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[bookmark: _Toc224631065]1. Introduction
Budgeting is a management accounting method that is applied centrally to support organisational planning, coordination, resources allocation and performance appraisal (Drury, 2018; Horngren et al., 2015). Budgets are specifically significant in retail businesses since they assist the management to acquaint sales expectations into purchasing requirements of stock, operation expenditure and cash flow (Bukh, 2025). This helps organisations to know any liquidity pressures early enough and respond appropriately before the financial problems escalate to critical levels (Atrill and McLaney, 2022). Budget control is also a framework, within the framework of which it is possible to compare actual performance with planned targets and monitor deviations, as well as enhance operational decision-making within the management (Seal et al., 2018).
Although the traditional annual budgeting model has long been regarded as important, it has been extensively criticized in the literature. According to researchers, traditional budgets may be inflexible, time-consuming, and excessively focused on short-term financial goals and objectives, which cannot fit organisations that work in the uncertain and transformational world (Hope and Fraser, 2003; Libby and Lindsay, 2010). Criticism has particularly been heaped on incremental budgeting as it fosters inefficiency by using previous spending trends as the base of future spending instead of the contemporary strategic requirements (Hansen, Otley and Van der Stede, 2003). Consequently, most organisations have attempted to offset or substitute or traditional budgeting methods with more flexible systems like rolling forecasts, flexible budgeting model, beyond budgeting model (Ekholm and Wallin, 2011).
This report assesses budgeting problems of Silver Stitch Ltd, which is a network of 12 stores that sell high-end casual wear. At the start of June, the business turned out to have an overdraft of 30,000 and the bank demanded that the overdraft be paid off before the end of December. This puts the management at once under pressure to evaluate the financial feasibility of the plans that are in place in the company, especially when it comes to stock acquisitions, operational costs and cash undertakings. In the report, thus, preparation of a stock budget, a cash budget and a budgeted Profit and Loss Account of the period in question is started. It then examines the financial issues brought out by these budgets and the potential responses of the management. Lastly, the report critically argues the circumstances in which a budgeting and budgetary control is effective, the behavioural problems related to budget systems, as well as the constraints of the traditional budgeting methods, which is in a business environment that changes rapidly (Bedford, 2022).
[bookmark: _Toc224631066]a. Silver Stitch Ltd Budget Preparation.
This part is a preparation of the stock budget, cash budget and budgeted Profit and Loss Account within the six months of July to December since the question requests the period to 31 December and give initial stock position at 1 July. To calculate budgeting, the known overdraft of the opening cash position of £30,000 will be used and the payments in July, supplier and selling-expenses, will be calculated using the already planned payments in June.
STOCK BUDGET
	
	July
	Aug
	Sept
	Oct
	Nov
	Dec

	Budgeted sales revenue
	210
	230
	260
	240
	250
	280

	Cost of sales (60%)
	126
	138
	156
	144
	150
	168

	Add: closing stock
	50
	50
	50
	50
	50
	50

	Goods required
	176
	188
	206
	194
	200
	218

	Less: opening stock
	100
	50
	50
	50
	50
	50

	Required purchases
	76
	138
	156
	144
	150
	168



CASH BUDGET
	
	July
	Aug
	Sept
	Oct
	Nov
	Dec

	Opening cash / (overdraft)
	(30.000)
	(13.838)
	97.150
	157.875
	206.775
	275.588

	Cash receipts from sales
	210.000
	230.000
	260.000
	240.000
	250.000
	280.000

	Total cash available
	180.000
	216.162
	357.150
	397.875
	456.775
	555.588







Cash payments
	
	July
	Aug
	Sept
	Oct
	Nov
	Dec

	Payments to suppliers
	150.000
	76.000
	138.000
	156.000
	144.000
	150.000

	Admin expenses (cash only)
	17.000
	18.000
	19.000
	20.000
	21.000
	22.000

	Selling expenses
	5.000
	6.000
	7.000
	8.000
	9.000
	7.000

	Credit card charges
	1.838
	2.013
	2.275
	2.100
	2.188
	2.450

	Taxation
	–
	–
	18.000
	–
	–
	–

	Interest
	1.000
	1.000
	1.000
	1.000
	1.000
	1.000

	Loan capital repayment
	4.000
	4.000
	4.000
	4.000
	4.000
	4.000

	Store refurbishment
	15.000
	12.000
	10.000
	–
	–
	–

	Total payments
	193.838
	119.013
	199.275
	191.100
	181.188
	186.450

	
	July
	Aug
	Sept
	Oct
	Nov
	Dec

	Closing cash / (overdraft)
	(13.838)
	97.150
	157.875
	206.775
	275.588
	369.138



According to the cash budget, the company can be expected to remove the opening overdraft in a short period. Though the Silver Stitch Ltd starts the month of July with a balance of -30,000 overdrawn, the magnitude of the balance decreases to around -13.8k at the end of July, and becomes positive in the month of August. The business is also expected to have a positive balance of cash of about £369.1k in December. It means that, according to the strict budgeted figures, the need of the bank to eliminate the overdraft by the end of December should be possible.



PROFIT AND LOSS ACCOUNT
	
	£000

	Sales revenue
	1,470.000

	Cost of sales
	(882.000)

	Gross profit
	588.000

	Administration expenses
	(159.000)

	Selling expenses
	(45.000)

	Credit card charges
	(12.863)

	Operating profit
	371.138

	Interest expense
	(6.000)

	Profit before tax
	365.138

	Taxation
	(18.000)

	Profit after tax
	347.138



The Profit and Loss Account that is budgeted indicates that Silver Stitch Ltd is set to make an after tax healthy profit of about £347.1k within the six months. This is in line with the positive cash position indicated in cash budget. Nevertheless, the values also illustrate a crucial management accounting fact profit and cash are not synonymous. An example is depreciation whereby, accounting profit is decreased whereas cash is not, and loan capital repayments whereby cash is decreased but never reflected as an expense in the Profit and Loss Account.
[bookmark: _Toc224631067]b. Issues Reported by the Budgets and Management Reactions.
As the budgets show, Silver Stitch Ltd will have to deal with several critical short-term issues within a six-month timeframe, despite the fact that the overall outlook implies that the overdraft can be eliminated by the end of December. The initial and most evident one is the liquidity pressure at an early stage(Khodabakhsh, 2025). The period begins with the overdraft of the business being in the form of a £30,000 overdraft and the cash budget indicates that the business is also in the red at the end of July. This implies that the business at the beginning of the planning period is financially at risk and it will rely on timely receipt and release of cash. According to Drury (2018), cash budgets are particularly significant since they demonstrate the liquidity pressure that could not be apparent based on profit forecasts only.
The second issue is that the cash position of the company is too reliant on good and continuous inflows of sales (Enqvist, 2014). The case presupposes that the total sales revenues are all carried in the same month the sale is made which makes a very favourable cash profile. But this is equally indicative that any under-delivering in the anticipated sales would rapidly undermine the liquidity and put it at a disadvantage in meeting the requirement of the bank. According to Atrill and McLaney (2022), businesses tend to fail not due to being unprofitable in accounting terms and failure to make cash at the appropriate time. This is of special interest in retailing where the sales volume may vary as a result of seasonality, inflation, the shift of consumer demand and competition.
Another challenge relates to working capital management, in particular, the connection between the stockholding and the cash flow (Huynh et al., 2025). The stock budget will leave the inventory at the minimum level of £50,000 in place of the initial inventory of 100,000; however, the company will be required to meet the costs to purchase a large amount of stock over the period. The inventory has a locking effect on the funds that would otherwise be spent on reducing borrowed funds or settling operating obligations (Khoza, 2025). According to Wang (2002), the working capital is important in controlling liquidity because it was found that liquidity management is significantly correlated with operating performance and corporate value. Similarly, Baanos-Caballero, Garcia-Teruel and Martinez-Solano (2014) claim that working capital investment has an optimal level and too much investment in stock will harm the financial performance. In the case of Silver Stitch Ltd, it implies that stocks that are beyond operational requirements would impose an undue burden on cash resources.
The budgets also indicate that the business is pressured by the committed cash outflows which could not easily be avoided in the short term. These will be monthly administration costs, loan payments, interests, and slated store renovation programme (Zhou et al., 2025). The company is seen to be profitable in the six months, but these fixed or semi-fixed obligations decrease the flexibility in the short run. Seal et al. (2018) state that managers need to be very careful between profit and cash, as non-cash expenses like depreciation decrease profit, but do not decrease liquidity, whereas loan capital repayments decrease cash without also showing up in operating profit. This difference matters in the circumstances of Silver Stitch Ltd since a company can have a good budgeted profit yet realize operational cash pressure.
The other probable issue is the danger that the current plans can be too inflexible to a dynamic trading climate. These budgets had been prepared a few months ago and are under consideration by the directors due to the pressure of the bank. This implies that the initial budget can no longer be entirely suitable. Hansen, Otley and Van der Stede (2003) state that the traditional budgets have been criticised as being slow to make, being overly internally oriented and inadequately responsive to the evolving circumstances. This was also discovered by Ekholm and Wallin (2011) when the researchers indicated that fixed annual budgets are less helpful when the environment is highly uncertain. In the case of Silver Stitch Ltd, this is that management cannot and should not mechanically depend on the previous plan but to proactively update the assumptions in case of a change in market conditions.
The strategic issue regarding the spending on the store refurbishment exists as well. Although refurbishment could contribute to the growth of sales and brand image in the future, it will generate money outflow in July, August and September. According to Hope and Fraser (2003), traditional budgeting may occasionally make managers stick to the planned spending in situations where situations have evolved. The management in this instance might be forced to reevaluate whether all the refurbishment expenditures ought to be implemented as planned especially when the business is being pressurized to rid itself of its overdraft.
The management must do a number of things in order to overcome such issues. To start with, a tighter short-term cash monitoring should be embraced by the company such as regular update of the cash budget. According to Horngren, Datar and Rajan (2015), budgets come in handy when they are considered active planning tools instead of fixed documents. Second, the management should enhance inventory management whereby they only maintain stock at levels that are required to make the forecast demand. Merchant and Van der Stede (2017) observe that the management control systems are most effective when they determine the operational decisions in line with financial priorities. Third, the refurbishment programme may be postponed, stage or slightly scaled down to save liquidity during the first few months. Fourth, the management would be able to negotiate with the suppliers or lenders on better terms of credit in case when the trading proves to be weaker than anticipated. Lastly, Silver Stitch Ltd ought to take into consideration a rolling forecast as opposed to utilizing the original fixed budget. According to Otley (1999), the effectiveness of a performance management system is best promoted when they facilitate adaptation and learning as opposed to mere compliance to set targets.
[bookmark: _Toc224631068]c. Criteria to successful budgeting and budgeting control
A budgetary control system and budgeting mechanism should not be a mechanical exercise of establishing financial goals in order to succeed. Budgeting is based on the conditions in organisations that facilitate the planning, coordination, communication and control. According to Drury (2018), budgets are most effective when they become part of the bigger management process and are not seen as separate accounting documents. This implies that, the effectiveness of budgeting is not only determined by accuracy technically, but also the ability of the system to suit the objectives of the organisation, structure and people.
The first necessary requirement is that there are clear organisational goals. Budgets are supposed to be used to convert strategy to operational strategies and therefore they cannot be used effectively without a clear direction of the organisation. As Atrill and McLaney (2022) observe, budgeting aids in the decision making process through the transformation of goals into financial goals that can be measured. In case of vague or lack of consistency in goals, the budget holders would strive to work towards conflicting priorities hence undermining coordination and control. This in practical terms implies that the top management should make sure that sales, cost, investment and cash targets are geared towards the overall business strategy.
The second one is the support and commitment of top management. Budgeting systems do not work in most cases that the top managers fail to endorse them. According to Horngren, Datar and Rajan (2015), budgets are significant as they compel the managers to look ahead and have a guideline on how to review the performance level. But when the directors view budgets as something on the surface, the lower level managers will not take the exercise seriously. Budgeting therefore needs a strong leadership that can relay the purpose of budgeting, give direction and accountability across departments. This is especially critical in more multi-site or large organisations, where coordination issues can arise otherwise.
The third significant requirement is the involvement of managers and staff in the budget-setting process. Even a budget that is merely imposed can succeed in formal control, but it can hardly be assured that it will get buy-in among the implementation people. According to Merchant and Van der Stede (2017), the system of management control is more efficient when the targets are accepted and comprehended by the persons to whom they pertain. Participative budgeting enables the operational managers to bring about local understanding, enhance the realism of targets and improve ownership of final budget. Ability to participate, in this respect, is not merely a motivational problem, but a means of enhancing the quality of the budget.
The fourth is the presence of efficient and relevant information. The quality of the budgets is as good as the assumptions they are based on. Seal, Garrison and Noreen (2018) highlight that budgetary control is based on the meaningful comparison of actual outcomes and budgeted expectations. Without accurate, timely, and well-prepared accounting information of the organisation, the managers will not be able to monitor performance adequately and address the emergent issues. Budgeting thus needs good accounting system, realistic forecasting and regular reporting systems.
Continuous monitoring and variance analysis is also another requirement. Budgets should not be just deposited after preparation. According to Drury (2018), the element of control is reached through the comparison of real results with the planned ones and by exploring the marked differences. This will enable the management to see the areas of weakness in their operations, rectify the inefficiencies and make amendments in future plans where applicable. Budgets soon turn into stagnant documents unless reviewed regularly and they lose a lot of their value as control tools. Monitoring is further more important in volatile markets since it is very likely that the assumptions could change speedily.
Budgeting also needs flexibility and adaptability to be successful. The classic budget systems have been found to be inflexible particularly where there is a high turnover in the market. According to Hansen, Otley and Van der Stede (2003), budgeting systems can fail to work because they are overly focused on the inside and too insensitive to the unpredictable. Likewise, Ekholm and Wallin (2011) have discovered that the more the uncertainty of the environment the less valuable fixed budgets are. On this account, organisations require a non-stiff budgeting process that is disciplined. This can be in the form of frequent reviews, rolling forecasts or updated assumptions in the event of changes in conditions.
Together with these structural conditions, the management should also have the behavioural implications of adopting a budgeting system in mind. The first one is the motivation and participation. When workers play a role in budgeting, there are higher chances that they will consider goals as being fair and attainable. Argyris (1952) demonstrated that forced budgets would make people tense and bitter, but involvement would enhance acceptance and collaboration. Management should, therefore, make budgets to be presented as coordinating and bettering mechanisms and not necessarily pressure mechanisms.
The second problem is budgetary slack. This is done in cases where the managers intentionally estimate the revenues or costs higher or lower to ensure that targets are not too hard to hit. Onsi (1973) discovered that the slack may occur since people strive to immunize themselves against risk or pressure to perform. The behaviour diminishes the worth of the budget as a control and planning tool. The management should hence devise review processes and responsibility systems that restrict the possibility of manipulation (Huynh et al., 2025).
The third behavioural problem is the risk of over pressure and dysfunctional behaviour. When the managers are assessed too closely and asked whether they are hitting the budget targets, they will focus on short term performance rather than on long term value creation. Hope and Fraser (2003) suggest that the traditional budget systems may stimulate gaming, lack of flexibility and attention to achieve numbers instead of enhancing performance. This in practice can result in a reduction of costs at the expense of service quality, slow investment, or misuse of time to meet the budgetary expectations.
The fourth problem is change resistance. The introduction of a new budgeting and budgetary control regime may be a source of uncertainty, particularly when the staff members believe that there is a risk of being there under greater scrutiny or expectations unrealistic. Otley (1999) claims that performance management systems work best when they are used to promote learning and adaptation and not to impose a slender control. The management should therefore explain why the budgeting system is being implemented, how they will use it and what assistance they will offer to those in the budgets.

[bookmark: _Toc224631069]d. The Traditional Budgeting Critically Evaluated in the Rapidly Changing Business Environment.
The old method of budgeting has been a longstanding tool used to plan operations, allocate resources and manage performance and this has been challenged as being inadequate especially in the unstable business environments. Hansen and Van der Stede (2004) present the argument that budgets may be used in multiple ways such as operational planning, performance evaluation, goals and strategy formulation communication. This is one of the reasons why traditional budgets are still in use. But the fact that budgets undertake numerous tasks simultaneously is also a weakness to the budgets since one annual budget may be overworked and fail to react efficiently in cases where the markets, costs or customer demands evolve very fast.
Rigidity is one of the biggest weaknesses of the traditional budgeting process. Annual budgets are usually established well beforehand and subsequently employed as definite indicators over an extended duration. This can easily render budget assumptions obsolete in fast-changing environments. According to Frow, Marginson and Ogden (2010), contemporary organisations are in a conflict between the necessity to pursue a financial discipline and the necessity to be flexible in terms of uncertainty and swift technological advances. In situations where the budgets are made too early, the managers might be compelled to abide by figures that are no longer representative of the commercial reality. In that regard, the traditional budget will become being of use to adaptation instead of supporting it.
The second weakness is that the traditional budgeting process can be time consuming and bureaucratic. Jensen (2001) laments that corporate budgeting is a time-consuming process that also fosters lengthy spurts of negotiation that bring very few values to the table. The opportunity cost of this process is great in rapidly changing markets: managers might waste much time protecting annual numbers rather than investigating live commercial conditions. This is another criticism that is supported by Libby and Lindsay (2010) who observe that the concerns of practitioners tend to be on the burden of conventional budgeting systems, its behavioural effects as well as its strategic constraints. Even though budgets can still be utilized, their preparation can be time consuming and could be used to do forecasting, scenario planning and operational response.
The conventional approach to budgeting is equally criticised to institute incremental thinking. Due to this reason, a lot of organisations create new budgets on the basis of the last years, so inefficiencies can be transferred instead of being put into question. This makes it weak on strategic responsiveness, particularly when the preferences of customers, the costs of inputs or the nature of competition are rapidly changing. Neely, Sutcliff and Heyns (2003) note that some of the weaknesses of the traditional budgeting are that it may serve to reaffirm previous assumptions, concentrate on the internal environment and not contributing to the formation of values in dynamic settings. The use of historic baselines in a business environment where inflation prevails, digital disruption, and unpredictable consumer behaviour matters, can decrease the agility of the organisation (Ebhota, Jen and Kamasak, 2024).
The other critical weakness is how traditional budgeting may pervert behaviour. Lack of a good linkage of budgets with performance evaluation means that managers will aim at achieving the number but not enhancing long-term performance. Jensen (2001) says traditional budgeting may stimulate playing the game and manipulating targets and engaging in dishonest reporting practices. Other more recent investigations by Ramlall (2024) also indicate that shortcomings in conventional budgeting may be contributors to budgetary slack and adverse behavioural reactions, which makes the argument of more agile and value-oriented systems more convincing. This is especially bad in the fast moving industries, since managers are under the temptation to either postpone the required expenditure, to make a rush sale, or to shirk desirable risks, just to save the short-run budget performance (Siemroth, 2024).
Old budgets can also be poor in aiding strategic adjustment. According to Sivabalan et al. (2009), budgets are still considered useful in organisations, as they are more useful in planning and control than in evaluation, which argues that budgeting remains practical. This however, does not imply that the traditional annual model is adequate in itself. Bhimani, Silvola and Sivabalan (2018) discovered greater economy of rolling budget forms in more uncertain situations, due to the fact that there are more relevant figures to be utilized in internal decision-making. On the same note, Hansen (2011) points out that other alternatives like rolling budgets, activity-based budgeting, and beyond budgeting may have a global impact on the organisation by enhancing the quality of planning and responsiveness. According to these studies, budgeting is not really the issue, but its reliance on an old model that has to be kept unchanged each year within a sphere that needs constant updating.
Nonetheless, a moderate assessment is required. Traditional budgets have been found to offer discipline, coordination and a formal declaration of financial expectations. According to Batt (2025), the research on budgeting still identifies the practical significance of budgeting despite the requirement to be more strategic and flexible. Thus, the best criticism can be made that traditional budgeting is not to be discarded, rather it cannot be applied as the only planning and control tool in a business environment that is rapidly changing. Better is to frequently augment the coordinating benefits of budgets with more frequent reforecasts, more adaptive performance measures and rolling forecasts.

[bookmark: _Toc224631070]Conclusion
The report it is showing that Silver Stich Ltd can eliminate the overdraft by December, however this can take place through cash management, tighter budgetary control and flexible planning. The analysis it  is showing that budgeting are useful and the traditional approaches are to rigid for the fast changing business conditions.
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