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[bookmark: _Toc192604520]Introduction
Budgeting is a vital financial management method in which a business can appropriately prepare, allot resources and keep permanent durability. The financial position of Blue Thread Ltd for 30 November is assessed based on the stock budget, cash budget and profit and loss account for the six months ending 30 November. Overall it is intended to find out and review the financial condition of the company and suggest ideal strategies for financial stability.
The effectiveness of cost controls and forecasting by using a well-structured budgeting system and the connection of financial goals to a company’s operational strategy are the benefits of a good budgeting system. However, a lack of effective budget management can contribute to liquidity restraints, unplanned shortfalls and suboptimal decision-making for the business. More specifically, this report covers why budgeting is thought effective conditions for it, budgetary control, some behavioural aspects of budgetary control and the assessment of traditional budgeting in a rapidly changing environment of activities.


[bookmark: _Toc192604521](a) Prepared Budget 
Preparation of Stock Budget for 6 months to 30th November
[bookmark: _Toc192604488]Table 1: Stock Budget for 6 Months to 30th November (Source: Author)
	Stock Budget for 6 months 

	Month
	Opening Stock (£000)
	Purchases (£000)
	Cost of Sales (£000) (65% of Sales)
	Closing Stock (£000)

	June
	90.00
	150.00
	130.00
	110.00

	July
	110.00
	180.00
	156.00
	134.00

	August
	134.00
	190.00
	136.50
	187.50

	September
	156.00
	160.00
	143.00
	173.00

	October
	173.00
	200.00
	149.50
	223.50

	November
	223.00
	210.00
	162.50
	270.50



Preparation of Cash Budget to 30th November
[bookmark: _Toc192604489]Table 2: Cash Budget for 6 Months to 30th November (Source: Author)
	Cash Budget for 6 Months 

	Month
	Opening Cash (£000)
	Sales Income (£000)
	Payments (£000) (wn1)
	Net Cash Flow (£000)
	Closing Cash (£000) 

	June
	25
	200
	215.8
	-15.8
	9.2

	July
	9.2
	240
	196.16
	43.84
	53.04

	August
	53.04
	210
	246.89
	-36.89
	16.15

	September
	16.15
	220
	229.98
	-9.98
	6.17

	October
	6.17
	230
	202.07
	27.93
	34.1

	November
	34.1
	250
	240.25
	9.75
	43.85



Working Note 1
[bookmark: _Toc192604490]Table 3: Breakdown of Total Payment for 6 Months (Source: Author)
	Total Payment 
	June (£000)
	July (£000)
	August (£000)
	September (£000)
	October (£000) 
	November (£000)

	Stock Purchase (One Month Delay)
	  170.00 
	150.00 
	180.00 
	   190.00 
	 160.00 
	 200.00 

	Administrative Expense 
	           23.00 
	24.00 
	 25.00 
	26.00 
	 27.00 
	 28.00 

	Selling Expense (Paid one month following)
	 5.00 
	 6.00 
	 7.00 
	  8.00 
	 9.00 
	 6.00 

	Loan Installment 
	 3.00 
	 3.00 
	 3.00 
	 3.00 
	 3.00 
	 3.00 

	Tax Payment 
	 
	 
	 15.00 
	 
	 
	 

	Interest Payment 
	1.00 
	 1.00 
	 1.00 
	 1.00 
	 1.00 
	 1.00 

	Store Refurbishment 
	12.00 
	 10.00 
	 14.00 
	 
	 
	 

	Credit Card Charges (3% of sales credit)
	 1.80 
	 2.16 
	 1.89 
	1.98 
	 2.07 
	 2.25 

	Total Payment 
	 215.80 
	 196.16 
	246.89 
	229.98 
	 202.07 
	 240.25 



Preparation of Budgeted Profit and Loss Statement 
[bookmark: _Toc192604491]Table 4: Budgeted Profit and Loss for 6 Months (Source: Author)
	Budgeted Profit & Loss Account 

	Category
	Amount (£000)

	Sales Revenue
	1350

	Less: Cost of Sales (65% of Sales)
	877.50

	Gross Profit (35% of Sales)
	472.50

	Less: Expenses
	 

	– Administration Expenses
	153

	– Selling Expenses
	41

	– Loan Interest (1K × 6 months)
	6

	– Tax Payment (August)
	15

	– Credit Card Charges (12.3)
	12.15

	– Store Refurbishment
	36

	Total Expenses
	263.15

	Net Operating Profit
	209.35





[bookmark: _Toc192604522](b) Analysis of Financial Challenges and Recommended Actions
[bookmark: _Toc192604523]Identified Financial Challenges
Several key issues have been identified based on the financial projections of Blue Thread Ltd.
Negative Cash Flow and Persistent Overdraft
With a £25,000 overdraft, Blue Thread Ltd starts the six months having spent a high amount and built up stock levels. By November the overdraft had reached £32,000 and had not yet been reduced to zero as required by the bank. The risk to the financials is serious, as an overdraft that is growing can affect creditworthiness and consequently restrict the ability to use future credit.
Excessive Stock Accumulation
By November the company’s stock levels are £270,000 above the minimum £40,000. It takes up a lot of cash resources which could then be used for operational expenses or debt repayment. High stock levels also carry risks as high holding costs that may lead to inventory obsolescence and the loss of the possibility of profit if the demand fluctuates unexpectedly (Drury, 2021).
High Store Refurbishment Costs
Ribtec incurs £36,000 in refurbishment costs over the three months (June to August) and also incurs £12,000 in wages one month later over the three months for clearances. The short-term effect of refurbishment is bad for liquidity but long-term sales are increased. As the company, conventionally speaking, will not be spending money on expenditures that will not be repaid, monetary capital expenditures may restrict the company’s capability to satisfy other interests, such as obligation repayments and service providers repayments.
Fixed Loan Repayments Affecting Liquidity
Another source of stress is that monthly loan repayment is £4,000 and £1,000 of that goes towards interest. Again, since loan payments are non-negotiable fixed commitments, they reduce the financial flexibility of the company and restrict its ability to absorb unexpected spending or capitalise on new investment opportunities.
Impact of Credit Card Charges on Revenue
Credit card sales make up a large chunk (30%) of revenue sales, which is charged a 3% processing fee and results in a total deduction of £12,300 for six months. These charges result in a reduction in net sales revenue and profitability. This also increases transaction costs as compared to direct bank payments since it relies on third-party payment processing.
[bookmark: _Toc192604524]Recommended Management Actions
Strategic measures to address the financial problem leading to the issues afflicting Blue Thread Ltd are as follows as per Bahodirovich, and To’rayevna, (2025).
Better Stock Purchases and Inventory Turnover
To minimise the excess inventory, the company should purchase stock according to the actual sales. To accomplish this, just-in-time (JIT) inventory management can be used to optimise stock levels, eliminate holding costs, freeing cash for other business needs.
Delay or Scale down Store Refurbishment.
Also, given the company’s poor liquidity situation, non-essential refurbishments should be deferred as per Palonyi, and Zienov, (2025). Refurbishments can likewise be interfaced in a more drawn-out period, lessening the prompt cash outflow.
The lenders to Blue Thread Ltd should be permitted by it to restructure loan repayments. There are ways to at least reduce monthly installments, extend the loan term or temporarily put the loan on an interest only to ease cash flow pressure.
Encourage Alternative Payment Methods
Bank transfers or direct debit payments should be promoted by the company to decrease card-based transactions and associated fees as per Anindya, and Irawan, (2025). Discounting the cost of direct payment could induce customers to make payments using cheap payment methods.
Consider Short-Term Financing Solutions
In case of a cash flow gap, the company may opt to use short-term financing options like a working capital loan or extension of supplier credit to bridge the gap while implementing corrective measures.


[bookmark: _Toc192604525](c) Conditions for Successful Budgeting and Budgetary Control
To have an effective budgeting and budgetary control system many conditions must be met for financial discipline, alignment with strategic objectives and operational efficiency by Vasylevska, et al. (2024). Organisations with a good budgeting system can take care of how resources are used, how much is being spent etc., in other words, they can correct course should there be any changes in business situations. Here are the eight main conditions for completing budgeting and budgetary control:
[bookmark: _Toc192604526]Alignment with Organisational Goals
The company’s strategic objectives should be closely integrated into a budgeting system. With a well-allied budget, financial planning will unswervingly contribute to overall business growth, invention and long-term sustainability according to Schmidt, (2024). If organisational priorities are in the budgets, then budgets are a key decision and resource allocation tool.
Resource Allocation: Aims to ensure that funds are allocated to specific needs like expansion, and R&D and this helps in the operational improvements.
Long-Term Sustainability: A strong budget framework ensures and seizes the long-term sustainability of business activities by avoiding short-term financial decisions that may become detrimental to the business operations in the future as per Nguyen, (2024).
Departmental Coordination: Budgeting process, all the departments should partake in the budgeting process to ensure that their financial needs line up with the organisation’s goals.
[bookmark: _Toc192604527]Comprehensive and Realistic Budgeting
A comprehensive and realistic budget (i.e. represented by credible assumptions and data) is what is required for effective budgets. Budgets become unreliable which leads to mismanagement of finances, inefficiencies and missed targets.
Using Historical Data: The data of previous years have helped us in planning accurate budgeting.
Market Trends and Forecasting: External market conditions, competitor analysis and economic indicators should be seen.
Budget Scenarios: Using multiple scenarios to plan the budget shows organisations how to respond to different financial situations, for example when the economy falls or increases rapidly.
[bookmark: _Toc192604528]Effective Monitoring and Variance Analysis
Static budget documents should not exist; budgets should be active financial 'tools' that are reviewed and revised regularly to remain current and efficient.
Variance Analysis: This includes making comparisons between actuals and budgeted figures to notice any inconsistencies or deviations from the budget and propose measures of corrections.
KPIs: This helps in tracking the effectiveness of the budget by management and making data-driven decisions.
[bookmark: _Toc192604529]Flexibility to Adapt to Market Changes
Traditional budgeting is inflexible: Therefore, the budgeting systems must support periodic revisions and adjustments for changing market conditions.
Rolling Budgets: Instead of sticking to one annual budget with no variation, what counts as the budget is based on the data relevant to the time and the latest financial and economic trends.
Agility in Decision-Making: Because a flexible budgeting system is flexible in the changes it makes, it can react quickly to unexpected occurrences: changes in the supply chain, and shifts in consumer demand.
Technology Integration: Contemporary budgeting software can aid with energetic financial planning by providing real-time data and prognostic analytics.
[bookmark: _Toc192604530]Behavioural Factors in Budget Implementation
It is important to have technical budgeting accuracy, but the implementation of the human aspect is also equally important. However, organisational behaviour, employee motivation and management strategies are crucial in ensuring that the budget succeeds. The following should also be considered concerning behavioural factors.
Employee Involvement and Accountability
The flexibility offered by technology-based programs should be used to engage employees in budgeting, encouraging them to be aware of objectives and finance targets and have a feeling of impressionability regarding the performance of finance (Oriji, and Joel, 2024).
Engaging in decision-making: to a great extent, the greater the number of people involved in the process and the higher the level, the greater the commitment to budgetary disciplines and the lesser the resistance to budget limits.
Accountability: Roles and responsibilities are clearly defined throughout the budget and the budget targets are met at all levels of the organisation as per Mamatkulov, and Toshtemirov, (2024).
Finance & operations: Budgeting is not a domain solely of finance, operations and finance have to work hand in glove.
Avoidance of Budgetary Slack
Budgetary slack occurs when managers mistakenly make their expenses more than revenue so that their performance targets are easier to meet. Inadequacies and misapplied resources are a consequence of this as per Machmud, et al. (2022).
Budget Padding Minimisation: Making sure that all the assumptions are justified, and data-driven can reduce the use of budget padding.
Performance-Based Evaluations: It should be provided to managers for financial efficiency rather than achieving set artificially low targets by Rédaction, (2023).
Internal Audits and Controls: Steady audits can discover and prevent budgetary limp, and help for predictions that will remain realistic.
Effective Communication of Budget Objectives
A deficiency of clear communication in an organisation can abolish budgeting achievement. Financial goals should be understood as well as how employees are involved in the accomplishment of as per Baya, (2023).
Clear Guidelines and Reporting Structures: Forming transparent financial reporting mechanisms delivers clear rules and reporting structures and it will make employees conscious of the prospects and performance measures.
Financial and Training Literacy: On one hand, educating employees about budgeting concepts can better lead employees to stick to financial plans as per ‌Matsoso, Nyathi, and Nakpodia, (2021).
Feedback mechanism: Open communication channels provide an opportunity for employees to discuss matters concerning constrained budgets or provide ideas regarding how to improve employees’ salaries.
Linking Budgets to Performance Incentives
In the case of a well-organised budgeting system, the performance of the employee should be linked to financial performance for the incentives and rewards.
Performance-Based Bonuses: Strong recognition and rewards should be given to employees or departments that do such as manage budgets and cut costs well.
Budget Efficiency: Encouraging teams to employ creativity to cut costs without dropping in quality is a way of boosting budget efficiency as given by Management Concepts, (2025).
Industry Standards Benchmark: it can compare one’s performance with industry standards to set realistic but challenging financial targets that enhance competitiveness and efficiency.
[bookmark: _Toc192604531](d) Evaluation of Traditional Budgeting in a Dynamic Business Environment
Therefore, traditional budgeting methodology is not effective in a fast-changing business environment. Although they give structure to financial planning, they usually fall short of the flexibility needed in the event markets are changing unpredictably and quickly. This section looks at the strengths and weaknesses of traditional budgeting, imperfections in budgeting, and alternative modern approaches that help to adapt to and improve the processes.
[bookmark: _Toc192604532]Strengths of Traditional Budgeting
Traditional budgeting has been a keystone of financial planning and management aimed at over periods. However, it is limited to certain advantages by Szolno, (2024).
Provides a Structured Financial Framework
A traditional budget is useful for an organisation to make financial footsteps and also make a clear roadmap concerning revenue targets, expenditure limits, or investment priorities.
This meets long-term strategic planning by providing a platform to gain control of resource allocation that departments operate within set financial constraints as given by Taylor, C.R., Afshan, S. and Lawrence, K.L. (2025).
The structured approach allows for comparisons with past data and tracking historic growth as businesses strive to see how they are doing.
Improves Cost Control and Performance Measurement for the business
Financial control is one of the financial functions, and it works as a budgeting provision that controls the expenses against the expected revenue.
Organisations can achieve this by establishing clear financial targets which will allow them to monitor actual performance with budgeted figures and use this analysis to understand how much they overspend or how not fully utilised their resources according to Atoevna, (2025).
Budget variance analysis also paves the way for such corrections before financial problems move out of hand and aid in operational efficiency.
Facilitates Coordination and Communication
Traditional budgeting maintains coordination across departments so that business, as well as financial planning, is harmonious.
Budgets can be used by departments to justify capital and operational expenditures; hence departments have budgets to ask what they will need.
It builds a common financial language for the organisation, which helps in communicating financial expectations to employees and stakeholders Maheshwari, Maheshwari, and Maheshwari, (2021).
Provides Stability and Predictability
Annual stable budgets allow providing some financial stability for businesses and to plan financially for a certain time interval as per Seal, Garrison, and Noreen, (2018).
Structured financial management helps organisations to obtain the confidence of investors, who trust and are willing to fund such organisations.
[bookmark: _Toc192604533]Inherent Flaws in Traditional Budgeting
By definition, traditional budgeting creates structure, but this structure is limiting in highly dynamic and uncertain business environments where normal budgets are of little use:
Lack of Adaptability to Market Changes
In unstable economic periods, static budgets frequently become outdated and later are not very flexible to changes in market, inflation, or technological disturbances as referred by Reynilda, and Renal, (2025).
Traditional budgets can reflect troubles if external factors such as supply chain disturbance or fluctuations in currency happen.
The annual budgeting cycles do not incorporate any unexpected opportunity or risk, hence limiting the manager’s ability to flex as per Maheshwari, Maheshwari, and Maheshwari, (2024).
Time-Consuming and Bureaucratic
It is resource-intensive and slow to plan, collect data, and get approval in the traditional budgeting process.
Preparation of budgets takes businesses months and huge amounts of management time for strategic decisions as given by Ramlall, and Grobbelaar, (2024).
The rigid structure prevents the organisations from continuously improving as more attention is given to achieving predetermined financial targets rather than adapting to the changes in surroundings.
Encourages Short-Term Thinking
Generally, traditional budgets have a tendency to be designed with the aim of cost saving and making sure that there is a short-term performance at least to the disadvantage of innovation and future investments as referred by Sonjaya, (2024).
This may make managers concentrate on achieving their budget targets instead of taking a look at new growth opportunities or investing in research and development.
There may be an employee behavioural tendency to spend it or lose it—the departments use up the entire budget allocation regardless of whether they need it.
Promotes Budgetary Gaming and Manipulation
Additionally, managers in some cases expand expense projections or undervalue revenue predictions so that they meet or surpass targets, which accordingly results in incompetent resource use of resources as per Amajuoyi, Benjamin, and Adeusi, (2024).
An exogenous feature of the organisation may come in the shape of budgetary constraints and this drives competition between departments which results in decreased collaboration, impedes the flow of ideas, and diminishes overall efficiencies.
If employees believe that financial constraints are going to make sound offerings, they will be discouraged from offering ambitious projects (Odonkor, et al. 2024).
[bookmark: _Toc192604534]Modern Budgeting Approaches
In many environments, there’s the move away from traditional budgeting, which is often very rigidly defined and used by many organisations and moving into more flexible, data-driven, dynamic ways of operating. Some of the modern budgeting methods are:
Rolling Budgets – Updated Continuously to Reflect Changing Conditions
Rolling budgets are regulated occasionally which can be monthly or quarterly and are different from static annual budgets as they vary periodically as per the updated financial data and market tendencies as per Okeke, Bakare, and Achumie, (2024).
By decreasing the use of out-of-date assumptions, this method increases forecast accuracy.
By authorizing organisations to budget in a rolling style and retort proactive to economic variations, the rolling budgets make financial planning more sprightly and adaptive (Horner, 2020).
Activity-Based Budgeting (ABB) – Focuses on Cost Drivers and Resource Utilisation
The cost allocation of ABB is a business activity based on traditional cost centers (Erasmus, 2021).
This will help organisations to identify and get rid of non-value-adding activities thus allocating more resources accordingly accaglobal.com, (2025).
Financial planning is synchronised with operational efficiency so that expenditures contribute directly to generating revenue and business growth (Brewer, Garrison, and Noreen, 2022).
Beyond Budgeting Model - Encourages Dispersed Decision-making 
Beyond Budgeting, this approach causes the dropping of fixed budgets of annual amounts and rather adopts an adaptive, flexible management system as per ‌Matějka, Merchant, and O'Grady, (2021).
This enables managers to make real-time financial decisions based on changing market conditions by accaglobal.com, (2025).
Organisations adopting the Beyond Budgeting approach continue to base their activities on key performance indicators (KPI), and business intelligence tools; they have no longer fixed financial targets.
This model not only encourages collaboration but also creativity and innovation, allowing the employees to concentrate on strategic not rigid financial problems.
Zero-Based Budgeting (ZBB) – Justifies Every Expense from Scratch
ZBB does not require money to flow into the current period in incremental steps from the past (as is the case with traditional budgeting) but is instead based on managers justifying all expenses from zero by Datar, and Rajan, (2021).
With this method, there will be no unfeasible spending and each financial decision correlated with business priorities as per Kazar, Mutlu, and Tokdemir, (2023).
Specifically for companies that seek to make drastic cost cuttings without impairing core functions, ZBB is particularly useful.


[bookmark: _Toc192604535]Conclusion
On the face of it, Blue Thread Ltd has large amounts of unexpended cash and faces significant financial problems based entirely on excessive stock accumulation, the high cost of refurbishing stock and cash flow constraints. As it solves these problems, the company will need to undertake strategic cost-cutting measures, improve its inventory management and examine different forms of financing. If cashing up by reducing stock purchases to match future sales demand, and deferring less urgent refurbishment is feasible, this will help ease liquidity pressures. It also allows for better negotiation on installment repayment terms, which is very beneficial to stabilise the financial situation.
However, the company may be unable to change with changing market conditions as it may rely on traditional budgeting methods. Traditional budgets help as a structured framework in which one can achieve finances however they are not flexible enough to adjust to economic variations. Blue Thread Ltd can strengthen its financial resilience through rolling budgets, activity-based budgeting and a beyond-budgeting approach, as it has the capability of making continuous adjustments in the monetary side, and making decisions in line with very good data.
Furthermore, to achieve effective budgetary control, one has to monitor performance regularly, analyse variance, and strengthen the alignment of the financial planning with the business strategy. This will make employees accountable for their budgets and aware of how important they are to the overall budgeting process in the company.
Blue Thread Ltd can improve its responsiveness to market changes as it could adopt a more flexible and adaptive budgeting model, and reduce its costs in terms of efficiency and sustainability in the long run. Proper budgeting plays a role in a company’s budgeting to retain its status as a healthy company as well as being prepared for success in the future.
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