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Executive Summary
This study analyses Blue Thread Ltd.'s financial performance from June to November. The study assesses the company's budgeting, financial health, and strategic goals, including repaying a £25,000 bank overdraft. Although the firm is struggling financially and has limited resources, stringent financial monitoring is needed due to its 10 retail locations. Study includes compilation of three crucial financial instruments. It includes a stock budget, cash flow budget, and accrual-based profit and loss account. The stock budget showed that the stock system was well-maintained by November, with monthly purchases matching demand and a closing stock balance of 32,500 pounds. However, high stock levels indicate overstocking, which threatens liquidity Large cash budget inflows from stable and expanding sales income allowed the business to clear its overdraft by June and close with £157,850 in November. The cash budget allowed the corporation to do this. However, August and September deficits plagued the corporation. Mostly due to tax payments and capital expenditures, these deficits underscore the need for frequent cash flow management.
The profit and loss statement showed a £327,850 net profit on 1.35 million pounds in sales and 35% gross profit margin. Additionally, gross profit margin was 35%. Due to high operating expenditures, particularly administrative and credit card fees and interest, total margins have been constricted, indicating cost optimisation possibilities. Despite the company's high profitability. Financial issues included cash flow swings, high operational costs, substantial inventory holdings, and limited financial flexibility. Postponing unnecessary capital investments, renegotiating supplier and credit provider conditions, implementing just-in-time inventory operations, and using more flexible budgeting approaches have been suggested. The report concludes by analysing traditional budgeting methods and advocating for activity-based, rolling forecast, and zero-based budgeting. These strategies, better suited to Blue Thread Ltd.'s fast-paced retail business, may provide a more dynamic and flexible financial management framework. In conclusion, Blue Thread Ltd. has achieved short-term financial success and eliminated its overdraft, but it must improve its cost control, inventory management, and budgeting to achieve long-term stability and strategic growth.
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[bookmark: _Toc201569527]Introduction
Every business's strategic management and long-term financial planning depend on accurate budgeting (Okeke et al., 2024). The high-end apparel company Blue Thread Ltd. will have to exercise extreme fiscal restraint over the next six months as it faces significant financial difficulties. Despite a restricted budget, the corporation still operates ten sites. Since June, the company has been carrying a £25,000 overdraft, and the bank has requested that it be paid off by November. The board of directors will thus review and reassess the company's financial projections for the rest of the year. The research offers recommendations for financial optimisation and strategy transformation based on a systematic evaluation of the business's budgeting approach. This research aims to analyse Blue Thread Ltd.'s financial performance from June to November. In order to keep tabs on inventory costs and liquidity, a stock and cash budget will also be prepared. With these spending plans, we may see if we can pay off the overdraft before it expires. In order to evaluate the company's financial health, a profit and loss statement will be prepared. Included in this account will be sales revenue, COGS, operating expenditures, interest, and taxes. The viability of the business in meeting its financial commitments, continuing operations, and implementing planned enhancements depends on the results (Hamed, 2023). This research will review Blue Thread Ltd.'s budgeting process and provide financial estimations alongside it. Risks will be reduced and economic stability will be promoted by reviewing the budget forecasts and taking management-related actions. The research lays forth the requirements for an effective budgeting system. What matters most is how an organisation acts and how engaged its employees are. The last thing to do is research the most common budgeting methods. Adaptability and responsiveness are paramount in the ever-evolving retail landscape (Irfan, 2023). The findings of this study will help Blue Thread Ltd. with their financial problems and the development of more practical and future-proof budgeting strategies.
[bookmark: _Toc201569528]Main Findings
[bookmark: _Toc201569529](a) The stock budget for the six months to 30 November is:

Table 1: Stock Budget Analysis Table
	
	June
	July
	Aug
	Sept
	Oct
	Nov

	£000
	£000
	£000
	£000
	£000
	£000
	£000

	Opening balance
	90.0
	110.0
	134.0
	187.5
	204.5
	255.0

	Stock purchased
	150
	180
	190
	160
	200
	210

	Cost of Stock Sold (65% of Sales) (£000)
	(130.0)
	(156.0)
	(136.5)
	(143.0)
	(149.5)
	(162.5)

	 Closing stock
	110.0
	134.0
	187.5
	204.5
	255.0
	302.5



Stock Budget Analysis Explanation
Blue Thread Ltd.'s stock budget for the period from June to November displays the company's skill in inventory management and cost control in proportion to projected sales. The budget goes from June to November. As a result of the investigation, it is presumed that the gross profit margin is 35%, and that the cost of shares sold is 65% of the monthly sales. In the retail business, which is a highly competitive sector, the utilisation of this crucial statistic ensures that the calculations appropriately depict the performance of the company. As of June, the starting stock was ninety thousand pounds, and the objective of the monthly stock acquisitions was to fulfil the demand that was already there. The item costs were precisely determined by using 65% of the monthly sales as the basis for the calculation. To illustrate, the amount of money made from sales during June was £200,000, whereas the amount of money spent on things sold was £130,000. At the end of June, the closing stock was £110,000. This was because there were new transactions that totalled £150,000. For non-finance professionals, the use of a 65% COGS ratio to track profitability is a simplified yet powerful method to manage inventory performance, as discussed by Horner (Horner, 2020).

By this pattern, the organisation will proceed to adhere to it every month to maintain a buffer that is more than the minimum stock level of forty thousand pounds. Both sustainable inventories and increasing purchase volumes are reflected in the closing stock for the month of November, which is 255,000 pounds. This is a representation of both of these factors. The presence of such substantial stock levels may be an indicator of readiness for seasonal demand or of conservative stocking procedures that are conservative. Both of these possibilities remain possible. 
The fact that there is a change from one month to the next is evidence that the procedures for stock replenishment are exceptional. On the other hand, it brings to light the need to align stock levels with cash flow capabilities in order to avoid the accumulation of inventory, which might possibly limit the alternatives available for liquidity. Despite the fact that the firm is operating below the norms, it is evident from the budget that Blue Thread Ltd. is doing a decent job of managing its inventory in order to reach the sales that were projected. Blue Thread Ltd.’s inventory management approach, which aligns stock purchases with forecasted sales while maintaining a safety buffer, reflects sound practices in cost control and stock valuation as emphasized by Drury in outlining inventory budgeting within management accounting frameworks (Drury, 2021).
[bookmark: _Toc201569530](b) The cash budget for the period to 30 November is:

Table 2: Cash Budget Analysis Table
	
	June
	July
	Aug
	Sept
	Oct
	Nov

	£000
	£000
	£000
	£000
	£000
	£000
	£000

	
	
	
	
	
	
	

	Net Sales Receipts 
	198.2
	237.84
	208.11
	218.02
	227.93
	247.75

	
	
	
	
	
	
	

	Cash payments
	
	
	
	
	
	

	Admin Expenses 
	(23)
	(24)
	(25)
	(26)
	(27)
	(28)

	Stock purchased
	(0)
	(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
	-
	(10)
	(14)
	(0)
	-
	-

	Cash surplus (deficit)
	153.2
	42.84
	-37.89
	-10.98
	26.93
	8.75

	Opening balance
	-25.0
	128.2
	171.04
	133.15
	122.17
	149.1

	Closing balance
	128.2
	171.04
	133.15
	122.17
	149.1
	157.85



Cash Budget Analysis Explanation
From June to November, Blue Thread Ltd.'s cash budget details its financial inflows and outflows. This research helps determine if the firm can eliminate its bank-required £25,000 overdraft. This assessment highlights the firm's liquidity management across the six-month period, notably its ability to align income with expenditures while controlling capital and operational expenses. Monthly sales income, obtained in one month, is a major cash source. Credit card payments account for 30% of income, which incurs a 3% transaction fee. After this charge, net cash revenues range from £198,200 in June to £247,750 in November. These consistent and growing sales data boost the firm's liquidity and provide a solid income basis throughout the budget. 

Outflows include administration, stock purchases, loan repayments, selling expenses, taxation, interest, and retail refurbishments. Taxes and interest are other key spending areas. Administration costs rise from £23,000 in June to £28,000 in November, maybe due to inflation or planned operational scaling. In the month they occur, they are paid. Beginning in July, stock purchases have caused outflows of 150–250,000 pounds due to a one-month payment delay. These replenishment cycles boost sales. Repaying a £4,000 debt every month, including £1,000 in interest, is a financial obligation. Sales expenses, paid in the month after selling expenses, also rise with sales volume. One-time tax payments of fifteen thousand pounds are due in August, and monthly interest obligations remain one thousand pounds. These months also saw substantial outflows due to capital investments in retail refurbishments, £14,000 in August and £10,000. 

June cash surplus of £153,200 due to strong sales and minimal outflows. This surplus settles the £25,000 overdraft and leaves a £128,200 debt. The July surplus of £42,840 raises the total to £171,040. However, August and September showed deficits of £37,890 and £10,980. This is largely due to rising stock, tax, and renovation costs. Cash reserves from previous months cover these gaps. November's ending balance was £157,850 after a rebound in October and November with slight surpluses. The cash budget shows that Blue Thread Ltd. manages its liquidity well, with front-loaded surpluses buffering mid-term financial limitations. The firm's high sales and early excess production allow it to satisfy the bank and keep a respectable closing balance. Even though the corporation experienced large outflows in several months. This good financial position may be maintained by monitoring and strategically scheduling large expenditures.
[bookmark: OLE_LINK2][bookmark: OLE_LINK1][bookmark: _Toc201569531](c) The (accruals-based) budgeted Profit & Loss Account for the six months ending 30 November is:
Table 3: Budgeted Profit & Loss Statement Table
	
	£000
	Calculation

	Sales
	1350
	Total sales from June to November

	Cost of goods sold
	(810.0)
	65% of total sales (1350 × 0.65)

	Gross profit
	540.0
	Sales – Cost of goods sold (1350 – 810)

	Selling expenses
	(41.0)
	The sum of all selling expenses over 6 months

	Admin Expenses
	(153.0)
	Sum of all admin expenses over 6 months

	Credit card charges
	(12.15)
	3% of 30% of sales (1350 × 0.30 × 0.03)

	Operating profit
	333.85
	Gross profit – Op. expenses (540 – 41 – 153 – 12.15)

	Interest payable
	(6.0)
	£1,000 per month × 6 months

	Profit for the period
	327.85
	Operating profit – Interest (333.85 – 6.0)




Budgeted Profit & Loss Account Analysis Explanation
A comprehensive overview of Blue Thread Ltd.'s business is provided by the six-month Profit and Loss Account, which spans from June to November. The six-month projected profit of £327,850 reflects strong operational efficiency, which is consistent with the profitability measurement frameworks detailed in work on management accounting (Seal et al., 2018). This is encouraging news considering the startup's initial financial limitations. For six months, sales reached 1,350,000 pounds. Monthly sales have been stable and even increasing at all ten of the company's clothing outlets, indicating that demand is through the roof. Cost of Goods Sold amounts to £810,000, or 65% of sales, according to the calculation. This amount was calculated using a gross profit margin of 35%. Removing cost of goods sold from sales income yields a gross profit of £540,000. The price structure and hefty markup employed by the corporation are evident here. 

The company invests 41,000 GBP into advertising and sales. Advertising, promotions, and direct sales expenses all fall under this category. The administrative budget is 153,000 pounds, which is significantly more. The monthly depreciation price is £6,000, and it covers payroll and office utilities. Fixed costs cut down gross margin even when they're necessary. Including the 3% transaction fee applied to 30% of consumers using credit cards, the total credit card expenditures amount to twelve thousand and fifty pounds. It is important to keep an eye on these fees when sales volumes increase, even though they don't cost much. They have an impact on the bottom line. A profit of £333,850 is achieved after deducting business expenditures and credit card obligations. Since the company's fundamental business activities may generate substantial profits, this statistic demonstrates that core operations are well-managed. This is a six-month bank loan with an interest total of six grand. As a result, the net profit from operations decreases to £327,850. This is an incredible outcome considering the company had to resolve its financial issues by November and began June with a £25,000 overdraft. Blue Thread Ltd. has healthy profits according to its profit and loss statement, since its expenses are under control and its sales are strong. With its financial commitments taken care of, the company is now in a good position to expand. In the long run, you might be able to boost your profits by cutting down on administrative costs and doing away with unnecessary fees.
[bookmark: _Toc201569532](d) Identified Financial Problems and Proposed Management Actions
There are several financial problems highlighted in Blue Thread Ltd.'s June–November stock budget, cash budget, and profit and loss statement. Even if the company has been able to pay off its overdraft, it still has to be aggressively managed in order to avoid financial problems in the future. 
I. Cash Flow Volatility and Liquidity Pressure
The cash budget reveals that the company's cash flow is unpredictable, with deficits of £37,890 in August and £10,980 in September. Large monetary outlays, such as taxes, purchases, and company upgrades, are associated with these budgetary restrictions. This approach exposes the organisation to sales disappointments or unforeseen expenditures, even though June and July surpluses offer a cushion. 
Management Action: Management at Blue Thread Ltd. can stabilise cash outflows by postponing non-essential expenditures like refurbishments or by obtaining better credit terms with third-party suppliers. Using rolling cash flow predictions, you may spot shortfalls and change your marketing strategy to counteract bad sales (Idris, 2024).
[bookmark: _Toc201569533]II. High Operating Costs
Expenses related to selling and administrative expenditures take up a significant chunk of gross profit, according to the profit and loss statement. Reducing fixed and variable expenditures would enhance profitability and cash retention, even if the firm records an operational profit of £333,850. 
Management Action: To find methods to cut administrative or selling expenses without compromising productivity, management may decide to conduct a cost analysis. You may save a lot of money by automating administrative activities, renegotiating contracts with vendors, and streamlining operations (Pandy et al., 2024). Every spending must be justified from zero each quarter when management uses zero-based budgeting for discretionary expenditure. 
[bookmark: _Toc201569534]III. Underutilized Stock Levels
Stocks are projected to reach 255,000 pounds by November, according to the stock budget. While it's critical to have just the right amount of stock on hand to meet consumer demand, having too much of it can lead to higher holding costs and a liquidity crunch. Limited funds were available due to large stock purchases made in the middle of the term. 
Management Action: One of the managerial mandates of Blue Thread Ltd. should be to tighten up on inventory control. Using demand projections and just-in-time (JIT) inventory management, stockpiling is minimised without compromising availability. It is possible to maximise working capital by analysing the sales-to-stock ratio and establishing inventory turnover targets. 
[bookmark: _Toc201569535]IV. Limited Financial Flexibility
A decline in the firm's financial flexibility is caused by the repayment constraints of the bank loan, monthly interest, and renovation expenditures (Hao et al., 2022). Depending on early cash surpluses to cover later obligations undermines the company's financial stability. 
Management Action: In order to prolong financial commitments, management may renegotiate loan repayment conditions. Some other measures that could improve resilience include formal working capital plans, minimum cash buffers, and target liquidity ratios. The study shows that Blue Thread Ltd. is financially solid overall, but that there are problems with the timing of cash flows, increasing expenses, overstocking, and limited flexibility. Below, we have outlined these concerns. The company's financial foundation and positioning for strategic growth may be enhanced by cost reduction, inventory management, and cash planning, all of which can help with these challenges (Wang, 2024).
[bookmark: _Toc201569536](e) Conditions for Successful Budgeting and Budgetary Control
In order to evaluate financial performance, coordinate resource allocation, and run operations efficiently, good budgeting and budgetary management are needed. To be effective in a business setting, though, these systems must adhere to specific standards. 
[bookmark: _Toc201569537]I. Clear Organisational Goals and Objectives
Clear organisational and long-term objectives are necessary for effective budgeting. Rather than viewing budgeting as an accounting chore, employees should view it as a means to put the company's goal into action. Because everyone knows their part is crucial to the company's success, departments and teams work better when their budgets reflect the company's long-term objectives. Marketing and transportation expenses are essential for any business looking to grow into new markets. Without proper strategic alignment, budgets run the risk of being misallocated or wasted, which in turn reduces performance and creates uncertainty for both management and personnel (Suwarno et al., 2023). 
[bookmark: _Toc201569538]II. Accurate Financial Data and Forecasts
Having up-to-date and precise financial data is another critical component of a successful budget. Budgeting is all about looking ahead, but it uses facts from the past to generate accurate predictions. The accuracy of budget projections is dependent on the availability of complete and accurate financial information from the past. In order to guarantee the accuracy of asset, liability, revenue, and cost data, businesses require reliable and efficient accounting systems (Ghanem and Al-Shammari, 2024). It is possible to improve forecasts by factoring in inflation, market demand, and changes in regulations. Predicting future revenues, expenditures, and cash flows requires reasonable assumptions. Incorrect data in a budget can cause overspending, failed objectives, and bad choices. 
[bookmark: _Toc201569539]III. A Robust Financial Reporting System
A well-planned and efficient system for financial reporting and monitoring is essential for success. You may compare actual performance against the budget with regular reports. Managers may detect abnormalities earlier, identify their sources, and address them promptly because of this. If sales revenue is lower than expected, the system should notify decision-makers so they may adjust their marketing strategy or eliminate wasteful spending (Pouyamanesh et al., 2023). Adaptable dashboards, pertinent key performance indicators, and real-time data are the hallmarks of a well-planned financial reporting system. Both financial and non-financial management should be able to easily access and utilise it. Budgeting will include everyone in the company. 
[bookmark: _Toc201569540]IV. Cross-Functional Collaboration and Communication
Another critical but sometimes overlooked necessity is departmental coordination. The most effective budgeting process involves input from all relevant divisions and departments. When it comes to finance, the insights that sales, marketing, operations, and HR departments typically provide are often overlooked. Accountability, accurate assumptions, and sufficient resources are all hallmarks of collaborative budgeting. As a result, there is less pushback and more ownership of financial goals, and team leaders are more likely to become involved. Budgeting and budgetary management are more likely to be successful when an organisation has clear goals, transparent financial data, a reliable reporting system, and frequent contact between different departments (Nguyen, 2024). Strategy execution and financial performance would suffer without these criteria, which might cause even the most comprehensive budgets to fail to have the desired impact.
[bookmark: _Toc201569541](f) Critical Discussion on Traditional Budgeting Approaches
Companies cannot plan or manage their finances effectively without budgeting. But more recent times have seen criticism of tried-and-true methods like incremental budgeting. There has to be a shift to more adaptable strategies in fast-paced industries like retail since these approaches could stifle strategic progress. 
I. Inherent Flaws in Traditional Budgeting
An analogy between the present and the past is fundamental to the incremental budgeting method. When making budgets, it's best to start with the numbers from the previous year and then gradually account for growth or inflation. This method has some serious problems, despite how simple it is to implement. One of its major shortcomings is that it relies too much on old data. Historical data may not be applicable in some fields due to rapid technological advancement, shifting consumer preferences, and unforeseen economic shocks (Dugbartey, 2025). Decisions made with incremental budgeting may become out of date by the time they are put into action. The rigidity of the market is another important concern. After a typical budget is formed, it becomes difficult to adjust to new possibilities or dangers since the budget is rigid. In a consumer-driven economy where competition is fierce, this rigidity can lead retail organisations to miss market trends, fail to take advantage of advancements, or delay strategic replies (Zeidanloo and Špaček, 2025). Strategic goals for the future could clash with more conventional budgeting practices. As a result of departmentalisation and incremental changes, budgets might not be able to accommodate new strategic objectives or investments in innovation. Without checking if their spending choices align with the corporate plan, departments may try to hold on to or slightly raise their allocations. Finally, traditional budgeting practices discourage thorough examination of current expenditures by cementing existing cost structures. Inefficiency might arise if low-value or redundant operations were paid without justification due to their prior sponsorship. 
[bookmark: _Toc201569542]II. Suitability of Traditional Budgeting in a Fast-Changing Business Environment
These constraints are making conventional budgeting methods inappropriate for dynamic sectors like retail. More adaptable budgeting methods are required to meet the ever-evolving demands of customers, supplier networks, and digital platforms (Sonjaya, 2024). Some alternatives to rigid planning that provide more leeway include activity-based budgeting (ABB), rolling forecasts, and zero-based budgeting (ZBB). In order to encourage cost monitoring and plan alignment, ZBB requires all managers to explain every spending starting from zero. It cuts down on waste and allocates resources according to what's needed now, rather than what has been done in the past. 
Firms can update their budgets on a quarterly or monthly basis using rolling predictions. Because of this real-time updating, businesses may rapidly change their strategy based on income, expenses, and market developments. In the retail industry, this may come in useful during peak seasons, sales, or when supplies are low. To better understand what factors influence spending, activity-based budgeting allocates funds about the organisation's actions and results. Efficiency is enhanced by the integration of spending, operational objectives, and customer value in this approach (Ganbold et al., 2021). Although conventional budgeting is easy to understand and follow, it is ill-suited to dynamic business settings due to its inflexibility and tendency to dwell in the past. Blue Thread Ltd. may find it easier to remain competitive, strategic, and change-resistant with the support of adaptable models.
[bookmark: _Toc201569543]Conclusion
There is encouraging mixedness in Blue Thread Ltd.'s financial analysis from June to November. Everything from June to November is covered in the research. Sales and profit margins have been increasing, but there are still certain financial issues that need fixing for the business. Some of the most pressing problems are mounting debt and renovation costs, excessive operational expenditures, surplus inventory, and uncertain cash flow in the middle of the budgetary year. Despite these challenges, the company nonetheless managed to turn a £327,850 net profit and an operating profit of £333,850 in the last six months. Management efforts are recommended to tackle the identified challenges head-on. Timely adjustments to discretionary expenditure (such shop renovations), close monitoring and control of administrative and selling costs, and more efficient inventory management are all viable and successful options. Optimal resource allocation, cost efficiency, and liquidity maintenance are the goals of these plans. If executed well, they will improve the company's financial status and ensure its sustainability in the long run. 

The shortcomings of incremental budgeting in a dynamic retail industry are also brought to light in the budgeting technique discussion. Because of its stiffness and inward-looking concentration, this method may impede responsiveness and strategy alignment. More adaptable and up-to-date than the old ways of planning include activity-based, zero-based, and rolling forecasting. Because of the ever-changing nature of the business in which Blue Thread Ltd. works, these flexible models are perfect for the company. A more agile response to shifts in the market, more efficient use of resources, and better alignment of financial and strategic objectives might all result from the implementation of flexible budgeting systems. The overdraft of £25,000 held by Blue Thread Ltd. is expected to be reduced by November. The data used to arrive at this conclusion comes from P&L accounts, cash flow assessments, and stock budgeting. The company was able to eliminate the deficit and end up with a surplus, according to the cash budget. If Blue Thread Ltd.'s management actions and budgeting procedures are adhered to, the company may strengthen its financial foundation and thrive.
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