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[bookmark: _Toc813332383]Executive Summary

This report examines the financial position of Silver Stitch Ltd for the six months ending 31 December using a stock budget, cash budget and budgeted profit and loss account. The analysis shows that the company is expected to be profitable overall, but the budgets also highlight some important financial weaknesses.
The main issue is cash flow pressure in the early part of the period. Although sales are strong and profit before tax is positive, the cash budget shows that Silver Stitch Ltd remains in overdraft in July and August before moving into a positive cash position from September onwards. This means the business may struggle with short-term liquidity even though it is performing well in profit terms.
A second issue is the steady increase in stock levels across the six months. Closing stock rises far above the minimum required level, which suggests that too much cash is being tied up in inventory. This reduces flexibility and increases the risk of slow-moving stock, which is a particular concern in a clothing retail business.
The report also discusses the conditions needed for budgeting and budgetary control to be successful. These include clear organisational objectives, accurate information, management involvement, regular monitoring and some flexibility in the budgeting system. It also considers behavioural issues such as budgetary slack, pressure from targets, resistance to change and the importance of communication.
In addition, the report evaluates traditional budgeting in a fast-changing business environment. It finds that traditional budgeting is still useful for planning and control, but it can be too rigid and slow to respond when business conditions change quickly.
Overall, the report concludes that Silver Stitch Ltd has good profit potential, but it needs stronger control over stock and cash flow. The main recommendations are to improve stock management, strengthen short-term cash planning, review spending more carefully and use budgeting in a more flexible way.
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[bookmark: _Toc1840088876]Introduction

Financial management and management accounting play a central role in supporting effective organisational decision-making. They provide managers with relevant financial information to plan operations, control resources and evaluate business performance. In competitive retail environments, these functions are particularly important because managers must balance profitability, liquidity and stock availability while responding to changing customer demand and operational pressures (Drury and Tayles, 2021). For businesses such as Silver Stitch Ltd, sound budgeting and financial analysis are therefore essential to maintaining financial stability and supporting future growth.
This report evaluates the financial position of Silver Stitch Ltd, a chain of 12 stores selling premium casual clothing, over the six-month period ending 31 December. The analysis is based on the preparation of a stock budget, a cash budget and a budgeted profit and loss account. These budgeting techniques are important management accounting tools because they help organisations forecast resource requirements, identify potential liquidity issues and assess expected profitability before decisions are implemented (Seal et al., 2019). They also support broader performance measurement by helping managers connect financial control with operational performance and business objectives (Bourne, Franco-Santos and Micheli, 2022). In this context, budgeting is not only a planning mechanism but also a means of financial control.
The report will examine the implications of the projected figures for Silver Stitch Ltd and identify the main financial issues the business is likely to face over the budget period. Attention will be given to stock management, cash flow pressure and profitability, as these are key determinants of short-term survival and longer-term performance. Management accounting information is valuable only when it supports decision-making, and effective interpretation of financial results is therefore as important as the calculations themselves (Dyson and Franklin, 2020).
In addition, the report will critically discuss the broader role of budgeting and budgetary control within organisations, including the conditions required for successful implementation and the behavioural issues that may arise when budgeting systems are introduced. The evaluation will also consider the limitations of traditional budgeting approaches in a fast-changing business environment. This is significant because performance measurement and financial planning must align with organisational needs and support practical managerial action (Marr, 2012).
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1. [bookmark: _Toc307547391]Analysis of Budgeted Performance and Key Issues
The budgeting results for Silver Stitch Ltd highlight several financial issues that the business is likely to face over the six-month period to 31 December. These are mainly related to cash flow pressure, increasing stock levels, and cost commitments, which together affect the company’s overall financial stability. The analysis below is based on the stock and cash budgets prepared in Excel (see Appendix A).
[bookmark: _Toc1585569103]1.1 Cash flow pressure and overdraft risk
The cash budget shows that Silver Stitch Ltd begins July with an opening overdraft of £30,000, which immediately creates pressure on the business. Although the company receives cash from sales each month, the closing cash position remains negative in the first two months before improving from September onwards. 
Table 1: Closing cash / (overdraft) position (£000)
	Month
	July
	Aug
	Sept
	Oct
	Nov
	Dec

	Closing cash (£000)
	(13.84)
	(6.85)
	21.88
	26.78
	29.59
	83.14


(Full cash budget available in Appendix A)
This suggests that the company is likely to face short-term liquidity pressure at the start of the period. The reason becomes clearer when the monthly cash flows are considered. In July, Silver Stitch Ltd is expected to receive £210,000 from sales, but it also must pay £150,000 to suppliers, £17,000 in administration cash costs, £5,000 in selling expenses, £1,837.5 in credit-card charges, £1,000 interest, £4,000 loan capital repayment, and £15,000 refurbishment costs. Similar pressure continues into August because supplier payments remain high and refurbishment spending continues. Dyson and Franklin (2020) explain that cash budgets are useful because they highlight timing differences between inflows and outflows, which may not be visible from profit figures alone.
This is important because a business can appear profitable while still struggling to meet short-term obligations. Seal et al. (2019) argue that budgets help management identify these issues early enough to take corrective action. In Silver Stitch Ltd, management could reduce this pressure by delaying non-essential spending, especially refurbishment, and by reviewing payment timings with suppliers.

[bookmark: _Toc1332271706]1.2 Increasing stock levels and inefficient inventory management

The stock budget shows that inventory rises steadily throughout the six months. Although the business keeps stock above the required minimum level of £50,000, the increase is much larger than expected and suggests that stock is building up too quickly.
Table 2: Closing stock levels (£000)
	Month
	Jul
	Aug
	Sept
	Oct
	Nov
	Dec

	Closing stock (£000)
	154
	186
	230
	296
	336
	388


(Full stock budget available in Appendix A)
This increase suggests that Silver Stitch Ltd may be over-purchasing stock in relation to expected sales. For example, in October the planned purchases are £210,000, while the cost of sales is only £144,000, so stock continues to rise rather than being sold through quickly. This matters because high stock levels tie up cash and make it harder for the company to maintain a healthy liquidity position. In a clothing business, this also increases the risk of stock becoming outdated or needing to be discounted. Drury and Tayles (2021) note that stock control is a key part of working capital management, and poor inventory decisions can damage both liquidity and profitability.
To deal with this, management should review purchasing levels more carefully and make sure stock orders are based on realistic sales expectations. Better forecasting and tighter stock control would reduce the amount of cash locked into inventory.

[bookmark: _Toc2062625051]1.3 Strong profitability but weak cash conversion
The budgeted profit and loss account shows that Silver Stitch Ltd is expected to perform well overall in profit terms. Sales revenue for the six-month period is £1,470,000 and based on the budgeted figures the company is expected to achieve a healthy gross profit and profit before tax.
Table 3: Budgeted profit and loss summary for six months ended 31 December (£000)
	Item
	£000

	Revenue
	1,470.00

	Cost of sales
	882.00

	Gross profit
	588.00

	Administration expenses
	159.00

	Selling expenses
	45.00

	Credit-card charges
	12.86

	Operating profit
	371.14

	Interest expense
	6.00

	Profit before tax
	365.14


These figures show that the business is profitable overall. However, the earlier cash budget shows that this profit is not turned into cash immediately. Atrill and McLaney (2022) point out that profit is based on accrual accounting, whereas cash flow depends on when cash is received and paid. This difference is very clear in Silver Stitch Ltd. The business produces a strong budgeted profit before tax, but still experiences overdraft pressure in July and August.
This suggests that management should not assess performance using profit alone. Marr (2012) argues that financial performance needs to be judged using a range of measures, and in this case the cash budget is just as important as the profit and loss account. A stronger focus on working capital would help ensure that profitability is supported by actual liquidity. This is important because financial performance cannot be judged from one figure alone, and ratio-based analysis is often needed to understand whether reported performance is being supported by efficient use of resources and sufficient liquidity (Bhandari and Iyer, 2021; Linares-Mustarós, Ferrer-Comalat and Cassú-Serra, 2022).
[bookmark: _Toc973711540]1.4 Impact of fixed financial commitments
The budgets also show that Silver Stitch Ltd has a few regular cash commitments that reduce flexibility. Administration cash costs rise from £17,000 in July to £22,000 in December, and the company also pays £1,000 interest each month and £4,000 in loan capital repayments each month. On top of this, refurbishment spending is budgeted at £15,000 in July, £12,000 in August and £10,000 in September.
These costs are significant because they continue regardless of whether the cash position is strong or weak. In the early months, they are one of the reasons the business remains in overdraft. Yalcin (2022) argues that cost control is important not only for improving profit but also for reducing pressure on cash resources. In this case, the refurbishment programme may need to be reviewed, especially if the main short-term objective is to improve liquidity. More generally, cost efficiency has a direct effect on profitability and resilience, particularly when businesses are already dealing with pressure on cash resources (Ahmed and Moosa, 2023).



2. [bookmark: _Toc962372307]Evaluation of Budgeting and Behavioural Considerations

Budgeting and budgetary control are widely used by organisations to support planning, coordination and performance evaluation. However, the success of a budgeting system depends on several organisational conditions. If these are not present, budgeting can become ineffective and may even create negative consequences.
[bookmark: _Toc221065815]2.1 Conditions for successful budgeting
One important condition is that budgets must be aligned with the overall objectives of the organisation. Budgets should reflect what the business is trying to achieve rather than being prepared as a routine exercise. If this alignment is missing, decisions based on the budget may not support long-term performance. In the case of Silver Stitch Ltd, the increase in stock levels suggests that purchasing decisions may not be fully aligned with expected sales demand. This highlights the importance of linking budgeting with strategic planning (Hansen, Otley and Van der Stede, 2021).
Another key condition is the use of accurate and reliable information. Budgets are based on forecasts, and if these forecasts are unrealistic, the budget will not be useful for decision-making. For example, the large increase in inventory identified in the stock budget suggests that demand may have been overestimated. According to Becker, Mahlendorf and Schäffer (2022), the effectiveness of budgeting depends heavily on the quality of data and assumptions used.
Management involvement is also essential. This is particularly relevant in smaller or more operationally focused businesses, where budgeting works best when managers understand the system and see it as part of day-to-day decision-making rather than as a separate accounting exercise (Sulaiman and Mitchell, 2021). Budgeting is more effective when managers are actively involved in setting targets rather than simply being given figures to follow. This approach improves understanding and increases commitment to achieving the budget. However, participation needs to be controlled to avoid bias in the figures (Nuhu, Baird and Appuhami, 2021).
In addition, organisations need regular monitoring and control. Budgets should be compared with actual performance so that any differences can be identified and addressed. Without this process, budgeting loses its value as a control tool (Merchant and Van der Stede, 2021).
Finally, budgeting systems must allow for some flexibility. In practice, business conditions can change quickly, and rigid budgets may limit the ability of managers to respond effectively. More flexible approaches can improve decision-making in uncertain environments (Libby and Lindsay, 2022).

[bookmark: _Toc962957486]2.2 Behavioural issues in budgeting

Although budgeting is useful for control, it can also influence the behaviour of employees. Management therefore needs to consider how individuals respond to budgeting systems.
One issue is budgetary slack, where managers may set easier targets to ensure they are achieved. This can reduce pressure but may lead to inefficient use of resources. It is important for management to monitor this behaviour and ensure that budgets remain realistic (Abdel-Kader and Luther, 2021).
Another issue is the effect of budgets on motivation and performance. Budgets can encourage employees to work towards targets, but if targets are too strict, they may create stress or reduce motivation. At the same time, performance measures need to be balanced carefully so that employees focus on meaningful outcomes rather than simply meeting narrow financial targets (Kaplan and Norton, 2022). In some cases, employees may focus only on meeting targets rather than improving overall performance. Performance measurement systems should therefore be designed carefully to balance control and motivation. 
A further behavioural issue is resistance to change. If employees feel that budgets are too restrictive or unrealistic, they may resist the system. This can reduce its effectiveness and create tension within the organisation. Flexible and well-communicated budgeting systems can help reduce this problem (Bourne, Franco-Santos and Micheli, 2022).
Finally, communication is critical. Budgeting requires coordination between different departments, and poor communication can lead to misunderstandings or conflict. Clear communication ensures that all parts of the organisation are working towards the same goals (Sulaiman and Mitchell, 2021).



3. [bookmark: _Toc1357778219]Traditional budgeting in a fast-changing business environment

Traditional budgeting has been used for many years as a way of planning income, costs and performance over a set period, usually a year. It gives managers a financial framework and can help with coordination, control and target-setting. In stable business environments, this approach can still be useful because it allows organisations to allocate resources in advance and compare actual performance against planned results. This is one reason why traditional budgeting remains widely used in practice (Bhimani et al., 2022).
However, in a fast-changing business environment, traditional budgeting has several weaknesses. Modern organisations often operate in markets where customer demand, costs, supply chains and competitive pressures change quickly. In these conditions, a fixed annual budget can become outdated quite early in the year. What looked realistic at the start of the budgeting period may no longer reflect actual trading conditions a few months later. As a result, managers may end up working towards figures that are no longer relevant (Chenhall, 2021).
One major flaw in traditional budgeting is its rigidity. Once the budget has been set, it can be difficult to adjust without going through formal approval processes. This can slow down decision-making and reduce the organisation’s ability to respond quickly to change. In sectors where trends and customer behaviour shift rapidly, such as fashion retail, this can be a serious problem. In the case of Silver Stitch Ltd, the budgets show stock increasing sharply over the six-month period. In a fast-moving market, holding this level of stock could become risky if consumer demand changes or certain items go out of fashion. This shows how a traditional budget can support planning, but also how it can encourage decisions that are too fixed for a changing environment (Drury and Tayles, 2021). This matters because performance systems are more effective when they are used to support learning and improvement, rather than only control (Bourne, Franco-Santos and Micheli, 2022).
Another weakness is that traditional budgeting is often time-consuming and resource intensive. Preparing detailed budgets across departments can take a lot of management time, especially in larger organisations. If the external environment changes quickly, the value of that work can reduce because the final budget may only remain useful for a limited period. Becker, Mahlendorf and Schäffer (2022) note that in modern organisations, budgeting can become less effective when the process is too slow compared with the pace of operational change.
Traditional budgeting can also encourage a short-term focus. Managers may concentrate on meeting budget targets for the current period rather than making decisions that are better for the business in the long term. For example, they may cut useful spending, delay investment or prioritise target achievement over strategic improvement. This is one of the main criticisms of traditional budgeting, especially when budgets are closely linked to performance evaluation (Neely, 2021).
A further problem is that traditional budgets are usually based on assumptions made at the start of the period. This means they may not deal well with uncertainty. In a volatile environment, assumptions about sales levels, supplier prices or operating costs can change quickly. If the budget is built on outdated assumptions, it may lead to poor decisions rather than good ones. This is why more flexible approaches, such as rolling forecasts or adaptive planning, have become more popular in recent years (Libby and Lindsay, 2022). 
There are also behavioural problems linked to traditional budgeting. When budgets are used as strict performance targets, managers may become more focused on protecting their department’s numbers than on supporting the wider organisation. This can reduce collaboration and lead to defensive behaviour. In some cases, managers may even build slack into the budget or avoid taking necessary risks to stay within target. This suggests that the traditional approach does not always encourage learning, innovation or responsiveness (Merchant and Van der Stede, 2021). This is also linked to wider business sustainability, because control systems need to remain relevant when markets, customer expectations and operating conditions are changing quickly (Wijethilake, 2021).
That said, traditional budgeting should not be dismissed completely. It still provides structure, financial discipline and a clear basis for control. For businesses that need careful cash planning, such as Silver Stitch Ltd, a budget remains useful because it highlights expected cash shortages, stock movements and profit levels. In this sense, the issue is not that budgeting itself is outdated, but that a purely traditional approach may not be enough on its own in a fast-changing environment. A more effective approach may be to use traditional budgeting alongside more flexible tools, such as regular forecasting, variance review and updated performance measures (Otley, 2022).
Overall, traditional budgeting still has value, but its limitations become more obvious when the business environment is changing quickly. Its main flaws are rigidity, reliance on early assumptions, slow response to change, and the risk of short-term or defensive behaviour. In practice, this means organisations need budgeting systems that support both control and adaptability, especially where performance depends on responding quickly to operational changes (Turner, Way and Hodari, 2022). For organisations operating in uncertain conditions, budgeting needs to be more flexible and responsive if it is going to support effective decision-making.

[bookmark: _Toc1489933870]Conclusion 

Overall, the budgeting analysis shows that Silver Stitch Ltd is in a profitable position over the six-month period, but the budgets also reveal some clear financial weaknesses that management cannot ignore. The budgeted profit and loss account suggests that the business can generate a healthy profit before tax, but the cash budget shows that liquidity is much tighter in the early months, with overdraft balances continuing into July and August. At the same time, the stock budget shows inventory rising well above the minimum required level, which means too much cash is being tied up in stock. This is a concern in a retail business because high inventory levels reduce financial flexibility and increase the risk of slow-moving or obsolete stock. These results show why budgeting should not be seen as just a routine accounting exercise, but as a way of identifying financial pressure points before they become bigger operational problems. As Horngren, Datar and Rajan (2021) explain, management accounting information is most useful when it supports planning and control at the same time. In the same way, Kaplan and Atkinson (2021) argue that budgeting is most effective when it helps managers understand the relationship between profitability, cost behaviour and short-term financial stability. In the case of Silver Stitch Ltd, the main conclusion is that the business has strong profit potential, but it needs tighter control over cash flow and stock if it wants that profit to translate into a more secure financial position. This also shows that financial success depends not only on sales and margin, but on how effectively resources are controlled and converted into sustainable performance over time (Parmenter, 2021).


[bookmark: _Toc239129047]Recommendations

Based on the budget results, Silver Stitch Ltd should first focus on improving stock control and cash flow planning, as these are the two areas creating the most immediate pressure. The company should review its purchasing policy so that stock levels are more closely matched to expected sales, rather than continuing to build up each month. More participative planning could support this by allowing operational managers to contribute more directly to forecasting and purchasing decisions, which can improve both realism and accountability in the budgeting process (Al Jasimee and Blanco-Encomienda, 2023). This would reduce the amount of cash tied up in inventory and improve working capital. Management should also review the timing of non-essential spending, particularly refurbishment costs, because the cash budget shows that these outflows add to liquidity pressure in the early part of the period. A second recommendation is to make budgeting more flexible by reviewing forecasts regularly rather than relying only on a fixed traditional plan. This would help management respond more quickly if demand, costs or trading conditions change. Better performance monitoring would also support this, especially if the company uses indicators such as stock turnover, cash position and gross profit margin alongside the main budgets. Financial indicators should be supported by clear operational measures so that management can respond early when stock, cash or sales performance begins to move away from plan (Turner, Way and Hodari, 2022). Pavlatos (2022) suggests that stronger cost accounting systems can improve decision-making by giving managers clearer operational information, while Alareeni and Branson (2021) show that financial measures are most valuable when they are used to support practical management action rather than simple reporting. Taken together, these recommendations would help Silver Stitch Ltd improve both its short-term liquidity and its overall financial control.
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A1. Stock budget for six months to 31 December (£000)
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A2. Cash budget for six months to 31 December (£000)
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A3. Budgeted profit and loss account for six months ended 31 December (£000)
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