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Financial Management and Budgeting

Accrual Accounting
Concept: Recording revenues and expenses when they are earned or incurred, not when cash changes
hands. Related Terms: cash basis, revenue recognition
Explanation: Accrual accounting provides a more accurate picture of financial performance by matching
income with related costs. Example: A company records sales in December even if payment is received in
January. Application: Used for preparing financial statements and budgeting forecasts. Challenges: Requires
detailed tracking of receivables and payables, increasing complexity for small offices.

Accounts Payable
Concept: Money a business owes to suppliers for goods or services received. Related Terms: accounts
receivable, cash outflow
Explanation: AP represents short‑term liabilities and is a key component of working‑capital management.
Example: An office purchases stationery on credit, creating a payable due in 30 days. Application:
Monitoring AP helps avoid late‑payment penalties and maintains supplier relationships. Challenges:
Managing multiple due dates and ensuring adequate cash is available for settlement.

Accounts Receivable
Concept: Amounts owed to a business by its customers for delivered products or services. Related Terms:
bad debt, collection cycle
Explanation: AR reflects expected cash inflows and is critical for cash‑flow planning. Example: A client
receives an invoice for consulting services, payable within 45 days. Application: Regular aging analysis of AR
assists in forecasting cash availability. Challenges: Delayed payments can strain liquidity and increase
collection costs.

Annual Budget
Concept: A comprehensive financial plan covering a twelve‑month period. Related Terms: fiscal year, budget
cycle
Explanation: The annual budget sets revenue targets, expense limits, and performance benchmarks.
Example: A department allocates ₹2 million for office supplies for the upcoming year. Application: Guides
resource allocation, variance analysis, and strategic decisions. Challenges: Predicting future costs amid
inflation and market volatility can lead to inaccurate targets.

Asset Management
Concept: Systematic approach to maintaining and optimizing an organization’s assets. Related Terms: fixed
assets, depreciation
Explanation: Involves tracking asset life cycles, valuation, and disposal to support financial reporting.
Example: Registering a new laptop in the asset register and scheduling its depreciation. Application:
Supports budgeting for replacements and ensures compliance with tax regulations. Challenges: Keeping
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asset records up‑to‑date and reconciling physical inventory with book values.

Balance Sheet
Concept: Financial statement showing assets, liabilities, and equity at a specific date. Related Terms:
statement of financial position, equity
Explanation: Provides a snapshot of an organization’s financial health and solvency. Example: The balance
sheet lists cash, inventory, loans, and retained earnings as of March 31. Application: Used by managers to
assess liquidity and by auditors for verification. Challenges: Accurate classification of items and timely
updating of valuations.

Budget Cycle
Concept: Sequence of activities from budget preparation to evaluation. Related Terms: budgetary control,
fiscal planning
Explanation: Includes stages such as planning, approval, implementation, monitoring, and review. Example:
The budget cycle begins with a needs assessment, followed by draft preparation and board approval.
Application: Ensures systematic control of financial resources throughout the year. Challenges: Coordination
among departments and adherence to timelines can be difficult.

Capital Expenditure (CapEx)
Concept: Funds used to acquire or upgrade long‑term assets. Related Terms: operational expenditure, asset
acquisition
Explanation: CapEx decisions affect cash flow and depreciation schedules. Example: Purchasing a new
printer for ₹150,000 is a capital expenditure. Application: Planning CapEx aids in forecasting cash
requirements and budgeting for asset growth. Challenges: Balancing immediate cash needs with long‑term
investment benefits.

Cash Flow Statement
Concept: Report that details inflows and outflows of cash over a period. Related Terms: operating activities,
financing activities
Explanation: Shows how cash is generated from operations, investing, and financing. Example: The
statement records cash received from customers and cash paid for salaries. Application: Helps managers
assess liquidity and plan short‑term financing. Challenges: Reconciling non‑cash items such as depreciation
with actual cash movements.

Cash Management
Concept: Process of optimizing cash holdings to meet obligations while minimizing idle cash. Related Terms:
liquidity, treasury functions
Explanation: Involves forecasting, monitoring, and investing surplus cash. Example: Placing excess cash in a
short‑term fixed deposit to earn interest. Application: Supports efficient fund utilization and reduces
borrowing costs. Challenges: Accurate cash forecasting and managing timing mismatches between receipts
and payments.

Cost Allocation
Concept: Assigning indirect costs to cost objects such as departments or projects. Related Terms: overhead,
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cost driver
Explanation: Enables more precise budgeting and performance measurement. Example: Distributing utility
expenses based on floor space occupied by each department. Application: Facilitates fair cost recovery and
informs pricing decisions. Challenges: Selecting appropriate allocation bases and avoiding distortions.

Cost Center
Concept: Organizational unit where costs are incurred but not directly responsible for revenues. Related
Terms: profit center, responsibility accounting
Explanation: Cost centers are evaluated based on budget adherence and efficiency. Example: The
human‑resources department functions as a cost center. Application: Allows managers to monitor and
control expenses within their area. Challenges: Measuring performance without revenue metrics can lead to
limited motivation.

Cost of Goods Sold (COGS)
Concept: Direct costs attributable to the production of goods sold. Related Terms: gross profit, inventory
valuation
Explanation: COGS includes raw materials, labor, and manufacturing overhead. Example: If a company sells
100 units at ₹500 each and COGS is ₹30,000, gross profit is ₹20,000. Application: Essential for calculating
gross margin and pricing strategies. Challenges: Accurate inventory tracking and cost attribution are
required for reliable figures.

Cost Variance
Concept: Difference between budgeted and actual costs. Related Terms: variance analysis, performance
variance
Explanation: Positive variance indicates cost savings; negative variance signals overruns. Example: Budgeted
travel expense was ₹50,000, but actual expense was ₹62,000, resulting in a negative variance of ₹12,000.
Application: Used in managerial reports to identify areas needing corrective action. Challenges: Determining
root causes of variances can be time‑consuming.

Credit Policy
Concept: Guidelines governing extension of credit to customers. Related Terms: payment terms, credit risk
Explanation: Defines credit limits, payment periods, and collection procedures. Example: Offering net‑30
terms to established clients while requiring upfront payment from new customers. Application: Helps
balance sales growth with cash‑flow stability. Challenges: Over‑generous credit can increase bad‑debt risk,
while strict terms may deter sales.

Depreciation
Concept: Systematic allocation of a fixed asset’s cost over its useful life. Related Terms: amortization, asset
life
Explanation: Reflects wear and tear, obsolescence, or usage of assets. Example: A vehicle costing ₹600,000
with a 5‑year straight‑line depreciation results in ₹120,000 expense per year. Application: Impacts profit, tax
liability, and budgeting for replacements. Challenges: Selecting appropriate depreciation methods and
estimating useful lives accurately.
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Direct Costs
Concept: Expenses directly traceable to a specific product, service, or project. Related Terms: indirect costs,
variable costs
Explanation: Include materials, labor, and subcontractor fees. Example: The cost of raw fabric used to
produce a garment is a direct cost. Application: Facilitates precise cost estimation and pricing. Challenges:
Separating direct from indirect costs can be ambiguous in shared‑resource environments.

Expense Budget
Concept: Detailed plan of anticipated expenditures for a period. Related Terms: operating budget, line‑item
budgeting
Explanation: Categorizes expenses by function, department, or activity. Example: Allocating ₹300,000 for
marketing campaigns in the fiscal year. Application: Guides spending, controls cost overruns, and supports
variance analysis. Challenges: Forecasting unpredictable items such as emergency repairs may lead to
inaccuracies.

Financial Forecasting
Concept: Projection of future financial outcomes based on historical data and assumptions. Related Terms:
budgeting, scenario analysis
Explanation: Uses trends, market conditions, and strategic plans to estimate revenues and expenses.
Example: Predicting a 10 % increase in sales for the next quarter based on seasonal patterns. Application:
Assists in strategic planning, investment decisions, and risk management. Challenges: Reliance on
assumptions can cause significant deviations if conditions change.

Financial Ratio Analysis
Concept: Evaluation of a company’s performance using quantitative metrics. Related Terms: liquidity ratios,
profitability ratios
Explanation: Ratios compare elements of financial statements to assess health. Example: Current ratio =
current assets ÷ current liabilities; a ratio of 2 : 1 Indicates good liquidity. Application: Helps managers
identify strengths, weaknesses, and trends. Challenges: Ratios can be misleading if not interpreted in
context or compared to peers.

Fixed Costs
Concept: Expenses that remain constant regardless of output levels. Related Terms: variable costs,
break‑even analysis
Explanation: Include rent, salaries, and insurance premiums. Example: Office rent of ₹50,000 per month does
not change with the number of projects. Application: Useful for calculating break‑even points and
budgeting. Challenges: Over‑estimating fixed costs can reduce flexibility in cost‑cutting measures.

Forecast Variance
Concept: Difference between projected figures and actual results. Related Terms: budget variance,
performance deviation
Explanation: Indicates accuracy of forecasting methods. Example: Forecasted revenue of ₹5 million versus
actual revenue of ₹4.5 Million shows a negative variance of ₹0.5 Million. Application: Used to refine future
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forecasting techniques and improve planning. Challenges: External factors such as market shocks can cause
large variances beyond control.

General Ledger (GL)
Concept: Central repository of all accounting transactions. Related Terms: chart of accounts, journal entries
Explanation: GL aggregates data from subsidiary ledgers for comprehensive reporting. Example: Posting
payroll expense entries to the GL updates the expense accounts. Application: Foundation for preparing
financial statements and audit trails. Challenges: Data entry errors in the GL can propagate throughout
financial reports.

Income Statement
Concept: Financial report showing revenues, expenses, and profit over a period. Related Terms: profit and
loss statement, operating income
Explanation: Highlights operational performance and net earnings. Example: The income statement reports
₹10 million in sales, ₹7 million in expenses, yielding a profit of ₹3 million. Application: Used by managers to
assess profitability and cost control. Challenges: Matching revenues with appropriate expenses requires
accurate accruals.

Indirect Costs
Concept: Expenses not directly attributable to a specific product or service. Related Terms: overhead,
allocation base
Explanation: Include utilities, administrative salaries, and depreciation. Example: The cost of electricity for
the entire office building is an indirect cost. Application: Allocated to cost centers to reflect true product
cost. Challenges: Determining fair allocation methods can be complex.

Inventory Management
Concept: Process of overseeing stock levels, orders, and storage. Related Terms: stock control, reorder point
Explanation: Aims to minimize holding costs while preventing stockouts. Example: Setting a reorder point of
100 units for office supplies to trigger replenishment. Application: Supports production continuity and
budgeting for purchase expenses. Challenges: Inaccurate demand forecasts can lead to excess inventory or
shortages.

Investment Appraisal
Concept: Evaluation of the profitability and risk of capital projects. Related Terms: net present value, internal
rate of return
Explanation: Uses techniques such as payback period and discounted cash flow. Example: Calculating NPV
for a new software system to determine if it adds value. Application: Informs decision‑making on major
expenditures. Challenges: Estimating future cash flows and discount rates involves uncertainty.

Journal Entry
Concept: Record of a financial transaction in the accounting system. Related Terms: debit, credit
Explanation: Each entry must balance debits and credits to maintain the accounting equation. Example:
Debit office supplies ₹5,000; credit cash ₹5,000 for a purchase. Application: Forms the basis of all
subsequent financial reporting. Challenges: Errors in journal entries can cause misstatements and audit
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issues.

Liquidity Ratio
Concept: Measure of an organization’s ability to meet short‑term obligations. Related Terms: current ratio,
quick ratio
Explanation: Indicates cash availability and working‑capital health. Example: Quick ratio = (cash +
receivables) ÷ current liabilities. Application: Used by managers and lenders to assess financial stability.
Challenges: High liquidity may suggest under‑utilized resources.

Margin Analysis
Concept: Examination of profit margins at various levels. Related Terms: gross margin, net margin
Explanation: Helps identify pricing effectiveness and cost efficiency. Example: Gross margin = (sales – COGS)
÷ sales; a 40 % margin signals healthy profitability. Application: Guides pricing strategies and cost‑reduction
initiatives. Challenges: Fluctuating costs can distort margin calculations.

Operating Budget
Concept: Detailed plan of expected revenues and expenses for day‑to‑day activities. Related Terms: expense
budget, revenue forecast
Explanation: Covers salaries, utilities, supplies, and other operational costs. Example: Allocating ₹800,000 for
staff salaries for the fiscal year. Application: Serves as a benchmark for performance monitoring. Challenges:
Unexpected events such as price spikes can cause deviations.

Operating Expense (OPEX)
Concept: Costs incurred in the normal course of business operations. Related Terms: capital expenditure,
cost of sales
Explanation: Includes rent, utilities, wages, and maintenance. Example: Monthly internet service fee of
₹2,000 is an operating expense. Application: OPEX budgeting helps control recurring costs. Challenges:
Distinguishing OPEX from CapEx for accounting purposes can be tricky.

Payable Turnover Ratio
Concept: Indicator of how quickly a company pays its suppliers. Related Terms: accounts payable, days
payable outstanding
Explanation: Calculated as total purchases ÷ average accounts payable. Example: A high turnover ratio
suggests prompt payment, improving supplier relations. Application: Used to assess efficiency of
cash‑outflow management. Challenges: Seasonal purchasing patterns may affect the ratio’s consistency.

Performance Management
Concept: Ongoing process of setting goals, monitoring results, and providing feedback. Related Terms: KPIs,
balanced scorecard
Explanation: Integrates financial and non‑financial metrics to improve organizational effectiveness. Example:
Tracking budget adherence as a key performance indicator for an administrative assistant. Application:
Aligns individual objectives with corporate financial targets. Challenges: Selecting relevant metrics and
ensuring timely data collection.
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Plan‑Do‑Check‑Act (PDCA) Cycle
Concept: Continuous improvement framework applied to budgeting and financial processes. Related Terms:
quality management, iterative planning
Explanation: Involves planning, implementing, reviewing outcomes, and adjusting. Example: Developing a
budget (Plan), executing expenditures (Do), analyzing variances (Check), and revising forecasts (Act).
Application: Enhances accuracy of financial planning over successive cycles. Challenges: Requires discipline
and adequate documentation at each stage.

Projected Cash Flow
Concept: Estimate of future cash inflows and outflows. Related Terms: cash forecast, liquidity planning
Explanation: Helps anticipate periods of surplus or shortage. Example: Projecting a cash surplus of ₹200,000
in the next quarter after a major client payment. Application: Supports decisions on short‑term borrowing
or investment. Challenges: Unforeseen expenses or delayed receipts can disrupt projections.

Profit and Loss Statement
Concept: Synonym for income statement that details profit generation. Related Terms: income statement,
net profit
Explanation: Summarizes revenues, expenses, taxes, and net earnings. Example: The P&L shows a net profit
of ₹1.2 Million after all deductions. Application: Used by managers to evaluate operational efficiency.
Challenges: Requires accurate allocation of expenses to avoid misrepresentation.

Profit Center
Concept: Business unit responsible for generating its own revenue and profit. Related Terms: cost center,
responsibility accounting
Explanation: Performance is measured by profitability rather than cost containment alone. Example: The
sales department operates as a profit center, earning commissions on deals. Application: Encourages
revenue‑focused behavior and accountability. Challenges: Isolating revenue streams and attributing shared
costs can be complex.

Projected Budget
Concept: Preliminary budget based on anticipated conditions before final approval. Related Terms: draft
budget, provisional estimate
Explanation: Serves as a planning tool to gauge feasibility. Example: A projected budget for a new project
estimates ₹5 million in expenses. Application: Allows stakeholders to discuss resource needs before
commitment. Challenges: May be overly optimistic, leading to later adjustments.

Reconciliation
Concept: Process of comparing two sets of records to ensure consistency. Related Terms: bank
reconciliation, account verification
Explanation: Identifies discrepancies and corrects errors. Example: Matching the cash book with bank
statements to resolve differences. Application: Essential for accurate financial reporting and fraud detection.
Challenges: Time‑intensive and may require investigation of unexplained items.

Revenue Forecast
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Concept: Estimate of future sales or income over a specific period. Related Terms: sales projection, top‑line
budgeting
Explanation: Utilizes historical data, market trends, and sales pipelines. Example: Forecasting a 15 % increase
in tuition fees for the next academic year. Application: Guides budgeting, staffing, and investment decisions.
Challenges: Over‑reliance on past trends can miss disruptive market changes.

Return on Investment (ROI)
Concept: Ratio measuring the profitability of an investment relative to its cost. Related Terms: net present
value, internal rate of return
Explanation: Calculated as (gain from investment – cost) ÷ cost. Example: An ROI of 25 % indicates a
₹250,000 return on a ₹1 million investment. Application: Assists in prioritizing projects and justifying
expenditures. Challenges: Excluding intangible benefits may undervalue certain initiatives.

Risk Management
Concept: Identification, assessment, and mitigation of financial uncertainties. Related Terms: internal
controls, contingency planning
Explanation: Involves developing strategies to minimize adverse impacts. Example: Setting aside a reserve
fund to cover unexpected equipment failure. Application: Protects budgets from volatility and supports
sustainable operations. Challenges: Quantifying risk probabilities and impacts can be subjective.

Schedule Variance (SV)
Concept: Difference between planned and actual progress of a project’s timeline. Related Terms: time
variance, earned value management
Explanation: Positive SV indicates ahead of schedule; negative SV signals delay. Example: Planned
completion of a task by week 4, actual completion in week 5 yields an SV of –1 week. Application: Helps
adjust resource allocation and update forecasts. Challenges: Accurate baseline definitions are essential for
meaningful variance.

Segment Reporting
Concept: Financial disclosure of performance by business units or geographic areas. Related Terms: division
analysis, profit center reporting
Explanation: Provides insight into profitability and risk across segments. Example: Reporting separate
revenue and expense figures for North and South regions. Application: Supports strategic decisions on
expansion or divestiture. Challenges: Allocating shared costs fairly among segments can be contentious.

Standard Costing
Concept: Predetermined cost estimates for products or services used for budgeting. Related Terms: variance
analysis, cost control
Explanation: Compares actual costs to standards to identify inefficiencies. Example: Setting a standard
material cost of ₹20 per unit and measuring actual usage. Application: Enables quick identification of cost
overruns. Challenges: Standards must be regularly updated to reflect market changes.

Statement of Cash Flows
Concept: Financial report categorizing cash movements into operating, investing, and financing activities.

Read online: https://certificates.lsba.org.uk/glossaries/3926648/
financial-management-and-budgeting

London School of Business and Administration · 22 Jun 2026



G LO S S A RY

Related Terms: cash flow statement, cash management
Explanation: Highlights sources and uses of cash during a period. Example: The statement shows cash
generated from operations of ₹3 million and cash used for equipment purchase of ₹1 million. Application:
Assists stakeholders in evaluating liquidity and financial flexibility. Challenges: Reconciling non‑cash items
such as depreciation requires careful adjustment.

Strategic Budgeting
Concept: Long‑term financial planning aligned with organizational vision. Related Terms: strategic planning,
multi‑year budgeting
Explanation: Integrates goals, initiatives, and resource allocation over several years. Example: A five‑year
budget outlining investments in technology upgrades and staff development. Application: Provides a
roadmap for sustainable growth and capital allocation. Challenges: Requires accurate long‑term forecasts
and commitment from senior leadership.

Tax Planning
Concept: Structuring financial activities to optimize tax liability. Related Terms: tax compliance, fiscal
efficiency
Explanation: Involves timing of income, deductions, and investments. Example: Accelerating depreciation to
reduce taxable income in a high‑tax year. Application: Enhances net profitability and cash flow. Challenges:
Must balance tax benefits with regulatory compliance and ethical considerations.

Time‑Based Budgeting
Concept: Allocating budget amounts according to specific time intervals. Related Terms: monthly budgeting,
quarterly planning
Explanation: Breaks annual budget into shorter periods for tighter control. Example: Distributing a ₹1 million
annual marketing budget into ₹250,000 quarterly allocations. Application: Improves monitoring of cash flow
and allows rapid response to variances. Challenges: Requires frequent updates and can increase
administrative workload.

Variance Analysis
Concept: Examination of differences between budgeted and actual figures. Related Terms: cost variance,
revenue variance
Explanation: Identifies causes of deviations and informs corrective actions. Example: Analyzing a 10 %
overspend in utilities to determine if rates increased or usage rose. Application: Supports continuous
improvement in financial performance. Challenges: Distinguishing between controllable and uncontrollable
factors can be difficult.

Working Capital
Concept: Difference between current assets and current liabilities. Related Terms: liquidity, operating cash
Explanation: Indicates the amount of capital available for day‑to‑day operations. Example: Current assets of
₹5 million minus current liabilities of ₹3 million yields ₹2 million working capital. Application: Guides
short‑term financing decisions and operational planning. Challenges: Fluctuations in receivables or
inventory can rapidly affect working capital levels.

Read online: https://certificates.lsba.org.uk/glossaries/3926648/
financial-management-and-budgeting

London School of Business and Administration · 22 Jun 2026



G LO S S A RY

Zero‑Based Budgeting (ZBB)
Concept: Budgeting method that starts from a “zero” base each period. Related Terms: incremental
budgeting, cost justification
Explanation: Every expense must be justified, not just incremental changes. Example: Each department
prepares a fresh budget request, explaining each line item. Application: Promotes cost awareness and
eliminates unnecessary spending. Challenges: Time‑intensive and may demotivate staff if not managed
sensitively.
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