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Executive Summary
This financial inquiry is centred around Blue Thread Ltd., a UK business that owns ten stores selling high-quality clothes. In June, the business had a liquidity crunch because of a £25,000 bank overdraft. The company was given a deadline of November 30th by the bank to settle the overdraft. This prompted the board of directors to mandate an investigation of the company's financial strategy. The research led to the creation of inventory, cash, and profit and loss statements for June through November. Despite Blue Thread Ltd.'s projected net profit of £259,350, the inquiry revealed that cash flow is still an issue. The company's current financial situation is precarious because of substantial tax obligations, retail renovations, and debt repayments. A negative cash position of over £52,000 is expected to remain at the end of the term for the company, which is far lower than what the bank had anticipated. Supply shortages and lost income could occur when the company's inventory buffers are low. A loss of 16,150 GBP in effective income results from grossly underestimating the cost of credit card transactions. 
Inadequate inventory flexibility, poor cash flow timing, inability to meet overdraft commitments, and unpreparedness for credit-related revenue losses are key challenges. Renegotiating loan terms, postponing non-essential renovations, cutting administrative spending, increasing cash collection, and realigning inventory purchases with demand predictions are among recommendations made in the study. To keep income steady during months of low demand, launch marketing campaigns to increase short-term sales. In order to help with continuous financial control, the research stresses the need of exact forecasting, clear plan alignment, communication across departments, and technology-driven budget monitoring. Engagement from management and judicious target-setting are necessary for effective execution. There are better, more comprehensive, and longer-term alternatives to traditional budgeting approaches. In order to be more adaptable in a dynamic environment, this article promotes contemporary approaches including activity-based budgeting, zero-based budgeting, and rolling projections. Last but not least, Blue Thread Ltd. should check its budgeting process once a year to make sure it's up to snuff with both internal targets and external market conditions.
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[bookmark: _Toc201573559]1. Introduction
[bookmark: _Toc201573560]Overview of Blue Thread Ltd’s Current Financial Situation
The ten-store chain Blue Thread Ltd. is established in the United Kingdom and sells high-quality clothing. Since June, the firm has been facing difficulties as a result of a £25,000 bank overdraft. The bank has set a deadline of November 30 for the repayment of this overdraft. The business has evaluated its operating strategies and short-term financial strategy in light of this direction. Cash withdrawals from operations, tax liabilities, and capital expenditures like store refurbishments pose a danger to the company's capacity to fulfil bank demand, even though sales are expected to be excellent in the coming months. As a result, there is a great deal of expectation that the board of directors will ensure fiscal soundness, operational excellence, and business growth. Despite good sales forecasts, operational withdrawals, tax liabilities, and capital expenditures are straining liquidity. Hence, strategic fiscal management is critical to ensure solvency and future growth (Horner, 2020).
[bookmark: _Toc201573561]Purpose of the Budgeting Exercise
With this budgeting experiment, we will find out in six months whether Blue Thread Ltd. can pay off its overdraft and keep running. Accurate stock and cash budgets are required to evaluate the firm's liquidity from June to November. On top of that, we will estimate the firm's profitability for the same time by creating a budgeted profit and loss account. Reducing costs, increasing revenues, and modifying operating plans will all be aided by the data. An organisation may accomplish its strategic goals with limited resources with the aid of budgeting, which is both a financial planning tool and a compliance precaution (Isibor et al., 2022).
[bookmark: _Toc201573562]Importance of Budgeting in Strategic Financial Planning
If a business wants to make sure its financial resources are going towards its long-term objectives, it needs a budget (Chukwuma-Eke et al., 2022). By creating a budget, Blue Thread Ltd. can make sure that its spending decisions are in line with its financial situation, that risks are addressed promptly, and that its performance targets are attainable. In addition to streamlining internal communications, it gives a structure for monitoring progress and adapting to outside influences. Budgeting ensures that spending aligns with business goals, allows for risk management, and guides resource allocation. It supports decision-making by giving financial structure and adaptability (Atrill and McLaney, 2021).
[bookmark: _Toc201573563]Structure of the Report
In all, this report consists of four parts. The cash and stock budgets, as well as the profit and loss estimates, are included in Part A. We analyse the most pressing financial concerns and guide management in Part B. You will learn the fundamentals of budgeting in Part C. The use of conventional budgeting methods in modern businesses is questioned in Section D.
[bookmark: _Toc201573564]2. Part A: Budget Preparation
[bookmark: _Toc201573565]2.1 Stock Budget
Effective inventory planning balances availability with cost control. Blue Thread Ltd. targets a minimum closing stock of £40,000, and COGS is 65% of sales, reflecting a 35% gross margin (Drury, 2021). Blue Thread Ltd. must ensure that it has sufficient inventory to meet the requirements of its customers in order to prevent the waste of its financial resources. This is necessary to eliminate the possibility of wasting its resources. To guarantee that sales are finished without exceeding the minimum closing stock level of forty thousand pounds, the stock budget guarantees that there is a steady flow of products to fulfil the requirements. This is done in order to guarantee that the stock level is not exceeded. It has been found, based on the computation, that the initial stock on June 1 was precisely one hundred thousand pounds. Each and every month, the company plans to have a minimum of 40,000 pounds of stock on hand by the time the month comes to a close. The monthly cost of goods sold (COGS) accounts for 65% of the company's sales income. This is since the gross profit margin of the company is 35%. Because of the huge gross profit margin that the corporation maintains, this is the case. Utilising this data, it is feasible to arrive at a reasonable evaluation of the monthly inventory demands that are required to maintain the same level of sales. This assessment is critical to maintain.
To determine how much stock must be purchased each month, the following formula is used:
Purchases = COGS + Desired Closing Stock – Opening Stock

The use of this formula is carried out monthly in order to ensure that the organisation always has sufficient inventory without maintaining an excess of inventory on hand. A good stock planning approach can be utilised for the goal of managing working capital and anticipating the amount of time and value that will be required for purchases that will have an effect on cash flow (Umeorah et al., 2024).
A detailed month-by-month stock budget table summarises the following elements:
· Opening stock
· Monthly COGS
· Purchases
· Closing stock
This structure enables Blue Thread Ltd to align stock purchases with sales forecasts and cash availability, particularly given supplier terms that allow for one month of trade credit.
	
	June
	July
	Aug
	Sep
	Oct
	Nov

	Opening balance
	90
	100
	100
	120
	100
	110

	Stock purchased
	110
	120
	134
	100
	140
	150

	Cost of Stock Sold 
	(130)
	(156)
	(137)
	(143)
	(150)
	163

	 Closing stock
	100
	100
	120
	100
	110
	97


[bookmark: _Toc201573566]2.2 Cash Budget
For Blue Thread Ltd. to be able to meet the overdraft reduction demand of the bank, which is for a sum of twenty-five thousand pounds, by November, a cash budget is required. It is possible for management to make more accurate projections regarding the closing cash balance for each month if they are provided with a comprehensive analysis of the monthly cash inflows and outflows. Only monthly sales are responsible for the generation of cash. Nevertheless, thirty percent of customers make use of credit cards, which results in a three percent charge for Blue Thread Ltd., despite the fact that all transactions are collected in the same month. When calculating inflow, it is required to deduct sales income since these fees reduce net cash receipts. This is because of the fact that they lower net cash receipts. 
Two types of deductions are included in the category of expenses: recurring and one-time. Under the terms of the credit extended by the supplier, payments for stock purchases are required to be made one month following the purchase (Kovach et al., 2023). The administrative costs are taken into account in the same month that they are spent, and a non-cash depreciation charge of six thousand pounds is further added. Following the passage of one month, the expenditures associated with selling are reimbursed. It is anticipated that tax payments will be completed in the month of August; nevertheless, shop improvements will take place on an irregular basis and will require careful planning in order to avoid putting a burden on resources. In addition to the interest that is equal to one thousand pounds of the entire amount, the corporation is expected to make a monthly repayment of a debt that is worth four thousand pounds. It is necessary to incorporate this method of repayment into the factors that determine the interest rates and the quantity of cash that is available.
By calculating the monthly cash position as:
Closing Balance = Opening Balance + Cash Inflows – Cash Outflows,
the business can track its liquidity trend over time.
The full cash budget table includes:
· Opening cash balance
· Monthly inflows and outflows
· Closing cash balance
This cash forecasting tool is critical for identifying periods of cash shortage and informing timely financial decisions.
	
	June
	July
	Aug
	Sept
	Oct
	Nov

	Cash receipts
	198.2
	237.8
	208.1
	218.0
	227.9
	247.8

	Administration expenses
	(23)
	(24)
	(25)
	(26)
	(27)
	(28)

	Stock purchased (from prior month)
	(150)
	(180)
	(190)
	(160)
	(200)
	(210)

	Loan repayments
	(4)
	(4)
	(4)
	(4)
	(4)
	(4)

	Selling expenses (prior month)
	(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)
	3.2
	12.8
	(47.9)
	19.0
	(13.1)
	(1.2)

	Opening balance
	(25)
	(21.8)
	(-9)
	(56.9)
	(37.9)
	(51.0)

	Closing balance
	(21.8)
	(-9)
	(56.9)
	(37.9)
	(51.0)
	(52.2)



[bookmark: _Toc201573567]3. Budgeted Profit & Loss Account
[bookmark: _Toc201573568]Purpose of the Profit & Loss Account
A key financial tool used to assess Blue Thread Ltd.'s profitability from June to November is the Profit and Loss (P&L) Account. The profit and loss statement (P&L) shows the company's accrual-based financial performance, whereas the cash budget tracks liquidity and cash flows (Litvinenko, 2024). This means it accounts for sales and expenses regardless of when cash was received or paid. The profit and loss statement will show you the business's core profitability and where cost management or revenue growth may be needed. This statement complements the cash budget by showing true profitability, even when cash outflows are mismatched in timing (Seal, Garrison and Noreen, 2018).
Sales Income and Cost of Goods Sold
Sales should bring in £1,350,000 over six months. Monthly figures: June (£200,000), July (£240,000), August (£210,000), September (£220,000), October (£230,000), and November (£250,000). COGS is 65% of sales, hence the gross profit margin is 35%. The cost of goods sold was £877,500. This percentage is the amount Blue Thread Ltd. spent to buy the apparel stock needed to meet sales expectations. 
Gross Profit
Sales revenue minus cost of products sold equals gross profit. The six-month gross profit is £472,500 (£1,350,000 – £877,500). Profit available for operational expenses, taxes, interest, and depreciation. The industry norms for high-quality apparel stores include a 35% gross profit margin. 
Operating Expenses
Administrative Expenses
Based on monthly statistics that climbed from £23,000 in June to £28,000 in November, total administrative costs for six months were £153,000. This sum includes £6,000 per month depreciation, which must be shown in the profit and loss account but not in the cash budget. 
Selling Expenses
Selling cost 42,000 pounds. Profit and loss accounting recognises these expenses in July (£7,000), August (£8,000), September (£9,000), October (£6,000), and November (£6,000). These costs are based on monthly expenses from May to October (selling expenses are paid one month behind) and recorded on the balance sheet in the month they are incurred. 
Interest Expense
One thousand pounds in interest is included in each of the monthly loan installments, which adds up to a total of six thousand pounds over the course of the loan's duration. 
Depreciation
The monthly cost of non-cash depreciation is £6,000, which brings the total cost for the period to £36,000. It demonstrates how the expenses of capital assets are distributed throughout the course of their usable lifespan, which has an effect on profitability. 
Taxation
Despite the fact that it only has an impact on cash for August, the tax payment of fifteen thousand pounds is shown as a cost in the profit and loss statement.
Budgeted Profit & Loss Account (June – November)
	Item
	£000
	Calculation / Note

	Sales
	1,350
	Total sales revenue over 6 months

	Cost of Goods Sold
	(877.5)
	65% of £1,350

	Gross Profit
	472.5
	

	Selling Expenses
	(42)
	Based on the monthly budget

	Admin Expenses
	(153)
	Includes £6,000/month depreciation

	Credit Card Charges
	(12.15)
	3% fee on 30% of sales → 0.9% × £1,350 = £12.15k

	Operating Profit
	265.35
	Gross profit – expenses above

	Interest Payable
	(6)
	£1,000/month × 6 months (Note 5)

	Profit for the Period
	259.35
	Final net profit


[bookmark: _Toc201573569]4. Part B: Issues Identified and Management Response
[bookmark: _Toc201573570]4.1 Key Problems Identified
Overdraft Problem
By November, Blue Thread Ltd. must pay its £25,000 bank overdraft. This payback situation stresses financial management, especially considering expected operations and capital costs. Without support, the cash budget analysis reveals the firm would conclude the term with a negative cash balance of over 50,000 pounds, significantly below the bank's aim. This demonstrates a big gap between planning and financial accountability, requiring remediation. 
Cash Flow Issues
August cash flow gaps are the biggest due to a £15,000 tax payment and £14,000 renovation outlay. Along with operational costs and loan repayments, these large withdrawals generate a substantial financial deficit. Due to financial inflows and withdrawals, the company suffers liquidity issues despite its profits. This cash income-cost mismatch may prohibit the organisation from completing its obligations and functioning efficiently (Dimitriadou, 2024).
Low Stock Buffer
The predicted closing stock levels of Blue Thread Ltd. fluctuate around this minimum. The corporation wants 40,000 pounds in stock. Stockouts can affect sales and customer satisfaction due to insufficient inventory. In a competitive retail climate, failing to satisfy demand without good supply planning might damage your brand's reputation and market position (Madhani, 2021).
Credit Card Charges
Credit card transaction fees are hidden yet costly. Blue Thread Ltd. loses 9% of revenue when 30% are credit card payments and 3% are charged. This costs £12,150 over six months, not included in basic selling expenses. These expenses reduce gross margins and should be included in pricing and financial planning. 
[bookmark: _Toc201573571]4.2 Management Action Recommendations
Refinancing Options
Prioritise renegotiating overdraft repayment conditions, management. Cash budget projections suggest the overdraft cannot be reduced before November without major disruption. Blue Thread Ltd. might use an updated financial plan to negotiate an extended overdraft limit with the bank or convert it to a term loan with lower monthly payments. 
Cost Control 
Non-essential improvements should wait for reliable finances. To save expenses, the company must review administrative expenditures, especially discretionary or non-essential spending. Over six months, tiny monthly losses can enhance cash flow. 
Cash Flow Management
Early payment incentives may boost cash flow. These may include loyalty rewards or tiny direct payment discounts. Implementation would minimise short-term borrowing and delayed cash availability. 
Inventory Optimization
Sales trends should guide inventory purchases. Optimising stock replenishment may help Blue Thread Ltd. prevent overstocking. The corporation can maintain low stock levels without running out. Inventory tracking in real time may improve decision-making. 
Revenue Growth
Sales forecasts are lower in August; thus, Revenue Growth Management may initiate marketing campaigns or short-term sales incentives. Targeted offers enhance demand and smooth revenue patterns, boosting cash flow. 
Scenario Planning
Blue Thread Ltd. should budget using scenario planning. Business flexibility and resilience are improved by preparing for sales and cost situations like a downturn or an unexpected charge. This preventative measure would enhance decision-making and cut costs.
[bookmark: _Toc201573572]5. Part C: Successful Budgetary Control Systems
[bookmark: _Toc201573573]5.1 Conditions for Success
Clear Objectives
A good budgeting management system must be linked to the company's strategic goals. Budgets should promote growth, profitability, and market expansion, not function in isolation (Zhao, 2022). To achieve this, Blue Thread Ltd. must relate its financial goals to wider activities like customer delight, operational efficiency, and brand development. A strategic budget helps ensure that all departments are working towards the same goal. 
Accurate Forecasting 
Accurate, realistic forecasting underpins effective budgeting. Budgets based on outdated or overly optimistic assumptions are likely to perform poorly and lose credibility. Blue Thread Ltd. must base its budgets on current sales statistics, industry trends, and business strengths. Maintaining predictions' relevance and accuracy in the real business world requires periodic updates and revisions (Patchipala, S., 2023).
Accountability
The budget should be executed by people with direct control over critical operations. This promotes ownership and accountability (Dwangu and Mahlangu, 2021). The management of Blue Thread Ltd. should monitor their departments' budgets, notice any discrepancies, and rectify them as necessary. This decentralised strategy improves operational decision-making by providing more context. 
Flexibility
Budgetary procedures must change, especially in changing markets. Static annual budgets may become obsolete quickly. Blue Thread Ltd. must be able to adapt its budgets in response to supply chain issues or seasonal client behaviour changes. Rolling budgets or quarterly reforecasting provide much-needed flexibility. 
Integrated Planning
All functions must be integrated for optimal budgeting. Finance, operations, marketing, and procurement must collaborate to ensure uniformity. Siloed planning can misallocate resources and align goals. Effective task execution and strategic alignment are attainable with an integrated strategy (Carreño, 2024).
Technology Support
Modern budgeting and finance software offers real-time data analysis and automated reporting, improving accuracy and efficiency (Pavlovic et al., 2024). Blue Thread Ltd. says budgeting software may simplify planning, boost cooperation, and help respond rapidly to changing conditions. 
[bookmark: _Toc201573574]5.2 Behavioural Considerations in Budgeting
· Managers' budgeting participation boosts ownership and drive. Team members who help create financial strategies are more likely to follow through. 
· Budgets must link individual performance expectations with corporate goals to be effective. Through this alignment, personnel are encouraged to pursue common achievement rather than conflicting goals (Aguilera et al., 2024).
· Managers may intentionally understate income or overestimate expenses to set a realistic goal. This "budget slack" influences performance evaluation. To eliminate it, effective communication and review processes are needed. 
· However, extensive variance analysis and punitive actions may demotivate personnel, even if budgeting should promote accountability. A balanced plan that incorporates performance monitoring, encouragement, and appreciation may boost morale and productivity (Celestin et al., 2024).
[bookmark: _Toc201573575]6. Part D: Critique of Traditional Budgeting
[bookmark: _Toc201573576]6.1 Inherent Flaws of Traditional Budgeting
The conventional method of budgeting, which is normally carried out once a year, has been an essential component of financial management for a considerable proportion of time (Güngör Göksu, 2023). These limitations of this method are being brought to light by the contemporary and fast-paced environment of the business sector. A significant disadvantage is that it is stiff. Budgets that are conventional are often set for the entire year and are not really flexible enough to accommodate changes in the market. However, businesses may be forced to continue using outdated accounting procedures that do not adequately reflect their current operations. One of the drawbacks of traditional budgeting is that it requires a significant amount of time. For several months, the process of planning, analysing, and authorising consumes a significant amount of management resources (Yang et al., 2022). After the completion of a budget, the assumptions that were established in the budget could no longer be applicable. Slow movement is an issue since it leads to a reduction in responsiveness and strategic agility.
Conventional budgeting methods prioritise immediate objectives. Annual targets may be more important to managers than long-term strategic goals. The result can be choices that put immediate profits ahead of long-term development, innovation, or customer value. The actions of gamers can pose a problem. For the sake of setting more realistic targets, budget holders may inflate spending or understate revenue. Particularly when financial resources are utilised as metrics for assessment, this tendency has the potential to cause inefficiencies and subpar business outcomes. Last but not least, conventional budgeting is limiting. Customer behaviour shifts, technological revolutions, and competitor actions are just a few examples of the new dangers and opportunities that it fails to account for (Murinde et al., 2022). Once established, a company's budget may limit its flexibility to respond to changes in the market. 
[bookmark: _Toc201573577]6.2 Alternative Budgeting Approaches 
· The limitations of traditional budgeting have prompted the development of more adaptable and fruitful alternatives. Monthly or quarterly changes in financial expectations make rolling projections a flexible alternative. Thus, rolling projections are attractive. Faster reactions to external changes are made possible by keeping budgets updated and aligned with real-time data using this strategy. 
· Instead of relying on historical data, managers using Zero-Based Budgeting (ZBB) must provide justifications for each expenditure. A culture that is mindful of costs and efficient with resources is fostered by this (Santorry, 2025). 
· The concept of fixed budgets is completely undermined by Beyond Budgeting. As a result, flexible management, decentralised decision-making, and relative performance metrics are all encouraged. From an organisational standpoint, agile methods are more suited to this approach. 
· The activity-based budgeting (ABB) method gives top priority to production costs. To better understand costs and match strategies, it is best to link resources with value-generating activities directly.
[bookmark: _Toc201573578]7. Conclusion
The budgeting and planning procedure used by Blue Thread Ltd. during the past six months is assessed in this research. Despite the company's operational successes, the stock and cash budgets reveal that its financial state is hazardous. The cash budget reveals that the business is having financial difficulties, even though it anticipates a net profit of 222,500 GBP by November. If nothing is done to address the £25,000 overdraft, Blue Thread Ltd. will complete the budgeting term with a deficit of more than £50,000. The company is solely responsible for keeping a limited inventory level, as stated in the stock budget, which might put customer satisfaction and income at risk. Some of the most common concerns are an upcoming deadline for repaying an overdraft, problems with cash flow caused by tax and remodelling responsibilities, a lack of inventory buffers, and an exaggerated impact of credit card costs on income. To fix these concerns, management has to talk to the bank about restructuring the overdraft, putting off unneeded renovations, improving inventory management, and running targeted promotions to increase sales. Another way to boost liquidity is to enhance cost control and cash collection. 

Technical forecast accuracy and organisational context are two factors that determine the efficiency of any budgeting system. The research concluded that clear strategic objectives, reasonable forecasts, functional integration, and appropriate technological support are necessary for success. To achieve financial goals, it is necessary to have management's support, set clear objectives, and refrain from conducting punitive performance appraisals. Traditional annual budgets are insufficient in today's industry due to the rapid pace of change. The study recommends activity-based budgeting and rolling projections as ways for Blue Thread Ltd. to be more adaptable and quick to respond. More autonomy and assistance with decision-making are offered by these choices. As a last point, Blue Thread Ltd. has to evaluate its budgeting process once a year. Data updates and a new evaluation of the budgeting model to determine its suitability for the organisation's strategic needs and external factors should be part of this process.
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