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[bookmark: _Toc224159442]1.0 Introduction
Budgeting is a key instrument of financial management that allows organisations to plan, organise and manage their financial resources to accomplish their strategic goals. In the case of retail companies with multiple branches, including Silver Stitch Ltd, a chain of twelve high-quality clothing stores, proper budgeting is especially crucial in ensuring that the company does not run out of money and can control its operational expenses.
This report has been commissioned for the directors of Silver Stitch Ltd, who are undergoing a bank request to clear an overdraft amount of 30 000 by the close of the budget period. There are four requirements addressed in the report. Part A is a stock budget, cash budget and budgeted profit and loss account for the six months till 31 December. Part B will evaluate the financial issues as identified in Part A and suggest management recommendations. Part C discusses the organisational environment, which budgetary control needs to succeed, and the behavioural aspects that the management needs to consider. Part D is a critical analysis of conventional budgeting methods within a fast-changing business environment.
The report is based on a blend of scholarly literature, professional accounting models and the financial information presented. Budgets can fulfil several functions at the same time, fulfilling the role of planning papers, communication sources, and performance standards, and the efficiency that they can demonstrate is critically dependent on the circumstances under which they are prepared and operated. This report attempts to discuss all these dimensions as they apply to the situation of Silver Stitch Ltd.
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[bookmark: _Toc224159444]1. Stock Budget
Stock Budget for the Six Months to 31 December
	Particulars
	July
£000
	Aug
£000
	Sept
£000
	Oct
£000
	Nov
£000
	Dec
£000

	Opening stock
	100
	154
	186
	230
	296
	336

	Stock purchased
	180
	170
	200
	210
	190
	220

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

	Closing stock
	154
	186
	230
	296
	336
	388


Table 1: Stock Budget for the Six Months to 31 December, Source: (Riaz, 2026).
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Cash Budget for the Six Months to 31 December
	Particulars
	July
£000
	Aug
£000
	Sept
£000
	Oct
£000
	Nov
£000
	Dec
£000

	Cash receipts
	 
	 
	 
	 
	 
	 

	Sales
	210.000
	230.000
	260.000
	240.000
	250.000
	280.000

	Total receipts
	210.000
	230.000
	260.000
	240.000
	250.000
	280.000

	Cash payments
	 
	 
	 
	 
	 
	 

	Administration expenses (exc. depreciation)
	(17.000)
	(18.000)
	(19.000)
	(20.000)
	(21.000)
	(22.000)

	Stock purchased (one month arrears)
	(150.000)
	(180.000)
	(170.000)
	(200.000)
	(210.000)
	(190.000)

	Repayment of loan (capital + interest element)
	(5.000)
	(5.000)
	(5.000)
	(5.000)
	(5.000)
	(5.000)

	Selling expenses (previous month)
	(5.000)
	(6.000)
	(7.000)
	(8.000)
	(9.000)
	(7.000)

	Taxation paid
	-
	-
	(18.000)
	-
	-
	-

	Store refurbishment
	(15.000)
	(12.000)
	(10.000)
	-
	-
	-

	Credit card charges (2.5% x 35% x sales)
	(1.838)
	(2.013)
	(2.275)
	(2.100)
	(2.188)
	(2.450)

	Total payments
	(193.838)
	(223.013)
	(231.275)
	(235.100)
	(247.188)
	(226.450)

	Cash surplus / (deficit)
	16.163
	6.988
	28.725
	4.900
	2.813
	53.550

	Opening balance
	128.425
	144.588
	151.575
	180.300
	185.200
	188.013

	Closing balance
	144.588
	151.575
	180.300
	185.200
	188.013
	241.563


Table 2: Cash Budget for the Six Months to 31 December, Source: (Riaz, 2026).
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Budgeted Profit and Loss Account for the Six Months Ending 31 December
	Particulars
	£000
	Calculation

	Sales
	1,470
	210+230+260+240+250+280

	Cost of goods sold
	(882)
	£1,470,000 x 60%

	Gross profit
	588
	£1,470,000 x 40%

	Selling expenses
	(45)
	6+7+8+9+7+8 (accruals basis)

	Administration expenses
	(159)
	24+25+26+27+28+29 (includes depreciation)

	Credit card charges
	(13)
	£1,470,000 x 35% x 2.5%

	Operating profit
	371
	 

	Interest payable (Note 5)
	(6)
	£1,000 x 6 months

	Profit for the period
	365
	 


Table 3: Budgeted Profit and Loss Account for the Six Months Ending 31 December, Source: (Riaz, 2026).
Gross profit margin: £588,000 / £1,470,000 = 40% (as per the given margin, confirming accuracy of workings.)
 


[bookmark: _Toc224159447]3.0 Part (b): Problems Identified and Management Actions
The cash budget shows that Silver Stitch Ltd manages to settle its £30,000 overdraft in the month of June as the immediate bank requirement. But a more detailed look at the monthly numbers reveals that there are a number of hidden financial issues that the management should take the initiative to address. Budgets ought to be prepared, not just as a paper and stored, but as diagnostic tools to indicate areas of financial risk and make the right corrective decisions (Appuhami, Bhuiyan and Boedker, 2024). Budgetary analysis is one of the primary factors of business sustainability, especially in the case of retail businesses with multiple locations (Matsoso, Nyathi and Nakpodia, 2021).
[image: ]
Figure 1: Key Financial Problem Identified, Source: (Riaz, 2026).
Problem 1: Narrow Monthly Cash Surpluses
Despite an increase in the closing balance of cash between July and November of £144,588 and £188,013, respectively, the monthly surpluses are very small. For example, the months of October and November only make £4,900 and £2,813, respectively. This tightening margin has minimal cover against unplanned spending or revenue deficits. A company whose current ratio is below the suggested standard of 2 to 1, such as Silver Stitch Ltd, with its small monthly surpluses and current liabilities of loans, will be at greater risk of receiving a cash call across its twelve-store network. The monthly tracking of the liquidity ratio would enable the directors to know when their cash positions are poor before the situation becomes alarming. Companies that have been exposed to cash flow shocks and have liquidity buffers that are inadequate are exposed to very high risks of financial distress (Brown, Gustafson and Ivanov, 2021). The management of healthy cash also involves the removal of deficits, but ensuring that there are proper positive balances as protection of operations (Atrill and McLaney, 2021). The management style must, therefore, consider the introduction of a minimum cash reserve policy because structured cash reserves are one of the best measures of surviving financial stress during the turbulent trading conditions (Przychocka, Sikorski and Milewski, 2024).
Problem 2: Rising Stock Levels and Overpurchasing
The stock budget shows a steady accumulation of inventory over the time period, with the closing stock increasing as high as £388,000 in December, which is far above the required minimum stock of £50,000. The stock turnover ratio of Silver Stitch Ltd would be decreasing over the period since closing stock increases between the months of July and December to £154,000 and £388,000, respectively. The declining stock turnover ratio is an indicator of growing amounts of the working capital involved in the unsold inventory and less money to attend to the operational needs like the loan repayment (Mohamed, Kerosi and Tirimba, 2016). This trend shows that anticipated purchases are significantly out of the sales volume of stock being sold per month. One of the main causes of cash flow inefficiency in organisations is poor inventory management since the amount of capital tied up in stocks that cannot be utilised elsewhere cannot be used to advance other operational functions (Mohamed, Kerosi and Tirimba, 2016). The management of working capital is a vital aspect of financial performance that is mostly underrated in businesses that have complicated supply chains (Seal, Garrison and Noreen, 2018). The buying timetable needs to be critically examined by the management, with the stock orders to be adjusted more in line with real demand in sales, especially in those periods that the stock has accumulated the highest level of excess.

Problem 3: Large Stock Payments Suppressing Cash Flow
Since the suppliers are paid one month in arrears, the cash budget shows huge stock payments since August, and the highest payment is in November of £210,000 for purchases made in October alone. Silver Stitch Ltd is currently operating on a credit of about 30 days. This would be an immediate reduction in cash stress, especially in October and November, when the business will have surpluses of just 600 and 400 days, respectively, and this would provide the business with more financial room during its twelve-store operation. Such large outflows have a huge impact on the cash surpluses in the months. Late payment requirements, though they are very useful in the short term to reach liquidity, may impose concentrated cash strain in the later periods if not properly planned and monitored (Okeke et al., 2024). The incongruence between the purchasing cycles and the cash availability is a typical source of the liquidity strain in the expanding retail corporations (Mohamed, Kerosi and Tirimba, 2016). The management ought to strike a long credit with suppliers, such as changing to two months' credit instead of one month's credit, which would moderate the outflows significantly.
Problem 4: Store Refurbishment Expenditure
The refurbishment programme is a major expenditure of cash of £37,000 in July, August and September when stock payments are also at their peak. Allocating capital expenditure of £37,000 to the same three months as the highest stock payments of £150,000, £180,000 and £170,000, respectively, would have a significant adverse effect on the cash position of Silver Stitch Ltd. Even redistributing £10,000 of refurbishment to October or even November would make a significant difference in the cash position. This occurs because the concentration of capital spending over a similar period with the highest operational outflows puts the business in a financial vulnerability by exerting compounding effects on cash balances (Bhimani et al., 2024). The spending timing decisions should be cautiously planned based on the cash flow projections to prevent the establishment of unnecessary liquidity risks (Horner, 2020). The management must then contemplate staging the refurbishment schedule in a different manner, taking one part of the refurbishment to October or November when the monthly surpluses are relatively more stable.
Problem 5: Credit Card Charges Eroding Profitability
The credit card expenses amount to about £13,000 in the course of six months. Since 35% of the customers use credit cards and the cost of each transaction is 2.5% processing, it is a recurring cost that will directly decrease net receipts every month. In the case of Silver Stitch Ltd, the net profit margin will be about 24.8% (£365,000/£1,470,000), as the gross profit margin will be 40, but the margin will be decreased by the credit card charge of £13,000. Direct ways to enhance net profitability in all twelve stores would be by renegotiating the processing rate or incentivising alternative payments.  Such incremental financial costs are a weakness in the retail business's financial management that is characterised by a lack of awareness, and when compounded over a trading period, they are material (Eniola and Entebang, 2017). This type of service charge needs to be clearly budgeted and tracked instead of being considered as unavoidable background costs (Atrill and McLaney, 2018). The management needs to consider the option of renegotiating the credit card processing rate or whether it can offer an incentive for alternative ways of making payments to limit the exposure in the long run to such charges.


[bookmark: _Toc224159448]4.0 Part (c): Budgetary Control and Behavioural Considerations
[bookmark: _Toc224159449]4.1 Conditions for Successful Budgetary Control
Budgeting is not an accounting exercise but is a complicated organisational undertaking, which needs adequate structural, cultural, and managerial underpinnings to provide results that count (Drury, 2021). A system of budgetary control needs several conditions important within an organisation in order to work effectively.

Figure 2: Successful Budgetary Control Conditions, Source: (Riaz, 2026).
Top Management Support and Commitment
One of the most essential prerequisites of successful budgetary control is visible and real commitment by the senior management (Ramlall and Grobbelaar, 2024). Without this, the budgets will not be taken seriously at the operational levels, as they will not promote the behaviours required to control the finances. Attitudes of the upper management have a direct impact on the involvement of the lower-level managers, and where the top management is not committed, the whole system becomes unbelievable. Financial planning frameworks can only produce anything significant when the leadership promotes their usage and continues to reiterate their significance throughout the organisation (Kolitz, 2017).
Clear Organisational Goals and Strategic Alignment
Budgets should be well aligned to the strategic goals of the organisation because budgets that are made without a strategy lose touch and become irrelevant documents that do not have a lot of relevance to the real priorities of the organisation (Alhasnawi et al., 2024). The clarity of budget goals has been proven to have a strong impact on enhancing the performance of the managers as well, since every employee knows his or her part in achieving the financial goals. Cost budgets that are made without the consideration of the strategic direction often lead to the misallocation of resources and performance targets (Datar and Rajan, 2017).
Reliable Management Information Systems
Effective budgetary control requires that there is accurate, timely and relevant financial information (Bergmann et al., 2020). Managers are unable to track variances meaningfully and make effective corrective decisions without good data systems. Digitisation of the budgeting process, such as business analytics tools, has been revealed to raise the satisfaction with the results of budgeting and financial decision-making levels considerably. Management information determines the level of budgetary control directly because the decisions made can only be as good as the data on which they are made (Atrill and McLaney, 2021).
Participative Budgeting and Employee Involvement
It is commonly known that involvement in the budgeting process is a highly important prerequisite to success because when budget holders are involved in defining their own goals, they feel more ownership and dedication towards them in terms of accomplishment (Koomson et al., 2025). It has also been observed that innovative behaviour mediates the relationship between budgetary participation and task performance, implying that the engagement of employees on a deeper level creates wider organisational benefits than have been imposed by financial control. Budget participation also has a positive influence on the performance of managers, as it improves motivation, commitment and the quality of financial planning in general (Alhasnawi et al., 2024).
Regular Monitoring and Tracking KPI
An annual budget that is not evaluated against actual performance is not very useful (Nkundabanyanga et al., 2023). Environmental uncertainty and the organisational culture are some contingency factors that have a big impact on the effectiveness with which the budget actors react to the variances and take corrective action. The most direct and easy-to-act-upon key performance indicators relate directly to budget targets and give the management the best insights as to whether the performance is not going as planned (Marr, 2013).
Budgetary control must identify and track certain Key Performance Indicators (KPIs) that will transform budgetary goals into performance indicators (Marr, 2013). In the case of Silver Stitch Ltd, some of the relevant KPIs would be gross profit margin (must be maintained at 40%), the amount of closing cash at the end of the month, which will have to be positive (due to the overpurchasing trend observed in Part A), and the ratio of credit card charges to sales. According to Drury (2021), KPIs have to be directly related to strategic goals to be substantial so that managers can take action on variances and not merely note them down. Where actual performance is not on budget, such as when closing stock is still increasing over and above 388,000, or monthly cash surpluses are less than a certain minimum, the management should be authorised to enquire and act. Periodic reporting of KPI thus makes the budget not a fixed plan but a control tool (Atrill and McLaney, 2021).
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In addition to the above structural conditions, the implementation of a budgeting system generates a serious behavioural dynamic that might or might not facilitate its effectiveness.

Figure 3: Behavioural Considerations in Budgeting, Source: (Riaz, 2026).
1. Budget Slack and Padding
It is a common practice for managers to purposely overstate budget estimates to establish a slack, allowing the targets to be met more easily and avoiding any criticism directed towards them (Libby and Lindsay, 2019). Budgetary slack distorts management information and performance assessment, and eventually squanders the organisational resources. In cases where slack is systemic, performance benchmarks in terms of budget are completely unreliable (Walsh, 2008).
2. Dysfunctional and Gaming Behaviour
Closely connected to Slack is the larger issue of dysfunctional behaviour, where managers are controlling its activities to achieve budget targets instead of actually enhancing performance (Ramlall and Grobbelaar, 2024). For example, a store manager may postpone necessary maintenance spending just to ensure that he/she does not exceed his/her budget during a specific month. Gaming is a specific type of intentional alteration of financial numbers or managerial choices to meet budget requirements, which is a purposeful manipulation of organisational performance data rather than any actual enhancement (Libby and Lindsay, 2019). The introduction of beyond budgeting initiatives has occurred in different organisations specifically due to the fact that traditional budget models encourage this type of short-term, target-based behaviour at the peril of long-term value creation (Sandalgaard and Bukh, 2014).
3. Motivation and Target Difficulty
Budget target levels influence staff motivation strongly since targets that seem impossible lead to frustration and disinterest, and targets that are overly lenient offer a lack of challenge (Bergmann et al., 2020). The conflict between stretch goals and realistically possible goals is one of the most enduring dilemmas in behavioural management accounting that has to be meticulously balanced by the management (Bhimani, 2006).
4. Resistance to Change
Employees may be unwilling to accept a new system of budgeting, especially when it is an introduction or a dramatic revision, especially when they see budgets as spying tools instead of helpful ones (Nkundabanyanga et al., 2023). How the budget actors will react to new budgeting structures is moderated significantly by the organisational culture and structural conditions. The management should thus invest in communication, training and change management to create acceptance and trust in the budgeting system at the very beginning (Seal, Garrison and Noreen, 2018).


[bookmark: _Toc224159451]5.0 Part (d): Critical Evaluation of Traditional Budgeting Approaches
The majority of financial planning tools, incremental budgeting, which is the most practised form of traditional budgeting, has been the dominant tool of financial planning in organisations for more than a century (Berg, Johanson and Madsen, 2024). In this method, the budget of last year is considered as a baseline, and the budget is adjusted either upwards or downwards by a given percentage to reflect expected changes of the costs or revenues. Although this approach is quite easy and easy to understand, it has received a lot of criticism regardless of the academic and practitioner circles, especially in rapidly evolving and more uncertain business environments (Drury, 2021).
[bookmark: _Toc224159452]5.1 Inherent Flaws in Traditional Budgeting
The backward nature of traditional budgeting is one of the most basic shortcomings associated with this approach. Since incremental budgets make use of past values, it implies that they tend to entrench current inefficiencies instead of questioning them, continuing to follow spending patterns that might not be supported by current strategic priorities (Coyte, Messner and Zhou, 2022). For instance, a department that had been overspent last year may just be allocated more base the next year, whether the spending actually provided value or not. In the case of Silver Stitch Ltd, incremental budgeting would create a risk in that, by introducing the over-purchasing trend into the future budgets, the company would inflate the stocks and deteriorate the working capital position each year. Also, the Business Return on Capital Employed (ROCE), which is the operating profit divided by the capital employed, would decrease with time in case the capital remains tied up in excess inventory instead of being put to productive use in the twelve-store network. It is also a great drawback of the logic of the allocation of resources because past spending becomes the main determinant of the budgets in the future instead of organisational need or strategic relevance (Atrill and McLaney, 2021).
Another well-documented drawback is that it is too cumbersome and costly in terms of time and money to prepare the budget in the traditional way. Once the budgeting cycle is annual, it is usually a long, resource-consuming and highly politicised process that often takes up much management focus on value-creating processes (Libby and Lindsay, 2010). According to field research carried out by Henttu-Aho and Järvinen (2013), organisations have often realised that conventional budgeting processes are not flexible and are ill-equipped to operate in an environment where market conditions evolve quite quickly. In rapid-paced retailing, such as in the case of the budget drawn in October and the next calendar year, the whole process could be outdated by the end of February, making the whole process a question of doubt (Bunget, 2021).
[bookmark: _Toc224159453]5.2 Gaming and Dysfunctional Behaviour
In addition to technical restrictions, the conventional budgets present strong impetuses to dysfunctional behaviour. Managers under a fixed budget target are often involved in gaming, i.e., creating slack by inflating cost estimates, shifting needed spending to later periods, or accelerating the recognition of revenue to meet short-term targets (Berland, Curtis and Sponem, 2018). Such behaviour of gaming is especially harmful within the context of multi-store retailing like Silver Stitch Ltd, where individual store managers can use such behaviour to manipulate local figures to achieve targets, giving a falsified view of the financial health of the entire organisation (Batt, 2025). One cannot call these behaviours an exception, but rather predictable reactions to the performance pressure that fixed budget targets instil. The ultimate result of this kind of gaming is to misrepresent the financial data that the top management has access to, which compromises the control purpose that budgets are meant to accomplish (Batt, 2025).
[bookmark: _Toc224159454]5.3 Alternative Approaches
To address these criticisms, a number of other alternative budgeting models have emerged. Zero-based budgeting compels the managers to make justification of each line of expenditure at the start of every budget period, as compared to rolling forward of previous year budgets. According to Coyte, Messner and Zhou (2022), the recent resurgence of zero-based budgeting among large companies was motivated by the necessity to get rid of the cost-based inefficiencies that incremental budgeting had enabled to build over the years, unchallenged. Although zero-based budgeting is a superior method to overcome the issue of embedded inefficiency, it is significantly more time-consuming and resource-intensive than incremental methods, which restricts its applicability in smaller organisations (Horngren, Datar and Rajan, 2021).
Another more realistic option is rolling budgets, which entails the frequent refurbishment of estimates quarterly or monthly instead of depending on an annual plan. The strategy keeps planning timely across the year and enables organisations to be more adaptive in changing circumstances (Bhimani et al., 2024). The Beyond Budgeting model, which is most developed by Hope and Fraser, goes even further as it promotes the total rejection of fixed annual budgets in favour of decentralised, adaptive performance management. The study conducted by Bukh, Ringgaard and Sandalgaard (2025) on organisations that had embraced principles of Beyond Budgeting discovered that even though much flexibility and responsiveness was attained, most organisations would soon revert to some aspects of traditional budgeting to ensure financial discipline and accountability to stakeholders.
[bookmark: _Toc224159455]5.4 Critical Assessment
It should be noted that despite the long-established limitations, traditional budgeting still has a true practical use in stable and predictable conditions where historical information forms a valid foundation for future planning (Berg, Johanson and Madsen, 2024). In the case of the Silver Stitch Ltd company that has a bank loan with a recent cleared overdraft, the gearing of the business implies that financial discipline cannot be compromised. A business that is highly geared and has fixed debt liabilities is less adaptable to absorb the effects of bad budgetary control, so there is a need for some form of structured budgeting despite supplementing the traditional incremental model with more flexible methods. The modern organisations need not necessarily give up the traditional budgeting; however, the challenge lies in supplementing it or adapting it intelligently. Seal, Garrison and Noreen (2018) confirm that the most efficient organisations are those that consider budgeting as an evolving and dynamic process, as opposed to an annual ritual, and embrace the rigidity of the traditional methods and the flexibility of more adaptable ones to fit their operational environment.
 
[bookmark: _Toc224159456]6.0 Conclusion
This report has discussed the financial position of Silver Stitch Ltd by preparing a stock budget, cash budget and budgeted profit and loss account for the six-month period ending on 30 November. It is shown in the analysis that although the business is able to work towards eradicating its overdraft in the month of June, a number of serious issues are present, such as the existence of a number of tight cash surpluses in a month, excess inventory and the cumulative effect of simultaneous refurbishment spending and high stock payments. To deal with these problems, it is necessary to act proactively and intervene with management in order to avoid being passive and depending on the current budget. The suggested measures, such as renegotiating terms of business with suppliers and a more gradual phase of capital spending, would have a significant positive influence on the financial stability of the business in its network of twelve stores.
In a wider sense, it is clear in this report that the effectiveness of any budgeting system is not only based on the level of accuracy of the figures generated but also on the organisational environment and the dynamics of behaviour in relation to the usage of such figures. The conventional budgeting methods, though comfortable and available, have established shortcomings in dynamic business processes, and organisations like Silver Stitch Ltd would eventually realise the benefits of implementing more flexible and participative budgeting processes. Finally, it is true that budgets are as effective as the management choices, cultural commitment and strategic alignment that encompass their implementation and constant revision.
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