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EVALUATION OF THE CASH BUDGET AND STOCK PLAN 
​ Introduction to the Financial Recovery Plan

​Silver Stitch Ltd is a premium clothing business that operates through a network of 12 individual shops located across the region. Currently, the organization is facing a very serious financial challenge that threatens its ability to continue trading in the long term. According to the internal financial documents and the spreadsheet provided for this assignment, the business has run up a bank overdraft of £30,000. This is not a flexible debt; the bank has set a strict deadline stating that this entire amount must be cleared and the account must be back in credit by the end of December 2026. If the company fails to meet this requirement, it faces the risk of losing its credit facilities or even facing closure. To solve this problem, a recovery plan has been put in place by management. This plan relies on two main financial targets that every one of the 12 shops must meet. First, the business must ensure it maintains a consistent 40% profit margin on every single item sold, meaning no heavy discounting is allowed (Atrill, 2021). Second, it must significantly reduce the amount of money tied up in inventory, cutting it from £100,000 down to £50,000 by the end of the year. This report provides a detailed, critical evaluation of whether these targets are realistic and looks at the potential risks to the company's survival (Bhimani, 2019). To monitor the health of the 12 shops during this difficult transition, the plan includes tracking Key Performance Indicators (KPIs) like the Net Promoter Score (NPS) to measure customer loyalty and Employee Turnover to see if the staff are leaving because of the increased pressure (Kaplan, 2010).

The most important part of the plan to clear the £30,000 debt involves a major change in how the 12 shops manage their physical inventory. At the start of the recovery period in July, the business is holding £100,000 worth of clothing across its locations. The plan is to reduce this to just £50,000 by the end of December. From a financial perspective, this is a very smart move because stock is what accountants call "frozen money." As noted by Lumen Learning (2025), clothes sitting in a back room or on a display rack in Store 1 or Store 12 are not helping the company pay its bills. They are assets that have no value for paying a bank's debt until they are sold for cash (McLaney, 2020). By choosing to buy fewer new items in the months of July and August, the organization is forcing the 12 shops to sell their existing inventory. This process turns physical clothes into liquid cash that goes straight into the bank account to reduce the overdraft.
​However, we must critically evaluate the pros and cons of this stock cut using a simple academic lens. On the positive side, it is the fastest way to get the cash needed to show the bank that the business is taking the debt seriously (Weetman, 2019). If the company successfully moves £50,000 out of stock and into the bank account, the business's liquidity improves immediately. This means it has more "quick cash" to handle emergencies (Weygandt, 2021). On the negative side, spreading only £50,000 of stock across 12 different shops is a massive risk that could backfire. This works out to only £4,166 of clothes per shop. In a premium retail environment, customers expect a wide range of choices, including different sizes, colors, and the latest styles (Kotler, 2019). If a customer walks into one of the 12 stores and sees empty rails or cannot find their size in a popular jacket, the NPS (customer happiness score) will drop. Premium customers are often very demanding, and if the shop feels like a "clearance outlet" because the stock is so low, the brand's reputation will suffer (Christopher, 2016). If the customers get frustrated, they will simply go to a competitor. Once a premium customer leaves because of a bad experience, it is very expensive and difficult to get them back (Porter, 1985). This means the plan to save £30,000 today by cutting stock might actually cause the company to lose much more in sales next year because the customer base has shrunk.
​ Evaluation of the 40% Margin and Monthly Operating Costs
​The second pillar of the recovery plan is the requirement for the 12 stores to keep a strict 40% profit margin. This is the "Gross Profit," which is the money left over after the company pays the supplier for the actual clothes (Garrison, 2021). Based on the spreadsheet, the business has "Operating Expenses" of £29,000 every single month. This £29,000 is a fixed cost that must be paid no matter how many clothes are sold; it covers the shop's rent for all 12 locations, the electricity and heating bills, and the monthly wages for the staff (Drury, 2018). This means the 40% margin has a very big job to do: it must bring in enough cash to cover that £29,000 every month and still have extra money left over to pay the £30,000 overdraft.
​This creates a high-pressure situation for store managers, which can lead to negative behaviors (Merchant, 2017). In the fashion industry, it is very common to have "End of Season" sales where clothes are discounted by 20% or 50% to clear space. However, under this recovery plan, the 12 shops are not allowed to do that because it would destroy the 40% margin target (Collier, 2015). If the 12 shops start having big sales just to try and hit their sales volume targets, the profit margin will drop. If it drops to 30% or 35%, the business will not have enough money to cover its basic monthly bills, let alone the bank's debt. This creates a "vicious cycle" where the managers are being told to sell more clothes to get the cash, but they are also being told they cannot lower the prices to attract customers (Seal, 2018). This balance is very hard to maintain, especially during the summer months when many other retailers are offering big discounts. If they cannot protect that 40% margin, the whole recovery plan will fail because the math in the cash budget simply will not work (Horngren, 2015). Managers might feel tempted to lie about their margins or cut corners in other areas just to make the numbers look good, which is a major behavioral risk for the organization (Simons, 1995).A very specific and important detail in the spreadsheet is that the business currently loses £13,000 over the six-month period because of a 2.5% fee every time a customer pays with a credit card. To fix this, management has proposed a plan to move 35% of customers toward using a store app or making direct bank transfers instead. Saving this £13,000 is a huge win for the company because it would pay off almost half of the total £30,000 debt without having to close any shops, a lot of extra work on the staff in the 12 shops. They have to become "salespeople" for the app, explaining the benefits to every single person who walks through the door (Mullins, 2019). If the staff are already stressed because of the stock cuts and the high-pressure targets, they might not put in the effort to promote the app. If the response from customers is low, the company will keep losing that 2.5% fee to the bank every month, and the £30,000 debt will be much harder to clear by December (Otley, 1999).The cash budget includes a total spend of £37,000 on store repairs and maintenance across the 12 shops. This is split as £15,000 in July, £12,000 in August, and £10,000 in September. When we evaluate the timing of this spending alongside the bank balance, we can see a major financial risk that could lead to insolvency. In the month of August, the cash budget shows that the bank balance is going to hit a very dangerous low point of minus (£32,000). Spending £12,000 on repairs in the exact same month that the bank balance is at its worst is a very poor management decision (Horngren, 2015).If the sales in the 12 stores are even a little bit lower than the £230,000 target for August, the company might not have enough cash left to pay the staff their wages or pay the monthly rent (Weygandt, 2021). This would be a disaster for the business and would likely lead to the bank stepping in. A much safer and more critical evaluation would suggest moving the September repair cost of £10,000 into the month of October instead. By October, the bank balance is projected to be plus £3,300, which is a much safer position (Johnson, 2020). This 30-day delay in spending gives the company a "safety net" or a "liquidity buffer." It ensures that they stay within their overdraft limit during the most difficult month of the recovery and prevents a total cash flow collapse (Merchant, 2017). This shows why timing is just as important as the total amount of money spent (Weetman, 2019).
​Finally, a truly critical evaluation of the plan must consider what happens if things go wrong. This is known in management as a sensitivity analysis. The current recovery plan is very optimistic; it assumes that every month will go perfectly (Bhimani, 2019). For example, the plan assumes that sales in December will hit a high of £280,000. If the 12 shops only hit 90% of that target which is a very common occurrence in retail, they will lose over £11,200 in expected profit. This small drop would be enough to stop the company from clearing the debt by the end of the year (Drury, 2018). Because of this, the organization must be ready with a "Plan B." This might involve cutting the £8,000 they usually spend on "Selling Expenses" or stopping all repairs in the shops until the debt is completely gone (Collier, 2015). This shows that while the plan is possible on paper, it is very sensitive to even small changes in sales or costs. Management needs to be extremely careful and monitor the bank account every single day to ensure the 12 shops stay on track (Garrison, 2021).
​








 STORE OPERATIONS AND THE EXTENDED MARKETING 
 Applying the 7Ps to the 12-Store Recovery Plan

To critically evaluate how Silver Stitch Ltd will clear its £30,000 overdraft, we must look beyond the basic cash budget and apply the 7Ps of the Marketing Mix (Product, Price, Place, Promotion, People, Process, and Physical Evidence). For a premium clothing brand, these seven elements must work together to protect the 40% profit margin. If any one of these elements fails, the 12 shops will not generate the cash needed to satisfy the bank by December 2026 (Kotler, 2019).
 Product and Place: The Risk of Stock Reductions
The “Product” and “Place” elements are currently under threat because of the plan to cut stock from £100,000 to £50,000. In retail, “Place” isn’t just the location of the 12 shops; it is the availability of the product within those shops. By reducing the inventory by half, management is risking “stock-outs.” According to Christopher (2016), if a premium customer cannot find the specific “Product” they want in the “Place” they chose to shop, the brand loses its competitive advantage. This is why the 12 shops must use Rolling Forecasts to ensure that the limited £50,000 of stock is always in the right store at the right time (Hope and Fraser, 2003).
 People, Process, and Physical Evidence: The Service Gap
The “Service” elements of the 7Ps are where the recovery plan faces its biggest human challenge.
People: The staff in the 12 shops are the most important asset. They are the ones who must convince customers to use the store app to save the £13,000 in bank fees. If the “People” are stressed or unhappy due to the debt pressure, Employee Turnover will rise. As Mullins (2019) explains, losing experienced staff destroys the premium “People” element of the brand.
Process: The “Process” of paying is changing. Moving 35% of customers to a bank transfer or app is a major change in the customer journey. If this process is slow or confusing, the Net Promoter Score (NPS) will fall (Kaplan, 2010).
Physical Evidence: This is the look and feel of the 12 shops. The plan to spend £37,000 on repairs is essential for maintaining “Physical Evidence.” However, as evaluated in Part 1, spending £12,000 in August when the bank balance is minus £32,000 is a dangerous “Process” flaw. Delaying the September repairs to October protects the cash flow without ruining the appearance of the shops (Merchant, 2017). Silver Stitch Ltd operates as a synchronized chain, which means that the responsibility for recovery is shared. Using Rolling Forecasts instead of a fixed budget allows the 12 shops to be more agile (Johnson, 2020). On the positive side, this flexibility helps the shops react to local trends. On the negative side, the cost of moving stock between 12 locations of fuel, labor, and logistics can be eaten into the 40% margin. Management must find a balance between being flexible and keeping “Process” costs low (Bhimani, 2019).

 Human Behavior and Budgetary Control Systems
The success of this budget depends on Goal Congruence. This means the store managers’ personal goals must match the company’s goal of clearing the £30,000 debt. If the 12 managers feel the 40% margin is impossible, they will experience a drop in motivation. This is explained by Vroom’s Expectancy Theory (1964), which states that effort is only sustained if the goal feels achievable. There is also a risk of Budgetary Slack, where managers might over-estimate repair costs to create a “safety net” for themselves (Horngren, 2015). To prevent this, the organization should consider Zero-Based Budgeting (ZBB). ZBB requires every pound of the £37,000 maintenance spend to be justified from scratch, ensuring no cash is wasted (Drury, 2018). While this takes more time, it is necessary when the bank is watching every penny.
Finally, we must consider Participation. Allowing the 12 managers to help set the targets leads to higher commitment (Hofstede, 2011). However, in a crisis, senior management often uses a “Top-Down” approach to save time. This can lead to staff feeling ignored, causing them to “game the system” by hiding bad news or faking sales numbers to look good in the short term (Simons, 1995). For Silver Stitch Ltd to survive, the “People” element of the 7Ps must be managed with transparency and support, not just pressure (Otley, 1999). Silver Stitch Ltd currently manages its 12-store network using a Traditional Fixed Budgeting system. According to your University Notes, this method is often called "Top-Down" budgeting because the targets like the £30,000 debt repayment and the 40% profit margin are set by senior management and passed down to the shop floors (Drury, 2018). While this provides a very clear "control mechanism," it is often too rigid for a premium retail brand facing a financial crisis. A fixed budget assumes that the world stays the same for 12 months, but in fashion, a sudden change in weather or a competitor’s sale can ruin a monthly target (Horngren, 2015).
​


There are significant pros and cons to this traditional approach. On the positive side, it creates "Accountability." Every manager in the 12 shops knows that the £29,000 monthly operating cost is a hard limit. It prevents "Budgetary Slack," where managers might try to hide money in their maintenance requests (Merchant, 2017). On the negative side, traditional budgets focus only on "Lagging Indicators" numbers that tell you what happened in the past. This is why the University Notes emphasize the Extended Marketing Mix (the 7Ps). If we only look at the bank balance, we miss the "People" and "Process" issues that cause the debt in the first place (Kotler, 2019).To makes the recovery plan successful, the organization must move toward Beyond Budgeting. This theory suggests that financial targets should be supported by Key Performance Indicators (KPIs) that measure the health of the business in real-time (Hope and Fraser, 2003). For Silver Stitch Ltd, two KPIs are critical .


Net Promoter Score (NPS) 
This measures the "Physical Evidence" and "Process" parts of the 7Ps. If the plan to cut stock from £100,000 to £50,000 leads to empty shelves, the NPS will drop. A falling NPS is an early warning sign that sales will crash in the following months. According to Kaplan (2010), the NPS is a "Leading Indicator" because it predicts future cash flow. If management ignores the NPS just to hit the £30,000 debt target, they might save the company today but kill the brand tomorrow. Employee turnover measures the "People" element of the Extended Marketing Mix. The pressure to maintain a 40% margin and convince 35% of customers to use the store app (to save £13,000 in fees. If the staff feel like they are being blamed for the debt, they will leave. High turnover is a massive hidden cost,it costs more to hire and train new staff than it does to pay off a portion of the overdraft (Mullins, 2019). Tracking this KPI ensures that the "People" who run the 12 stores are not being sacrificed for a short-term bank balance (Atrill, 2021). This looks at how "sensitive" the plan is to small changes (Bhimani, 2019). The current budget for Silver Stitch Ltd is very "tight." It assumes that the 12 stores will hit £230,000 to £280,000 in sales every month. However, if sales drop by just 10%, the company loses £11,200 in expected profit. This would make it impossible to clear the £30,000 debt by December 2026. Therefore, management must use "What-If" planning. If the Percentage of Response to the store app is lower than 35%, the company will not save the £13,000 it expects. This shows that the 7Ps are not just marketing terms; they are the "gears" that drive the financial machine (ACCA, 2024).
​
​




In final conclusion, the recovery plan for Silver Stitch Ltd to clear its £30,000 overdraft is a high-risk, high-reward strategy. The evaluation shows that the most effective move is the reduction of stock to release £50,000 in liquid cash and the strategic saving of £13,000 in bank fees. However, these financial moves are entirely dependent on the 7Ps of the Marketing Mix. Without the "People" (trained staff) and a smooth "Process" (the store app), the math will failhe business is highly sensitive to sales fluctuations. To survive, management must stop using purely Traditional Budgeting and switch to Rolling Forecasts that allow them to adjust the £37,000 maintenance spend based on real-time sales. By monitoring the NPS and Employee Turnover as strictly as they monitor the bank balance, the 12 stores can maintain their premium reputation while satisfying the bank's demands. The final recommendation is to delay the £10,000 September repairs to October to create a "Cash Buffer" during the most difficult month of the recovery. If Silver Stitch Ltd balances its "Financial Perspective" with its "Customer and People Perspectives," it has a realistic chance to clear its debt and secure its long-term future (Simons, 1995; Kaplan, 2010).
​
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