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Executive Summary

Blue Thread Ltd is a retail company that has been operating a chain of 10 stores specialising in high-quality clothing. The company has built a reputation for offering very stylish and premium apparel, which, therefore, is attracting a loyal customer base. However, like many other businesses in the retail sector, the Blue Thread Ltd has been facing a financial challenge that require careful planning, and it is necessary to make a strategic decision.  

At the beginning of June, which is the sixth months of the year, the company has found itself in a very critical financial situation, with an overdraft of £25,000 that needed to be cleared by maximum the end of November. This, therefore, has prompted the management to take a closer look at the company's financial health and make sure to assess its budgeting approach, cash flow, and overall profitability. Given the dynamic nature of the retail industry, where the consumer preferences and economic conditions can shift rapidly. The company needed a robust financial plan to ensure stability and growth.

Firstly, to be able to address these challenges, a comprehensive budgeting strategy has been developed, which is focusing on stock management, the cash flow optimisation, and the cost control. One of the main key aspects of this plan has been to always ensure that the company maintained a steady level of stock and meet the customer demand while at the same time making sure to avoid the excessive inventory that could strain the financial resources. Managing supplier credit terms and improving stock purchases has become super essential in order to be able to achieve this balance and be able to maintain it at the same time, which is really beneficial for the long-term results. 

Additionally, cash flow management has emerged as a super important factor in order to be able to ensure the company’s financial sustainability. With a significant portion of the sales being processed through credit card transactions, the company had to account for transaction fees and ensure timely receipt of funds. By being able to analyse the cash inflows and the outflows at the same time, Blue Thread Ltd could anticipate potential liquidity issues and take proactive measures to be able to address them.

Beyond the numbers, the company’s financial strategy had to be able to align with its broader business goals. This includes investing in the store refurbishments, managing administrative costs, and being able to maintain a strong brand presence, which was all necessary to support long-term success. However, these investments had to be carefully planned in order to help prevent unnecessary financial strain.

As the company has moved more and more forward, adopting a more flexible and dynamic approach to budgeting will be a key. Traditional budgeting methods, while providing a structure, this can sometimes help to limit adaptability in a fast-changing business environment. By embracing the modern financial planning techniques, Blue Thread Ltd can enhance its ability to respond to market shifts, improve operational efficiency, and ultimately strengthen its financial position.


This report outlines the key and main strategies, as well as the recommendations that will enable the Blue Thread Ltd to not only overcome its immediate financial challenges but also be able to build a more sustainable and more resilient future. The only key go success, and the main key is the right approach, the company can therefore continue to thrive and keep delivering high-quality products to its customers while ensuring long-term financial stability.
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Introduction:
Business sustainability and growth depend on financial planning, which determines its success in a competitive market. Companies face financial challenges in multiple areas, requiring careful planning to ensure resource adequacy, control, and financial stability. This report describes the situation of Blue Thread Ltd company. It is an amazing company that owns a chain of ten luxury clothing stores. The company's performance and ability to continue production were significantly impacted by a series of financial challenges. The company's overdraft debt had risen to $25,000 by June.Moreover, the bank demanded repayment of the total amount by the end of November. This demand put the company in a difficult financial position. this Therefore, budgeting strategies had to be modified to provide better financial control. Understanding apparent financial weaknesses and determining the best course of action depends on knowing the inventory, revenue, and expenses for the next six months. By focusing on the management required and the challenges the company may face, this report aims to examine Blue Thread Ltd.'s cash flow between June and November. Furthermore, the report includes several budgeting strategies, including cash flows for equity budgets and budgeted profit and loss accounts, with a particular focus on how they apply to Blue Thread Limited in its current financial position. It also presents critically discusses the conditions that must exist within an organization for a successful budgeting and budgetary control system and discusses four brief points related to people behaviors that management should consider. It provides a critical discussion of traditional approaches to budgeting in a rapidly changing business environment. Highlights flaws in traditional budgeting methods. It offers suggestions for improving Blue Thread Ltd's market sustainability and financial management, also helping it a achieve financial stability, Improving the use of capital, thus providing effective organization future growth by combining financial analysis with management recommendations.













































Main Findings

The stock budget for the six months to 30 November is:
	June	July	Aug	Sept	Oct	Nov
	£000	£000	£000	£000	£000	£000
Opening balance	90 	110 	134 	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 


The cash budget for the period to 30 November is:
	June	July	Aug	Sept	Oct	Nov
	£000	£000	£000	£000	£000	£000
Cash receipts 	Sales net of  	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	-19 	33 	 15
Opening balance	-25 	 -36	 23	-5 	 -24	 9
Closing balance	 -36	 13	 -19	 -23	9 	 24


The (accruals-based) budgeted Profit & Loss Account for the six months ending 30 November is:
	£000	Calculation
Sales 	1350 	 200+240+210+220+230+250
Cost of goods sold	(878)       	therefore  
Gross profit	472 	                                       
Selling expenses	(41  )	 5+6+7+8+9+6
Admin Expenses	(153)       	
Credit card charges	 (12  )	       1350,000x30%x3%                                  
Operating profit	 (  266  )	
Interest payable	   (6     )	        6x4000x25%                                 
Profit for the period	260 	

 




















b) Problems and How to Manage Them. Blue Thread Ltd. faces several problems over the next six months, based on its cash and stock budgets. 
Stock budget: budget is a prediction of income and expense over a specific future period. Corporations, governments, homes, and businesses all need budgets; they are also an essential aspect of effectively running a company (or house). For businesses, budgeting provides both a point of reference at the conclusion of each quarter and a plan of action to follow for managers.Budgets from previous periods can also be compared to the company's actual financial allocations and performance, which in turn helps provide an idea of ​​how close forecasts are to actual spending(Safaeian et al., 2022).
The importance of Budget:
•Ensures of resource availability: mainly a budget, provides to make sure a company has enough money to meet its goals. It may highlight up jobs and groups that call for more resources as well as places you might save money. 
• It identifies expenses, supports the development, and shows company goals, which helps determine the amount of income required to reach corporate objectives. 
•The budget can also be used to analyse coming goals and notify staff members on development.
 •It helps in project prioritising and how they affect more general budgetary goals.(Cote, 2022).

cash budget: A cash flow budget is a process for financial planning that lets businesses maintain their expected cash flows and cash outflows through a specified period of time. It means enough cash to cover expenses as they develop and helps the business to manage and control its cash flow. Calculating cash flow requires the formula Net Cash Flow = (Cash Inflow - Cash Outflow). Whereas a business with more cash outflow than inflow indicates a negative net cash flow, a business with more cash inflow than outflow shows a positive net cash flow (BBC, 2020).
•Why are cash budgets important?
Cash budgets help calculate cash inflows and outflows.
Cash budgets highlight a company's cash deficit and also regulate expenses. Also, it it helps the company to take appropriate steps for raising capital without delay and achieving healthy cash flow (Lenglet, 2023).

Problems and suggested solutions:
1. Bank Overdraft: The company had a £25,000 overdraft at the beginning of June, which the bank wants to repay by the end of November. However, the cash budget shows that the company will still owe £1,000 by the end of November. This means that the company will be unable to repay the bank unless other measures are taken to help.
 (Solution): The company can contact the bank to request extra time to clear the overdraft. Another way is to borrow money, it can improve the company's cash flow.

2-The refurbishment cost, which means repair costs refer to reasonable and required expenses that are really paid to fix particular things to meet satisfying particular requirements (Hummel et al., 2020)
The Blue Thread Ltd. plans to spend £36,000 on store refurbishment in June, July, and August. Although this might benefit the company over time, it will worsen short-term cash flow problems. Solution: Businesses can postpone the refurbishment or divide the expenses over a longer period to ease the impact on cash flow.

3-High Administration Costs: which is the cost of operations, and administrative expenses are the expenses required for a company entity to operate usually. Though they are necessary for daily company activities, these costs have nothing taken on the manufacturing or sales of goods and services. They cover expenses including salary of office staff, insurance, secure and accounting expenses, rent, utilities, office supplies, and computer maintenance that remain constant even when production level changes (Rounaghi, Jarrar and Dana, 2021).

High administration costs and high selling costs totalled £194,000 over the six months. These high costs could further strain the company's cash flow. 
 Solution: The company should look for ways to reduce costs, such as cutting unnecessary spending or obtaining better pricing deals from suppliers. This, in turn, reduces costs.

4-Decrease of cash flow 
There was an improved in cash deficit in July (47,000) and in October (33 000) but it declined in August (_28,000) and September (_19,000) which in-turn rais concerns about the company's ability to clear the overdraft. 
Solutions: 
•Posting for sales, as offer discounts on social media to attract customers.
 •Delay shop refurbishment: delay of spending £12,000 in June ,£10,000 in July, and 14,000 in August to save cash. 
•Reduce stock purchases: Avoid buying too much stock in October £200,000and in November£210,000 to save cash flow. 

5-Low profitability: The company expects a profit of just  £266,000 by total sales, which was £1,350,000 so, the company will have a very low profit. There is also a high cost of goods sold (65% of sales) that made negatively impact profits. 
Proposed solutions:
 • Focus on your profit margins
•try to get better prices from suppliers or do a little increase in product prices. •Develop new business strategies.
 • Reduce unnecessary expenses: review and reduce administrative and selling costs wherever possible. 
•  for better offers with payment service providers.
6.Retention of clients should be given top priority: developing brand loyalty may assist in lowering marketing expenses and improve customer loyalty, therefore enhancing profitability. Look at additional sources of income and think about including additional products or services with better profit margins that fit your present offerings (Expert Panel, 2024).

7. Concerns about the budgeted profit and loss account:
Important financial indicators that assist companies in evaluating their efficiency and profitability are profit margins. Three primary categories of profit margins exist. The most complete measure of a company's capacity to convert income into profit is its gross profit margin, operating profit margin, and net profit margin (Gong et al., 2024).
The adjusted profit and loss statement for the six months indicates that expenses may be lower than estimated and that revenue forecasts may be incorrect. This, in turn, impacts overall financial performance and decision-making, resulting in lower-than-expected profits. 
Solutions: The company should use more dynamic budgeting methods, such as rolling budgeting or zero-based budgeting. It is also recommended to strengthen communication between the finance and operations teams, implement regular monitoring, and improve the mechanism for detecting variances between planned and actual figures (Sitinjak et al., 2023).
When Blue Thread Ltd fixed these issues, it increased cash flow and cleared the overdraft.




(c)Main conditions for successful budgeting and how people manage it 
Effective budgeting depends on a number of essential ideas and strategies meant to enable individuals to control their money.  The following are the major requirements for effective budgeting and personal management of it:
●Establish clear financial goals:
Motivating and leading budgeting efforts depend on clearly stated, logical financial goals. The company must ensure that clear, realistic, and measurable goals are set for each department, as well as precise performance evaluation criteria. This clarity, in turn, ensures a shared understanding among all parties and reduces conflict (Ahmed, 2023).
●Track earnings and expenses: Accurately recording all income and expenses provides a good overview of financial behavior. Therefore, accurate recording of income and expenses is essential. If a company's income changes after monitoring the company's bank account for at least two months or more, and if spending exceeds production, the company may consider changing its spending structure or seeking another source of income (Cassone, 2024).
● Categorising expenses as fixed & variable costs
There are two types of expenses: which are fixed and variable. The fixed expenses are constant monthly, such as rent, mortgage, insurance, and loans. Variable expenses rise and fall from month to month, such as the cost of raw materials and utility bills. By categorising these expenses, you'll likely find that you can save money (Stobierski, 2021).
.●Create a realistic plan: Creating a budget that fits real income and expenditure patterns increases the possibility of success.
●Realistic Targets: Achieving financial success requires setting reasonable goals. Thus, efficient resource allocation and the maintenance of financial soundness result from matching financial goals with strategic objectives and market conditions. * The significance to determine achievable targets First, they agree with strategic targets. This keeps businesses doing well and motivates them to get the results they want. Second, financial soundness: achievable goals reduce the risk of problems with cash flow and avoid resource misuse (University of Massachusetts Global, 2020).
●Build an emergency fund: A key element of financial security means being aware to set away money for unexpected expenses (Skerrett, 2024).
●Flexibility
Should conditions vary greatly both inside and outside of the company, it should be achievable to change the budget model by changing and updating predictions to represent the state of issues right now.  Usually based on estimates and predictions, budgets show differences; therefore, it is crucial to know why there is a variability since it can just be a process of learning, a short-term time difference, or a stimulus to change present procedures and modify the model (Miller, 2023). 
●Regular updates of budget:
Reviewing the budget periodically provides real-time information about the project's financial status. This, in turn, helps identify deviations from the original plan and take corrective action to mitigate risks. Periodic budget updates also enable managers to adapt to these changes, keeping pace with them and ensuring the project remains aligned with its objectives (Grobler-Dębska et al., 2024).
●Good Communication:
Effective Communication of Knowledge Reaching budget targets depends much on effective communication. Every member of the company has to be quite aware of their part in assisting with achieving the intended financial goals. Establishing open and honest lines of communication that let ideas and knowledge to be constantly exchanged helps one to achieve this. A cooperative work environment results from each person knowing their position and obligations, thus encouraging cooperation and reducing objective misinterpretation. Good communication leads towards the intended financial targets (Datarails, 2024).
●Strong leadership 
Effective leadership is the cornerstone of any successful financial system. Rather than simply issuing instructions, senior managers must be active partners in the budget preparation process, continually monitoring it and ensuring everyone's adherence. Senior managers act as guides and monitors, making necessary decisions when they detect any deviation from set goals (Cassone, 2024).
●Effective Stakeholder Participation:
Key personnel and department managers should participate actively in the budget-building process. Participating helps these individuals to be more accurate and promotes responsibility and ownership to achieve what was intended (Gibbons, 2023).











The people (behavior)react to the company's budget:

●Avoid excessive pressure: Using budgets solely as a pressure tool can create a tense and unmotivating work environment among employees. Therefore, management should focus on creating a supportive environment (Sitinjak et al., 2023).
●Balancing competition and collaboration: While budgets can induce healthy competition between departments, excessive focus on individual targets may lead to actions that are not in the best interests of the business as a whole (Smits, 2024)
●Avoiding budgetary slack: Management should be aware of the tendency for individuals to pad budgets with extra expenses or reduced revenue estimates to make goals easier to achieve3. This practice can lead to inefficiencies and misallocation of resources (IJAERS Journal, 2020).
●Budgeting as a Strict Control Tool Reduces Innovation
When budgeting is used as a control tool rather than a means of improving efficiency, employees may be reluctant to introduce new ideas for fear of their impact on departmental costs.
Critically, management must recognise that budgeting should not be a punitive tool but rather should support a flexible work environment that stimulates creativity and innovation.
●Lack of transparency: Lack of transparency and clarity leads to a lack of trust.
If the budget allocation process and the reasons for financial decisions are not clearly explained, employees may feel the process is unfair, impacting their performance and motivation.
Therefore, companies that fail to build a transparent financial culture may experience decreased productivity and increased internal conflict (Mac Nab, 2024).
●Poor financial understanding among employees:
Many employees are not fully aware of how budgeting impacts their daily work. The lack of proper guidance from management, which sometimes assumes everyone understands financial matters in the same way, leads to ill-informed decisions, unnecessary spending, and sometimes financial stress that could be avoided if there was better financial awareness within the company. Therefore, management must take this into consideration.










(d)Disadvantages of Traditional Budgeting

Traditional Budgeting: What Is It? One of the methods used by the company to prepare its budget for the specific time period under consideration is traditional budgeting, in which the budget from the previous year serves as a basis for the current year's budget, meaning that the budget for the present year is created by making revisions to the budget from the previous year. Budgeting for the current year using the same year's spending is known as traditional budgeting (Michał Chalastra, 2021).
1. Rigidity and Lack of Flexibility: 
The inflexibility of traditional budgeting is one of its main disadvantages. Traditional budgets usually allot a set amount of money to various categories of spending, which might limit one's flexibility in response to unexpected expenses or changes in circumstances
(Datarails, 2024).
 solution: The solution is to use a budget that is continually updated that is modified quarterly or monthly.
2. Expensive and time-consuming: A traditional budget involves a lot of time and work from several departments, which is a disadvantage. It needs data collection, planning, review, and approval—all of which can be time-consuming.
 Solution: Instead of depending only on yearly plans, use rolling forecasts and automation technologies (such as machine learning-driven budgeting software) to update budgets on frequently based on real-time data.(Guo et al., 2022).
3. Focus on Cost Cutting Rather Than Growth:
which is one of the disadvantages of using a traditional budget. A disadvantage of using a traditional budget is that it is more emphasis on cost reducing rather than growth. The traditional budget is always planning to prioritise cost reduction over expansion. A company's capacity to innovate and modify changing market circumstances may be abstracted by this narrow focus on cost reduction. Managers risk missing out on good chances to invest in new technology, also create new products, so if they focus only on reducing costs. In the end, this strategy may restrict a business's capacity for long-term growth and competitiveness.
Solutions:
 ●Use Value-Based Budgeting
This focuses on allocating resources based on their direct impact on business growth, not just cost reduction.
This prioritises investments based on the expected return on investment. This, in turn, helps avoid cutting costs in areas that support expansion, such as marketing, research and development, and employee training.
●Adopt Zero-Based Budgeting (ZBB)
The budget is prepared from scratch, meaning that each expenditure item is evaluated based on its necessity and actual value.
Ultimately, unnecessary expenses are eliminated, while investments that support innovation and growth are preserved.
4. Encourage budget Padding: One of the drawbacks of using traditional budgeting is that it occurs when managers or officials prepare the company's budget with inflated financial estimates, i.e., requesting amounts greater than actual needs This is done to provide a reserve fund for any unexpected expenses, facilitate the achievement of financial goals without significant pressure, and provide additional resources that can be freely used in the event of any sudden future circumstances or changes.
With traditional budgeting, each department is required to submit its forecasts for the coming year based on the previous budget. As a result, managers may add a reserve margin to avoid any future cuts or to ensure financial performance is easily achieved without exceeding estimates. The problem with this habit is that it leads to misallocation of resources, which reduces the efficiency of the use of funds and negatively impacts the performance of the organization as a whole (Corbitt, 2023).
Solutions
Using Zero-Based budgeting (ZBB). By preparing a budget from scratch annually, each department is required to justify all its expenditures. This reduces the likelihood of unjustified inflating figures.
Enhancing transparency and accountability: This is achieved by conducting periodic budget reviews and comparing estimates to actual operating expenses. Using technology and data for analysis: The company uses modern financial analysis systems to identify unusual patterns in previous budgets, as well as any overestimates ((Ramlall and Grobbelaar, 2024).
5.Short-Term Focus in Traditional
 Budgeting:
One of the major drawbacks of traditional budgets is the excessive focus on short-term goals. Since budgets are typically prepared once a year, companies are forced to prioritise short-term financial results over long-term strategic planning. Because they don't give immediate results during the annual spending plan cycle, long-term expenses, such as those related to technology and research and development, are ignored because they generate annual results. The solution: • Regular abdate for the budget as a quarterly. That allows for flexibility and strategic planning. • Offer financial   motivating to managers that continue several years rather than just one year. This contributes to the company's continued growth.



Conclusion

In basically, In the end, this study shows that Blue Thread Ltd. is at a turning point that calls for careful planning and good financial management for future development and sustainability. The business has an excellent market position as it manages a chain of ten stores focused on high clothing. Moreover, it also presents the financial difficulties that are needed for accurate answers to guarantee its stability and meet its main goals. The cash flow management problem is one of the main problems the business faces. Improved planning and spending control strategies are needed for a £25,000 deficit. The bank needs to be covered by November. The company has to set an accurate cash flow monitoring system to guarantee a good balance at the conclusion of every month, so improving its capacity to repay its debt. Moreover, the success of budgeting and spending control depends much on good communication and capable leadership. The leadership must carefully check the budget's operation and act with corrections when called for. Making sure every staff member realises their part in achieving financial goals. Conversely, budgeting has to be flexible enough to fit changes in the market. In a changing company environment, traditional, static models could not be sufficient; so, a more dynamic strategy, including regular financial performance evaluations and strategic changes when needed, is called for. This, therefore, enables the business to handle any unanticipated difficulties and escape financial disasters. At last, it is impossible to ignore how behavior influences the effectiveness of financial control and budgeting systems. Positive interaction of employees with these systems depends on the incentives and motivating power given by management. By using these strategies, including financial planning, good leadership, efficient communication, budget flexibility, and knowledge of important behavioural elements, Blue Thread Ltd. can achieve a strengthen its financial situation. Also, the success of these policies will help the business to overcome present difficulties and guarantee a sustainable financial future, therefore increasing its market position and guaranteeing its long-term sustainability and growth.
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