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The aim of the following report is to create a stock budget and a cash budget for 6 months, for Neural Ltd, a Footwear chain of 12 shops. The following comes as a decision of the management due to some £22,000 overdraft, required by the bank to be eliminated by the end of November.
Based on the results of the budgets, some analysis will be conducted and, where necessary, recommendations for management, regarding, actions that could address certain issues. 
It is noticeable that the company has some fixed expenses such as taxation payments, interests, or selling expenses, which don’t allow too much flexibility. Otherwise, they aim to maintain stock levels at a minimum of £50,000 for each month, they do get one month’s credit from suppliers, and some 70% of customers pay in cash therefore they have fewer selling expenses and only about 30% use credit cards. The are some administration expenses and shop refurbishment funds that will be also analyzed in the following.
According to ACCA, “Budgeting is an essential part of planning, financial control, and performance management”. (ACCA, 2023). It will also outline how budgeting works and whether is budgeting important for organizations.
A critical evaluation will be conducted on the traditional methods of budgeting in the fast-changing business environment of the 21st century. A brief analysis of different methods will be conducted and the pros and cons of these methods will be outlined.
Wyatt said ‘The principal reason why an organization chooses to have a budgetary control system is to enable it to achieve its objectives’. (Wyatt, 2012, p.5).
A brief comparison between traditional budgeting and Beyond budgeting will be conducted and discuss the possibility to adopt Beyond budgeting and make traditional budgeting redundant.
It is argued that traditional budgeting systems tend to focus more on cost reduction, strategic initiatives have lower priority, they are costly and time-consuming and there is no direct link between budget and business strategy. (Sdg, 2017).
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As a result of the calculation for the 6 months period cash budget, Neural Ltd.’s closing balance is 4,99, while the opening balance in June was minus 22, this represented the company’s bank overdraft that, had to be eliminated by the end of November, main reason for creating the 6 months budget. ‘We often find many managers identify the primary role of budget as being to control cost’. (Wyatt, 2012, p.4).
Regarding the stock balance, there is a requirement to maintain a minimum stock level of 50. According to the result of the budget for 6 months, considering the 105-opening balance, Neural Ltd.’s closing stock in November is 361. There seems to be a miscalculation or a misinterpreting and it needs to be addressed as there are some massive spikes within the closing stocks of 5 out of the 6 months of the budget. It looks like stock purchases are overestimated each month which seems to be quite high. According to Knott, ‘Controlled investment in stock plays a critical role in the achievement of business objectives. (Knott, 1988, p.243).
The cash balance at the end of November turns up to be positive and fortunately, the company has managed to terminate the bank overdraft. The second reason for an immediate review of the management of Neural Ltd is that in desperate times at least breaking even would be satisfactory. Now, they have a positive balance, and the main goal was achieved but still, there are some questionable expenses such as administration or shop refurbishment so the result can differ, with a higher positive at the end of November. Wyatt states that forecasting cash may be the most fundamental activity a company can do. (Wyatt, 2012, p.103), Drury argues that at times budgeting can be rigid and risky as the budget is based on uncertain forecasts. (Drury, 2021, p.387).
There are a few ways to improve the budget for the given 6 months period. A positive balance is desirable when budgets are created which fortunately happened with this occasion, just about. One way to look at it is that by only reducing each month’s stock purchases by 4 it would Terminate the overdraft and close the balance at the end of the period with 28,99 instead of 4,99.
Another way would be to cut stock purchases each month only by 10, this would total 60, and at the end of November, the settlement of the overdraft and a surplus of 64,99.
There are more possibilities to be considered but they would require in-depth investigation by management, however, as desperate times call for desperate measures, without going towards the extreme, in theory, reducing the stock purchase by 20 each month would sum to 120 surpluses. Administration expenses are reduced by 2 each month, saving another 12. Shop refurbishments unless vital, could be reduced by 4 each month, and rescheduled would save another 12. Other expenses are compulsory but the ones mentioned above would create a savings of 144 and some 148,99 surplus and of course the termination of the bank overdraft. Creating a balance with higher expectations and less unnecessary expenditure can lead to meeting goals, in this case, paying off the overdraft but also creating considerable profit. ‘One possible answer is simply to ignore the issue of uncertainty’. (Tevfik, 1996, p. 127).
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According to Williams, Forecasts are important from Start as they are the kernel of business and they are the basis of the business, they are the guide for raising money. (Williams, 2022, pp. 287-299). A balance sheet will show at any given time what the company owes and what they are owed. It is vital to keep track of payments to creditors as this will maintain healthy business relationships. At the same time, a good track of the debtors is necessary to avoid inconveniences or this can lead to insolvency.
According To Drury, management control systems are crucial as this is the way to measure and monitor liquidity and profitability, this is a way to show the results of the organization but also managers’ results. This way, by having clear results, managers can take appropriate further action within the organization. (Drury, 2021, pp. 424-425). However, McLaney argues that even though working capital is important, getting the wrong balance between the extremes can be expensive or even fatal. (Mclaney, E, 2006, p.354).
For a system of budgeting and budgetary control to be successful in an organization the following conditions should be present:
· A clear set of goals and objectives that are aligned with the organization’s strategy. These objectives should be specific, measurable, achievable, relevant, and time bound. (SMART). (CMI, 2014).
· The organization must have accurate and timely financial information to create realistic budgets and track performance. This includes a reliable accounting system with accurate data on costs, revenues, or other financial metrics. (Tarver, 2021).
· The organization’s management should be committed to the budgeting and budgetary control process and must be willing to support it also, making sure that everyone within the organization understands its importance. (Hbpublicatios, 2020).
· Organizations should have clear roles and responsibilities for everyone involved in the budgeting process. It should be clear who creates the budget, who is responsible to monitor performance, or who will take further actions in case of mistakes. (Kaplan, 2020).
Even though many organizations use budgeting and budgetary control, it can be argued that:
· There are limitations to it, is not an exact science and it is based on many estimates. 
· It requires the involvement of many individuals.
· They lack flexibility as changes should appear within the organization, but estimates would remain the same.
· It is not cost-effective.
· Time-consuming. The implementation can take substantial time plus monitoring performance and all other tasks involved besides that, the ones involved in the process must be trained or educated to conduct appropriate expertise. (Tamplin, 2020).     
When it comes to implementing a system of budgeting and budgetary control, management    should take into consideration a few important behaviours of people, as follows:
· Resistance to change. Management needs to clearly communicate the benefits of the new change, and state clearly the individuals involved also, explain the rationale behind the change as people tend to resist change especially when they are used to working after certain patterns. (Tanner, 2023).
· Fear of failure. Management should create a culture of continuous improvement and provide continuous support as failing to meet targets can lead to stress and anxiety. (CIPD, 2011).
· Short-term focus. Management needs to ensure that employees understand that the process includes a long-term perspective but is important to maintain a healthy balance between short-term and long-term goals. (Kaplan, 2023).
· Manipulation of data. Management needs to ensure that there are controls in place to prevent the manipulation of data to prevent manipulation when targets need to be met or they can use it for presentations to stakeholders to prove unrealistic measurements. (Eads, 2023).
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Budgeting for businesses was introduced in the 1920s. Traditional budgeting can vary and it can be, Incremental, Zero-based budget, Activity-based budget, or Value proposition budget. There are different opinions on budgeting among managers and financial directors. Some are saying that they can be harmful and they don’t work very well, despite that most organizations still use budgeting. (Wyatt, 2012, p.3).
Today, budgeting systems are computerized and it can be argued that it had facilitated the process enormously but, data requires manual input or, should questions arise regarding a decrease or increase of sales or a change regarding credit terms can lead to refusal of the budgets. (Drury, 2021, pp.400-401).
Within the last 20 years Beyond Budgeting has been created with the idea of abolishing traditional budgeting. Even though it has more futuristic approaches, built on Leadership principles, it can have its own flaws and at times it can encourage silo thinking, therefore, the traditional method is still being embraced by most organizations today. This can seem a paradox, considering the speed of evolution or where businesses are in the 21st century, with so much automation and computerized systems but, here we are and the good old Budgeting and forecasting systems are still in use.
According to Drury, traditional budgeting has had a lot of criticism in recent years, and the biggest critics were Hope and Fraser. The biggest criticism is that annual budgeting is incapable to meet today’s demands in such a competitive environment.
Another aspect of this is the fact that budgets are seen many times as targets to deliver improved performance. If budgets are too challenging, managers can be demotivated. (Wyatt, 2012, p.11). However, Efinance, states that traditional approaches to budgeting are easy to implement, decentralized, stable, and easy to prepare. (Efincance, 2022).
Incremental budgeting
 Is the traditional budgeting method that takes the current period’s budget as a starting point and adds to it an incremental amount for the new budget period. 
Pros:
          - Easy to prepare.
          -Easy to understand.
          - Prevents conflict between departments.
          - Easy to detect change
 Cons: 
· It can cause problems in rapidly changing environments.
· No incentive for separate departments so certain departments are prone to overspending.
· Performance targets are unchallenging.
· It focuses more on the past rather than future, it assumes that past activities and costs are still relevant. (Acca, 2023).
Zero-based Budgeting 
This is a method that starts from zero, without taking into consideration the prior’s period budget or actual performance. This method tries to optimize the allocation of resources to where they are most needed. Drury argues that this also called priority-based budgeting is an attempt to overcome the limitations of incremental budgets. (Drury, 2021, p.404).
Pros:
· One of the most beneficial advantages of this method is that it starts from a zero base, basically, a fresh start and it gives the possibility to reduce waste, remove inefficient activities and cut eventually unnecessary costs.
· By giving a bottom-up approach, encourages employees to get involved.
· It responds better than the incremental method to changes in the business from one year to another.
Cons:
· Training is required for it and is time and money consuming.
· Not suitable for large organizations as it can produce large amounts of paperwork.
· It only measures quantity; quality is too difficult to implement therefore inadequate or incomplete reports are produced to higher management.
· As decisions are taken at the time of creating budgets difficult to make changes during the year.
In conclusion, as all costs need to be justified, Zero-based budgeting is more suitable within the public sector, for the private sector is too inefficient. (Acca, 2023).
      Activity-based budgets:
They focus on costs; budgets are prepared using overhead costs from activity.
Pros:
· Draws attention to costs.
· Recognizes costly activities.
· It provides quality-related information.
Cons:
· A massive time consumer.
· Difficult to identify individual responsibilities.
· Overhead costs are not controllable in the short term. (Kaplan, 2012).

Value proposition budgeting
This method uses forecasting when it comes to restructuring financial procedures. The goal is to help businesses to determine areas within the business that offer the best return.
Pros:
· Quickly identifies the excess expenditure.
· Quickly identifies where the cash flow is going.
· It can maintain the focus on the areas that bring more value.
· It provides better clarity so future expenses can be used wisely.
          Cons:
· The value of expenses can change depending on trends.
· By maintaining the focus on the current expenses, it can lead to missing business opportunities. (Stefanka, 2022).
Overall, traditional budgeting systems tend to hinder collaboration and communication between different departments or stakeholders, however, the accelerated development of technology, has helped organizations enormously first by taking the burden of dealing with mountains of datasheets, nowadays there are cloud-based system or simply computerized that sync data automatically, they can check for errors, it can be loaded or exported instantly and irrelevant data is automatically erased so data can be reported in real-time. (Kalish, 2022).
Based on this fast-changing business environment, the day-by-day improving technology, eventually Beyond budgeting will win as the trend goes towards organizational cultures and leadership influence where flexibility, accountability, adaptability, or innovation are being embraced, however, the process is slow and organizations don’t respond yet to beyond budgeting as expected.
   ‘Libby and Lindsay conclude that instead of going beyond budgeting, most firms have chosen to improve the process and that claims that budgets are flawed are probably overstated’. (Drury, 2021, p.408). A survey reports that 5 percent of organizations used beyond budgeting and over 90 percent use annual financial forecasts. (Drury, 2021, p.408).
According to Drury, ‘Advocates of Beyond budgeting philosophy claim that it supports decentralization and employee empowerment’ (Drury, 2021, p406).
While Beyond budgeting encourages shareholders and employees to share the same goal, it offers freedom to employees, is transparent, and customer focused and provides more autonomy, it uses the rolling budget to keep track the performance, it uses external benchmarks instead of past data to determine performance and is focused more on activity-based budgets it can be argued that it would be more suitable in fast-changing business environments. (Accountinguide, 2003).
Budgets in general focus on performance based on financial years but they should not rely only on performance, they should develop and pay attention to relevant KPIs for separate departments and for the organization. Some examples of relevant KPIs are market share, level of customer satisfaction, or total shareholder returns. ‘A good profit this year can be at the expense of next year’s profit’. (Wyatt, 2012, p.12).




     
    



























(a) 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 
	147 
	175 
	228 
	284 
	292 

	Stock purchased
	180 
	160  
	203 
	200 
	140 
	195 

	
	285 
	307  
	378 
	428 
	424 
	487 

	Cost of Stock sold
	
	
	
	
	
	

	(60% of sales)
	(138)
	(132)
	(150)
	(144)
	(132)
	(126)

	Therefore Closing stock
	147   
	175   
	228     
	284 
	292 
	361 



(b) 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  
	(4)
	(4)
	(4)
	(4)
	(4)
	(4)

	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)
	(18.07)
	 (2.98)
	 27.75
	(6.84) 
	(11.98) 
	39.11 

	Opening balance
	(22)
	(40.07) 
	(43.05)
	 (15.30)
	 (22.14)
	(34.12) 

	Closing balance
	(40.07) 
	(43.05) 
	(15.30) 
	(22.14) 
	(34.12) 
	4.99
 



(c) [bookmark: OLE_LINK1][bookmark: OLE_LINK2]The (accruals-based) budgeted Profit & Loss Account for the six months ending 30 November is:
	
	£000
	Calculation

	Sales 
	1370 
	 

	Cost of goods sold
	(822)
	therefore  

	Gross profit
	548 
	                                       

	Selling expenses
	(44)
	 

	Admin Expenses
	(144)
	 

	Credit card charges
	 (12.33)
	                                         

	Operating profit
	347.67 
	

	Interest payable
	   (6)
	                                         (Note 5)

	Profit for the period
	341.67 
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Based on the report, Neural Ltd, a footwear chain of 12 shops, is facing an overdraft of £22,000, which needs to be eliminated by the end of November. Therefore, a stock budget and cash budget were created for six months. The closing balance for the cash budget was £4.99, and the closing stock balance was 361, which had some spikes in the closing stock of five out of six months, indicating overestimated stock purchases each month. The report recommends reducing stock purchases and other unnecessary expenses to terminate the overdraft and create a considerable profit.
The report also evaluates the traditional methods of budgeting, highlighting the advantages of budgeting and budget control systems, maintaining a balance sheet, and tracking payments to creditors and debtors. However, it also argues that budgeting can be rigid and risky due to uncertainty. Therefore, organizations need to be open to new methods that incorporate flexibility, agility, and real-time data analysis.
According to Clayman, ‘The principles of capital budgeting have been applied to other corporate investing and financing decisions and to security analysis and portfolio management’. (Clayman et al., 2012, p11).
In conclusion, the report emphasizes the importance of budgeting, financial control, and performance management for organizations. However, it also emphasizes the need to adopt modern methods that provide flexibility and agility, enabling organizations to adapt to the fast-changing business environment of the 21st century.
Budgeting and forecasting are crucial for organizations as they contribute to the growth journey and help set the correct priorities for a successful business. This is a process of planning revenue and expense figures for a specific period. They create clear paths and help management to create strategic plans. Forecasting is a method of analyzing historical trends to predict the future and they are usually created for a specific period. (Webster, 2023).

