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Introduction

The American Accounting Association defines accounting as the procedure of providing economic information to stakeholders of an organisation supporting them in good decision making. Within a company, managers need this financial information not only for making proper decisions, but also for good business planning, wise supervision, performance assessment and continuous enhancement which is called management accounting (Drury, 2021). 
Budgeting is an important financial activity, a fiscal planning at organisations as entrepreneurs, directors and managers require monetary documents including revenue and cost calculations for a certain period to supervise business needs and achieve organisational goals (Cote, 2022). The process includes calculations of stock or inventory budget, cash budget and a budgeted statement of profit or loss. The cash budget is meant to indicate cash flow in detail; where the resources could be obtained from and what the cash will be used for in a specific period (Seal et al., 2019).
This report will discuss financial problems and possible solutions based on budgeting methods such as stock budget and cash budget calculations, and a budgeted Profit and Loss Account for Blue Thread Ltd, a chain store owning 10 shops selling first-class apparel. The company has an overdraft of £25,000 which should be terminated in six months at the bank’s request. As a result, the senior management has decided to assess their business plans for the coming half year and to make constructive changes to improve sales, cut or spread costs where feasible.
Businesses notice the significance and benefits of preparing budgets as they specify targets and goals for controlling and appraising future performance. Budgets also compel managers to think ahead and make plans for the coming time. Besides, they are a useful tool in revealing the most effective distribution of organisational resources (Seal et al., 2019). Therefore, the report will negotiate the essential elements of successful budgeting such as explicit business objectives, executive aid, precise forecasting, flexibility or employee engagement.
The report will further investigate issues on traditional budgeting including rigidity and time consumption of the method as well as its motivation for budget padding and limited focus on cutting expenses instead of growth. Furthermore, some new aspects will be introduced for improved budget planning like rolling and activity-based budgeting.
Information was collected to support results and discussion from academic books, per reviewed articles, websites and notes made on Principles and Concepts of Finance university lectures. 
Main Findings
Stock and cash budget calculations

Table 1. 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 



Table 2. 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 0.3 x 3% 		198.2 		238 		208 		218 		228 		248 	
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)	(11) 	49 	(32) 	(5) 	 33	15 
Opening balance	(25) 	(36) 	13 	(19) 	(24) 	9 
Closing balance	(36) 	13 	(19) 	(24) 	9 	24 



Budgeted Profit and Loss Account

Table 3. The (accruals-based) budgeted Profit & Loss Account for the six months ending 30 November is:
	£000	Calculation
Sales 	1,350 	 200+240+210+220+230+250
Cost of goods sold	(877.5)	therefore 1,350 x 65% 
Gross profit	472.5 	30% x 1,350                                       
Selling expenses	(41)	5+6+7+8+9+6
Admin Expenses	(153)	23+24+25+26+27+28
Credit card charges	 (12.15)	1,350 x 30% x 3%                                        
Operating profit	266.35 	427.5-41-153-12.15
Interest payable	   (6)	6 months x 4,000 x 25%
Profit for the period	260 	


Discussion of calculations
Stock budget estimates
A stock budget was calculated for six months between 1 June and 30 November for Blue Thread Ltd upon request of the company’s senior management. On the 1st of June the stock opening balance was £90,000 and the company bought £150,000 of goods. Counting with a gross profit margin of 35%, the cost of products sold was £130,000 and the business closed the month with £110,000 of stock. In the coming months, the firm is planning to purchase more and more clothing stock, except September when the purchased stock was a bit lower compared to other months, and considering the cost of items sold the closing stock balance would be £302,500 by the end of November (Table 1). The inventory budget calculations show a strongly positive increase in stock level far exceeding the minimum target of £40,000 which indicates that the store chain purchases more stock than can sell. As a result, the company should boost sales by new marketing strategies or get less stock to improve cash flow.
Cash budget evaluation
The cash budget calculated for the same period shows a nearly consistent increase in net sales from £198,200 to £248,000 except July when the company reached an eminent vending performance of £238,000. Cash payments consist of monthly administrative and selling expenses, one-time taxation of £15,000 and equal monthly interest payments of £1,000, bank loan instalments of £4,000 each month, stock purchases and 3 months of store refurbishment. Selling expenses are relatively low (∑ £41,000) but the administration costs excluding the monthly depreciation charge of £6,000 are somewhat high (∑ £117,000) for the investigated period (Table 2). 
High administration cost negatively influences business profit therefore, management should review how to save on it. Cutler (2020) for example highlights the importance of applying technology rather than manual methods and creating uniform rules in communication when performing administrative tasks. These key factors significantly decrease their cost. Managers could also make staffing expenses optimal by regulating schedules or decreasing overtime.
As mentioned before, Blue Thread Ltd was in a negative opening balance of £25,000 at the beginning of June which becomes even worse by the end of the month (minus £36,000). Even though the cash balance improves and goes positive already by the next month, due to store refurbishments in June, July and August it turns into deficit again lasting by the end of September. However, the closing balance can be still improved in six month and the company can achieve a good positive cash balance of £24,000 by 30 November (Table 2) and will fulfil the bank’s requirement.
The company’s one-time taxation payment in August and the 3 months of summer store renovation costs make a significant burden on cash flow. The firm could claim for spreading the tax disbursement over a few months or postpone some refurbishment on its premises especially in August when the biggest financial pressure occurs in the budget still having a negative impact on September cash balance.
Budgeted Profit and Loss Account interpretation
The budgeted Profit and Loss Account calculated between 1 June and 30 November shows sales of £1,350,000 produced by the 10 shops of the store chain. The six-month statement reveals a gross profit of £472,500 and an operating profit of £266,350. Despite of the business started with a negative cash balance in June, it can achieve some profit of £260,000 within the requested period of six months (Table 3).
The store chain is only awaiting a profit of £260,000 from total sales of £1,350,000 in half a year which is quite low considering that it is produced by 10 shops. The cost of goods sold (65% of sales) is quite high which has a significant effect on business profitability together with high administrative costs. The company could increase its profit margins while boosting sales too to achieve better financial performance. According to Markel (2025) increasing prices is understandably not the most popular way for increasing profit amongst customers but a little bit of raise can enhance revenue and still will not deter buyers. The article also highlights the efficiency of brand marketing and advertising as well as offering promotions, upselling products or cross-selling related items to consumers.

Key elements for effective budgeting
Business goal clarity
A budget prepared for a company should express its main goals like enhancing sales or clearing a bank overdraft in six months as in the case of Blue Thread Ltd. The cash budget calculated for the firm (Table 2) clearly shows the improvement of cash flow and the elimination of the overdraft. Alhasnawi et al. (2023) negotiates the importance of budget goal clarity in their research as it positively influences managerial success in reaching corporate goals. However, budget targets must be reasonable and flexible either as difficult-to-achieve targets can lead to unethical managerial behaviour at companies (Fukushima and Yamada, 2024).
Executives support
Senior managers must actively review and modify the budget if necessary to keep it in balance, for example by regularly overviewing it. According to Musiega et al.’s (2023) academic case study, low budget monitoring puts a risk on organisational effectiveness by enervating the successful application of budget formulation and implementing the budget cycle. It also restricts evidence-based decision making by undermining the feedback process which could be gained through active monitoring. Therefore, effectively keeping an eye on the budget actuality is essential in business success. Additionally, the authors make recommendations how this can be reached. The organisation should support individuals to take part in budgeting processes and make steps to keep business performance and fiscal accountability in balance.
Accurate budget forecasting
Sales and expenses should be managed on actual and trustworthy data. Applying previous sales dataset and market tendencies can ensure precise forecasting. Okeke et al. (2024) made a detailed analysis on strategic budget preparation and revenue management that are two significant elements of appropriate forecasting for businesses to stay financially stable. Strategic budgeting essentially contributes to the alignment of economic plans with business objectives, risk minimalisation and adaptation to market fluctuations. 
Bassey (2023) highlights the importance of using digital tools including financial and accounting systems as well as specialised, cost-effective forecasting tools to increase enterprises’ financial projection competence. Odonkor et al. (2024) points out too that financial software is crucial in smooth-running budgeting and yield management processes. Furthermore, accounting software ensures effective budget monitoring for companies. Capability for making cash flow, revenue statements and balance sheets visible by accounting digital systems is vital in controlling budgets foresightfully as it assists ventures to spot differences between planned and real financial performance (Ige et al., 2024).
Flexibility
The budget should be flexible and allow adjustments in case of business or market conditions change. For instance, if sales suddenly drop compared to the planned or an unexpected expense arises due to an unforeseen event, the budget should allow for changes like cost cutting but carefully to maintain quality and customer satisfaction.
O’Brian (2022) explains that using rolling budgets instead of the out-of-date fixed ones enable businesses to manage change. Flexible budgeting lets companies amend the expenses all year round benefiting from less overspending, reaching out more opportunities and being able to react faster to varying market conditions. Overall, flexible budgeting, careful planning, active monitoring and efficient performance management are significant factors in providing resilience to entrepreneurs in this rapidly changing economy (Bracci and Tallaki, 2021).
In turn, some disadvantages also emerge in flexible budget preparation. It is time-consuming and needs permanent monitoring. In everyday business life, flexible planning can be limited in some steps like preparing and adjusting plans each week of a monthly budget (Taneja et al., 2023).

Traditional budgeting
Inflexibility
Over the past years, traditional budgeting has been received a lot of critique due to its rigidity when it comes to a quick respond to business challenges (Cardoş, 2014). Even though, traditional budgeting was found inflexible and resource consuming by many scientific researchers, an empirical Czech case study showed that small corrections implemented in the budget do not influence radically the whole process and it remains effective (Dokulil et al., 2022). 
The main disadvantage of traditional budgeting is its lack of flexibility focusing on fixed budgeting strategy and so, not able to accommodate the ever-changing business environment (Aziz, 2023). As a result, companies have a strong demand for flexible approaches like using rolling budgets which are revised monthly or quarterly instead of annually. A recent study of Bhimani et al. (2025) revealed that 75% of 380 surveyed UK and Australian enterprises consider both budgeting techniques equally important and use them combined. Furthermore, only the third of the companies apply rolling budgets mainly for planning and control purposes.
Resource-consuming
Building a traditional, annual budget requires lots of time and intensive labour particularly if a company needs multiple budget adjustments. Though, the process can be shortened if the employees are familiar with budget preparation and the business uses budgeting software (Nguyen and Lee, 2021).
On the other hand, Bugnariu (2021) describes that preparing flexible budgets need more time than preparing traditional, static ones and presents some optimisation strategies on how to modify flexible budget parameters to save time such as the “bottom-up approach” or the “top-down approach”. 
Cost Cutting
Traditional budgeting is centred around cost cutting strategy and allocating resources effectively rather than creating value, innovation and business growth (Sonjaya, 2024). 

Conclusion
Blue Thread Ltd is facing many challenges over the next six months based on the cash budget and stock budget calculations. 
First, the company has a bank overdraft of £25,000 which should be eliminated by the end of October at the bank’s request. The cash budget evaluation shows that the firm will successfully meet this requirement.
Secondly, the store chain intends to keep a minimum stock level of £40,000 but the stock budget estimations indicate that inventory levels will be much higher than the planned throughout the investigated period. The management purchases more stock than the shops can sell. As a result, the company should boost sales by new marketing strategies or buy less stock to improve cash flow.
Third, the company is planning to spend £36,000 on renovating its shops in June, July and August which would make a significant burden on cash flow. Therefore, management should postpone some refurbishment on the company’s premises especially in August when the biggest financial pressure occurs in the budget.
Then, the calculated budget reflects high administration cost which negatively influences the business profit. Thus, managers should review how to save on it e.g. by making staffing expenses optimal by regulating schedules or decreasing overtime. The cost of goods sold (65% of sales) is high which has a significant effect on business profitability together with high administrative costs. The company could increase its profit margins while boosting sales too to achieve better financial performance.
Additionally, the company needs to make sure of using flexible budgets combined with traditional budgeting, careful planning, active monitoring and efficient performance management to navigate successfully and respond fast to present-day dynamic business climate, and to reach out more opportunities and efficiently innovate for business growth.
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