversion: people may be reluctant to take risks or invest in new initiatives when budgets are tight or when there is pressure to meet short-term financial targets. This risk aversion can stifle innovation and growth opportunities. Management needs to create a supportive environment that encourages calculated risk-taking, experimentation, and learning from failures. Incentives and performance measures should also be aligned with long-term strategic goals to avoid overly conservative decision-making driven slowly by short-term financial considerations.

Many organizations are embracing new, more adaptable and cooperative budgeting methods, such as rolling forecasts, participatory budgeting, and beyond budgeting, to overcome these limitations.
These techniques are designed to transform budgeting into a more adaptable, decentralized, and customer-centric process that can swiftly adapt to market fluctuations.
Although traditional budgeting methods have their advantages, they are becoming less suitable for the rapidly changing business landscape of today. Businesses should explore the use of more flexible and adaptable budgeting approaches in order to remain competitive.


Inherent flaws in traditional budgeting methods include:

Lack of flexibility: Traditional budgets are usually decided at the start of the year and stay the same, even if things change. Not being able to change can make it hard for a company to quickly react to changes in the market or unexpected events. 
Focus on short-term goals:
Traditional budgeting methods tend to prioritize short-term financial targets over long-term strategic objectives. This focus on short-term results can hinder innovation and long-term growth in a fast-changing business environment, and hinder innovation and long-term growth in a fast-changing business environment.
Silo mentality:
Traditional budgeting methods can reinforce departmental silos and encourage suboptimal decision-making based on individual departmental goals rather than the overall success of the organization. (Cash D, 2014)
Limited accuracy and relevance:
Traditional budgets are often based on historical data and assumptions that may no longer be valid in a fast-changing business environment. This can lead to inaccuracies in forecasting and budget allocations.

In conclusion, while traditional budgeting methods have their benefits and have been effective in the past, they may not be well-suited to the challenges posed by today`s fast-changing business environment. Organizations need to consider adopting more flexible dynamic, and adaptive budgeting approaches, such as rolling forecasts, driver-based budgeting, or beyond budgeting to better navigate uncertainty and drive sustainable growth in a rapidly evolving landscape. 


















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
Cost of Stock sold						
(70% of sales)	(182)	(189)	(189)  	(132)	(147)			(133)
Therefore Closing stock	123   	104   	189     	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	 	 	 	 	 	 


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  1420x70%
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)	      1420x60%x3%                                   
Operating profit	215.44 	
Interest payable	 (8.4 )	 6m x 7000x20%                                        (Note 5)
Profit for the period	207.04 	





.Edward Limited costs

Costing involves determining the expenses associated with a particular activity, such as manufacturing a product, providing a service, or performing a task. Costing objectives are consistently linked to specific activities (Drury, 2020)
To match costs and revenue, costs of stock and work in progress should comprise that expenditure that has been incurred in the normal course of business in bringing the product or service to its present location and condition.
From the Edward company's budget analysis report, it appears that the company has certain costs such as bank loan, for which they are paying 700£ per month. A suggestion to reduce these costs could be to try to renegotiate the terms of the loan and try and reduce the amount of  interest paid (20%)  Lenders often agree to renegotiate the terms of a loan because it can ensure that the loan is paid off by the company (ELLS,  2011) 
Managers decide for the company, and if this decision is not supported by a lot of information related to the budget, the decision can have a major impact on several departments of the company such as marketing, production, purchasing, research, and development.  
According to Druy 2013,  the company experiences greater success in the online marketplace, characterized by an increase in sales in comparison to brick-and-mortar establishments, management may elect to cease operations of the physical stores. If individuals lack a fundamental understanding of online marketing and are unaware of the financial obligations associated with website maintenance, as well as the expenses related to transportation and distribution, the company may experience significant profit loss or potentially incur financial deficits. The implementation of effective management plays a crucial role in the operation of a business. It facilitates oversight of the company's stock inventory and enables managers to make informed and strategic business decisions.;

Edward might face, as well as management actions that could be taken:
Problems indicated by calculations
1 cash flow issue: The company may experience a lack of funds, particularly with the loan repayment, if sales are not meeting expectations or expenses are higher than anticipated.
2 stock level: Keeping the stock level at a minimum of £70,000 may prove difficult in the event of a cash flow issue.
3 credit card Fees lower the overall sales revenue, resulting in decreased cash flow.

Management Actions 
To effectively manage cash flow, it is important to carefully track cash flow projections and adapt business operations as necessary, by potentially postponing non-critical expenses and negotiating longer payment terms with suppliers(Wals,2009).
Inventory management optimizes stock levels to balance the need for product availability to minimize holding costs
Cost control reviews all expenses, including selling and administrative expenses, for potential savings.
Sales strategy Implement marketing and sales strategies to boost sales potentially focusing on non-credit card sales to avoid fees.
Edward Limited employs a buffer stock strategy to address unforeseen demand or to compensate for disruptions in the supply chain. Edward focuses on ensuring product availability and sales continuity by maintaining a minimum stock level, demonstrating a strong commitment to customer satisfaction.

The stock budget needs to take into account the one-month credit terms offered by suppliers. This credit period can offer a temporary reprieve for cash flow.

However, it is important to carefully manage inventory to prevent shortage or surplus that may unnecessarily tie up capital. Edward Limited needs to carefully track its sales patterns and adjust its inventory purchases in order to maintain the desired stock level without overspending on inventory. Furthermore, the company needs to consistently monitor its inventory turnover rate to make sure that the products are being sold at an efficient rate and to avoid incurring high holding costs.
In order to draw a complete conclusion, Edward Limites should include monthly sales figures, extra expenses associated with maintaining inventory (such as storage and insurance costs), and any seasonal fluctuations in sales or supply chain challenges that could impact inventory levels.




Conclusion 
The analysis of budgeting principles and approaches within Edwards showcases the essential function of efficient budgeting in the company's financial strategy.
Budgeting is a multifaceted process that goes beyond simply limiting expenditures; it encompasses strategic decision-making, forecasting, and performance evaluation, giving it a broader scope and importance in organizational management(Parmanter,2019).
Edward is required to comply with the budgeting process, ensuring that it encompasses realism through the incorporation of realistic assumptions and data-driven forecasts. These elements serve as effective tools for informing the company's financial decision-making processes.
Flexibility budgets should establish a comprehensive framework for operational processes, while also enabling the opportunity for adaptability in light of market fluctuations or unanticipated circumstances.(Wals,2006)
The clarity and simplicity of budgets is essential for ensuring understanding and accessibility by stakeholders throughout the organization, thus fostering alignment with financial objectives.
Regular assessment and monitoring of performance in comparison to the budget enables the early identification of discrepancies and facilitates prompt corrective measures.
The allocation of financial resources through budgeting should be closely aligned with the strategic goals of the organization to support long-term objectives. This integration ensures that the company's financial planning is in line with its overall strategic planning.(Mar B,2015)

Adopting these budgeting principles can improve financial control, risk management, and operational efficiency for Edwards. The company should choose an approach based on its specific business needs, size, and industry dynamics, which may include techniques like zero-based budgeting, rolling forecasts, or activity based budgeting. Edwards' commitment to sound budgeting principles and an appropriate budgeting approach are crucial for its financial stability and growth. By embracing these concepts, Edward can navigate financial planning complexity and position for ongoing success.
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