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Executive Summary
The purpose of this report is to analyse the financial performance of Neural Ltd over the next six months and provide recommendations for improvement. The analysis includes a review of the stock budget, cash budget, and Profit & Loss account, and highlights several challenges facing the company, including declining cash balances, insufficient funds for stock purchases, and limited operating profits.
The report concludes that the success of a budgeting and budgetary control system depends on several factors within the organization, including an accurate sales forecast, effective communication and cooperation between departments, and transparency in the budgeting process. In addition, management must take into account the behaviours of employees, such as resistance to change and lack of motivation, and take steps to overcome these behaviours by involving employees in the budgeting process, providing adequate training and support, establishing clear expectations and consequences, and fostering an open and trusting environment.
To address the challenges facing Neural Ltd, the report recommends several steps, including revising sales projections, reviewing operating expenses, arranging additional financing if necessary, monitoring inventory levels, and negotiating better payment terms with suppliers. These steps, when implemented in conjunction with an effective budgeting system, will help improve the company's financial performance, achieve its long-term goals, and remain competitive in the market.
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Introduction 
The purpose of this report is to provide a comprehensive analysis of the financial performance of Neural Ltd over the next six months. The report will focus on a review of the stock budget, cash budget, and Profit & Loss account, and will identify the challenges faced by the company. Additionally, the report will discuss several recommendations for management to address these issues, such as revising sales projections, reviewing operating expenses, arranging additional financing, monitoring inventory levels, and negotiating better payment terms with suppliers.
The success of a budgeting and budgetary control system depends on several factors within an organization, including an accurate sales forecast, cooperation between departments, effective communication, and transparency in the budgeting process (Henttu-Aho, 2018). Management must also consider the behaviours of employees, such as resistance to change, lack of motivation, poor communication, and lack of trust, and take steps to overcome these behaviours (Buchanan & Huczynski, 2019).
In this report, the importance of considering the behaviour of employees and the need for a flexible and strategic budgeting system will also be discussed. Furthermore, the report will conclude by summarizing the key findings and recommendations for improving the financial performance of Neural Ltd.
The information in this report is crucial for management to make informed decisions and to ensure the success of the company. By implementing the recommendations discussed in this report, Neural Ltd can achieve its long-term goals, improve its financial performance, and stay competitive in the market.
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  		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	-	-	(20)	-	-	-
Interest payments	(1)	(1)	(1)	(1)	(1)	(1)
Shop refurbishment	       -	  (11)	 (10)	(12)	       -	       -
Cash surplus (deficit)	(8) 	 (5)	 29	 (6)	 (13)	 38
Opening balance	(22) 	 (30)	(35) 	 (6)	(12) 	(25) 
Closing balance	(30) 	 (35)	 (6)	 (12)	 (25)	13 


The (accruals-based) budgeted Profit & Loss Account for the six months ending 30 November is:
	£000	Calculation
Sales 	1,370 	 (230+220+250+240+220+210)
Cost of goods sold	(959)	therefore  
Gross profit	411 	                                       
Selling expenses	(44)	 (8+7+6+8+9+6)
Admin Expenses	(144)	 
Credit card charges	(12)	                                         
Operating profit	211 	
Interest payable	(6)	                                         (Note 5)
Profit for the period	205 	


b) Explain the problems your calculations indicate that Neural Ltd is likely to face in the next six months, and how management actions could address these problems.
The calculations indicate that Neural Ltd is facing some problems in the next six months, including:
Decreasing cash balance: A decreasing cash balance means that the amount of cash on hand is getting smaller over time (Ballm et al., 2016). In this case, the cash balance over six months is going down and reaches its lowest point in October with a deficit of £13,000. This means that at that point, the company is spending more money than it is receiving. A decrease in cash balance can be a concern for a company as it may indicate financial difficulties or a lack of financial management and can limit their ability to pay bills, make investments, and carry out daily operations (Jha & Hui, 2012). The company may need to find ways to increase its revenue or reduce its expenses to improve its cash balance and ensure its long-term financial stability.
Insufficient cash to pay for stock: The Company’s inability to pay for its stock purchases is a concerning issue (Wagner, Zeckhauser & Ziegler, 2018). This shortfall in cash is preventing the company from obtaining the necessary inventory to keep up with customer demand and meet business operations. If the situation persists, it could result in a shortage of stock, which can negatively impact the company's reputation and revenue. The shortage of cash may be due to a variety of reasons, such as decreased sales, increased expenses, or mismanagement of funds. Regardless of the cause, the company needs to address the issue promptly to avoid any further consequences. 
Limited operating profit: The Company’s operating profit is limited, meaning that it is not generating enough revenue to cover its operating expenses (Mahdi & Khaddafi, 2020). This can put the company in a vulnerable financial position, as any unexpected increase in operating expenses could result in a loss. In other words, the gap between the company's revenue and expenses is narrow, and there is little room for error. If the company is unable to keep its expenses under control, it may find itself in a negative financial situation, even if it is generating some level of revenue. To maintain stability, the company must find ways to increase its operating profit or reduce its operating expenses.
To address these problems, management actions could include:
Revising sales projections: The Company’s sales projections are a crucial component of its financial planning and management. If the sales projections are determined to be too low, this could result in a shortage of cash inflows and potentially impact the company's overall financial performance (Schneider & Gupta, 2016). To address this issue, management may revise the sales projections to a more accurate level, to increase the expected cash inflows and ensure the company's financial stability. This can help to mitigate potential risks and ensure that the company has the resources it needs to meet its financial obligations and achieve its goals.
Reviewing operating expenses: Management could conduct a review of the operating expenses to identify any areas where costs can be reduced. This can help to increase the operating profit and ensure that the company remains financially stable. By reducing unnecessary expenses, the company can increase its financial performance and make better use of its resources (Khan et al., 2017,). The review process may involve analysing each expense category, comparing spending to industry benchmarks, and negotiating with suppliers to lower costs. Ultimately, the goal is to find ways to operate more efficiently and effectively, which will help to improve the company's financial position and long-term success.
Arranging additional financing: The Company may need to arrange for additional financing if its current cash balance is insufficient to meet its operating needs. This could be done by taking out a loan or by increasing its line of credit, both of which can provide the company with an influx of cash (Cole & Sokolyk, 2016). However, it is important to note that obtaining additional financing can come with costs such as interest payments, so management needs to carefully consider the impact on the company's financial health before making this decision.
Monitoring the inventory levels: Monitoring the inventory levels refers to the practice of keeping track of the number of goods or materials that a company has in stock. This is an important aspect of financial management as having too much inventory can tie up valuable resources such as cash while having too little inventory can result in stockouts and lost sales (Chang et al., 2019). By monitoring inventory levels, management can ensure that the company has just enough stock to meet customer demand without overloading its finances. This helps to maintain a healthy balance between having sufficient resources to meet operational needs and maximizing cash flow.
Negotiating better payment terms with suppliers: Management could negotiate better payment terms with suppliers to improve the company's cash flow. This could involve extending the payment due date, reducing the upfront payment, or negotiating a payment schedule that suits both parties (Li, Zhen & Cai, 2016). By negotiating better payment terms, the company would have more flexibility with its cash flow, allowing it to pay for stock purchases without putting undue strain on its financial resources. This approach can also help to maintain good relationships with suppliers and reduce the risk of stock shortages.
c) 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 that management needs to take into consideration when such a system is introduced.
A successful system of budgeting and budgetary control requires certain conditions to be present within an organization. Firstly, management must have a sustainable plan that is in line with globally accepted accounting terms and is based on reasonably accurate forecasts of sales, which are crucial for other forecasts to depend on (Mohamed et al., 2016). Secondly, responsible managers from different departments must be willing to cooperate and participate in the budgeting process. Thirdly, the budgetary system must be comprehensively documented and easily accessible to all relevant stakeholders. Fourthly, the process must be led by a group of responsible authorities who can coordinate the input from different areas of the business and have support from senior managers.
Additionally, the business must be able to produce financial information regularly and accurately and there must be good communication throughout the organization to ensure that everyone is on the same page (Harrison & Lock, 2017). The different departments of the business must also be able to adjust their performance according to the plan.
When introducing a system of budgeting and budgetary control, management must also take into consideration the behaviour of people within the organization. Four points need to be considered are:
Resistance to change: Employee resistance to change is a common issue that can arise when introducing a new system within a company. This can occur because employees may feel uncomfortable with the unfamiliarity of the new system and the increased accountability that it brings. This resistance can create challenges for the implementation of the new system and may slow down the process of change (Nguyen, Weigel & Hiebl, 2018). To overcome this resistance, the management needs to communicate the benefits of the new system, provide adequate training and support, and involve the employees in the implementation process to ease their concerns.
Lack of understanding: The introduction of a new system in a company can face challenges if employees lack an understanding of its purpose and benefits. This can result in resistance or lack of participation from the employees, making it difficult for the system to be successfully implemented (Nguyen, Weigel & Hiebl, 2018). A lack of clear communication and proper training can contribute to the employees' confusion and reluctance towards the change.
Incentives: The importance of providing incentives to employees during the budgeting process cannot be overstated. While many employees may be motivated to participate in this process simply because they want to contribute to the success of their company, others may need additional motivation to get involved. Providing incentives can help to ensure that all employees are engaged and motivated to participate in the budgeting process. This could include things like rewards for meeting targets, recognition for their contributions, or even bonuses for their hard work. Incentives can be tailored to the individual employee, taking into account their specific skills, experience, and interests. This helps to ensure that each employee feels valued and that their contributions are recognized and appreciated (Arnaboldi, Lapsley & Steccolini, 2015). By providing incentives, companies can create a culture of teamwork and collaboration, which can lead to more effective budgeting and better overall results for the company.
Encouragement of ownership: Employees who feel a sense of ownership in the budgeting process are more likely to be engaged and motivated in their work. This ownership can come from a variety of sources, including a clear understanding of the purpose of the budget, a sense of responsibility for meeting goals, and opportunities to provide input and make decisions. Encouraging employees to take ownership of the budgeting process requires a shift in management culture, from top-down decision-making to a more collaborative approach. This can be achieved by involving employees in goal setting, providing training and support to help them understand the budgeting process, and giving them a voice in decision-making. Additionally, recognizing and rewarding employees for their contributions to the budgeting process can further increase their motivation and engagement. By fostering a sense of ownership among employees, companies can improve the effectiveness and efficiency of their budgeting process, leading to better financial performance and improved organizational outcomes.
In conclusion, a successful system of budgeting and budgetary control requires careful consideration of the conditions within the organization and the behaviours of people within it.
d) Critically evaluate traditional approaches to budgeting in the context of a fast-changing business environment. Make consideration of any inherent flaws in traditional budgeting methods.
Traditional budgeting approaches have been widely used for many years, but are facing criticism in the context of a fast-changing business environment. Some of the inherent flaws of traditional budgeting methods include:
Inflexibility: Traditional budgeting is a method used by organizations to plan and control their financial resources over a specific period (Henttu-Aho, 2018). Despite its widespread use, it has several limitations that can hinder its effectiveness in achieving the desired results. One of the most significant criticisms of traditional budgeting is its inflexibility. The budget is usually developed at the beginning of the year and then followed strictly, regardless of changes in the business environment. This means that unexpected events, such as changes in customer demand, market conditions, or economic trends, are not easily incorporated into the budget. The result is that the budget may no longer reflect the current reality of the business, which can lead to inefficiencies and missed opportunities (Wang & Sarkis, 2017). This lack of adaptability can also lead to a lack of engagement from employees, who may view the budget as unrealistic and disconnected from the day-to-day operations of the business. To overcome these challenges, organizations may consider alternative budgeting methods, such as rolling budgets or flexible budgets that allow for greater adaptability and are better suited to changing business conditions.
Focus on Short-term: Traditional budgets often have a limited focus on short-term financial targets, which can lead to a misalignment between the budget and the organization's long-term strategic goals. This narrow focus on short-term financial objectives can result in missed opportunities for growth and development, as well as an ineffective reflection of the current business environment. This inflexibility of traditional budgets can make it difficult to incorporate changes in the business environment and make the budget irrelevant (Grewatsch & Kleindienst, 2017). To overcome these limitations, organizations need to adopt a more flexible and dynamic approach to budgeting that takes into account both short-term financial goals and long-term strategic objectives. This will ensure that the budget remains relevant and reflects the current reality of the business, while also supporting the organization's overall growth and development.
Rigidity and Lack of Innovation: The traditional budgeting process tends to be rigid and unyielding, focusing solely on achieving pre-determined departmental targets. This can stifle innovation and limit the organization's ability to adapt to changes in the market or respond to shifting customer needs. The rigid structure of traditional budgets often discourages creative thinking and outside-the-box solutions, resulting in a lack of innovation and the potential for missed opportunities for growth and development. Additionally, the focus on short-term financial targets can detract from the alignment of the budget with the organization's overall strategy, leading to a disconnect between the budget and long-term goals (Mahdi & Khaddafi, 2020). To ensure the effectiveness and relevance of a budget, it is important to consider not only short-term targets but also the long-term impact and strategy of the organization.
Resistance from Operational Management: Traditional budgeting methods, that emphasize financial targets and do not take into account operational management's input, may result in resistance from operational management. This lack of collaboration in the budget-setting process can lead to a perception that budgeting is imposed by higher-level managers without consideration for the operational team's expertise. This can lead to an adverse attitude towards budgeting and resistance from the operational management, which can undermine the effectiveness and success of the budgeting process. In turn, this can limit the organization's ability to meet its financial goals and achieve its strategic objectives (Wagner, Zeckhauser & Ziegler, 2018). To overcome this challenge, it is crucial to involve operational management in the budgeting process, encourage their input and ensure that their perspectives are taken into account in the budget planning and execution.
In conclusion, while traditional budgeting approaches may have served organizations well in the past, in a fast-changing business environment, they may need to be reevaluated and modified to reflect the current reality. An emphasis on flexibility, innovation, and alignment with an overall strategy may lead to a more successful budgeting process.
Conclusion
The report has provided a comprehensive analysis of the financial performance of Neural Ltd over the next six months, including a review of the stock budget, cash budget, and Profit & Loss account. The report has identified several challenges that the company faces, including declining cash balances, insufficient funds for stock purchases, and limited operating profits. The report also discussed several recommendations for management to address these issues, such as revising sales projections, reviewing operating expenses, arranging additional financing, monitoring inventory levels, and negotiating better payment terms with suppliers.
The success of a budgeting and budgetary control system depends on various factors within the organization, including an accurate sales forecast, cooperation between departments, effective communication, and transparency in the budgeting process. Additionally, management must consider the behaviours of employees, such as resistance to change, lack of motivation, poor communication, and lack of trust. To overcome these behaviours, management must involve employees in the budgeting process, provide adequate training and support, establish clear expectations and consequences for performance, and foster an open, transparent, and trusting environment (Kim, Watkins & Lu, 2017).
To elaborate further, management needs to review the operating expenses, arrange additional financing if necessary, monitor inventory levels, and negotiate better payment terms with suppliers to increase the operating profit and ensure adequate cash flow. This requires an accurate sales forecast and cooperation from different departments, which can be achieved through effective communication and transparency in the budgeting process.
Moreover, it is crucial to consider the behaviour of employees when introducing a budgeting and budgetary control system (Mahdi & Khaddafi, 2020). Resistance to change, lack of motivation, poor communication, and an absence of trust can all negatively impact the success of the system. To overcome these behaviours, management should involve employees in the budgeting process, provide adequate training and support, establish clear expectations and consequences for performance, and foster an open, transparent, and trusting environment. This not only ensures the success of the system but also increases employee engagement and motivation.
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