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Executive Summary  


       Blue Thread Ltd is a company that owns 10 chain stores selling high quality clothing. At the beginning of June business had £25000 overdraft. Bank asked management team to clear the debt by the end of November.  A stock budget was prepared that indicate how much stock shops have to sell. Cash flow shows that even some positive numbers were achieved still there is debt of £1000 at the end of November. Profit &Loss Account budget shows that there is positive profit of the period. 
       Blue Thread Ltd is focusing on changes that will help to reduce debt. They are trying to reduce administration cost as well as minimise loses. Stock is piling up; they need to consider reducing amount of stock they purchase. Plans for refurbishment needs to change because those money could cover overdraft. Business also will consider promotions to attract more customers after calculating breakeven point,
        Conditions that organisations  should be present for a system of budgeting and budgetary control are discussed. Clear goals, financial planning and flexibility were discussed. Four points that management need to consider when new system is introduced like pressure, lack of involvement, narrow focus and climate within the organisation. 
         There are some limits of traditional budgeting like lack of flexibility, businesses work on fixed budget. Processes are too centralised, and organisations cannot adjust in time. There is no link between strategy and budget process. 
         In conclusion Blue Thread Ltd needs to consider changes in their budgeting system to grow and expand.
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Introduction 

            Blue Thread Ltd is a company that owns a chain of 10 stores that is selling high-quality clothing. At the beginning of June, the business had an overdraft of £25000 and the bank requested this to be eliminated in next six months. The request from the bank made management team to review their plans for the next six months and try to clear the debt by end of November. 
             The calculations made by management team shows that there is a big stock of good pilling up throughout the several months. Business keeps buying new stock, but the sales are not higher because of that. Slowly rising level of stock can be seen. At the end of November closing stock is 302.500 000 but at the end of June it was 110 000. Also due to £25000 overdraft organisation needs to look at their expenses and revive them to see if there are possibilities to cut some expenses to reduce the debt. Business has plans to refurbish shop, and they planned to spend £36000 in June, July and August on that, but the idea is to move refurbishment to next year when the business get back control over their finances or just spread the cost over several months. The organisation also is looking at the administration expenses which are high and cost company £153000 in the next six months.  Business also is looking for opportunities to bring more customers in by introducing promotions. Management needs to also calculate if they achieve breakeven point to make sure that they do not fall back more with their debt. 
                The budgeting and budgetary control for the organisation is important and management needs to look for changes to avoid again the situation when they fall into debt due to lack of financial planning. It also helps to build company’s objectives for the near future and make plans how to achieve that. As a business grow management need to take into consideration people that are working for them to look for sighs that may be concerning and act quick to solve the problem before it makes change to all organisations. 





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	90 	110 	134 	187.5 	204.5 	255 
Stock purchased	150 	180  	190 	160 	200 	210 
	240 	290  	324 	347.5 	404.5 	465 
Cost of Stock sold						
(65% of sales)	(  130 )	(   156)	(136.5)	(   143 )	(149.5)	(162.5 )
Therefore Closing stock	110   	134   	187.5     	204.5 	255 	302.5 


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  		198.2 		237.84 		208.11 		 218.02		227.93 		247.75 
Cash payments	Administration  	(  17    )	(    18 )	(   19  )	(    20 )	(     21)	(  22  )
Stock purchased  	(170    )	(150    )	(180    )	(190    )	(160    )	(200    )
Repayments of loan  	( 4  )	(  4  )	(    4 )	(  4   )	( 4   )	(   4  )
Selling expenses  	(  5  )	(    6)	(  7  )	(  8  )	(  9  )	( 6    )
Taxation paid	-	-	(   15  )	-	-	-
Interest payments	(  1 )	(    1 )	(   1 )	(   1 )	(  1 )	(    1 )
Shop refurbishment	 (12 ) 	  (  10  )	 ( 14   )	   -	       -	       -
Cash surplus (deficit)	-10.8 	48.84 	-31.89 	-4.98 	32.93 	14.75 
Opening balance	-25 	-35.8 	13.04 	-18.85 	-23.83 	9.1 
Closing balance	-35.8 	13.04 	-18.85 	-23.83 	9.1 	23.85 


The (accruals-based) budgeted Profit & Loss Account for the six months ending 30 November is:
	£000	Calculation
Sales 	1350 	 (200+240+210+220+230+250)
Cost of goods sold	(   877.5)	therefore  1350*65%
Gross profit	472.5 	       (1350-877.5)                                
Selling expenses	(   41    )	 (5+6+7+8+9+6)
Admin Expenses	(    153  )	 (23+24+25+26+27+28)
Credit card charges	 (12.15  )	  (1350*0.3*0.03)                                       
Operating profit	266.35 	(472.5-41-153-12.15)
Interest payable	   (  6   )	  (6*4000*25%)
Profit for the period	260.35 	  (266.35-6)



Explanation of the calculation for Blue Thread Ltd management team


         At the beginning of June, the company had an overdraft of £25,000. Bank asked management to clear the debt by the end of November. Blue Thread Ltd company has produced a stock budget for another six months as well as cash budget with all the expenses included. According to Stobierski (2021) the budget is a document where all the income and spendings are put together to have overview when and how much money will come to make operational decisions. The cash flow is a forecast prediction when all the income will arrive and leave the bank account (NVCO, 2022).The management team of this company will look at possibilities to reduce or completely pay off the £25000 overdraft. The stock of a dealing can be anything obtained with an idea to reselling at a profit (HMRC, 2025). The stock budget is a statement of previous month closing stock balance plus stock purchased for the month. It also requires calculation of the stock sold in the month. Closing stock is describe as the value of sellable inventory remaining at the end of an accounting period, it is important metric for any business that sells goods (Jenkins, 2024). The closing stock at the end of every month is an opening balance from previous month plus stock purchase minus  the sold stock. Cash flow is a measurement of the amount of cash that comes into and out of the business in a particular period of time (British Business Bank, 2025). In the cash budget are listed all the expenses company will have in the next six month. This statement helps to understand how much cash company will receive in the month and how much expenses they have. In this statement included is overdraft of £25000 from previous month and this is opening balance of the month June. Cash surplus or positive cash flow is when cash flowing in from sales is more than the amount of the cash flowing out through expenses, salaries, other operating costs and for your personal use (Australian Government, 2023). The cash surplus (deficit) plus opening balance gives us closing balance for the month. Thanks to this statement management team can see how much cash is ready to be used or where costs need to be cut. 
According to Strauss (2024) profit and loss statement, or “P&L”, is an efficacious instrument for controlling business. It is a financial statement that lays out an exposure of how much the company is making (revenue) compared to how much is being spent (costs and expenses). In other words, P&L shows business’s revenue minus costs and expenses, typically over a specified period. The outcome is a net profit or bottom line. The profit and loss account shows how much stock was purchased minus stock sold to the clients. The amount left is a gross profit. A gross profit is a measure of positive gross financial result expressed in value terms (in monetary units) that generally reflects the surplus of revenues over costs, considering random and non-repeatable events (HSBC UK, 2025). After that other expenses like administration and credit charges are deducted. This calculation shows operating profit of the period. In general, operating profit is also known as Earnings Before Interests and Taxes (EBIT). In other words, the profit calculated by excluding the interest expenses incurred for financing and the taxes paid to the government (Jayathilaka, 2020). Still the company Blue Thread Ltd has to calculate interest payments of 25% of each instalment. The monthly instalment is £4000. In the six months period there is an extra £6000 to pay for the interest.  Net profit, also known as profit of the period, shows the actual amount of money a company makes after deducting all expenses, including operating costs, taxes, interest, depreciation, from total revenue (American Express, 2024). The final profit of the period is £26 035 000. 


The problems Blue Thread Ltd will face in the next six months

       
           The business has an overdraft of £25000 at the beginning of June which should be cleared at the end of the November requested by the bank. The cash flow shows that even the company made some positive closing balance in July, October and November, still £1000 will need to be paid so the business still owe money  to the bank. In the cash flow statement are included money Blue Thread Ltd is planning to spend on shop refurbishment in June, July and August together is £36000. Those money could be spread over couple of months to reduce expenses, those money could be used as an overdraft payment. The business could also change plans and move the refurbishment to next year when the shops are bringing more cash in. New look of the shop will help to attract new clients but in short term it can make the cash budget worse, and business can fall behind with overdraft payments even more. They could also look at the administration expenses as in next six months it will cost Blue Thread Ltd £153000. General and administrative expense is those expenditures required to administer a business. These expenses are not related to the construction or sale of goods or services. Another way of describing general and administrative expenses is any expense that will still be incurred, even in the absence of any sales or selling activity (Accounting Tools, 2025). Management team could look at the operating expenses like salaries for the administration, reduce the supplies for the office or reduce the sales expenses. They can also look up other options regarding stock suppliers, management team can try to negotiate lower prices therefor reduce the cost of goods but still sell them cheaper by running a promotion. CIPS (2025) states that negotiation is about striving for a common goal on specific terms, not competition between the two parties. Achieving satisfactory results while maintaining positive relations with a business partner requires learning and using key principles and best practices of negotiation . It's the communication between two or more parties with the aim of reaching a mutual agreement. The Blue Thread Ltd company will also face problems in the next six months because as mentioned above in the calculations they decided to buy more stock. In the month of August, October and November average stock purchase is £200000 which is a lot despite quite big sales in the summer and autumn months. The stock balance shows that there is a lot of stock unsold and with the seasons changing quick company will face difficulties to sell it and then will have more expenses with storing those items. If the clothes are not sold next year might be out of fashion and no one will buy it. Each season new clothes appears on the store  shelves. People are buying regularly clothes that is why fashion industry still exist (Blaazer, 2024). The only way to sell it is to run promotion for clients so they can purchase cheaper clothes, and company will earn needed money to pay off the overdraft. There are options to attract more clients. Blue Thread Ltd can invest in free social media and spread the word about promotions which can bring more cash in. In order to survive in present aggressive environment, businesses must become more customers driven said Drury and Tayles (2021). Thanks to those techniques business can sell more old stock.  However, with sales and promotions management team need to calculate if it is worth the money they need to run the shop. Break-even point is a critical point at which the examined enterprise does not generate profits or losses. At this point, revenues are equal to the total costs incurred by the enterprise. The financial result is zero (SBA, 2024). Breakeven point is when business already earned money spend on stock and all expenses are covered. This process can help to evaluate if company has already earned enough and can run promotions to sell more old stock and bring more money in. All those changes can help to improve cash flow and business in the end might meet the bank requirements. 



Organisation system of budgeting and budgetary control
 
          In the corporate world, budgeting is a permanent part of the game. Discussions around this topic tend to boil down to how to budget and make the process effective. Budgeting is a process that includes planning, creating and approving a budget, as well as its subsequent control. It is particularly effective in companies where decentralized management is used. This allows for monitoring the performance of individual tasks and exercising control over lower-level management (Cote, 2022). The conditions present within the organisation for a system of budgeting and budgetary control to be successful need to be well-planned and practical. The main advantage of the Budget Control System for management is transparency in managing funds. At any time, the status of funds already spent and those remaining to be spent is visible on of the system (LSBF, 2024). In order for the business to adequately exploit the advantages of the best available techniques and pull together all aims of the organisation is to  strengthen operational control in the company. Operational control is the difference between navigating your business confidently toward growth and getting lost in the chaos of inefficiency and missed opportunities (Villatoro, 2024). It helps to compare if operational effectiveness converts to money and opposite- the financial expectations for the essential operational activities. Effective financial planning and budgeting are essential for business stability and growth. Without a clear plan, businesses risk cash flow issues, unnecessary expenses, and difficulty securing funding when needed (fsb, 2025). Budgeting also helps to achieve all  the objectives business has planned because it helps to plan and define what needs to be done to complete. Due to budgeting entrepreneur is able to reduce risk at least in short term. It helps to foreseen problems and make moves to avoid or lower the damages. Defining budget parameters helps understand what kind of future the entrepreneur should expect. A well-made budget should give an early signal about the threat to the survival of the company, which can be responded to by introducing a corrective action scenario.  While the business is in financial trouble good budgeting can organise and think through all the steps organisations can make to fulfil all the objectives. Objectives are important for a business success (Han, 2023). When the budget is ready company can expect financial results, it can help to build new strategies around it for example pricing strategies. Too low prices can decline profit margin, but prices too high can discourage clients (Deland, 2022). Business also should prepare themselves for unforeseen activities like another lockdown or stock market crash. CFI Team (2025) said that: ‘A stock market crash occurs when the market has entered an unstable phase, and an economic disturbance causes share prices to fall suddenly and unexpectedly.’ Planning the optimal cost base can eliminates costs and resources unnecessary from the point of survival or growth. It will help to build healthy business model focused on cost effectiveness. Budgeting can also help to determine when cash is overflowing or when business has cash shortages. Thanks to that technique managers are warned that there is cash deficiency or cash surplus. It will help to make decision about investing surplus or need to take actions to cover shortages. 
          When new system is introduced management needs to take into consideration people that work in that company. There is a lot of resemble toward changes. All the new elements of the budgeting should be explained well, and all feedback should be reflected on. Seal et.al. (2019) states that managers need skills to motivate and effectively direct people. One of the behaviour of people is to feel pressured. Management might sometimes force the changes too rapidly and staff need time to adjust to new rules and expectation. Managers should undertake training that will help them to understand mental health issues in the workplace (Brand, 2023). Another issue is that management do not involve employees. Many people work better if there is reward involved. Possible to do targets can encourage staff to make sales higher due to their engagement. Key Performance Indicator (KPI’s) are another method to track and measure progress towards specific goal (Fone Ng, 2023). There are also different behaviours that people might display, and management team need to be open minded that it might occur like narrow focus. Staff can concentrate on specific , limited topic and ignore other aspects. Management needs to drive their focus to the right direction. However, there are some benefits of narrow focus like:
Increase efficiency- focus on a smaller task and complete them more efficiently,
Deeper understanding- staff can concentrate on specific topic and then understand it deeper,
Improved results- better outcome when focused on what matters most (Whitworth, 2021).
Managers are responsible for engagement in the team. Management can create a positive culture in the organisation, this can result in achieving better performance (CIPD, 2020).

         
Traditional approaches to budgeting in the context of fast-changing business environment

          Traditional budgeting produces inaccurate and unreliable results. This mainly resulted with the spreadsheets being not flexible enough to provide a more dynamics assessment. The result of lack of flexibility unable business to provide more dynamic assessment. The budget remains the same even when the market conditions change, and all the expectation toward budget remains the same. Most businesses use fixed budget, they need to constantly deal with changes between actual and budgeted results (Accounting Tools, 2024). Lack of flexibility causes business to fall in debt because changing environment was not included in planning process. Traditional budgeting can be costly and time-consuming due to potential human errors leading to inefficiencies and lack of flexibility in adapting process and changing conditions. Another approach to traditional budgeting is that the process of planning traditional budget is to centralise. It tents to prioritise cost reduction over value creation. The ability to innovate or adapt to changing market is reduced due to narrow focus (Denning, 2019). Management might focus too much on reducing costs that they can miss the opportunity to invest in new technologies or enter a new market. When planning a budget management needs to link strategy and budget process together. Business strategy is fundamental  achievement  success (Boyles, 2022). There is a big issue regardless those two approaches. Many times, there is failure to achieve strategy goals because of awry of resources, the budget should follow the strategy not the other way around. Business should focus on growing, investing in new branches of development so budget have to be applied to those changes and focus on finding resources to sponsor that. The operating conditions of modern enterprises have changed dramatically, which should also result in the modernisation of the traditional management model.

Conclusion 


       In conclusion Blue Thread Ltd should focus on maintaining positive cash flow. At the moment the business is facing profitability problems in the next six months. The lack of awareness from management allowed the business to fall in debt that they cannot clear by the end of November and the debt will be £1000. 
        To solve this problem the business should delay some of their planned spendings. At the beginning of June, they planned to do shop refurbishment for three months with the cost of £36000. This expense could easily cover the debt. Management needs to think about moving planned refurbishment to the next year when the debt will be cleared and cash flow stable. By making changes to their spending habits, they might take opportunities to grow the business. Management has a problem with making correct decisions and this may result in bigger debt next time. Another option is to look at reducing some spendings like administration which cost them in six months around £153000. Administration salaries could be cut by reducing the number of administrative staff or reducing of utilities usage. For short period of time, it could work and help to pay the bank bill off. They could also try negotiating better prices with the suppliers. The stock budget shows that there is a lot of spending to buy new stock for the shop, but the sales do not go higher, and shop has a lot of stock unsold which can generate more expenses and potential loss. Management needs to reduce buying new stock and focus on selling remaining one in the shops. To achieve more cash coming in they should consider running sales when the season is coming to an end, this will help to clear the shop and get more money in. They should count if they achieved breakeven point and make promotions for the clients, it can also help to attract new clients and make them loyal to the brand. 
        Recommendations are simple and with help from the management team and the staff, they should be able to clear the debt easily and make the business grow even more.    
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