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[bookmark: _Toc206961371]Executive summary 
This report builds the master budgets for Blue Thread Ltd for June to November 2025 and evaluates their implications for liquidity, profitability and control. Using the given plans and a 35 percent gross margin, forecast sales total £1.35m for the six months. Cost of goods sold is £877.5k and gross profit is £472.5k. Operating costs comprise administration £153k, selling expenses £43k, credit-card fees at 3 percent of sales £40.5k, and loan interest £6k, producing profit before tax of £230k and profit after tax of £215k. The stock budget shows a persistent build-up of inventory despite a minimum policy of £40k. Closing stock rises from £110k in June to £302.5k in November because planned purchases exceed costs of sales throughout. This ties up cash, raises holding and obsolescence risk, and depresses returns(Jordan and Messner, 2019). The cash budget starts with a £25k overdraft. Although all sales are collected in the month of sale, outflows are heavy and backloaded. Key cash burdens are one-month-lagged payments for purchases, monthly loan instalments of £4k each, store refurbishments of £12k, £10k and £14k in June to August, and the August tax payment of £15k. The overdraft deepens to about £39k in mid-period and recovers only to a small surplus by November, which indicates material liquidity stress despite accounting profit(Bergmann et al., 2020). Priority actions are to align purchasing with sales and target a materially lower closing stock, negotiate longer supplier credit, phase or defer non-essential refurbishments, and manage card acceptance costs through routing and pricing. A short-term bank facility should be agreed to avoid covenant breaches while corrective measures take effect. For control quality, budgets should be kept rolling and scenario based, with participative target setting, transparency over assumptions, and clear separation of planning, performance evaluation and learning. Overall, the company is profitable on paper but cash constrained. Tight working-capital discipline and adaptive budgeting will convert forecast profit into cash and reduce risk without sacrificing strategic flexibility.


[bookmark: _Toc206961372]Introduction
Budgeting is a critical component of corporate planning because it translates strategic intentions into financial terms and provides a framework for controlling resources. It is more than an arithmetic exercise; it is a mechanism for aligning operations with strategy, for communicating expectations and for monitoring performance. Academic research acknowledges that traditional annual budgets play multiple roles ranging from planning and coordination to performance evaluation and motivation (Bukh and Malmi, 2024). However, recent studies argue that annual budgets can suffer from inherent weaknesses they may become outdated before they are used, impose a command‑and‑control structure that stifles initiative and create organisational and people problems by being perceived as a control tool rather than a support for decision making. These criticisms have spawned alternative approaches such as rolling forecasts and beyond budgeting.
Blue Thread Ltd is a chain of ten stores selling high‑quality clothing. In June 2025 the company had an overdraft of £25 000, and the bank insisted that the overdraft must be cleared up by the end of November. The directors therefore prepared plans for the six months from June to November (Weber et al., 2024). The data provided includes monthly estimates of sales income, stock purchases, administration expenses, selling expenses, taxation payments, interest payments and planned store refurbishments. Additional notes specify an opening stock of £90 000 at 1 June, a minimum stock policy of £40 000, credit terms with suppliers (one month’s credit), a 35 % gross profit margin, receipt of sales in the month of sale (with 30 % of customers using credit cards for which the credit‑card company charges 3 % of sales value), monthly loan repayments of £4 000 (interest equals 25 % of the instalment) and the fact that selling expenses are paid in the month following the month in which they are incurred(Alhasnawi et al., 2024).
The report therefore prepares budgets for the six months ending 30 November, interprets the results and draws management implications, discusses conditions for successful budgeting and behavioural issues, and evaluates traditional and alternative budgeting methods. Charts are used to illustrate key trends.
[bookmark: _Toc206961373][bookmark: budget-preparation]1 Budget preparation
[bookmark: _Toc206961374][bookmark: stock-budget]1.1 Stock budget
The stock budget tracks inventory over time. Opening stock on 1 June is £90 000, and the cost of goods sold equals 65 % of sales because the gross margin is 35 %. Closing stock each month is computed as opening stock plus purchases less cost of sales. The minimum desired level is £40 000. 
Table 1 1 summarizes the stock budget
	Month
	Opening stock
	Purchases
	Cost of sales (65 % of sales)
	Closing stock

	June
	90.0
	150
	130.0
	110.0

	July
	110.0
	180
	156.0
	134.0

	August
	134.0
	190
	136.5
	187.5

	September
	187.5
	160
	143.0
	204.5

	October
	204.5
	200
	149.5
	255.0

	November
	255.0
	210
	162.5
	302.5


Closing stock rises from £110 000 in June to £302 500 in November, well above the £40 000 target because planned purchases exceed the cost of sales. The trend is shown in Figure 1.
[image: data:image/png;base64,]
[bookmark: _Toc206961375][bookmark: cash-budget]1.2 Cash budget
The cash budget analyses the timing of cash receipts and payments to determine monthly cash balances. All sales are received in the month of sale; 30 % are via credit cards, but the credit‑card company remits funds during the same month and charges 3 % of sales value. Suppliers of stock give one month’s credit, so purchases in May are paid in June, June purchases are paid in July, and so on. Administration expenses are paid when incurred but include a £6 000 monthly depreciation charge (non‑cash), so only the cash portion is included in cash payments. Selling expenses are paid one month after being incurred (Adesope et al., 2023). Loan instalments of £4 000 per month are paid; the interest element of £1 000 is recorded separately for profit‑and‑loss purposes, but the full instalment is a cash outflow. Store refurbishment costs are cash outflows when they occur. Taxation payments (only £15 000 in August) and credit‑card charges are paid in the month of sale. The opening cash balance on 1 June is an overdraft of £25 000.
Table 2 summarizes the cash budget (figures in £000). A negative balance denotes an overdraft
	Month
	Opening cash balance
	Sales receipts
	Total cash payments
	Closing cash balance

	June
	–25.0
	200
	214.0
	–39.0

	July
	–39.0
	240
	195.2
	5.8

	August
	5.8
	210
	245.3
	–29.5

	September
	–29.5
	220
	228.6
	–38.1

	October
	–38.1
	230
	200.9
	–9.0

	November
	–9.0
	250
	239.5
	1.5


Cash receipts are inflows from sales. Cash payments include payments for purchases one month in arrears, administration costs excluding non‑cash depreciation, selling expenses from the previous month, taxation, loan instalments, store refurbishments and credit‑card fees. The resulting cash balances are negative for most of the period: the overdraft deepens to around £39 000 in June, briefly turns positive in July, worsens in August and September and improves to a modest surplus by November (Zhou et al., 2025). Figure 2 compares monthly receipts and payments and shows the trajectory of the closing balance.
[image: data:image/png;base64,]
Figure 1 Cash Budget for blue Thread Ltd ( June-Nov)

[bookmark: _Toc206961376][bookmark: budgeted-profitandloss-account]1.3 Budgeted profit‑and‑loss account
The budgeted profit‑and‑loss account distinguishes revenues from expenses and recognises non‑cash items. Cost of goods sold is calculated by adjusting purchases for changes in stock. Administration expenses include monthly depreciation of £6 000; loan repayments are split into principle (a cash outflow) and interest (a finance cost). Store refurbishment costs are treated as capital and excluded from profit (Zhuang et al., 2025). Taxation is charged against profit.



Table 3 Budgeted profit‑and‑loss account
	Budgeted profit & loss account for the six months to 30 Nov (£000)
	

	Sales revenue
	1 350.0

	Cost of goods sold:
	

	Opening stock (1 June)
	90.0

	Add Purchases (Jun–Nov)
	1 090.0

	Less Closing stock (30 Nov)
	(302.5)

	Cost of goods sold
	877.5

	Gross profit
	472.5

	Selling expenses
	43.0

	Credit‑card charges (3% of sales)
	40.5

	Administration expenses
	153.0

	Interest expense
	6.0

	Profit before tax
	230.0

	Taxation
	15.0

	Profit for the period
	215.0


Sales of £1 350 000 less cost of goods sold (£877 500) yield a gross profit of £472 500 (a 35 % margin). Operating expenses, selling costs, card fees and administration plus interest and tax reduce this to a net profit of £215 000. Despite heavy investment in inventory and capital refurbishments, the company remains profitable(Bedford et al., 2022).
[bookmark: _Toc206961377][bookmark: X0098c61467a3b5daf50bc04313609a0e122f5a4]2 Interpretation and management implications
[bookmark: _Toc206961378][bookmark: assessment-of-the-stock-budget]2.1 Assessment of the stock budget
The stock budget shows a steep rise in inventory, from £110 000 to £302 500, far above the £40 000 policy minimum. Such excess stock ties up capital, increases holding costs and heightens the risk of markdowns when fashions change. Management should align purchases more closely with expected sales and coordinate procurement and sales forecasts to avoid unnecessary build‑up (Homauni et al., 2023).
[bookmark: _Toc206961379][bookmark: assessment-of-the-cash-budget]2.2 Assessment of the cash budget
The cash budget reveals persistent liquidity stress: timing differences between sales and payments, capital spending and tax obligations cause deficits despite profitability. Large purchase payments early in the period, refurbishment costs of £36 000, the August tax payment of £15 000, card fees of 3 % of sales and loan repayments of £4 000 per month all contribute to negative cash (Kihn et al., 2023). Aligning purchases with sales, staggering refurbishments, setting aside funds for tax and renegotiating card fees or loan terms would help. Although the overdraft is eliminated by November, it peaks at almost –£39 000 mid‑period, so management should arrange appropriate short‑term financing or reschedule payments to avoid unauthorised overdrafts.
[bookmark: _Toc206961380][bookmark: interpretation-of-profitability]2.3 Interpretation of profitability
A 35 % gross margin demonstrates that pricing covers direct costs, but net profit of £215 000 (around 16 % of sales) is eroded by significant administration costs and card fees. Depreciation is non‑cash, yet the resources it represents must be utilised efficiently. The profit supports investment, but without addressing liquidity weaknesses the company may be unable to exploit opportunities(Anton and Afloarei Nucu, 2020).
[bookmark: _Toc206961381][bookmark: recommended-management-actions]2.4 Recommended management actions
To improve resilience the company should: align purchases with sales forecasts to curb inventory build‑up; negotiate longer supplier credit to delay cash outflows; schedule refurbishments in periods of stronger cash flow or defer non‑essential projects; renegotiate card fees or encourage lower‑cost payment methods; secure flexible short‑term financing for expected deficits; and update cash forecasts frequently(Mirón-Sanguino et al., 2024). These actions would improve liquidity, reduce the risk of stock obsolescence and help ensure that profitability translates into cash.
[bookmark: _Toc206961382][bookmark: X6c08e534eb4ba4a98fe19732f988280cd35b762]3 Conditions for successful budgeting and behavioural considerations
Budgets are not simply arithmetic; their effectiveness depends on organisational conditions and human behavior. To succeed, budgets must be strategically aligned, adaptable through rolling forecasts and scenario analysis, involve those responsible for operations (participative budgeting) and be transparent. Integrating budgets with performance measurement and ensuring timely, reliable information systems improves relevance (Henttu-Aho, 2019). A supportive culture and clear separation between planning (forecasting) and evaluation (variance analysis) reduce the fear of punishment and encourage honest reporting. Behaviourally, budgeting can motivate when targets are challenging yet achievable, but unrealistic targets or punitive use of variances can lead to slack, gaming and inter‑departmental conflict. Transparency and participation mitigate these dysfunctions. Ethical issues also arise when managers manipulate timing of revenues and costs to meet targets; strong values and controls are necessary (Cabral et al., 2023). In short, budgets should serve as learning and coordination tools rather than instruments of coercion.
[bookmark: _Toc206961383][bookmark: key-conditions-for-successful-budgeting]3.1 Key conditions for successful budgeting
While the general principles above apply to any organisation, successful budgeting systems require several specific conditions. Strategic alignment means that budgets must support the organisation’s long‑term objectives rather than simply extrapolating past patterns. The criticism that budgets quickly become outdated underscores the need for adaptability: rolling forecasts and scenario analysis can keep plans relevant as market conditions change. For Blue Thread Ltd, a rolling forecast would allow updates to sales and procurement plans as fashion trends evolve. Participation is another vital condition (Tan, 2020). Research suggests that involving managers and employees in budget preparation improves the accuracy of estimates and fosters commitment. Store managers possess valuable knowledge of local demand; their input would make sales forecasts and inventory orders more realistic. Participation also reduces budgetary slack because those who help set targets feel responsible for achieving them (Brandimarte et al., 2024).
Clear communication and transparency build trust and ensure everyone understands the assumptions behind budgets. The McKinsey survey mentioned earlier found that many executives were dissatisfied with budget transparency. Communicating how sales targets are derived, how stock levels are set and why certain expenses are prioritised helps employees see the bigger picture. Integration with performance measurement is equally important (Rahman et al., 2023). Budgets should be linked to key performance indicators that reflect strategic priorities; for example, Blue Thread Ltd could track metrics such as inventory turnover, gross margin return on inventory investment (GMROI) and cash conversion cycle. Aligning budgets with KPIs ensures that financial plans drive the behaviours needed to achieve strategic goals.
Effective budgeting also depends on reliable information systems. Timely data on sales, stock movements and costs enable managers to make informed decisions and revise budgets quickly. Without accurate information, budgets risk being overly conservative or overly optimistic (Liu et al., 2024). A supportive organisational culture is necessary to prevent budgets from becoming punitive. Training managers to interpret variances as learning opportunities encourages continuous improvement rather than blame. Finally, separating planning from performance evaluation reduces the tension that arises when budgets are used simultaneously for both purposes. Rolling forecasts can guide operational planning, while flexible budgets provide a fair basis for evaluating performance after the fact (Perret et al., 2022). Together, these conditions create an environment in which budgets are useful management tools rather than obstacles to innovation.
[bookmark: _Toc206961384][bookmark: behavioural-considerations]3.2 Behavioural considerations
Budgets influence behaviour because they set expectations and allocate resources. Motivation and goal congruence are critical: challenging yet achievable targets motivate managers and align their efforts with organisational objectives, whereas unrealistic targets can demoralise employees or encourage risk‑taking and short‑termism. Blue Thread Ltd should engage store managers in setting sales and expense targets and explain how these contribute to reducing the overdraft. Budgetary slack and gaming are pervasive behavioural issues. When employees fear punishment for missing targets, they may pay their budgets by underestimating sales or over‑estimating costs. Slack reduces the usefulness of budgets as planning tools (Qu et al., 2022). To discourage slack, Blue Thread should foster an environment where honest forecasting is valued, and performance evaluations consider qualitative factors as well as numerical variances.
Budgetary processes can also generate inter‑departmental conflict. Departments may compete for limited resources and blame each other for variances. Cross‑functional coordination such as meetings between purchasing, sales and finance teams helps align perspectives and resolve tradeoffs. For example, procurement may prefer to buy in bulk to get discounts, while finance priorities cash conservation (Akbar et al., 2021). Collaborative budgeting can reconcile these objectives and reduce friction. Finally, ethical behaviour must be safeguarded. Budget pressures can tempt managers to manipulate the timing of expenses or revenue recognition to meet targets. Establishing clear ethical guidelines, implementing internal controls and conducting regular audits can deter misconduct. By addressing motivational, political and ethical dimensions, Blue Thread Ltd can ensure that its budgeting system supports not just financial control but also a healthy organizational culture (Grobler-Dębska et al., 2024).
[bookmark: _Toc206961385][bookmark: X2e32df233ae607421f9e552218a91068ae052b5]4 Evaluation of traditional budgeting and alternative approaches
[bookmark: _Toc206961386][bookmark: criticisms-of-traditional-budgeting]4.1 Criticisms of traditional budgeting
Traditional incremental budgeting is widely used because it provides a familiar and structured approach to planning. However, several criticisms have emerged in academic and practitioner literature. Hansen et al. (2003) summarise twelve weaknesses, grouped into three themes: unreliability, command‑and‑control structure and organizational and people problems. These criticisms include:
· Outdated information. Budgets may be obsolete by the time they are used because they are based on assumptions made months earlier. In dynamic markets such as fashion retail, demand can change quickly due to trends and economic conditions (Borkowska et al., 2024).
· Time‑consuming preparation. Preparing annual budgets can take several months and consume significant management time. The process focuses on negotiation and number‑crunching rather than strategic thinking, delaying decision making.
· Rigidity and lack of flexibility. Once approved, budgets often become fixed targets. Managers may resist adjusting budgets even when circumstances change, leading to missed opportunities or inefficient resource allocation (Al-Hasnawi et al., 2024). The command‑and‑control structure emphasises cost control over strategic alignment.
· Behavioural dysfunctions. Budgets can encourage short‑termism, gaming and inter‑departmental rivalry. Employees may view budgets as a tool of punishment, undermining morale and creativity.
· Misalignment with strategy. Traditional budgets often prioritise financial targets over strategic initiatives. Neely et al. (2001), cited by Hansen et al., argue that budgets add little value because they rarely focus on strategy and innovation.
These weaknesses suggest that while budgets remain useful for coordinating activities and setting spending limits, they do not provide the agility needed in rapidly evolving markets. Because budgets are based on annual cycles, they encourage managers to spend up to their allocations near year‑end rather than re‑evaluate needs, a phenomenon known as the “use‑it‑or‑lose‑it” mentality (Silva et al., 2023). They also focus attention on vertical hierarchies: proposals move up the chain of command for approval, delaying decisions and discouraging local initiative. In Blue Thread Ltd’s case, the rigid monthly purchase plan has led to rising inventories and cash shortages despite changes in sales forecasts. Recognising these flaws is the first step toward more adaptive approaches.
[bookmark: _Toc206961387][bookmark: alternative-budgeting-approaches]4.2 Alternative budgeting approaches
To overcome the limitations of traditional budgeting, organisations have developed alternative methods. The Harvard Business School article on budgeting types notes various approaches, including zero‑based budgeting, performance‑based budgeting, activity‑based budgeting and value‑proposition budgeting (Bedford et al., 2024). Additionally, the beyond budgeting movement advocates a fundamental shift away from annual budgets toward decentralised and adaptive control systems. Key features of these approaches are summarised below.
[bookmark: zerobased-budgeting]4.2.1 Zero‑based budgeting
Zero‑based budgeting (ZBB) starts from zero each period and requires managers to justify every item of expenditure. Unlike incremental budgeting, it does not assume that last year’s expenditures are the baseline. ZBB encourages critical evaluation of activities and can help eliminate wasteful spending. It is particularly useful in times of financial distress. However, ZBB can be resource‑intensive because it requires detailed analysis of every cost and may be resisted by managers who perceive it as intrusive (Bhimani and Willcocks, 2019).
For a retailer like Blue Thread Ltd, ZBB could be applied to discretionary categories such as marketing, office expenses and refurbishment. Each store manager would need to justify spending based on expected benefits, which could reveal opportunities to reduce administrative overhead (Wardhani et al., 2023). However, implementing ZBB across the entire organisation might overwhelm staff and detract from customer service. A hybrid approach zero‑basing only certain cost categories annually could strike a balance between rigour and practicality.
[bookmark: X81363c1b4f907358410ab1cfc66a712ddf4d054]4.2.2 Activity‑based and performance‑based budgeting
Activity‑based budgeting starts with organisational goals and identifies the activities necessary to achieve them, estimating the resources required for each. Performance‑based budgeting emphasises the cost of delivering a unit of product or service. Both methods focus on the drivers of costs and link spending to outputs, thereby improving efficiency (Sun et al., 2021). They align budgets with strategic priorities and enable managers to evaluate whether activities add value.
In Blue Thread Ltd’s context, activity‑based budgeting could separate expenditures related to store operations, online sales, marketing campaigns and product development. By analysing the cost drivers (e.g., hours of staff time, advertising reach, number of new product lines), management could allocate resources to the activities that generate the highest return. Performance‑based budgeting could link managerial bonuses to measures such as increase in like‑for‑like sales or reduction in stock obsolescence, encouraging efficiency and customer focus (Bukh and Malmi, 2024).
[bookmark: rolling-forecasts-and-flexible-budgets]4.2.3 Rolling forecasts and flexible budgets
Rolling forecasts involve periodically updating forecasts (e.g., quarterly or monthly) for a fixed number of periods ahead. This approach maintains a constant planning horizon and allows management to respond quickly to changes (Zhou et al., 2025). Flexible budgets adjust budgeted costs to actual levels of activity and are useful for evaluating performance. They prevent the unfair penalisation of managers when actual volumes differ from budgeted volumes.
Rolling forecasts and flexible budgets complement each other. The forecast provides an updated view of the next 12 months, while the flexible budget recalculates expected costs based on actual sales volumes. For Blue Thread Ltd, using a rolling six‑month forecast would allow the company to revise its purchase plans based on real‑time sales data (Homauni et al., 2023). A flexible budget would then adjust labour and administration costs to actual store traffic, preventing blame when sales are below projections. Such adaptability would help avoid cash shortfalls by reducing orders in response to slower sales or increasing them when demand surges.
[bookmark: beyond-budgeting]4.2.4 Beyond budgeting
Beyond budgets is a philosophy that rejects traditional budgets. In a turbulent environment, they argue, budgets limit responsiveness and act as a brake on change. Rather than having annual fixed targets, proponents of off-budgeting have relative performance targets, continuous planning, and decentralised decision-making. Organisational resources are allocated and allocated at any given time, depending on rolling forecasts and market conditions (Mir n Sanguino et al., 2024). They do so by ensuring that they are checked on their values and on the clarity of their reporting, not on budgeted limits. Although budgeting is flexible and empowering, it requires culture adjustment and provides for robust information systems.
The non-budget model is focused on decentralized authority: managers are directly able to determine how they spend and to set prices within certain parameters (Cabral et al., 2023). This decentralization would allow Blue Thread Ltd to propose local purchases and sales without having to apply for approval from the headquarters. But beyond budgets, there is also a need for greater openness to data and a performance culture that focuses on relative benchmarking (comparing business performance with competitors or with each other) (Rahman et al., 2023). Implementation of this system would be driven by investment in information technology and the need to change the mindset of leaders.
[bookmark: _Toc206961388][bookmark: applicability-to-blue-thread-ltd]4.3 Applicability to Blue Thread Ltd
Blue Thread Ltd operates in the fashion retail sector, which is characterised by rapidly changing consumer tastes and intense competition. The weaknesses of traditional budgets are therefore particularly relevant (Perret et al., 2022). The company’s current budgeting approach appears to be incremental purchases and expenses are planned months in advance, leading to excess stock and liquidity issues. Implementing more adaptive budgeting techniques could provide several benefits:
· Rolling forecasts would allow management to update sales and stock projections each month based on actual sales trends. This could prevent over‑ordering and reduce inventory levels.
· Activity‑based budgeting could link spending on refurbishment and marketing directly to expected benefits (e.g., customer footfall) and help prioritize investments (Akbar et al., 2021).
· Zero‑based budgeting could be applied to discretionary expenses to remove inefficient administrative costs.
· Participative budgeting would involve store managers in setting sales and spending targets, improving information quality and commitment.
In practice, the company does not need to abandon budgets altogether. Rather, a hybrid approach could combine the discipline of financial planning with the flexibility of modern methods. For instance, Blue Thread could retain an annual budget as a reference point for lenders and shareholders, while supplementing it with a rolling forecast that updates sales and cash projections each month (Bedford et al., 2022). Discretionary spending such as refurbishment and marketing could be zero‑based to eliminate waste, whereas operational costs could be managed through activity‑based analysis. Participative budgeting would give store managers a voice in setting sales targets and ordering quantities, reducing the risk of stock accumulation. Relative performance measures could be used to evaluate stores, encouraging healthy competition without rigid targets (Anton and Afloarei Nucu, 2020).
Adopting these approaches would not eliminate the need for financial discipline. Instead, it would align planning with the realities of a fast‑moving market. Implementation should be phased in: first by improving data quality and introducing rolling forecasts; next by training managers to interpret and respond to forecast updates; and finally, by experimenting with alternative budgeting methods in selected departments (Henttu-Aho, 2019). Ensuring buy‑in from staff and providing adequate resources for systems upgrades are critical to success. Over time, such a transformation could help Blue Thread Ltd reduce excess inventory, manage cash more effectively and respond quickly to fashion trends, supporting both profitability and liquidity.
[bookmark: _Toc206961389][bookmark: conclusion]Conclusion
This report prepared a stock budget, cash budget, and profit-and-loss account for Blue Thread Ltd over six months to November 2025. The analysis showed rising inventories that risk tying up capital, alongside cash flow pressures with overdrafts reaching nearly £39,000 before modest recovery. While the gross profit margin of 35% appears healthy, high administrative and credit-card costs erode profitability. These findings highlight the gap between profit and liquidity.
Management should better align purchases with sales, negotiate favourable credit terms, control card charges, and stagger major expenditures. Regular budget updates are essential, using them as flexible tools rather than rigid constraints. Effective budgeting must be participative, transparent, supported by reliable systems, and clearly linked to strategy.
Traditional incremental budgeting suffers from well documented weaknesses, including outdated assumptions and limited flexibility. More dynamic approaches such as zero-based budgeting, activity-based budgeting, rolling forecasts and non-budgetary approaches offer more flexible solutions. In the case of a fashion retailer such as Blue Thread Ltd, combining these approaches can minimise stock risk, increase responsiveness and improve judgement. Finally, budgeting should be seen as a continuous process which is strategic. Integrating modern methods with traditional practices can help Blue Thread Ltd increase liquidity, resource allocation and sustainable growth.
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[bookmark: _Toc206961391]Appendix A: Audit trail and recomputation tables
[bookmark: _Toc206961392]A. Definitions and formulas used
1. Margin and cost of sales
• Gross margin = 35 percent of sales
• Cost of sales in month t = 0.65 × Sales in month t
2. Inventory movement
• Closing stock in month t = Opening stock in month t + Purchases in month t − Cost of sales in month t
• Opening stock for a month equals the prior month’s closing stock
3. Cash budget timing rules
• Sales receipts occur in the month of sale
• Credit card fee = 3 percent of sales, paid in the month of sale
• Purchases are paid one month in arrears
• Selling expenses are paid one month in arrears
• Administration expenses are paid when incurred, but include non-cash depreciation of 6 each month. Administration cash paid = Administration expense − 6
• Loan instalment = 4 cash each month. The interest element is 1 per month and is the only part charged to the profit and loss account
• Tax paid = 15 in August only
• Store refurbishment cash outflow occurs in June, July, and August only
• Closing cash balance = Opening cash balance + Sales receipts − Total cash payments
[bookmark: _Toc206961393]B. Stock budget by month (£000)
	Month
	Opening stock
	Purchases
	Cost of sales 0.65×Sales
	Closing stock

	June
	90.0
	150
	130.0
	110.0

	July
	110.0
	180
	156.0
	134.0

	August
	134.0
	190
	136.5
	187.5

	September
	187.5
	160
	143.0
	204.5

	October
	204.5
	200
	149.5
	255.0

	November
	255.0
	210
	162.5
	302.5


Checks
• Sales used: June to November = 200, 240, 210, 220, 230, 250
• Cost of sales each month equals 65 percent of those sales
• Closing stock flows correctly from month to month and never falls below the 40 minimum
[bookmark: _Toc206961394]C. Cash budget by month, with components (£000)
Assumptions used: opening cash at 1 June equals overdraft of 25.
	Month
	Sales receipts
	Credit card fee 3%
	Purchases cash*
	Selling cash**
	Admin cash***
	Loan instalment
	Tax
	Refurbishment
	Total cash payments
	Opening balance
	Closing balance

	June
	200
	6.0
	170
	5
	17
	4
	0
	12
	214.0
	−25.0
	−39.0

	July
	240
	7.2
	150
	6
	18
	4
	0
	10
	195.2
	−39.0
	5.8

	August
	210
	6.3
	180
	7
	19
	4
	15
	14
	245.3
	5.8
	−29.5

	September
	220
	6.6
	190
	8
	20
	4
	0
	0
	228.6
	−29.5
	−38.1

	October
	230
	6.9
	160
	9
	21
	4
	0
	0
	200.9
	−38.1
	−9.0

	November
	250
	7.5
	200
	6
	22
	4
	0
	0
	239.5
	−9.0
	1.5


· Purchases cash is paid one month after purchase: June pays May 170, July pays June 150, and so on.

· Selling cash is paid one month after expense: June pays May 5, July pays June 6, and so on.
· Administration cash equals administration expense minus depreciation of 6 each month. The admin expenses for June to November are 23, 24, 25, 26, 27, 28, so cash paid is 17, 18, 19, 20, 21, 22.
Month-by-month balance check
June: −25 + 200 − 214.0 = −39.0
July: −39 + 240 − 195.2 = 5.8
August: 5.8 + 210 − 245.3 = −29.5
September: −29.5 + 220 − 228.6 = −38.1
October: −38.1 + 230 − 200.9 = −9.0
November: −9.0 + 250 − 239.5 = 1.5
[bookmark: _Toc206961395]D. Budgeted profit and loss for the six months to 30 November (£000)
	Line
	Amount

	Sales revenue
	1,350.0

	Opening stock 1 June
	90.0

	Add Purchases June to November
	1,090.0

	Less Closing stock 30 November
	(302.5)

	Cost of goods sold
	877.5

	Gross profit
	472.5

	Selling expenses
	43.0

	Credit card charges 3% of sales
	40.5

	Administration expenses
	153.0

	Interest expense
	6.0

	Profit before tax
	230.0

	Taxation
	15.0

	Profit for the period
	215.0


Notes
· 
Only the 1 per month interest element of the loan instalment is expensed. The 3 per month capital element is a cash outflow only
· Administration expense includes depreciation of 6 per month, which is non-cash
· Store refurbishment is treated as a cash outflow in the cash budget and not expensed in the profit and loss account 
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