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Executive Summary
The objective of this report is to assess the financial planning and budgets of Green Threads Ltd and its 12 clothing stores, which sell premium clothing. The company started June with a £30,000 overdraft (the bank has asked the overdraft to be cleared by the end of November). To investigate the future performance, concerns, and the ability of the company to meet its obligations, the report used the stock, cash, and profit and loss budgets. 
The stock budget confirmed that the company could keep to its minimum stock policy while meeting sales targets, even though cash tied up in stock must be managed very tightly. The cash budget highlighted a serious concern. In June, the overdraft worsened before recovering strongly, with the expectation that a balance of £247,000 will be reached by November. The profit and loss account confirmed the company had £250,000 after tax profits, which was important to show the profitability of the business overall. 
The Environment is also not without risk, short-term liquidity pressures, common high fixed overheads, credit card fees, refurbishment costs, and the fixed loan and tax expenditure. Action was recommended to overcome and mitigate these risks: defer expenditure, obtain financing on better terms and manage working capital better.
The report also looked at organisational and people conditions for budgets to be successful: participation, accountability and communication. Finally, the report's critique of traditional budgeting illustrated how it tends to be too rigid in a rapidly changing environment, although it gives control and discipline. Accordingly, a mixed funding model of traditional budgets, rolling forecasts and KPI constraints was recommended for Green Threads Ltd.’s consideration.


















Introduction
In management accounting, budgeting is very important, as it organises the organisation’s financial and operational framework for long and short-range planning, budgeting, and management. Budgeting is not numerical; it is a management process that helps shape strategic direction, operational effectiveness and financial sustainability (Drury 2021). Because of the operational risk facing Green Threads Ltd. as it runs an overdraft accounting at the beginning of June with a minimum of £30,000, in preparing its budget it need to make its best effort in developing a straight forward process establish a detailed budget from June through to the end of November to address the bank’s requirement that it eliminate the overdraft account by the end of the November accounting period. 
The fashion retail industry is a high-risk business, characterised by high volatility and rapid changes in consumer demand with seasons, as well as high competition (Seal, Garrison, and Noreen, 2018). For Green Threads Ltd., planning and budget considerations include not only a profit budget and, cash budget, but a stock budget. As noted above, the focus may be on risk management as it pertains to working capital and liquidity. 
The report provides a detailed analysis of the financial position of the company throughout the reporting period of six months. Section (a) details the efforts at developing a stock budget, cash budget, profit and loss account, which show as best estimates of forecasted performance. Section (b) identifies key financial issues with management recommendations based on academic literature on liquidity, risk management, and leverage. Section (c) explores the organisational and behavioural conditions necessary for a successful budgeting process. The section emphasizes the importance of participation, accountability, and communication. Section (d) assesses the implications of new forms of uncertainty and change, critically examining the limitations of the traditional approach to budgeting and organisation, and considers alternatives such as rolling forecasts, zero-based budgeting, and beyond budgeting.
By discussing the theory and practice, the report shows that budgeting can give a business not only financial control but also strategic information. In the case of Green Threads Ltd, we see both the advantages and limitations of the budget as a management tool, highlighting the need for systems that are appropriate for the context, adaptable, and informed by behaviour (Caulfield, 2024; Bhimani, 2006).
a. Stock Budget, Cash Budget, and Budgeted Profit & Loss Account
Budgeting is an important element of management accounting, providing a written plan of expected activities and resource requirements over a specified timeframe (Drury, 2021). In the case of Green Threads Ltd, a premium clothing retailer, it was essential to produce adequate budgets, as this retailer had an overdraft position of £30,000 at the beginning of June, which the bank required to be cleared by the end of November. This section will provide the stock budget, cash budget, and budgeted profit and loss account for the 6-month period ending 30 November and explain what these mean for the business.
· Stock Budget
The stock budget sets out the purchases of stock required each month to meet the forecast sales, while maintaining the minimum level of stock required by management at £45,000. This working example illustrates the interrelationship between sales, cost of goods sold (COGS), and stock holdings. With a gross profit margin of 36%, COGS is 64% of sales, meaning that for every £100 of revenue, £64 is the cost of stock sold.
Opening stock was worth £100,000 at the beginning of June. To calculate purchases, it can be used the formula:
Purchases = COGS + Closing Stock − Opening Stock
	£000
	Jun
	Jul
	Aug
	Sept
	Oct
	Nov

	Opening stock
	100
	45
	45
	45
	45
	45

	Purchases
	79.4
	160
	140.8
	147.2
	153.6
	166.4

	COGS (64% sales)
	(134.4)
	(160)
	(140.8)
	(147.2)
	(153.6)
	(166.4)

	Closing stock
	45
	45
	45
	45
	45
	45



The budget indicates that after June the business will restock at the end of each month but only to effectively maintain the cost of sales for the month and the closing stock position of £45,000. Thus, the business can keep cash locked not in stock. This is an operational strategy which promotes effective working capital management. The opportunity cost of stock was highlighted by Gallagher (2022) because cash could be used in other areas of the business rather than hanging as a left-over stockpile (Dahlquist and Knight, 2022).
· Cash Budget
The stock budget will allow the business to restock based on sales.
Cash Inflows
· All sales are received in the month of sale. 
· 70% of this is in cash and is received immediately. 
· 30% of sales are via credit card receipts, remitted in the same month, less a 3% transaction charge. 
This means that total receipts are 99.1% of sales (70% + 30% x 0.97). 
Cash Outflows
· Stock purchases (payable one month after purchase). 
· Administration (excluding depreciation, as this is non-cash). 
· Selling expenses (that are paid a month in arrears). 
· Loan repayments of £4,500 per month (both capital and interest). 
· Refurbishment costs as scheduled. 
· One-off taxes - a monthly tax payment of £18,000 in August.
	£000
	Jun
	Jul
	Aug
	Sept
	Oct
	Nov

	Receipts (99.1% sales)
	208.1
	247.8
	217.0
	228.0
	237.8
	257.7

	Payments
	
	
	
	
	
	

	Administration
	(19)
	(20)
	(21)
	(22)
	(23)
	(24)

	Stock purchases
	(175)
	(79.4)
	(160)
	(140.8)
	(147.2)
	(153.6)

	Loan repayments
	(4.5)
	(4.5)
	(4.5)
	(4.5)
	(4.5)
	(4.5)

	Selling expenses
	(6)
	(7)
	(8)
	(9)
	(10)
	(7)

	Taxation
	-
	-
	(18)
	-
	-
	-

	Refurbishment
	(14)
	(12)
	(16)
	-
	-
	-

	Net cash flow
	(10.9)
	124.9
	(10.5)
	51.7
	53.1
	68.6

	Opening balance
	(30.0)
	(40.9)
	84.0
	73.5
	125.2
	178.3

	Closing balance
	(40.9)
	84.0
	73.5
	125.2
	178.3
	246.9






The budget clearly indicates that June is the rough month, and it takes £40,900 of the overdraft to pull through before getting a strong recovery in July. To reiterate, one should be thinking about liquidity needs as this deterioration is temporary (Okeke, Bakare, and Achumie, 2024).
· Budgeted Profit & Loss Account
The profit and loss account differs from the cash budget in that it recognises income and expenses on an accrued basis. This is significant, as the company will record healthy profits, but sometimes the cash position may be strained (Schroeder, Clark, and Cathey, 2022) because profits do not equal cash.
	£000
	Calculation
	Amount

	Sales
	Given
	1,410

	COGS
	64% × 1,410
	(902.4)

	Gross profit
	
	507.6

	Selling expenses
	As given
	(55)

	Administration expenses
	25+26+27+28+29+30
	(165)

	Credit card charges
	0.9% × 1,410
	(12.7)

	Operating profit
	
	274.9

	Interest on loan
	25% × 4.5 × 6
	(6.8)

	Profit before tax
	
	268.1

	Taxation
	As planned
	(18)

	Profit after tax
	
	250.1







The business reports an after-tax profit of approximately £250,000 over the six months. 
Interpretation
Overall, the three budgets suggest that Green Threads Ltd will be profitable and have a positive cash position at the end of November. That said, there is a danger zone in June, with an overdraft increasing further before it recovers, thereby indicating no cash and a timing mismatch. This situation, where profitability occurs coupled with a liquidity shortfall, is common within retail SMEs (Alabdullah, 2022).
It can be said that the stock budget ensures operational viability, the cash budget assures solvency, and the profit and loss account shows profitability (Winfield, Graham, and Miller, 2021).
b. [bookmark: _Hlk207223950]Issues Identified and Management Actions
The budgets provided for Green Threads Ltd are useful in identifying the company’s operational and financial performance. While overall the company’s position as of November looks good, the analysis of the issues shows that there are a number of significant issues, which could impact the company’s ability to meet its commitments, particularly in the short term. This section will identify the issues and suggest potential management actions with reference to academic literature on budgeting, financial management, and risk management.
· Liquidity challenges in June
In terms of urgency, the most pressing challenge is the deterioration of the company’s overdraft in June, which increased from £30,000 to almost £41,000, before returning to £26,000 in July. Liquidity pressures are a well-known primary reason for small business failure and can often be more important than long-term profits (Pratt, 2010). In relation to contingency theory, Caulfield (2024) has argued that management accounting systems need to fit the needs of a specific context - in this case, a retail company with seasonality and immediate cash outflows to suppliers and refurbishment.
Potential actions might include:
· Temporarily, negotiating an extension to the overdraft from the bank. Banks can be much more amenable to this if they see a credible forecast showing a swift and robust return (Gallagher, 2022).
· They are potentially delaying refurbishment outlays from June into the months where cash surpluses arise.
· Tightening working capital management 
· High Overheads
Server costs averaged £27,500/month, of which a significant amount (£6,000) is related to the depreciation amounts. Depreciation amounts are non-cash costs; however, higher overheads lead to less flexibility and a higher breakeven point. Companies carrying significant fixed costs are extremely susceptible to downturns in sales, as costs do not drop in line with sales (Horner, 2020).  
In this area, management may want to:
· Re-evaluate management administration costs. Consider areas for outsourcing, or transitioning processes to digital workflows automate low-value administrative tasks.
· Benchmark their overhead ratios against their industry contemporaries. The Code of Accounts and key management ratios could be used to review OH efficiency (Walsh, 2008; Lubis, 2023).
· Consider if refurbishment costs can be capitalised, allowing depreciation time to smooth reported overheads (Jaijairam, 2013).
From a strategy perspective, decreasing internal overhead rigidity would align with Dyson's (2020) idea that management accounting could produce adaptive organisations to manage changing contingencies.  
· Credit Card Fees
It was calculated that the business paid £12,700 in credit card transaction fees throughout the six months of depressed sales. Even though these fees may seem small based on sales, they expose a continual erosion of gross margin (Winfield, Graham, and Miller, 2021).
Management could consider:
· Trying to negotiate the transaction costs with providers. Firms with large turnover often can negotiate with service providers.
· Offering customers a financial incentive for suggesting paying using an alternative currency, e.g., offering discounts for bank transfers. Keeping track of the net benefit of different types of credit card acceptance, if their charges exceed a customer's benefit. 



· Timing of Capital Expenditure 
Planned refurbishments costing £14,000, £12,000, and £16,000 respectively, when undertaken in the months of June, July, and August, offer little solution to the cash flow issues in the early months since outgoing payments are expected for each of these refurbishments in each of these months respectively. The costs of refurbishing stores with a view to attracting long-term competitive advantage are important; except, timing refurbishments at a time when there will be no additional financial stress will reduce the risks associated with committing cash repayments (Bhimani, 2006).
Possible options: 
· Postpone planned refurbishments for the late months when cash surpluses are expected. 
· Consider leasing or financing refurbishments, so the cash flow is also smoothed out over the refurbishment period. 
· Consider the potential return on investment for each planned refurbishment so the management team can focus on the refurbishments if they believe will contribute most to enhancing sales. 
· Loan and tax payments 
The £4,500 monthly loan repayments and the lump sum tax payment of £18,000 in August will also increase cash flow pressure as fixed repayment obligations can restrict managers (Okeke, Bakare, and Achumie, 2024).


Management might: 
· Set aside a portion of cash surpluses monthly into a dedicated sinking fund to cover loan repayments and tax repayments. 
· Engage with the tax authorities to discover whether any facilities exist to spread the payments into instalments.
· If possible, refinance the loan to ease monthly repayments through a longer loan term.
· Overall Assessment
Overall, the budgets demonstrate the organisation is profitable, but under cash flow timing mismatch risk. This aligns with the view of Schroeder, Clark and Cathey (2022) that cash flow risks have a disguise of respectable profit on an accrual accounting basis. Management must properly focus on liquidity planning and budgeting for flexibility instead of only concentrating on reporting headline profit.
In the case of Green Threads Ltd, effective management of its cash flows, overheads and borrowing obligations will be essential for continuing successfully to the end of the first six-month period. 
c. [bookmark: _Hlk207224001]Conditions for Ultimately Getting Budgets and the Behavioural Implications
Green Threads Ltd will find compiling its stock, cash and profit budgets provides learning about the operational and risk management of its financial situation. However, budgeting embodies more than just forecasting accuracy; it centres on the conditions within the organisation for budgeting and budgetary control. Drury (2021) states that budgeting systems can only succeed when they take place within a structured management environment that provides some level of assured responsibility, flexibility and 'buy-in' from the participants. This section describes the organisational precondition of successful budgeting and discusses factors associated with behaviour that contribute to a budgeting system's success or failure.
Organisational Conditions
1. Clear Strategic Objectives
Budgets must be similar to the overall strategy of the organisation. Seal, Garrison, and Noreen (2018) explain that if budgetary processes do not have a meaningful conceptual connection with strategic reasons, then budgeting is likely to devolve into a financial exercise rather than a tool to guide decisions affecting the longer term. For example, although Green Threads Ltd.’s budgets would include settling the overdraft, they would also need consideration of the company's preferred positioning in the premium clothing market.
2. Accurate and Timely Information Systems
Accurate data are fundamental to budget preparation and monitoring. The costs associated with making decisions based on inaccurate forecasts can result in misallocations of resources and lost managerial credibility (Dyson 2020). If Green Threads Ltd, for example, understates overhead such as credit card charges or refurbishment, then management choices are based on the wrong assumptions, influencing the longer-term performance of the organisation.
3. Responsibility Centres and Accountability
Budgets must reflect responsibility centres with responsibility for performance. Management can assign budgets to different levels of responsibility, such as divisional and store managers. This allows management to exercise decentralisation where managers own the results and can take corrective actions (Horner 2020).
4. Flexibility and Adaptability
The one-dimensional traditional budget, or fixed annual budgeting, has drawn heavy criticism across industries because of high volatility in the external environment (Bukh, Ringgaard and Sandalgaard, 2025). For Green Threads Ltd, fashion trends and consumer behaviour can change at a rapid pace, and flexibility is a requirement, not a choice.  
5. Senior Management Commitment
Budgets will only be effective if there is visible commitment and leadership from Senior Management. Drury (2021) points out that budgetary control needs to be supported by frequent review meetings at the senior level to analyse and discuss variances.
Behavioural Considerations
There are external structural conditions, but ultimately, it is people who will decide if a budget performs its intended function (Bhimani, 2006 and Schroeder, Clark and Cathey, 2022). Four behavioural influences involve some extra consideration:
1. Participation 
Budgets produced without input from staff members are likely to be viewed as imposed targets (Atrill and McLaney, 2021).


2. Goal Congruence 
Individual incentives should align with the overall aims of the organisation within the budget process. If managers are incentivised based solely on budgetary objectives, there is a tendency for the opportunity to create budgetary slack or understate capacity. Budgets that factor in key profitability and customer service performance objectives will ensure that dedicated operational efforts remain consistent with strategy. 
3. Motivation and Realism
Budgets must strike an appropriate balance between motivational and attainable. Seal et al. (2018) suggest that budgets that are not ambitious cannot motivate staff, whereas budgets that are too ambitious cannot motivate staff either; budgets that do not stimulate the budgeteer’s performance standards will become slack experiences with no accountability. Individual store sales and expense variables should be modelled so that each store and Manager can learn their motivation and accountability at the same time.
4. Communication and Feedback
Such control needs to involve effective communication and constructive feedback from Managers. Bhimani (2006) states that variance analysis needs to be considered a learning experience, and not a blame assignment exercise.  If Green Threads Ltd had monthly performance meetings to include quarterly variance reviews and budget accountability, useful and continuous improvement feedback should be able to occur. 
Interpretation 
Taking the conditions and behaviour into consideration demonstrates that budgeting is not only a technical undertaking, but also a socio-technical one, which is influenced by the organisational culture in place, its style of management, and the 
behaviours demonstrated by staff (Caulfield, 2024). For Green Threads Ltd, it will be crucial to establish participatory, flexible, and strategic budgets that enable it to balance both its finances and an evolving competitive retail environment.
d. [bookmark: _Hlk207224062]Critical Assessment of Traditional Budgeting in a Rapidly Changing Environment
Traditional budgeting, especially incremental and annual approaches, has been a fundamental component of management accounting for decades. It also supports external control over the organisation as it strives to achieve more disciplined financial management, cost control, and resource allocation, among other objectives. In fast-changing market environments such as fashion retail, traditional budgets must contend with some anticipated limitations. For Green Threads Ltd, where external conditions are multifaceted, such as fluctuating sales, liquidity pressures and flexibility required, some form of critical assessment of traditional budgeting tool forms reflects its advantages and disadvantages.
· Advantages of Traditional Budgeting
Traditional budgets plus KPIs provide a systematic process for developing financial budgets at the firm level, setting financial ambitions, coordinating planned events, and ensuring accountability. As Drury (2021) concludes, traditional budgets provide performance measures of KIPs set against expectations of planned outcomes, allowing managers to assess actual financial outcomes in comparison to numbers in meeting the planned figure. For SMEs such as Green Threads Ltd, the discipline of an annual budget may not find eminence as it provides external assurances, especially banks, of the degree of financial planning maturity that it seeks.
Traditional budgets may also be a useful motivational tool, for example, enabling clear expectations against which managers must deliver, and setting a dimension for which managers operate (Seal, Garrison and Noreen 2018). And, given a context of scarce resources such as clearing overdrafts, paying loans, or meeting other obligations, traditional budgets can still be an important form of financial control to determine appropriate priorities.
· Disadvantages of Traditional Budgets
1. Static, Fixed Budgets
2. Incrementalism 
3. Time and Cost of Preparation 
· Alternatives to Traditional Budgeting 
In recognition of these weaknesses, alternative approaches to traditional budgets have been proposed: 
· Rolling Forecasts: Updates rolling forecasts regularly, inputting the newest market information while enabling the allocation of resources to be dynamic (Bukh, Ringgaard and Sandalgaard, 2025). In the context of Green Threads Ltd, with a rolling forecast, sales forecasts would be able to change as fashion changed through the seasons. 
· Zero-Based Budgeting: Is a method where managers justify every cost from the ground up and have nothing carried forward to create inefficiencies (Banerjee, 2021). This might resolve the company’s excessive overheads by compelling a reassessment of all the company's administrative costs.
· Beyond Budgeting: This argues for the complete abolishment of an annual budget towards benchmarks, relative targets, decentralised decision-making, and continuous planning (Bukh et al., 2025). Although a groundbreaking approach, it is likely impossible for most SMEs to have limited systems and a culture resistant to change.
· Strategic and KPI Budgets: Budgets that connect to non-financial key performance indicators such as customer satisfaction and sustainability can help an organisation to align short-term control with long-term value (Marr, 2013; Schaltegger et al., 2022).
· Implications for Green Threads Ltd
For Green Threads Ltd, a traditional budget still forms a practical basis for financial control, and to demonstrate to banks that the business will clear its temporary overdraft. However, it is also advised to use static budgets alone in a sector with unpredictable consumer preferences. Therefore, a hybrid solution may be the best compromise: use a traditional budget for control but have rolling forecasts and KPI-linked targets to improve adaptive control (Caulfield, 2024). For Green Threads Ltd, by introducing flexibility and strategic alignment into its budgeting process, the ultimate drawbacks of the traditional budgeting model will be minimised while benefiting from the traditional strengths using discipline and accountability.



Conclusion
The process of budgeting for Green Threads Ltd has exposed a profitable company that is short-term limited to some liquid resources. Over the six months, the company is expected to generate an after-tax profit of £250,000, along with moving from an overdraft position to a cash balance of £247,000. The above measures illustrate the efficacy of budgeting formally in meeting targets and being in a position to fulfil banking obligations, whilst also underlining the importance of cash flow management, e.g., in June, an overdraft situation followed by a recovery.
The challenges identified in Section (b), i.e., liquid pressures, costs associated with facility overheads, fee charges associated with credit cards, timing of refurbishments, and fixed loan repayments, are challenges faced by many SMEs. Resolutions will need tactical choices, ex. rescheduling expenditure and negotiation costs, along with consideration of strategic improvements to financial planning and costs. The need for different approaches to budgeting, which incorporate risk management into the budget process, signifies that it will need to move forward to stay profitable for the uncertainties ahead (Alabdullah, 2022).
For budgeting systems to work, they need to be underpinned by the right organisational conditions, as well as behaviour. Participation, goal congruence, realistic targets and constructive communication are all needed to ensure that budgets encourage rather than demotivate to achieve goals (Bhimani, 2006, and Horner, 2020).
Finally, the assessment of budgeting suggests both pros and cons of traditional budgeting systems, which provide discipline and accountability, but within an expanding market such as fashion retail, they are often too fixed. Alternatives to the traditional method, rolling forecasts, zero-based budgeting and beyond budgeting, are more fluid, but have significant requirements in terms of culture and quality information systems. Green Threads Ltd could benefit from a mixed approach - retaining traditional budgets in control and recognising a rolling forecast and key performance indicators for strategy.
In conclusion, budgeting is not an end-state in itself, but rather a justification of financial resilience and strategic clarity. Green Threads Ltd will succeed if it utilises budgets during the forecasting process with the intention of managing risks, managing its workforce, and being responsive to a changing market.
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