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Executive Summary
The purpose of this report is to analyse the stock and cash budget for a six-month period for a footwear selling business and identify the problems the company is likely to face and what actions the management team can introduce to address the problems. 
The report also includes techniques for implementing a successful budgeting control and the behavioural aspects considered for an effective budgeting. The final part offers a critical analysis of the most used traditional budgeting techniques and the drawbacks they bring to today’s business environment.
Following the analysis of the stock and cash and profit budget, it has been revealed the company can face some challenges because of the negative cash balance they had for nearly the entire six-months period. They have registered a positive stock balance every month and manage to achieve their goal of maintaining a minimum stock balance of £50.000 and have also been able to generate a considerate profit. The business managers need to reconsider the administrative expenses and look at reducing them, could also negotiate a better interest for their loan or new repayment terms. It is also essential to determine the debtor days and make sure the amount of time does not exceed 30 days.
Going forward, is important for the managers to check how the cash was generated during the year and establish a financial plan where everyone should be aware of their responsibilities and cooperate. They need to set achievable targets and allow everyone to engage for them to have a sense of achievement and remain motivated. The budget introduced need to remain flexible and actions need to be taken once problems occur.
In terms of the traditional budgeting models and their use in today’s fast changing business environment, it has been established these are costly, time consuming and do not produce accurate and reliable results. As a response to this, the Beyond Budgeting method was introduced that looks at removing the traditional models and is based on decentralized leadership and adaptative management principles and includes the use of KPI’s for targeting measure, creating forecasts on a monthly or quarterly basis and rewards teams for their permormances.
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Introduction 
Budgeting creation is an important aspect for the success and performance of every organisation. Budgeting can be defined as a spending plan, where spending refers to all the payments that a business must make to cover their expenses, all the purchases as well as investment (Becker et al., 2016). Businesses must be careful with their spending, as they must ensure that their spending realistically reflects the company’s income, as well as the expenses (Becker et al., 2016). Often, successful companies are using different types of budgeting to minimise the costs and obtain maximum results (Nugus, 2009). However, companies that fail at budgeting are often facing financial difficulties which can result in bankruptcy (Dobson and Leemann, 2010). Given this, budgeting is used to preserve the company’s resources and to allow the company to further invest in its growth. Even more than that, budgeting within a company helps to not gain too many or too expensive loans, to not make any unnecessary purchase and to prioritise the expenses payments.  There is no perfect budgeting style, but this must be adapted to each company and to be tested to ensure that the company has the best outcome for using a certain approach. 
In the fast-changing business environment is interesting to see how the traditional budgeting methods are still used, both in the public and private sector, but mostly why in recent years there are new budgeting methods introduced to overcome the drawbacks of traditional approaches. The most common traditional models include incremental budged, zero-based budget and activity based. These methods are simple to implement and easy to understand, but are also costly, time consuming, do not allow any flexibility and those involved are not motivated towards goals achievement. 
The Beyond budgeting approach has been introduced to address the flaws of the traditional ones and is more relevant to the challenges the organisations are facing in the present environment. It keeps everyone engaged and motivated by giving them clear responsibilities and rewards teams for targets achievement.









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)	(18) 	(4) 	27 	6 	(13) 	38 
Opening balance	(22) 	(40) 	(44) 	(17) 	(11) 	(24) 
Closing balance	(40) 	(44) 	(17) 	(11) 	(24) 	14 


The (accruals-based) budgeted Profit & Loss Account for the six months ending 30 November is:
	£000	Calculation
Sales 	1370 	 
Cost of goods sold	(959 )	therefore  1370*70%
Gross profit	411 	      30%* 1370                            
Selling expenses	( 44 )	 
Admin Expenses	(144)	 26+25+23+24+24+22
Credit card charges	 ( 12)	 1370 x 0.3 x 3 %                                        
Operating profit	211 	
Interest payable	   ( 6)	   6 months x 5,000 x 20%                               
Profit for the period	205 	

Budget and Profit and Loss analysis 
The analysis undertaken of the stock, cash, profit, and loss budget has identified that the company has achieved its goals in terms of maintaining a minimum stock level each month, it also generated a considerate profit for the six-month period but is still left with challenges and could face problems with its debt payments and future investments because of the negative cash flow balance from June until beginning of November.
a. In terms of the Stock Budget six-month analysis, the company has achieved its purpose of maintaining a minimum stock level of £50.000, with a steady increase towards the end of the interval, potentially to get ready for the busy period around the winter holidays. Holding the stock brings many benefits to the business, like being able to meet the customer demand, and can also buy the shoes at lower wholesale costs. The customer experience is also positive when the shops are well stocked and offers competitive advantage. However, there are some drawbacks to keeping a high level of stock, like increased storage costs, deterioration of the goods and holding on to the cash in the inventory . 
b. The Cash Budget analysis for the six-month period highlights that although the company managed to clear its overdraft, this only happened in November. Until then the closing balance for each month was still negative which represents a liability for the company and exposes the business to further increases in interest rates . The overdraft increased in the first three months also because of the shop refurbishment expenses and the tax paid in July. This is a good source of finance but should only be used on a short-term basis and in case of emergencies.
It would be beneficial going forward to maintain a positive cash balance because the overdrafts usually incur higher interest rates compared to loans. The managers of the business might also become demotivated at finding other options to improve their cash flow or to negotiate longer payment periods with suppliers. Having used the overdraft for nearly the whole six months period and even going over the starting balance in June, the bank might think that the company is struggling and might need to improve its financial management . This then can result in the bank closing the overdraft at a short notice. Rubber Soul could have obtained a positive cash balance sooner than end of October if they would have postponed the shop refurbishment for when they had a higher cash surplus. Another way of minimising the overdraft would be to spend less for the stock purchased in the first three months, even 30% less would still help them maintain at least twice the minimum stock available and would help them clear the overdraft quicker. 
Regarding the loan the company has, the management can try to negotiate with the bank a lower interest rate going forward, personal guarantee provisions or new prepayment terms . This can bring a positive effect to reducing the debt and improving the cash balance.
The reduction of administration expenses can also be considered by the management team, they can look at potentially reducing some of the utility bills, negotiate the rent or insurance policies, develop a more sustainable marketing strategy, reduce storage costs, and spend less on equipment or supplies.
The manager of Ruber Soul should also implement an effective system of credit control and make sure the debtor days do not exceed the number of days they have to pay their creditors, which is 30 days. This will allow a more transparent view over the financial situation allowing the managers to act when issues occur and keep a positive cash balance. Failure to maintain sufficient cash can lead to fines or sanctions and in worst cases it can even be put in administration or liquidation .
The debt however can also be beneficial if the company is able to generate earnings higher than the costs and interest payments associated with the debt . Another benefit of the debt is that managers know exactly how much they need to pay each month for interest and can be deducted from the tax paid.
c. The Profit and Loss analysis indicates the company has registered a net profit of £205.000 for the six-month period, which is eventually every business goal, but this does not guarantee its survival. More important than profit is the availability of cash to pay off the debts. The profit is based on the matching principle and the concepts of income receivable and expenses payable for a certain period, which have not yet been paid or received. To this are added other expenses that do not have a cash impact, like depreciation. It can be concluded that although the company registered an important net profit, it does not have enough cash to pay off its suppliers. Those in control of the financial management need to assess at the end of the year how the cash has been generated and used during the budgeting period. This can also provide a clearer picture for future investments or if the business might need to sell some of its assets to generate more cash.

Successful budgetary control 

The budget is a management tool used for resource allocation and improvement of costs and profitability.  Iti s intended for different purposes, like planning operations, controlling activities, evaluating manager performance, motivating managers in achieving the goals and delegation. When choosing the most suitable budgeting approach, managers should consider the size and type of organisation, the product or service range they offer, industry and the organisational culture.
The budgeting plays an important role in the planning and control process of a business and Drury and Tayles (2021) created a framework that explains this process and is illustrated in the figure below. The first two stages involve the long-term planning and defining the corporate objectives. Once the strategies that provide the best chances at achieving the company’s goals have been identified, the long-term plan should be created to help implementing these programmes. 
The next step is then to implement the budget for the next year. Compared to the long-term plan, this is more precise and outlines the expectations from that budgeting period. Once this is implemented, it is important to control the process, by monitoring the outcomes and responding to any differences that might incur.


Figure 1. Planning, budgeting, and control process (Drury & Tayles, 2021)

For the budgeting control process to be effective there are certain conditions that need to be considered, according to Atrill and McLaney (2021). 
All the managers within the organisation need to adopt a serious approach to the process and have a financial plan.
The responsibilities for each area of the business need to be clearly allocated and everyone involved should communicate effectively.
The targets within the budget must remain achievable, even if they could be challenging sometimes, otherwise employees can become demotivated.
Ensure data is collected and reports are produced monthly to calculate variances within the budget.
The reports should be aimed to individual managers for them to acknowledge in a timely manner what is relevant to them.
Actions should be taken when things do not go according to the plan and operations need to get back under control.
In addition to this Jibin (2022) suggests that budgets should allow flexibility to accommodate any changes, the targets set should be realistic and achievable and employees should be appraised for achieving the targets to keep them motivated.
A similar approach to effective budgeting is also adopted by Weetman (2013) who considers that everyone in the business is responsible for the success of the budgeting process and is important for monthly monitoring to be implemented to apply corrective actions if needed. It does however state that the monitoring process should be done with care as it is possible that certain outcomes are a better representation of the company’s situation than the set budget.
It can be agreed that the success of budgeting control depends on the cooperation of everyone involved. However, employees might not always act in the best interest of the business and are not willing to achieve the goals set in the budget, which can lead to a dysfunctional behaviour. There are several human aspects that should be considered when creating a budget to minimise this type of behaviour. These relate to motivation, communication, participation, and budget slack.
One of the budgeting purposes is to motivate the managers and it is proven that this also improves performance and job satisfaction . The motivation is strongly influenced by the targets set within the budget, and it has been concluded by Drury and Tayles (2021) and Atrill and McLaney (2021) that challenging, yet achievable targets tend to increase the motivation. On the opposite side, the unrealistic targets have a negative effect on the managers’ performance.
Communication of the targets is essential for everyone involved and expected to achieve them. Managers also need to ensure the targets are understood to avoid them being rejected . Communicating the actual performance is also important, which is known as feedback, and it must happen in a short time frame.
Participation has a very positive effect on successful budgeting, with managers becoming more motivated and engaged when they are allowed to take part in setting the targets, rather than just having them issued without being consulted . They can obtain a sense of commitment and become morally obliged to fulfil the goals. When participation takes place, a relationship develops between the employee’s goals and the organisation’s goals. However, this aspect sometimes can lead to what is referred as budget slack.
Budget slack refers to the tendency of managers setting targets that are easily achievable which can include an under-estimation of revenue or over-estimation of budgeting costs . This has negative effects on performance and on the long term can also impact the profitability. One way to avoid budgeting slack is to allow for flexibility and when slack is identified, the budget is revised.

Traditional budgeting methods 
Incremental budget is a traditional budgeting method determined using a previous budget as a base with an added increased amount for the new budget period . Compared to other methods, this is often seen as the most conservative approach.
There are several benefits this method can bring to companies, according to Schmidt (2023). It is a simple, easy to understand, and consistent method that does not require complex formulas and is not time consuming. It is also considered a stable approach as the expenses are easy to predict and avoids potential conflicts between different departs in the business as the funding is equally allocated.
Despite the obvious benefits this method provides, it is often criticized because of certain drawbacks . One of the most obvious flaws is that it leads to unnecessary spending, considering some of the departments might not need the increased allocated funding every year and yet they can still spend it, without having to justify these expenses, and the next year they will obtain even more money that could have been better spent in other areas. This can lead to an inefficient and wasteful budget. Another disadvantage is that it does not consider changes within the business or any unforeseen circumstances. It also does not offer incentives for managers to try and minimise expenses or allow for performance targets to be reviewed every year. In today’s fast paced business environment this method is not recommended to be used unless there is a certainty that the budget will only suffer minimal changes in a long term.
Zero-based budget
Another common traditional budgeting method is the Zero-based one, that has been introduced in the public sector in 1960 and later gained popularity in the private sector a decade later . In this approach, the budgeting process starts from zero and every department is then evaluated separately with resources being allocated to the areas where are most needed. It is considered an improved alternative to the incremental budget approach. This forces the managers in the company to justify their activities and if unable to do so, they do not receive the funding.
One of the most important benefits of this method is the fact that it avoids wasteful budget by evaluating all activities yearly and removing the ones that prove inefficient . It also responds to changes in the business and is allocating resources more efficiently.
However, the zero-based budgeting method comes with some flaws , like being time consuming. It requires a large amount of time to gather all data for the decision packages and sometimes it can be estimated. Some of the managers might need additional training in creating these packages and this will result in more cash spending. It can also prove challenging to rank the decision packages which may lead to conflicts within certain departments. To avoid spending a large amount of time and money, organisations might find beneficial to combine this method with the incremental one and use the zero-based approach when important changes occur or just for certain departments. 
Although recent studies conducted by Coyte et al (2022)reveal that smaller firms are more likely to adopt this approach as opposed to larger companies that might avoid this because of the complexity and effort it requires, ACCA ( 2023) conclude this method is more suitable for the public sector. Some of the reasons behind this statement is that is easier for local governments or non-profit organisations to consider include the activities in their decision-making process and to justify all their expenses.
Activity-based budget
This approach is a newer budgeting method that is based on resource-based budgeting and focuses on creating a budget directly from the organization's activities and resources . It is meant to help with the better understanding of the genuine costs associated with providing the goods or services.  It is a more complex model as it is analysing relevant cost drivers to support an improved decision-making process. The simplest variant of this method is focused on activity-based costs with the purpose of cutting or removing the overhead expenses .
Some of the benefits this model brings is that it offers a better cost control as it looks for ways of minimising expenditures . It can also offer competitive advantage because products and services can be offered at a better price once the operational costs are minimised. Like the zero-based budgeting method, it also allows for the managers to invest only in the activities that are profitable and eliminate those that do not generate revenue. The model can be more suitable for new businesses as it can generate growth due to the cost minimising and for companies that are going through changes to their organizational structure.
Nevertheless, this approach also comes with some drawbacks. Considering its complexity, it is important for the budgeting team to know and understand all the business activities before establishing the cost drivers, which proves time consuming and more costly than other traditional budgeting models .
Beyond budgeting 
The concept of beyond budgeting has been introduced in the last 20 years as an alternative to traditional budgeting methods. It is developed for more flexible environments and requires changes at different organisation levels, not just for the budgeting process . It is intended to transform the traditional budgeting approach into a variety of control processes that are more suitable for performance review and forecasting . 
It is developed around twelve principles, six representing decentralized leadership and six representing adaptive management, listed in the below figure.

Figure 2. Beyond Budgeting framework 
Although it does not list exact procedures to completely remove traditional budgeting models, some techniques have proven to be efficient in most cases when this approach was introduced. These include the use of key performance indicators to measure the organisation’s performance, creating forecasts on a monthly or quarterly basis rather than yearly, evaluating managers achievements based on external criteria and not on previous performance.
In terms of applicability, the beyond budgeting approach is more suited for the private sector, where it can keep employees motivated by giving them clear responsibilities and challenges, can lead to the use of open information systems, implements rewards and motivates managers to gain competitive advantage . In the public sector this budgeting model would not be easy to implement because of the limitations of the organisational changes and the many internal policies that the public sector is built on.








Conclusion 	
After analysing the stock, cash, profit, and loss budget of the Ruber Soul company for the six-month period it has been revealed that the company has achieved some of its goals. They have managed to keep a stock level of minimum £50.000 for every month, they have registered a considerable profit and managed to clear off the overdraft. However, this also indicates that the business can face some treats because of the negative cash flow balance from June until end of October as they can be unable to pay their debts and even have enough cash for future investments.
Some of the actions to be considered include minimising their administrative expenses, negotiating a better interest rate for the loan or new prepayment terms, postpone the shop refurbishment for when they have a positive cash flow, implement an effective credit control system to make sure their creditors pay them no longer than 30 days.
It is essential for the managers to check at the end of the year how the cash was generated and used for the budget period and make sure they take actions for a successful budgeting control going forward. To achieve this, they need to have a financial plan, and everyone should know their responsibilities and cooperate. The targets set need to be challenging, but achievable, to keep everyone motivated. The budget needs to be flexible to allow for small changes and reports should be produced monthly to determine variances in the budget. 
The report also analysed the traditional budgeting approaches in today’s fast business environment and concluded that although they are popular and easy to use, they do not produce accurate and reliable results, are time consuming and costly. Aldo do not allow for flexibility and are demotivating for those involved as often they are not allowed participation.
As a response to this, the Beyond Budgeting method was introduced that looks at removing the traditional models and is based on decentralized leadership and adaptative management principles and includes the use of KPI’s for targeting measure, creating forecasts on a monthly or quarterly basis and teams are rewarded for their performance.
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Appendix

Stock budget calculations
The opening balance for June is £105.000 
The stock purchased is recorded for every month when is received.
Costs of goods sold: 70% of sales  for every month, so 70% of 230 for June= 161
The Closing stock= Opening balance + stock purchased – Costs of stock sold= 124 for June
The closing stock for June becomes opening balance for July and the same principle is followed for every month.
Cash budget calculations 
Cash receipts are calculated by deducting the credit card charges
For June is 230 x 0.3 x3%=228, and the same is calculated for the following months
Administration costs are represented only by the cash spent- depreciation.
June- £26.000-£7.000= £19.000
For the stock purchased the figure for the previous month need to be included, as they allow one month for payment, so for June that is 205, the figure for May
The same principle applies to the selling expenses, they are paid a month after so for June the figure is the one for May, 6
Shop refurbishments and interest payments are registered for the same month they incur.
Opening balance for June is the balance of the overdraft, £22.000
The closing balance for June becomes opening balance for the following month. Negative balance is recorded in ().
Profit and Loss calculations
	
	£000
	Calculation

	Sales 
	1370 
	 230+220+250+240+220+210

	Cost of goods sold
	(959 )
	1370*70%

	Gross profit
	411 
	 30%* 1370                            

	Selling expenses
	( 44 )
	 6+8+7+6+8+9

	Admin Expenses
	(144)
	 26+25+23+24+24+22

	Credit card charges
	 ( 12)
	 1370 x 0.3 x 3 %                                        

	Operating profit
	211 
	

	Interest payable
	   ( 6)
	   6 months x 5,000 x 20%                               

	Profit for the period
	205 
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Leadership principles

1.Purpose - Engage and inspire people around bold and noble.
causes; not around short-term finondial targets

2. Values - Govern through shared values and sound judgement;
not through detailed rules and regulations.

3. Transparency - Make information open for self-regulation,
innovation, learning and control; don't restrict it

4. Organisation — Cultivate 3 strong sense of belonging and
organise around accountable teams; avoid hierarchical control
and bureoucracy

5. Autonomy - Trust peaple with freedom to act; don’t punish
everyone if someone should abuse it

6. Customers - Connect everyone's work with customer needs;
avoid conflics of interest

Management processes

7. Rhythm - Organise management processes dynamically around
business rhythms and events; not around the calendar yeor
only

8. Targets - Set directional, ambitious and relative goals; avoid
fived and coscaded targets

9. Plans and forecasts - Make planning and forecasting lean and
unbiased processes; not rigid and political exercises

10, Resource allocation - Foster 3 cost conscious mind-set and
make resources available as needed; not through detailed
annual budget allocations

11. Performance evaluation - Evaluate performance holitically
and with peer feedback for learning and development; not
based on measurement only and ot for rewards only

12. Rewards - Reward shared success against competition; not.
against fixed performance contracts
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2. Creation of longterm plan to implement strategies

——> 3. Preparation of the annual budget within the context of the long-term plan

4. Monitor actual results

5. Respond to deviations from plan





