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Executive Summary
The purpose of this report is to analyse the budgetary status and financial performance of Silver Stitch Ltd and to determine the efficacy of traditional approaches to budgeting and budgetary control in the contemporary business environment. Firstly, the report prepares and analyses a stock budget, cash budget and budgeted profit and loss account for a six-month period ending 31 December 2026. The results show that Silver Stitch Ltd is expected to make a good profit of about £365.14k in six months' time, which indicates that its main operations are still profitable. The cash budget indicates that the company will balance the starting overdraft of £30,000 by September 2026 and arrive at a good ending balance of £78.01k by December 2026. Nevertheless, even with overall profitability, the company experiences huge liquidity strains in the initial months, which is very important to make a sharp difference between profit and cash flow. The analysis also reveals that the inventory has grown significantly from £154k in July to £358k in December, and this shows poor management of inventory and overworking capital being held in inventory. 
Moreover, growing operation expenses, credit card expenses, and mandatory debt repayments add an extra burden to its cash flow and financial flexibility. The report also illustrates that effective budgeting requires a number of organisational conditions, such as having clear objectives, effective communication, participation, flexibility, and strong management support, among others. There are, however, behavioural factors like motivation, budgetary slack, perceptions of fairness, and dysfunctional behaviour due to performance pressure that also affect budgeting effectiveness. Without proper management of these behavioural issues, budgets will lose their usefulness. Lastly, the report critically assesses traditional budgeting methods and concludes that, although they are still highly utilised, they have a very narrow scope of activity in the dynamic business world due to their stickiness and inflexibility. The report suggests that Silver Stitch Ltd should consider using more flexible budgeting techniques, including, but not limited to rolling forecasts, inventory management, cost control, and alignment of strategic planning and budgeting. These measures will enhance liquidity, financial stability and long-term organisational performance.
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[bookmark: _uhie4n229x5m]Introduction
In several organisations, budgeting has been the foundation of managerial control for many years. According to Nguyen et al. (2018), a traditional budgeting system's command-and-control orientation usually comprises the following steps: establishing standards, documenting actual performance while contrasting it with the objectives, identifying and reporting deviations regularly, and controlling actual performance through corrective action. Effective budgeting in the past decade has frequently been perceived as a shift away from conventional incremental budgeting methods and toward alternative strategies (Liyanagea and Gooneratnea, 2021). According to recent scholarly research, the yearly budget model may be viewed as having several intrinsic flaws and obstructing the successful adoption of substitute models meant to facilitate strategic change (Isaac et al., 2015; Ramlall and Grobbelaar, 2024). According to Ramlall and Grobbelaar (2024), for an organisation to be successful, it must first determine its strategic goals, then devote resources to achieving them, and last, implement a plan of action to achieve them. Since the budgetary process and budgets are crucial to accomplishing organisational goals (Isaac et al., 2015), it is critical to find and remove any flaws or unfavourable behavioural characteristics in this process. 
This report is a review of the budget of Silver Stitch Ltd. Silver Stitch Ltd is the owner of a chain of twelve boutiques that provide high-end casual apparel. The company's overdraft was £30,000 at the start of June, and the bank asked that it should be paid off by the end of December. As a best practice, this requires a structured financial turnaround plan (Drury, 2021; Seal et al., 2018). Consequently, the directors made the decision to reevaluate their seven-month plans. This report therefore seeks to prepare a stock budget, a cash budget, and a budgeted profit and loss account for the next six months to comprehend the issues Silver Stitch Ltd is likely to face in the next six months and how these problems can be addressed. Furthermore, the report will critically discuss the optimum conditions for successful budgeting and budgetary control and the traditional approaches to budgeting in light of a rapidly evolving corporate environment.
[bookmark: _ipo81l52kp5i]Main Findings 
[bookmark: _qrm4zdxur4j0]Ai). Stock Budget and Cash Budget

a)	Stock Budget

Stock Budget for the Period 31 December 2026
	
	Jul
	Aug
	Sep
	Oct
	Nov
	Dec

	
	£'000
	£'000
	£'000
	£'000
	£'000
	£'000

	Opening Balance
	100.00
	154.00
	186.00
	230.00
	296.00
	336.00

	Stock Purchased 
	180.00
	170.00
	200.00
	210.00
	190.00
	220.00

	Cost of Stock Sold (60% of Sales)
	(126.00)
	(138.00)
	(156.00)
	(144.00)
	(150.00)
	(168.00)

	Closing Stock (See Note 2)
	154.00
	186.00
	230.00
	296.00
	336.00
	388.00



b)	Cash Budget 

Cash Budget for the Period 31 December 2026
	
	Jul
	Aug
	Sep
	Oct
	Nov
	Dec

	
	£'000
	£'000
	£'000
	£'000
	£'000
	£'000

	Cash Receipts:
	
	
	
	
	
	

	Sales 
	210.00
	230.00
	260.00
	240.00
	250.00
	280.00

	Total Receipts
	210.00
	230.00
	260.00
	240.00
	250.00
	280.00

	Less: Cash Payments:
	
	
	
	
	
	

	Purchases
	(150.00)
	(180.00)
	(170.00)
	(200.00)
	(210.00)
	(190.00)

	Admin Expenses
	(17.00)
	(18.00)
	(19.00)
	(20.00)
	(21.00)
	(22.00)

	Selling Expenses
	(5.00)
	(6.00)
	(7.00)
	(8.00)
	(9.00)
	(7.00)

	Credit Card Charges
	(1.58)
	(1.84)
	(2.01)
	(2.28)
	(2.10)
	(2.19)

	Loan Repayment
	(5.00)
	(5.00)
	(5.00)
	(5.00)
	(5.00)
	(5.00)

	Interest
	(1.00)
	(1.00)
	(1.00)
	(1.00)
	(1.00)
	(1.00)

	Tax
	0.00
	0.00
	(18.00)
	0.00
	0.00
	0.00

	Store Refurbishment
	(15.00)
	(12.00)
	(10.00)
	0.00
	0.00
	0.00

	Total Payments (see Note 3)
	(194.58)
	(223.84)
	(232.01)
	(236.28)
	(248.10)
	(227.19)

	Cash Surplus/(Deficit)
	15.43
	6.16
	27.99
	3.72
	1.90
	52.81

	Opening Balance
	(30.00)
	(14.58)
	(8.41)
	19.58
	23.30
	25.20

	Closing Balance
	(14.58)
	(8.41)
	19.58
	23.30
	25.20
	78.01



In summary, bank overdraft was cleared in September 2026.
[bookmark: _dxkqe42de1f4]Aii). Budgeted Profit & Loss Account

c)	Budgeted Profit & Loss Account 

Budgeted Profit or Loss Account for the Six Months Period Ended 31 December 2026
	
	Notes
	£'000
	£'000

	Sales
	1
	
	1,470.00

	Less: Cost of Sales
	1
	
	(882.00)

	Gross Profit
	
	
	588.00

	Less: Operating Expenses:
	
	
	

	Admin Expenses
	4
	(159.00)
	

	Selling Expenses
	5
	(57.86)
	(216.86)

	Operating Profit
	
	
	371.14

	Less: Interest Expense
	3
	
	(6.00)

	Profit for the Period
	
	
	365.14




Note: Notes to the accounts (cost of sales, closing stock, cash budget information, admin expenses, and selling expenses) are provided in the Appendix. 


[bookmark: _ip4ee18048xs]B). Potential Challenges and Solutions
Based on the calculations, the following problems are likely to be faced by Silver Stitch Ltd. 
1. Comparatively Continuous Liquidity Risk (Short-term)
Even though Silver Stitch Ltd is expected to make a profit of £365.14k during the six-month period, the cash budget of the company will experience overdraft positions in July (£14.58k) and in August (£8.41k). This demonstrates a classic lack of connection between profitability and liquidity (Bhimani, 2006). The company continues to be cash-constrained during the initial months with high sales, which can put the company into the threat of breaching the banking covenant, or the company can fail to fulfil short-term engagements. This issue is mostly caused by the huge initial spending, specifically, inventory, refurbs and loan payments incurred before operating cash inflows are high enough to cover it (Levitin, 2025). When cash management is the main concern of the management, Hamzat (2025) suggests that the manager must focus on cash preservation by deferring unnecessary capital spending like refurbishment, renegotiating the terms of repayment of outstanding repayments with suppliers, and obtaining long-term supplier credit. It would also be possible to introduce rolling cash forecasts and not use annual budgets only to recognise liquidity stress in this way.
2. Too much Inventory Damaging the Working Capital
Closing inventory increases drastically from £154k in July to £358k in December, which is an over twofold increase. This implies that buying processes are not well matched with sales volumes. This excessive stock clogs up large sums of cash, decreases the liquidity, and presents the potential of obsolescence, which is especially challenging in the clothing retail industry where products trend and go out of fashion (Drury, 2021). It implies the inefficiency of demand prediction and excessive dependence on incremental budgeting as opposed to reactive stocks control (Datar and Rajan, 2021). Stricter inventory management, implementation of sell-through analysis and implementation of demand-based purchasing systems are recommended to address this issue. Clearance advertising and markdown would also help to release money tied up in slow-moving lines, and the just-in-time procurement would mitigate the overstocking in the future.
3. Margin thinning with the Increasing Operating and Transaction Expenses
The operating cost is £216.86k, and the selling cost and credit card payment cost alone make up £57.86k. Card payments make the sale more convenient, but the fee is considered 2.5% of the transaction, which does have a significant contribution margin reduction. This, together with the rising selling cost, puts pressure on profitability, especially when the sales begin to slow. This is an indication of poor cost discipline and poor analysis of the profitability of payment channels (Horner, 2020; Seal et al., 2018). The management needs to renegotiate merchant service fees, promote less expensive forms of payments, and scrutinise selling costs and administration costs. Activity-based costing might be implemented to determine the non-value-adding activities and get rid of inefficiencies.
4. Structural Dependence on Debt Financing
The company has to pay fixed monthly loan payments and interest amounting to £6k that further lures cash during spells of low liquidity. Such a strict method of financing makes it less flexible, and it becomes more susceptible to sudden fluctuations. The high level of debt implies that development and renovation have been funded without taking much care about the timing of the cash flow (Atrill and McLaney, 2018a). Silver Stitch Ltd should ponder whether to roll over the existing debt with a longer term or convert some of the overdraft into a term loan or venture into equity financing. Better management of the working capital would also lower the reliance on external borrowing (Ijuwo, 2024).
5. Weak Alignment between Strategic Goals and Budgeting
Even though the company plans to get rid of its overdraft by December, the initial budget has a lot of early-period cash deficiencies and unmanaged stocks. This points to one of the primary shortcomings with conventional annual budgeting, which is that it is predetermined to achieve a fixed amount of objectives instead of a dynamic financial situation (Bhimani, 2006; Ramlall and Grobbelaar, 2023). The budgeting process can therefore serve as an obstacle to strategic change, as it is unable to respond to new liquidity risk. Management should shift to rolling budgets and scenario planning, which would allow the management to constantly review cash flow, inventory and financing requirements (Choudhary and Singh, 2025). As a result, budgeting would be enhanced by strategic objectives to be more responsive.
[bookmark: _pgqk8fc6figk]Ci). Conditions for Successful Budgeting and Budgetary Control
Although there is substantial evidence that a system of budgeting and budgetary control is crucial for planning, coordination, communication and performance evaluation (Liyanagea and Gooneratnea, 2021; Shawe, 2023), its success is dependent on certain organisational conditions. The following conditions must be at play for a system of budgeting and budgetary control to be successful. 
1. Presence of Clear objectives
According to Atrill and McLaney (2021), budgets are used to help businesses achieve their goals. Therefore, these goals must be precisely stated in order for budgets to be appropriately created. Ukutegbe and Ehiedu (2025) contend that budgets that lack specific objectives will also be impractical. For example, where budgets are developed with no alignment with organisational objectives, it provides the risk of suboptimal decision-making like dysfunctional budgeting (Drury, 2021). Therefore, budgetary alignment with organisational goals is facilitated by well-defined objectives.
2. Proper Delegation of Authority and Responsibility
Another condition for success is proper delegation of authority and responsibility. Notably, all levels of management prepare and oversee the budget (Drury, 2021). According to Merchant and Van der Stede (2017), the effectiveness of budgets depends on the participation of individuals from lower levels of management, even though they are finalised at the top level. Appropriate authority and responsibility delegation is necessary for this. Responsibility accounting also makes the managers responsible only for expenditures and revenues within their control, which increases the degree of fairness and competence in performance appraisal (Atrill and McLane, 2018b; Kolitz, 2017). 
3. Effective System of Communication
For budgetary control to be successful, there must also be an efficient communication system. It is important to note that budgetary control depends on accurate, relevant and timely accounting information (Choudhary and Singh, 2025). Also, adequate communication will help to understand the challenges with budget implementation as well as provide avenues for corrective action (Drury, 2021). As emphasised by Tarmidzi, Sahri and Mahmudi (2018), information on budgets should be disseminated quickly in order to ensure their implementation. Thus, the relevance and clarity of information are also important.
4. Participation of All Employees
The involvement of every employee in the company is also essential to the budgetary control system's effectiveness. In actuality, lower management levels are responsible for carrying out the budgets (Shawe, 2023). Therefore, budgets should be prepared and carried out with active participation from those for whom they are intended. This is because participation leads to better budget accuracy, a higher level of motivation, and greater acceptance of targets (Merchant and Van der Stede, 2017). Furthermore, the staff members may offer more helpful and realistic recommendations based on their prior experience. 
5. Flexibility
Budgets need to be flexible in order to adapt to changing conditions. Since the future is unpredictable, strategic plans may need to be adjusted in response to shifting circumstances (Maleka and Maidi, 2024). As a result, even while budgets are created with future possibilities in mind, some events may call for modifications down the road (Kunnathuvalappil, 2020). In addition, Hope and Fraser (2003) opine that with excessively fixed budgets, traditional budget systems may prove to be an obstruction to the innovation efforts, and therefore, adaptive and rolling budgeting practices are necessary. Budgets that are more flexible will be more realistic and suitable.
6. Strong Top Management Support and Commitment
The top management should be dedicated in order to legitimise the budgeting process. This is crucial for employees to view budgets as control tools that are important as opposed to administrative formalities (Van Roestel, 2016). With their support, it makes the budgetary targets serious, and punitive measures are implemented when there are variances (Horngren, Datar and Foster, 2006). Nevertheless, too much top-down control may destroy managerial decision-making. Therefore, there must then be a compromise between oversight and empowerment of leadership especially in decentralised organisations. To ensure the success of budgeting, all staff should be inspired to work better, and for this system to be successful, an appropriate motivational mechanism needs to be implemented.

[bookmark: _afk9eqxn1xe6]Cii). Behavioural Considerations in Introducing a Budgeting System
In addition to being a technical and financial activity, budgeting is in essence a social and behavioural activity that is shaped and influenced by human attitudes, motivation, and the organisational culture. Early research acknowledged that budgets do not work in isolation but affect behaviour in encouraging or vitiating ways to organisational effectiveness (Argyris, 1952). According to Choudhary and Singh (2025), it is important to appreciate the behavioural aspect of budgeting in order to have successful control and sustainable organisational performance. Thus, behavioural implications related to the implementation or introduction of a budgetary system should be carefully taken into account by the management.
1. Motivation and Goal Congruence
Budgets act as performance evaluation benchmarks and therefore are a great motivational tool. Budget targets that are viewed to be realistic and achievable may motivate action and raise job satisfaction as well as increase congruence of goals between workers and organisational goals (Otley, 2016). Conversely, very challenging or forced budgets could result in diminished morale, animosity and disengagement. Jensen (2003) explains that the strategies of using budgets as fixed performance contracts may generate incentives to manipulate rather than create values. When this happens, the employees can focus more on individual goals based on quantitative methods instead of aiding the greater strategic goals of the organisation, leading to goal displacement and less organisational efficiency.
2. Ethical Behaviour and Budgetary Slack
Budgetary slack, which is the conscious underestimation of the revenues or exaggeration of the costs, is one of the most important organisational behavioural issues. Although, according to some researchers, slack can lead to a buffer against uncertainty and lower the pressure to perform (Cyert and March, 1963), strict adherence to slack harms efficiency and dilutes budgets as control mechanisms (Merchant and Van der Stede, 2017). More importantly, the slack existence can also mirror more fundamental problems within the organisation, such as inadequate trust between the management and employees. When the managers perceive that the budgets will be employed as a punitive tool, then they tend to corrupt figures to stay safe. This implies that budgeting issues are not merely technical issues but are related to organisational culture, trust and ethics of leadership.
3. Participation, Power and Fairness Impression
Participative budgeting is also highly recommended, as it enhances communication, sharing of information and greater acceptability of targets (Shields and Shields, 1998). As emphasised by Adi (2023), employees tend to feel that the process is equitable when they are included in budget setting, and this enhances motivation and commitment. Nevertheless, this method is limited as well. The involvement can lead to more opportunities where managers can inject slack or even act out of their own selfishness as opposed to action in favour of organisations (Covaleski, Evans III and Luft, 2003). Moreover, in case of superficial participation and the lack of concern for the input of employees, the process may harm the trust and morale instead of enhancing them (Libby and Lindsay, 2010). This implies that the involvement would be authentic and backed by an open-minded organisational culture.
4. Dysfunctional Behaviour
The impact of budgetary pressure may be rather psychological. Hopwood (1972), in his classic work, identified that overemphasis on achieving budget targets saw managers resort to dysfunctional behaviours such as distortion of accounting information and short-term decision-making. On the same note, according to Hansen, Otley and Van der Stede (2003), tight budgeting systems may demoralise innovation and flexibility, especially in uncertain settings. When exposed to a high level of pressure, managers might postpone the need to make investments, compromise quality or focus on the short-term monetary performance instead of its long-term sustainability. This points out the danger of using budgets as coercion control instruments instead of learning and improvement instruments.
[bookmark: _oox8mo9cs9wy]D). Dynamics of Traditional Approaches to Budgeting in the Contemporary Business Environment
Traditional budgeting techniques have been the cornerstone of organisational financial management since the early 20th century. Large corporations like Siemens and DuPont used traditional budgeting as a tool to regulate cost and cash flow control in the 1920s (Hope and Fraser, 2003a). It entails creating yearly budgets that act as standards for performance assessment and financial management (Atrill and McLaney, 2021). These systems, which are typically characterised by top-down and hierarchical systems, have seen senior management set financial goals based on organisational goals and historical data (Otley and Emmanuel, 2013). According to Shields (2013), these budgets are frequently characterised by inflexible frameworks and set goals, with the primary goals being cost containment and resource allocation. Drury (2018) claims that traditional budgeting offers consistency by establishing goals for income, expenses, and cash flow. Traditional budgeting has dominated organisations for many years and continues to be widely used as a management and control technique in contemporary companies (Hartmann, 2000; Libby & Lindsay, 2010; Libby, 2013).
However, in recent years, traditional budgeting methods have come under more scrutiny, despite their historical prominence. In his 1953 study on dysfunctionalities brought on by budgetary management, Argyris published the first analysis of the flaws in traditional budgeting (Argyris, 1953). Since then, scholars and professionals have endorsed his work while criticising traditional budgeting, arguing that creating budgets is expensive, forces the company to concentrate internally, and stifles innovation (Bourmistrov and Kaarbøe, 2013; Heupel and Schmitz, 2015; Hope and Fraser, 2003a; Neely, Bourne and Adams, 2003). It has been described as "an obsolete system to control an organisation" (Wallander, 1999), and other scholars contend that it is doomed to fail, making statements like "Bye bye budget... the annual budget is dead" (Gurton, 1999) and "Out with the old, in with the new" (Newing, 1994).
According to critics, traditional budgets' static character stifles creativity and adaptation, making it difficult for businesses to react successfully to shifting market conditions (Hope & Fraser, 2003). This view is supported by Jensen (2001), who emphasises the time-consuming and labour-intensive character of traditional budgeting procedures, which frequently draw managerial focus away from strategic decision-making to administrative duties. The inadequacies of traditional budgeting have been further highlighted by recent research, which has also highlighted the need for alternate strategies. According to Chen et al. (2021), for example, firms that only use conventional budgeting techniques find it difficult to be flexible and responsive, especially in unstable and uncertain situations. A poll conducted by Smith et al. (2020) showed that the majority of finance professionals believe that standard budgeting techniques are insufficient for facilitating strategic decision-making and enhancing organisational performance.
Several academics have emphasised that in order to sustain their competitive edge, firms need to be able to swiftly adjust and take in the fast-paced flow of information in the increasingly dynamic market environment (Neely et al., 2003; Heupel and Schmitz, 2015). Since, traditional budgets are too rigid and static to adapt to the ever-changing environment (Neely, Bourne and Adams, 2003; Bourmistrov and Kaarbøe, 2013; Heupel and Schmitz, 2015; Hope and Fraser, 2003a), Neely, Bourne and Adams (2003) contend that creating budgets merely take up organisational time that could be used for other purposes. Static budgets, according to Hansen, Otley, and Van der Stede (2003), may promote short-termism when managers prioritise yearly goals above long-term strategic objectives. For instance, incremental budgeting, in which the current year's budget is based on last year's data, frequently results in inefficiencies in the public sector as departments try to "use up" resources in order to obtain future allocations (Rickards, 2006).
In order to secure long-term success, budgeting will continue to change as organisations face more unpredictability, digitisation, and sustainability issues. This is because goals related to sustainability and digital transformation will probably influence budgets in the future. Predictive analytics, big data, and artificial intelligence are already being used in budgeting procedures (Ayvaz, Kaplan and Kuncan, 2020). Additionally, reporting on sustainability is having an impact on budgeting procedures. According to Daniel et al. (2014), organisations are increasingly integrating environmental, social, and governance (ESG) measures into their budgets in order to match financial planning with more general corporate responsibility objectives. Research has concentrated on enhancing traditional budgeting with alternative management and controlling systems, like better budgeting (BBG), in order to address the shortfalls caused by the unfavourable criticism of traditional budgeting (Liyanage and Gooneratne, 2021; Msiza, Obokoh, and Benedict, 2022). According to Uyar (2009), a lot of businesses are adopting BBG in order to understand the difficulties of the present market environment. However, Hope and Fraser (2001; 2003b) contend that organisations need to go beyond budgeting (BB) in order to address the contemporary issues that budgetary management causes.
[bookmark: _cnwenrgqi9sg]Conclusion
This report has established the financial and budgeting position of Silver Stitch Ltd. The financial analysis shows that although the company is expected to make a robust operating profit of £365.14k within the six-month period, it has short-term liquidity difficulties, especially in the months of July and August, where overdraft balances will be experienced. This proves the commonly embraced difference between profitability and cash flow: although profitable organisations can experience liquidity risks, when working capital is not managed well, the cash flow is likely to be constrained. One of the key issues that was detected is a considerable increase in the number of stocks that increased more than twice between the periods. This implies poor buying habits and a lack of synchronisation of past stocks with the demands of the sales. Large inventory amounts of money use up cash resources, holding risks are high, and financial flexibility is limited. Moreover, the increasing operating expenses, fees on credit cards, and debt repayments underline making the company stricter with its financial balance and reveal flaws in the company's cost control and financial planning.
The report has also critically reviewed organisational and behavioural factors that affect the effectiveness of budgeting and budget control systems, establishing that effective budgeting is reliant on organisational conditions such as clear aims of the organisation, good communication, participation, flexibility and strong commitment of the management. Nevertheless, technical design does not determine the performance of budgeting. Motivation, budgetary slack, fairness perceptions and performance pressure are behavioural factors that play a significant role. Budgets which feel unrealistic and punitive can foster dysfunctional behaviours like manipulation, short-term decision-making and demotivation. 
In addition, the analysis points out significant shortcomings of traditional budgeting processes, especially their inflexibility and inability to react positively to changing business environments. The presence of static annual budgets can also limit flexibility, slack advanced action and prevent strategic reflexiveness. To deal with these issues, Silver Stitch Ltd must consider more flexible and modern budgeting techniques, including rolling forecasts, better management of inventory, cost control and management, and its management of working capital. All these will boost liquidity, financial stability and better alignment of the budgeting and strategic objectives. In conclusion, effective budgeting should not only be considered as a financial planning tool but also as a strategic and behavioural management system that is critical towards the success of an organisation in the long term.
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NOTES TO THE ACCOUNTS:
(a) Cost of Sales
Given that Gross Profit Margin = 40%, therefore Cost of Sales = 60% of Sales
	
	Jun
	Jul
	Aug
	Sep
	Oct
	Nov
	Dec
	Total

	
	£'000
	£'000
	£'000
	£'000
	£'000
	£'000
	£'000
	£'000

	Sales
	180.00
	210.00
	230.00
	260.00
	240.00
	250.00
	280.00
	1,470.00

	Cost of Sales =60% of Sales
	108.00
	126.00
	138.00
	156.00
	144.00
	150.00
	168.00
	882.00



(b) Closing Stock
Note that the minimum stock for each month is £50,000, and the stock as at 1st July (opening stock) is £100,000. Hence, the stock budget formula is given as follows:
Opening Stock + Purchases – Cost of Sales = Closing Stock
	
	Jun
	Jul
	Aug
	Sep
	Oct
	Nov
	Dec
	Total

	
	£'000
	£'000
	£'000
	£'000
	£'000
	£'000
	£'000
	£'000

	Opening Stock
	58.00
	100.00
	154.00
	186.00
	230.00
	296.00
	336.00
	1,302.00

	Add: Purchases
	150.00
	180.00
	170.00
	200.00
	210.00
	190.00
	220
	1,170

	Cost of Goods Available for Sale
	208.00
	280.00
	324.00
	386.00
	440.00
	486.00
	526.00
	2,442.00

	Less: Cost of Sales
	(108.00)
	(126.00)
	(138.00)
	(156.00)
	(144.00)
	(150.00)
	(168.00)
	(882.00)

	Closing Stock
	100.00
	154.00
	186.00
	230.00
	296.00
	336.00
	388.00
	1,590.00


It can be observed that a minimum stock of £50,000 was maintained throughout the months

(c) Cash Budget Information
	
	Jun
	Jul
	Aug
	Sep
	Oct
	Nov
	Dec
	Total

	
	£'000
	£'000
	£'000
	£'000
	£'000
	£'000
	£'000
	£'000

	Opening overdraft 
	(30.00)
	
	
	
	
	
	
	-

	All sales received in the month of sale
	180.00
	210.00
	230.00
	260.00
	240.00
	250.00
	280.00
	1,470.00

	Credit card charges expenses =35% credit card users * 2.5% card rate * total sales of previous month 
	-
	1.58
	1.84
	2.01
	2.28
	2.10
	2.19
	11.99

	Purchases paid one month later
	-
	150.00
	180.00
	170.00
	200.00
	210.00
	190.00
	1,100.00

	Admin expenses paid in the same month
	22.00
	24.00
	25.00
	26.00
	27.00
	28.00
	29.00
	159.00

	Selling expenses (excluding credit card charges) paid one month later
	-
	5.00
	6.00
	7.00
	8.00
	9.00
	7.00
	42.00

	Loan repayment =£5,000 every month
	5.00
	5.00
	5.00
	5.00
	5.00
	5.00
	5.00
	30.00

	Interest on loan = 20% of £5,000 = £1,000 monthly
	1.00
	1.00
	1.00
	1.00
	1.00
	1.00
	1.00
	6.00





(d) Admin Expenses (Less Depreciation)
	
	Jun
	Jul
	Aug
	Sep
	Oct
	Nov
	Dec
	Total

	
	£'000
	£'000
	£'000
	£'000
	£'000
	£'000
	£'000
	£'000

	Admin Expenses (Accrual Basis)
	22.00
	24.00
	25.00
	26.00
	27.00
	28.00
	29.00
	159.00

	Less: Depreciation
	(7.00)
	(7.00)
	(7.00)
	(7.00)
	(7.00)
	(7.00)
	(7.00)
	(42.00)

	Admin Expenses (Cash Basis)
	15.00
	17.00
	18.00
	19.00
	20.00
	21.00
	22.00
	117.00



(e) Selling Expenses (Accrual Basis)
	
	Jun
	Jul
	Aug
	Sep
	Oct
	Nov
	Dec
	Total

	
	£'000
	£'000
	£'000
	£'000
	£'000
	£'000
	£'000
	£'000

	Selling Expenses 
	5.00
	6.00
	7.00
	8.00
	9.00
	7.00
	8.00
	45.00

	Credit card charges expenses =35% credit card users * 2.5% card rate * total sales of current month 
	1.58
	1.84
	2.01
	2.28
	2.10
	2.19
	2.45
	12.86

	Total Selling Expenses = Selling expenses + credit charges expenses
	6.58
	7.84
	9.01
	10.28
	11.10
	9.19
	10.45
	57.86
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