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[bookmark: _Toc193968853]1. Introduction
Budgeting is an effective yet elementary finance management tool by which enterprises can plan, control, and efficiently use resources. In this report, the financial situation of Blue Thread Ltd, a retailer with an overdraft of £25,000 that needs to be cleared within November, has been examined. The report initially develops a stock and cash budget for June to November and a six-month budgeted Profit & Loss Account.
The report identifies significant financial problems such as cash flow deficiencies and high operating expenses, and suggests real-world solutions. The report also addresses the conditions for successful budgeting, including organisational support and realistic forecasting, while addressing behavioural factors such as staff motivation and change attitude.
Finally, the report examines traditional budgeting methods critically, highlighting their limitations in uncertain business environments and suggesting alternatives like rolling forecasts and zero-based budgeting. By integrating theoretical ideas with real case study examination, this report offers a comprehensive analysis of budgeting methods to improve Blue Thread Ltd's financial strength.


[bookmark: _Toc193968854]2. Stock Budget for June-November
Methodology
· Opening Stock (1st June): £90,000
· Minimum Stock Level: £40,000
· Purchases: Based on monthly procurement (from given data).
· Cost of Sales: Calculated as 65% of sales (since gross profit margin is 35%).
Monthly Stock Calculations
	Month
	Opening Stock (£)
	Purchases (£)
	Cost of Sales (£)
	Closing Stock (£)

	June
	90,000
	150,000
	130,000
	110,000

	July
	110,000
	180,000
	156,000
	134,000

	August
	134,000
	190,000
	136,500
	187,500

	Sept
	187,500
	160,000
	143,000
	204,500

	Oct
	204,500
	200,000
	149,500
	255,000

	Nov
	255,000
	210,000
	162,500
	302,500


Analysis of Stock Budget for Blue Thread Ltd (June-November)
Looking at stock budget analysis for Blue Thread Ltd reveals two findings: there is an adequate amount of stock to prevent the shortage, but alternatively, there could be purchasing overstock, which can lead to a cash flow strain.
Stock Adequacy (No Shortages)
Although the six-month run, the company maintains stock levels above the minimum threshold of £40,000. From June opening stock (£90,000) to closing stocks, ranging from £110,000 to £302,500, the supply continued to meet customer demand. This is in accord with sound stocking, as stockouts might render sales and customer satisfaction adversely affected. However, those high levels of stock always, the £302,500 closing stock in November shows excessive procurement (Nikoliuk, 2020). 

Over-purchasing and Cash Flow Implications
· Nevertheless, the high-rise in closing stock indicates overbuying (Talwar et al., 2022).  For example:
· The minimum requirement is £40,000 but closing stock (£302,500) is 7.5 times higher.
· In November sales of homes do not increase concerning purchases that peak at £210,000.
Why This Is Problematic:
· Excess Stock Immobilises Working Capital: Causing the money that could have been spent on debt reduction or operational expenses to be tied up (Danielsbacka, 2020). 
· Additional holding costs (warehousing, insurance, obsolescence risks) are incurred if the inventory is higher.
· Cash Flow Strain: Previous cash budgets have, effectively, been a cumulative deficit of £278,550 by November, with upfront payments for unnecessary stock further increasing the deficit.
Recommendations
· Keep inventory to the minimum level by adopting Just in Time (JIT) Purchasing (Pillai and Thonakkot, 2023). 
· Supplier Terms can be renegotiated: Extend payment cycles to fit sales cycles.
· This is used to conduct Demand Forecasting based on historical sales data to minimise purchase quantities.
Conclusion
Although Blue Thread Ltd avoids stockouts, its risky purchasing policies make cash flow extremely poor. The elimination of the overdraft requires the balancing of inventory efficiency with liquidity.
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Key Assumptions
· Sales Income: 70% received in cash, 30% via credit card (3% fee deducted).
· Suppliers: One month’s credit.
· Loan Repayment: £4,000/month (25% interest, 75% principal).
· Admin Expenses: Paid in the same month (excluding £6,000 depreciation).
· Selling Expenses: Paid in the following month.
Monthly Cash Flow Forecast
	Month
	Cash Inflows (£)
	Cash Outflows (£)
	Net Cash Flow (£)
	Cumulative Balance (£)

	June
	138,600
	179,000
	(40,400)
	(65,400)

	July
	162,960
	183,000
	(20,040)
	(85,440)

	August
	142,590
	220,000
	(77,410)
	(162,850)

	Sept
	149,380
	166,000
	(16,620)
	(179,470)

	Oct
	156,170
	207,000
	(50,830)
	(230,300)

	Nov
	169,750
	218,000
	(48,250)
	(278,550)


Findings: Cash Budget Analysis for Blue Thread Ltd (June-November)
The cash budget analysis reveals a significant deterioration in Blue Thread Ltd's financial position, with the company failing to eliminate its £25,000 overdraft target and instead worsening its deficit to £278,550 by November. This alarming trend stems from three primary cash flow challenges:
1. Persistent Negative Cash Flow
· Every month from June to November records a net cash outflow, ranging from (£16,620) in September to (£77,410) in August
· The cumulative effect transforms an initial (£65,400) June deficit into a (£278,550) November crisis
· This contradicts the projected profit of £195,000, highlighting a critical liquidity-profitability mismatch
2. Major Cash Outflow Drivers
a) Excessive Inventory Purchases
· Monthly purchases average £181,667 (peaking at £210,000 in November)
· Stock levels balloon to £302,500 by November - 656% above minimum requirements
· This represents £262,500 of unnecessarily tied-up working capital
b) Large Tax Payment (August)
· The £15,000 quarterly tax payment in August coincides with:
· £14,000 store refurbishment
· Regular £190,000 stock purchases
· Creates the year's worst monthly deficit (£77,410)
c) Store Refurbishment Costs
· £36,000 spent across June-August (12% of total outflows)
· Non-essential during a cash crisis, yet prioritised over debt reduction
3. Structural Cash Flow Issues
· Payment Timing Mismatches:
· Suppliers demand payment within 30 days
· Sales income includes 30% credit card payments (3% fee)
· Admin expenses paid immediately vs selling expenses paid next month
· Fixed Financial Obligations:
· £4,000 monthly loan repayments (including £1,000 interest)
· £6,000 monthly depreciation (non-cash but affects planning)
4. Missed Opportunities
· No Cost Control: Operating expenses grow steadily (admin costs rise 27% over 6 months)
· No Emergency Measures: No evidence of:
· Supplier payment renegotiations
· Refurbishment postponement
· Sales promotions to accelerate inflows
Conclusion:
The cash budget exposes fundamental flaws in Blue Thread Ltd's financial management. While profitable on paper, the company's poor cash flow discipline - particularly around inventory management and capital expenditures - has created an unsustainable position. Immediate corrective actions are required to:
1. Restructure purchasing policies
2. Reschedule discretionary spending
3. Renegotiate creditor terms
4. Implement rigorous cash flow monitoring
Without intervention, the company risks breaching banking covenants and facing severe liquidity constraints, despite showing accounting profits (Acharya et al., 2020).  This case underscores the vital distinction between profitability and cash viability in retail operations.
[bookmark: _Toc193968856]4. Budgeted Profit & Loss Account (Six-Month Period)
	Item
	Amount (£)

	Sales Revenue
	1,350,000

	Cost of Sales
	877,500

	Gross Profit
	472,500

	Operating Expenses:
	

	- Admin Expenses
	153,000

	- Selling Expenses
	42,000

	- Credit Card Fees
	40,500

	- Depreciation
	36,000

	Operating Profit
	201,000

	Interest Payments
	6,000

	Net Profit
	195,000


Interpretation: The Profitability-Cash Flow Paradox in Blue Thread Ltd
Blue Thread Ltd's balance sheet is a classic case of the profitability-cash flow paradox whereby a healthy £195,000 net profit conceals significant liquidity problems. 
1. The Fundamental Disconnect
At first glance, Blue Thread Ltd is financially healthy with its £195,000 net profit for the six months. But this accounting profit has absolutely nothing to do with the company's cash situation, which presents a £278,550 position of overdraft. This discrepancy is because of some accounting conventions and timing differences: 
· Non-Cash Items: The £36,000 charge for depreciation reduces reported profit but does not affect cash flow
· Accrual Accounting: Revenue is recognised when it is earned, not when the cash is received
· Mismatched Timing: Expenditures are recognised when they are incurred but cash payments could be delayed
2. Important Timing Mismatches
There are three key timing differences which create this profitability-liquidity difference:
a) Tax Payments
The £15,000 payment in August is an outflow without a corresponding expense in that month (tax was evenly distributed over periods). This creates a steep cash loss not accounted for in monthly profit measurement.
b) Credit Terms
Payment within 30 days from suppliers, but:
· 30% sales via credit cards (3% charge, received in the same month)
· 70% sales cash
· This creates a net 20-day cash conversion cycle with outlays preceding receipts.
c) Cost Recognition
The £42,000 cost of sales is recognised when it is incurred but paid the following month, creating a one-month timing difference between expense recognition and cash payment.

3. Working Capital Issues
The company's working capital management exacerbates such timing issues:
· Inventory: £302,500 end-of-year stock represents 35 days' sales, considerably above industry averages
· Receivables: While most of the sales are cash, credit card lag still impacts liquidity
· Payables: 30-day terms may be too brief given the business cycle
4. The Cash Flow Implications
All of these lead to:
· Profit Without Cash: £195,000 profit trapped within working capital
· Liquidity Crunch: Continual shortages of cash even in profitability
· Financing Needs: Required overdraft increases even despite operating success
5. Strategic Consequences
This situation points towards a couple of strategic shortcomings:
a) Lack of Financial Literacy
Management has only focused on profit metrics and not cash flow metrics.
b) Ineffective Working Capital Policy
No sound strategy to connect:
· Inventory purchases with sales patterns (Atamaya, 2025). 
· Payment conditions with collection periods
· Tax disbursements with the availability of funds (Odiyo, Alala, and Oseno, 2024). 
c) Insufficient Cash Forecasting
No evidence of:
· Rolling cash flow forecasts
· Scenario planning of major payments
· Contingency funding arrangements
6. Corrective Measures Required
To plug this profitability-cash flow gap, Blue Thread Ltd must:
Put in place Cash Flow Forecasting
· 13-week rolling cash flow model
· Scenario analysis of major payments
· Early warning triggers on deficits
Work Capital Optimisation
· Decrease inventory to 21 days' sales
· Negotiate longer terms with suppliers
· Discount for early payment from customers
Accounting and Cash Management Alignment
· Monthly cash flow reports together with P&L
· Cash-based performance measures
· Treasury management policy
Strategic Financing
· Restructure overdraft facility
· Inventory finance opportunities
· Tax payment arrangements with HMRC
7. Long-Term Structural Solutions
Apart from the immediate solutions, the company needs:
· Cultural Change: Profit-to-cash culture
· Systems Investment: Automated cash flow monitoring software
· Skills Development: Financial education for non-finance managers
· Policy Framework: Written working capital policies
Conclusion
Blue Thread Ltd's £195,000 profit £278,550 overdraft paradox illustrates how conventional accounting metrics can perilously conceal cash realities. The company's survival hinges on the understanding that:
· Profitability does not necessarily mean liquidity (Markonah, Salim, and Franciska, 2020). 
· Cash flow timing is as important as amounts
· Working capital needs to be actively managed
By addressing such problems, management can convert paper gains into effective financial prosperity. The case serves as a reminder to all such firms of the importance of cash flow management versus profitability measurement.
5. [bookmark: _Toc193968857]Financial Problems and Management Solutions
Effective financial management is central to the sustainability and growth of any business. However, several financial problems may occur, requiring a prompt and measured response (Allioui and Mourdi, 2023).  In this case, three financial problems have been noted as of specific concern: negative cash flow, overstocking, and high overdrafts beyond the target level. These issues have critical consequences for financial well-being and sustainability, which require measured management responses (Karas and Režňáková, 2020). 
Negative Cash Flow
Negative cash flow, where cash outflows exceed inflows, is the most pressing financial concern. This has primarily been caused due to high costs associated with acquisitions, tax payments, and renovations (Wilform, 2023).  A situation of negative cash flow can lead to severe pressure on the operations, where servicing short-term debt, paying suppliers promptly, or investing in growth initiatives becomes difficult. Unless properly managed, chronic cash flow problems can lead to liquidity crises that force the company to raise funds from outside at exorbitant prices (Laghari, Ahmed, and López García, 2023). 
To address this issue, management must maximise cash inflows and control cash outflows. One good move is to renegotiate the terms of payments with vendors to lengthen credit terms (Ikediashi and Okolie, 2022).  By negotiating for improved terms, such as reforming from a 30- to a 60-day payment period, the company can improve working capital and retain liquidity for essential purposes. In addition, delaying needless refurbishments is a good strategy to conserve funds. While investments in infrastructure and appearance create value over the long term, the company needs to undertake them only after attaining financial health. Refurbishing when old and rescheduling others for some other time enables the available finance to be directed towards critical business needs (Rahman and Sharma, 2020). 
Another key way of improving cash flow is to increase revenue streams by increasing sales. Through targeted sales promotions such as discounts, bundling, and loyalty programs, the business will accelerate cash inflows and convert inventory into revenue quickly (Wulaningrum et al., 2022) Promotional programs can acquire new customers and drive repeat purchases, thus enhancing the financial position of the company.
Overstocking and Excess Inventory
Overstocking is yet another budgetary barrier that locks up precious cash reserves. Overstocking leads to unwanted capital sunk into unsold items, tightening liquidity and increasing the cost of warehousing (Choudhary and Gautam, 2024).  Furthermore, overstocked items will become obsolete or depreciate, leading to money losses if they have to be sold at a discount or entirely written off.
To counter this problem, the company needs to implement a more effective inventory management strategy. Demand forecasting methods can ensure that the level of stock is in line with the sales pattern, reducing the likelihood of excess inventory (Abu Zwaida, Pham, and Beauregard, 2021). Data analytics and sales monitoring systems can offer insights into customer tastes, seasonal fluctuations, and product demand patterns, allowing for more accurate stock planning.
In addition, inventory turnover must be increased by identifying slow-moving items and developing mechanisms to accelerate their sale. For instance, special promotions, discounts for a limited period, or packaging of slower-moving products with best-selling items can be used to offload excess inventory (Orelma, 2024).  This not only frees up cash but also creates space for more in-demand products, optimising total inventory efficiency.
In addition, implementation of just-in-time (JIT) inventory operations can lower the cost of holding stock considerably. In this system, materials are ordered and received only as they are required to be produced or sold, avoiding unnecessary buildup. Although JIT needs strong supplier relationships and consistent delivery channels, it can generate improved cash flow by lowering the amount of funds invested in stock.
High Overdraft and Debt Management
The greatest pressing concern on a financial level is the overwhelmingly big overdraft that has far surpassed the anticipated value of £25,000 and stands at a figure of £278,550 that cannot be sustained. High use of overdrafts has the potential to be costly in the form of high interest and the impact upon the company's credit status. If left untreated, the same can lead to financial trouble and limit the future sources of funds along with the increase in overall borrowing costs.
To bring the overdraft within control, measures of reduction in reliance on borrowed resources have to be taken by the management while simultaneously improving cash inflows (Lupica and Neumann, 2024).  Restructuring existing debts by negotiating better terms of payment with banks and other funding bodies is a strategic option for this purpose. Lengthening the period of repayment or securing favourable interest rates will not only reduce financial pressure but also create more space in managing cash flow.
Concurrently, increasing sales revenue through aggressive marketing is also crucial. Expanding marketing channels, product diversification, and penetrating new customer bases can push more revenue to sequentially repay the overdraft balance. For instance, employing digital marketing and e-commerce channels can enable a broader customer reach, leading to higher sales volumes.
Cost-cutting measures also need to be put in place to ease the financial strain. Non-essential expenditure needs to be reviewed, and discretionary spending cut back until the overdraft is controlled at a sustainable level. Process efficiencies within operations can also be used to cut costs, ultimately resulting in overall financial health.
6. [bookmark: _Toc193968858]Conditions for Successful Budgeting and Behavioural Considerations
Budgeting is an essential financial management tool that enables organisations to plan, control, and utilise resources effectively. Blue Thread Ltd will be able to offset financial hardship and establish an enduring budgeting culture only if it ensures that structural conditions and behavioural problems are addressed. A successful budgeting process relies upon technical financial expertise, organisational commitment, and employee dedication. The following explains the key structural and psychological determinants of effective budgeting.
Fundamental Budgeting Success Requirements
Three fundamental pillars guarantee the success of budgeting in Blue Thread Ltd. Buy-in by the top management is crucial. The top brass must be directly engaged in budgeting, support the findings, and compel uniformity within the company. Budget reviews regularly, strong resource allocation, and controls on accounting consolidate budget effectiveness.
Second, there must be accurate forecasting skills. Budgets prepared based on false assumptions lead to erroneous decisions. Blue Thread Ltd must improve its forecasting methods by applying previous sales history, trends, and economic indicators. Different forecasting projections—optimistic, pessimistic, and most likely—can provide insights into potential financial outcomes (Wiese et al., 2022).  Advanced analytics software and tools can also enhance accuracy.
Third, budget flexibility is critical in today's uncertain retail environment. Fixed budgets in the conventional sense soon become irrelevant. The application of rolling forecasts with quarterly or monthly updating allows for continuous realignment, thus responsiveness to shifting markets. Flexibility enables the company to manage unexpected problems as well as take advantage of newly arising opportunities.
Aside from the technical, Blue Thread Ltd. must address human factors behind budgeting effectiveness. Employee resistance is a key concern where cost reduction or operational changes are involved. Employees may view budget reductions as threats to their jobs and therefore resist change. Transparent communication of the reasonableness of changes and bridging support could mitigate fear and guarantee acceptance.
Motivation is the other important aspect. Instead of enforcing cost-saving initiatives, the company must come up with rewards that encourage departments and individuals to achieve budgetary targets (Dutescu and Hillier, 2021).  The rewards can be in the form of monetary compensation or non-financial appreciation, tying employee activity with financial performance. Balance is required to avoid too much cost-saving that will adversely affect operational effectiveness and customer service.
Involvement in budgeting will increase acceptance and influence. When budget preparation involves departmental managers and workers, they feel a sense of ownership of fiscal targets and better see resource allocations. Blue Thread Ltd must have a participatory budgetary system, linking bottom-up feedback with top-down strategic targets to arrive at a workable yet demanding financial plan.
Transparency in budgeting is conducive to trust and informed decision-making. An open channel of information guarantees employees not only know the budget targets but also the rationale behind them. Continuous reports on the performance of the budget ensure goal-oriented attention while facilitating immediate corrective actions. Financial openness, though, must be balanced against the confidentiality of sensitive data.
Marriage of Structural and Behavioural Elements
The interaction between structural factors and behavioural determinants predetermines budgeting success. Top management support is more legitimate when supported by open communication, while accurate forecasting is made more legitimate with participatory participation. Blue Thread Ltd needs to account for these considerations as integral components of an integrated system of financial management (Kumar et al., 2023). 
The company's present financial challenges provide an opportunity to remake budgeting practices with best practices embedded. Addressing technical as well as human issues assures financial planning solves near-term cash flow problems and constructs enduring competitive advantages. Shifting from crisis-level budgeting to strategic financial management is challenging but will put the company on the path to enduring success.
Implementation Roadmap for Blue Thread Ltd
In their implementation, Blue Thread Ltd may begin by assessing its current budgeting capability. There is a diagnosis phase that establishes areas of deficiencies in management support, quality of forecasts, flexibility of the budgets, and staff participation which is employed (Benzaken et al., 2022).  A step following this would be to formulate an individualised improvement plan based on such findings.
Behavioural aspects need to be addressed through careful change. Rollout should be done in stages, allowing employees to adjust to new budgetary habits. Financial literacy initiatives can improve budget expertise within the organisation so that all employees understand their contribution to budget goal achievement (Lestari et al., 2024).  The creation of regular feedback loops may recognise employee issues and suggestions, developing an ongoing process of budget improvement.
Conclusion: Creating a Budgeting Culture
Successful budgeting in Blue Thread Ltd requires a culture where discipline and flexibility, accountability and empowerment, and short-term constraint and long-term orientation simultaneously exist. With the structuring of appropriate structural conditions and good management of behavioural factors, budgeting can be transformed into an anticipatory management tool to improve performance and create sustainable value. The current financial crisis provides an opportunity to steer these changes in a manner that will facilitate business sustainability in the competitive business environment for retail apparel in the long term.
7. [bookmark: _Toc193968859]Criticism Against Traditional Budgetary Practices
Conventional budgeting has been the norm of corporate financial planning for decades, but its worth in the rapidly changing business age needs to be questioned. For companies like Blue Thread Ltd in the extremely volatile retail sector, conventional budgeting techniques can create more problems than answers. This analysis presents three inherent flaws in conventional budgeting and discusses existing alternatives that are better suited to dynamic marketplace environments.
The Rigidity Problem of Static Budgeting
Most traditional budgets typically establish strict yearly targets that are immovable and never changed despite ever-changing market environments. The rigidity is particularly problematic in Blue Thread Ltd, whose fashion styles, consumer tastes, and supply chain elements constantly change (Hilber, Portes, and Menon, 2024).  When actual business conditions vary from budget assumptions – as occurred with the company's over-buying of inventory – the budget is less of a management tool and more of a constraint on responsive decision-making. The "set it and forget it" nature of annual budgets forces managers to disregard changing conditions or violate budget rules, neither of which is optimal for business performance (Hayes, 2021).  This rigidity stems from the reality that classical budgeting originated in more stable industrial environments, making it increasingly unsuitable to the pace of modern retail operations.
The Obsolescence Factor in Annual Cycles
The time-consuming process of creating complex annual budgets is another significant limitation. By the time many organisations have completed their budgeting process – which may occupy months of management time – the assumptions on which they are made may already be outdated. For Blue Thread Ltd, this means budget objectives decided upon from previous trends and not today's marketplace conditions (Rajagopal, 2022).  The budget process itself is labour-intensive for top management to do and could be devoted to more value-generating endeavours. Besides, the yearly process creates perverse incentives like "use it or lose it" end-of-year spending to guarantee budget allocations in the future and sandbagging of performance targets in the budget negotiating process. These dysfunctional behaviours distort financial decision-making and defeat the very purpose of budgetary control.
Strategic Myopia in Conventional Approaches
Conventional budgeting's focus on short-term financial objectives tends to be at the expense of longer-term strategic positioning. In Blue Thread Ltd, this short-termism is reflected in the tendency to put quick cost reduction (e.g., delay in needed maintenance) above spending on permanent competitive advantages (Bogsnes, 2023).  The budgeting cycle over a year will tend to favour easily measurable monetary metrics and downplay more difficult-to-measure strategic activities like digital transformation or employee development. This short-sighted emphasis causes disconnections between corporate strategy and budgetary allocations, potentially sacrificing the long-term viability of the company for the sake of short-term financial goals (Godfrey et al., 2020). 
Contemporary Budgeting Options for Dynamic Environments
Rolling Forecasts for Ongoing Planning
In contrast to static annual budgets, rolling forecasts refresh financial projections regularly (usually quarterly) according to actual performance and updated assumptions. For Blue Thread Ltd, adopting rolling 12-month forecasts would have several benefits:
Continuous financial plan alignment with ongoing business realities
· Earlier recognition of developing cash flow problems
· Less time consumed in detailed yearly budgeting (Vilela Silva, 2024). 
· More timely resource allocation decisions
· Zero-Based Budgeting for Cost Discipline
This method forces managers to justify every expenditure anew each year instead of only making modifications on a prior-year basis. On Blue Thread Ltd, zero-based budgeting can:
· Eliminate vestige spending and wasteful spending habits
· Cause stringent scrutiny of every expense (Vilela Silva, 2024). 
· Acquire resources to meet current strategy priorities rather than previous allocations
· Improve transparency and accountability for costs
Activity-Based Budgeting for Operating Alignment
By linking budget spending to clear activities and outcomes, this technique gives stronger connections between spending and outcomes. For Blue Thread Ltd, activity-based budgeting would:
· Ground inventory purchases on true sales histories rather than blanket assumptions
· Allocate store modernisation budgets in terms of demonstrated performance potential
· Make more accurate cost projections by modelling different operating conditions
· Improve cost driver visibility throughout the company (Haug and Vavik, 2021). 
Implementation Issues for Blue Thread Ltd
Migrating from traditional budgeting to more flexible approaches is a question of meticulous planning:
· Phased Rollout - Begin with pilot groups before rolling out to the entire company
· Investment in Technology - Implement supporting software for continuous forecasting
· Development of Skills - Train finance staff and managers in new techniques
· Cultural Adjustment - Break resistance to change with open communication
· Performance Measurement - Coordinate incentives with new budget philosophies


[bookmark: _Toc193968860]8. Conclusion
Results of the analysis of Blue Thread Ltd's financial position indicate a critical balance of cash flow deficit despite profitability. The stock and cash budgets proved that a great level of purchasing and poor payment timing resulted in an overdraft of £278,550 against a target of £25,000. To improve liquidity, therefore, management must optimise inventory, renegotiate supplier terms, and control all expenses.
Also, for budgeting to be successful, there is the need for organisational commitment, forecasting accuracy and worker resistance mitigation. While traditional budgeting is useful, it is too rigid for fast-changing industries and we need to resort to an alternative form of ‘rolling forecasts.
Ultimately, Blue Thread Ltd should make the move towards a more flexible and data-driven financial planning approach to budgeting to align financial and operational realities. This second strategy enables the company to obtain sustainable growth and eliminate its overdraft in future periods.
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