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[bookmark: _Toc791303339]Executive Summary
Blue Thread Ltd needs financial position evaluation during its upcoming six months therefore this report develops stock budgeting alongside cash budgeting and profit and loss budgeting forecast. The analysis will reveal crucial financial difficulties Blue Thread Ltd faces through its assessment of liquidity problems and profitability issues alongside operational effectiveness problems. 
This report will discuss Blue Thread Ltd.'s overdraft and cashflow concerns including the impact of high expenses and present potential solutions that can help resolve identified concerns as well as practices to establish better financial stability.
An analysis of the company's budgeting methods and their decision-making effectiveness. The report further evaluates traditional budgeting systems along with alternative modern budgeting strategies in this dynamic business.








[bookmark: _Toc89043283]Introduction
A business relies on budgeting to achieve efficient resource allocation through thoughtful planning and effective control systems (Nguyen, 2024). The system offers an organised method to predict future income while handling expenses and maintaining financial stability. The organisation Blue Thread Ltd needs effective budgeting to manage cash flow and profitability at its chain of high-quality clothing stores.
Traditional budgeting systems including incremental budgeting continue to face criticism because they maintain rigid control structures while failing to adjust to dynamic business conditions (Ramlall and Grobbelaar 2024) Management leaders have suggested two alternative budgeting strategies called zero-based budgeting alongside rolling forecasts as solutions to improve financial adaptability and strategic planning capabilities (Klopp, 2023). The implementation of alternative budgeting models proves difficult for businesses because they operate under financial restrictions.









[bookmark: _Toc1578122709]Budget Preparation and Financial Analysis
Financial management requires effective budgeting because businesses need it to plan operations with efficiency while preserving financial stability (Bandy, 2023). The budget preparation at Blue Thread Ltd for June to November consists of three essential components which include Stock Budget, Cash Budget and Budgeted Profit & Loss Account. These financial tools reveal valuable information about stock control along with cash available and earnings performance for the business.


[bookmark: _Toc349948824]Stock budget for the periods June to November:

	
	June (£000)
	July (£000)
	August (£000)
	Sept
(£000)
	Oct
(£000)
	Nov
(£000)

	Opening balance
	90
	110
	134
	187.5
	204.5
	255

	Stock purchased
	150
	180
	190
	160
	200
	210

	Cost of stock sold
	130
	156
	136.5
	143
	149.5
	162.5

	Closing stock
	110
	134
	187.5
	204.5
	255
	302.5















[bookmark: _Toc1371347526]The cash budget for the periods June to November:


	 
	June
	July
	Aug
	Sept
	Oct
	Nov

	 
	£000
	£000
	£000
	£000
	£000
	£000

	Cash receipts 
Sales net of  
	 

198.2
	

237.84
	 

208.11 
	 

218.02
	 

227.93
	 
 
247.75

	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)
	 
(10.8)
	 
48.84
	
 (31.89)
	 
(4.98)
	 
32.93
	 
14.75

	Opening balance
	
(25)
	
(35.8)
	
13.04
	
(18.85)
	
(23.83)
	
9.1

	Closing balance
	
(35.8)
	
13.04
	 
(18.85)
	 
(23.83)
	 
9.1
	 
23.85















 
[bookmark: _Toc180072165]The (accruals-based) budgeted Profit & Loss Account for the periods June to November:


	 
	£000
	Calculation

	Sales 
	
1,350 
	 
200+240+210+220+230+250

	Cost of goods sold
	
878
	therefore  
1,350x65%

	Gross profit
	
473
	         
35%x1,350                           

	Selling expenses
	
41
	 
5+6+7+8+9+6

	Admin Expenses
	
153
	 
23+24+25+26+27+28

	Credit card charges
	
12.15
	1,350x30%x3%
1,350x0.3x0.03                               

	Operating profit
	 
266.35
	Gross profit – all expenses
473 - 41 –153 – 12.15

	Interest payable
	
6000
	                                        
6 months x 4,000 x 25%

	Profit for the period
	
260.35
	
Operating profit - interest
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A financial evaluation of Blue Thread Ltd shows major positive and adverse elements during its six-month business cycle. The organization expects to achieve (£26000 round figure) net profit and maintain healthy gross margins despite experiencing critical cash flow issues. The stock budget indicates continuous growth in inventory levels although this trend either reflects strategic inventory planning or point toward inefficient inventory management. The reported negative cash balance of Blue Thread Ltd.'s September period reached £23,830 because of delayed customer payments while the company paid taxes and purchased more stock.
The financial success of Blue Thread Ltd depends on establishing better solutions to handle cash flow problems. The company can overcome liquidity risks by implementing improved inventory management systems as well as short-term financing strategies combined with working capital enhancement techniques. Solving existing operational problems will enhance the company's stability to maintain stable revenue growth and profitable metrics.
Analysis of Blue Thread Ltd’s Financial Challenges
The financial projections from Blue Thread Ltd demonstrate several capital issues which pose operational risks that also decrease sustainability potential. Blue Thread Ltd expects to produce a six-month profit total of £26000 yet the insufficient cash reserves create problems with paying immediate bills. Blue Thread Ltd requires urgent decision-making regarding its rising costs and poor stock management system and questions about profitability that threaten its stability.
Key Problems Identified from Budgets
Liquidity Issues (Overdraft and Cash Flow Concerns)
The most critical obstacle Blue Thread Ltd must overcome relates to managing its financial liquidity. The cash budget shows the company suffers negative cash levels throughout multiple months but achieves its worst deficit in September at -£23,830. The company suffers from negative cash flow in most months due to heavy payments for stock purchases combined with administrative costs, loan repayments and tax obligations despite receiving higher total cash amounts from £198,200 in June up to £247,750 in November.
The overdraft usage demonstrates the company's potential difficulty in meeting basic operating costs unless it obtains external financing (ÖCAL, 2022). Additional financial pressure builds rapidly when companies exceed their overdraft limits and when interest costs grow throughout the period (Zernik, 2018). Timely cash movements between when money comes in compared to when money goes out serve as a primary reason behind cash deficiency. The primary source of cash receipts through sales revenue experiences delays from credit card transactions while all expenses such as stock purchases and loan repayments follow strict payment schedules.
Management needs to strengthen cash flow management methods to resolve liquidity problems. The company should engage suppliers to extend payment deadlines and request emergency funding to deal with deficits while promoting cash collection at the point of sale through better credit card management. By adjusting stock purchases according to future sales projections businesses can control unnecessary cash expenditure while enhancing their working capital (Dbouk, Moussawi-Haidar and Jaber. 2020).
Impact of High Expenses (Selling/Admin Costs and Credit Card Charges)
Operation expenses at Blue Thread Ltd significantly diminish the financial profitability of the company. The substantial expenditure on selling expenses (£41,000) and administrative expenses (£153,000) reduces Blue Thread Ltd's capacity to retain profits. The high administrative expenses point to resource allocation inefficiencies that should lead to an assessment of internal cost management structures.
The business pays £12,150 in credit card fees from a 30% breakdown of its total sales revenue and these charges contribute 3% to the overall costs. Businesses must bear expenses when customers use credit cards since these transactions grant customers quick payment options. The combination of credit card fees with liquidity restrictions results in reduced profit margins since these charges are difficult to control (Okpala, Osanebi and Irinyemi. 2019).
Several actions exist for management to minimise unnecessary costs while enhancing financial efficiency. The business financial standing can be improved by taking steps to control costs through supplier contract assessments and non-administrative expense minimisation and lower-fee payment system evaluation. The use of digital payment solutions with reduced fees as well as customer incentives for direct payment methods would help cut down high credit card transaction expenses (Ul, B. et al. 2017).

Stock Management Issues
Proper inventory control ensures smooth business operations while enabling the delivery of customer needs. From June to November Blue Thread Ltd shows a gradual rise in their closing stock which grows from £110,000 to £302,000. Maintaining adequate stock levels is essential for preventing shortages; however, high inventory levels lead to increased holding costs, reduced cash flow, and higher risks of unsold goods.
Blue Thread Ltd purchased stock materials at different levels per month until achieving its maximum level of £210,000 in November. A mismatch between stock accumulation and customer demand creates challenges for the company because it may lead to unnecessary storage expenses and unnecessary waste (Sharma and Vrat, 2018). Large amounts of cash invested in inventory create serious liquidity problems that limit the company's ability to fund essential business operations.
The company needs to establish inventory management tools based on data to address stock-related problems. A just-in-time (JIT) framework and automated stock tracking system will synchronise purchasing events to sales patterns so companies no longer waste money on stock overages (Coslett, 2022). Through routine forecasting of demands and supplier price negotiations, the company would improve its inventory control which would reduce excessive stock along with sustaining its operational performance.
Profitability Constraints (Gross Profit Margin and Net Income Trends)
Future profitability of Blue Thread Ltd faces potential hurdles as the company projects a net profit of £260,000. Total sales revenue consists of cost of goods sold at £878,000 that determines the gross profit margin at 35%. Future profitability for Blue Thread Ltd depends on controlling production and procurement expenses because any rise in the cost of sales would reduce profitability.
Operating expenses have a direct influence on the calculation of net income. The operating profit of £266,000 reflects a reduction from interest payments totalling £6,000 which signals that increased debt might become necessary as the company works to solve its current cash flow issues. Negative cash flow over multiple months may force the company to take on more external borrowing which would result in elevated interest obligations and decreased net earnings (Gordon et al., 2017).
Budgeting Control:
Clear Financial Objectives and Alignment with Strategy
An effective and well-structured budget should be able to consider the long-term objectives of the business. When financial targets are well expressed, they give direction for suitable development that enhances consistency in the allocation of resources by the organisations (Srbinoska, Hristova and Kazic. 2023) Incorporation of financial goals in the general strategic plan of organisations can help improve performance and establish stability. Clear objectives assist in the measurement of financial progress, in the assessment of the threats that are likely to occur, and in decision-making. In addition, establishing meaningful and achievable financial goals is far more realistic than establishing a feasible and measurable budget (Menifield, 2009). Another factor is that organisations need to continuously review and update the stated goals to adapt to changing economic conditions. The success of a budget lies in the fact of how these financial targets are reflected in business activities that help to increase profit and use resources efficiently. 
Barriers to Implementing Alternative Budgeting Models
Budgets are important since they provide accurate financial data that is crucial for successful budgeting and decision-making. Accuracy helps in preventing the wastage of funds since budgets are prepared based on accurate statistics that enhance the effective management of funds (Kaluvakuri, 2022). In more specific terms, organisations must have effective and efficient systems to collect and report financial data on real real-time basis. Making financial reports on time helps management track expenditures, collection and sales which help identify potential problems. Furthermore, reliable and timely financial information assists in determining the financial planning in the financial period as well as helps in the evaluation of the likelihood of achieving further cost savings. Using modern accounting tools and software, organisations can improve the effectiveness of the data collection process. Lack of up-to-date and accurate financial information hampers budgeting decisions and leads to financial imprudence and failure to capitalise on available opportunities (Bello, Idemudia and Iyelolu. 2024). Therefore, organisations should pay importance to data accuracy, and financial reports should undergo periodic evaluations to serve the strategic financial management process.
Effective Stakeholder Engagement (Staff, Managers, Investors)
Engagement of stakeholders is a critical feature of budgeting as it fosters the connections between the planning of the financial resources and the goals of the organisation. It is also very important to include the staff, managers, and investors in the discussions concerning the budget since it makes everyone part of the process thus giving them ownership of the results of the budget (White et al., 2018). It indicates that it is easy for employees to commit to financial goals when they find that they have a part to play in reaching the goals. First, with operational and financial responsibilities, managers are useful when it comes to cost and resources. On the other hand, investors need to have clear financial plans so that they can see how the company is performing as well as its ability to sustain its operations (Kujala et al., 2022). Stakeholder engagement helps ensure that there is communication on issues such as risks, opportunities for improvement and other concerns that may be facing in the organisation. This is because optimism bias is eradicated when there is engagement of stakeholders as they help in determining an achievable budget. It is important to the success of a company and financial health to keep open lines of communication and encourage feedback to ensure that the funds budgeted will be harmonised with the goals of the company.
Flexibility to Adapt Budgets to External Changes
Budget flexibility is vital in an ever-changing business environment. These changes in the business environment force organisations to make necessary adjustments in their existing financial planning processes. The most common disadvantage of this approach is that flexibility in the budgeting process is almost eliminated, which makes an organisation unstable when it faces some unexpected situations (Arnold and Artz, 2019). They can achieve this through the creation of rolling budgets or regular budget workshops to cater for the changes. This approach makes it possible for the concerned businesses to adapt easily and survive in such environments. A contingency plan also needs to be strategically attached to the issue of the budget to enable them to address economic threats such as times of recession as well as other unforeseen costs (Wilson, 2021). So, one must understand that for business, having a culture of flexibility will lead to long-term positive performance and a focus on emerging opportunities. A flexible budget also allows the managerial personnel to make timely decisions relative to the strategy of the company to ensure growth and stability.
Behavioural Considerations in Budgeting
Motivation and Staff Engagement
Budgeting is an intricate process in any organisation and the motivation of employees is essential to the determination of its success. Thus, it implies that when staff are involved, and they comprehend how they impact their performance with money goals, the organisational performance will improve (Heslina and Syahruni, 2021). The use of performance-promising strategies ensures high commitment to the predicted budget goals and objectives. Also, clear communication and engagement in budget preparation work make the employees feel more committed to the process. Organisations which appreciate the employees’ efforts in achieving financial goals are likely to have a motivated team of workers. According to Hassanein and Ozgit, (2022). Hiring managers to attract talent that will encourage an environment of participation has the potential to increase budget compliance, productivity, and financial outcomes overall for the company. 
Budgetary Slack and Gaming the System
Budgetary slack can be defined as managers recording low levels of revenues or high levels of expenses in the preparation of the budget to make the targets easy to achieve. Although this might help to address uncertainties, high working capital can prove unproductive and resources wasteful (Ghazi, Ludigdo and Prihatiningtias, 2020). Employees may also engage in gaming the system by manipulating figures to secure higher budgets. To address these challenges, performance monitoring and ethical behaviour in the financial planning processes should be boosted. Budget controls that include budget transparency and periodic audits as well as constant supervision before executing the budgetary control can help decrease instances of budgetary slack (Getnet, 2021).
Goal Agreement
Budget targets must be consistent with organisational goals and objectives so that resources allocated in the budget plan should be focused on strategic development. The problem emerges when each department has its budget prepared and allocated independently from the company’s overall goals and strategies (Safaeian et al, 2022). There is a need for top management to consider different departments while preparing and implementing effective financial budgets for the corporation. Managers should be advised to approach the issue with concern about budgets as a long-term approach to doing business and not a mere financial limitation (Thesari, Lizot and Trojan. 2021). Communication of strategic directions throughout the company and linking up of KPIs to budgeting goals and targets promotes goal harmony in the use of financial resources.
Resistance to Change and Overcoming Barriers
Budgeting changes can be met with resistance from both employees and management as they feel uncomfortable with certain levels of accountability from changes to flows. The limits often include psychological ones including the unwillingness to integrate new methods of budgeting that could lead to enhancement of the financial situation (Hayne, 2022). To overcome this, organisations need to focus on the advantages of these new budgeting techniques as well as ensure sufficient training on the change is offered. Another way is to involve employees in the conversation, respond to their questions and fears, and explain where improvements are beneficial for the business (Long, 2024). Leaders’ support in adopting new budgeting practices and gradual implementation ensures easier change and acceptance by the different key stakeholders.
Critical Evaluation of Traditional Budgeting in a Dynamic Business Environment
Weaknesses of Incremental Budgeting
Incremental budgeting is a traditional budgeting technique in which a small change is made on top of the previous year’s budget. Nevertheless, it has some disadvantages in a dynamic business environment (Marecki and Wieloch, 2019). One significant weakness is that it cannot adapt easily to market trends that are in its operation environment. The major weakness of incremental budgeting is that it does not consider changes in market demand, technology, or the economy. This is dangerous since it causes rigidity that increases resource constraints and hinders the attainment of business growth.
However, incremental budgeting promotes wasteful and bureaucratic expenses since it does not allow for creativity. There will be tendencies of departments to spend money to attain the set budgetary figures rather than make an optimisation of the resources (Lawyer and Obara. 2013). This also spreads past weaknesses, as the managers are not bound to separate costs toward better use by the organisation. Based on these limitations, organisations need to look for better ways to improve the techniques used in financial planning for better operations.
Barriers to Implementing Alternative Budgeting Models
New trends in budgeting provide great benefits, yet shifting to one such strategy is not without its drawbacks for organisations. This is one of the main areas of concern since the availability of resources especially in implementing projects and research is limited in the present era. According to Asogwa, Elias & Etim (2017) using a Zero-Based Budgeting and rolling budgets approach means more time and resources are needed for its implementation. Most organisations have weaker accounting skills or the right resources to do an elaborate study of the budgets and future expenditures possible.
Another limitation also relates to the resistance to change from employees and management. The traditional budgeting process is preferred by many stakeholders since it offers a certain degree of certainty (Bukh, Ringgaard and Sandalgaard. 2024) This is especially hard to endorse for workers familiar with the practices where the organisation, on the other hand, only adds amounts incrementally. Also due to the high level of formalisation, the top management will be slow to adopt other forms of moderating work as they may consider them complicated and risky. Equally important is the organisational culture, because bureaucratic organisations are the worst when it comes to the adoption of flexible budgetary techniques (Nkundabanyanga et al., 2023). Besides, the implementation of the other budgeting models creates a need for many training sessions and reengineering, which makes its costs high and causes disruptions to business processes. Thus, making the change, requires training, change management strategies, and technology for a smoother transition while proving the advantages of the new system.
Modern Budgeting Approaches
Zero-Based Budgeting (ZBB)
Zero-based budgeting (ZBB) means that instead of incrementing the budget from the previous year, the managers must justify each of the budgeted expenses. In this way, resources are effectively disposed and in proportion to the strategic goals and objectives. ZBB is beneficial in achieving wastage control and better organisation in expenditures (Srbinoska et al., 2023). However, it is less practical because it is time-consuming and needs extended managerial attention; thus, it is appropriate for organisations with plentiful analysis potential and sufficient commitment to performance improvement. However, ZBB can be quite prescriptive and rigid in its approach and can smother the creativity and flexibility needed to quickly adapt in certain fields.
Rolling Budgets
Rolling budgets are those that change periodically throughout the year rather than being established and altered yearly. Budgets are updated constantly by businesses primarily on a quarterly or monthly basis and these changes aim at keeping up with the dynamic market. It helps increase flexibility and provides a basis for anticipating future changes (Murphy, 2021). Rolling budgeting is most helpful in organisations that experience volatile environments in that the budget can rapidly be adapted to changing conditions; however, they are contingent upon significantly robust data analysis and prolonged managerial supervision. One of the disadvantages of using the rolling budget is the fact that its regular update brings about a range of extra work.



























[bookmark: _Toc1635748112]Conclusion
Analysis of Blue Thread Ltd exhibits vital budgeting and financial management opportunities together with important processing limitations. Blue Thread Ltd presents strong profitability indicators through forecasted £260,000 net profit and 35% gross profit margin. A lack of financial stability exists because Blue Thread Ltd has shown persistent cash flow negativity for several months reaching its worst point at (-£23,830) in September. The company faces cash flow problems because it holds too much stock while customers delay credit card payments and administrative and selling costs are too high. These financial constraints from steady revenue growth create problems for the company to fulfil short-term obligations while conducting efficient operations.
Excess inventory amounts show that stock management requires improvement since the company raised its inventory levels from £110,000 in June to £302,000 in November. Utilising stock adequately to fulfil customer requirements remains essential yet sustained high stock holdings impose substantial financial risks while blocking cash flow. The company faces diminished profitability because of its elevated administrative costs and credit card charge rates that hinders its capacity to support expansion initiatives.
The financial stability of Blue Thread Ltd requires improvements through changes to supplier payment terms and accelerated payment processes from customers while seeking short-term financial assistance for its immediate cash management needs. JIT inventory operations protect the company from stock build-up issues and generate money-making opportunities. The company must find ways to lower administrative expenses and find cheap payment processing solutions with reduced credit card costs. The company enhances financial flexibility by adopting rolling budgets or zero-based budgeting systems instead of traditional incremental budgeting systems. Financial sustainability of the company and business growth target alignment become possible when stakeholders participate in budget planning to generate transparent financial plans that align with strategic goals.
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