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                                        Executive Summary



                    The purpose of this report is to examine budgeting and budgetary control aspects which can impact the performance of Rubber Soul. Rubber Soul owns a chain of twelve shops selling Footwear. The concept of budgeting which is extremely important will be analysed through preparing the stock budget and cash budget for the six months to November, as required. A budgeted profit & loss account for the whole of the six-month period will be prepared for evaluating the position in which the company is involved. The problems which Rubber Soul will face in the next six months will also be highlighted. Next, a critical decision will formulate what successful financial management practices are required to follow for budgeting or budgetary controlling, to be effective along with the evaluation of the traditional budgeting methods. 
                 Conclusions will be drawn from the main findings: stock budget, cash budget, profit and loss account of Rubber Soul; problems that calculations indicate Rubber Soul is likely to face within the next six months and how the management team could address them; critical discussion the circumstances which should be existing within an organisation for a system of budgeting and budgetary control to be successful; brief discussion of four points related to the behaviours of people which management needs to take into consideration when such a system is introduced; critical evaluation traditional approaches to budgeting in the context of a fast-changing business environment; make consideration to any essential flaws in traditional budgeting methods.











Introduction 


               The aim of this report is to present information about profit and loss reports, stock budget and cash budget, essential data to assess the organization's performance in the marketplace. This report will also examine what circumstances would be positive for Rubber Soul to develop in order to achieve an efficient budgeting & budgetary control. Contrasting behaviours of individuals will also be referred to as the organization’s management team may wish to reflect upon this when operating a new budgetary system. Traditional budgeting methods will be described with a focus on their drawbacks.


Main Findings

(a) "Prepare the stock budget, cash budget and Profit and Loss Account of Rubber Soul for 6 months".
Stock budget for Rubber Soul
           Stock budgeting is a process which companies started to use during the 1960’s according to Drury (2008) and it’s an essential element which can help a manager manage the business’s stock more accurately. Maintaining records of how much stock there is available can help an organisation achieve its objectives, such as maximising profits if managers make relevant decisions based on their stock levels and avoid buying in excess, reducing waste of goods. It is necessary to continuously monitor the demand and adjust the production levels accordingly (Drakeley, 2021).

a.The stock budget for Rubber Soul prepared for the six months to 30 November is:

​ 	​June 	​July 	​Aug 	​Sept 	​Oct 	​Nov 
​ 	​£000 	​£000 	​£000 	​£000 	​£000 	​£000 
​Opening balance 	​105  	      147  	​175  	​228  	​284  	​292 
​Stock purchased 	​180  	​160   	​203  	​200  	​140  	       195
​ 	​285  	​307   	​378  	​428  	​424  	​ 487  
​Cost of Stock sold 	​ 	​ 	​ 	​ 	​ 	​ 
​(70% of sales) 	​(138) 	​(132) 	​(150) 	​(144) 	​(132) 	​(126) 
​Therefore Closing stock 	​ 147  	​ 175   	​ 228  	​284  	​292  	​ 




Cash budget for Rubber Soul

A useful strategy for Rubber Soul’s managers to apply to control the overall cash flow of the business. Planning ahead how funds are being used will create opportunity for making better decisions and preparing for potential financial obstacles (Bohannon, Edwards,1993). The cash budgeting tool allows the managers and employees of the business to operate and invest effectively in financial activities, keeping receipts and expenditures. A cash budget displays statements and helps making better decisions in the event of cash flow shortages that can lead to bankruptcy (Kordestani et.al, 2011). Statement for Rubber Soul is created below: 



b. The cash budget for Rubber Soul prepared for the period to 30 November is:
	 	 	 	 	 
 	 	 	 	 	 
 	 	 	 	 	 

​ 	​June 	​July 	​Aug 	​Sept 	​Oct 	​Nov 
​ 	​£000 	​£000 	​£000 	​£000 	​£000 	​£000 
​Cash receipts  	​Sales net of   	​ 	​230  	​ 	​220  	​ 	​250  	​ 	​ 240	​ 	​220	​ 	    210
​Cash payments 	​Administration   	​(19) 	​(18) 	​(16) 	​(17) 	​(17) 	​(15) 
​Stock purchased   	​(205) 	​(180) 	​(160) 	​(203) 	​(200) 	​(140) 
​Repayments of loan   	​(4) 	​(4) 	​(4) 	​(4) 	​(4) 	​(4) 
​Selling expenses   	​(14.9) 	​(13.6) 	​(13.5) 	​(15.2) 	​(15.6) 	​(12.3) 
​Taxation paid 	​- 	​- 	​(20) 	​- 	​- 	​- 
​Interest payments 	​(1) 	​(1) 	​(1) 	​(1) 	​(1) 	​(1) 
​Shop refurbishment 	​ 11 - 	​(10) 	​(12) 	​(    ) 	​  (    ) - 	​ (     ) - 
​Cash surplus (deficit) 	​(24.9)  	​(6.6)  	​ 23.5 	​(0.2)  	​ (17.6) 	​37.7  
​Opening balance 	​(22)  	​(46.9)  	​ (53.5) 	​ (30) 	​ (30.2)  	​ (47.8) 
​Closing balance 	​(46.9)  	​(53.5)  	​ (30) 	​ (30.2)	​ (47.8)	​(10.1)  

					

Budgeted Profit & Loss  Account or Income Statement of Rubber Soul:

A profit and loss account represents a financial statement which includes the business’ incomes, revenues, profits, expenditures, costs from a certain period of time. It is an important tool to analyze the business’ profits or loss to determine whether the company’s general financial performance(Ritzki, Kaur, 2022). The Profit & Loss Account o Income Statement of Rubber Soul for the period is prepared as following:


The (accruals-based) budgeted Profit & Loss Account for Rubber Soul prepared for the six months ending 30 November is:

​ 	​£000 	​Calculation 
​Sales  	1370​  	​ 230+220+250+240+220+210=1370
​Cost of goods sold 	​(822) 	​ therefore   1370*60%=822
​Gross profit 	​548   	​   40%*1370=548                                     
​Selling expenses 	     (44) 	​   6+8+7+6+8+9=44
​Admin Expenses 	(144) 	​   26+25+23+24+24+22=144
​Credit card charges 	​ (12.33) 	​   1370*30%*3%=12.33                                    
​Operating profit 	​347.67  	​    548-44-144-12.33=347.67
​Interest payable 	  (6) 	​    6*5000*20%=6000                                     
​Profit for the period 	​ 341.67 	​    347.67-6=341.67		


Explain the problems your calculations indicate that the business is likely to face in the next six months, and how management actions could address these problems.

One of the most impacting difficulties that Rubber Soul may possibly experience in the next few months is ineffective stock management. The company continues to purchase more stock, increasing every month, which results in excess inventory that the company is not able to transform into sales efficiently (Drury, 2021). Even more, the overdraft problems that the company needs to overcome are enhancing in the future months due to negative cash flow which suggests that Rubber Soul may not be able to meet financial responsibilities (Tuovila, 2020). 
To overcome these issues, Rubber Soul managers are required to create a more effective plan to resolve the stock management issue by finding solutions to the identified risks: Meticulous organization, storing low levels of stock only and supply as required, following and monitoring stock levels ( Lye,2019). Another step that can be taken to improve the overdraft issue is to increase cash flow by promoting and advertising the brand (Willis, 2019).




Critically discuss the conditions which should be present within an organisation for a system of budgeting and budgetary control to be successful, and briefly discuss four points related to the behaviours of people which management needs to take into consideration when such a system is introduced.

Budgeting plays an important role within organizational financial management. It defines a measurable plan created for a certain period of time which comprises revenues, resources, expenses, liabilities and cash flow that apply to the company (CIMA Official Terminology, 2005).
           Budgetary control of certain activities is important because it determines the budget to be used and allocated efficiently. (Accounting Tools, 2023). These actions are formulated after comparing the actual results with budgeted performances and then on the basis of that strategies will be prepared to enhance the profitability status during the fiscal year. Making resources available as required, setting targets that are linked with the organisational goals and achievements (Haig, 2020). 
The necessary factors that can increase the system of budgeting & budgetary control effectiveness are: 
Implementing objectives that are simplistic, aligned with the company’s mission and values, free from unrealistic expectations- SMART is a great tool which can be used to identify and establish objectives productively to help everyone within the organization develop a clear understanding of how to achieve organizational performance (Drucker, 1955). Uncertainty about the clear goal that needs to be attained can lead to failure to achieve the aim.
Preparing successful budgets require appropriate resources; they are challenging, realistic and designed to increase managers’ efficiency to meet deadlines (CFA Journal, n.d.)
Departments where different budgets are prepared which cover all the necessary parts that play an important key role in the enterprise (Kirwan, S., 2019). Their role is to put emphasis on controlling all the unnecessary costs through collecting data from all the departments. Not ensuring roles and responsibilities in an ethical way, will lead to a less efficient probably meaningless process of control (Kumar; Baag, 2021).
The organization’s level of income is defined by a good budget (Robinson, 2009). Sawhill and Williamson (2001) contend that budgets can be used as a marker of the government’s performance. It is therefore essential for the organization to understand its budgeting system and prioritise the issues that require resolving first and cut down on unnecessary costs. In order to find out the relationship between the budgeting system and the organizational performance, it is important for the firm to determine the patterns of the expenditure of the organization and its performance (Phyrr, 1970)
Participatory budgeting- connects people and gives them the influence to express and brainstorm their ideas about the budgeting process and suggest how things can be improved towards achieving organisational success (Flynn, 2016)
Top down support- senior managers prepare an extreme level budget according to organization’s objectives, create an action plan and communicate it to the different department managers to begin implementation (Schmidt, 2020). During this process, company’s targets are highlighted, considering sales, expenses and profits. This is considered an authoritative strategy because the whole team is needed to commit to, otherwise the objectives will not be achieved.
Bottom- up approach- employees active contribution effects in intensified levels of motivation and confidence ( Moreno et.al, 2019). Engagement of employees will result in production of fair budgets with respect to goals of the company, although failing to implement budgets it can have a negative impact on the goal of the organisation negatively (Moktadir et.al, 2021). Hofsted 1968, cited by Studocu, identified that as budgets cost dropped too low, managers became demotivated, and costs started to rise again.
Regular monitoring and reporting budget practices are fundamental for an organisation to develop accountability, to ensure that all plans and operations are being implemented. In addition, it lets the organisation evaluate new trends and if new initiatives are progressing as expected (GFOA, 2018). 
Flexibility- The right amount of flexibility can determine the management team to be resilient and become focused on future position to find solutions, to adapt to new trends, changes and redefine objectives if required to overcome any obstacles (Zhexembayeva, 2022). In opposition, too much flexibility can be a major risk of not attaining set goal, for the organisation.
Effective communication- managers should communicate clearly any new resolutions and expectations to employees to ensure that they understand how it fits into the overall strategy of the organization ( CIPD, 2022). 

The four important employee behavioural traits that managers need to consider whilst establishing new systems of budgeting and budgetary control:
Resistance to change- research shows that most of the organisational new systems introduced fail because of employee resistance to comply with new changes and lack of support from the management team (Kogan, 2020). Within a dynamic environment, managers have to react fast to threats by generating new budgeting systems, by supporting employees and promoting cooperation and accountability to progress and to achieve desirable (Ewenstein, Smith, Sologar, 2015)
Motivation and performance- Within a dynamic environment, managers have to react fast to threats by generating new budgeting systems, by supporting employees and promoting collaboration and accountability to progress and to achieve desirable (Ewenstein, Smith, Sologar, 2015)
Effective communication- managers should promote good communication and collaboration between employees and departments; encourage expressing individual ideas for brainstorming effective performance practices; appreciate and reward staff to keep them motivated, engaged, aligned with the overall success of the organisation (Safkaur et al, 2019).


 

(d)	Critically evaluate traditional approaches to budgeting in the context of a fast-changing business environment. Make consideration to any inherent flaws in traditional budgeting methods.
Budgeting represents  a fundamental tool which organizations need base their financial management practices on, such as   allocating resources, planning and control costs. There are multiple ways of budgeting in this current fast in this fast-changing surroundings businesses (Shibani, et al, 2021) although some traditional styles are stated as following: 
Incremental Budgeting is considered a simple technique of  budgeting that is based on making minimal changes to the current budget’s figures, although it lacks the ability to be concise and systematic (Sureka,2022). It is considered a time saving process, expenses and profits for the upcoming year are based on the current year's figures which makes it relatively stable but set for possible changes in inflation (Schmidt, 2020).
The advantages of using Incremental budgeting are as following and Johnson (1981) contests that: it’s easy to prepare, time effective, reduced costs significantly and since it’s a reliable approach within the organisation, managers and staff are already informed about it therefore conflict resolution is much easier. Although there are positive features about using an Incremental budgeting process, there are some disadvantages that may have to be considered and some identified (Wildavsky,1986) are that it may lead to unnecessary money spending in the long run, it is static because it stays the same for a whole year and does not reflect alternatives to adapt for any changes or events within the business environment. Incremental budgeting prioritizes short term results and it lacks innovation, due to very little strategy and planning to find creative solutions for changes that may occur in the future (Trofimova, et al.,2019). 
In contrast to Incremental budgeting, there is the Zero based budgeting method with the  purpose of identifying alternative methods of achieving the same purpose with less costs, more effective activities that can be implemented to help the business gain a more competitive place within the market environment (Acca Global, 2023). 

The next type of budgeting is an accurate Activity-based budgeting approach. It is used by the organisations to record, research and analyse actions within an organization that could potentially increase costs, to increase efficiency. This method would be beneficial to use within organisations as it can adjust revenues and increase profits which can make the business more successful and profitable (Liberto, D., 2020). Although it can help organizations undergoing financial changes, it can be challenging to use as it requires all managers and employees to have knowledge about all the complex tasks that need to be completed (Liberto,D.,2020).
As per Kumar (2021), business’ performance is increased by appropriate actions taken by the management teams and effective budgetary control plan that is put in place and followed consistently.

Some disadvantages of using traditional budgeting methods are enumerated below:
-Tedious, time consuming and costly- it takes a long time to plan; this type of budgeting process might have an effect on the budget’s quality by being less agile to react to changes within a fast changing market- environment (Dyson, 2020).
-Can produce inconsistent results within a newly developed organisation, because it’s mainly created on already existing data, therefore may be used more efficiently within an established organization (CFA Journal, n.d).
-Focused more on reducing expenses rather than creating value to achieve long-term goals; detached from the budgeting strategic plan; supports bureaucracy (Yvanovich, 2012)



Conclusion 


                  Within this report, different financial accounting tasks were undertaken to analyse and determine Rubber Soul’s performance, position and track. Different types of budgeting and budgetary control were described and presented in contrast. They highlighted the importance of Rubber Soul using these tools for attaining their goals and achieving success. The different types of behaviours and approaches of employees and managers within organizations were defined. Different types of budgeting were discussed and explained, with some positive and negative examples. The budgeted Profit and Loss account showed what problems Rubber Soul was likely to encounter and what steps are required to prepare a plan of solutions to resolve the issues. It was found that budget planning and control  are essential for all organisations and can be used by Rubber Soul to make improvements and change course of actions towards overall success of the organisation. 
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