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[bookmark: _Toc193737069]Introduction
Finance is considered the “lifeblood” of businesses. However, in the context of finance, there is a range of principles and concepts. Budgeting is a key concept present within the context of finance. In the past few years, improvements in budgeting have turned out as a sort of movement away from traditional budgeting methods such as incremental budgeting to diverse alternate approaches. There have been several academic studies in recent times, which suggest that the annual budget has diverse inherent weaknesses and serves as a barrier towards the efficient implementation of alternate models for strategic change. This report is going to prepare different budgets for a high-quality clothing firm named Blue Thread Ltd. Moreover, there will be an in-depth discussion and evaluation of how the budgetary or financial problems identified in the firm from its budgets can be resolved via management actions. It is also going to analyse the conditions for successful budgeting and the behaviours of people for successful budgeting along with budgetary control. There is also going to be a critical evaluation of diverse traditional budgeting approaches within a fast-changing environment of business. Moreover, the flaws inherent in these traditional methods will be evaluated as well. 

[bookmark: _Toc193737070](a) Preparation of budgets and profit and loss account
[bookmark: _Toc193737071]1. Stock Budget and Cash Budget
A budget can be referred to as a plan prepared in businesses for spending in which there is an outline of their expenses and income in alignment with their financial goals (Kolitz, 2017). However, there are various sorts of budgets, which businesses prepare as per their need or purpose. One can define a stock budget as a sort of financial plan that is prepared within firms for the determination of the money they require to invest within their stock or inventories (Horner, 2020). Such a budget is advantageous for measuring the amount of stock needed to be bought and held in firms for a specific accounting period. To ensure the maintenance of suitable stock levels and meet the demands for stock, the firm Blue Thread Ltd needs to prepare a stock budget. Considering the details of the plans that are available for this firm, the following is its stock budget developed for six months –
Blue Thread Ltd’s Stock Budget 
	Details
	June
('000)
	July
('000)
	August
('000)
	September
('000)
	October
('000)
	November
('000)

	Sale of goods
	£ 150.00
	£ 180.00
	£ 190.00
	£ 160.00
	£ 200.00
	£ 210.00

	Add: Closing stock needed to be maintained
	£ 40.00
	£ 40.00
	£ 40.00
	£ 40.00
	£ 40.00
	£ 40.00

	Less: Opening stock for the month
	£ 90.00
	£ 40.00
	£ 40.00
	£ 40.00
	£ 40.00
	£ 40.00

	Required stock production
	£ 100.00
	£ 180.00
	£ 190.00
	£ 160.00
	£ 200.00
	£ 210.00



A detailed analysis of Blue Thread Ltd’s cash budget helps to identify that the firm needs to maintain a minimal level of closing stock at the end of each month. The required stock production in the firm is going to increase gradually from June to August followed by a decrease in the required stock production in September. An increase in the required stock is seen in October and November.
One can define a cash budget as a sort of financial plan that is prepared within firms for the estimation of all their cash incomings and outgoings over a specific period (ACCA Global, 2025a). It allows firms to predict and manage their cash flows through the prediction of probable cash surpluses or shortages. To ensure the maintenance of adequate cash levels and meet the day-to-day cash requirements, the firm Blue Thread Ltd needs to prepare a cash budget. Considering the details of the plans that are available for this firm, the following is its cash budget developed for six months –
Blue Thread Ltd’s Cash Budget
	Details
	June
('000)
	July
('000)
	August
('000)
	September
('000)
	October
('000)
	November
('000)

	Opening Cash
	- £ 25.00
	- £ 34.62
	£ 15.58
	- £ 15.58
	- £ 19.47
	£ 14.55

	
	
	
	
	
	
	

	Receipts of Cash
	
	
	
	
	
	

	Earnings from sales
	£ 200.00
	£ 240.00
	£ 210.00
	£ 220.00
	£ 230.00
	£ 250.00

	Total Receipts of Cash
	£ 200.00
	£ 240.00
	£ 210.00
	£ 220.00
	£ 230.00
	£ 250.00

	
	
	
	
	
	
	

	Payments of Cash
	
	
	
	
	
	

	
	
	
	
	
	
	

	Administrative costs
	£ 17.00
	£ 18.00
	£ 19.00
	£ 20.00
	£ 21.00
	£ 22.00

	Stock purchases
	£ 170.00
	£ 150.00
	£ 180.00
	£ 190.00
	£ 160.00
	£ 200.00

	Selling costs 
	£ 6.62
	£ 7.80
	£ 9.16
	£ 9.89
	£ 10.98
	£ 8.07

	Store refurbishment costs
	£ 12.00
	£ 10.00
	£ 14.00
	0
	0
	0

	Payment of interest
	£ 1.00
	£ 1.00
	£ 1.00
	£ 1.00
	£ 1.00
	£ 1.00

	Repayment of bank loan
	£ 3.00
	£ 3.00
	£ 3.00
	£ 3.00
	£ 3.00
	£ 3.00

	Taxes paid
	0
	0
	£ 15.00
	0
	0
	0

	Total Payments of Cash
	£ 209.62
	£ 189.80
	£ 241.16
	£ 223.89
	£ 195.98
	£ 234.07

	
	
	
	
	
	
	

	Net Cash Changes
	- £ 9.62
	£ 50.20
	- £ 31.16
	- £ 3.89
	£ 34.02
	£ 15.93

	
	
	
	
	
	
	

	Closing Cash
	- £ 34.62
	£ 15.58
	- £ 15.58
	- £ 19.47
	£ 14.55
	£ 30.48



Working Notes:
1) Stock purchases
June: Stock purchases made during the month of May = £ 170.00
July: Stock purchases made during the month of June = £ 150.00
August: Stock purchases made during the month of July = £ 180.00
September: Stock purchases made during the month of August = £ 190.00
October: Stock purchases made during the month of September = £ 160.00
November: Stock purchases made during the month of October = £ 200.00
2) Administrative costs
June: Administrative costs – Depreciation during the month = £ 23.00 – £ 6 = £ 17.00
July: Administrative costs – Depreciation during the month = £ 24.00 – £ 6.00 = £ 18.00
August: Administrative costs – Depreciation during the month = £ 25.00 – £ 6.00 = £ 19.00
September: Administrative costs – Depreciation during the month = £ 26.00 – £ 6.00 = £ 20.00
October: Administrative costs – Depreciation during the month = £ 27.00 – £ 6.00 = £ 21.00
November: Administrative costs – Depreciation during the month = £ 28.00 – £ 6.00 = £ 22.00
3) Charges for credit card transactions
June: 3% of earnings from sales in the last month = 3% x £ 54.00 = £ 1.62
July: 3% of earnings from sales in the last month = 3% x £ 60.00 = £ 1.8
August: 3% of earnings from sales in the last month = 3% x £ 72.00 = £ 2.16
September: 3% of earnings from sales in the last month = 3% x £ 63.00 = £ 1.89
October: 3% of earnings from sales in the last month = 3% x £ 66.00 = £ 1.98
November: 3% of earnings from sales in the last month = 3% x £ 69.00 = £ 2.07
4) Selling costs
June: Selling costs + Charges for transaction on credit card = £ 5.00 + £ 1.62 = £ 6.62
July: Selling costs + Charges for transaction on credit card = £ 6.00 + £ 1.8 = £ 7.8
August: Selling costs + Charges for transaction on credit card = £ 7.00 + £ 2.16 = £ 9.16
September: Selling costs + Charges for transaction on credit card = £ 8.00 + £ 1.89 = £ 9.89
October: Selling costs + Charges for transaction on credit card = £ 9.00 + £ 1.98 = £ 10.98
November: Selling costs + Charges for transaction on credit card = £ 6.00 + £ 2.07 = £ 8.07
A detailed analysis of Blue Thread Ltd’s cash budget helps to identify that the firm has a presence of cash flow problems. This is because, in June, August and September, the firm shows the presence of negative cash flows. Positive cash balance can be seen only in July, October and November.
[bookmark: _Toc193737072]2. Budgeted Profit & Loss Account
The finances of a firm can be efficiently managed with the preparation of a budgeted profit and loss account (Atrill and McLaney, 2021). One can define a budgeted profit and loss account as a sort of financial plan that is prepared within firms for the estimation of their sales, costs and profits over a specific period (Bragg, 2024). To ensure efficient performance evaluation, maintain track of expenses, analyse profitability and enhance financial planning, the firm Blue Thread Ltd needs to prepare a budgeted profit and loss account. Considering the details of the plans that are available for this firm, the following is its budgeted profit and loss account developed –
Blue Thread Ltd’s Budgeted Profit and Loss Account 
	Details
	Amount
('000)
	Amount
('000)

	Sales earnings
	
	£ 1,350.00

	Cost of Goods Sold (or COGS)
	
	£ 877.50

	Gross profit
	
	£ 472.50

	Operating Costs
	
	

	Store refurbishment expenses
	£ 36.00
	

	Selling costs 
	£ 55.15
	

	Administrative costs 
	£ 153.00
	£ 244.15

	Earnings before interest & tax (EBIT)
	
	£ 228.35

	Less: Interests on loan
	
	£ 6.00

	Earnings before tax (EBT)
	
	£ 222.35

	Less: Tax
	
	£ 15.00

	Net profit
	
	£ 207.35



Working Notes:
1) Cost of Sales
= 65% of Sales earnings
= 60% of £ 1350
= £ 877.50
2) Gross profit
= 35% of Sales earnings
= 35% of £ 1350
= £ 472.50
A detailed analysis of Blue Thread Ltd’s budgeted profit and loss account helps to identify that the firm earns a net profit despite negative cash flows in a few months. This net profit has been determined since the profit and loss account has been developed as per the accrual basis for accounting rather than the cash basis for accounting.
[bookmark: _Toc193737073](b) Problems indicated from the calculations and how to address these problems
There is a huge significance of budgeting in firms. In this context, Atrill and McLaney (2018) opined that one of the leading benefits or roles of budgeting within firms is that budgets allow the determination of diverse financial shortcomings or problems. For example, the cash budget developed for Blue Thread Ltd shows the existence of cash flow problems, as the firm has a negative cash balance in a few months. This reflects the problem of inadequacy of cash in the firm. As opined by Rossokha et al. (2021), a firm’s management holds a significant position in dealing with the diverse problems associated with cash flows. Management actions can help to resolve the cash shortage in firms. To ensure efficient addressing of cash problems, the management of the firm Blue Thread Ltd needs to take the following actions –
· Efficient management of payables – There is great importance in the efficient management of the payables present in a firm so that its cash flows can be improved and managed (Barnabas and Oloyede, 2024). For example, Blue Thread Ltd’s management requires taking actions such as negotiation and extension of payment terms with vendors and suppliers. This can enable them to explore different options that can allow the firm to avail huge levels of discount from vendors and suppliers through which excess cash outgoings can be controlled. The management of the firm also needs to prioritise its critical payments over unimportant payments.
· Improvement of trade receivables management – Cash flows can also be improved in a firm through the improvement of trade receivables management (Patuan and Hermawan, 2023). For example, Blue Thread Ltd’s management requires taking actions such as keeping a cash sales policy and not offering long credit periods to customers. All invoices must be provided to customers timely. In case credits are allowed, the management should maintain a daily check on overdue accounts.
· Application of strong sales strategies – Sales strategies not only improve the sales revenues or profits of a firm but also improve its cash flows (Nasimiyu, 2023). For example, Blue Thread Ltd’s management requires taking actions such as the introduction of cross-selling or upselling strategies, which are strong sales strategies. These strategies can enhance the firm’s sales volume as well as sales revenues. As the sales revenues will increase, the cash incomings in the firm will also increase, thereby improving its cash flows.
· Adoption of cost control strategies – Cost control is a primary way through which the costs spent in a firm can be controlled (Okereke and Zakariyau, 2022). For example, Blue Thread Ltd’s management requires taking actions for cost control such as the adoption of standard costing, optimisation of production procedures, reduction of material waste and others. As the costs spent in the firm will reduce, there is going to be an improvement in its cash flows, thereby helping the management to deal with or overcome its existing cash flow problems. 
· Improvement of cash flow forecasts – Whenever there is an improvement in the accuracy of the cash flow forecasts of a firm, there is an improvement in its cash flows (Salamah, 2023). For example, Blue Thread Ltd’s management requires taking action for the improvement of all its cash flow forecasts. Updated and accurate cash flow forecasts are going to make the management alert of probable cash flow shortages or excess cash outgoings. This can help to deal with the firm’s existing cash flow problems efficiently.
[bookmark: _Toc193737074](c) Conditions for successful budgeting and budgetary control and behaviours of people
As per Drury (2021), budgeting can be defined as a quantitative and tactical procedure using which a firm can project its finances so that all future financial goals can be achieved. Other than budgeting, budgetary control can serve as a significant element or concept that exists within business finance. However, in addition to budgeting, budgetary control is also an important element of finance in businesses. One can define budgetary control as a specific procedure using which businesses compare and contrast all their budgetary figures with the figures that are achieved in reality (Dyson, 2020). However, all businesses need to follow a specific process for budgeting, which contains the following few steps –
· Setting goals – Setting out clear and transparent business objectives
· Review of past budgets – Usage of historical data for the projection of future revenues and expenses
· Estimation of revenues – Estimation of expected revenues and prediction of gross income to be secured
· Outline of costs – Determination of all variable, semi-variable and fixed costs
· Estimations of cash flows – Prediction of expected cash incomings and outgoings
· Being prepared for contingencies – Planning and allocating funds so that unforeseen situations can be dealt
· Allocation of resources – Accurate allocation of resources to a firm’s departments and projects
· Continuous monitoring and adjusting – Continuous comparison of budgetary figures for making necessary adjustments whenever needed
However, to ensure successful budgeting within firms along with successful budgetary control, the conditions that need to be present include the following –
Clear organisational goals 
Firms require the maintenance of transparent goals and objectives not only for the short term but also for the long term to ensure successful budgeting (Matsoso, Nyathi and Nakpodia, 2021). This makes the budgeting as well as budgetary control processes of a firm consider all previous results and integrate new inputs for developing budgets. In case budgets can outline organisational goals clearly, the differences in the outcomes of budgetary and actual results can be easily determined, thereby attaining successful budgeting and budgetary control processes.
Flexibility
Successful budgeting and budgetary control processes can also be achieved through flexibility (Matějka, Merchant and O'Grady, 2021). All firms are required to maintain the capacity to adjust their volumes or levels of activity. They are also required to allow various unforeseen or unplanned large works in a firm. This enables successful budgeting and budgetary control processes as changes can be made whenever needed.
Management support
Support is also needed from the management of a firm for successful budgeting and budgetary control processes (Manes-Rossi et al., 2023). This is because whenever support is provided to employees from different management levels, employee engagement and empowerment are ensured. As a result, engaged and empowered employees help the firm towards the attainment of budgetary targets.
Strategic alignment
To achieve successful budgeting and budgetary control processes, an overall strategic alignment is required (Anamanjia and Maina, 2022). This is because a strategic alignment enables firms to match the various financial decisions that they make with their overall vision and mission. There must be daily checks maintained on all the alignments and adjustments of budgets as and when required.
Coordination
Coordination is another important condition for the success of a firm’s budgeting and budgetary control processes (Mbogo, Jimmy and Olando, 2021). The existence of coordination between the departments of a firm allows it to achieve its various budgetary targets. Coordination also allows the prevention of departmental conflicts, thereby ensuring efficient resource allocation. As a result, the budgeting activities are successful and all budgetary control processes are executed efficiently.
Accuracy
Every firm is required to maintain the accuracy of whatever is happening within its context inclusive of its activities, financial transactions and others (Lindaas, Anthun and Magnussen, 2023). Successful budgeting and budgetary control processes are determined only if this accuracy is present since accuracy helps to remove budgetary slacks. The avoidance of budgetary slack results in lower sales revenues and higher costs and expenses.
However, as opined by Ebhota, Hongxing and Sampene (2024), there are diverse hindrances or barriers to the needs or requirements of budgeting in a firm. The two most common barriers identified within budgeting involve the inaccuracy of data collection and problems associated with data quality. Similarly, diverse external factors such as unexpected events such as the pandemic, economic situations, market fluctuations and others also have diverse effects on budget accuracy. A firm’s budgeting and budgetary control processes prove to be ineffective in case there is an absence of efficient budget monitoring and adjustments. Poor staff commitment, inflexibility of the budgeting process and no adaptability to changes within circumstances also serve as major barriers to the needs or requirements of budgeting in a firm. As stated by Matsoso, Nyathi and Nakpodia (2021), a strong budgeting system is needed for the consideration of the behaviours of people. The following are the few specific behaviours of people that Blue Thread Ltd’s management requires considering –
· Resistance towards change
· Hoarding of resources
· Tendencies of overspending
· Absence of accountability
· Inaccuracies in expense reporting
· Prioritisation of short-term advantages
Blue Thread Ltd’s management requires the management of all these behaviours of people since they play the role of padding the budgets, thereby developing a buffer for all probable financial problems. Such offers usually lead to overspending. On the other hand, resistance towards change might lead to an increase in the costs spent in the company rather than focusing on their reduction. The above behaviours also lead to an emphasis on short-term benefits rather than long-term benefits, causing inefficient spending decisions. The absence of accountability, hoarding of resources and inaccuracies in expense reporting lead to a larger emphasis on employees’ personal goals and objectives rather than the firm’s goals and objectives. This leads to excess misunderstandings and uncontrolled spending levels.
[bookmark: _Toc193737075](d) Traditional approaches to budgeting in the context of a fast-changing business environment and inherent flaws
The term traditional budgeting indicates the budgeting method in which the budget of the previous year is used as a point of starting for the budget of the present year (ACCA Global, 2025b). This budgeting method makes different anticipated trends and changes while starting the budget for the present year from scratch. However, the traditional approaches or methods of budgeting are also of several types. One of the leading traditional methods of budgeting is the annual budget. According to Nikodijević (2021), the annual budget is a financial plan developed within businesses in which there is an outline of the projected income and expenses are developed for 12 months. It acts as a benchmark for the measurement of the progress of a firm and serves as a tool for the management of finances.
However, whenever firms operate in a fast-changing business environment, annual budgets might not be a suitable budgeting method. As opined by Wong et al. (2023), annual budgets might turn out to be time-consuming in terms of their creation and monitoring. They also prove to be inflexible and might result in inaccuracies since they rely upon historical data as well as assumptions. This inflexibility restricts annual budgets from adaptation to diverse unexpected changes or events occurring in the marketplace. At the same time, whenever firms such as Blue Thread Ltd implement the annual budget method, there can be a creation of conflict and pressure between departments and teams. In case unrealistic targets are set, employees might end up feeling stressed and strict guidelines for budgeting can lead to the development of budgetary slack. Annual budgets also encourage reckless spending in firms since the annual budget cycles can develop an environment wherein little incentives are provided for cost reduction and efficiency.
Another primary traditional approach or method of budgeting is incremental budgeting. ACCA Global (2025b) opined that incremental budgeting is a specific budgeting method in which new budgets are determined through the addition of increments to a firm’s actual performance or budget of the previous period. It assumes that most of the present expenses of a firm are necessary as well as justifiable. The increments are added following factors such as planned price prices, inflation and others. However, whenever firms operate in a fast-changing business environment, incremental budgeting might not be a suitable budgeting method. One of the primary reasons behind the inappropriateness of this budgeting method within a fast-changing business environment is its failure to account for external factors and changes (Nkundabanyanga et al., 2023). The main assumption that underlies incremental budgets is that firms have constant stability within their operations. Due to this, incremental budgets do not have a typical responsiveness towards potential changes, which can occur due to unanticipated factors or unforeseen circumstances.
Similarly, for firms to thrive in a fast-changing business environment, innovation is the key. However, as stated by Ortynsky, Marshall and Mou (2021), the incremental budgeting method discourages innovation. This budgeting method might end up discouraging the production of diverse innovative activities or ideas. As the new budgets are developed considering the figures from the past budgets, there remains only little room for financing innovative activities or ideas through which growth can be achieved. As a result, this method ends up discouraging the introduction of new ideas and ends up fostering a conservative business environment rather than thriving in a fast-changing business environment.
According to Ramlall and Grobbelaar (2024), in the case of traditional budgeting methods, a variety of inherent flaws can be determined. These flaws are also the key reasons why traditional budgeting methods prove ineffective and unsuitable within a fast-changing business environment. For example, one of the main limitations of inherent flaws within traditional budgeting methods involves their rigidity and absence of flexibility. All traditional budgets involve a typical allocation of a fixed sum of money to diverse categories of expenses, thereby restricting a firm’s capacity to adapt to unforeseen situations or changing circumstances. As a result, when adopted in firms such as Blue Thread Ltd, none of the urgent financial needs arising due to a fast-changing business environment can be addressed without jeopardising other budget areas. 
At the same time, it is an inherent flaw of traditional budgeting methods that they are time-consuming and complex (Okeke, Bakare and Achumie, 2024). In firms such as Blue Thread Ltd, which adopt such budgeting methods, tedious data entries need to be made. These methods also possess issues or limitations such as inaccuracies and confusion for managing multiple budget versions. Moreover, it creates a lengthy process of decision-making, which fails a firm to cope with the changing requirements in a fast-changing business environment. The absence of strategic alignment is also an inherent flaw within these methods. These budgets emphasise the past rather than the future and are usually centralised in a company’s finance department, resulting in a disconnection between business functions and collaboration. Due to this centralised approach, traditional budgets do not produce an accurate reflection of a firm’s strategy. In a fast-changing business environment, the absence of strategic alignment fails to foster innovation and allocate resources efficiently. Hence, all these inherent flaws make traditional budgeting methods unsuitable within a fast-changing business environment.

[bookmark: _Toc193737076]Conclusion
The different types of findings and analyses made within the report assist in determining that in business finance, budgeting is an important element. A range of discussions as well as evaluations assisted in understanding a range of approaches in addition to principles associated with budgeting. The various sorts of budgets, that have been developed for Blue Thread Ltd, assisted in determining that the firm faces different cash flow problems. However, to resolve all these problems, efficient management of payables, improvement of trade receivables management, application of strong sales strategies and such management actions can be useful. The various steps involved in the process of budgeting within businesses could be identified. On the other hand, to ensure successful budgeting along with successful budgetary control, the conditions that need to be present include clear organisational goals, flexibility, management support, strategic alignment, coordination and accuracy. People's behaviours such as resistance to change, absence of accountability and others could be determined. Besides this, within a fast-changing business environment, traditional approaches to budgeting could be identified as inappropriate. The inherent flaws within these traditional approaches to budgeting could also be determined.
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