
BUDGETING PRINCIPLES AND APPROACHES EDWARD 


Executive Summary
This report details all the critical issues regarding budgeting within the context of Edwards, a hypothetical company facing financial distress. The same is introduced in the background section with a summary as to the purpose and scope of the analysis to be done, re-emphasizing the importance of theory with practical application. The very gist of the story of the report revolves around such key components of budgeting as stock budgets, cash budgets, and Profit & Loss Accounts.
The "Main Findings" section below will continue to provide detailed assessments of the Stock Budget, Cash Budget, and the Budgeted Profit & Loss Account for Edwards over the next six months. It is after this that the budgets reveal potential pitfalls in the form of cash flow deficits, overstocking, and insufficient profit margins. The study proposes that the issues can be checked through measures such as management strategies for cash inflow, optimization of inventories, and control of costs. It further suggests the diversification of revenue sources and continuous monitoring and evaluation.
The report goes on to critically look at traditional approaches to budgeting, hence reflecting their inherent limits in the wake of a very fast-moving business landscape. Incremental, fixed, and top-down approaches to budgeting are questioned for the room they give to complacency, killing agility and ignoring invaluable insights. New approached like Beyond Budgeting, Activity-Based Budgeting (ABB), and Rolling Forecasts are recommended as creative solutions that would overcome the bounds of the old.
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Introduction 
Principles and approaches to budgeting are central in the organizational decision-making process, especially in dealing with the complexities attached to financial management. In this report, a critical review of budgeting practice within the context of Edwards—a hypothetical company that is at the verge of facing financial difficulties—will be undertaken. This paper looks at the financial outlook over the next six months for Edwards and recommends some strategic interventions that can assist the company in successfully maneuvering around possible pitfalls that may face it.
This report is going to give an outline of some key components of budgeting; it shall be inclusive of stock budgets, cash budgets, and profit and loss accounts. The report will criticize the forecasted budgets, where it challenges Edwards to face evidence-based solutions.
More so, it would be within this report that one asserts a need to bridge theoretical knowledge with practical application, especially in the assessment of barriers and success factors to budgeting within organizational contexts. This report assesses critical thinking and problem-solving skills applied through the provision of practical answers supported by theory.
Effective communication sets up the basic structure of the report, following a clear and coherent way of putting across complex ideas. It also seeks to display the required characteristics for professional practice in regard to effective communication, leadership, and ability in making decisions but does not limit them to this.
This paper will, therefore, attempt to give a critical, balanced perspective of the budgeting processes and their implication on organizational performance from a broad base. This paper thus opens the door for further, in-depth inquiry into the financial landscape of Edwards, providing a set of actionable insights that can be used in strategic decision-making.














Main Findings

Therefore Closing stock	   	   	     	 	 	 

The stock budget for the six months to 30 November is:
	June	July	Aug	Sept	Oct	Nov
	£000	£000	£000	£000	£000	£000
Opening balance	125 	123 	104 	118 	164 	197 
Stock purchased	180 	170  	203 	200 	180 	195 
	 	  	 	 	 	 
Cost of Stock sold	182	189	189	154	147	133
(60% of sales)	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  		250 		270		270		220 		210 		190 
Cash payments	Administration  	(26)	(25)	(23)	(24)	(24)	(22)
Stock purchased  	(180)	(170)	(203)	(200)	(180)	(195)
Repayments of loan  	(7)	(7)	(7)	(7)	(7)	(7)
Selling expenses  	(8)	(8)	(7)	(6)	(6)	(6)
Taxation paid	-	-	(20)	-	-	-
Interest payments	(1.4)	(1.4)	(1.4)	(1.4)	(1.4)	(1.4)
Shop refurbishment	       -	(34)	(26)	(18)	       -	       -
Cash surplus (deficit)	27.6 	24.6 	(17.4) 	(36.4)	(8.4) 	 (41.4)
Opening balance	(25)	(46.68) 	(23.54) 	(0.4) 	(21.36) 	(48.14) 
Closing balance	(46.68) 	(23.54) 	(0.4) 	(21.36) 	(48.14) 	(72.56) 


The (accruals-based) budgeted Profit & Loss Account for the six months ending 30 November is:
	£000	Calculation
Sales 	1420 	 
Cost of goods sold	(994)	therefore  (Sales*0.7) 
Gross profit	426 	                                       
Selling expenses	(41)	 
Admin Expenses	(144)	 
Credit card charges	 (25.56)	                                         
Operating profit	215.44 	
Interest payable	   (8.4)	 Interest for each month 1.4*6                                        (Note 5)
Profit for the period	207.04 	


Analysis of Financial Projections
Question (a): Stock Budget
The stock budget provides vital insights into Edwards' inventory management schemes and projected stocks for the next half-year. With due data analysis given and due calculations made, the expected changes in stock levels and how they would impact the financial performance of the firm could be derived.
The opening stock balance for June is at £125,000, thereafter influenced by purchases of stock and cost of goods sold. Notably, the closing stock balances for each month reflect a varying period between the months, with values between £123,000 in July and £259,000 in November.
The only variables that can possibly change are the variances in stock purchases and cost of goods sold, which would directly be a result of the sales volumes and gross profit margins (Song et al., 2020). Edwards is supposed to be very watchful of these trends and make sure that the inventories match with the level of anticipated sales demand so that stock-out situation, which would result in loss of sales or carrying too much cost on inventory, does not arise.
Question (a): Cash Budget
The cash budget enlightens Edwards' estimated inflows and outflows. With this, it gives a view of the company's position liquidity to take care of financial obligations (Robinson, Borio and Shin, 2022). To calculate, we are reducing the monthly cash receipts and payments, including the relevant computation in order to make a judgment of the cash flows activities of the company and also computing the likely cash balances (Paolone, 2020).
The cash budget outlines a very cloudy picture for Edwards, as it depicts different levels of cash surplus and deficit within the six months. That said, robust sales receipts or not, the company does face from time to time, cash shortfalls that are very significant in some months, namely September and November more specifically, due to substantial cash outflows related to stock purchases, loan repayments, and shop refurbishments.
The findings of the report are that efficient financial management in cash flow is very vital, and Edwards should be looking at ways of improving liquidity: reconciliation of inventory, renegotiation of loan terms, or sourcing financing from elsewhere.
Question (a): Budgeted Profit & Loss Account
Herein is the elaborative budgeted Profit & Loss Account showing the revenues, expenses, and eventually, the net profit expected to be achieved by Edwards within the period of six months. The essay will analyze the position for profitability of some key determining factors of the financial performance position of the organization through support from relevant calculations.
This projects its sales projection of £1,420,000, signifying its total revenues but is contingent on effective execution of sales and market demand. The cost of goods sold amounting to £994,000, however, is a huge obstacle—the erosion of a huge part of gross profit through it further emphasizing the need for costs management.
The operating expenses, to include the selling and administrative costs, remain points of concern in relation to prudent control measures for expenses. However, despite the same, an operating profit of £215,440 projected by Edwards is indicative of the company's ability to make positive returns out of the core business activities.
Nonetheless, the net profit of £207,040, following the taking into account of the interest expense, reveals that the company is at the risk of external forces and urgently requires the strategic control of costs, at the same time enhancing revenue, in order to realize desirable profitability (Wahjudi, 2019).

Discussion on Potential Problems and Management Actions
Identification of Potential Problems:
Cash Flow Deficits: As demonstrated by the cash budget forecast, cash deficits are expected in both September and November. This would present Edwards with a huge dilemma. In this sense, the forecasted deficit of £36.4 thousand for September and £41.4 thousand for November may then prove threatening to the entity's ability to pay financial obligations on time, such as loan repayment and operating expenses. These can all be working capital shortfalls caused by high seasonality of sales, or delay in customer payments, or even sudden unforeseen expenses cropping up (Gupta, 2020).
Excessive Stock Levels. It can be noted that all the efforts being put into holding stocks at a minimum level of £70,000, there is an element of excess stock likely in the stock budget, particularly in October and November. For example, the forecast closing stock in the month of October and November, amounting to £197 thousand and £259 thousand, is relatively high and in excess of what would be desired, thus tying up valuable capital, increasing storage costs. It is, however, high inventory levels that could mean a illiquidity loss, increase the risk of inventory obsolescence, therefore, increasing the risk for write-offs; hence, these pose a serious threat to Edwards' financial health (Wynn, 2021).
Inadequate Profit Margins: A probable analysis of its budgeted Profit & Loss Account points out to the fact that its gross profit margin of 30% may be found inadequate towards the effective meeting of all related operating expenses. This situation might prevent Edwards from reinvesting the growth initiatives of the company and living for economic downturns. Factors that have led to these weak margins may comprise high competition levels, the rising nature of cost of goods sold, and pricing pressures in the market (Weber and Wasner, 2023).
Proactive Management Actions:
Management of Cash Flow: This is one of the aspects whereby Edwards would be required to take an active role in the management of cash flows that can aid in solving likely cash flow shortages. For instance, among them, include negotiations for extended payment terms from suppliers and incentives for early payments from customers to hasten up cash inflows. This, therefore, would mean that close monitoring of cash flow forecasts, laying contingency plans such as enhancing access to other sources of finance, among others, would be very effective in reducing the liquidity risks (Ebeke et al., 2021).
Inventory optimization: Edwards has to focus on inventory optimization to avert the possibility of higher-level excess stock at ajson.com. The application of demand forecasting techniques, coupled with adapting just-in-time inventory management practices to manage carrying costs, will support the alignment of stock purchasing to the projected sales and reduce the incidence of obsolescence (Seyedan and Mafakheri, 2020). Regular review of the stock level is assured by adjusting purchase decisions to ensure optimal management of the inventory and strengthening liquidity (DeYong, 2020).
Cost control measures: In order to improve the margin of profit and financial performance, proactive cost control measures shall be amongst the most requisite (Qing et al., 2022). Edwards may need to explore where it has to go back for renegotiating supplier contracts, rationalizing operations, and implementing lean manufacturing principles to cut down inefficiencies and wastes. Centralized procurement, with strict monitoring mechanisms put in place, to be able to leverage economies of scale and therefore check rising expenses and its impact on profitability (Probst et al., 2021).
Diversification of Revenue Streams: Edwards should launch some new products or enter new markets in order to reduce the dependency on a single revenue source. In that way, the company would be spreading risks and at the same time unlocking growth opportunities so as to explore diversification possibilities (Pedersen and Tallman, 2023). These could relate to entering related industries or entering niche markets. Diversification will make Edwards more resilient to market fluctuations while enhancing its competitive position over the long run (Martin and Sunley, 2020).
Continual Monitoring and Evaluation: Edwards should establish a strong system for continual monitoring and evaluation of the financial performance metrics. This includes, specifically, regular review of cash flow statements, profit, and loss accounts and balance sheets in order to look for trends, opportunities, and potential risks. Inculcating an environment of accountability and transparency through all the employees will help make every work and encourage cross-functional collaboration between departments, which will enhance data-based decision-making and agility at the organization level (Fridson and Alvarez, 2022).
These proactive management actions and the data-driven approach in managing finances should help bring to the forefront potential challenges in Edwards Ltd. and address them well in time so that sustainable growth and success amidst the competitive marketplace is at least possible.
Critical Discussion on Budgeting Conditions and Human Behavior
Conditions for Successful Budgeting and Budgetary Control:
Effective budgeting: It means that there should be clear alignment of goals and objectives of the organizational missions (Matshidza, no date). This aligned ensures the disbursement of finances is done in a manner that either supports or congruently is aligned with the strategic direction of the organization. For instance, in a scenario where the gain of market share is the increase goal, then it becomes a priority of budget allocation towards marketing and sales initiatives (Grant, 2021). The use of the budget intended for the same and, generally, as quantifiable metrics, revenue targets and percentages of growth in market share should be informed with clarity and used as a benchmark for measurement (Bendle et al., 2020).
Accurate and Reliable Data: Decisions informed need the reliability of financial and operational data (Ionescu and Diaconita, 2023). Organizations must invest in strong systems in data collection, analysis, and reporting to ensure integrity in data (Combita Niño, Cómbita Niño and Morales Ortega, 2020). For example, in the preparation of budgets, historical financial data, findings of market research, and industry benchmarks are some of the inputs that could aid in budget preparation. Further, numerical accuracy to the effect that revenue projections, sales forecasts, and cost estimates, among other things, must be in agreement, is paramount to realizing credibility and effectiveness of the budget (Mancini and Tommasino, 2023).
Participative Approach: Involving the relevant stakeholders in the budgeting process fosters ownership and commitment toward the set down budgetary targets, hence encouraging a sense of accountability among managers and departments of meeting the budget goals (Panday and Chowdhury, 2020). To quantify, one can look at the level of participation in meetings for budget planning and the number of suggestions on the budget that employees may have and suggestions of revisions (Fox and Bartholomae, 2020).
Flexible Budgeting Framework: The budget should be based on a flexible framework capable of accommodating changes taking place in the business environment (Deldjoo et al., 2021). Organizational structures should change with the organization or institution either anticipating changes in market conditions, customer preferences, and internal dynamics, or reacting to these changes. Flexibility is a quantitative measure that considers the variances of the budgeted figures against actual figures and how well the adjustments in the budget respond to the changes in the external factor (Meyer, Gracht and Hartmann, 2022). For instance, if there is a sudden cost jump in raw materials, revised cost projection and resource allocation should be done in acceptable time within a flexible budgeting framework (Uvarova et al., 2023).
Key Points Related to Human Behavior in Budgeting Systems:
Behavioral Biases: Human behavior is susceptible to cognitive biases, which may affect decisions on budgeting (Flyvbjerg, 2021). For example, managers are likely to exhibit a form of confirmation bias by selectively looking for information that supports their pre-set budget estimates, but they will tend to overlook the other side (Lee, no date). The influence that biases bring to the achievement of accurate budgets can be quantitatively appraised through comparing the real result with the budgeted one, detecting the situations in which, through biased decision-making, considerable differences have taken place (Valle-Cruz, Fernandez-Cortez and Gil-Garcia, 2022).
Motivation and Incentives: The type of the incentive system has a great impact on the motivational and shaping role of managerial behavior in the context of budgeting systems (Boruvka and Perry, 2020). Management may be motivated for achieving the targets outlined in the budget by financial incentives for budgetary performance, involving bonuses or profit-sharing arrangements. Excessive reliance on financial incentives, however, could yield to the production of immoral behavior, like budget padding or manipulation of financial data. A quantitative analysis of incentive structures could either measure the relationship between incentive payouts and budgetary performance in some manner or examine the level to which budget-related types of bad behavior are incentivized (Locke and Pearce, 2023).
Organizational Culture: Organizational culture influences from deep within the attitude and behavior of managers in relation to budgeting. In cultures that are innovative and risk-tolerant, managers may view budgets as flexible guidelines (Walker, no date). In cultures that are hierarchical and conformity-oriented, all sorts of variances from the budget are likely to be viewed in a negative light. Some other possible quantitative measures of organizational culture may consist of the surveying of employees on issues such regarding perceptions, for example, of budget flexibility, risk tolerance, and managerial autonomy (Phil-Thingvad and Klausen, 2020).
Communication and Transparency: The real success of the communication and transparency approach has something to do with countering resistance in regard to changes in the budget outcomes and actually gaining the employees' buy-in (Bingham, Daniel Bureau and Duncan, 2023). In this regard, communication strategies can be measured quantitatively by surveys of staff satisfaction with the clarity and frequency of communications about budgets. These can also be through tracking how many questions or complaints related to the budget have been made and give more insights into the effectiveness of efforts to be transparent (Genrich et al., 2020).
Essentially, effective budgeting requires paying much attention to both the quantitative and qualitative human behavior metrics. These efforts in budgeting are related to the goals of an organization, participation of stakeholders, data accuracy, and reliability, flexibility, and addressing behavioral biases that improve organizational effectiveness performance.Top of Form

Critical Evaluation of Traditional Budgeting Approaches
Traditional budgeting approaches have, for long, been the hallmark of organizational financial planning and control (Dimes and de Villiers, 2024). However, in the current business environment that is fast-shifting due to rapid changes in technology and changing consumer needs around the world, coupled with the global economic instability, this has brought into question the relevance of the classical methods of budgeting. This paper provides a judgmental picture of the traditional approaches of budgeting and further attempts to redress some of the potential alternatives that might suffice to redress these limitations.
Assessment of Traditional Budgeting Approaches:
Incremental Budgeting: The incremental budget, premised on the historical spending patterns, has usually propped up the perpetuation of inefficient resource allocation that does not change in conformity to the changing priorities within the business (Ortynsky, Marshall and Mou, 2021). Assumed in such a model is perfect spending in the past, which completely overlooks the reallocation of resources in order to respond to the different market dynamics. Incremental budgeting further tends to breed 'budgetary gamesmanship,' where managers bloat their budgets to sizes large enough for them to bargain for resource allocations in future periods, hence leading to budgetary slack (Taylor, McDonnell and Duong, 2022).
Fixed Budgeting: Fixed budgeting is the orthodox budgeting method, used to fix a rigid limit on the expenses regardless of the change in business conditions, and hence its rigidness makes it unsuitable for dynamic business (Sabel and Victor, 2024). In such industries where the pace of change is very high, like technology or fashion, fixed budgets are quickly outdated and make it even more difficult for the organization to seize emerging opportunities or mitigate unforeseen risks. Another related issue with fixed budgets is the fact that they rarely motivate managers for the cost-saving measures, for they have very little reason to spend less than the amount allocated (Musso and Weare, 2020).
Top-down Budgeting: Driven by the directions of top management, top-down budgeting very often bypasses the input of great knowledge and expertise of frontline employees, including detailed knowledge of operations (Hortovanyi, Szabo and Fuzes, 2021). This approach is hierarchical in nature and thus suffocates most potential for innovation and creativity, as lower-level managers get a feeling of lack of empowerment and alienation from the budgeting process. Moreover, top-down budgets may lack buy-in from frontline staff, which may result in low morale and resistance to budgetary targets (Can you survive the wild alone?: The middle manager role in higher education institutions in Illinois, 2021).

Inherent Flaws in Traditional Budgeting Methods:
Time-Consuming Process: The traditional budgeting approaches do happen to be most time- and resource-consuming since they do involve detailed data collection, analysis, and then negotiation. In such a speedy business environment of today, budgets can be rolling out after such a long time cycle before they are finally rolled out, making it an ineffective useful management tool (Codini, Abbate and Messeni Petruzzelli, 2023).
Focus on Short-Term Goals: Traditional budgeting approaches tend to focus more on short-term financial targets at the cost of long-term strategic objectives. This myopic focus on the attainment of quarterly or annual budgetary goals may induce managerial behavior to sacrifice the long-term sustainability for short-term financial gains, like postponement of investments in innovation or employee development (Lassala, Orero-Blat and Ribeiro-Navarrete, 2021).
Inflexibility: Traditional budget methods have no flexibility in coping with any unforeseen change or disruption to be faced in the business environment. Deviating circumstances, therefore, make it hard for the organization to adjust spending priorities or shifting resources effectively, hence making a less optimal decision and performance outcomes against the laid down assumptions in the plan(Sánchez-Silva and Calderón-Guevara, 2022).
Potential Alternatives to Traditional Budgeting:
Beyond Budgeting: Beyond Budgeting philosophy encourages decentralized decision-making with dynamic resource allocation and flexible performance targets. Beyond Budgeting allows fast changes with strong financial control by empowering the front line to take real-time market feedback and effective strategic deployment in keeping with the company's strategic priorities (Aziz, 2023).
Activity-Based Budgeting (ABB): Activity-based budgeting, resource allocation is determined by an organization's activity and the process that influences cost. Through a direct relationship of resource allocation to operational activities, ABB has better visibility and responsibility, thus putting the manager at a better vantage point to easily slash waste and inefficiencies taking place on the ground (Unlocking the “black box” of hospital competition: Multiple case studies in government-funded and regulated health systems, 2021).
Rolling Forecasts: Rolling forecasting updates traditional fixed budgets to continuously updated projections based on current market data and performance trends. Such an approach is what guarantees organizational operation in a rolling forecast way with improvements in agility and responsiveness that support making proactive decisions of resource reallocation congruently with the dynamics of its business (Nicoletti, 2020).
In other words, traditional budgets are characterized by a range of limitations that are very manifest in the modern business dynamic environment, which carries with it volatility, uncertainty, complexity, and ambiguity (VUCA). That is, organizations are required to re-evaluate their budgeting process in the light of these and a different approach be adopted that would give great importance to flexibility, empowerment, and alignment with strategic objectives. With such innovative budgeting tools, organizations easily become able to engage in the environment full of uncertainties, harness the emerging opportunities, and attain their sustainable long-term success.
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Conclusion 
Comparing with the ever-changing business environment, the traditional way of budgeting, it evidently is not well-placed to take care of the multidiscipline challenges modern business faces. Indeed, the limitations of incremental, fixed, and top-down budgeting—as this report expounds—give one reason to underline the need for a paradigm shift in the practices of financial management.
Incremental budgeting based on historical precedent breeds complacency in responding to emerging trends, while fixed budgeting with its rigid constraints suppresses agility and hampers any change to the dynamic market scenario. Similarly, top-down budgeting neglects important insights with its hierarchical directives that do not result in grassroots innovation.
However, some alternative approaches provide a ray of hope to the organizations desiring to break the limitations of the traditional way of budgeting. Beyond Budgeting proposes that the decentralization of organizational decision-making, through inclusion, is to build a culture of empowerment to enable quick responses to market dynamics. Activity-Based Budgeting (ABB) is a thoroughly meticulous model that allots resources to value addition activities to ensure efficiency and accountability remain in check. Rolling Forecasts, by their very iterative nature, therefore allow the organization to be proactive in new and emerging opportunities within an environment of uncertainty.
In conclusion, the imperative for organizations lies in embracing innovation and flexibility in budgeting practices. Overcoming the barriers of traditional methodologies and developing dynamic approaches that are customized as per VUCA world realities will really help the organization be resilient, innovative, and grow sustainably in the ever-changing business scenario. Organizations will master uncertainty and chart a course through the years with leading success by innovation and adaptability.
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