
PRINCIBLES AND CONCEPTS OF FINANCE

Discussing the conditions needed for successful system of budgetary control



Executive Summary

The purpose of this report is to analyse system of budgetary control and how the organisation’s management action could address the problems they will face when any changes introduced. discussing the conditions which should be present within an organisation for a system of budgeting and budgetary control to be successful. evaluating traditional approaches to budgeting in the context of a fast-changing business environment. To examine the budgeting system types and how they will influence the decision making within the organisations when a new system has been introduced. Reflecting on and using some theories and tools us an example in finding salutation and help businesses to make reasonable and accurate decisions.


















2.0 Table of Contents
1.0	Executive Summary	1
3.0 Introduction	2
4.0 Main Findings	3
4.1 Explaining the Calculations Indications.	6
4.2 The Conditions and system of budgeting control.	7
4.3 The Discussion.	9
4.4	Evaluating the budgeting changes in the business.	11
5.0 Conclusion.	14
6.0 Bibliography	15




















3.0 Introduction

The successful finance management requires a combination of leadership, staffing, clear financial planning, budgeting, and accounting control system (Schneider, 2012). However, this report will examine three points from view of budgeting. First, the report conducted an example in aspect of preparing stock budget (unsold goods at the end of the year) and cash budget for second half of the financial year, to show the cash balance at the end of each month. Calculated the statement of profit and loss account and explain the result we found. Second, discussing the conditions and system of budgeting which organisations should present to get successful control over its financial management matching it with other objectives to achieve their strategic goal. Finally, evaluating traditional approaches to budgeting in the context of a fast-changing business environment, and its impact on the performance. With mentioning some academic theories and tools that could help the companies to analyse their business such as KPIs (Key Performance Indications), ROCE (Return on Capital Employed), and Ratios analysis. These measurement tools can widen the organisations’ point of view to identify what is best approaches to be considered sudden circumstantial happened or when introducing new system to shift their process especially smoothly and quickly in the financial management.
The challenges that facing organisations when preparing the budgeting system, on how to predict the expenditures and forecasting the revenues in complex external environment and the relationship between the market’s assumptions and customers’ desires and behaviours. For the company to identify if they will make profit or loss, they must practice CVP (Cost Volume Profits) which is an important tool for the management to forecast.

4.0 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		105	 		124	 		130	 		158	 		190	 		176	 
Stock purchased	    180	   	285 	160  	284		203	333		200	358		140	330	195	371
	 	  	 	 	 	 
Cost of Stock sold						
(70% of sales)	(161)	(154)	(175)	(168)	(154)	(147)
Therefore, Closing stock		   124	   		130	   		158	     		190	 		  176	 	   224


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 0.3 × 30% 		228 		218		248 		238 		218 		208 
Cash payments	Administration  	(19)	(18)	(16)	(17)	(17)	(15)
Stock purchased  	(205)	(180)	(160)	(203)	(200)	(140)
Repayments of loan  	(5)	(5)	(5)	(5)	(5)	(5)
Selling expenses  	(6)	(8)	(7)	(6)	(8)	(9)
Taxation paid	0	0	(20)	0	0	0
Interest payments	(1)	(1)	(1)	(1)	(1)	(1)
Shop refurbishment	   0	  (11)	 (10)	    (12)	  0	  0
Cash surplus (deficit)	(8) 	(5) 	29 	 (6)	 (13)	38 
Opening balance	(22)	(30) 	(25) 	54 	 (60)	 47
Closing balance	30	25 	54 	(60) 	47 	(9) 


The (accruals-based) budgeted Profit & Loss Account for the six months ending 30 November is:
	£000	Calculation
Sales 		   1,370	 	 
Cost of goods sold	(959)	therefore  
Gross profit		411	 	                                       
Selling expenses	(44)	 
Admin Expenses	(144)	 
Credit card charges	 (12)	                                         
Operating profit	211 	
Interest payable	   (  6   )	                                         (Note 5)
Profit for the period		205	 	



 4.1 Explaining the Calculations Indications.

We have been notified that, Neural Ltd is required to eliminate the bank overdraft by end of the second half of the year. However, the cosh budget indicates that the desired cannot be achieved. There is a decline in the overdraft of proximately 20% over the period. Which is inefficient, there are some considerations should be taken by mangers includes the negotiation with the Bank.
The stock level is increasing, which could have affected in two cases. The first case might be that the potential decreases in the production. The accumulation of raw materials in the warehouse or merchandises ready for sale. Which increases the cost of storage and the value of these materials in the stock or goods, this could reduce the percentage of the sales (Winn, J. 2017). specifically, October and November in comparison with August.  Managers should look at the reasons may cause this decrease in the production. It could be related to purchasing stock more that can be used, as we can see in the calculation the purchased stocks are increasing monthly. Or it may be machinery faults which cost more time in converting the raw materials into commodities ready for sales.  The second case might be the lack of marketing publicity leads to messing in sales opportunities through the ideal marketing presentation, or it could be there is change in the price which may lead customers to turnover, so manager should consider some marketing plan to meet the targets to help increase sales. In this case, they can use tools analysis to identify marketing and strategic plan for setting the price such a marketing mix, to get rid of the product and materials stuck up hugely in the stock.
Consideration should be also given to avoid or reducing the unnecessary or unessential refurbishment cost. For example, managers could research for new suppliers to compare the prices in the market may they have a new supplier to obtain a suitable contract for the annual refurbishment. Or they can establish the refurbishments twice a year instead of three times.
 The budgeted Profit and Loss Account interestingly indicates to a good profit for the period. For every £1 in sales, the company benefits £15. However, this does not mean that the financial ability of the company meets the repayment of debts or obligations by banks in the same repayment period for the following two reasons. First, the value of the stock ready for sale may be large, these values had been calculated in the cash budget, which means that these goods may not be able to be converted into cash. In this case it is advisable for the company’s managers to think seriously about finding a way of converting this monetary value into liquid cash as quickly as possible. For example, advertisements, marketing campaigns, they can even offer their products though different social media platforms which are cost efficient. Or negotiate directly with the Bank for explaining the problems to sustain a good relationship by the communication, and the Banks will understand the situation (Miller, 2009). The second possibility is that these profits may have been withdrawn or distributed to the owners of the company. In this case, managers should  meet with the owners and explain the problem for them, they are expected to waive interest for a certain period or reduce their monthly interest rate at the level in line with the need in that period. Managers and the owners can decide offering a percentage of the company’s share for urgent sale as a difficult option, it may solve the problem and open new horizon and opportunities for borrowing as they can prove that they are generating profit.

4.2 The Conditions and system of budgeting control.

The successful finance management requires a combination of leadership, staffing, clear financial planning, budgeting, and accounting control system (Schneider, 2012). Therefore, the purpose of budgeting control system is to provide information to help the organisations make decisions in order to successfully achieve their strategic goals. To highlight, for the organisations to achieve their goals, they must have made a budgeting plan. There are four main types of budgeting organisation could use for their accounting system control. Which are zero-based, activity-based, incremental, and value proposition budgeting system control. Each type has an advantages and disadvantages, for immediate reasons or indirect conditions organisation adopt specific budgetary system to practice and control their financial management (Coyte, et al 2022).
  According to Oxford university (2017) zero-based budgeting is a modern technique requires mangers to justify planning system for starting each year with expectations of income and expenditures.  Cooper (2011) has argued that it’s an alternative method that address development and effectiveness. However, the activity-based budgeting is establishing the activities that incur costs in each function of an organization (Nadery, et al 2021). Furthermore, according to Rahmatollah (2014) it’s the Relationship between planned funding and anticipated result. However, this plan should be statistical and includes system of budgeting in a different financial term (Heald, and Hodges, 2018). For implementing the budgetary, plan must be detailed with using other resources over a specified time and controls activities of the organisation. According to Hansen (2011) activity-based budgeting will only be favourable for one department in the organisation. While Marjerison and Kim (2022) argued that less structured budgeting, with more decentralisation mode of management control, may be beneficial for all aspect within the organisation. Conditionally, the organisation must not be subject to fast change. Of course, the flexibility is required when planning budgetary control to cope with unexpected consequences. Therefore, mangers must understand the plan and have the knowledge and skills needed to supervise the activities carried out by the staff (Clark, 2022). Generally, leadership plays an important role for setting the plan for budgeting system control processes, the consideration of agrees objectives for the year, what income will be available in the specific period and the expenses will be incurred, construction and reviewing prediction budget whether its surplus or deficit, then make necessary change and seek formal approval for the plan. The incremental budgeting type is simply, slight change to the actual of existent proceedings result looking for adjustment in productivity (Marshall, et al, 2021). For example, in the public sector, the approach focusses on production functionality to provide goods and services, the purpose often leads to socially desirable outcome which is challenging to identify. The value proposition budgeting according to Scott (2020) in public sector, is group of activities for specifying managing and accounting. For example, local council could identify a program that offers high value for the community, then decide to continue funding for that program while reducing the funds for other ongoing services with low value. Therefore, the value is a condition of using this type of budgeting. Knowingly, human satisfaction and happiness are difficult to measure, and it can be an example of ineffective of value proposition budgeting. 

4.3 The Discussion.

The relationship between the leadership and the budgeting plan can be clearly shown by referring to zero based definition, which require mangers to justify the budgeting plan for the future of the organisations. We going to use zero based budgeting as an example to discuss the conditions organisations can present to successfully practice system budgetary control. However, this budgeting, must define the organisational goals and objectives, in which help to control and evaluate the subsequent of the performance. Managers must be responsible and supportive for each area of the organisation (lajevardi and Hoda, 2022). The budget must be comprehensively well documented and the budget draft should be available for all users. Organisation must be able to produce regular and timely financial information for increasing coordination and communication within all departments and provide better motivation to managers and employees by involving them in decision making. More, there must be a good communication throughout the organisation, the various areas of the organisation must be able to change their performance according to the plan, and the system must be not tough for the manager who responsible for plan achievement to avoid unrealistic targets. 
Furthermore, managers behaviour must be as a cooperative with the budgeting process and with each other to influence the decisions (Cicic, 2013). When the process implemented by responsible coordinator manager who can guide the team and communicate professionally, the function will be more structed over all organisation areas. Apart from the behaviour, managers should use other tools to understand whether the business is performed successfully or not, and one of these tools is key performance indicators KPIs, intend to be used as measurement by offering innovate approach that organisations can productively adopt (Kodden, 2020).  There are numerous of perspectives can be measured with the KPIs for the budgeting system. 
Financial perspective is an improvement reflection of the organisation health (Lamatinulu, et al 2018), to measure the level of revenues, profits, expenses, and other finance outcome based on the accounting data. For example, when compared to service companies with production ones in measuring the net profit, in the services organisations like hotels for example, the operation cost can be higher than cost of goods sold. Therefore, the gross profit margin well be high, but in the production companies the operation cost could be vary greatly and it may require other element to be include to the calculations, which will affect the profits and loss account. Another example from employee’s perspective. The organisation’ motivation of the employees plays a significant role in meeting customers’ needs (Alanzo et al, 2021). Which means the quality, safety and work environment that organisations provide for its employees has a direct impact on their customers satisfaction positively or negatively, especially in the customer service department, because the relation of the customers and the employees satisfaction has the same impact on the sales. Therefore, the sales amount will affect the net profit overall calculation. However, there are many other key performance indicators, the organisations can use to analyse their performance such as Ratios, return on capital employed ROCE. The organisations   must have understandings  of  what, how and when to use the appropriate KPIs. However, the behavioural considerations of budgeting are quit linked to the managers responsibilities. For example, managers are aware of the opportunity that can build slack (Dunk and Perera, 2018). Therefore, they may try to spend all their allowance to ensure that they will have same budget for the next year, or they can use the budgetary system to force the staff to work harder or isolating the staff from the budget setting process. this could result in negative attitude therefore, achieving the targets in this departments where such behaviours occurred, may would be discouraging the flexibility in the decision making and innovation.
Evaluating the budgeting changes in the business.

The traditional budgeting system according to Eramo (2021), includes setting standard, record the actual activity, and then compare it with the plan. But Wienhold (2015) had mentioned that there will be inability to link financial expectation with the organisation’s strategic plan. For example, when the flexed budget is based on the new actual sales using the budgeted figures set out earlier, standard costs per unit are set to the actual level of business activity. Therefore, the actual activity based on the budgeting that has already identified the total revenues should be equalise to the total cost. Revenues in the traditional budgetary system usually comes from the sales (Jaquette et al, 2018), the total cost behaviour includes Fixed costs, Variable costs, Semi-fixed costs, Semi-variable costs, and Average costs. For example, Fixed cost and Variable cost has relationship with the unit sales.
 In fact, sale rate is declining day after day because of relevant large costs of product. Moreover, the row materials price increasing rapidly, and labour minimum wages are increasing to meet the cost living recently. Therefore, the internal and external environment of companies is complex and its fast changing, it’s very challenging for companies’ survival and development, the business risk has become high, customers and consumers generally have become very limited in comparison with the same industry competitors, organisations must make some considerations about these complex relationships. In order, to identify whether the company is making profit or loss, because the focus of the business is to generate profit and growth (Weber, 2021). However, organisations must establish cost volume profit analysis theory ‘CVP’, also known as a Breakeven. Which is an important management tools for organisation to forecast, making decision and control the cost (Gou, 2022). According to Chrysafis (2019) Breakeven can be used when any change occurred regarding sales level to determine the profit indications. To make these assumptions understandable, we can look at the flowing example: 
Company A may know that the sales price for product X in a particular year is going to be in the region of £50 and its variable costs are approximately £30. It can, therefore, say with some degree of certainty that the contribution per unit (sales price fewer variable costs) is £20. Company A may also have fixed costs of £200,000 per annum, which again, are easy to predict. However, when we ask the question, ‘Will the company make a profit in that year?’ the answer is ‘We don’t know’. We don’t know because we don’t know the sales volume for the year. However, we can work out how many sales the business needs to achieve in order to make a profit and this is where the cost volume profit analysis begins. But still Breakeven analysis has limitations assumptions such values are observed in a short period of time (Martinovic, 2019). However, in the case of any change in the business environment, especially in the case of demand and supply and its relationship to the desire of customers and consumers, these changes are entirely linked to prices. Given, total sales determine the total revenues of the organisation’ budgeting. However, we cannot determine this relationship with information we have. Therefore, organisation must consider other assumptions related to the valuation process to predict ultimate profits. For example, fixed costs do not change as a limit of the cost volume profit appears, but companies can predict the effect of price on the future supply requirements of a product if they know the price elasticity of demand because customers concern on the consistence and efficient supply of product (Lam et al, 2016). Furthermore, when the prices rases the organisation should consider how much the quantity demand will fall, also to compare is the size of the change in quantity demanded with the size of the change in price, because sometimes customers could buy the products for reasons not for the price which make inelastic demand, so organisations must consider supply that fulfil the buyers demand (Geunes,  2018).
the case of petrol and cauliflowers copied from the module will be the best example of demand and supply in relation to the customer desires and loyalty for the brand. 
In the case of petrol, the rise in prices is likely to result in only a slight fall in the quantity demanded.  If people want to continue driving they have to pay the higher prices for fuel. A few people may look at walking, cycling, or reducing the number of journeys they take, but for most people the rise in petrol costs will make little difference to how often they use their vehicles. In the case of cauliflowers, however, a rise in price may lead to a substantial fall in the quantity demanded.  The reason is, there are alternative vegetables that people can buy. In the case of vegetables, many people are very conscious of the prices and will buy whatever is reasonably priced (Marie pitson, 2023).

5.0 Conclusion.

Profitability does not mean that the company is financially heathy unless it can have the ability to close accounts at the end of year the without problems, whether debtors or creditors,
The budgeting plan is not just a single process, it’s part of bigger objectives set to meet organisations missions and expected achievements. Because budgeting plan purpose is to show the whole organisations objectives in statistic and numbers of figures.
Traditional budgeting seems to be of limited use in today’s fast-changing business environments, despite of its wide range of using, the academic theories and management tools has expressed dissatisfaction on the assumption, such an applies only to the short term and cannot reliably be used in the longer term.
The relationship between the leadership and the budgeting plan is combination of logical detailed information and motivational concept which requires high level of knowledge, responsibility, encourage other to be part and belief in the project, and provide good working environment and high quality of equipment to convince managers and employees do their work wright as a team to succeed. 
product is more likely to have elastic demand when it is a commodity offered by many suppliers. In this situation, there is no way to differentiate the product, so customers only buy it based on price.  if companies decide to raise prices on a product that has elastic demand, unit volume would likely plummet as customers go elsewhere to find a better deal. 
Altering the price of a custom-made watch may not appreciably alter the amount of unit sales volume, since roughly the same number of potential customers are interested in buying it, irrespective of the price.
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