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[bookmark: _Toc224940935]Executive summary 
Silver Stitch LTD is a retail company that has been operating a chain of 12 stores selling premium casual clothing which has built a solid base of loyal customers. However, like many other businesses inertial sector, Silver Stitch LTD, has been facing financial challenges that require careful planning and strategic decision. 

At the beginning of June, the company has found itself in a very difficult financial position, the bank has requested the overdraft balance of £30,000 be completely eliminated by the end of December. This has encouraged the management to take a closer look at the company’s financial health, and ensure to assess and evaluate its budgeting approach, cash flow, spending and profitability overall. Considering that the nature of retail industry is constantly shifting as a result of economic conditions and shifting consumer habits, the company needs a reliable and strong financial plan so Silver Stitch LTD can maintain stability and grow. 

To address the challenges faced by Silver Stitch LTD, a comprehensive budgeting strategy has been developed. The analysis reveals that while Silver Stitch LTD is predicted to generate a healthy profit, it is likely to experience some short-term liquidity challenges which indicates that the company will remain in over draft despite the bank’s request. This highlights an issue between profitability and cashflow, therefore the strong profits might not translate into cash availability. This is mainly cause by high levels of stock investments, refurbishment costs and other financial commitments. 
The stock budget also highlights concerns with capital management, as we observed inventory levels rising from £100,000 to£388,000 over this period, which suggests inefficient stock control and excessive amount of cash is tied up in inventory. This then creates risks in the financial management of the company, which is already volatile due significant tax payments and refurbishment costs. 

Along with the financial analysis, the report examines the conditions which are required to assists with successful budget and budgetary control. The report highlights importance of several factors such as management support, employee participation and effective communication and flexibility. We also recognise the effects of budgetary efforts can create on employees. 

This report also evaluates the traditional approaches to budgeting in the context of businesses in fast changing environment. It identifies the limitations of traditional budgeting systems including rigidity, time consumption, and short-term focus and the encouragement of dysfunctional behaviour. Although traditional budgeting provides its benefits it is not suitable for dynamic businesses, therefore the report suggests other more dynamic budgeting models that are flexible and adaptive such as the rolling budget. 

In conclusion, Silver Stitch LTD demonstrates strong potential profitability, however, the financial sustainability of the company is strained by the weaknesses in cashflow management and budgeting practices. A shift towards more flexible and strategic budgeting model system will improve decision making, ensure long-term success, and elevate short term stress. 
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A companies ability grow and remain sustainable relies on it’s ability to plan financially, which determine its success in a competitive market. Companies constantly face challenges in multiple areas which require planning to ensure adequate resource distribution, control and financial stability. This report explores the situation of Silver Stitch LTD, which is a company selling premium clothing across 12 stores.  Although the company has been successful, the bank’s demand to repay the £30,000 overdraft by the end of December, has placed the company in a difficult financial position. Therefore, the budgeting strategy had to be modified to better understand the financial position of the company and how to improve its financial control. 
To determine the best course of action, it is important to understand what the financial weaknesses of the company are, and what is already expected in place such as inventory, revenue and expenses for the next few months. By focusing on the  budgetary limits and standards of Silver Stitch LTD we can understand the budgetary and management requirement and challenges of the company between July and December. Furthermore, the report includes several budgeting strategies, including cash flows for equity budgets and budgeted profit and loss accounts, with a particular focus on how they apply to Silver Stitch LTD in its current financial position.

The report begins by analysing the prepared budgets to identify key issues relating to liquidity, working capital management and cost structure. This analysis goes beyond numerical calculations to evaluate the implications of the data and assess the sustainability of the company’s financial plans. The report then examines the conditions necessary for effective budgeting and budgetary control, with particular attention to organisational and behavioural factors that influence success. Finally, it critically evaluates traditional budgeting approaches within the context of a fast-changing business environment, considering their limitations and the need for more flexible alternatives.

Overall, the report aims to demonstrate a critical understanding of budgeting principles and their practical application, combining financial analysis with theoretical evaluation to provide a comprehensive assessment of Silver Stitch L1td’s financial management
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The stock budget for the 6 months, from July to December is: 
	
	July 
	Aug 
	Sept 
	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

	
	280
	324
	386
	440
	486
	556

	Sale income
	210
	230
	260
	240
	250
	280

	Cost of sales 
	126
	138
	156
	144
	150
	168

	Therefore Closing stock
	154
	186
	230
	296
	336
	388



The cash budget for the period of June-December 
	 
	Jul
	Aug 
	Sep
	Oct 
	Nov
	Dec

	 
	£000
	£000
	£000
	£000
	£000
	£000

	Cash receipts
	210
	230
	260
	240
	250
	280

	Cash receipts
	208
	228
	258
	238
	248
	278

	
	184%
	201%
	228%
	210%
	219%
	245%

	Cash payments
	
	
	
	
	
	

	Admin Expenses (Before Depreciation)
	19
	20
	21
	22
	23
	24

	Administration 
	17
	18
	19
	20
	21
	22

	Stock Purchased
	180
	170
	200
	210
	190
	220

	Repayments of loan
	5
	5
	5
	5
	5
	5

	Selling expenses 
	6
	7
	8
	9
	7
	-

	Taxation paid
	-
	-
	18
	-
	-
	-

	Interest payments 
	1
	1
	1
	1
	1
	1

	Shop refurbishment
	15
	12
	10
	-
	-
	-

	Cash surplus (deficit)
	15
	6
	28
	4
	2
	30

	Opening balance
	-30
	-15
	-9
	19
	23
	25

	Closing balance
	-15
	-9
	19
	23
	25
	55



The budgeted Profit & Loss Account for the six months from July to December is: 
	
	1000
	Calculations

	Sales
	1470
	210+230+260+240+250+280

	Cost of Goods sold 
	882
	1470 x 60%

	Gross profit 
	588
	1470 x 40%

	Selling expenses 
	37
	6+7+8+9+7

	Admin expenses 
	159
	24+25+26+27+28+29

	Credit Card charges 
	12.86
	1480 x 35% x 2.5%

	Operating profit 
	337.14
	

	Interest payable 
	6
	6 months x5000x20%

	profit for the period 
	313.14
	






[bookmark: _Toc224940938]The Problems Silver stitch LTD are facing and how to manage them 

Stock budget: budgeting is a process in which we predict income and expenses over a specific period in the future. Budgeting has always been used by various organisations, businesses and companies and is essential component to ensure smooth running of organisation or company. Businesses often use budgets to act as reference and conclusion points throughout the yearly quarters and can help set a plan of action (Safaeian et al., 2022). Appropriate use of budging not only increases business efficiency but it also aid in early relief of upcoming difficulties. This also allows for work harmony, and operational efficiency. When budgeting is used so planned and actual results are compared, the company can gain greater control and achieve more accurate results as soon as possible (Igor Zdravkoski et al., 2020).  Overall budgeting is an important tool for businesses, as it can act as a tool tool to make several important decisions, such as: 
1)  Allocating resources to where they are needed, and make cuts where required 
2) Setting long and short term financial goals that align with company growth
3) Which project to priorities based on return of investments 
4) Which pivotable action to take if difficult circumstances arise (Cote, 2022)

Cash budget: Cash budgeting is a financial tool used to estimate incoming and outgoing cash over a specific period. When it is prepared appropriately it can help identify cash shortages, regulate expenses, and clearly show cash surplus or deficit and allow the company to make appropriate decisions (BBC, 2020). 

Problems and suggested solutions 
Although the overall figures in the Silver Stitch LTD budget indicates a profit for the six-month period, the company is likely to face several short term challenges particularly in stock management, capital managements and refurbishments. Therefore analysing both cash flow and profitability will highlight those issues in finance performance assessment. 
1) Bank overdraft-  At the beginning of June the company had an overdraft of £30,000 from the bank, which they requested by eliminated by the end of December. Although Silver Stitch LTD expects to make significant profits by the end of the year, according to the budget the company will remain in at a loss in July and August, with balance of       -£15,000 and -£9000 respectively and will only turn a profit in September. This will create a high amount of pressure on the company and overall may struggle to meet the bank’s requirement immediately. Overall, this is a reflection of poor cash flow timing and weak liquidity management, which is common issue in budgeting systems (Horngren et al., 2022). 
A possible solution is for the company to negotiate an extended repayment period with the bank, or place an instalment payment plant. The company could also elevate the pressure by reducing expenses or arranging other short-term loans. 
2) High levels of stock purchased- throughout this period, the stock budget shows a significant increase in inventory from opening with £100,000 in July to closing with £388,000 in December. This clearly shows that a huge amount of cash is tied up in stock which can reduce liquidity, increase the risk of unsold goods and waste capital, which will also create further expense for the company as more employees will be needed to handle the stock management and sales (Richards and Laughlin, 1980). 
The company will be able to resolve this issue is by better stock control, this can be achieved by reducing excess purchases, improve demand forecast, and use promotions and discounts to increase sales and reduce slow moving stock. 
3) High refurbishment Costs- the budget indicates that Silver Stitch LTD plans to spend £37,000 on store refurbishments between July and September. Although reasonable and required expenses will improve overall satisfaction (Hummel et al., 2020), however if it is not managed properly it does create pressure short term pressure in the cash flow (Drury, 2018). 
A possible solution for this issue, is for the company to delay the refurbishments until later when the company is not facing this pressure on cash flow. Although it is still important to consider what the refurbishments are and whether they are necessary. For example, refurbishments to structural issues that are related the building’s integratory are a priority to customer and staff safety, whereas cosmetic refurbishments for store aesthetics can be delayed. 
4) Uneven cash flow and large payments- Along with the high cost of refurbishments planned in July-September, there’s even higher cash flow pressure in September as there’s an expected taxation payment of £18,000. This uneven pressure in September significantly increases overall financial risk. To deal with issue, the company needs to consider building a cash reserve and whether this is an early payment and if paying at a different time point or spreading the cost is possible. 
5) Dependence on profitability and cashflow issues- with the profit and loss account we can see that the company is expected to make a profit of £313,000, which depends on the company increasing sales from £210,000 to £280,000. Since the budget expects a cash shortage in the early months it indicates a mismatch between profit and cash flow. More importantly profit does not always equal more cashflow (Arnold, 2008). If sales expectations are not met the company will be under even more financial difficulties. The company needs to focus more on cash flow management and not just rely on profitability, this can be implemented creating rolling cash budgets, and regular monitoring can help improve overall financial control. 
6) High fixed costs-  Silver Stitch LTD has high fixed costs which include admin expenses, loan repayments and interest. These costs need to be paid regardless of sales or profits which increases financial and operational risks (Rounaghi, Jarrar and Dana, 2021). To deal with this issue the company should review its costs structure and reduce unnecessary expenses where possible such as rent utilities, office supplies and computer maintenance. 

The budgets for Silver Stitch Ltd reveal clear weaknesses in financial planning and control, particularly in relation to rising inventory levels, uneven cash flows and early liquidity deficits. The mismatch between strong reported profitability and short-term cash shortages highlights a key limitation of traditional budgeting, which often focuses on accrual-based performance rather than liquidity (Arnold, 2013). This suggests that the current budgeting approach does not fully support effective financial decision-making.
The significant increase in inventory also indicates inefficient working capital management, with excessive funds tied up in stock. This reflects poor coordination between budgeting and operational planning. As argued by Stephen C. Hansen et al. (2003), traditional budgets can encourage rigid and internally focused decision-making, limiting an organisation’s ability to respond to changing conditions. This is evident in the company’s commitment to refurbishment spending despite cash flow pressures.
Overall, while Silver Stitch Ltd is profitable, its financial stability is weakened by poor cash flow management and inflexible budgeting practices. To improve performance, the company should adopt more adaptive approaches such as rolling budgets, alongside better monitoring and integration between financial and operational planning (Drury, 2018).
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Budgeting and budgeting controls are essential financial management processes which are used to plan future income/expenditure and monitor performances against those plans (London School of Business & Finance, 2024). Budgeting specifically involves setting financial goals whereas budgetary control is a process which manages cash flow and capital by comparing actual figures against budgets and taking corrective actions to maintain financial discipline (Sutton, 2024). 
Conditions for successful budgeting: 
1) Set the financial goals: before setting any financial plan it is important to create clear and standard logical financial goals to motivate and lead the budgeting effort (Ahmed, 2023). It is also important that the goals are realistic and achievable, this can be based on existing income expenses and goals, this will help ensure the budget will be followed and met and prevent overspending (Büchner, 2023). 
2) Setting the budget: Along with companywide budget, it can also be helpful to set store specific budgets, this will also more accurate control and management of resources and will allow closer monitoring of activities, initiatives and ensure the process is on track to meet and achieve their target and goals (Nancholas, 2023). Setting clear and effective communication is necessary to ensure employees understand the budget and their role in achieving it. Poor communication can lead to confusion, lack of coordination which can lead to arise in work place conflict between departments. 
3) Monitoring the budget: a critical aspect of the process is to continuously monitor spending and financial targets. The expenses, revenues and delivered financial performance needs to be compared against the allocated budget and expected figures. This monitoring and comparison will highlight variance and display where over spending is and shortfalls are occurring (Cassone, 2024). 
4) Analysis and categorise expenses: When discrepancies or deviation from the budget are identified, their needs to be an investigation into the root cause of this (Sutton, 2024). One way this variation could be managed is by identifying costs as fixed and variable. Fixed expenses remain constant throughout a certain period of time and may include rent, mortgage, insurance or loans. Whereas variable expenses, very month to month, and this could include stock, employment cost, or utility bills. Categorising those expenses and monitoring them will highlight any areas that may be overspending (Stobierski, 2021). 
5) Determine budget surplus and deficit: the data gathered from analysis and accounting income and expenses can help determine whether the company has enough resources to cover all expenses. In the case of the company is achieving enough income to cover expenses, the next step is to determine how to allocate those funds, whether it is an emergency fund or new projects. Whereas if the company does not have enough income to cover expenses, then it is in a budget deficit and it becomes a priority for the company to cover the gap by either selling more aggressively or lower expenses or seeking further investments (Stobierski, 2021). 
6) Flexibility and Adaptability: the business environment is a rapidly changing one, therefore companies need a flexible budgeting system to stay adaptable with those changes. In this case it would be useful for companies to steer away from the traditional budgeting systems, which have been found to be restrictive and discourage innovation (Hansen, Otley and Wim A. Van der Stede, 2003). 

Conditions for successful budgeting: 
1) Motivation is the willingness of staff to contribute towards organisational objectives, when it is applied appropriately it can energise the staff to work towards targets and goals. Motivation is positively affected when managers set achievable and fair targets, the participation of employees is clearly revenant and progress is rewarded appropriately (https ://www.accaglobal.com, 2026). 
2) Lack of transparency and clarity can lead to lack of trust between employees and management. If the reason for budget allocation or processes is not shared or clearly explained employees can feel that the process is unfair and it will impact their overall performance (Mac Nab, 2024). 
3) Manipulation and dysfunctional behaviour: it is important to consider that creating pressure can lead to very unhealthy working environments, such as managers may manipulate financial results to meet targets such as delaying expenses or accelerating revenues. It is also important to consider that strict, and unfair budgeting can create conflict between departments that are competing for resources (Charli Sitinjak et al., 2023). 
4) Budgeting as strict control tool can lead to reduction in innovation. If managers use the budget as a way to control rather than a method to be used for improvement and increasing efficiency it can lead employees to be reluctant to introduce new ideas in case it can impact departmental costs. Therefore it is important for management to recognise that budgeting should be support a flexible environment to encourage creativity and innovation.   
while budgeting and budgetary control systems provide an essential framework for planning and performance management, their success depends heavily on organisational conditions and human behaviour. Factors such as management support, participation, communication and flexibility are critical to their effectiveness. However, behavioural issues such as pressure, competition, lack of transparency and conflict can significantly undermine their value. Therefore, organisations must adopt a balanced approach, ensuring that budgeting systems are not only technically sound but also adaptable and aligned with both organisational objectives and employee behaviour.
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Traditional budgeting is the most common budgeting system. Each new budget cycle begin with last cycle’s numbers and is adjusted based on expected growth, inflation or planned changed and expenses. Traditional budgeting is easy and simple to implement and maintain, it saves time by relying on previous templates, and provides consistency for financial forecasting. However, it relies on historical performance and assumes past incomes and expenses are reliable, it also encourages complacency and it allows inefficiencies to buildup over time (Garrett, 2025). 
1) Rigidity and lack of flexibility: traditional budgets tend to be inflexible and can make it difficult for organisations to adjust quickly to changing markets. This can prevent businesses from taking action and steps towards new opportunities that address challenges. Furthermore, since it relies on spreadsheets, it creates a lack of precision and fails to provide a comprehensive view of the business needs (Koont, 2024)
2) Ignores external factors: Since it relies on historic financial information it doesn’t consider external changing factors such as inflation levels that are higher than expected, change in stock cost or in this case repayment of bank overdraft (Schmidt, 2023). Since traditional budgeting relies on fixed assumptions and struggles to adjust, it is becoming a less relevant system in modern business where flexibility and quick adjustments are essential for businesses to be successful (Hope and Fraser, 2003)
3) Expensive and time consuming: Traditional budgeting is a resource intensive process. It requires a lot of data collection, planning reviewing, and approval which comes from several departments which then requires a lot of time effort (Li and Guo, 2022). It is also important to consider that some budgets may become irrelevant shortly after they are finalised, which make it less efficient as a management tool (Drury, 2018).
4) Less efficient resource allocation: while it is a stable system, it might not optimise the use of all the capital under the company which could result in missed opportunities for saving and hindering the financial growth potential (Centier.com, 2024). 
5) Short term focus: traditional budgets are often set on an annual basis, which can encourage managers to focus on short term goals rather than company’s long term strategic ones. Which may lead to an improvement in immediate performance but compromises long-term goals such as investments or expenditure (Atrill and Mclaney, 2022)
Alternative budgeting systems: due to the weaknesses discussed many companies are utilising budgeting systems other than traditional budgeting (Randall, 2020), such as: 
Zero-based budgeting which requires costs to be justified by the expected benefit. This system allows inefficient operations to be discontinued, increases staff involvement, and is flexible in it’s response to business environment (Ramlall and Grobbelaar, 2024)
Rolling budget gets continuously updates by adding an accounting period when earliest period expires. It reduces uncertainty, planning and control are based on accurate budget and can be extended into the future (Hope and Fraser, 2003)
In conclusion, traditional budgeting remains a useful tool for planning and control, but its effectiveness is increasingly limited in fast-changing business environments. Its rigidity, focus on short-term targets and encouragement of dysfunctional behaviour reduce its relevance in modern organisations. While it still provides structure and discipline, businesses must adopt more flexible and adaptive budgeting approaches to remain competitive and responsive to change.
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This report demonstrates that Silver Stitch LTD is at a stage which requires effective financial planning and management to ensure stability in the company’s future and growth. The business has a strong operation with twelve stores and is projected to generate significant amount of profit. However, through this analysis, we have discovered several financial challenges that must be addressed and carefully managed so the company can meet the bank’s requirement and achieve longevity and it’s long-term goals. 
One of the issues this report has identified is the company’s ability to manage it’s cashflow. Despite the expectation of a healthy profit, the coming months are expected to be generate deficit in the cash flow due to liquidity difficulties which will lead to an over reliance on the overdraft. This demonstrates that profitability alone is not sufficient to ensure financial stability. To prevent this, the company needs to improve its cash flow monitoring and control system to maintain a positive balance at the end of each month. Effective cash flow management and reducing high levels of stock is important to avoid excess funds getting tied up. 
To ensure these budgetary changes are put into place, Silver Stitch LTD depends ensuring appropriate persons are in leadership and management positions, this will help in ensuring that there’s effective communication and transparency with the employees. Although management will actively monitor budget performance and identify variances and what corrective action is required, the employees will be the ones working to implement those changes, so it is important they understand their role. This will create a coordinated and organised environment where budgetary changes will be smoothly implemented. It is important to consider behavioural factors when implementing and assessing effectiveness of new budgeting systems such as Employee motivation, participation and attitudes. Which can influence the outcome, therefore management needs to stay realistic and fair when setting new budgets. 
It is also important to consider that the budgetary system is flexible enough to accommodate the changes that come with dynamic businesses. Traditional budgeting may have its benefits, it is not a suitable model in this case for Silver Stitch LTD, as it is a fast-moving retail industry where demand and costs can change rapidly. Therefore, other dynamic approaches such as rolling budgets may be more appropriate as it allows for more regular updates and more responsive decision-making. This will enable the business to adapt to unexpected changes more quickly and will reduce overall financial risk. 
Overall, by improving cash flow management, and updating budgeting practices and adopting more flexible approaches, Silver Stitch LTD can improve its financial position, elevate the expected short-term financial stress, and place the company in a better financial position. 
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