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Introduction (average of 10% of the word count)

The Introduction tells the reader what the report is about (but not its purpose). It sets the project in its wider context, and provides the background information the reader needs to understand the report. The Introduction: introduces the topic of the report in context.

Budgeting has become an essential part of sustainably running not only businesses and companies but households, public funds and even governments (Tuovila, 2021; Kay et. Al, 2019; Lewis, 2019). It is suggested that it was firstly introduces as means of combating mismanaging funds and fraudulent activities by keeping track of spendings and incomes in a detailed fashion. It is suggested that a working budgetary control system could reduce monetary outgoings (or funnel them to a more productive section of the business), improve brand image and attract investors’ attention, help with pricing strategy choice, increase in productiveness and sales, and in terms in revenue and profits (Indeed, 2021; Bell, 2020; Cote, 2022). 
Over the years budgeting (and accounting in general) has moved from being made on paper to digital with the help of accounting software and nowadays the vast majority of anyone doing any type of budgeting does it digitally (….). Budgeting has been evolving for many years now and new, more modern types of budgeting have emerged. Although, many researchers suggest that the traditional budgeting is enough to sustain a business, this type of budgeting faces strong criticism from the modern financial experts in favour of more recent models such as Beyond Budgeting, Agile Budgeting, and Zero-Based budgeting. Even though most if not all researchers agree that a budgetary control system is imperative for every business of any size, many of them disagree on the type that should be used. The different approaches in budgetary control will be explored in detail further in this report, along with their distinct advantages and limitation. 
A budget needs not only be made to keep track and record of spendings and revenues, but it must be properly analysed in order to permit evidence-based decision making. The proper analysis of a budget with the proper tools allows for the identification of trends and repeating patterns when it comes to all thing’s money. Within the report the author will examine an example of the budget of a company and provide the reader with in-depth analysis of their results along with some suggestions for dealing with the potential problems they might be facing. 









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	230*.7=161	220x.7=154				
(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  		227.93 		218.02 		247.75 		237.84 		218.02 		208.11 
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)	-19.07 	 -3.98	26.75 	5.84 	-12.98 	 38.11
Opening balance	-22 	 -41.07	-45.05 	-18.30 	-12.46 	-25.44 
Closing balance	-41.07 	 -45.05	-18.30 	-12.46 	-25.44 	 12.67


The (accruals-based) budgeted Profit & Loss Account for the six months ending 30 November is:
	£000	Calculation
Sales 	1370 	 
Cost of goods sold	( 959 )	 
Gross profit	411 	                                       
Selling expenses	(    44   )	 
Admin Expenses	(   144   )	 
Credit card charges	 (12.33  )	                                         
Operating profit	210.67 	
Interest payable	(  6  )	                                         
Profit for the period	204.67 	

 Data Analytics

This section of the report will focus on analysing the results from the financial calculations the author has made for Rubber Sole. The potential problems that the company might face both short- and long-term will be identified and critically analysed and suggestions for improvement will be provided. Since the year of the information is not provided, the author will base any decisions and suggestions on either pre-Covid 19 or post-Covid 19 data as he considers that the virus had a major impact on all businesses in the field and could render some of the data unreliable (Statista, 2023; ONS, 2023). In addition, all comparisons and data used for comparison purposes will be made against businesses in the same field – footwear, fashion, and accessories.

Section A – Stock Budget
The stock budget is an approach in budgeting that keeps track of the stock a business has available for resale at a certain point in time. In other words, their inventory (Wanke and Saliby, 2009; Wanke, 2014). However, instead of the quantity of the items for sale the stock budget provides us with their monetary value.
An issue that can be identified in the above-mentioned example is the constant overstocking of the business. They seek to maintain a minimum of £50k stock level each month, however, in reality this number is between 2 and 3 times higher. A possible cause for the overstocking could be, as suggested by Mahajan and Rayzin (2001) the increased competition or due to the lack of proper inventory management in the company (Jenkins, 2020).
Although, overstocking in this field is not as dangerous as in others, since the goods are not perishable, this could lead to some serious consequences in the long term. Some of the problems that may arise from overstocking include:
Cost of purchase and storage – the purchased goods are associated not only with the initial price of purchasing the stock but also with the storage and safekeeping of the goods such as warehouse charges and providing environment suitable for storing footwear.
Money being “Tied-Up” = as the company purchases stock that it cannot sell, it will remain its asset until a sale is realized and the stock is converted back in money. Although, Drury (2021) suggests that a certain level of “safety stock” levels should be present at all times, the author considers stock in the vicinity of £100k to be excessive.  
Changing fashion trends resulting in the inability to sell the goods – fashion experts suggests that trends last for approximately 5-10 years (in addition to so called micro-trends which last between several months and couple of years) which could mean that unsold stock/lines could become increasingly hard to sell or might need to be discounted, resulting in diminished earnings (Barrera, 2021; McEvoy, 2022; ). if proper stock rotation is in place (such as FIFO) some problems could be circumvented (Drury, 2021; Kenton, 2019).

In conclusion overstocking is bad for any business as it uses up resources that could the more useful elsewhere. A possible solution for this issue could be the implementation of an inventory management software that keeps track of goods sold and automatically decides on order quantities based upon statistics and trends.


Section B – Cash Budget
A cash budget represents the short-term financial standing of a company. It includes all cash inflow and outgoings, less depreciation costs. Its purpose is to create an estimation that shows if the business will be able to cover its operating needs for the near future (BBC, 2020). This is identifiable by the cash surplus or deficit at the end of a period. Usually, cash surplus translates to profit and cash deficit results in a loss. This, however, is not always the case as a temporary cash deficit could be offset by other means of financing or income, such as: selling company assets, loans, seeking investments etc. 
In the case of Rubber Sole it is evident that the closing balance is negative with tendencies for improvement. This improvement however comes in the form of a lump sum at the end of the period and leaves the previous periods in deficit which will have meeting the operating needs of the business put at risk. On the other hand, if we examine the cash surplus section of the calculations it is evident that the business if performing in a profitable manner. This could mean that some resources (such as the shop refurbishment investments) could be used at a later point in time when the company has the money to spare. This combined with decreasing the amount of stock purchased every month will result in higher cash surplus and in terms closing balance. Additionally, the company could consider cutting back on the admin and sales fees by reviewing their utility rates, hiring cheaper workforce, or reviewing their insurance policies (Indeed, 2021).
Should the company continue spending in the same manner they could face long-term issues as it fails to pay for their monthly overheads and stock purchase. If this were to be the case, they would need to either sell assets/equipment which could reduce their capacity for the future, lay off staff or engage with a bank for a loan. In their specific circumstances a loan could prove to be a difficult task since they have already been asked to clear existing overdrafts. Additionally, this would incur unnecessary costs in the form of interest which as of 2023 is between 7,1% and 12,8% for businesses (Barclays, 2023; Lloyds, 2023, HSBC, 2023).




Section C – Profit and Loss Account
The profit and loss account provides generalised information of financial state of a company for the period. It shows the profit (or potential loss) a business has achieved after deducting all outgoings from the revenue acquired (Indeed, 2019; Jiang, 2020) . 
In regard to Rubber Sole, the numbers suggest that the company has achieved a net profit of £205k for the six-month period.
By conducting research on similar companies in the same field of operations, the author has compared these results to their competitors. The editorial team of ThreadCurve.com (2022) suggests that the average profitability in the general shoes industry is approximately 5% while the data on CSIMarket.com (2023) suggests a net profit margin of 7.75%. UK shoe company Shoe Zone has reported a net profit margin of 6.02% pre-Covid, perfectly aligned with the suggested numbers above.
In comparison, Rubber Sole has achieved a net profit margin of almost 15% which suggests that the long-term prosperity and earnings are above average.

Implementing A budgetary system (requirements)
Every business that is trading with either goods or services will be, at some point, involved with money and its management and use.  The way this financial resource is distributed and allocated is largely indicative for the success of the said business. The systems that keep track of this are part of the accounting of the company and are split in many different categories. For the purpose of this report however, they financial accounting and management accounting (Ross, 2021; CIMA, n.d). 
The main difference between these two types of accounting is their intended audience and regulations. Starting off with financial accounting (FA), this accounting practice is obligatory for every business and must be made available to the public. These financial reports are usually made on year-to-year basis. In nature FA has a historical approach – it keeps records of financial transactions that have already occurred. FA is governed by certain laws and regulatory institutions that ensure transparency and uniformity of the financial statements prepared for this purpose. The two main regulators of FA in the United Kingdom are GAAP UK (Generally Accepted Accounting Principles), eventually replaced by FRS (Financial Reporting Standards) and IFRS (International Financial Reporting Standards) (IASplus, 2017; FRC, 2019, Weetman, 2019). Failure to abide by the regulations in these standards and principles is a criminal offence.
On the other hand, management accounting (MA) prepares and analyses financial data that is intended for internal use – the management of the company (Weetman, 2019; Tuovila, 2022). While FA has a historical nature, MA usually deals with forecasting and foreseeing expenses and revenues and thus allowing strategic and informed decision making processes to take place and ultimately aid the business in its growth and success. Additionally, MA does not need to follow any rules or standards and are prepared when needed. MA is arguably crucial for the success of the company and neglect towards it results in subpar quality of information and erroneous decision making that can hinder its success (Dyson and Franklin, 2020, pp.277–290). 

Before the successful implementation of such a budgetary system however the senior management of the business needs to ensure that certain prerequisites are met. Researchers argue that for a budgetary control system to be successful the following should be present, controlled, and encouraged:
Strict and sustainable Corporate Governance – the board should proactively encourage open, clear transparent working environment. Thea goal and direction of the company should be known by and communicated clearly to all parties involved and the leadership should work with employees rather than order them around. Additionally, managers should be trained and educated and stay involved in the process (rather than delegating it to others) prior to the introduction of the system (Chen, 2022; Dyson and Franklin, 2020; CGMA, 2014).
Appropriate control systems (Audit systems – both internal and external) – in order to ensure that management is leading the company in the desired direction, appropriate audit systems should be present (Opr, 2018). The auditors conducting the audits should follow the relevant standards and be as objective as possible in their work. This will not only identify budgetary issues that are not obvious but will also help “safeguard” the business my assessing and managing risks (Theiia.org, 2017). 
Trust – the board should aim to establish an environment of trust among all the shareholders when implementing a budgetary control system. The CGMA (2017) has linked higher trust levels to enhancement of the reputation and morale within the company as well as building greater resilience against potential crises and better absorb the shock from unpredicted corporate complications. 
Flexibility – it is normal for variables in todays business world to swiftly change and any company should be ready to react and accommodate to them. Same goes for the cost budget and generally the financial matters surrounding a business. All management figures within the organisation should be quick to adapt to the fast-changing economic environment and make amendment accordingly and in a timely manner (Shushila, 2018).
Behavioural Considerations 
In addition of the above-mentioned general requirements outlined, there are some behavioural aspects that need to be considered – both behaviours that need to be present in the management, and some that may arise due to the implementation of the budgetary system. As Dyson and Franklin suggest (2020, pp.347) implementing a budgetary system causes different type of behavioural changes within stakeholders. Although they can sometimes be beneficial this report will focus on the negative behaviours that may occur due to the implementation of such a system. 
Generally, accounting systems have the largest impact on senior figures within an organisation. The above-mentioned researchers ha e suggested that a “non-disciplinary” type of behaviour may occur due to the implementation  of a budgetary system. They suggest that if the management could react either favourably or unfavourably/indifferent to this change. They argue that favourable reaction leads to higher engagement with accounting and the desire to its improvement, while unfavourable/indifferent reaction leads to neglect and disinterest in the endeavour. It is also recommended that managers are not sanctioned should a variance in the estimated budget occurs as this will likely make their authority is undermined and is likely to have them show dysfunctional behaviour (by blaming others or neglecting the company’s wellbeing/goals). 
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