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Executive Summary

This report offers a comprehensive analysis of two topics in organizational finance. Firstly, it evaluates the financial performance of Rubber Souls, a footwear company, for the period of June to November 2022, with a particular focus on the company's ability to clear its overdraft of £22,000 November. The report covers various aspects of the company's financial health, including profit margin, sales expenses, administration fees, shop refurbishment costs, overhead expenses, and stock level. Additionally, it explores the negative impacts of holding excess stock and proposes strategies for effective inventory management. Secondly, the report examines the essential conditions for successful budgeting and budgetary control systems in organizations, emphasizing the importance of clear goals, participation and communication, flexibility, effective measurement and evaluation, and behavioural aspects such as resistance to change, goal congruence, responsibility and accountability, and ethical considerations. The report also highlights the flaws of traditional budgeting, including its inflexibility, potential for wasteful spending, and lack of incentives for managers to improve performance.
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Introduction 

Budgeting is a critical aspect of financial management that involves the process of planning, organizing, and controlling financial resources. It is an essential tool for organizations as it provides a framework for strategic planning and decision-making while also assisting in the allocation of resources for achieving specific objectives.
The process of budgeting involves estimating income and expenses for a given period and creating a plan that balances income and expenses. This plan serves as a roadmap for an organization's financial activities, allowing it to monitor progress and make necessary adjustments as required. Effective budgeting practices can help organizations achieve their financial goals, manage resources efficiently, and adapt to changes in the economic environment.
The importance of budgeting has become increasingly critical in today's complex economic environment, where organizations face a wide range of challenges, including economic uncertainty, rising costs, and increasing competition. To address these challenges, organizations must have effective budgeting practices in place that enable them to respond to changes quickly and efficiently.
The study of budgeting principles and approaches has become a critical area of research and practice. It is essential to understand the fundamental principles of budgeting, the different types of budgets, and the various approaches to budgeting to develop effective budgeting practices. Budgeting also presents several challenges, including difficulty in forecasting future events, inaccurate estimates, and the challenge of balancing short-term and long-term objectives.
The report aims to provide a comprehensive understanding of budgeting principles and approaches to enable organizations to develop effective budgeting practices that address these challenges.









Main Findings

The calculations required for the purpose of the report outlined in Appendix 1.

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)	 (19)	(4) 	 27	6 	(13) 	 38
Opening balance	(22) 	 (31)	 (35)	(8) 	 (2)	(15) 
Closing balance	 (31)	 (35)	 (8)	 (2)	 (15)	 23


The (accruals-based) budgeted Profit & Loss Account for the six months ending 30 November is:
	£000	Calculation
Sales 	1370 	 230+220+250+240+220+210
Cost of goods sold	(959)	Therefore 1370 x 70%  
Gross profit	411 	 1370 x 30%                                      
Selling expenses	(44)	 6+8+7+6+8+9
Admin Expenses	(144)	 26+25+23+24+24+22
Credit card charges	 (12)	      1370 x 30% x 3%                                  
Operating profit	211 	
Interest payable	   (6)	     6 x 5 x 20%                                    
Profit for the period	205 	




Evaluation 

The calculations above clearly indicate that Rubber Souls will be able to clear its overdraft from June of £22,000 by the end of November. It is crucial to keep clearing any overdraft balances in an agreed period with the creditors, otherwise there could be negative consequences for the operation of the company such as:
Overdraft Fees: The terms and conditions or fee schedule of a bank will usually provide information on the overdraft fees that are assessed. Moreover, banks may impose daily or monthly fees up until the overdraft is paid (Kagan,2023). 
Negative Impact on Credit Score: An organization's credit score can be negatively impacted by late payments or failure to pay debts. Credit reporting institutions produce credit ratings, and the precise effect of an overdraft on a company's credit score will vary depending on a number of factors (Experian, n.d).
Legal Action: Banks have the right to file a lawsuit to recover outstanding loans. Legal action can take the form of court cases, lawsuits, or other legal actions (FindLaw, 2016).
Damage to Reputation: If a company's financial situation worsens as a result of financial mismanagement, it is likely to lose the trust of stakeholders, including clients, staff, and shareholders (Kolb,2019). 
In addition to clearing the overdraft the company managed to achieve significant profits in this period. Sales are consistent across the period with no more than 25% deviation.  According to Marr, businesses should aim to achieve a gross profit margin that is higher than their competitors and that allows them to cover their operating expenses and make a reasonable profit (Marr, 2013). This report has a limitation in having access to other organisations profit margin within the footwear industry.
Sales expenses are following an opposite trend compared to the sales figures, as in higher sales have lower expense. This should be investigated why, and how can low sales keep their expenses low to cut costs. Effort should be made to identify related direct and indirect costs associated at first on a smaller scale, just focusing on a few retail locations to ensure that the expense of the investigation justifies the possible benefit (Drury, 2021).
The administration fee figures seem to follow the stock purchase figures, hence not purchasing unneeded stock could help this expense to decrease.
The shop refurbishment costs are affordable for the business in the current period, but considerations should be given to see if they are indeed necessary. Also, it should be investigated if additional investment could increase the sales or possibly reduce some of the operating costs.
Overhead expenses are costs that are incurred by a business in order to operate but are not directly tied to the production of goods or services and by reducing this could be beneficial for the cash flow by improving a company's financial health, allowing it to pursue growth opportunities, and reducing its breakeven point (Bragg, 2021).
The stock level is required to be kept above £50,000 as per the organisation’s plan (appendix 1), as based on the results of the stock budget figures above it can be determined that there is significant excess stock. There are multiple ways this can impact the organisation: 
Increased holding costs: Too much inventory on hand can lead to paying more for storage and management of the extra product. These expenses might include rent, utilities, insurance, and labour (Monczka, et al., 2015).
Increased risk of obsolescence: Having too much stock of a certain products might lead to some of it become obsolete or out of fashion (Inturn, n.d). 
Reduced cash flow: Excess inventory can impact a company's cash flow in two ways. It can tie up a considerable amount of working capital, restricting the business's capacity to spend in other areas and causing lower cash flow. Additionally, the firm may need to give discounts or markdowns to move the surplus inventory if it cannot be sold at the targeted price. This might lower profit margins and have a negative influence on the company's profitability (Farris, et al, 2010).
Effective inventory management enables responsible individuals to make informed decisions about determining the inventory needs, ensuring that purchases are made in the right quantities to support the production and distribution processes (Kanekiyo and Agata, 2019). According to Deveshwar and Modi (2013), inventory management involves the systematic arrangement of products in a warehouse, as well as the efficient supply of required goods, all while minimizing costs. In other words, it is a process that companies use to organize their products and ensure timely delivery while also keeping expenses low. 
According to LaLonde and Masters (2019); Chopra and Meindl (2016) there are some strategies that are able to mitigate the negative consequences of holding too much stock:  
Carrying out regular inventory assessments can enable businesses to identify slow-moving or obsolete stock, allowing them to implement corrective measures.
Accurately forecasting demand can help in avoiding overstocking and mitigating the risk of inventory obsolescence.
Adopting a lean inventory management approach can help maintaining adequate inventory levels. 
Careful selection of products to stock can help businesses mitigate the risk of inventory obsolescence by focusing on products that are of higher demand.
Collaborating closely with suppliers 
In cases where inventory has become obsolete, conducting liquidation sales can help businesses recover some of the costs associated with the inventory. 
The Just-in-time (JIT) inventory system is a production approach that strives to minimize inventory levels by manufacturing and delivering products only when needed to fulfil customer demand. A major advantage of this system is that it helps companies reduce expenses associated with maintaining large inventories. By producing and delivering products only when required, businesses can decrease the quantity of inventory they have to store, thus saving on warehouse space and decreasing the possibility of inventory becoming outdated (Datar and Rajan,2017).




Budgeting

Budgeting and budgetary control are essential components of an organization's financial management system. It involves predicting future income and expenses and comparing actual results with the budgeted results to identify variances and take corrective actions. To ensure the success of the budgeting and budgetary control system, several conditions need to be present. (Hilton et al, 2019):
Clear Goals and Objectives:
One of the primary conditions for successful budgeting and budgetary control is the existence of clear and well-defined goals and objectives for the organization. According to John J. Wild and Ken W. Shaw (2016), "An effective budgeting system requires clear organizational goals and objectives that can be quantified in financial terms" (p. 251). If the organization's goals and objectives are unclear, the budgeting process may not accurately reflect the organization's financial needs, and the budgetary control process may not effectively identify variances and take corrective actions.

Participation and Communication:
Another essential condition for successful budgeting and budgetary control is participation and communication. Effective communication of the budget and budgetary control process to all stakeholders is critical to ensure that everyone understands their roles and responsibilities. Effective communication can also foster a sense of ownership and accountability among stakeholders, which can increase their commitment to achieving budgeted goals (Warren et al, 2007).

Flexibility:
Another important condition for successful budgeting and budgetary control is flexibility. According to Hilton and Platt (2022) due of the ambiguity and inconsistency of the business world, flexibility is crucial to budgeting. The budget should not be rigid and inflexible but should allow for adjustments as necessary to adapt to changes in the business environment. A flexible budget can better account for unexpected events or changes in market conditions, allowing the organization to make more informed decisions and take appropriate corrective actions.

Measurement and Evaluation:
In addition to the above conditions, effective measurement and evaluation of the budgeting and budgetary control process are crucial for its success. According to Kieso et al. (2017), "The budgeting process should include regular monitoring and evaluation to assess the effectiveness of the system and identify areas for improvement" (p. 890).
Measurement involves comparing actual results with the budgeted results and identifying variances. Evaluation involves analysing the variances to determine their causes and taking corrective actions to address any unfavourable variances. The evaluation process should also involve assessing the effectiveness of the budgeting system and identifying areas for improvement.

When introducing a budgeting and budgetary control system, management needs to consider the behaviours of people within the organization. According to Horngren et al. (2012); Wild and Shaw (2016), there are four key behavioural considerations to take into account:

Resistance to change: People are naturally resistant to change, especially when it comes to their work environment. Introducing a budgeting and budgetary control system can be perceived as a threat to their autonomy and control, making it harder for them to embrace the change. Therefore, it is essential for management to communicate the benefits of the system and involve employees in the process to gain their buy-in and reduce resistance to change. Employees who understand the benefits and feel included in the decision-making process are more likely to embrace the system and support its implementation.


Goal congruence: For a budgeting and budgetary control system to be effective, the goals and objectives of the system should align with the goals and objectives of the organization. This means that everyone within the organization should be working towards the same goals, and the budgeting system should support the organization's overall strategy. This alignment ensures that the budgeting system is not a standalone process but an integral part of the organization's operations.


Responsibility and accountability: In a budgeting system, it is crucial to define roles and responsibilities clearly. Each employee should know what is expected of them and what they are accountable for in the budgeting process. The system should create a sense of accountability among employees by involving them in the budgeting process, setting clear targets, and providing regular feedback on performance. This accountability ensures that everyone is working towards the same goals, and each employee understands their role in achieving those goals.


Ethical considerations: A budgeting system should be designed with ethical considerations in mind. Management should ensure that the system is transparent, fair, and equitable, and that it does not encourage unethical behaviour such as sandbagging or budget padding. The budgeting system should be designed to promote ethical behaviour, and management should monitor the system regularly to detect any potential ethical issues. This monitoring ensures that the system is operating fairly and transparently, and any unethical behaviour is detected and addressed promptly.





Traditional Budgeting
Traditional budgeting, also known as static budgeting, has been criticized for several underlying flaws that can negatively affect an organization's performance. Despite facing considerable criticism, traditional budgeting remains widely used, with most companies showing no indication of abandoning it. According to Hansen, Otley, and Van Der Stedel (2003), the literature suggests that dissatisfaction with budgeting in practice is leading to two different approaches: some want to abandon traditional budgeting entirely, while others aim to improve it. Traditional budgets can serve various purposes, such as planning, coordination, and evaluation of activities, motivating and evaluating staff performance, and supporting the internal control system of organizations.

One of the primary flaws of traditional budgeting is its inflexibility in accommodating changes that can occur within an organization or its environment. This type of budgeting assumes that the organization's operations and environment will remain constant throughout the budget period, leading to unrealistic assumptions and inaccurate budget projections (Chenhall, 2003).

Moreover, traditional budgeting may encourage spending up to the budget limit, even if the funds are not required, in order to secure funding for the next budget period. This behaviour can result in wasteful spending and inefficient resource allocation (Libby & Lindsay, 2010).

Another criticism of traditional budgeting is that it may not provide sufficient incentives for managers to improve their performance. Since budget targets are typically set without considering market conditions or competitors' actions, managers may not feel motivated to strive for better results, leading to suboptimal decision-making (Malmi & Brown, 2008).

Lastly, traditional budgeting is time-consuming and expensive, as it requires significant effort to develop and implement. This can divert resources away from more productive activities, such as strategic planning or process improvement (Hope & Fraser, 2003).

Alternative Budgeting Methods
Traditional budgeting methods, as mentioned before, can often be rigid, time-consuming, and may not always reflect the reality of the business environment. In response to these limitations, there are several alternative budgeting approaches that organizations can consider:
Beyond Budgeting: This method involves replacing the traditional budgeting process with a more flexible and adaptive approach based on strategic goals and performance measures. According to a study by Hope and Fraser (2003), beyond budgeting can help organizations to improve their performance and increase their agility. One potential limitation of beyond budgeting is that it requires a significant shift in organizational culture and mindset, which can be difficult to achieve. This may be particularly challenging for organizations with long-established budgeting processes and cultures. Additionally, beyond budgeting may not be suitable for all types of organizations or industries, as it requires a certain level of organizational flexibility and autonomy.
Zero-Based Budgeting (ZBB): This approach involves starting the budget from scratch each period, rather than basing it on the previous year's budget. On the other hand, implementing ZBB may come with certain drawbacks. The primary concern is the substantial amount of labour and time necessary to keep track of the intricate details involved, which require oversight from a designated individual. Additionally, some companies may lack the expertise to develop precise zero-based budgets. As highlighted in a 2015 report by Deloitte, others could face potential harm to their reputation if customer service standards decline due to cost reductions driven by ZBB (Downes, 2017).
Activity-Based Budgeting (ABB): Activity-based budgeting involves developing a detailed model of an organization's activities, processes, resources, and capacity, which is then used to generate plans and budgets. A key feature of this approach is that it strongly links capacity planning with the organization's processes. Activity-based budgeting is typically computer-based, and as a result, it can be easier to update and re-run the model in response to changes in the business environment than with traditional budgeting methods (Hansen, 2011). One potential limitation of activity-based budgeting (ABB) is that it can be time-consuming and costly to implement. According to a study by Schaltegger and Burritt (2000), ABB can require significant resources to gather and analyse data, create process models, and develop cost drivers. In addition, ABB may require changes to an organization's information systems and management practices, which can be disruptive and expensive. Another challenge of ABB is that it may be difficult to identify and measure all relevant activities and cost drivers accurately, which can lead to inaccurate budget projections.
A rolling budget is a continuous budgeting process that involves maintaining a plan for a specific time period in the future. Instead of preparing an annual budget, the rolling budget involves adding a new time period in the future as the current time period that ended is dropped. The goal of a rolling budget is to provide a more accurate picture of a company's financial position by considering how costs and revenues will change if different levels of activity occur, and each quarter's changes are made to reflect changes in the economic and financial environment. Rolling budgets require flexibility and are built on best estimates of what management expects to occur and wants to achieve during the coming year. However, rolling budgets are not a solution for poor planning or a substandard management team, and the technology used, such as bolt-on software packages, is not the solution, but rather a tool to facilitate the process (Lynn and Madison, 2004).



Conclusion 

In conclusion, the report highlights the financial performance of Rubber Souls and provides insights into the company's budget figures for the six-month period. While the analysis reveals that the company is on track to clear its overdraft balance by November, it is essential to clear any overdraft balances in the agreed period with creditors to avoid negative consequences. The report identifies some areas where the company can cut costs, such as sales expenses, administration fees, and overhead expenses, to improve its financial health. The analysis also highlights that the company is holding significant excess stock, which may lead to increased holding costs, increased risk of obsolescence, and reduced cash flow. Effective inventory management can help the company mitigate the negative consequences of holding too much stock. Overall, the report offers valuable insights for Rubber Souls to improve its financial position and sustain its growth. 
The report also explains how budgeting and budgetary control are essential for an organization's financial management. However, the success of the system depends on several conditions, including clear goals and objectives, participation and communication, flexibility, and measurement and evaluation. In addition, management needs to consider the behaviours of people within the organization, including resistance to change, goal congruence, responsibility and accountability, and ethical considerations. By implementing these conditions and behavioural considerations, organizations can develop an effective budgeting and budgetary control system that supports their overall strategy and financial goals.
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