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EXECUTIVE SUMMARY


      This report will examine the organisation's productivity in the marketplace using disparate accounting reports such as cash budget, stock budget, and Profit & Loss Account. The information will go over the conditions in the company for the budgeting system to succeed. Furthermore, the report will express the various points the organisation's management must consider when implementing the budgetary procedure. On the other hand, this report will describe the different traditional budget approaches and their advantages and disadvantages.
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2.0 Introduction 


This report will compute the organisation's cash budget, stock budget, and Profit & Loss Account to evaluate its efficiency and market operations. The conditions will be expressed in the report, which must be available in the organisation for the budgeting system to be successful. Furthermore, the report will discuss the various elements related to people's behaviour that managers must consider when implementing the budgetary system in the company.  










3.0 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 	      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 


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) 	(15,3) 	(22,14) 	(34,12) 
Closing balance	(40.07) 	(43,05) 	 (15,3)	(22,14) 	(34,12) 	4,99


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=1370
Cost of goods sold	(822)	 1370 x 60%= 822
Gross profit	      548 	40% x 1370= 548                                     
Selling expenses	       (44)	 6+8+7+6+8+9=44
Admin Expenses	     (144)	 26+25+23+24+24+22=144
Credit card charges	   (12,33)	 1370 x 30% x 3%4=12.33                                        
Operating profit	 347,67 	 548- 44-144-12,33= 347,67
Interest payable	   (6)	       6 x 5.000 x 20%=6000                               (Note 5)
Profit for the period	341,67 	        347,67- 6= 341,67


 3.2. Explain the problems your calculations indicate that Neural Ltd will likely face in the next six months and how management actions could address these problems.

     The preparation of the statements depicts various problems the organisation's management will face in the upcoming six months. Inventory management is one of the biggest problems the company will face. (Drury,2021). The computation of the statements determines that the company will have many closing stocks at the end of each month, reducing the company's net profit levels. Apart from this issue, the company will have a negative cash balance each month. This means the company will have an overdraft cash balance which will directly impact the overall operations and growth of the organisation in the marketplace. 
          The primary reason behind the negative cash balance is that the monthly inflow of cash of the organisation is lesser than the monthly outflow of the money, which means the company will earn less cash than its expenses (Horner,2020). The company's management must use software like Zoho Inventory to handle the inventory issue effectively. This software will help managers manage, control, track, and streamline the business's inventory levels, allowing them to maximise their sales levels (Seal et al.,2018).
   Increased sales levels will automatically reduce the value of the company's closing stock. Furthermore, to deal with the overdraft or negative cash balance, the company must increase its sales volume while decreasing operational expenses. The management can increase their sales volume through effective marketing and promotion while reducing operating costs by eliminating unnecessary operational expenditures. The administration can effectively handle the overdraft cash issue using this approach (Kolitz, 2017). 


 3.3 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 people's behaviours that management needs to consider when such a system is introduced.
  
       Budgeting and budgetary control are essential to any organisation's financial management. Budgeting and budgetary control is a process of monitoring, measuring, and adjusting actual performance against the budget plan. According to Kaplan and Norton (2005), successful budgeting and fiscal control require a culture that values and rewards financial discipline, accountability, and transparency. Furthermore, according to Horngren et al. (2018), a successful budgeting system requires a clear understanding of the organisation's objectives, commitment from top management, a culture of trust and openness, and an appropriate information system. Hansen and Mowen (2018) support these conditions, adding that the system should be flexible and adaptable to organisational changes.
      A system of budgeting and budgetary control can help an organisation to achieve its objectives, monitor performance, and ensure accountability (Kaplan&Norton,2005). Budgeting is creating a comprehensive plan, monitoring, and controlling an organisation's expected income and expenditure over a specific period. On the other hand, budget control is comparing actual results against the budget to identify variances and take corrective measures. However, the success of the budgeting and budgetary control system depends on several organisational conditions.

      Identify the objectives for spending and conserving or saving.
   This is one of the most critical points through which the company manager may effectively and successfully carry out their budgeting strategy and control. Managers must determine their spending and saving objectives(Atril and McLaney, 2021). By comprehending these, they can create an appropriate method or controlling plan to prevent irrational and unnecessary expenditures. As a result, by avoiding unnecessary expenses, the company's manager may achieve their targeted goal, which will aid them in controlling their budget.
     Organisational structure 
     According to Horngren et al. (2018), another condition for the success of the budgeting and budgetary control system is a clear and well-defined organisational structure. This is because the budgeting process requires allocating resources to various departments within the organisation, and a clear organisational structure ensures that departments and their responsibilities are well-defined. Similarly, Hansen and Mowen (2018) contend that having a clear organisational structure facilitates communication between departments and provides realistic and achievable budgets.
      Supportive organisational structure
      A supportive organisational culture is another requirement for the success of the budgeting and budgetary control system. According to Drury (2018), a supportive culture is one in which managers and employees understand and embrace the importance of budgeting and budgetary control in achieving organisational goals. Similarly, Horngren et al. (2018) define a supportive culture as one in which there is a shared commitment to achieving the budgeted goals. This ensures that employees are motivated to meet these goals and that the budget is viewed as a helpful tool rather than a burden. 


       Accurate and reliable data
       Another condition for successfully implementing a budgeting and budgetary control system is accurate and reliable data availability. The budget process relies heavily on the availability of data. According to Drury (2012), the data used for budgeting should be reliable and accurate to ensure that the budget is realistic and achievable. Furthermore, Atrill and McLaney (2017) state that accurate and reliable data is crucial for effective budgeting.
    Communication style
    Communication is the key to all situations or circumstances which occur while doing business. The company's managers must consider communication style when introducing the budgeting and budgetary control system (Tien et al.,2019). This is because by fostering effective communication in the business, the managers and the staff members can better comprehend inquiries about the budget. This involves clear and concise communication of the budgeting process and the role of everyone in achieving the budget targets (Drury, (2018). According to Atrill and McLaney (2017), effective budgeting involves communication between departments and individuals. Effective communication ensures that everyone understands the budget and their role in its implementation. Similarly, T.S. Grewal and S. C. Gupta (2010) argue that communication is necessary to implement budget control successfully.





       Involvement of all the parties
     The involvement of all relevant parties is another critical condition for successful budgeting and budgetary control. All departments, employees and other stakeholders are included. According to Drury (2012), involving the relevant parties ensure that everyone understands the budget and their role in its implementation. Similarly, Atrill and McLaney (2017) argue that budgeting requires the participation of all relevant parties. Futhermore, involving all parties in the budgeting process ,according to Hansen and Mowen(2018), fosters a sense of ownership and accountability for the budget.The involvment of all parties ensures that everyone understand the budgeting process and works together to achieve the budget goals.















     Management must consider people's behaviour when implementing a budget and budgetary system, as their actions can impact the budgeting process's success or failure. Several authors have discussed people's budgeting and budgetary control behaviour, and four points can be identified from their writing.

         Employee Resistance to Change: 
Employee resistance to change is a primary concern when implementing a budgeting system. According to O'Brien and Marakas (2011), "people are a creature of habit and often resist change" (p.342). This resistance may be motivated by fear of the unknown, a lack of understanding of the new system, or a belief that the current system is perfectly adequate. It is essential to recognise that people resist change, particularly if they perceive it as threatening their status quo (Drury, 2015). To overcome this opposition, management must communicate the new system's benefits, involve the employees in the planning process, and provide training and support to ensure everyone is comfortable with the new system.
           Budgets for performance evaluation: 
Budgets are often used to evaluate employee performance. This can create a stressful environment and lead to unethical behaviour, such as manipulating data to meet budget targets. According to Hansen, Otley, and Van der Stede (2003), "budgets can lead to dysfunctional behaviour when they are used for evaluation or incentive purposes" (p.370). To avoid this, management should communicate that the budgets are tools for planning and control, not a measure of employee performance. Furthermore, rather than relying solely on budget targets, they should evaluate employees using a variety of performance measures.
            The significance of communication: 
Communication is crucial when introducing a budgeting system. Employees must comprehend the system's goals, operation, and role. According to Drury (2013), contact should be ongoing and not limited to the budget preparation stage. 
   Bogsnes (2011) states that "communication is a key success factor in any budgeting process" (p.2). Management should communicate with employees regularly and openly, encourage feedback and suggestions, and ensure everyone understands their responsibilities.
           The requirement for flexibility:
 The budgeting system can be rigid, which can be problematic in a dynamic environment. According to Hope and Fraser (2003), "budgets can be inflexible and slow to respond to changing circumstances" (p. 97). However, according to Bogsnes (2010), a flexible budgeting process allows organisations to respond to changing circumstances while improving budget accuracy and relevance. To address this, management must incorporate flexibility into the system by using rolling forecasts or revising the budget regularly. Furthermore, they should encourage employees to provide feedback on the budget and adjust as necessary.







3.4. 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.
    

     Budgeting is crucial in organisations because it assists in setting priorities, allocating resources, and monitoring performance. Traditional budgeting methods are characterised by a top-down approach, where managers establish targets based on historical data and performance. These targets are then used to allocate resources and track performance. However, this approach may not be effective in a fast-changing business environment, where past performance may not be a reliable indicator of future success Parker & Kyj (2006). This is because fast-changing business environments are characterised by uncertainty, complexity, and volatility, making predicting future outcomes difficult (Jick, 1990).
       Time-consuming and inflexibility
  Furthermore, traditional budgeting methods can be time-consuming and inflexible, limiting an organisation's ability to adapt quickly to changing market conditions Hope & Fraser (2003). For example, a company must respond promptly to new market opportunities or threats in a rapidly changing business environment. As noted by Jensen (2001), traditional budgeting methods tend to be rigid and unable to adjust to changes in the external environment, such as shifts in customer preference, technological advancements, or economic turbulence. This rigidity limits the ability of organisations to respond quickly to market changes, which can result in missed opportunities or even business failure. According to Neely et al. (2001), traditional budgeting requires significant time and resources to prepare, review, and implement, leading to high administrative costs. This approach often involves numerous iterations and consultations between departments, which can be slow and cumbersome, taking away from the time needed for more pressing business activities.
On the other hand, traditional budgeting methods can limit managers' ability to react quickly to changes because they are bounded by targets and budgets set at the beginning of the year (Parker & Kyj (2006). Traditional budgeting is also based on assumptions and estimates that may not be accurate. It invalidates the hypothesis that managers have perfect information about the future. This can lead to inaccurate budgeting, which can significantly affect the organisation. According to Dearden, Reed, and Schiemann (2006), traditional budgeting fails to account for the uncertainties and risks associated with the business environment, resulting in unrealistic targets and insufficient resource allocation.
     Gaming and manipulation
     Traditional budgeting methods can create a culture of gaming and manipulation, where managers prioritise meeting the targets rather than improving performance Hope & Fraser (2003). This can lead to unethical behaviour, such as cutting corners or inflating numbers to meet targets.        Furthermore, this can lead managers to become complacent, focusing on meeting targets rather than driving innovation and growth Parker & Kyj (2006).
       Incremental budgeting
      The biggest flaw of incremental budgeting is that it prevents the organisation from being innovative. Therefore, managers can never grow their businesses and implement new ideas and innovations (Berg and Madsen,2022). This is because incremental budgeting discourages introducing new and innovative ideas in the organisation, giving rise to a conservative business climate or environment. The company can work on this and reduce this flaw by hiring an expert, and they can help and guide the manager and employees to introduce innovation, new ideas and concepts in their business. 
     Rolling budgeting
     Rolling budgeting prevents the company's staff from working on other important projects or activities (Bergmann et al., 2020). This is because the company's manager may request that their employees spend excessive time creating new projections, which may prevent them from doing other important tasks. This flaw can be reduced simply by deciding to divide the number of workers for each activity and responsibility. The company manager must divide their staff and assign them to work according to their expertise. As a result, this will make it easier for the organisation's employees to understand the task and complete it more accurately (Hiromoto,2019).

       Traditional budgeting methods often fail to capture intangible factors essential to business success, such as customer satisfaction or employee engagement. According to Lueg(2010), traditional budgeting often focuses on financial metrics and overlooks non-financial factors such as customer loyalty, employee engagement, or social and environmental responsibility. This approach can limit an organisation's ability to create value for stakeholders beyond financial returns, limiting its long-term sustainability.
      New approaches such as activity-based budgeting, rolling budgets, and zero-based budgeting have been developed to overcome the limitations of traditional budgeting. These methods seek to address the shortcomings of conventional budgeting by focusing on activities rather than costs, providing greater flexibility, and emphasising long-term sustainability. For example, zero-base budgeting requires managers to justify all expenses and actions, encouraging a more critical assessment of business activities and resource allocation.





  


















4.0 Conclusion

 To summarise, successfully implementing a budgeting and budgetary control system necessitates several conditions within the organisation. These include establishing clear organisational goals and objectives, involving all stakeholders in the process, using accurate and reliable financial information, and creating a culture of accountability and responsibility. Organisations can develop budgets that support their strategic goals and help them manage their financial resources effectively by following these guidelines. On the other hand, when introducing a budgeting and budgetary control system, management also needs to consider people's behaviour. This includes addressing resistance to change, avoiding performance budgeting, emphasising communication, and incorporating flexibility into the system. Management can increase the likelihood of success in implementing a budget system by considering these factors.
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