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[bookmark: _802rvfdwtogx][bookmark: _Toc222843820]Introduction:
In the following report, the primary aim will be deciphering the finance-based concepts or principles, especially the approaches or principles revolving around budgeting activities performed by a business organisation, while focusing on the case of Silver Stitch Ltd. Considering the given information about the business, a six-month stock budget, cash budget, and budgeted profit or loss account will be prepared for the business. Based on the calculations behind the preparation process, certain possible financial issues related to the considered company’s business will be outlined, and how such issues can be addressed by the management body will be discussed. The report will also shed light on the aspect of the budgeting system’s requirements to execute successful budgetary control. Traditional budgeting approaches will also be critically evaluated to find out the inherent flaws associated with them. 
[bookmark: _2dky148bc7i5][bookmark: _Toc222843821](a) Preparation of a stock budget, a cash budget, and a profit or loss account based on a six-month timeframe:
[bookmark: _1ef9m4usnbbq][bookmark: _Toc222843822]1. Preparation of budgets:
The stock budget:
While describing a stock budget or an inventory budget, it can be stated that it is the detailed plan, in financial terms, that outlines the required and projected raw material stock levels as well as final products that a business aims to hold for a particular timeframe (Aouamet al. 2021). Preparation of stock budgets is very useful to foster a balance between purchasing expenses, holding expenses, and the risk relating to losing sales because of stock shortages (Becker‐Peth et al. 2020). Now for Silver Stitch Ltd, a budget for stocks for 6 months to 31st December, which means a stock budget for the timeframe of July-December will be created below. 
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Basic Workings:
· Considering gross profit as 40% of sales, the cost of sales will be 60% of revenue from sales. For example, for July, the cost of sales = 60% of £ 210,000 = £ 126,000. Similarly, the cost of sales for every month is derived using the same approach. 
· Now, considering the opening stock for July is 100,000, the closing stock will be (opening stock of July + purchases - July’s cost of sales) = July’s closing stock. Therefore, closing stock of July = (£ 100,000 + £ 180,000 - £ 126,000) = 154,000 pounds = Opening stock of August. This approach is continued till December. 
· All the closing stocks of the company are above the minimum level of 50,000 pounds. 
The cash budget:
The financial plan named cost budget can be described as the forecast associated with the outflows and inflows relating to a business across a particular timeframe (Whited, 2014). The preparation of a cash budget can be depicted as a very important activity to ensure a business organisation’s liquidity in the future period while planning for shortages or surpluses (Amoako et al. 2013). The core purpose behind the creation of a cash budget is to enable effective liquidity management to ensure a business is holding sufficient cash to satisfy its operational requirements while preventing chances of insolvency (DeFranco and Schmidgall, 2017). Now for Silver Stitch Ltd, a cash budget for 6 months to 31st December, which means a cash budget forecasting the cash inflows and outflows within the business for the timeframe of July-December will be created below. 
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Basic Workings and Assumptions:
· Opening overdraft for July is -30,000 pounds because the cash movement in June is not considered in the budget so it is assumed that July will start with -30,000 pounds because of the overdraft.
· Sales are usually received by the company in the same month when the sale happened.
· The credit card charge is 2.5% of the company’s sales. For example, in July, credit card charge is 2.5% of July’s sales (£ 210,000) which is 5,250 pounds. Using the similar approach this is computed for all months. 
· Payment of purchases is completed with a 1-month lag.
· Administration expenses are paid in the same month when incurred and will be subtracted by £7,000 for depreciation, because cash budget excludes depreciation. For example, in July, administration expenses for the cash budget will be (24,000 pounds -7,000 pounds) = £ 17,000.  Using the similar approach this is computed for all months. 
· The payment of selling expenses is also completed with a 1-month lag. 
· Tax of 18,000 pounds will only be paid in September. 
· Refurbishment expenses will occur in July, August, and September. 
From the final cash budget, it is clear that the overdraft will be cleared in the month of September. The closing cash balance at the end of the considered timeframe will be 59,250 pounds. The achievement of the bank requirement will be performed by the company in a comfortable manner by eliminating the overdraft of 30,000 pounds by December. 
[bookmark: _toumkz4q3che][bookmark: _Toc222843823]2. Preparation of the budgeted profit and loss account:
As per the views of Atrill and McLaney (2018), an income statement or a loss or profit account associated with a business organisation usually showcases the financial document that outlines the net loss or profit, expenses, and revenue across a particular time period. The calculation process starts from revenue and then reaches the net gain or loss after subtraction of different expenses. According to Wahlen et al. (2010), the budgeted loss or profit account or income statements can be considered a financial document that is forward-looking to estimate the expected revenue as well as expenses along with the net profit or monetary loss across a future timeframe. 
Now, for Silver Stitch Ltd, a budgeted scout of profit or loss for 6 months to 31st December, which means a budgeted income statement forecasting the revenue and net loss or gain associated with the business for the timeframe of July-December will be created below. 
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Basic Workings:
· Total 6-month revenue is calculated by adding the sales figures of 6 months which means (210,000+230,000+260,000+240,000+250,000+280,000) = 1,470,000 pounds. 
· Total cost of sales figure for 6 months is computed by deriving 60% of total 6-month revenue which means 60% of 1,470,000 pounds which is 882,000 pounds.
· The profit and loss account includes depreciation; therefore, the given figures of administration expenses for 6 months are added to derive the 6-month admin expenses. 
· Considering the lag, all the selling expenses for 6 months are added to figure out the total selling expenses for 6 months.
· Credit card charges in this account are treated as expenses unlike the cash budget. So, all credit card charges from the cash budget are added to figure out the total credit card charge for the considered timeframe. 
· The administration, selling and credit card charges are added to figure out the total expenses for 6 months which is (159,000+ 42,000+36.750) = 237,750 pounds. 
· Operating profit= (GP- total expenses) = 588,000 - 237,750 = £ 350.25. 
· Interest is 1,000 pounds per month which means the total 6-month interest amount = (1,000*6) = 6,000 pounds. 
· Subtracting 6,000 pounds and 18,000 pounds for interest and tax from the OP, the net profit becomes (£ 350.25 - £ 18,000 - £ 6,000) = £ 326,250.
[bookmark: _pcqnnv941rnb][bookmark: _Toc222843824](b) The problems indicated by calculations that Silver Stitch Ltd can face in the next 6-month timeframe and which management actions can address such problems:
Problems: Now, there are certain problems that appear for the business during performing the calculations for the desired financial documents like budgets, profit or loss account, etc. The first problem is evident by the cash budget, which is the liquidity pressure that can be felt by Silver Stitch in the short term because calculations derived that August and July will involve a closing balance that is negative due to overdrafts of 17,250 pounds and 14,000 pounds. The business will be able to depend on the company’s net inflows of cash to eliminate the overdraft in September. This indicates a risk of experiencing an inability, before September, to satisfy the immediate payments. The aspect of over-investment in stocks or over-purchasing stocks or inventory indicates the aspect of high levels of stocks, which is evident in the calculations of the stock budget. From 1st month to the sixth month, the stock increased from 100,000 pounds to 388,000 pounds. Therefore, it is evident that high inventory is unnecessarily tying up cash. This can create the risk of the stock becoming obsolete. Another noticeable thing within the calculation of the cash budget is the large upfront expenses or payments due to loan repayment being combined with refurbishments expenses and tax payment. This aspect can cause an initial cash or capital strain for the company. Another evident problem indicated by the calculation is that the inflows of cash are significantly reliant on the rising sales from September to December. If any unexpected drop occurs in sales, then the company’s liquidity state will be worsened. The budgeted net gain of the company is not equal to the closing cash position of the company on 31st December. This showcases the problem of translation of strong profit into cash balance, which is limiting the cash in the business in the initial months.
Management actions: The management body of Silver Stitch needs to enhance the company’s liquidity in the short term. Therefore, the company needs to negotiate about its extended credit level with its suppliers to delay the outflows of cash from the business. This management action can solve the possible problem of liquidity pressure. On the other hand, to solve the problem of high levels of stock, the management body needs to reduce the level of purchases to align it with the company's sales. The management must implement stock monitoring to prevent any chances of excess cash being tied up in the business inventory (Drury, 2021). The problem of high upfront expenses or payment must be solved by the management by emphasising the action of staggering refurbishment initiatives to ease the aspect of initial capital or cash pressure. On the other hand, the management must emphasise the action of offering discounts for early payments to customers to increase the inflows of cash in the business (Atrill and McLaney, 2021). Also, the management should put more attention on marketing to effectively accelerate existing stock sales. The management can also consider repayment of the loan after achieving the peak inflows of cash if the company is allowed to do so. The management body needs to ensure maintenance of a minimum level of cash buffer in order to satisfy the unexpected costs or expenses while avoiding the over-dependence on the month of September (Bhimani, 2006).   
[bookmark: _w1paw42o0w8v][bookmark: _Toc222843825](c) Critically discuss the requirements within an organisation for a budgeting system and budgetary control to be successful, and discuss four points related to the management of people that need to be considered when the system is presented:
[bookmark: _ore0drbbsidx][bookmark: _Toc222843826]Definition of budgeting system and budgetary control
As per the definition, the budgeting system is one of the effective factors which are considered by the company for managing its accounting tools. The budgeting system is considered to be the foundational tool that is used for business financial interaction and personal management (Bergmann et al. 2020). This system is effective as it helps in mapping out a clear evaluation related to the expenses and income which are generated by the company or the users. This system is effective as it helps in aligning the operating and managing goals of the business. The system is used by the company for creating the road mapping, which helps in setting the financial health of the business (Horner, 2020). The system is beneficial, which helps in facilitating planning related to the financial development of the company. The assessment of the budgeting system is beneficial for the company as it helps in controlling financial limitations and the stability of the business.  The system helps the company in reducing wasteful spending, which allows the business to focus on the interaction and tracking of money flow in the business operation. This system helps in reducing the debt of the business and focuses on cutting the high costs of the business. With the help of the budgeting system, the company can create an effective strategic plan (Fintrak, 2024). 
The interaction and effective definition in the part of budgetary control are based on the financial management system, which is used by the company for creating successful planning and controlling for the business. The budgetary controls are essential for the company, which helps in developing monitoring and controlling methods for the company (Seal et al. 2018). The controlling processes are effective as they address the financial disciplines, which help in specifying the expenditure of the business and controlling overspending. The financial performances are effectively analysed by the company by taking the help of these factors, which are related to the effective management and key interactions of the business in an effective manner. The controlling processes are also helpful for the company as it helps in focusing on the analysis of the unnecessary costs and inefficiencies during the allocation of the financial resources. For changing the effective productive areas of the business, the effectiveness of the business is clarified in terms of enhancing efficiency and profitability. The application of the structure related to the budgetary control helps the business in improving financial decisions in the business process. This controlling process is effective as it helps in developing the long-term and short-term planning of the business (Finance Strategists, 2026). 
[bookmark: _f5ed79mqs622][bookmark: _Toc222843827]Critical conditions required for a successful budgeting system and budgetary control
For a successful budgeting system
As per the effective analysis, it has been found that the budgeting system, which is considered in the effective process, manages the flexibility in the business interactions. In changing conditions, the budgeting system is required for the company to focus on adopting critical changes in the environment for considering and managing the effective changes of the unforeseen expenses of the business. The flexibility is required to be focused on the part of shifts in strategy, which can be beneficial (Dokulilet al. 2022). Effective monitoring is beneficial for the business, which pays the effective interest towards the budgeting system for creating specific budgetary responsibilities for the business. If the company makes a transparent report of the business, it can help the business train for training towards the successful budgeting system (Corporate Finance Institute, 2026). 
For a successful budgetary control
By supporting the top management, the business control can be more effective for the business, which can influence fostering commitment and estimation of the business information. The budgetary control is effective when the resources are provided by the senior manager to the junior one (Zweni, 2022). The interaction of the information is beneficial as it helps in presenting and enforcing the system, which interacts with the budgeting solution and key effectiveness that is outlined for the business to function on the required decisions and overall findings of the business function. By providing the training and development for enhancing the knowledge of budgeting, which can create a successful alignment of the budget for changing business conditions in the required business path (Chukwuma-Eke et al. 2022). 
Negative condition in the context of the budgeting system
Presenting the critical analysis in the part of the communication that is required to be considered during the interaction of the budgeting system for increasing the success of the organisation (Homauniet al. 2023). In this case, some of the issues which can be faced by the company are technical glitches which reduce the efficiency and accuracy of the results which are made by the company. The decision of the company is not reliable because of the issues. As the Budgetary Slack is one of the negative factors which influences the formation of the budgeting system, which intentionally underestimates revenue (Batt et al. 2021). 
Negative condition in the context of budgetary control
The key conductions which are required to be noted by the company during the interaction of the budgetary control are based on variance analysis. The management of the unfavourable variance is part of the issues which can be faced by the company during the interaction of the business operation (Namazi and Rezaei, 2024). As if exceeding budgeted expenses, the interaction was helping in presenting the process for catering to the lower than forecasted, which influences the key interaction use of resources, which were finding the effective factors which were done in the process, not needed for creating the inefficient balances of the business. There are some of the negative behaviours that are required to be triggered by the company for managing inefficient resource allocation (Sulasmi et al. 2023). The retention of the budgeting was focusing only on the short term in these factors; the assessment was focusing on developing and meeting immediate needs. As the budgeting control ignores long-term controlling for the business, in this case, it can be part of the issues in the interaction and management of the different financial; condition (Akayuri et al. 2025). 
[bookmark: _ud3d9yut5p3v][bookmark: _Toc222843828]Behavioural aspects when introducing a budgetary system
I. Forming of Budgetary Slack:
As per the analysis, the budgeting systems that are introduced by the company in their business operation change the behavioural aspects in the context of the people management of the business. The reason for making the changes by taking the help of the budgeting system is to help in targeting the market in an easy way. This process is helpful for managing the people in the company as the manager of the business secures their effective resources and adds more resources when they are required to develop them (Kolitz, 2016). 
II. Dysfunctional Behaviour Analysis:
It has been seen that introducing the new budget system is not always helpful for the company as it influences the interaction of too rigid, perceived and unachievable results, which creates conflict among employees. If the results are not correct, the division of the work or the focused area cannot be divided by the company in the correct part. In this way, the load can be increased, and the goal of the company will not be achieved. It can be seen towards the management of the spending up where the budget is used for allocating the effective resources to the employees (Walsh, 2008). 
III. Impact of Participation:
As per the sources, it has been noted that the behaviour aspects which are recorded in the introduction of the budgeting system towards the business operation come up with the management of the bottom to top level. It has been seen that the impacts of participation help the company in increasing motivation and managing financial accuracy for the business. As the processes are time-consuming because of this, the issues increase in the process of adoption of this system for managing the behavioural aspect in the business environment (Ferretti et al. 2024). 
IV. Budget Stress and Pressure:
The influences on people management by the introduction of the budgeting system of the company are that it increases the pressure and the level of stress. If the spending is not done in the correct form, the assessment and the distribution can be influenced, which cannot be beneficial in managing the people in the business. The manager of the company mainly focuses on interacting with the padding process, where intentionally underestimated revenue is shown, or the changes are recorded as overestimating costs (World Health Organisation, 2024). 
[bookmark: _vnw3yijnn84i][bookmark: _Toc222843829](d) Critical evaluation of traditional approaches associated with budgeting in the context of a fast-evolving business environment while considering flaws in traditional methods of budgeting methods:
Critical evaluation: A traditional budgeting approach like incremental budgeting is usually designed to achieve predictability, control, and stability. However, considering a fast-evolving business landscape that is significantly volatile, use of such an approach in budgeting emerges as detrimental because such an approach turns the budget from helpful planning to rigid constraints or barriers that restricts innovation or agility in business. The approach of incremental budgeting is known for taking the past period’s actual figures as the base and then adding an incremental value for growth or inflation to adjust for estimated changes. However, such an approach perpetuates inefficiencies (ACCA, 2026). When a business department became inefficient, or any case of wasted resources occurred in the past year, then such inefficiencies will be continued in the creation of the new budget, and additional increases will also be part of it. Also, the focus of this approach on exciting activities marginal evolution significantly discourages the aspect of innovation or radical transitions by preventing one of the most necessary aspects in a fast-evolving market, which is making investments in newly emerging technologies. Also, such an approach actually incentivises the business departments to exhaust their particular budgets to increase or secure the budgets for the following year. Such an aspect promotes wasteful spending in a business, which harms a business in a fast-evolving business landscape. Therefore, the assumption of this traditional approach regarding the upcoming period is similar to the past and is usually not considered true or valid in a volatile environment (Asogwa and Etim, 2017).
On the other hand, the approach of lime-item budgeting significantly promotes a detailed expense or cost control through traditional budgeting by commanding expenses with itemisation of expenses to prevent transfers within a company’s line items. But rigid categorisation in this approach makes the budgeting process significantly lacking flexibility to quickly respond to shifts in priorities due to the fast evolution of the market. Its focus on the expenses and ignorance towards the reasons behind expenses makes a budget that is not linked with the company’s strategy or outcomes. Departments can aim to stay in the budget, which can prevent them to achieve final business goals. Such an approach also promotes excessive focus of administration on little expenses, which wastes the time of the management. Therefore, in a fast-evolving business landscape, such an approach promotes a cost-cutting-centred approach rather than the creation of value, which harms the adaptability of a company, while harming the competitive edge of the company in a quickly evolving market, which is a bad sign for the business (Nikodijević, 2021). The traditional top-down budgeting approach facilitates the aspect of high-level centralised financial target setting, in terms of cost limits or revenues. But such an approach can set impractical targets because of a deficiency in detailed knowledge about the constraints in different departments. Therefore, such an approach can be disconnected from the actual operations. The dictated financial target in this approach lowers staff morale by lowering the sense of ownership, which, as a result, creates staff resistance to any necessary change in the company due to the fast-evolving landscape. Also, the ground-level staff who can closely monitor the changes in the market cannot insert their input, to express or propose fresh adaptive initiatives, under such a budgeting approach. Therefore, despite the fast choice-making aspect enabled by this approach, rigidity connected to it usually directs the businesses toward poor operations along with missed opportunities in a fast-evolving business landscape (Cossa and Zwane, 2025).
Inherent flaws: The inherent flaws that are connected to the methods relating to traditional budgeting are creation of rigid budgets which lacks flexibility, significant consumption of cost and time to create budgets, creation of budgets that are disconnected from the overall business strategy, chances of inaccuracy, possibility of managers creating budgetary slacks to show superficial achievement of targets while hindering the company’s actual potential or performance, etc (Ramlall and Grobbelaar, 2024). Also, the inherent flaw found in the transitional method budgeting is the close attention to costs rather than value, which significantly aims to control the expenses while restricting the space for innovation expense or growth expense in a fast-evolving landscape (Wienhold, 2015). 
[bookmark: _4npw4h48hkoq][bookmark: _Toc222843830]Conclusion:
The key interaction of the report was focusing on the budgeting information related to the given data of Silver Stitch Ltd. The first part of the report was preparing a cash budget and a stock budget for the six months. Next, the section was holding the effective analysis of the creation of the budgeted P & L Account. The explanation of the calculation was made in the second section. In the third part, the analysis of the budgetary system and budgetary control was conducted, and the impacts were discussed. At last, traditional approaches were discussed, which considered the fast-changing business environment.
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In the books of Silver Stitch Ltd

The 6-month Stock Budget

Particulars July (£000) Aug (£000) [Sept (£000) [Oct (£000) [Nov (£000) [Dec (£000)
Opening balance -30 1725 -14] 105 115 1025
Cash Reciepts

Sales recicpts 210 230 260 240 250 280
Less Credit charges (2.5% of sales) 525 5.75 65 6 625 7|
Net cash reciepts 204.75 22425 2535 234] 243.75 273
Cash payments

Purchases tha are paid (1 month lag) 150 180 170 200 210 190
Administration expenses (cash) 17| 18 19 20 21 22
Selling expenses (1 month lag) 5 6 7| 3 9 7|
Repayment of loan 5 5 5 5 5 5
Tax 0 0 18 0 0 0
Store refurbishment 15 12 10 0 0 0
Total payment 192 221 229 233 245 224]
Net cash movemment 1275 325 245 1 -1.25 49
Closing balance 1725 -14] 105 115 1025 59.25
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In the books of Silver Stitch Ltd
The budgeted profit and loss account for 6 months

Particulars 6-month total figure (£000)
Sales revenue 1.470
Cost of sales 882
Gross profit 588
Adminstration expenses 159
Selling expenses 42
Credit Card charges 36.75
Total expenses 237.75
Operating profit 350.25
Interest 6
Tax 18
The 6-month net profit 32625
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In the books of Silver Stitch Ltd

The 6-month Stock Budget

Particulars

July (£000) Aug (£000) [Sept (£000) [Oct (£000) [Nov (£000) [Dec (£000)

Sales revenue 210 230 260 240 250 280
Cost of sales (60% of sales) 126 138 156 144 150 168
Opening stock 100 154) 186 230 296 336
Purchases of stocks 180 170 200 210 190 220
Available goods 280 324 386 440 486 556
Closing stock 154) 186 230 296 336 388





