
PRINCIPLES AND CONCEPTS OF FINANCE
Budgeting Principles and Approaches - Edwards


Executive Summary
The concept of finance showed how a firm can apply financial principles to increase the organisation's value in a risky environment. The problems addressed from the cash flow and stock budget of Edwards were such as high selling expenses, decreasing sales, and highly fluctuating cash flows at the end of the month which disaffected the performance of the firm. The approaches of traditional budgeting are such as top-down and bottom-up approaches, rolling, activity-based approaches, zero-based, and incremental approaches. There were successful characteristics of the budgeting and budgetary solutions such as accurate expense categories, unforeseen circumstances, cash planning, and tracking of the cash purchases, accurate income estimations, and regular review of the budget. 
The principles of finance were about the time value of money, asset allocation, compounding, and diversification. The issues were addressed based on the cash flow and stock budget of Edwards such as high selling expenses, decreasing sales, and highly fluctuating cash flows at the end of the month. Hence, this has impacted the performance of the firm. The budget made for Edwards denoted the highest expense of selling which was as compared to the other expenses.
The cash flow of Edwards was fluctuating at the end of months and the stock budget was earning uneven cash flows. The profitability of Edwards was significant for the entity without the regard of the public as well as the private sector. The sales net cash was decreasing in the six months. Therefore, the cash budget was disaffected by the fall of Edward’s sales revenue. The budget sheets allowed for guidance in the budget. There was a need for accuracy in expenses and income of budget. The budget was recommended to be revised and reviewed frequently. There was a problem addressed of profitability for the increment of the managing costs as well as finding the waste decrements. Hence, Edwards was recommended to cut the sales expenses by the quality of its goods and services.
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Introduction

The background of the report is based on improvement of the budget which might be shifting from the traditional increasing budgeting technique to the alternative approaches. Edwards’s annual budget has several inherent weaknesses and is a barrier to effective implementation in alternative models until the end of November. Edwards has owned 15 shop chains selling camping gear from the start of June with an overdraft of £25,000, and the bank asked to eliminate the end of November. The directors have planned to review it for the upcoming six months. Hence, the stock budget, cash budget, and budgeted profit & loss account will be calculated and analysed.
The report is about the principles and concepts of finance. As per Openstax. Org, (2024), the concept of finance is made to develop the wealth of the owners. The concept of finance explains the research about management. The research in finance is for interpretation in the used as well as sources of the cash. It is the concept of the risk and reward trade-off. It is a tool which helps in making better decisions. The concept of finance is divided into three subparts for the domestic market: financial markets, institutions, investments, and business finance. Business finance shows how a firm can apply financial principles to increase the organisation's value in a risky environment. One of the principles in finance is risk and return which depicts that a rise in risk would lead to a rise in expected return. The past financial markets determine that the relationship holds and risky investments across time which gives higher returns. 
Ivey, (2023), said that the time value of money is another principle in finance which determines that the money received today is more worthy than the money received in future because of the potential for earning interest as well as investment returns. Diversification tends to be another principle of finance which refers to the distribution of investment portfolios over different assets for decreasing risk. Diversification helps protect the portfolio from the negative effects of any investment. Asset allocation is a principle of finance which divides the investment portfolio into various classes like stock, real estate, and bonds. According to Adynamics, (2022), the stock management principles must be applied to improve the cash flows and decrease human errors, inventory costs, and labour costs. This optimises the return in risk management. This has different financial decisions which are such as loan repayment plans and investment strategies. Compounding is another principle in finance which includes reinvestment of earnings from the investment to make more earnings. Over time, compounding can result in exponential growth of investment returns. This is a powerful tool to build long-term wealth but with consistency and patience.








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						
	(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  	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 	1420 	260+270+270+220+210+190	
Cost of goods sold	(994)	therefore 1420*70%
Gross profit	426	1420*0.30                                      	
Selling expenses	(44)	  8+8+7+6+6+6
Admin Expenses	(114)	26+25+23+24+24+22	
Credit card charges	(25.56)	1420*60%*3%	
Operating profit	215.44		
Interest payable	(8.40)	(Note 5) 6 months*7000*20%	
Profit for the period	207.04	




Problems indicated in calculations and addressing by management
The problems in the calculations indicate that Edwards can probably face in the upcoming six months are such as – 
High selling expenses – The budget prepared for Edwards indicates the highest expense of selling as compared to other expenses. The reason behind high selling expenses was expense allocation while preparing the budget. In accordance with Bragg, (2024), the budget might prescribe certain quantities in overhead costs to be allocated in different departments as well and managers of the departments might have problems with the allocation processes used. Hence, Edward would face problems by paying the highest expenses of selling expenses in the next 6 months which were at $44, 000.
Addressing the problem – The selling expenses at $44, 000 must be reduced in the actual budget by Edwards. BDC. CA, (2024), determined that the selling expense at $44, 000 is a variable expense which can be interpreted as the sales percentage. The historic percentage gives a good indication of potential upcoming costs. Seal et al., (2018) state that budgeting must be followed by managers carrying four tasks which are planning, controlling, decision-making, motivating, and directing. The budget must be planned for selling expenses and specify the action to be implemented.
Fluctuating cash balance at the end of each month – The cash flow at the end of the stock budget fluctuated. The stock budget was earning uneven cash flows which were $22,000 in June, $23,000 in July, $23,000 in August, -$21,000 in September, -$27,000 in October, and -$24,000 in November. Be the Business, (2024), identified that it is hard in the fluctuating cash flows that something can be done to predict the increments and decrements earlier. The business has varied its costs which must be paid regardless of the firm’s sales as well as output. The variable costs can change as per the volume of revenue. Streamlining the cost fluctuation is due to stock and staffing in the Edwards cash flow. Orobia et al., (2020), state that stock management negatively affects fiscal performance and it has been achieved at a minimum level for the Edwards budget.
Addressing the problem - 
Profits are significant for organisations without any regard for the private as well as public sector. As per Marr, (2012), there is a low and high profit margin which low profit indicates that Edwards has high operating costs as well as a wrong-doing price structure. The overhead costs must not be directly distributed over the organisational units. Edward must find the most suitable measure to split the overhead costs by preventing overcomplicating the calculations. Hence, the managers must adjust the operating costs which are made up of different cash expenses. The level of expenses must not fluctuate much in the months.
Decreasing sales in months – The sales net cash has been decreasing in 6 months of Edwards such as $255,000 in June $265,000 in July, $265,000 in August, $216,000 in September, $206,000 in October, $187,000 in November. The cash budget has been disaffected by the decrement in Edwards's sales revenue. In accordance with Dyson and Ellie, (2020), there are some variances in costs. The total sales variance can be stated in a selling price variance as well as sales volume profit variances. The sales have decreased due to bad customer experience, lack of unique value proposition, and ineffective management. 
Addressing the problem – According to Leadley, (2024), it is necessary to increase the sales amount of Edwards by focusing on the existing customers, reaching the customers of the target market, knowing the competitors, developing the products, cultivating value, building customer service approach, focusing on customer relations, and promoting Edwards. Drury et al., (2021), described that Edwards must decrease the time of processing the applications which would develop customer satisfaction and increase the potential for growing sales revenue. Although the sales are exceeding the production of Edwards in all the months. The inventories decrease with an absorption costing system a larger amount of fixed overheads would be required to be brought forward as a cost in the open inventory rather than reduced from the close inventory adjustment. 
Low profitability – Edward would suffer from low profitability as observed in the accruals-based budgeted profit & loss account of six months. The profit recorded in the budget was £116,000 which was lower. Hence, low profitability was a problem for Edwards in the making of the budget. Walsh, (2008), posited that the contribution was low of Edwards. The contribution refers to the net cash flow in one transaction which means the cash earned from the revenue of an additional unit or the cash which is lost from the revenue of one unit less. Bhimani, (2006), stated that the budgeting system gives short-term control for the encouragement by managers which makes accurate predictions of the future. The budgeting decisions ignore the interaction of different decisions.
Addressing the problem - Walsh, (2008), posits that Edwards must have an objective of decision-making which must be to increase the contribution. If the principle is followed then Edwards can achieve higher profitability. As per Bgateway, (2024), that profitability can be increased by decreasing costs, growing turnover, growing productivity, and growing efficiency. It can be assessed that organisational profitability could deliver growth in the bottom line. The profitability can also be increased by managing the costs and finding the waste is decreasing. It is significant for Edwards to cut the selling expenses by the quality of its goods and services.


Conditions for success of budgeting as well as budgetary control
The conditions must be present in a firm for the system of budgeting as well as budgetary control to become successful. 
Accurate expense categories – Concialdi, (2018), determined that the estimations are very sensitive to the choices. It is significant to use a benchmark for an accurate budget estimation. The budget worksheets have been helping resources for guiding the budget. This might not align with the expenditure habits. This would make the budget focus on involving the expenditure categories which reflect where funding goes. The expenses must be tracked in the budgeting which helps in understanding the monthly expenditures. 
Accurate income estimations – Fowles, (2022), depicted that expenses are comprised of half of the budget. Accuracy is needed in spending and income. The budgeting must involve taking out the taxes and other deductions. In the irregular income, it is considered that the monthly budget on average would be made every month. 
Regular review of the budget – Ni Business Info. Co. UK, (2024), demonstrated that the budget must be used effectively by the requirements to revise and review it frequently. It is needed when the business is planned for growth and shifting into new areas. The updated budget helps in flexibility as well as the management of cash flows. As per Haavig, (2019), the cash management of Edwards must accelerate collections, and support accurate financial reporting, and liquidity management. This will identify the need for achievement in the upcoming budget period. The actual income must be compared every month with the sales budget. The actual expenditure must be reviewed regularly against the anticipated budget. It will help to estimate future costs with good reliability. 
Unforeseen circumstances – Yongzhao and Fronda, (2023), depicted that there are unforeseen circumstances for the capital expenses in the significance of prioritization methods. The budget is challenged because of unforeseen situations which can result in budgetary issues instead of established standards.  The managers must consider the potential effect of unforeseen events as well as risks. This involves factors such as political instability, supply chain disruptions, global pandemics, cybersecurity threats, and natural disasters. This would conduct a scenario analysis as well as stress testing which the managers could identify and make the potential risks by making sure that the forecast and budget are resilient as well as adaptable to the variations in conditions. 
Tracking of cash purchases – Lukas and Howard, (2023), justified that the tracking of cash purchases and expenses has been randomly allotted in the budget. Every amount of money must be tracked after spending it. Therefore, it is a must to try the account for cash expenses accurately. The cash expenses could be easily the highest leak in all the budgets. The cash disappears rapidly as if there is no need to write down each thing expensed, thus it will distort the expenses as well as where the amount goes.
Cash planning – IMF. Org, (2024), cash planning is a significant feature of budgeting that has three objectives. One objective is to make sure the expenditures are smoothly financed in the fiscal year to decrease the borrowing costs. The second objective is to enable the start of budgeting policy targets with the deficit or surplus to be met. The contribution to the smooth implementation of monetary as well as fiscal policy. Effective cash planning, as well as management systems, must recognize the time value as well as the opportunity cash cost. This enables to plan the expenses effectively and be responsive to the cash requirements. It must plan for the liquidation of long-term as well as short-term cash liabilities.


Four points on behaviour of people considered by management
The behaviours of people that the management should take into consideration in the budgeting and budgetary solution and the behavioural aspects of the budget are as follows:
Material aspect as well as personal interests – In accordance with Juwita and Murti, (2020), this behavioural aspect of getting the material which is higher than salary as well as work benefits could be made by the budget preparators is a type of human dysfunctional behaviour of the budgeting method. The incentives work with the worker's performance which is stated as a motivation to the workers to achieve budgets in the incentives. This tool is motivating to the workers.
Stress terms in the tasks of accountants – Sharma, (2022), stress in workplaces decreases work productivity and intensifies managerial demands as well as worsens different illnesses. The stress in workplace affects brain performance like memory, concentration, and learning. Different events in the workplace like communication with peers, career development stresses, subordinates, and physical environment. This includes the feeling of obsolescence, lack of job security, and inadequate advancements. The stress of work is noticeable in the accountants which lead to inefficiencies for the business.
Aspect of organisational culture – According to Brand Experiences, (2024), the organisational culture has clear behavioural expectations. This interprets which behaviour is acceptable and not acceptable. The business culture has some values for customer centricity such as employees expecting that priority must be given to customer satisfaction. It critically influences the business culture variables for participation in moderating budget as well as managerial performance. 
Aspects of resistance as well as disbelief – Xing and Li (2022), the employees are resisting the changes for the repair depletion, prevention of main resource loss, and acquirement of resources. The depletion of resources has been threatening the positive self-perception of the people. The budgeting method has not paid attention to the real interests of the society as a dysfunctional behaviour.
Traditional approaches in budgeting for a rapidly changing business environment
The traditional approaches for budgeting in the aspect of a rapidly changing business environment are as follows – 
Top-down and Bottom-up approach – Team Asana, (2024), said that the top-down approach for management is based on the decisions of the project or team manager with the filtering in a hierarchical structure. The managers gather the knowledge which is analysed and actionable for the conclusions. The development of a method is communicated as well as implemented by the team. The bottom-up approach is the collaboration over all the levels for determining the actions required to be taken in the achievement of all the goals.
Incremental approach – Bragg, (2023a), justified that the incremental approach of budgeting has slight changes in the previous period’s budgeting results as well as the actual results. This is common for the business to manage the intention of expenses for a great deal in the timing of the formulation of budgets. There is no perception of the requirement of conducting a thorough re-evaluation in the organisation. The mindset critically happens in which there is no great deal of competition in the sector. The profitability would tend to perpetuate yearly. Incremental budget – In accordance with ACCA Global, (2023), incremental budgeting is in which a budget is made by taking the present period’s budget as well as actual performance as the base.  The incremental budget is then added to a new budget period. The increasing amounts would indulge the adjustments like planned growth in costs, sales prices, and inflation. This method has evolved due to its simplicity as well as ease in execution.
Zero-based approach – According to Deloitte, (2024), it is a budgeting method which distributes the funding based on the programmed efficiency as well as necessity instead of the budgeting history. Traditional budgeting is reviewed for each program as well as expenses in the initial cycle of the budget as well as to justify every line of the item for receiving the funds. Budgeting could apply this approach for any type of cost. The zero-based budgeting gives radical savings as well as liberates firms from entrenched sectors and methodologies.  As per Bindra, (2023), it is a new form of the cost-budgeting system which cuts the unimportant costs for the business and formulates unknown measures of cash flows in the organization. This method is made every time for a new budget and the tasks are analyzed. This method has evolved because it helps the firms to decrease the costs as well as promote the financial accountability.
Rolling – Bragg, (2024), determined that the rolling budget is frequently updated to add the new budget period in the most recent budget time to be finished. The rolling budget includes the incremental extension of the remaining budget model. This would lead the budget to extend a year in the future. The rolling budget would call considerable management attention in the case of a firm producing a year-static budget. The rolling budget uses participative budgeting to make the budgets based on rolling. The overall employee time is utilised in the whole course of the year which is substantial.
Activity-based – Atrill and McLaney (2021), determined that the activity-based budget extended the principles of the activity-based costs for the budgeting method. In the method of Activity-based budgeting, the initial step is to demonstrate the sales budget. The same initial point is the under conventional budget. The second step is to interpret the tasks required to achieve the budgeted sales over the cost drivers. The budgeting cost driver rate is made in multiple ways for estimating the use of cost driver. This is demonstrated through the sales budget. As per Nasrudin, (2022), activity-based budgeting is a method that quantifies the only key organisational tasks as well as the associated costs. The method of allocating the funds is mapped by the firm by critical tasks for achieving the organisational goals. 


Inherent Flaws in traditional budgeting methods
The inherent flaws of traditional budgeting methods are as follows – 
Fixed and rigid – As per Efinancemanagement, (2022), traditional budgeting is inflexible as well as fixed. The budget once made is not changeable. There are many factors such as new competitors in the market, changing market conditions, and changes in policies. This might take place and the budgeting might be similar. 
Low motivation – According to Efinancemanagement, (2022), traditional budgeting is made through the top management which also implements some changes from the last year’s budget. This promoted the bureaucracy which would act against the motivation of the workers of the firm. 
Costly and time-consuming – In accordance with SDG Group, (2024), the traditional budgeting method takes an enormous quantity of resources as well as time in the finance sector with the individual organisational unit which gives low value in return. Traditional budgeting takes much duration to use the spreadsheets which includes inherent inefficiencies due to the high probability of human mistakes and segregation in duties issues as well as non-accurate formulations. 
Not linked in strategy as well as budget method – SDG, Group, (2024), the traditional budgeting method is concerned with business value-making which refers to strategic initiatives which are having less priority. In case the budget is not aligned with business drivers, the method might be perceived as a futile exercise. 
Not adaptable – Traditional budgeting has a disadvantage in that it might not be adaptable well to fast-changing organisational or market environments. The traditional budget could be perpetuated by the inefficiencies of past budgets. 
Infrequent updates – In accordance with Complete Controller, (2021), the updates as well as developments of the traditional budgets have been infrequent as well as usually updated yearly. This is a type of disadvantage to traditional budgeting.


Conclusion
The assessment was concluded based on the finance concept and principles. The financial concept states how a firm can apply financial principles to increase the value of the organisation in a risky environment. The principles of finance were such as time value of money, diversification, asset allocation, and compounding. The problems addressed from the cash flow and stock budget of Edwards were such as high selling expenses, decreasing sales, and highly fluctuating cash flows at the end of the month which disaffected the performance of the firm. 
The budget prepared for Edwards indicated the highest expense of selling as compared to other expenses. The selling expenses must be reduced in the actual budget. It was determined that the selling expense is a variable expense which can be interpreted as the sales percentage. The cash flow at the end of the stock budget fluctuated. The stock budget was earning uneven cash flows. 
Profits were analyzed to be significant for organisations without any regard for the private as well as public sector. However, there was a low and high profit margin which low profit indicates that Edwards has high operating costs as well as a wrong-doing price structure. The sales net cash was decreasing in 6 months of Edwards. The cash budget has been disaffected by the decrement in Edwards's sales revenue. The problem was addressed as the profitability can also be increased by managing the costs and finding the waste is decreasing. It was significant for Edwards to cut the sales expenses by the quality of its goods and services. 
The budget worksheets were helpful resources for guiding the budget. The expenses were comprised of half of the budget. Accuracy was needed in spending and income. The budget must be used effectively by the requirements to revise and review it frequently. The managers considered the potential effect of unforeseen events as well as risks. Every amount of money must be tracked after spending it. Therefore, it was a must to try the account for cash expenses accurately.
Cash planning is a significant feature of budgeting that has three objectives. Its objective was to make sure the expenditures were smoothly financed in the fiscal year to decrease the borrowing costs. The stress in workplace affects brain performance like memory, concentration, and learning. The business culture has some values for customer centricity such as employees expecting that priority must be given to customer satisfaction. The depletion of resources has been threatening the positive self-perception of the people.
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