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[bookmark: _Toc191649290]Introduction
Finance is an important element in business. However, there is a range of principles as well as concepts underlying the field of finance. Budgeting is one of the key concepts in the context of finance in businesses. However, recently, improved budgeting can be observed in the form of a movement away from traditional techniques of incremental budgeting to various alternative approaches. A range of recent academic studies makes arguments that the model of the annual budget might have been observed to possess varied inherent weaknesses. Moreover, this budget is also argued to serve as a barrier to the effectiveness of the implementation of alternative budget models to be used for achieving strategic change. This report discusses budgeting and the role that it plays in managing business finance concerning an organisation named Blue Thread Ltd. Blue Thread Ltd is an organisation consisting of a chain of 10 stores, which sells clothing of high quality. In this report, there will be a preparation of its budgets followed by a determination of problems in its budgets and how can be solved. It will also discuss the conditions for successful budgeting and budgetary control followed by critical evaluation of traditional budgeting approaches.

[bookmark: _Toc191649291](a) Preparation of budgets and profit and loss account
[bookmark: _Toc191649292]1. Stock Budget and Cash Budget
Business organisations prepare and implement a range of budgets (Dyson, 2020). One such budget is the stock budget, which is also referred to as the inventory budget. As defined by Drury (2021), a stock budget is a sort of financial plan that organisations prepare for the estimation of the amount of money that they require to invest in their inventories or stock. It anticipates how much stock an organisation will require to purchase and hold at a point in time or a particular period for sale. The preparation of the stock budget for Blue Thread Ltd will help the organisation to ensure that it has the right level of stock in hand. This will help the organisation to ensure that the expected sales demand can be met without stock running out or overstocking. Considering the earlier plans of the organisation and additional information available, the following is the stock budget created for the six months ended 30th November –
Stock Budget prepared for Blue Thread Ltd.
	
	June
('000)
	July
('000)
	Aug
('000)
	Sept
('000)
	Oct
('000)
	Nov
('000)

	Sales
	£ 150
	£ 180
	£ 190
	£ 160
	£ 200
	£ 210

	Add: Required closing stock in hand
	£ 40
	£ 40
	£ 40
	£ 40
	£ 40
	£ 40

	Less: Opening stock in hand
	£ 90
	£ 40
	£ 40
	£ 40
	£ 40
	£ 40

	Required production of stock
	£ 100
	£ 180
	£ 190
	£ 160
	£ 200
	£ 210



The analysis of the stock budget forecasted for Blue Thread Ltd helps to identify the required level of stock that the business organisation needs to produce for each of the six months. It can be observed that the minimum level of required closing stock of the organisation is £40,000. The required production of stock in the organisation is going to increase gradually from June to November.
Another primary sort of budget prepared in business organisations is the cash budget (Oulasvirta, 2023). As defined by ACCA Global (2025a), a cash budget is a sort of financial plan in which a business organisation anticipates its cash flows over a particular period. The preparation of the stock budget for Blue Thread Ltd will help the organisation to ensure that it has a sufficient amount of money to cover its expenses. Considering the earlier plans of the organisation and additional information available, the following is the cash budget created for the six months ended 30th November –
Cash Budget prepared for Blue Thread Ltd
	
	June
('000)
	July
('000)
	Aug
('000)
	Sept
('000)
	Oct
('000)
	Nov
('000)

	Opening cash and cash equivalents
	- £ 25
	- £ 39.40
	£ 5.60
	- £ 31.60
	- £ 40.90
	- £ 12.50

	
	
	
	
	
	
	

	Receipts of Cash
	
	
	
	
	
	

	Sales income 
	£ 200
	£ 240
	£ 210
	£ 220
	£ 230
	£ 250

	Total Receipts of Cash
	£ 200
	£ 240
	£ 210
	£ 220
	£ 230
	£ 250

	
	
	
	
	
	
	

	Disbursements of Cash
	
	
	
	
	
	

	Purchases of stock 
	£ 170
	£ 150
	£ 180
	£ 190
	£ 160
	£ 200

	Admin expenses 
	£ 17
	£ 18
	£ 19
	£ 20
	£ 21
	£ 22

	Selling expenses 
	£ 10.40
	£ 12
	£ 14.20
	£ 14.30
	£ 15.60
	£ 12.90

	Taxation payments 
	-
	-
	£ 15
	-
	-
	-

	Interest payments 
	£ 1
	£ 1
	£ 1
	£ 1
	£ 1
	£ 1

	Store refurbishment 
	£ 12
	£ 10
	£ 14
	-
	-
	-

	Repayment of bank loan
	£ 4
	£ 4
	£ 4
	£ 4
	£ 4
	£ 4

	Total Disbursements of Cash
	£ 214.40
	£ 195
	£ 247.20
	£ 229.30
	£ 201.60
	£ 239.90

	
	
	
	
	
	
	

	Net Changes in Cash and Cash Equivalents
	- £ 14.40
	£ 45
	- £ 37.20
	- £ 9.30
	£ 28.40
	£ 10.10

	
	
	
	
	
	
	

	Closing in Cash and Cash Equivalents
	- £ 39.40
	£ 5.60
	- £ 31.60
	- £ 40.90
	- £ 12.50
	- £ 2.40



Workings:
1. Purchases of stock
June = Stock purchase in May = 170
July = Stock purchase in June = 150
Aug = Stock purchase in July = 180
Sept = Stock purchase in Aug = 190
Oct = Stock purchase in Sept = 160
Nov = Stock purchase in Oct = 200
2. Admin expenses
June = Admin expenses – Monthly depreciation charge = 23 – 6 = 17
July = Admin expenses – Monthly depreciation charge = 24 – 6 = 18
Aug = Admin expenses – Monthly depreciation charge = 25 – 6 = 19
Sept = Admin expenses – Monthly depreciation charge = 26 – 6 = 20
Oct = Admin expenses – Monthly depreciation charge = 27 – 6 = 21
Nov = Admin expenses – Monthly depreciation charge = 28 – 6 = 22
3. Credit card charge
June = 3% of sales income of previous month = 3% of 200 = 5.4
July = 3% of sales income of previous month = 3% of 240 = 6
Aug = 3% of sales income of previous month = 3% of 210 = 7.2
Sept = 3% of sales income of previous month = 3% of 220 = 6.3
Oct = 3% of sales income of previous month = 3% of 230 = 6.6
Nov = 3% of sales income of previous month = 3% of 210 = 6.9
4. Selling expenses
June = Selling expenses + Credit card charge = 5 + 5.4 = 10.4
July = Selling expenses + Credit card charge = 6 + 6 = 12
Aug = Selling expenses + Credit card charge = 7 + 7.2 = 14.2
Sept = Selling expenses + Credit card charge = 8 + 6.3 = 14.3
Oct = Selling expenses + Credit card charge = 9 + 6.6 = 15.6
Nov = Selling expenses + Credit card charge = 6 + 6.9 = 12.9
The cash budget, which has been developed above for Blue Thread Ltd, helps to determine that positive closing cash will be present in the organisation only in July. Even though the negative closing cash present in the organisation is forecasted to reduce gradually, negative cash flows are observed even at the end of November. As a result, cash flow problems are expected for Blue Thread Ltd in these six months.
[bookmark: _Toc191649293]2. Budgeted Profit & Loss Account
To manage the finances of a business organisation, the preparation of a profit and loss account is essential (Keleş, 2023). As defined by CFI (2025), a profit and loss account is a sort of financial statement in which there is a summarisation of an organisation’s revenues in addition to expenses for a particular period. The preparation of the budgeted profit and loss account for Blue Thread Ltd will help the organisation anticipate its potential revenues and expenses. Depending on this, the future profits or losses of the organisation can be decided. Considering the earlier plans of the organisation and additional information available, the following is the budgeted profit and loss account created for the six months ended 30th November –
Budgeted Profit and Loss Account prepared for Blue Thread Ltd
	
	Amount
('000)
	Amount
('000)

	Sales
	
	£ 1,350

	Cost of Sales
	
	£ 877.50

	Gross profit
	
	£ 472.50

	Expenses
	
	

	Admin expenses 
	£ 153
	

	Selling expenses 
	£ 83.50
	

	Store refurbishment expenses
	£ 36
	£ 272.50

	Profit before interests and taxes (PBIT)
	
	£ 200

	Interest payments 
	
	£ 6

	Profit before taxes (PBT)
	
	£ 194

	Taxation payments 
	
	£ 15

	Net profit
	
	£ 179



1. Cost of Sales
= 65% of Sales
= 65 / 100 * 1350
= 877.50
2. Gross profit
= 35% of Sales
= 35 / 100 * 1350
= 472.50
The budgeted profit and loss account has been prepared for Blue Thread Ltd based on the accrual concept of accounting rather than the cash basis of accounting. Depending on this budgeted profit and loss account, it can be identified that even though negative cash flows are expected in the organisation, it is anticipated to earn net profit. A stable amount of net profit is expected to be earned in this organisation.
[bookmark: _Toc191649294](b) Problems indicated from the calculations and how to address these problems
The budgeting process of a business organisation is of great importance (Romenska et al., 2022). According to Thole, Sitsha and Wadesango (2023), in an organisational context, budgeting allows business organisations to detect the weaknesses or problems in their finances. The calculations of the budgets for the organisation Blue Thread Ltd help to determine a range of problems. These problems involve excessive cash outflows in addition to negative closing cash flows throughout the six months. The excessive cash outflows of the business organisation in addition to its negative closing cash flows reflect deficiency or shortage of cash. However, this shortage of cash needs to be addressed and managed to secure a better financial position.
To manage the cash flow problems as well as overcome the shortage of cash in business organisations, the management has an important role to play (Major and Azali, 2022). For example, in Blue Thread Ltd, management actions can help manage and overcome such cash flow problems. The following are the few main management actions, which can help to overcome or address these problems –
· Improvement of accounts receivables – Management and improvement of the accounts receivables of an organisation is helpful for the management of cash (Surikova et al., 2022). In Blue Thread Ltd, all payments against sales are received in the same month during which sales are made. To overcome or address the cash problems of the organisation, the management needs to send its invoices promptly, maintain regular follow-up of overdue accounts and maintain only cash sales policy.
· Management of accounts payables – To improve the cash flows of a business organisation, management of accounts payables is essential (Odey, 2021). In Blue Thread Ltd, the management needs to take actions such as negotiating of extension of payment terms with vendors or suppliers. The management also needs to explore various discounts from vendors so that excessive cash outflows can be controlled. It should also prioritise all its critical payments over varied non-essential payments.
· Adoption of cost reduction measures – Cost reduction is a leading way of managing and controlling the cash flows of a business organisation (Laghari, Ahmed and López García, 2023). In Blue Thread Ltd, the management should take actions such as preparing and analysing expense reports for the identification of cost-cutting areas. The management of the organisation also needs to control its unnecessary operating expenses in addition to the review as well as optimisation of stock levels.
· Application of improved sales strategies – Efficient and improved sales strategies in a business organisation assist it in terms of increasing sales and enhancing cash flows (Salamah, 2023). The management of Blue Thread Ltd must take action to increase the organisation’s sales volume through the introduction of new clothing segments. Moreover, the implementation of cross-selling and upselling tactics must also be done. There should also be a consideration of price adjustments so that improved profit margins can be secured.
· Enhancement of operating efficiency – Good operating efficiency contributes towards the good cash flows of a business organisation (Saif Ul Islam, Meo and Usman, 2022). In Blue Thread Ltd, all business processes must be streamlined so that administrative costs can be controlled. The organisation’s management must focus identification and elimination of bottlenecks, the development of a continuous improvement culture and investment in employee training to reduce operating costs and improve closing cash flows.
· Improvement of cash flow forecasting – Improved cash flow forecasting is also one of the key ways in which an organisation’s cash flows can be improved and cash flow problems can be resolved (Weytjens, Lohmann and Kleinsteuber, 2021). The management of Blue Thread Ltd must take actions to enhance cash flow projections so that potential shortfalls in cash flows can be determined. Moreover, the cash flow projections must be updated and reviewed regularly depending upon the present conditions of the business organisation.
[bookmark: _Toc191649295](c) Conditions that must be present for successful budgeting and budgetary control and points related to the behaviours of people
In simple terms, budgeting is the tactical quantification and implementation of the projected finances of a business organisation for a future period to accomplish its financial goals and objectives. However, in budgeting, budgetary control is an important concept. According to Datar and Rajan (2017), budgetary control is a process in which business organisations compare and contrast their budgetary and actual outcomes to determine their variances. It helps to identify if the variances in an organisation’s budgetary and actual figures are favourable or adverse. In organisations such as Blue Thread Ltd, there is a specific process followed for budgeting. The following is a thorough and detailed understanding of the budgeting process of a business organisation –
· Goal setting – Establishment of clear and transparent organisational objectives
· Review of past budgets – Usage of historical data for forecasting future revenues and expenses
· Estimation of revenue – Determination of total gross earnings to be secured for a particular period
· Outline of expenses – Determination of the variable and fixed costs of an organisation 
· Anticipation of cash flows – Estimation of the sum of money that is going to go out and come into the organisation during a period
· Preparation for contingencies – Planning of all sorts of unexpected scenarios or events
· Allocation of resources – Resource allocation for covering organisational departments and projects
· Monitoring and adjusting – Comparison of budgeted figures against actual performance to make adjustments as per requirement
However, for the process of budgeting as well as budgetary control to be successful, the following conditions must be present –
· Support of management – The budgeting and budgetary control processes need the support of an organisation’s management at every level (Manes-Rossi et al., 2023). This support from lower-level and top-level management is essential for garnering employee support, who are the ones who help the accomplishment of budgetary goals.
· Clear organisational goals – An organisation also needs the presence of clear short-term and long-term goals and objectives. This helps the budgeting and budgetary control processes to recreate past results and apply new inputs in budget preparation to make it a strong guiding tool. Whenever budgets address organisational goals clearly, the budgeting and budgetary control processes prove to be successful.
· Coordination – Coordination is another major condition for successful budgeting and budgetary control processes (Hariharan, 2021). It ascertains that all organisational departments work towards accomplishing common goals. Coordination also assists in efficient resource allocation and prevention of arousal of conflicts through the alignment of individual departmental plans, resulting in enhanced overall performance and accomplishment of organisational objectives.
· Flexibility – An organisation should possess the capacity to adjust to its volume or activity levels. Moreover, the organisation must also allow for important unforeseen as well as unplanned large works related to maintenance.
· Strategic alignment – The budgeting process of an organisation must be able to provide insights into its overall strategy (Höglund, Mårtensson and Thomson, 2021). It should be able to match the financial decisions of the organisation with its overall vision and mission. There should also be a regular check maintained on budget alignments and adjustments must be made whenever needed.
· Accuracy – An organisation must be able to represent what is expected to be happening accurately. There must be the avoidance of budgetary slack, as it results in lesser revenues and higher levels of expenses.
However, there are several elements, which serve as barriers to the budgeting needs of a business organisation (Atrill and McLaney, 2018). A few of these barriers involve inaccurate data collection and data quality problems, which make budget projections inaccurate. External factors such as economic conditions, market fluctuations, unexpected events and others can also have several influences on budget accuracy. Lack of commitment of employees, absence of budget monitoring and adjustments, inflexibility in budgets prepared and non-adaptability to changing circumstances also act as barriers to successful budgeting and budgetary control processes. Conversely, whenever a budgeting system is introduced in an organisation, the management needs to consider a range of behaviours of people (Matsoso, Nyathi and Nakpodia, 2021). For example, in Blue Thread Ltd, the management needs to consider people's behaviour for a successful introduction of budgeting systems. A few of these behaviours are –
· Tendencies of overspending 
· Resistance to change
· Prioritisation of short-term gains
· Hoarding of resources
· Absence of accountability
· Inaccurate reporting of expenses
All these behaviours are essential for the management to consider since they end up padding a budget to develop a buffer for potential issues to meet unexpected needs, resulting in overspending. Similarly, they might lead to poor spending decisions and unintentional underreporting of organisational expenses, resulting in distortion of budget data and hindrance of efficient financial tracking. Resistance to change leads to increased costs rather than their decrease while prioritisation of short-term gains can restrict long-term gains. Hoarding resources and the absence of accountability can end up prioritisation of employees’ personal goals over organisational goals while inaccurate reporting can cause misunderstandings and excessive spending.
[bookmark: _Toc191649296](d) Traditional approaches to budgeting in the context of a fast-changing business environment and inherent flaws in traditional budgeting methods
Different approaches or methods are adopted in business organisations for budgeting purposes (Seal, Garrison and Noreen, 2018). One of the key approaches of budgeting, which is adopted or followed in business organisations, is traditional budgeting. As defined by Horner (2020), traditional budgeting is a financial planning method, which shows a heavy dependence upon past performance as well as historical data for the projection of an organisation’s future revenues and expenses. In this context, Kolitz (2017) stated that the traditional budgeting approach makes a usage of the previous year’s income and costs for developing future period’s budget plans. The traditional budgeting approaches usually show an involvement of a top-down approach wherein the management is responsible for setting budget parameters depending upon prior trends. Minimal levels of inputs are obtained from the lower levels of the business organisation. These approaches simply follow a systematic process using which there is an allocation of resources in a business organisation considering what has worked out in the past. Simple adjustments are made for anticipated changes during the forthcoming period.
For example, incremental budgeting is one of the leading traditional budgeting approaches that are used in business organisations. ACCA Global (2025b) defined incremental budgeting as the approach or method of budgeting, which makes usage of the current budget the basis for preparing its next period’s budget. In this budgeting approach, the previous period’s budget is utilised as the current period’s base for budgeting. There are additions or subtractions of incremental amounts for the development of the new budget. These adjustments involve elements such as increases in sales prices, changes in inflation levels and increases or decreases in costs. The usage of incremental budgeting in the context of business organisations such as Blue Thread Ltd leads to encouraging stability in their spending. It is also helpful since it ends up discouraging the drastic changes in an organisation’s spending. Besides this, the departments of a business organisation that perform well can maintain its continuity of operations without any substantial disruptions.
As opined by Atrill and McLaney (2021), traditional budgeting approaches are not at all suitable in the context of fast-changing business environments. This is because traditional budgeting approaches, for example, incremental budgeting, are extremely centralised. The complexities that exist within the present market need the adoption of a collaborative approach towards the process of budgeting between diverse organisational areas. Traditional budgeting approaches usually fail to adopt this collaborative approach. Besides this, traditional budgeting approaches are usually inflexible. They create difficulties for organisations such as Blue Thread Ltd to adjust to the changes occurring within market conditions quickly. The absence of flexibility prevents business organisations from taking the benefit of new opportunities provided by fast-changing business environments or addressing these challenges efficiently. In this context, Huke and Siegfried (2021) stated that traditional budgeting approaches discourage innovation. Strict compliance of business organisations such as Blue Thread Ltd to traditional budgeting approaches end up discouraging risk-taking or exploiting new opportunities falling beyond pre-defined parameters.
Similarly, Ramlall and Grobbelaar (2024) mentioned that all traditional budgeting approaches such as incremental budgeting have a slow response time. The process that is utilised for revising traditional budgets can prove to be lengthy. This ends up with a delay in the necessary adjustments so that new circumstances can be adapted to easily. The centralised decision-making system that is followed for traditional budgeting approaches also turns out to make traditional budgeting approaches not at all suitable in the context of fast-changing business environments. This is because these budgeting approaches usually concern top-down decision-making. The top-down decision-making in turn limits the inputs received from teams closer towards market dynamics, thereby showing unsuitability in fast-changing business environments.
However, Srbinoska, Hristova and Kazic (2023) opined that the inherent flaws existing within traditional budgeting approaches also make these budgeting approaches not suitable in fast-changing business environments. Lack of flexibility is one of these inherent flaws, which has already been discussed in the above section. Apart from a lack of flexibility, traditional budgeting is a time-consuming process. This is because such approaches to budgeting rely upon manual entry of data as well as complex spreadsheets, which takes away an organisation’s management from making strategic decisions. Poor strategic alignment is also one of the inherent flaws in traditional budgeting. This is because such budgeting approaches emphasise extremely on cost-cutting without accounting for the overall strategic organisational goals. In traditional budgeting approaches such as incremental budgeting, a few inherent flaws involve the promotion of unnecessary spending. Incremental budgeting can lead to unnecessary spending of a business organisation since it increases all individual parts of its budget by a specific amount every year. As a result, it can lead to the promotion of higher spending one year after another.
In traditional budgeting approaches such as incremental budgeting, one of the inherent flaws identified is the failure to account for changes or external factors (Dokulil, Popesko and Kadalová, 2022). This is because, in such traditional budgeting approaches, it is assumed that there is constant stability maintained in the operations of a business organisation. Due to this, the budgets of a business organisation do not show a typical responsiveness towards potential changes, which can arise from unforeseen scenarios or unanticipated elements. These approaches also have an absence of incentives to managers for conducting a comprehensive review of budgets so that savings can be made on expenditures. The absence of such review processes ends up making the budgets of a business organisation vulnerable towards mistakes as well as inaccurate assumptions. In traditional budgeting approaches, inherent flaws such as restricted stakeholder involvement can also be observed. This is because whenever top-down budgeting is conducted, there is usually an absence of inputs from diverse organisational departments. Such absence of inputs ends up with the set up of unrealistic budgetary targets. The presence of such inherent flaws also ends up making traditional budgeting approaches inappropriate for organisations that operate in a fast-changing business environment.

[bookmark: _Toc191649297]Conclusion
As per the findings of this report, it can be determined that budgeting is one of the main concepts existing in the context of finance for business. Detailed knowledge could also be gained regarding budgeting principles and approaches. The budget preparation for Blue Thread Ltd helped to understand how budgets help to monitor as well as evaluate the expected financial performance of business organisations. Besides this, the cash flow problems of the organisation and probable management actions such as management of accounts payables, adoption of cost reduction measures and others could be identified. The conditions for successful budgeting such as support from management and others as well as barriers to successful budgeting could be evaluated. Moreover, the behaviours of people needed by the management to consider whenever budgeting systems are introduced could be determined. The flaws such as inflexibility, discouraging innovation and others that make traditional budgeting approaches unsuitable for the fast-changing environment could be recognised.
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