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Executive Summary
The potential loopholes of traditional budgeting have been underlined in this study highlighting issues such as inflexibility, time-consumption, slow response time, rigidity, and many others. Moreover, Blue Thread Ltd has been suggested to use zero-based budgeting or activity-based budgeting instead of the traditional budgeting system to foster operational effectiveness. Communication is important for budget and unexpected support to management by motivating employees. For effective performance evaluation techniques budgeting approach supports top management in achieving realistic and clear goals to maintain suitable accounting methods. The cash budget technique helps to manage effective resource allocation techniques while six months budget for the company demonstrate cash inflows and outflows to calculate closing cash balance. Preparation of cash budget need identify potential cash shortages gives a better understanding address cash flow delays and keep finances under control.     
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[bookmark: _sx1vkfe72dbg]Introduction   
A cash budget is a financial tool that forecasts a business’s cash inflows and outflows over a specific time to ensure sufficient funds are available to reduce long-term business obligations. The primary aim of the study is to analyse the current financial performance of Blue Thread Ltd by preparing a stock budget, cash budget, and budget profit and loss account by addressing the primary problems within the business. The key components of budgeting techniques are to analyse current spending and income by demonstrating cash inflows and outflows and make necessary arrangements by outlining loans of credit (Drury, 2021). Additionally, to reduce liquidity problems and complexity in cash management organisations improve cash flow management to achieve maximum investment return to a financial year, helping to attract numerous investors in the business. A business might use cash flow management to determine and cover payroll expenses, utilities, and rent and compute preliminary capital expenditure.      
[bookmark: _1q7cg5fhn8k4]Main Analysis    
[bookmark: _fjs9vtcmwboo]a) Budget       
Assumptions for Budget Preparation
Opening overdraft on June 1: -£25.000
Minimum stock level: £40.000
Gross profit margin: 35%
Credit card payments: 30% of sales, 3% fee
One month credit on stock purchases
Administration expenses are paid immediately
Depreciation is charged at £6000 per month 
Selling expenses are paid in the following month
Loan repayment: £4000 monthly (£1000 interest, £3000 principal)
Tax and refurbishment costs are taken as provided 
1. Stock Budget and Cash Budget     
Table 1: Stock Budget for Blue Thread Ltd
	Stock Budget (June-November)

	Months
	Opening Stock
	Purchases
	Cost of Sales (65% of Sales)
	Closing Stock

	 
	£000
	£000
	£000
	£000

	June
	40
	150
	130
	60

	July
	60
	180
	156
	84

	August
	84
	190
	136.5
	137.5

	September
	137.5
	160
	143
	154.5

	October
	154.5
	200
	149.5
	205

	November
	205
	210
	162.5
	252.5


The context of the stock budget demonstrates effective financial planning and helps feasible decision-making to avoid complexity. Effective financial planning helps to identify complexities and align with investment decisions to achieve long-term financial goals and objectives (Seal et al. 2018). The stock budget calculated for Blue Thread Ltd from June to November (six months) by incorporating opening stock, purchases closing stock and cost of sales which is almost 65% of sales volume. For the six months opening stock is calculated as £40.000 for June and almost £205 has been calculated for the last month (November). 
A stock budget is considered an effective tool for efficiently managing investment decisions to manage income and expenses. As opined by Horner (2020), individual investors determine investment decisions to maximise primary return to achieve targeted goals. Informed decision-making helps to manage major difficulties by allocating a specific portion of the stock portfolio and investing in an effective financial situation to get maximum return. The cost of sales for the company is given as 65% of sales revenue while opening month COGS are calculated as £130.000 respectively. The purchase value given by the company is £150.000 respectively while closing stock is calculated by opening stock, purchases, and cost of sales for the given period.      
A stock budget helps investors identify the maximum returns for a specific period to achieve effective investment goals. A stock budget sets investment goals by defining investment allocations to manage and track performance by adjusting business requirements to manage a specific amount of stock purchasing (Kolitz, 2017). For September cost of sales calculated as £143.000 while the sales value considered as almost £230.000 respectively. The purchase rate is also given as £150.000 for the first month (June) and the closing balance is calculated as the opening balance closing balance of the cost of sales to track effective financial resources.              
Table 2: Cash Budget for Blue Thread Ltd
	Cash Budget (June-November)

	Months
	June
	July
	August
	September
	October
	November

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

	Cash Inflows
	 
	 
	 
	 
	 
	 

	Sales Income
	200
	240
	210
	220
	230
	250

	Credit Card Fee (3% of 30% Sales)
	1.8
	2.16
	1.89
	1.98
	2.07
	2.25

	Net Sales
	198.2
	237.84
	208.11
	218.02
	227.93
	247.75

	Total Cash Inflows
	198.2
	237.84
	208.11
	218.02
	227.93
	247.75

	Purchases (1 month credit)
	170
	150
	180
	190
	160
	200

	Admin Expenses
	23
	24
	25
	26
	27
	28

	Selling Expenses (1 month delay)
	5
	6
	7
	8
	9
	6

	Tax Payments
	 
	 
	15
	 
	 
	 

	Interest Payments
	1
	1
	1
	1
	1
	1

	Loan Principal
	3
	3
	3
	3
	3
	3

	Store Refurbishment
	12
	10
	14
	 
	 
	 

	Total Outflows
	214
	194
	245
	228
	200
	238

	Net Cash Flows
	-15.8
	43.84
	-36.89
	-9.98
	27.93
	9.75

	Opening Balance
	-25
	-40.8
	3.04
	-33.85
	-43.83
	-15.9

	Closing Balance
	-40.8
	3.04
	-33.85
	-43.83
	-15.9
	-6.15



A cash budget determines cash flow flexibility and indicates efficient resource usage by calculating the beginning cash balance to a specific time. The cash budget also prepared from June to November while sales income considered as £200.000 while credit sales were calculated as 3% of 30% sales. As opined by Udoh (2022), the cash budget represents total cash inflows and outflows to calculate the closing cash balance for the suggested period. Total cash inflows were calculated by including sales income and credit sales while purchase credit for the 1 month as £170.000 respectively for June. 
The delay of 1 month noticed by selling expenses while loan principals and store refurbishment were included in calculating total cash outflows. Unfavourable balance calculated by net cash flows from June to September and favourable balance incorporated by October and November. The closing balance also incorporates net cash flows and the opening balance as all balances are negatively calculated except July. The potential cash budget helps to manage business expenses to make financial inclusion for better decision-making (Adjei-Boateng, 2022). 
2. Budgeted Profit & Loss Account
Table 3: Budgeted Profit and Loss Account for Blue Thread Ltd
	Budgeted Profit and Loss Account

	Description
	Amount (£000)

	Sales Income
	1350

	Cost of Sales
	877.5

	Gross Profit
	472.5

	Admin Expenses
	153

	Selling Expenses
	41

	Depreciation
	36

	Interest Payments
	6

	Net Profit Before Tax
	236.5

	Tax Payments
	15

	Net Profit
	221.5


The budgeted profit and loss account comprehends budgeted income expenses and effective financial projections to outline company income and expenses during a specific period. A budgeted income statement is considered an effective key component to the ultimate identification of net income or loss for the specific quarter to effectively allocate business resources for emergency funds. A profit budget makes strategic planning to achieve planned financial goals through effective performance measurement techniques (Baker et al. 2023). The sales income and cost of sales are necessary to calculate the gross profit margin as £473.000 as sales income minus the cost of sales.  
The net profit before tax is calculated as £273.000 and tax payments also demonstrate as £15.000 while the net profit has been calculated as £222.000. Effective financial reporting financial reporting relies on profit and loss budgets to assess a company’s current financial health. In order to, reviewing strategic plan helps to align with the entire performance and find out current trend patterns to estimate the cost (Skrok et al. 2020). Subtracting expenditure is crucial to calculate profitability from revenue to arrive at net income for a business. A P&L budget statement adjustment and review of financial performance regularly identify the actual changing position of the current market.                 
[bookmark: _5zc96sk60cp2]b) Problems with calculations and the way to address them  
Overestimating inflows
Unrealistic expectations and a cash shortage are considered major problems faced during the calculation and unrealistic expectations incorporate over-committing resources. A cash budget helps to improve future investment decisions but that sometimes difficult to identify the primary problems of a forecasted cash budget and that does not incorporate long-term business ability. The overestimated cash inflows are indicated by missed opportunities, overspending, and incorporating potential cash shortages that create cash shortfall at the end of the financial year (Okeke et al. 2024). Overestimate cash inflow incorporates profitability minimisation and overcoming resources can set a realistic problem in business.             
Dependence on accurate estimates
Inaccurate projections led by the poor financial decision-making process and that includes potential cash shortage in business. The calculated budget relies on forecasting future cash payments and receipts both are inherently estimates. The negative impact on business performance demonstrated by overestimated sales, missed opportunities and underestimated expenses that reduce potential growth opportunities and lead to inaccurate estimation (Musiega et al. 2023). The complexity of sales projections does not accurately predict current market trends and lower promotional activity and seasonality can negatively impact organisational challenges.      
Does not allow unexpected circumstances 
The calculated cash budget only incorporates financial considerations and unforeseen outcomes can be incorporated for the nonfinancial circumstances while the calculated budget does not incorporate unexpected events. The negative opening balance incorporates inefficient operational performance and primary opportunity to prepare in advance. As stated by Scannell and Tawiah (2024), the anticipated, unforeseen budget did not anticipate unexpected situations including unplanned circumstances and does not deal with negative circumstances. On the other hand, during the calculation of the budgeted profit and loss account it does not incorporate non-cash items such as amortisation or unrealised losses and gains         
Prediction based estimation
A budget could be flexible but a budget depends on accurate estimates or the provided data to create cash r receipts or payments. During the calculation, manual focus and selecting accurate forecast methods are considered major challenges while limited data aggregation incorporates team conflict and creates absolute uncertainty. As cited by Robert et al. (2023), inaccurate budget estimations impact effort, money and demand that incorporate limited encouragement to the consensus and many difficulties occur due to decreasing sales demand. Identification of long-term interest rates leading to the liquidity trap and the calculation not judging for liquidity that makes inaccurate predictions in a specific period.      
Services on credit 
Blue Thread Ltd gives services on credit and Blue Thread Ltd is to maintain minimum stock level to achieve targeted gross profit. The company offers numerous services on credit leading to available cash shortfall in a financial year and customers don’t pay easily which leads to delays in the cash collection of cash inflows. The imbalance in cash flow management incorporates the goods sold on credit potentially leading to a cash shortfall (Revsine et al. 2021). Cash shortfall directly impacts budgeting while delayed cash inflow does not meet potential financial requirements at a specific time. Negotiating with the payment terms is considered an effective mitigation strategy to proactively pursue overdue payments (Van Daalen et al. 2022).      
Unpredictable market condition 
Unpredictable market conditions involve inaccurate sales projections that do not accurately monitor cash flow problems, due to missed opportunities incorporated in Blue Thread Ltd. Inaccurate sales projections do not incorporate accurate sales prediction, and primary cash shortage is included in the company due to unforeseen expenses are incorporated. As cited by Azevedo et al. (2024), fluctuations in market demand also include fluctuating financial factors affecting future profitability along with purchasing power. In order to manage cash flow gaps that lead to missed payments and affect seasonal demand patterns create financial uncertainties. The scenario and sensitivity analysis considered as best solutions that effectively manage seasonal demand by informed decision-making (Fridson and Alvarez, 2022).            
Actions to be taken to address complexities 
Decrease overspending and create an additional revenue stream managing inventory level in business. By considering raising prices for the business effectively managed by offering discounts to increase cash flow in a financial year. In order to manage cash flow efficiently Blue Thread Ltd needs to reduce credit sales to effectively handle inventory management along with the creditors' payment terms. Maintaining and making effective budget plans creates innovative strategies to maintain healthy financial outcomes and track expenses to positively support organisational strategy (Gitter et al. 2022). A complex budget can be managed and reduce future variances to match actual business costs used by the flexible budget options.                
[bookmark: _it7wg3yinzey] c) Budget and budgetary control within an organisation 
A planned and well-structured budgeting approach focuses on the company goals and can incorporate short-term and long-term decision-making processes. As a suitable and efficient accounting system, a budget provides effective performance related to the current business and eliminates several complexities by facilitating effective planning. A budget plan specified with the future period along with the other financial terms and budget expresses management’s expectations to identify income and expenditure to represent cash flows. As critically examined by the Chartered Institute of Management Accountants (CIMA) a budget discloses the quantitative expression of a plan to define a particular time by incorporating income expenses to calculate net cash flows for the suggested period (Schroeder et al. 2022). The budget indicates revenues and costs to be effective for investment decisions and identifies various parts of the operations. The budget is a profit planning and maintains the standard performance of the business to achieve targeted profit and reduce unnecessary expenditure (Vuong, 2023). Several budgeting types are used by the organisations such as operating budget, master budget, static budget, cash budget, labour budget, and production budget to demonstrate and highlight expenses and revenue for a specific period. 
Realistic budget             
Budgeting and budgetary control a successful financial tool that evaluate an organisation’s needs and management takes necessary actions to improve organisational performance. A realistic budget determines monthly income and expenses and suggesting bringing home money after taxes and other deductions by incorporating different sources of income. Continuous monitoring of financial analysis managers take corrective actions and improve operational efficiency to calculate incomes (Michelon et al. 2020). There are several steps to create a successful budget approach the first step is to calculate net income and comprehend the money coming for each month incorporating salary and any additional resources of income or funds coming to the business regularly. The second step is to monitor expenses considered a successful business strategy to reduce unnecessary costs by incorporating grocery bills and entertainment or other expenditures related to the outgoing business money. Additionally, creating a successful business organisation helps to identify and cut down unnecessary business expenses and enhance business profitability to maintain long-term business growth. The third step is to set financial goals to efficiently access debt management techniques and build an emergency fund by reducing unnecessary spending to keep businesses motivated. Examples of financial goals are paying off debt, saving for retirement, building an emergency fund to feel financially secure and managing unexpected expenses.                 
Flexible and responsiveness 
Flexible budget options create a dynamic financial plan to adjust to the changing environment and manage the current changing environment. In order to adopt flexibility in complex business environments a flexible budget find out market fluctuations and demonstrates further improvement strategy to manage and continue modifications and adjustments. There are some key features of the budgeting approach such as real-time adjustment, adaptability, and flexibility to improve the decision-making process (Morgan et al. 2022). The benefits of budgeting techniques enhance responsiveness and flexible budget planning always stay competitive and identify an agile dynamic market to navigate uncertainties and seize the maximum opportunity. Additionally, to support better resources in business a flexible budget always supports and prioritises spending and incorporates cost-cutting techniques to prioritise the decision-making process. A better cost control strategy is always maintained by effective budgeting techniques and managing costs more effectively. In order to improve performance management techniques managed by the flexible budgeting options and incorporate budgeted amount by identifying areas of further improvement. A successful business condition is maintained by the organisation and starts a fixed expense by creating spending variances in a specific time. A static budget helps to describe current business performance and adjust the company’s financial activity to establish company creates.               
Employee participation and commitments 
Involving individual employees in business in a budgeting process also known as participative budgeting techniques effectively enhances employee commitment to motivate them and foster better decision making. A more detailed explanation is needed to enhance employee commitment and that impact on company performance (Manley et al. 2022). During the introduction of the new system, management is required to consider budget implications by incorporating initial cost, resource allocation and ongoing business expenses to make the project more viable and align with the effective organisational goals. A progressive budget theory associated with the employee or citizens demand and make financial analysis to maintain reproduction and growth. In order to make effective budgeting control in business helps better decision-making plans and employees engaged by the ownership control and introducing the effective process to a better understanding of economic growth based on the requirements. The presented theoretical model minimises cost and gives a better understanding of maintaining financial needs and making employee engagement for long-term succession (Engels and Elphick-Pooley, 2022). The team building activity, employee assistance program, training and development of a budget, and budgetary control approach are considered internal communication tools that are more effective in creating wellness programs. The budgeting process helps to make better decision-making to find out and eliminate complex situations by enhancing effective communication strategy.   
Behavioural considerations 
Budgetary slack 
Budgetary slack refers method of overestimating budgets and underestimating revenues to make the target easier to achieve or create a surplus. The potential consequences are reduced efficiency, slack needs to lead to overspending and inefficient resource allocation. Due to performance representation false impressions have been included that affect the company’s financial health.     
Resilience to budgeting 
The common technique incorporates building economic flexibility to describe unexpected events that could positively or negatively impact income or expenditure. There are numerous key strategies to create budget resilience such as proactively monitoring income and expenses and setting realistic goals by prioritising primary expenses.          
[bookmark: _jsxgvbvls102]d) Critical evaluation of Traditional Approach to budgeting in the context of a rapidly changing business environment  
In the business landscape, Traditional Budgeting includes the construction of financial objectives depending on the historical data about the organisational performance and the estimated trends and patterns of future market activities (Okeke et al. 2024). It is mainly a systematic procedure that encompasses the allocation of the available resources, setting financial goals, and measurement of the ongoing financial performance of the specific organisation. This approach is also known as the top-down approach in which the budgeting process is prepared by the addition of incremental amounts to the budget of the previous year. It includes the adjustments for inflation along with planned escalation in sales as well as cost price. This approach includes some budgeting techniques such as incremental budgeting, participative budgeting, rolling budgeting, and strategic budgeting for businesses. 
Incremental Budgeting: In financial practices, incremental budgeting refers to the process of constructing a new budget through the adjustments of the budget of the previous year (Accaglobal, 2025). This budgeting process assumes that the revenue and expenditures remain the same throughout the budget preparation process, the only adjustment occurs due to the change in inflation rate and growth perspectives. The implementation of this budgeting process is quick and simple, however as it depends on the historical data, the created budget can hold some discrepancies. The construction of this budget is ineffective including unnecessary spending and also unable to identify the alterations of the objectives of the organisation as well as the external factors which failed to streamline the cost reduction process and foster organisational improvement. The participative budgeting process encompasses different levels of management within the preparation technique for budget within a significantly time-consuming in nature. The wider level of employee participation leads to the higher cost of labour associated with the budget-making procedure.  
Participative Budgeting: The participative budgeting process involves all the budget holders within the budget procedure that allows the more interconnectivity and overturned approach (Corporatefinanceinstitute, 2024). In the present market environment, the above budgeting process is subject to issues such as ineffective conservation results, the requirement of excessive time, increasing cost of labour, lack of careful and comprehensive management  
Strategic Budgeting: This budget is aligned with financial planning by highlighting the long-term objectives and strategies of the organisation (Indeed, 2024). The changing business terrain makes it challenging for the company to forecast future revenues along with expenditures in an accurate manner. Extreme dependence on inaccurate and outdated data leads to ineffective forecasting leading to misallocation of the available resources. 
Rolling Budget: The rolling budget is considered the embracing tool to include continuous updates and revise the total budget throughout the financial year which allows frequent adjustments in the budget process (Accaglobal, 2025). The current issues such as an increase in the demand for resources and extensive time and over-adjustment make this process vulnerable to reflect proper’s budgeting insights. This budget requires continuous updates which is resource-intensive and also time-consuming. This continuous revision required a substantial grip on the emerging software and analytical tool that added more cost for the organisation associated with training and skill development initiations.              
Traditional budgeting faces distinct issues such as follows:
Inaccuracy in the forecasting process: The traditional budget process substantially depends on the historical and previous year’s data which leads to the potential inaccuracy in the forecasting process. The prior performance is not reliable for measuring future performance within the dynamic, fast-moving, and ever-evolving marketplace.    
Inflexibility and rigidity: Inflexibility is one of the key backlogs of the traditional budgeting process which limits the adjustment power of a company leading to restrictions in adapting to the continuous market changes. Moreover, this budget process is characterised as rigid with the ongoing upgradation that makes it difficult for the organisations to embrace new technologies, new market alterations, and make adjustments with unpredicted occurrence (Drury, 2021).
Negligence of agility: In the preparation of the traditional budgeting process, the entire emphasis is given to the prior performance and compliance with the budget which makes the company restricted to nurturing adaptability and innovation. This decreases the possibility of organisational growth for the organisations like Blue Thread Ltd. within the increasingly changing business environment.   
Slow response time: The time-consuming nature of this budgeting process paved the way for dwindling the responsive time. This restricts the organisational ability to respond quickly to any type of unexpected events such as market shifts, demand alteration, changes in current value, inflation, or any type of economic downturn (Matějka et al. 2021).  
Time consumption: The designing and preparation of the traditional budgeting process is substantially time-consuming as well as resource-intensive underscoring the need for significant resources and substantial managerial time.  
Lack of coextensive information: This budgeting process is extensively dependent on lengthy and inflexible data that is static. This makes it challenging for organisation to take strategic measures and make informed decisions in real-time phenomena.        
As the business alters rapidly, the traditional budgeting approach becomes relevant for contemporary companies like Blue Thread Ltd. The traditional approach of budgeting generally encompasses inflexible annual cycles and historical data which restricts the ability of Blue Thread Ltd. to adapt to the new market changes and technological advancements. 
Despite using the traditional budgeting approach, fast-moving companies can use emerging budgeting processes such as Zero-Based Budgeting (ZBB) or Activity-Based Budgeting (ABB). Incorporation of the ZBB helps Blue Thread Ltd. in increasing operational effectiveness through accelerating the promotion of cost-effectiveness, improvement of effective resource allocation process, and strategic alignment. This technique contributes to the expedition of practices like planned spending, enhancement of operational effectiveness, allocation of the available resources effectively, and avoiding the issues of budget inflation (IBM, 2025). The activity-based Budgeting is also recognised as a useful budgeting technique that allows organisations to cut costs in unnecessary areas and improve overall operational effectiveness (Corporatefinanceinstitute, 2024). Successful implementation of the ABB method helps Blue Thread Ltd. in making cost-effective analysis, predicting the cost base efficiently leading to better cost control, improvement of decision-making, and improvement in the operational effectiveness of the concerned company.       
[bookmark: _oxf1w3nn75q]Conclusion    
Based on the above context a cash budget represents overspending that represent by reviewing financial plans to create better budgeting techniques. In order to, Blue Thread Ltd determine income and expenses by the cash budget and directors decided to review financial plans for the six months by incorporating sales, purchase of stock and other variable expenses. By involving cost and revenue a budget-making process demonstrates financial performance by using appropriate methods and strategies to interpret adequate financial statements. Successful completion demonstrates a critical understanding of cash budgets to encourage and develop an ability to perform feasible financial management within the business context. Budgetary control is a system to control a firm’s financial activity and reduce unnecessary business costs while management may decide to survive the competition. The budgets are calculated for each department and analyse the way to reach maximum profitability by controllable responsibility. Budgets are making short-term financial plans to encounter difficulties by numerous departments towards reaching targeted goals by arranging primary solutions or creating stopgap arrangements. 
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