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Executive Summary


The aim of this report is to highlight financial difficulties Blue Thread Ltd., a retailer of premium clothing, is having, including an overdraft of £25,000, which the bank has advised be cleared by the end of November. The directors are looking over strategic measures for the next six months and financial forecasts to help with this. Key financial aspects include stock management, supplier credit terms, gross profit margins, sales taking actions, loan repayments, administrative and sales costs.
Along with a budgeted Profit & Loss Account, this paper shows a six-month ending 30 November stock budget and cash budget. The financial study points up possible problems including liquidity concerns and cash flow shortages and suggests management strategies to help to solve these problems. The paper also addresses behavioural issues with a budgeting system, the necessary circumstances for good budgeting and budgetary control inside an organisation, and a critical assessment of conventional budgeting techniques in a company undergoing fast development.
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Introduction

Blue Thread Ltd. oversees managing a retail network consisting of ten sites that specialise in quality clothes. At the beginning of June, the company was confronted with an overdraft of twenty-five thousand pounds, and the bank had stipulated that the problem would be resolved by the end of November. 
The directors of the company have made the decision to reevaluate their financial plans for the next six months to ensure that their operations will be sustainable and to improve their financial health. This decision was made sense they are now experiencing financial limitations. 
The business operates in accordance with a predetermined financial plan, which stipulates that their stock levels must be maintained at a minimum of forty thousand pounds and that they must provide their suppliers with a credit period of one month. Although thirty percent of customers use credit cards, the corporation levies a transaction fee of three percent. The company's gross profit margin is thirty-five percent, and it receives all its revenues from sales that occur during the same month. In the present moment, the organisation is in the process of repaying a debt that has monthly payments of four thousand pounds, with twenty-five percent of those payments going towards interest. When compared to selling expenses, which are spent in the following month, administrative expenses are immediately removed. This includes depreciation of £6,000 each month. Selling expenses may be compared to administrative expenses. 
The goal of this report is to present an analysis of the financial future of Blue Thread Ltd. by producing a stock budget, a cash budget, and a budgeted Profit and Loss Account for the period ending on November 30. This analysis will be provided throughout the course of this report. In addition to this, it assists in the identification of potential financial problems and offers suggestions for how these difficulties could be managed. 
A critical examination of traditional budgeting practises will be conducted within the context of a changing corporate environment. In conclusion, the study will analyse the essential circumstances for an efficient budgeting system, the behavioural aspects that influence the execution of budgets, and the evaluation of traditional budgeting practises.







1.Main Findings
a. Stock budget:
	June	July	Aug	Sept	Oct	Nov
	£000	£000	£000	£000	£000	£000
						
Opening balance	90 	110	134 	187 	204 	254 
Stock purchased	150 	180  	190 	160 	200 	210 
	240 	290  	324 	347 	404	464 
Cost of Stock sold						
       65% of sales	(130 )	(156 )	( 137 )	(  143)	(150)	( 163 )
Therefore, Closing stock	   110   	   134  	  187    	    204	     254 	    301


b. Cash budget:
	June	July	Aug	Sept	Oct	Nov
	£000	£000	£000	£000	£000	£000
Cash receipts 	Sales net of 0.3x 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)	(11) 	49 	(32) 	(5) 	33 	 15
Opening balance	(25) 	(36) 	13 	(19) 	(24) 	9 
Closing balance	 (36) 	 13	(19) 	(24)	9 	

c. The (accruals-based) budgeted Profit & Loss Account: 
	£000	Calculation
Sales 	1350 	 
Cost of goods sold	   (878 )	therefore  1350x65%
Gross profit	    473	    35%x1350                                   
Selling expenses	(   41    )	 
Admin Expenses	  ( 153   )	 
Credit card charges	 (12.15 )	    1350x30%x3%                                    
Operating profit	266.85 	
Interest payable	  (    6 )	                                         
Profit for the period		

2. Blue Thread issues

The initial concern is that the company's stock levels have increased, reaching £301,000 in November. This indicates that they are holding a substantial amount of inventory, which could tie up cash that could be used for debt repayment or operational expenditures. 
Additionally, we are aware that their policy is to maintain a minimum stock of 40,000 units. However, as evidenced by the fact that they occasionally maintain a stock of £50,000 to £60,000, it is challenging to pay off the overdraft, particularly in August when they were required to pay a taxation charge of £15,000, as well as refurbishment fees from June to July and August. 
We could suggest that they reduce their stock to £30,000 and ensure that they are not holding more than that, as it is evident that they occasionally hold 50,000 to 60,000. 
The business chose to utilise the maximum amount of overdraft, which was £25,000. This resulted in a negative balance of £36,000 during the first month. However, by the end of November, they had achieved a profit of £24,000. 
Nevertheless, short-term liquidity concerns may arise because of financial flow fluctuation in August and September. The company experiences differences in cash flow, including deficits of £-£5,000 in August and £-£24,000 in September. However, by November, it has achieved a surplus of £24,000.
They should enhance cash flow management by postponing or distributing stock purchases to better correspond with sales inflows.
Overdraft Reduction Strategy by engaging in negotiations with suppliers to secure credit terms that extend beyond one month.
Minimise Non-essential expenditures should be postponed or staggered regarding refurbishment costs, spreading the cost through the six months.
Improve the efficiency of credit card payments by negotiating reduced transaction fees with credit card providers, finding a better deal rates for the overdraft.
Optimise inventory by aligning purchases with anticipated demand to prevent overstocking and to lower the minimum stock to  £30000.
One significant part of the total cost to the business comes from administrative expenditures. It is possible to find ways to save money by reviewing those expenses and looking for opportunities to automate or outsource non-essential tasks.
A reduction of £12,150 is made to net earnings due to credit card transaction fees. The business might cut costs by negotiating with payment processors for cheaper rates or by providing modest incentives to consumers who pay with bank deposits rather than credit cards.
To further guarantee that marketing and promotional efforts yield a favourable return on investment, it is recommended to analyse selling expenses. Data should drive digital marketing tactics that aim to attract the most lucrative types of customers.

The £4,000 loan repayments made by Blue Thread Ltd. include interest, which makes up 25% of each payment. If cash flow permits, early loan repayment may be considered to increase financial efficiency. As an alternative, refinancing the loan at a reduced interest rate might increase profitability and minimise total financial expenses.
Cash Budget Analysis
 A microeconomic notion known as a budget illustrates the trade-off that occurs when one good is substituted for another. When it comes to the bottom line, or the outcome of this trade-off, a surplus budget indicates that profits are expected, a balanced budget indicates that revenues and expenses are expected to be equal, and a deficit budget indicates that expenses will be higher than revenues. These guidelines apply regardless of whether the budget is for a business, a family, or an individual. (Investopedia, 26 March 2025). 
The first step in creating a corporate budget is to make some predictions about the next budget period. The predicted trends in sales and costs, as well as the general economic forecast of the market, industry, or sector, are the basis for these assumptions. Elements impacting possible costs are handled and kept track of.
Static budgets and flexible budgets are the two primary categories of budgets that will be discussed. Throughout the duration of the budget, a static budget does not undergo any changes. Without regard to any alterations that may take place during the period of budgeting, all the accounts and statistics that were initially estimated will stay unchanged. 
In respect to several different variables, a flexible budget has a relational value. The financial quantities that are indicated on a flexible budget are subject to alter depending on the levels of production, sales, or any other external economic considerations that may be present. 
When it comes to management, both forms of budgets are important. An evaluation of the efficiency of the initial budgeting process is carried out with a static budget, but a flexible budget offers a more in-depth understanding of the activities of the organisation.(W. Team 9 February 2025).

                                                            (WallStreetMojo.com)

A personal overdraft and a company overdraft function similarly. You can borrow up to the agreed-upon limit whenever you need the money. A corporate overdraft differs primarily in that it is typically associated with your company's bank account and not your personal one. 
You can use your overdraft to pay for goods, equipment, or even regular expenses like rent or utilities for your business. 
A business overdraft is a type of debt, thus it's crucial to take caution while taking out one. You should be able to pay back the loan plus any associated fees and interest. (S. Robinson, 22 September 2022). 
Here I have attached a list of banks to see what overdraft rates they must help the company to make a better decision to have a low interest rate to reduce their expenses.


                                                              (Best Business 2025)

Profit & Loss Account Analysis
A profit and loss statement (P&L), also known as an income statement or statement of operations, is a financial report summarising a company's revenues, expenses, and profits or losses over a specific period. The P&L statement illustrates a company's capacity to generate revenue, control expenditures, and produce profits. The preparation adheres to accounting principles such as revenue recognition, matching, and accruals, distinguishing it from the cash flow statement. (T. Vipond, “Profit and Loss Statement ,” Jan. 21, 2025).
According to the Profit and Loss statement for the period of six months that ended on November 30th, Blue Thread Ltd. is making a solid profit. There was a gross profit of £472,000 for the company, which reflected a gross profit margin of 35%. The company's sales revenue was documented as £1,350,000. On the other hand, administrative costs and charges taken from credit cards are factors that contribute to a decrease in net earnings.
The cost of goods sold is calculated to be £878,000, which is in accordance with the pricing plan of the company, which allocates 65% of the revenue generated from sales to cover the costs of stock. In sum, the expenses related to selling amount to £41,000, while the administrative expenses amount to £153,000. In addition, the expenses associated with handling credit card transactions amount to £12,150, which brings the entire profitability down.
Cash flow concerns continue to be a big worry, even though the net profit was 260,850 pounds. One of the primary reasons for the disparity between profitability and available cash is the high costs associated with stock purchases and refurbishment. Even though the company appears to be profitable on paper, it may have difficulty achieving its obligations if it does not have an effective cash flow management system.
Any amount above the break-even point (BEP) is shown as profit on a break-even graph. The shaded region between the lines representing total costs and revenues represents profit. A larger region on a break-even graph indicates a higher level of profit for the business. There isn't a huge profit margin in the following scenario. The BEP is relatively high, which is the reason behind this. The profit area would grow in response to a decrease in the BEP.
Anything below the break-even mark on a break-even graph is shown as loss. Below the BEP, you can see the shaded region representing loss, which is situated between the revenue and total cost lines. The huge area of loss in the following example indicates that a significant volume of sales is needed to achieve break even. (BBC Bitesize, Jan. 20, 2023.)
The graphic down below does not represent Blue Thread company, is just an example.


                                                 (J. Schimdt, 4 December 2023)
                                                


By determining the number of sales or revenue required to pay all expenses and reach a net income of zero, the break-even point assists companies in evaluating their profitability. It offers a starting point for figuring out the bare minimum of sales needed to stop losing money and begin making money. The Break-Even Quantity is calculated as Fixed Costs divided by the difference between Sales Price per Unit and Variable Cost per Unit.
To increase profitability, the break-even threshold must be reduced, one of the method is to increase the product pricing, however many business owners are reluctant to do this because it may result in the loss of clients and another method is to outsourcing can enhance profitability by lowering manufacturing costs as production volume escalates. (J. Schimdt, 4 December 2023) 
Every enterprise operates with the objective of generating profit. Understanding the break-even quantity of units is essential, as it allows a corporation to ascertain the number of units required to offset all incurred expenses in the production and sale of goods or services. 
Upon determining the break-even quantity of units, the corporation ascertains the sales target necessary to achieve profitability and fulfil its financial objectives. (S. Scott, 7 December 2023).

3. Critical discussion 

Budgeting constitutes a strategic planning process employed by businesses to forecast future expenditures. Businesses create budgets by analysing historical revenue and expenses to forecast future financial performance. (M. Thakur, 8 March 2024)


                                                     (EDUCBA, 8 March 2024)


Budgeting must be adaptable to accommodate fluctuating company conditions. Effective budgeting should accurately represent the time needed, objectives, and expenses associated with any business operation. The elements of the budget include fixed costs, variable costs, one-time costs, cash flow, business earnings, and the budgeting process.
The budgeting process is straightforward. All historical data is analysed to establish a budget for the current period. The new expenses and any changes in revenue will be accommodated for.(CFA Journal, May 28, 2021).
The process of creating a budget, establishing goals, and comparing actual performance to budgeted performance is known as a budgetary control system. This approach helps organisations monitor and manage their financial resources. The system's primary objective is to facilitate the effective and efficient use of the organization's financial resources in pursuit of its goals. 
The system includes tasks like as allocating resources, making decisions based on the budget, regularly monitoring performance, analysing variances to find out where the organisation isn't following the budget, and reporting to stakeholders about the organization's financial performance.(C. F. Inventory, 27 March 2025)
The financial planning and management framework of an organisation is significantly influenced by budgeting and budgetary control. These procedures facilitate the allocation of resources, guarantee financial discipline, and offer a method for performance evaluation. Budgetary control is the process of monitoring the actual performance of an organisation in relation to its financial plans and implementing corrective measures as needed. Budgeting is the process of establishing financial plans that are based on organisational objectives. Nevertheless, for budgeting and budgetary control to be successful, several conditions must be satisfied within an organisation. Additionally, the efficacy of budget implementation is substantially determined by human behavioural factors.
The success of budgeting and budgetary control within an organisation is contingent upon a variety of factors that guarantee effective planning, monitoring, and execution. These conditions contribute to the enhancement of financial performance, the promotion of responsible financial management, and the alignment of budgeting with strategic objectives.
Clear organisational objectives are one of the most essential prerequisites. The effectiveness of a budget is contingent upon its alignment with the organization's strategic vision and mission. Financial resources can be allocated effectively to ensure that they support growth and sustainability when objectives are clearly defined (Drury, 2018). Conversely, the misallocation of resources and inefficient budgeting can result from ambiguous objectives.
Furthermore, it is imperative to establish effective communication and coordination among various departments. To guarantee that financial plans accurately represent operational requirements, it is essential for a budgeting system to integrate inputs from a variety of stakeholders. This collaboration mitigates the potential for conflicts and misunderstandings that may result from misaligned budget expectations (Horngren et al., 2021). Inefficiencies may result from budgets that fail to reflect the organization's actual requirements in the absence of effective communication.
Support from senior management is an additional critical factor. For a budgeting system to be effective, senior management must actively endorse and partake in the process. The budgeting process is treated seriously throughout the organisation and a culture of financial responsibility is fostered by the involvement of the leadership (Lucey, 2016). Employees are considerably more inclined to comply with budgetary regulations when their supervisors exhibit dedication.
Also, the development of realistic budgets necessitates the provision of financial information that is both precise and timely. High-quality financial data is essential for the reliability of budgeting decisions. To facilitate improved forecasting and decision-making, organisations require effective accounting and reporting systems that facilitate the provision of real-time financial data (Atrill & McLaney, 2020). Financial mismanagement can occur because of exaggerated budgets resulting from outdated or inaccurate data.
Additionally, adaptability and flexibility are indispensable, particularly in volatile business environments. A traditional budgeting approach is frequently characterised by rigidity, which can impede an organization's capacity to adapt to unforeseen changes. Organisations must implement adaptable budgeting strategies that permit modifications when necessary to navigate dynamic markets (Hope & Fraser, 2003). A budget that is too rigid and does not adapt to external changes may become obsolete and impractical.
Finally, performance monitoring and feedback mechanisms should be included in an effective budgeting system. Regular variance analysis, which involves comparing actual performance to budgeted figures, enables the implementation of corrective actions in a timely manner. Performance evaluations facilitate continuous improvement in financial planning, enhance accountability, and improve financial discipline (Anthony & Govindarajan, 2017). Financial inefficiencies may result from the failure to detect budget variances in the absence of monitoring mechanisms.

The Role of Behaviour in Budgeting

The success of a budgeting system is not exclusively contingent upon technical aspects; human behaviour is a critical factor in its implementation. Management must be cognisant of behavioural factors that can affect employee responses to budgeting and budgetary control.
Employee participation and ownership in the budgeting process are among the most critical behavioural factors that managers should evaluate. When employees are actively engaged in the preparation of budgets, they are more likely to experience a sense of responsibility and accountability for meeting financial objectives. This sense of ownership results in heightened motivation and commitment, which in turn improves the overall performance of the organisation. Employees may become disengaged and less inclined to pursue budgetary objectives if they perceive budgeting as a process that is imposed upon them without their consent. Consequently, the alignment between organisational objectives and employee efforts can be enhanced by promoting a participatory approach to budget preparation (Libby & Lindsay, 2010).
Resistance to change is another critical behavioural factor that frequently manifests when organisations implement a novel budgeting system. Employees may be concerned that the implementation of more stringent budgetary controls will result in an increased burden, job insecurity, or increased accountability. The manifestation of resistance can be passive non-compliance, active opposition, or a decline in morale. To reduce resistance, managers must guarantee that the purpose and advantages of budgeting are communicated in a transparent manner. Encouraging acceptance of the new system and alleviating concerns can also be achieved by offering employees sufficient training and support during the transition period (Drury, 2018).
Another behavioural concern that organisations must address is budgetary rigidity. This occurs when employees intentionally inflate expenses or underestimate revenue projections to establish a buffer that facilitates the attainment of budgetary objectives. Although managers may have some latitude in meeting financial objectives due to budgetary slack, it can also result in inefficiencies, wasted resources, and distorted financial performance assessments. To reduce budgetary slack, managers should foster a culture of ethical responsibility and honesty, ensuring that performance evaluations are based on realistic and equitable expectations (Horngren et al., 2021).
When instituting budgeting systems, management must also consider the significant behavioural aspects of performance pressure and stress. Employees may experience excessive tension and anxiety when budgets establish overly ambitious financial objectives. Burnout, job dissatisfaction, and even unethical behaviour, such as manipulating financial data to meet targets, can result from this pressure. Managers are required to guarantee that budgetary objectives are demanding, yet feasible and within reach. The provision of sufficient resources, support, and recognition for employees' contributions can assist in the preservation of a harmonious equilibrium between performance expectations and employee well-being (Hope & Fraser, 2003).

4. The traditional budgeting in a rapidly evolving business environment.

For decades, conventional budgeting techniques, including incremental budgeting and line-item budgeting, have been extensively employed. Nevertheless, the efficacy of these methods is restricted by their numerous deficiencies in the swiftly evolving business environment of the present day.
The rigidity and inflexibility of traditional budgeting are among its most significant deficiencies. Most conventional budgets are static, which means that they are predicated on fixed assumptions that do not account for market fluctuations. In industries that are undergoing rapid technological advancements or economic uncertainties, organisations may be unable to respond effectively to changes due to the rapid obsolescence of rigid budgets (Hope & Fraser, 2003).
Also, conventional budgeting is a time-consuming endeavour. The process of developing a budget can require several months, and it may be obsolete by the time it is finalised. This inefficiency impedes the ability of organisations to make rapid, data-driven decisions that are essential in a dynamic environment (Libby & Lindsay, 2010).
Additionally, conventional budgeting frequently prioritises cost control over value creation. Organisations prioritise the achievement of predetermined budgetary constraints over the investigation of opportunities for innovation and long-term expansion. This methodology may result in short-term decision-making that undermines competitiveness (Anthony & Govindarajan, 2017).
Furthermore, aberrant behaviours may be fostered by conventional budgeting. Employees may manipulate figures, engage in budgetary slack, or adopt unethical financial practices to ensure that they meet budget objectives (Horngren et al., 2021). These behaviours decrease the efficacy of budgetary control and compromise the integrity of financial reporting.
Organisations should contemplate alternative strategies, including zero-based budgeting, rolling budgets, and beyond budgeting, to overcome these constraints. These methods enable a greater degree of adaptability, continuous updates, and a concentration on long-term strategic objectives rather than short-term cost constraints.
For a budgeting and budgetary control system to be successful, organisations must establish and maintain defined objectives, ensure effective communication, secure top management support, and maintain flexibility. Additionally, it is imperative to meticulously manage behavioural factors, including employee participation, resistance to change, budgetary flexibility, and performance pressure. While traditional budgeting methods are widely employed, their efficacy is restricted by their inherent flaws in a business environment that is rapidly evolving. To improve financial planning and control, organisations should investigate contemporary budgeting strategies that emphasise strategic alignment, efficiency, and adaptability. The implementation of contemporary budgeting methods that offer flexibility, strategic alignment, and improved decision-making capacities should be something that organisations should seriously consider getting.
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