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Executive Summary
The purpose of this report is to analyse. The store Rubber soul has been asked by the bank to get out of there overdraft by the end of a 6-month period of which they asked for a review of the 6-month period by the author of this report to analyse what they are doing right and what they are doing wrong. As you will see the problem rubber soul are making is an issue with stock levels and budgeting. They seem to be buying too much stock and not leaving themselves enough room to make a profit. By implementing tools such as cost ratio analysis and break-even analysis they should be able to resolve these issues and continue to make an optimal amount of profit to keep their business afloat. They also have an issue with standardising costs. As you can see, they have a different set of cost for each month where it is advised to negotiate this cost to get them to a relatively low standard. As you will see Rubber Soul did manage to get out of there overdraft but did have a downward trend in there last closing balance, there was a trend when they purchased a relatively high amount of stock for the month, they did not seem to make a cash surplus for the month, so this report will dive into some strategies and tools they could use to mitigate these issues, these tools being break even analysis and cost ration analysis standardising costs etc.  
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Introduction 
The author of this assignment has been tasked to write out a report for Rubber Soul. Rubber soul owns a chain of 12 shops selling Footwear.  At the beginning of June, the business had an overdraft of £22,000 and the bank had asked for this to be eliminated by the end of November.  As a result, the directors have recently decided to review their plans for the next six months. As you will see rubber soul have run into some budgeting issues and have asked for a 6-month review and asked for advice on how to minimise their budgeting issues. You will find in this report a dive into the cash flow budget as the author of this report will try to find the faults that rubber soul is making and give rubber soul management advice on how they can mitigate these problems so they can make a optimal amount of profit and are able to get out of dept with their bank.  



























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	160  	203 	200 	140 	195 
	285 	284  	333 	358 	330 	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 x 3%		 228		 218		248 		238 		 218		208 
Cash payments	Administration  	(19)	(18)	(16)	(17)	(17)	(15)
Stock purchased  	(180)	(160)	(203)	(200)	(140)	(210)
Repayments of loan  	(5)	(5)	(5)	(5)	(5)	(5)
Selling expenses  	(8)	(7)	(6)	(8)	(9)	(6)
Taxation paid	-	-	(20)	-	-	-
Interest payments	(1)	(1)	(1)	(1)	(1)	(1)
Shop refurbishment	       -	  (11)	 (10)	    (12)	       -	       -
Cash surplus (deficit)	 15	16 	(13) 	(5) 	46 	(29) 
Opening balance	(22) 	(7) 	9 	(4) 	(9) 	37 
Closing balance	 (7)	9 	(4) 	(9) 	37 	8 


The (accruals-based) budgeted Profit & Loss Account for the six months ending 30 November is:
	£000	Calculation
Sales 	1590 	 230+220+250+240+220+210= 1590
Cost of goods sold	(1113)	therefore 1590 x 70%= 1113 
Gross profit	334 	         30% x 1113= 334                              
Selling expenses	(44)	        8+7+6+8+9+6= 44
Admin Expenses	(144)	        26+25+23+24+24+22= 144
Credit card charges	 (14.31)	        1590 x 30% x 3%= 14.31                       
Operating profit	132 	        334-44-144-14.31= 131.69 
Interest payable	   (6)	            6 months x 5,000 x 20%                             (Note 5)
Profit for the period	126 	

 

Key performance indicators

According to (Walsh, 2008) there are three main sheets that a manager may want to consider when analysing their data and looking to decide how they should go about creating a budget are these three sheets. These three sheets are the balance sheet, the profit and loss account and the cash flow statement. As you can see above, we have the cash budget and profit and loss account. The main objective for Rubber soul is to eliminate there -£22,000 overdraft by the end of November. Each month Rubber soul have some expenses that are constant for the foreseeable months these include a repayment of loan charge of £5,000 each month they also have selling expenses which is a different value each month and they also pay administration a different amount each month.
If Rubber soul look at the months of June, they managed to decrease the overdraft from -£22,000 to -£7,000 this is because they achieved a cash surplus of £15,000 for the month of June due to the fact that they managed to make £230,000 in sales that month, they had a repayment on a loan worth £5,000 a administration charge of £19,000, an interest payment worth £1,000  and selling expenses worth £8,000 for the month. Despite having a lot of different charges for the month by having a quite successful month in sales they were able to reduce their overdraft this month.
 In the month of July, despite making £10,000 less in sale then the previous month they were further able to reduce their overdraft and get into rears, for the month of July the store began a three month period where the store were being renovated which is an annoyance that came at a bad time for the store and maybe they should of held off this expense until they were able to pay what they owe back to the bank, but none the less a the management deemed the renovation a necessary expense to pay. Despite the £11,000 renovation charges, repayment loan of £5,000, interest paid of £1,000, administration charges of £18,000 and selling expenses worth of £7,000 they were able to achieve a cash surplus of £16,000 plus the fact that they only bought £160,000 worth of stock as to the £180,000 they bought the previous month meant that they were able to achieve a closing balance of a positive £9,000. 




But unfortunately, in the month of august they fell back into their overdraft and by the end of the month they had a closing balance of -£4,000 despite having an increase of sales for the month from £220,000 to £250,000 which of should left the £30,000 better off from the previous month, unfortunately for some reason they decided to buy a total of £203,000 worth of stock instead of a number closer to the £160,000 they bought the previous months. they also had a tax payment worth £20,000 of which it could not have been helped and the renovation charge of £10,000, the usual repayment of loan £5,000, interest paid of £1,000, an administration fee of £16,000 and selling expenses worth £6,000 in the month of august. Despite having a relatively successful month in sales the increase of stock purchased, and the taxation paid coupled with the renovation charge unfortunately resulted in the stores making a loss of -£13,000 resulting in a closing balance of             -£4,000 in the month of august.
Unfortunately for the month of September Rubber soul further increased their deficit from -£4,000 to -£9,000. This is because despite the mistake of purchasing a relatively high amount of stock the previous month they proceeded to purchase a high amount of stock again worth £200,000 thus leaving the stores at a disadvantage to make a profit for the month this coupled with the third and final of the renovation charges worth £12,000, the loan repayment of £5,000, the interest paid of £1,000, administration charges of £17,000, selling expenses of £8,000. Despite having a relatively high number of sales for the month of September worth £240,000 because of the disadvantage they gave themselves by purchasing more stock than they needed for the month plus all their usual charges they managed to make a loss of £5,000 for the month which increased their dept from           -£4,000 to -£9,000 leaving Rubber soul the closing balance of –£9,000 for the month of September.  
For the month of October Rubber soul managed to get themselves out of the deficit from -£9,000 and netted themselves a closing balance of £37,000 despite only making £220,000 in sales for this month which compared to previous months is relatively low when compared to their recent sales performances, but despite the relative dip in sales they managed to wipe out the outstanding overdraft. This month they decided to purchase only £140,000 worth of stock which brought the monthly cost on stock down from the previous months thus giving them less stock to sell before they begin to breakeven. They had the usual charges of the £5,000 loan repayments, the £1,000 interest payments, selling expenses of £9,000 and administration charges of £17,000. After all charges and sales are added up for the month the sole trader is left with a cash surplus of £46,000 thus taking the Rubber soul bank balance to a net of £37,000 for the month of October.  
For the month of October, the Rubber soul had another dip in sales from the previous month, they managed to make £210,000 in sales for the month but also purchased £210,000 worth of stock you can see this reflecting in the cash deficit of -£29,000 and a closing balance of £8,000 at the end of the month. This month sold traders had all the usual charges of £5,000 for loan repayments, £1,000 in interests’ payments £6,000 in selling expenses and administration fees of £15,000, all these charged coupled with an increase in stock purchase and a slight dip in sales for the month left Rubber soul making a loss for the month with a cash deficit of £29,000 but ultimately in the positive with a closing balance of net £8,000. thus, leaving the sole trader’s objective of clearing their £22,000 overdraft completed successfully but however their closing balance was awfully close to just breaking even and in the authors, opinion was showing a downward trend if not undone could leave Rubber soul back in their overdraft. You can see this from a relativity positive opening balance of £37,000 in October to the still positive but also declining opening balance of £8,000 in October. Below the reader will find some recommendations that the author of this report has given to ensure that the Rubber soul keep to an upward trend the months to come thus leaving them less likely to fall in in dept with their bank again. 
Recommendations 
After a six-month review of the sole trader’s cash budget, they were successfully able to clear their outstanding dept with their bank but unfortunately the closing balance of November was trending downwards and left Rubber soul at risk of falling back into their overdraft in the months to come if management are not able to put measures in place to fix these issues. The first issue that Rubber soul should look at is their cost accounting according to (Drury, 2001. Proctor, 2001. Robertson and Mills, 2000. Arnold, 2013) cost accounting is a managerial type of accounting where a company aims to get a better understanding of how much money it costs to produces its products. as you can see from the cash flow budget each month had a set amount of fixed cost but also some costs that were different from month to month the author would recommend that Rubber soul looked at this cost and try to minimise them to what is necessary.
After looking at the Rubber soul 6-month cash budget it is clear to see that they have a substantial budgeting issue according to (Horngren, and Malik, 2005. Atrill, 2003. Davies, 2005 and Butler, 2000) budgeting can be defined as to provide an amount of money needed in order to carry out a a particular purpose that a person or company has for that money, in essence a budget is one of the most important things a company can manufacturer, if a budget drifts to far above its means or falls way below its threshold could make this difference in staying afloat or going under. If a company has a budget that is not big enough for its goals its falls into the risk of casting a very narrow net and missing out on valuable sales/transactions when they could have made a lot more money in the process, on the flip side if a company over spends on its budget it falls into the risk of driving its costs way to high and giving themselves too big of a deficit to claw themselves out off. It is through the process of proper budgeting where a person/company may find balance through there cost and sales and by doing so they will find a place of equilibrium where the cost and sales meet in order to make the optimal amount of profit. 
The author would also recommend that that sole trader also had a look at their profitability ratio according to (Drury, 2015. Collier, 2015. Chadwick,1998 and Oldcorn, 1993) a profitability ratio is a financial metric tool that measures how well a company can generate cash from its products verses its costs. For example Rubber soul in the months of august, September and November bought a relatively high amount of stock and this reflected in the closing balance of each of those months as you can see each month despite having an relatively high amount of sales the closing balance for each month started to decrease until the month of October where despite the decrease in sales in that month compared to other months Rubber soul where able to make a large closing balance and get out of the banks overdraft, this was because the amount of stock they purchased for the month of October was drastically lower that the stock they had bought in the previous months. The author recommends sold traders to also implement a breakeven analysis and couple it with a profitability ratio. According to (Chadwick, 2001. Arnold and Hope, 1990. Atrill, and McLaney, 2022. Fitzgerald, 2002) a break-even analysis is a tool in which a company can calculate when its revenue meets its total cost, thus giving the company a better understanding on how much they need to sell or how much they need to cut costs by to make a profit for the company. By looking at the total amount of revenue that Rubber soul make and the total amount of cost that they also have should give them a better idea on how much stock they should buy each month to keep generating a profit each month. 



For some reason Rubber soul decided to get some store refurbishments in the months of July, august and September according to (Ezzamel, 1987. Ashton, 1990. Neale, and McElroy, 2004 and Immink and O’Kane, 2002. Butler, 2000) this what is called current liability. A current liability is an obligation that must be paid within and agreed amount of time, bills, repayments etc. unfortunately, Rubber soul decided to refurbish their stores during a time where the bank has asked them to repay back as much dept as possible so for Rubber soul to actively pursue a shop refurbishment thus increasing there total cost for the month whilst they should have been driving cost as low as possible was an unwise decision from management at that time. 
Rubber soul also have an issue with their standard cost accounting. according to (Van Horne, 1992. Bromwich, 1994. Foerster, 2003. Lucey, 2003) standard cost accounting is assigning a predetermined costs for items in the company’s inventory and With Standard Costing, differences between actual costs and standard costs will appear as variances, which can be flagged for investigation. One example the author found of this is each month the administration cost for each month were slightly higher or lower than the previous month despite the sales of each month and this did not seem to fluctuate with the performance with the sales of the month. The author of this report would recommend that management at the Rubber soul had a look at why admin fees fluctuated from month to month and try to get it too as low and as consistent as possible.  
According to (Van Horne and Wachowicz, 2005. Pocock, 1988. Arnold, 2013. Atrill, 2020) contribution analysis is a method used to measure a purchase of a product or a development of a product and a out come or out comes. In the case of Rubber soul, they need to look at the purchasing of their stock versus the total amount of sales they make in prior months. As you can see when the Rubber soul purchase a large amount of stock this reflects a declining closing balance at the end of the month compared to when they buy a relative low amount of stock.   














Conclusion 
In conclusion the author of this report recommends that Rubber soul take a look at their stock budgeting and their cash flow statements you can see that for each month that Rubber soul break the £200,000 mark for stock purchase they struggle to make a profit that month, in fact every month that they bought stock over the 200,000 mark they made a loss. Rubber soul need to put in place a budgeting system coupled with a break-even amylase and a profitability ratio once Rubber soul know how much stock they need to by to break even, or better yet start making a profit the better. As you can see, they were able to get out of their overdraft by the date the bank set but the money they had was showing a downward trend and this correlated with a high amount of stock purchased for the month. A profitability ratio and a break-even analysis would be great tools to help Rubber soul solve these problems and give them a better idea of how much stock they need to purchase every month to keep making a sustainable profit. Rubber soul also had issues with standardising costing each month as you can see they had a three month long refurbishment period that drove costs up for the three months which was also a period of time where they should have been driving cost down as low as possible to pay back the bank, they also have a administration issues where each month there was a different administration fee that didn’t seem to correlate with sales for that month. Rubber soul will benefit from looking at this issue and try to negotiate with admin to settle on a more consistent price for their services. Management will also benefit from holding out on any unnecessary costs that need to be spent for a period of time where all cost should be lowered. Otherwise, Rubber soul had a relatively successful 6-month period but should keep a eye on there stock levels and conduct a thorough breakeven analysis and cost ratio analysis. But overall the one main point that the author would like rubber soul to take action on is their stock levels. Every month where the stock levels were under the £200,000 mark, they saw a positive in there cash surplus and the end of each month. 
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