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Executive Summary

This report presents the importance of management accounting trough a budgeting exercise, its analysis and decision that management of an organisation can make based on the forecast. The example we have in this report is the organisation Blue Thread Ltd, a company that sales high-quality clothing. We also find in this report analyses the condition that an organisation should present for budgeting system and to be implemented successfully, also for management when introducing these systems.  And there is presented the budgetary control system and types of budgets, such as the incremental budgeting system, the zero-based-budgeting (ZBB) and the beyond budgeting system. These are alternatives budgeting system that emerged over time, as the traditional budgeting system were found to be not useful for today’s business environment. The report shows at the end analysis of the traditional approaches to the budgeting, their challenge and the reasons why the new system has to be implemented by an organisation in order to survive in today’s competitive environment.
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Introduction 
Accounting is a language that communicates economic information to various parties (known as stakeholders) who have an interest in the organization. Stakeholders fall into several groups (e.g. managers, shareholders and potential investors, employees, suppliers and customers, creditors and the government) and each of these groups has its own requirements for information. (Drury, 2020, p5). Accounting and financial information are extremely important for any organisation or household and for the government, as they can be used when making decisions and setting the way forward (Dyson, 2020). Accounting concepts are the principles underpinning the preparation of accounting information relating to the ethical rules, boundary rules, and recording and measurement rules of accounting. Ethical rules, or principles, are to do with limiting the amount of judgement (or indeed creativity) that may be used in the reporting of financial information. Boundary rules are to do with which types of data, and the amounts of each, that should be held by organisations, and which elements of financial information should be reported. Recording and measurement rules of accounting relate to how the different types of data should be recorded and measured by the organisation. (Davies, 2011, p9).                                                                                         
Budgeting is a process that an organisation can create financial plans and income review for every year. Budgeting helps an organisation to identify funds for its operational cost, salaries, or cost of marketing. Budgeting are critical tools for an organisation, which the tool helps an organisation to understand what they can plan for future or monitor performance. So, they can achieve their objectives more effectively. A budgeting system it provides a structured informal framework for managing financial resources and help to align operational activities with the organisation goals. The importance of budgeting in an organisation can varies from different perspective: strategic planning, financial management, decision making and evaluation, performance improvements, efficient resource usage, corporate governance and internal control.  Management accounting presents information measuring the achievement of the objectives of an organisation and appraising the conduct of its internal affairs in that process. In order that further action can be taken, based on this information, the accountability concept makes it necessary at all times to identify the responsibilities and key results of individuals within the organisation. (Davies, 2011, p359).
The English word budget is derived from the Latin word “bulga” meaning a leather bag or knapsack used for carrying supplies of food. Later, budget was extended to mean not merely the container but also the thing it contained. The budget began in England. As early as 1760, the Chancellor of the Exchequer presented the national budget to Parliament at the beginning of each fiscal year. The purpose was to check the king’s power to levy burdensome taxes and control spending of money by public officials. In 1837 the budget was made effective by the Reform Act. (Jonathan, 2024)
Blue Thread Ltd is a company that sells high-quality clothing with a chain of 10 stores. At the beginning of June, the business had an overdraft of £25,000, and the bank requested to be eliminated by the end of November. A stock budget and a cash budget for six months and a profit and loss, are described below.




Main Findings

Blue Thread Ltd Six Months Stock Budget 

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	188	205	256
Stock purchased	150 	180  	190 	160 	200 	210 
	240 	290  	324 	348 	405 	466
Cost of Stock sold						
(60% of sales)	(130)	(156)	(136)	(143)	(149)	(162)
Therefore, Closing stock	110   	134   	188     	205 	256 	304 


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 		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)	1 	47 	(28) 	 (19)	33 	15 
Opening balance	(25) 	(24) 	 23	(5) 	(14) 	19 
Closing balance	(24) 	23 	(5) 	(14) 	19 	34


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	(878)	therefore 1,350x65%
Gross profit	473   	 35% X 1,350                                    
Selling expenses	(43)	 6+7+8+9+6+7
Admin Expenses	(153)	 23+24+25+26+27+28
Credit card charges	 (12)	 1,350 x 30% x 3%                                     
Operating profit	265 	  
Interest payable	   (6)	  6 (Months) x 4000 x 25%                                      
Profit for the period	259 	

The Problem and indication of Blue Thread Ltd.
Blue Thread had an overdraft of £25,000 at the beginning of June, and the bank asked for this to be cleared by the end of November. By looking at the budgeting forecast, not just the overdraft was cleared but also, they had left of £9,000. The business could improve the closing balance by trying to cut the cost from shop refurbishment by at least 25% so that then they can have another £9,000 extra so they can overcome the time when there are not enough sales. The good thing is that the company had a positive closing balance. But they could improve the closing balance by cutting the cost for the shop refurbishment, also they could have renegotiated with the bank so that they can reduce the bank loan in the months of June and August when the sales are dropped and then they could increase the closing balance. Management team should look at different ways of reducing costs and improve the closing balance so they can be covered the cost for the months that the sales are dropped. Or renegotiate contracts whit different stock providers and try to cut the cost of administration stock. Clothing retailing revenue is forecast to fall at a compound annual rate of 0.8% over the five years through 2024-25 to £47.3 billion. This decline predominantly stems from weak performance in 2020-21 thanks to the pandemic. Since then, clothing sales have been propped up by the dramatic increase in photos and videos posted online; strong demand for fast, affordable fashion; and the introduction of credit and financing services like buy-now-pay-later platforms, which have allowed consumers to better manage their budgets and splash the cash on new clothes. (Gaetana Mak, 2025). As a big company as Blue Thread Ltd by having 10 stores they should implement an online store for each location they got and by doing so they might increase the profit. Also, by having online store will bring more opportunities to more sales in those months (June and August) when there are not many sales. They can reduce the cost of producing more stock by when the stock is low increase the price and sell less products for more and then there can be an increase in profit and selling less stock. If they do so, then cost of bills will be deducted and cost of labouring. Managers should also renegotiate the credit card charges for the period that is lack of sales only from 3% to 2% for the June and August and then they might be able to increase the profit by cutting the charges and other expenses. Depending on these factors and on the card used, processing fees can range from 1% to 4%. At the top end, the credit card company can be taking a large part of your bottom line away, and when margins are tight these fees can mean the difference between enjoying a profit or slipping into the red. (Goldwins, 2025). The decision of a manager is making impact in many departments in an organisation such as: Marketing, Production, research development, financial. If there is no communication to the managers about the budget is available, the decision that a manager may take it could affect the organisation. (Drury, 2020). For example, Blue Thread managers may decide to expand the business and open another store, and then the profit will be dropped, and by the time the shop will be up and running will be already gone the profit of the company for a big mistake such as that. Budget stock information is extremely important in an organisation. It offers you control over the stock is owned by the organisation and helps managers to take the right decision for the business. Also, by having the stock budget a business can become more profitable by track the spending and having more control over the spending. The stock reduces the cashflow, or the lack of stock may decrease the number of your customer as you do not meet the customer needs. There are benefits by having stock management: stock management help you to can save money. less stock means less inventory costs and keeping the right amount of stock prevents the products from becoming obsolete); they improve cash flow and keeps customers satisfied (Jenkins, 2020). Blue Threads should adopt the following in order to manage cash effectively and ensure that the have the right reserve in cash liquidity in case of needs to be cover in the months that are less sales. No matter the size of your company or the industry you’re working in, managing cash is a key ingredient in running a successful business. Beyond ensuring that you have enough money to cover your costs and fund your operations, cash management can play an essential role in growing your company and setting you up for a successful future. (Angelena, 2024).

Budgeting and budgetary controls
These budgets are initially prepared at the departmental/responsibility centre level (i.e. a unit or department within an organization where a manager is held responsible for performance) and merged together into a single unifying statement for the organization as a whole that specifies the organization’s expectations for future periods. This statement is known as a master budget and consists of budgeted profit and cash flow statements. The budgeting process communicates to everyone in the organization the part that they are expected to play in implementing management’s decisions. ( Drury, 2020, p10). Budgetary control systems can have positive or negative influences on managers, or they could react to them with indifference. If managers react favourably, then the budgets they create are likely to be correct and relevant. However, if managers are not invested in creating accurate budgets, they might prepare budgets that are inaccurate or irrelevant. Both managers and subordinates become more productive when their personal goals align with the goals of the organisation (Simons, 2019). For a budgetary system to work should be present the following elements.
-Should have clear objective and strategies, budget must be aligned with the profit goals. 
-Involve manager in budgeting process and try to achieve the targets.
-Consultation- managers should be there when the budget is created and installing a control system
-Independence – managers should be given the opportunity to choose their own budgets.
-Communication and regular feedback- regular updates and keep communicate a clear information may result success
-Non- disciplinary – budgetary should not be used as a disciplinary tool to discipline the managers for any variances, unless that the variances are used without negligence, this system should be use to analyse why variances happened.
-Resistance to change – employees might fear the new measures and might not understand how they could affect their jobs. They might also feel like they are under scrutiny and that they are given too much responsibility. Managers must communicate and explain the changes to the staff, they must provide training and involve the employees in the development and implementation process (Lawrence, 2023).
- Information sharing and collaboration – in order to have effective budgetary controls, all departments within an organisation need to share information accurately and in a timely manner, otherwise collaboration can be hindered. Management should encourage a culture of openness and collaboration. Building trust and a sense of responsibility can help achieve budgetary goals. According to Marr (2012), managers really need to pay attention to KPIs to see if their companies on track.  Without them, decision-making would be chaos.  Business ratios are also key – they set targets and help with strategic planning, which is super important in this ever-changing business world.  Getting all the managers to understand them makes departments work better together (Walsh, 2008).

Evaluation of traditional approaches to budgeting
Many businesses try to change constantly as there is huge competition, especially in economic conditions, customer needs, competitors. The budget management information should be flexible enough in order to get the necessary data as there needs to be taken a decision in any organisation. The changes appeared in the past three decades: intensified competition led to lower prices, higher quality and more choices, new technologies (Seal, et al., 2019). Other changes that have occurred are the growth of the service sector, the emergence of new industries, the growth of e-commerce, product innovation, the growth of outsourcing. All these changes pose huge challenges for the management accountant (Atrill & McLaney, 2021). Budgeting encourages managers to plan ahead, but there is always a criticism in budgeting becoming a mechanical exercise. Managers don’t have enough time to create and analyse budgets. Some believe that many of the problems can be solved by better budgeting systems such as activity-based budgeting and zero-based budgeting, while others believe that a more radical solution is needed (Atrill & McLaney, 2021). Traditional budgeting might be incremental budgeting or zero- based budgeting (ZBB), there is limitation when it comes to the allocation of cost and resources. The incremental budgeting is a system that allows to make slightly changes in a budget, the new budget can be higher or lower than the original one. And previous budget will be use for the starting in the next year. Some organisations might benefit from this type of budgeting, because they have funds, and they can handle minor fluctuations. The advantage of using this system in an organisation is that it is easy to use, it doesn’t require to make complicate calculations, and there is continuous funding. Also, the budget is stable as every department has the same amount allocated. There is criticism in order for these systems as there might be overspread the funds as the funds are available to managers to use. Also, another criticism can be found is that the budgeting can be lead to building a lower revenue growth with higher expenses growth. The estimated budget could also be different from the actual budget. It can also promote a non-innovative mindset, by being overly focused on cutting costs (ACCA Global, 2024). The zero-based budgeting appears in 1960’s. with this kind of budgeting the budget starts from zero, unlikely to incremental budgeting which it always uses the last year budget for next year staring budget. This type of system tries to allocate budget only for the parts that business needs the most. Managers has to explain why they are needing the allocation always they need to justify their activity and decision in order to get the allocation. If they cannot justify, then they will not get the allocations. There are many benefits with ZBB since every year starts from zero, and all activities will be analyse and if there is one that is wasteful then its removed. It also helps managers to be more critical constantly, they ask more question regarding is there is any benefits if the take certain decision, and it increase the employee’s motivation. It may also take in consideration if there is to take any changes in the organisation. But the downside of this is; that managers might not be skilled enough in order to make their own correct decision, and to train managers will be cost effective. The ZBB system is not appropriate for a large organisation, with a large scale of activities as there it will be needed a large amount of paper works and paper will not be easily managed. Also, this kind of system is difficult to implement as there it needs to be taken to many decisions in order to create the activities. Which managers are known that they don’t have a lot of spare time. Another alternative to traditional budgeting is, the Beyond Conventional Budgeting. With this system rolling budgets and KPI’s such as market share, customer satisfaction and innovation. This model promotes participative approach to managing the business as the opposite to the traditional hierarchical structure. It also encourages employees to have more attitude as there is a reward linked to the targets based on improvements rather than meeting the budget. While the traditional model has fixed targets, the ‘Beyond Conventional Budgeting’ promotes stretch targets that can be adapted (ACCA Global, 2024). The advantages of this system are: flexibility and responsiveness to changes, which it help the organisation to adapt much more quickly to the market and customers needs. It focuses on strategic objectives and term goals and offer enhanced accountability, which can lead to increased ownership of performance targets and gather motivation to archive the results needed. It also helps to improve the decision making. Some disadvantages are: the lack of predictability. Budgetary system, they are essential for planning and control, also present the challenges the budget is facing. A not clear or inaccurate budget they are time consuming for management team as they can results to inflexibility, as they focus more on results and forecast. Addressing these challenges requires organisations to adopt a more dynamic, adaptive approach to budgeting that embraces flexibility, transparency and alignment with strategic goals. By leveraging technology, fostering collaboration and promoting a culture of continuous improvement, organisations can enhance the effectiveness of their budgetary systems and achieve better financial outcomes (Malina, 2018).









  




Conclusion 

      Budgetary systems are indispensable tools for organisations seeking to achieve financial discipline, strategic alignment performance improvement, and informed decision-making. By integrating budgeting processes into their overall management practices, organisations can enhance their ability to plan, allocate resources, monitor performance and ultimately achieve their desired outcomes (Jayalakshmi, et al., 2023).
      The traditional budgeting systems have been heavily criticised because they encourage rigid planning and incremental thinking (a ‘last year plus x’ approach), it is time consuming for managers and it ignores key drivers like innovation, developing new products and markets (Drury, 2020). Traditional budgeting systems cannot deal with rapid change, they encourage a ‘top-down’ management style, protect rather than lower costs and they promote ‘sharp’ practice among managers (lower sales targets in order to hit targets) (Liyanage, 2021). The criticism of the traditional budgeting systems started in the 1990’s because of the following reasons: business numbers do not stop at the end of the year; annual budgets can become irrelevant or out of date even three months after they are created, and they can promote gaming targets. Because of all these reasons, organisations started to employ alternative systems, such as the ‘beyond budgeting’ system (Richard, 2023).
       Budgeting systems are critical parts of the finance function of organisations. When combined with more flexible and new techniques, organisations can ensure that their cash and investments are managed correctly and they can prevent the collapse of businesses during financial crisis (Seal, et al., 2018). The Blue Thread Ltd case analysis shows the six months forecast  it will help management team to understand if there needs more improvements in the budget as there is always something to improve the profit but the management team need the accurate information and to be communicate in time as management has to take action and analyse the earning in which months can be more or less sales. As we can see the goal of Blue Thread Ltd was to eliminate the overdraft of £25,000 by the end of November, they did eliminate the overdraft but as we can see from the forecast there is in some months lack of sales and they need to take actions for these moths so that they can increase the profitability.
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