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Executive Summary
[bookmark: _heading=h.gjdgxs]This report will explore the factors necessary for budgeting and budgetary control to be effective in a firm. It will discuss the conditions that must be in place for these financial management practices to be successful. The disparate fiscal reports will be made in writing to assess the firm's performance in the marketplace. The disparate traditional methods of budgeting will also be expressed in this report. 
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[bookmark: _heading=h.30j0zll]Introduction:

The different reports, such as P&L, stock budget and cash budget, will be prepared in the information to assess the firm's performance in the marketplace. The report will also discuss the conditions in the firm to make budgeting & budgetary control successful. Apart from this, the disparate behaviour of individuals will also be addressed. A firm's management needs to consider this when implementing the new budgetary system in its operations. The report will also address the disparate traditional budgeting methods with the inherent flaws of traditional budgeting. 


[bookmark: _heading=h.1fob9te]Main Findings:

(a) [bookmark: _heading=h.3znysh7]"Prepare the stock budget, cash budget and Profit and Loss Account of Rubber Soul for six months".

Stock Budget of Rubber Soul:

Stock budgets are created within the organisation to assist the manager in managing their stock. The manager of the company can find out all the stock-related information here. It is essential for a company because it helps managers make informed business decisions regarding their stock levels. The most significant benefit of preparing a stock budget is that the company can manage their stock. By getting relevant information regarding the company's stocks, the manager can do so, allowing them to run their business effectively and efficiently (Orobia et al., 2020). Another significant benefit of the stock budget is that it prevents the wastage of stocks. Hence, the firm's manager can run their business more effectively and smoothly if they reduce stock wastage. The stock budget of Rubber Soul for a six-month duration is made below:





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  


​ 

Figure No.1: Stock Budget of Rubber Soul
(Source: Created by the learner)

Cash Budget of Rubber Soul:

A cash budget is a set of financial plans the company prepares to assist its managers and employees manage its overall cash flow. It is essential for a business because it discloses all the receipts and payments which incurs while conducting business. A cash budget is very beneficial for a company because it helps the manager determine any instances when there might be a cash shortfall or shortage. So the company manager can make better decisions for cash shortages (Viswanathan and Telukdarie, 2021). Another significant benefit of a cash budget is that it helps the manager to regulate and control the expenses which incur while operating a business. Only a cash budget can show where a company is incurring more expenses; knowing this, the manager can control it. The cash budget of Rubber Soul for a six-month duration is made below:


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   
	​ 
​230  
	​ 
​220  
	​ 
​250  
	​ 
​ 240
	​ 
​220
	​ 
    210

	​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   
	​(14.9) 
	​(13.6) 
	​(13.5) 
	​(15.2) 
	​(15.6) 
	​(12.3) 

	​Taxation paid 
	​- 
	​- 
	​(20) 
	​- 
	​- 
	​- 

	​Interest payments 
	​(1) 
	​(1) 
	​(1) 
	​(1) 
	​(1) 
	​(1) 

	​Shop refurbishment 
	​ 11 - 
	​(10) 
	​(12) 
	​(    ) 
	​       - 
	​       - 

	​Cash surplus (deficit) 
	​(24.9)  
	​(6.6)  
	​ 23.5 
	​(0.2)  
	​ (17.6) 
	​37.7  

	​Opening balance 
	​(22)  
	​(46.9)  
	​ (53.5) 
	​ (30) 
	​ (30.2)  
	​ (47.8) 

	​Closing balance 
	​(46.9)  
	​(53.5)  
	​ (30) 
	​ (30.2)
	​ (47.8)
	​(10.1)  



Figure No.2: Cash Budget of Rubber Soul
(Source: Created by the learner)
Budgeted Profit & Loss Account or Income Statement of Rubber Soul:

A profit and loss account may be a financial statement listing all a firm's profits, revenues, overheads, costs, and expenditures for a given period. It is essential for a company because it discloses whether it generated profit or loss for a given period. The most significant benefit of a profit and loss account is that it aids the firm's manager in keeping track of their overall financial performance, enabling them to make more informed and more decisive decisions about their business operations (Wadesango et al., 2019). Another significant benefit of a profit and loss account is that it helps the company manager identify the amount of tax they must pay for the earnings or profits they produce while conducting business. The Profit & Loss Account or Income Statement of Rubber Soul for the period is made below:




c. 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) 
	​ therefore   1370*60%=822

	​Gross profit 
	​548   
	​   40%*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*30%*3%=12.33                                    

	​Operating profit 
	​347.67  
	​    548-44-144-12.33=347.67

	​Interest payable 
	  (6) 
	​    6*5000*20%=6000                                     

	​Profit for the period 
	​ 341.67 
	​    347.67-6=341.67




Figure No.3: Budgeted Profit & Loss Account or Income Statement of Rubber Soul
(Source: Created by the learner)

[bookmark: _heading=h.2et92p0](b) "Explain the problems your calculations indicate that the company is likely to face in the next six months and how management actions could address these problems".

One of the critical problems or issues which the firm will face in the upcoming months is stock management issues. The closing or unsold stock of the firm is continuously increasing every month, which signifies that the firm cannot convert its entire produced goods into sales every month (Drury, 2021).  Furthermore, the firm is still facing overdraft issues, but in the upcoming months, it will move to an extreme level as the net cash inflow of the firm is negative each month. 
In contrast, the firm's managers can tackle the stock management issue by accurate demand forecasting and inventory tracking & analysis. Accurate demand forecasting helps the firm to understand what and how much inventory they need to order and when they need to call it (Najera Ruiz and Collazzo, 2021). Furthermore, by focusing on social media marketing, the firm can enhance the sale volume, which will enhance the cash inflow in the business that helps them to tackle the overdraft issue (Xaba et al., 2020). 
[bookmark: _heading=h.oerdour7mia]
(c) [bookmark: _heading=h.tyjcwt] "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 behaviours of people which management needs to consider when such a system is introduced".

Budgeting is an essential part of organisational management, and it refers to creating a plan for financial or fiscal resource allocation. Budgeting involves setting financial goals and objectives, identifying the necessary resources to achieve them, and allocating them accordingly (Haig, 2020). In addition to the budget creation process, budgetary control is essential to ensure that the budget is effectively managed and the desired results are achieved. Budgetary control involves monitoring and adjusting budget plans to align with organisational objectives. The conditions are addressed below, which must be present in the organisation to make the system of budgeting & budgetary control to be successful:
Clear and Well-Defined Objectives: The first condition for successful budgeting & budgetary control is to have clear and well-defined objectives. The organisation's management needs to clearly understand what they want to achieve through the budgeting process. Goals should be "specific, measurable, achievable, relevant, and time-bound (SMART)". Clear objectives help the business effectively allocate its resources and enhance its focus. Without clear goals, allocating resources effectively and measuring performance accurately becomes difficult (Liu, 2022). Additionally, objectives should be communicated to all stakeholders, and they should be aligned with the overall strategy of the organisation. On the other hand, if the goals are not well-defined and clear, it can be challenging for the business to adjust if the circumstance changes shortly and as a result, they cannot achieve their aims and goals. 
Adequate Resources: The second condition for successful budgeting & budgetary control is the availability of sufficient resources. Budgeting involves allocating resources to different departments and projects, and the budget will be ineffective if there are insufficient resources. The organisation's management needs to ensure that they have enough resources to meet their objectives and that the resources are allocated to the areas where they are most needed. Adequate resources will help to ensure that the budget is realistic and achievable. Apart from this, the availability of abundant resources will enhance the efficiency and productivity of the organisation (Wong et al., 2023). Employees who have the tools and resources they need to do their jobs are more efficient and effective and can complete tasks more quickly. This can lead to higher output levels and improved overall performance of the organisation.
On the other hand, if the business did not have an ample amount of resources, then they could not complete their work on time, which will, in turn, reduce the company's overall productivity. As a result, the business will not be able to generate revenue from its operations in the market. This can lead to the shutdown of their operations in the marketplace. 
Participative Budgeting Process: The third condition for successful budgeting and budgetary control are to involve all stakeholders in the budgeting process. Participative budgeting gathers input from all stakeholders, including departmental managers, employees, and customers. This approach ensures that everyone has a say in the budgeting process and that the budget reflects the needs and goals of the entire organisation. Participative budgeting also promotes buy-in from stakeholders, which is essential for the successful implementation and execution of the budget (Hidayah and Syahrani, 2022). The most significant benefit the management of the organisation gets from the participation of the stakeholders is that it helps the business enhance its employee engagement. If the employees and other stakeholders contribute to the budget preparation process, then they are more likely to feel that they are invested in the organisation's success. Meanwhile, it also has a drawback; one of the most significant drawbacks of this process is that it is a time-consuming procedure which can have a destructive impact on the overall productivity of the organisation. 
Top-Down Support: The fourth condition for successful budgeting and budgetary control is top-down support. Senior management of the organisation should be committed to the budgeting process and provide support to ensure its success. This support should include providing resources, communicating the budget objectives and strategy, and monitoring the progress of the budget (Bozkurt et al., 2022). When senior management is committed to the budgeting process, it sends a clear message to the rest of the organisation that the budget is essential and everyone should support it. On the other hand, if there is no top-down support in the firm, then the ethical implication of budgeting is not possible, and as a result, the organisation will not be able to attain its prepared aims and goals. 
Regular Monitoring and Reporting: The fifth condition for successful budgeting & budgetary control is to have regular monitoring and reporting. The organisation's management needs to monitor the budget regularly to ensure that it is on track and that any issues or variances are identified and addressed promptly. Regular monitoring and reporting also provide valuable feedback to the organisation, which can be used to improve the budgeting process in the future. Regular monitoring & reporting also help the business find out the variances in their budgeted and actual performance, which in turn help the company make strategic plans to overcome their weaknesses and enhance their productivity (Hauashdh et al., 2022). Meanwhile, the major drawback of this approach is that it is a resource-intensive and time-consuming procedure. 
Flexibility: The sixth condition for successful budgeting & budgetary control is to have flexibility. Budgets are created based on assumptions and projections, which can change over time. The organisation's management needs to be flexible and able to adjust the budget as circumstances change. This flexibility can include reallocating resources, revising objectives, or adjusting timelines (Horner, 2020). Flexibility helps organisations to adapt to changing circumstances and ensures that the budget remains relevant and achievable. The flexibility will help the business enhance its adaptability and make it capable of responding to changing circumstances. Meanwhile, if the company becomes too flexible, then the organisation's management will not be able to set clear goals and targets for the firm, which is one of the significant drawbacks of this approach. 
The four significant points reciting to the behaviour of the individuals which the administration of the organisation needs to consider while introducing the budgeting system & budgetary control are discussed below:
Resistance to Change: One of the most common behaviours management must consider resistance to change. People are often resistant to new systems, procedures, or ways of working, especially if they have been doing things a certain way for a long time. Therefore, the management team needs to be aware of this behaviour and take steps to manage the change effectively (Yorks et al., 2022). To address resistance to change, the organisation's management team should communicate the reasons behind the new budgeting and budgetary control system, how it will benefit the organisation, and what the expected outcomes are. Additionally, the team should involve employees in the planning process and ensure they have the necessary training and support to adapt to the new system.
Motivation and Performance: Another behaviour that management needs to consider is motivation and performance. People are motivated by different things, and their performance can be affected by various factors, including the budgeting and budgetary control system. Therefore, the management team must ensure that the new system aligns with employees' motivations and supports their performance (Kazar et al., 2022). To address cause and performance, the organisation's management team should provide clear and achievable goals for employees, ensure that employees have the necessary resources to achieve those goals and recognise and reward high performance. Additionally, the team should provide the new system is fair and transparent and that employees understand how their performance will be evaluated.
Communication and Collaboration: A successful budgeting and budgetary control system requires effective communication and collaboration between different teams and departments. However, people may have other communication and collaboration styles, which can affect the new system's effectiveness. To address communication and collaboration, the organisation's management team should ensure that all stakeholders understand the objectives of the new system, how it will work, and what their roles and responsibilities are (Choi, 2022). Additionally, the team should create a culture of open communication and collaboration, where employees are encouraged to share ideas, provide feedback, and work together towards shared goals.
Accountability and Responsibility: Finally, management needs to consider the behaviour of accountability and responsibility. People may have different levels of accountability and responsibility, and the new system should be designed to ensure that everyone is held accountable for their performance and commitments. To address accountability and responsibility, the organisation's management should ensure that everyone understands their role in the new system, what is expected of them, and how their performance will be evaluated (Atrill and McLaney, 2021). Additionally, the team should ensure that the new system provides enough flexibility for employees to adapt to changing circumstances and that everyone is held accountable for meeting the organisation's goals and objectives.
The organisation's administration must consider people's behaviour when introducing a new budgeting and budgetary control system. By addressing resistance to change, motivation and performance, communication and collaboration, and accountability and responsibility, the management can create a strategy that aligns with employees' motivations, supports their performance, and encourages open communication and collaboration.


(d) [bookmark: _heading=h.3dy6vkm]"Critically evaluate traditional approaches to budgeting in the context of a fast-changing business environment.  Consider any inherent flaws in traditional budgeting methods".

Organisations use budgeting as a critical financial management tool to allocate resources, plan, and control costs. The key or primary traditional methods of budgeting regarding the fast-changing environment of the business are expressed below:
Incremental Budgeting: Incremental budgeting is a traditional approach involving minor changes to the previous year's budget. The basic principle of incremental budgeting is that expenditure and revenue for the upcoming year are based on the current year's figures, with some adjustments for inflation or changes in demand. This approach is helpful for organisations with stable markets and a predictable environment. The most considerable merit of this approach is that it provides stability to the organisation's management, allowing for some predictability in financial planning. It also allows for better control of costs and resources, as the organisation can identify areas where prices are increasing and take action to reduce them. Apart from this, incremental budgeting is relatively easy to use, as it involves minor changes to the previous year's budget (Valle-Cruz et al., 2022). As a result, the management of the organisation had to spend a minimal amount of resources to prepare their budget.
In contrast, it has some drawbacks, and incremental budgeting does not allow for rapid adjustment to changing market conditions or unexpected events. It can also result in a lack of innovation, as resources may be allocated to existing programs and projects rather than new or emerging opportunities. Furthermore, it relies heavily on historical data, which may not accurately reflect future demand or changes in the market. This can result in inaccurate forecasting, leading to overspending or underfunding critical programs and projects.
Zero-Based Budgeting: Zero-based budgeting is a traditional approach that starts from scratch each year and justifies every expense from the ground up. This approach requires managers to identify the essential needs of their department or organisation and allocate resources accordingly. This approach is helpful for organisations in highly competitive markets or rapidly changing industries. The most significant merit of zero-based budgeting is that it promotes efficiency by requiring managers to justify every expense. This can help identify areas where costs can be reduced or eliminated, leading to better allocation of resources and cost savings for the organisation's administration.
Moreover, zero-based budgeting is highly flexible, allowing for rapid adjustment to changing market conditions or unexpected events. This can help the business adapt to a fast-changing environment and allocate resources more efficiently to emerging opportunities (Horner, 2020). Meanwhile, this approach has some drawbacks, such as being time-consuming and resource-intensive, as it requires managers to justify every expense from the ground up. Furthermore, zero-based budgeting can create a lack of stability for the business, requiring managers to start from scratch each year. This can make it challenging to plan for the future or make long-term investments in critical programs and projects.
Activity-Based Budgeting (ABB): Activity-based budgeting is a traditional approach that involves identifying and budgeting for activities that contribute to an organisation's objectives. It is based on the premise that activities drive costs, and by understanding the activities that drive prices, an organisation can better allocate its resources. ABB is useful for organisations with complex operations and activities that are difficult to track. The most significant merit or advantage of this approach is that it helps the organisation's management to optimise the allocation of its resources by identifying the most critical activities and allocating resources accordingly. This can help them adapt to market changes, as resources can be quickly reallocated to activities that are most critical to the organisation's objectives.
Moreover, ABB also provides better information for decision-making to the organisation's management as it focuses on the activities that contribute to an organisation's objectives (Seal et al., 2018). This can help managers make more informed decisions about allocating resources and prioritising activities. Contrastingly, one of the significant drawbacks of this approach is that it is a complex procedure, as it requires a deep understanding of an organisation's operations and activities. This can challenge organisations with diverse operations or decentralised decision-making processes.
Some of the inherent flaws in traditional budgeting methods are addressed below:
Time-consuming: Traditional budgeting methods are often time-consuming and require significant resources to prepare and maintain. The budgeting process may take several months, which can limit the agility and responsiveness of the organisation in a fast-changing business environment (Dyson, 2020).
Inflexibility: Traditional budgeting methods can be inflexible, based on fixed plans and assumptions that may not reflect the rapidly changing business environment. Budgets are often set for a fixed period, such as a year, and may not allow adjustments based on changing circumstances.
Incrementalism: Traditional budgeting methods often use incremental budgeting, which involves minor adjustments to the previous year's budget. This can result in budgetary slack, as managers may pad their budgets to ensure they receive sufficient department resources (Atrill and McLaney, 2018). This can lead to inefficient resource allocation and limit the organisation's ability to respond to changes in the business environment.
Short-term focus: Traditional budgeting methods often focus on short-term results, such as quarterly or annual targets, rather than long-term goals. This can result in managers prioritising short-term gains over long-term sustainability and growth.
Over-reliance on historical data: Traditional budgeting methods rely heavily on historical data to forecast future performance. However, in a fast-changing business environment, historical data may not predict future performance, leading to inaccurate budgeting decisions.
The organisation’s administration can tackle these flaws in traditional budgeting by utilizing technology such as AI on a large scale in preparing their financial reports. Apart from this, by focusing on the long-term goals, the management of the business can tackle these flaws. The topmost administration can focus on long-term goals and develop a budget that supports its strategic objectives (Kolitz, 2017). This can help ensure that budgeting decisions are aligned with the company's long-term vision and help prioritize spending on areas that will drive growth and sustainability.




[bookmark: _heading=h.1t3h5sf]Conclusion: 

In the above report, different accounting reports are prepared to examine the position & performance of the firm. Apart from this, the disparate conditions are addressed in this report which must be present or existent in the firm for budgeting & budgetary control to be successful. The behaviours are also explained in the information the management must consider when implementing the new budgetary system. Furthermore, the disparate traditional budgeting methods are discussed in the report with their merits and demerits of each approach for the firm, along with the inherent flaws of conventional budgeting methods. 
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