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                                                     Executive Summary
The objective of the report was to analyse the financial position of Silver Stitch Ltd and the challenges faced by the company. The financial analysis critically analysed the financial position by preparing a stock budget, a cash budget and a profit and loss account. The major challenge faced by the company was its £30,000 debt, for which the bank has been informed to eliminate by the end of December. Considering the contingency, the bank decided to revisit its financial plans. 
The key findings include that Silver Stitch Ltd has strong potential to achieve profitability, the company’s liquidity challenges, overdraft, excessive inventory management, short term obligations are putting pressure on cash flow, which limits cash available for operational activities. The financial position clearly demonstrates a gradual improvement in the sales income and effective cost management, stock management, and control over capital expenditure, which can improve the cash flow position and has the potential to achieve financial stability. The report also suggested considering better supply chain management, negotiation with suppliers for longer credit duration, encouraging customers for cash payments, installing energy efficiency, sustainability initiatives, waste management, reducing human resources, etc., to improve cash liquidity. 
The report also discussed the organisational conditions to implement successful budgeting, such as leadership support, employee engagement, positive working environment, awareness creation and a team that puts their best efforts to achieve organisational goals. Further reports examined how traditional budgeting differs from new budget methods such as the flexible and adaptive approach. The traditional budget is rigid and not open to adjustments based on the circumstances, but flexible budgeting allows the organisation to monitor financial performance and budget forecast, and the variations can be addressed with necessary changes according to the situational requirement. Therefore, it can be concluded that silver stitch requires a budgetary system with high flexibility and adaptability in the dynamic and changing industrial standards. 
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Introduction 

Budgeting is essential, as the plans of the management are often expressed by the budget. It is usually prepared annually by reflecting the specific activity plans and is reflected in quantitative terms. The process allows the managers to plan activities, allocate financial resources, and forecast the financial performance to calculate cost and revenue. (Seal et al., 2018). In the retail business, budgeting is crucial, as it demands a significant working capital investment, such as inventory and maintenance of the minimum stock levels. Meeting the required level of stock while avoiding excessive inventory requires effective forecasting and budgeting to avoid excessive storing, product damage and obsolescence. The situation demands high accuracy in budgeting, as the key decisions are made based on the budgetary forecasts. Therefore, the retail business always prepares a stock budget to ensure sufficient stock levels to control excessive expense on stock and value on inventory to improve effective inventory and financial management. Similarly, cash management and cash budgets are also essential requirements for any business. including retail. The major aim of a cash budget is to forecast the expected cash inflows and outflows, ensure funds to meet the short-term obligations, and identify possible liquidity issues to ensure the business is running effectively. Along with these, companies typically prepare budgeted income and expenditure statements to identify if their planned strategy is feasible enough to generate income and expenditure and ensure profitability. The profit and loss account can reveal if the business is feasible and running at a profit or a loss. The budgeting process demands high coordination of various departments, and the budget allows them to coordinate their efforts towards their common objective. The Silver Stitch Limited is a premium clothes retailer that runs 12 casual clothing stores, facing several financial contingencies that include an existing overdraft of £30,000, which needs to be eliminated before December, whereas the directors are reviewing their plans for the next seven months. A stock budget, a cash budget and a profit and loss account will be prepared to better understand the expected financial positions and required resources to ensure profitability. In short, a budget is a consolidation of various decisions the management must make, which are expressed in financial terms as cash inflows and outflows, possible incomes and revenues. These budgets are merged, and it is called the master budget (DRURY, 2013). With this report, it is aimed to understand the importance of financial management and budgeting and how it helps the strategic decisions and leads to business success will be discussed.
 
 

















 Main Findings
This chapter discusses the main findings related to the financial position of the company. As a first step, a stock budget, a cash budget and P&L account will be prepared to deeply understand the financial position, challenges and measures to adopt to address the current situation and for future improvement. 
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Calculations 
Note 1
Cost of stock sold calculation
Gross profit margin = 40% of sales, i.e. cost of stock sold is 60% of sales.
Note 2
Credit card charge = 35% × 2.5% = 0.875% of sales
Net cash received = Sales − 0.875%
Credit card charges = 35%X 2.5% =0.875% (of sales)
Net cash = Sales -0.875% 
Note 3
Interest payable
Monthly instalment
Interest 20%
Interest payable £5000 X20% =£1000
Duration = 6 months
Total - £6000

  
 Financial challenges and management actions 
Financial challenges 
The financial plans indicate Silver Stitch Ltd is likely to face several financial challenges in the coming six months ending December 31st. Overall, it can be analysed that the company can be successful and profitable, but its operational expenses and liquidity position are putting significant pressure on it. 
Businesses must strike a balance between maintaining adequate liquidity and profitability with effective working capital management through cash flow forecasting, inventory management, improving receivables and managing payables and sufficient liquidity to meet short-term liabilities and optimising the utilisation of the resources to ensure profitability (Sloman et al., 2023). The major financial challenge faced by the Silver Stitch is the overdraft of £30,000, and the bank indicated that it must be eliminated at the earliest. The overdraft is a short-term arrangement to improve financial flexibility, but as the bank has informed you to clear it within 6 months, it indicates the bank had financial struggles previously, and eliminating the current overdraft is significantly putting pressure on the financial position of the company. (McMenamin, 1999)
Considering the above challenges, there are potential factors too; for instance, the sales income is showing a potential increase from £210,000 in July to almost £280,000. Even though the company has cash inflows that generate sufficient revenues, the company's financial liquidity is highly dependent on the cash outflows. (Wang, 2025) The revenue generation and the cash requirement to meet the outflow put significant pressure on the company's financial resources, which may cause temporary short-term liquidity shortages upon insufficiency. (Diamond and Rajan, 2003) For example, the retailers often face challenges in purchasing the inventory before sales income is received. The stock purchase constantly shows a high amount, starting at £180,000 in July and reaching £220,000 by December, and is a significant cash outflow. 

The considerable expenses are incurred under administrative and sales expenses, such as salaries, store maintenance, advertising, and marketing. The expense on suppliers showed a constant increase, as in July the payment to suppliers stood at £15000 and later showed a gradual increase till November and reached £ 280000. Even though the overall income by the end of the year shows a surplus, the expenses are too high. If this continues in the coming years, the profitability of the company will be adversely affected. Even though the capital expenditure can improve the overall look and feel of the company, the refurbishment expenses incurred from July to November have undoubtedly increased the cash outflows. The advantage of improvements does not reflect in the sales figures in the following months. Even though capital expenditure is made with long-term advantage, revenue growth, tax benefits overtime, it puts immense pressure on Free flow cash, has the risk of obsolescence due to the fast-evolving market trends and risk of easy reversibility. (Amer et al., 2025) Since the organisation is already under liquidity issues, the capital expenditure resulted in more pressure. The organisation has a regular monthly payment of £5,000, of which £1000 constitutes interest on the loan. The regular loan instalment is a considerable cash outflow. By the end of December, loan repayment has reached £30,000 towards the loan, which is equivalent to the overdraft. The bank is already under pressure to clear off the overdraft of £30,000 by the end of December, which shows the liquidity shortage. 

 

It is also found that the company needs more control over the inventory management. Inventory management is the process of overseeing, acquiring, stocking, controlling and managing the stock. (Sah and Füredi-Fülöp, 2022) In the Silvert stitch, the stock level seems excessive, and therefore, the financial resources are in the form of stock rather than liquid cash. The scenario is challenging, as the company cannot arrange immediate finance for operational use. (Sah and Füredi-Fülöp, 2022) It is ideal to keep a more balanced inventory level rather than investing more in stock (Dunkelberg, 2025). All the above clearly underline the importance of effective financial planning and management to achieve more efficiency and profitability. The stock budget, cash budget and profit and loss account reveal that the company can generate income but faces several challenges to maintain liquidity, control inventory, and maintain a decent gross profit margin. It also reveals the urgency of better cost management strategies. 

Considering the cash inflow and outflow, the company experiences an ongoing financial liability due to monthly increasing administrative expenses from £24000 in July, which constitutes £17000 cash and £ 7000 non-cash depreciation, to £29000 in December, in which £22000 cash and £7000 non-cash depreciation. The cash payments go under cash outflow. Additionally, the financial burden is increasing, and it pays every other month, which threatens the smooth flow of cash throughout the period. Further, Capital expenditure on refurbishment costs a total of £37000, which limits the organisation’s opportunity to improve the cash position. Even though these investments are made with long term goals, it puts short term pressure on the financial resources and reduce interest in credit card sales is causing an accumulation of £ 2450 by December, which is also reducing the net cash inflow available. To explain, 35% of sales is through credit card which has a 2.5% charge, and this increases cash outflow. Overall, these factors are a barrier to companies' smooth financial functioning and their capacity to eliminate overdraft faster. The tax payable reflect in the month of September is increasing the cash outflow and is likely to affect the liquidity in the subsequent months. 
Analysing the stock budget, the company must maintain a £50000 stock level and the opening balance on 1st July shows 100.000. The gross profit margin is 40%, and the cost of goods sold is 60% of sales. To maintain this, the company is ensuring sufficient stock is available, but it is essential to control purchases to avoid excess cash outflow and avoid excess inventory (Banker, 2016). Being a retail company, the trend changes drastically, which may lead to issues of outdated fashion, damage, high stock expenses, etc. The profit and loss account reveals the capability to achieve profitability but at the same time, the organisation is resulting in a gross profit of £588000, but the operational cost is considerably reducing the profit. This is the difference between profitability ratios and liquidity. Even though company generate sufficient profit for the operation, the expenses like non-operating cash expenses and capital expenditure reduce the net profit which could be utilised for the elimination of overdraft. Therefore, the major challenges identified are a lack of inventory control, high operational and capital expenditure, loan repayments, a lack of financial resources to maintain continuous cash slow etc needs to be managed effectively. Otherwise, the organisation will struggle to eliminate overdraft by the end of December and achieve profitability and sufficient resources to achieve uninterrupted cash flow across the year. 
b. Management Actions to Improve Financial Performance

To address the financial challenges above, the following managerial actions are suggested to improve the financial performance and position of the Silver Stitch to achieve increased profitability, liquidity position, cash flow management and inventory management. 
The major strategy is close monitoring and management of cash inflow and outflow and finding ways to improve the same.   Cash flow management, as defined by Ward the process of monitoring, analysing, and optimising the net amount of cash receipts minus cash expenses. Net cash flow is an important measure of financial health for any business. (Feronia Fungky Muchsidin et al., 2025) The accuracy of calculating the timing of cash inflows and outflows and financial requirement to ensure liquidity is highly essential to ensure the required financial resources to meet short-term obligations (Babel, 2021). Since the company has sufficient profit, it is being identified that the operational and capital expenditure is putting high pressure on the availability of financial resources to meet the risks and commitments across the year. The financial risk management theory suggests that it is important for companies to act proactively to manage the risk by effectively managing the optimal liquidity levels to enhance capital structure, reduce risks and achieve financial stability. These optimal liquidity levels help the management to take immediate financial decisions and mitigate the risk on time.  (Wuave et al., 2020). In short, maintaining sufficient liquidity helps to forecast risk and anticipate potential downfalls, ensure immediate actions without any delay and ensure smooth functioning. (Morgan, 2024). To be specific, the urgent requirement is to eliminate the £30000 bank overdraft by the end of December. It is suggested to delay refurbishment as 3 months total cost reaches around £37000, which is more than the overdraft.  It is suggested to limit to only priority tasks or completely delay until next year. It is also suggested to negotiate with the suppliers to increase the credit period to 2 months until the end of the year to save sufficient financial resources to manage operational expenses and short-term obligations. Thus, the bank will be able to reserve financial resources to eliminate overdraft without putting much pressure on the cash flow. 
Another action suggested is the inventory management, as it is observed that the business is having excessive investment in stock, which is substantially reducing the cash available for operational expenses. It is ideal to manage sufficient inventory to meet customer needs, calculate the inventory turnover ratio or just-in-time inventory practices through clear demand forecasting rather than tying up cash in the stock. The stock does not generate revenue but requires considerable cash flow for inventory management. Therefore, forecasting the inventory demand accurately to improve efficiency is inevitable. To reduce excess inventory there are several strategies can be practiced are return excess stock despite the expenses incurred for the delivery, repurposing the stock or raw materials for new production, maintaining good relationships with industry partners and exchanging the excess stock, liquidating, auctioning, scraping, recycling, or donating are also potential solutions  (Karabegovic, Kovačević and Sadko Mandzuka, 2023) Another option is to improve liquidity through encouraging cash or online payments rather than card payment that can considerably enhance the cash flow. This is significant as it offers faster payments, and negotiating with suppliers for the extension of the credit period can offer an extension to hold the liquid cash for operational use.  All the planned expenses which are non-mandatory can be postponed by keeping the elimination of overdraft and a sufficient cash reserve as a priority. By adopting all these actions, Silver Stitch can experience improvements in its financial challenges
2. Effective Budgeting, Budgetary control and Behavioural Consideration



Budgeting 

Budget is an accounting instrument, and Budgeting is one of the major processes for financial planning. The budget is the quantitative expression of the plan framed by the administration for a specified period and a support for the coordination of the necessary activities in implementing that plan. An effective and well-designed budget allows the organisation to forecast the financial position by allocating the resources effectively in such a way that financial resources will flow smoothly across the activities as planned. The budget helps the organisation to set the targets, monitor progress, and prepare for the future. The budget control is the process to ensure the budget is systematic and under control. Any organisation must ensure that the organisational environment and behavioural factors are favourable for the effective implementation of the systematic budget processing and actions. The effective budgeting and budgetary control are possible only with the support of the employees who act proactively to the changes. (Rohde et al., 2024) (Todea and Calin, 2010)

b. The managerial support is essential

The success of the budgeting relies upon the support from the top-level management (Kihn and Ström, 2023), as each department should contribute their specific requirements and work together to design an accurate budget that represents the revenues and expenditures of the company within the time frame. The participation in budget planning also ensures effective decision-making and resource allocation as required. (King, Norvell and Deines, 1970) (Alhasnawi et al., 2023)

c. Setting up realistic targets 

The budget must set realistic targets that are achievable with the available resources and within the predetermined period. (Okpanachi, 2013). The targets must be achievable, and the best performance must be recognised on time. (Bacia, 2024)

employee motivation and engagement 

Employee engagement at different levels is highly essential to implement the budget successfully. A successful employee engagement is a sign of positive organisational performance. (Markos and Sridevi, 2010) The accountability and responsibility of the employees will be enhanced when the organisation values the input of their employees. The sense of belonging will motivate them to achieve the targets effectively and accurately. (Urrila et al., 2025) The organisation should be able to maximum utilise all the available financial, technical and managerial resources to achieve the target.  

f. The clarity and support 

The management should be able to prepare and communicate the budget information, objectives, tasks, expected outcome, responsibilities, benefits etc to the employees before moving to the process. (Mushtaq Alhasnawi et al., 2023) Key performance Indicators, feedback procedures should also be designed prior to the process to create better clarity. The training should also be ensured in all the relevant areas to respond to the change better. The objective is making awareness at all levels to ensure each member is aware of their duties and responsibilities, and level of expected performance and prepare themselves to move towards the common goal. (Singhal and ETHRWorld, 2024)

g. Flexible budgeting 

Silver Stitch Ltd is a great example of how the nature of budget can save the business in contingencies. A rigid budget will not respond to a dynamic business environment, and it is ideal to adopt flexible budgeting that allows the organisation to make necessary adjustments best suitable for any situation. (Esosa Edo-Osagie, 2025) When the organisation see a particular item is not generating an expected revenue or an item is creating increased expenditure without predicted revenue, the management should be able to make key decisions regarding how to move forward. (Martinez et al., 2025)

h. accounting integration

The budgets are integrated with the accounting and management information system to ensure accuracy, and comparisons can be made for the decision-making process. (Weisenberger and Angelkort, 2017)

I. Budgetary control 

Budgeting is a systematic process and the system need to be controlled and monitored to ensure the accuracy for which regular comparison of budgeted figures and actuals need to be ensured, necessary corrections and actions to be taken for the variations to make sure the objectives are met (Perdikaki, Kumar and Sriskandarajah, 2017) and the learnings are used to improve the budget performance and control maintenance. (Chandawarkar et al., 2024) Adopt strategies like controlling operational cost through ABC analysis - priority to fast moving items ( A), to slow moving while selling, waste management system, energy efficiency, optimise staff level, zero base budgeting etc.

3. Behavioural factors and the response of people towards the system 

Four points will be discussed on behaviours of people that management needs to take into consideration when the budgetary system is introduced.


Budgetary slack 
The budgetary slack is a phenomenon where employees intentionally overestimate costs or underestimate revenue to lower the target, which can create a failure in resource allocation. Budgetary slack refers to intentionally inflating the budgeted amount of a project or department to create a cushion or safety net. This cushion allows managers to have some room for error in case unexpected expenses or setbacks occur during the project or fiscal period. The organisation should be able to communicate that the benefits of accuracy in budgeting can create awareness. (Ehsan et al., 2023) (Zhuang, Abu and Alias, 2025). 
confusion or lack of understanding, which is a resistance and creates a lack of motivation. The organisation can get over this by clearly aligning the employees’ roles and responsibilities, budget expectations, and organisational goals to motivate them by framing how their efforts are contributing towards the organisational goals and objectives. (Plaza, 2025)
Resistance to change: employees have different attitudes towards the change, they have misconceptions about the results, and they are not confident or possess fear. This is due to a lack of trust, poor communication and time (Furxhi, 2021)
Lack of confidence due to performance evaluation is another behavioural situation which needs consideration. Employees find the targets as unrealistic, are not confident about the skill and feel pressure while working towards achieving the same (Ouyang et al., 2022). The pressure may lead to dysfunctional behaviour such as changing the target, performance figures, excuses, etc. It is ideal to set a balanced performance evaluation which does not highlight incapacity to reach the desired level as a failure, and this psychological approach is a relief for employees (Gong and Wang, 2019). It is also important to clearly assess the achievable target level and if the work pressure is high, then offer additional support to improve the performance and recognise their effort. (Bedford, Speklé and Widener, 2022)


3. Limitations of Traditional Budgeting
Traditional budgeting has been widely used by organisations for decades, and the traditional approach to budgeting typically focuses on past financial data to forecast the future financial performance. The framework is rigid as it does not allow the organisation to adjust according to the situational requirements. The framework is highly focused on structured planning and has several limitations. The major limitation is its rigid structure itself, and it is resource-intensive. Apart from that, traditional budgeting often requires a good amount of time and effort for managers, which affects other managerial responsibilities. A traditional budget is often prepared for a year and will quickly become outdated, and does not much contribute to long-term strategic goals, which is critical in the changed market scenario. A traditional budget will not give room for contingencies such as sudden market changes. For example, the pandemic has considerably affected the global market, and all businesses are forced to adapt innovative methods to bounce back to their normal. The nature of business and customer expectations have permanently changed after the COVID-19 pandemic, and flexibility and sustainability are the keys to success. For example, rolling budgeting has been introduced, which allows regular changes to the budgets and targets, which can effectively respond to rapid market changes and activity-based budgeting analysis of activities, and there is flexible budgeting with greater organisational budgeting, and participatory decision making 
Conclusion
To conclude, the report critically discussed the financial position of premium retail brand Silver Stitch Ltd and prepared a detailed financial plan to achieve better liquidity, profitability and financial sustainability. The report also discussed the managerial conditions a company should possess to implement the budgeting and budgetary control to implement the budgeting successfully. Further behavioural conditions of employees which needs consideration while implementing the budgetary practices and the limitations of traditional budgeting have also been discussed.
The report underlines budget is a critical tool and budget processing is an essential process for any company to achieve profitability and liquidity. The analysis revealed the company have potential to generate portability, but without addressing their financial challenges, such as overdraft, high cash inflow and inconsistent cash outflow, high capital expenditure and excess inventory, the company may not attain profitability and sufficient liquidity. It is important to address the liquidity issue as the short-term obligations are pressuring the financial resources of the company. Further improvement of managerial support, proper budgetary control, flexible budgeting, better inventory management, negotiation with suppliers to reduce credit duration, implementing sustainability initiatives to reduce wastage and achieve efficiency, etc. Finally, the report also emphasises the importance of managerial support for employees to participate in the process and effectively contribute to the success of the organisation. 
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(a) The stock budget for the six months to 30 November is:

Juy Aug  Sep Oct  Nov  Dec
£000 £000 £000 £000 £000 £000

Opening balance 100 154 186 230 296 336

Stock purchased 180 170 200 210 190 220

Cost of Stock sold

(hofsales, Usethe  (126) (138) (156 (144) (150) (168)

percentage given in the )

assignment)

Closing stock 154 186 230 206 336 288
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‘Cash Budget (£000)
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(b) The (accruals-based) budgeted Profit & Loss Account for the six months ending 31
December

£000 Calculation

Sales 1470 210+230+260+240+250+280
Cost of goods sold (882) Therefore, 1470 X60%

Gross profit 588

Selling expenses (45) 6+7+8+9748

Admin Expenses (159) 24+25+26+27

Credit card charges L13) 1470X35%X25%

Operating profit 371

Interest payable A

Profit for the period 365
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