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Part 1 – Budget Preparation and Financial Planning
Budgeting is really important for businesses because it helps managers to plan income and the spending for their future (Atrill and McLaney, 2018). It also helps the business to see if there is things like cash problems and how to take actions early. This part of the report looks at the preparation of a stock budget, the cash budget and also the budgeted profit and loss account for Silver Stitch Ltd for the six months ending 31 December.

Silver Stitch Ltd sells premium casual clothing and has 12 stores. At the start of July we can see that the business has an overdraft of £30,000. The bank has asked the company to remove this overdraft by the end of December. Because of this, the company needs to carefully plan its stock purchases and cash flows so that it can stay financially stable.

The gross profit margin is 40%. This basically means the cost of sales is 60% of sales. This can be used to calculate the cost of stock needed each month.

Cost of Sales Budget (£000)
	Month
	Sales
	Cost of Sales (60%)

	June
	180
	108

	July 
	210
	126

	August
	230
	138

	September
	260
	156

	October
	240
	144

	November
	250
	150

	December
	280
	168



Stock Purchases Budget (£000)
The business wants to keep a minimum stock level of £50,000. Opening stock on 1 July is noted to be at £100, 000.
	Month
	Opening Stock
	Cost of Sales
	Closing Stock
	Purchases

	July
	100
	126
	50
	76

	August
	50
	138
	50
	138

	September
	50
	156
	50
	156

	October
	50
	144
	50
	144

	November
	50
	150
	50
	50

	December
	50
	168
	50
	168



Purchases in July are lower because the business reduced the stock from £100,000 to £50,000.

Cash Budget (£000)
Sales are received in the same month. The suppliers are paid one month later so in June purchases (£150,000) are paid in July.
	Month
	Opening Balance
	Cash In
	Cash Out
	Closing Balance 

	July 
	30
	210
	196
	16

	August 
	16
	230
	121
	93

	September
	93
	260
	190
	163

	October
	163
	240
	184
	219

	November
	219
	250
	173
	296

	December
	296
	280
	198
	378



Basically the opening balance in July is the overdraft of £30,000. Each month’s closing balance becomes the next month’s opening balance.
The cash position is negative in July because the business pays for June stock. But we can see from August onwards the cash improves lot more because of good sales and delayed supplier payments.

Budgeted Profit and Loss Account (£000)
For 6 months ending 31 December
Sales Revenue = 1,470
Cost of Sales = 882
Gross Profit = 588
Admin Expenses = 159
Selling Expenses = 45
Taxation = 18
Interest = 6
Net Profit = 360
Overall, the budgets show that the company is expected to make a good profit and improve the cash position. The overdraft is taken from this period, and the business ends with a strong positive balance.



Analysis of Problems and Management Actions
From the budgets that were prepared, there are some problems that Silver Stitch Ltd might face in the next six months. These problems are mostly about cash flow and how we relying too much on certain assumptions. It is important that management understands these issues and tries to handle it really early.
One of the main problems is the cash flow situation at the start. In July the business is still in an overdraft of £16,000. This happens because the company has to pay £150,000 for stock bought in June. Even though the business is making sales, the timing of payments causes a problem. Money is coming in but large payments are going out at the same time. Atrill and McLaney (2021) and Choudhary and Singh (2025) explain that this type of timing issue can cause cash problems even if the business is making a profit. To improve this, the company could try to agree longer payment terms with suppliers or delay some costs if this can be possible. Another issue is that the company depends a lot on supplier credit. The business is only able to manage its cash because it can pay suppliers one month later. This could be really big problem if suppliers change their terms or even ask for faster payments. Drury (2021) suggests that relying too much on credit can increase financial risk. To reduce this risk, the company could look at other ways to finance its activities. Like short-term loans, or even try build better agreements with suppliers. The level of expenses is also something we need to think about actually. The budgets show regular spending on administration and selling costs, and other things and things like refurbishment. 
Its these kind of costs that reduce the profit and also affect cash flow, even though it is necessary still. Horner (2020) says that controlling costs is important for a business to stay successful. It is down to management to review these expenses and see if any costs can be reduced without affecting the business too much. Another problem is the fixed stock level of £50,000. While this helps make sure there is always enough stock, it also means money is held up in inventory. This can limit the cash available for other uses. Atrill and McLaney (2018) explain that holding too much stock can be inefficient and costly. The company could improve this by managing stock more carefully, for example by ordering smaller amounts more often.
Finally, the budgets are based on expected sales, but these may not be accurate. The sales figures show steady growth, but in reality sales can definitely change due to different factors. A study by Bhimani (2006) explain that budgets are based on estimates, so they may not always match actual results and although this study is very old, it shows helpful findings we can think about. If sales are lower than expected, the company could face problems with both profit and cash flow (Bhimani, 2006). To deal with this, the business should review its performance regularly and make changes to the budget if needed.
In summary, even though the budgets show that the business is expected to improve, there are still some risks. By managing cash more carefully, controlling costs, and reviewing plans regularly, Silver Stitch Ltd can reduce these problems and improve its financial situation.



Critical Discussion of Budgeting and Budgetary Control
For a system of budgeting and budgetary control to be successful in an organisation, there are certain conditions that need to be in place. Without these, budgets may not work properly and can even cause problems instead of helping the business (Drury, 2021).
One important condition is that there has to be be clear communication across the organisation. All departments need to understand the budget and what is expected from them because if employees do not understand the targets or how the budget works, they might not follow properly. According to Drury (2021), effective communication is really necessary to make sure that budgets are understood and accepted by different parts of the organisation. If communication is poor, it can lead to confusion and mistakes.
Another condition is that budgets must be very realistic and also achievable. If targets are set too high, employees may feel stressed or demotivated. On the other hand, if targets are too easy, it can lead to poor performance because there is no challenge for anyone to achieve. Atrill and McLaney (2021) explain that budgets should be based on accurate data and reasonable assumption. This helps to make sure that the budget is useful for planning and control.Participation in the budgeting process is also very important. When employees are involved in setting budgets, they are more likely to feel responsible for achieving the targets. This is known as participative budgeting. Seal et al. (2018) show that participation can improve motivation and lead to better decision making. However, there is also a risk that employees may set lower targets to make their performance look better. This is known as budgetary slack.
Also an additiaonal condition to think about is regular monitoring and review of budgets. A budget should not just be prepared and then ignored. Management needs to compare actual performance with the budget and take action if there are differences. Horner (2020) explains that budgetary control involves checking performance and making adjustments where necessary. Without this, the budget will not be effective in controlling the business. On top of these conditions, management also needs to think about how budgeting affects the behaviour of employees. One important behavioural issue is motivation. If budgets are used in a very strict or controlling way the employees may feel pressured and lose motivation. On the other hand, if budgets are used positively, they can encourage employees to perform better.
Another behavioural issue is stress. Tight budgets and high targets can create pressure for employees, especially if they feel they cannot achieve them. This can lead to dissatisfaction and lower performance. Drury (2021) highlights that unrealistic expectations can negatively affect employee behaviour. A third issue is budgetary slack. As mentioned earlier, employees may try to make budgets easier to achieve by underestimating revenue or overestimating costs. This can reduce the usefulness of the budget as a planning tool. According to Datar and Rajan (2017), this behaviour can reduce efficiency and lead to poor decision making.
Finally, there is the issue of communication and trust. If employees do not trust management, they may not take the budgeting process seriously. Bhimani (2006) explains that organisational culture plays an important role in how budgets are accepted. A lack of trust can lead to resistance and poor cooperation.
In conclusion, for budgeting and budgetary control to be successful, organisations need clear communication, realistic targets, employee involvement, and regular monitoring. At the same time, management must consider how budgeting affects employee behaviour, including motivation, stress, and honesty in reporting. If these factors are not managed properly, the budgeting system may not be effective.

Critical Evaluation of Traditional Budgeting in a Fast-Changing Business Environment
Traditional budgeting has been the standard method organisations use to plan and control their finances for a long time. These budgets are normally made for a whole year and are based on last year’s numbers, with small changes added for expected differences (Drury, 2021). This way is simple and managers are used to it but it has big problems when the business environment changes quickly, like it does for Silver Stitch Ltd.
One major limitation of traditional budgeting is its inflexibility. Because budgets are typically prepared for an entire year, they assume a stable environment and fixed cost structures (Seal et al., 2018). In reality markets for retail clothing can be what Seal et al. (2018) refer to as “volatile” due to stuff like changing customer preferences, seasonality and also economic factors. For Silver Stitch Ltd, relying on an annual budget may fail to capture sudden fluctuations in sales or costs, such as a spike in demand during the holiday season or unexpected increases in supplier prices. This inflexibility can lead to over or under spending, and this can make the budget less useful as a tool for real-time decision-making (Gibbs et al., 2025). 
Another challenge is the time-consuming nature of traditional budgeting. Preparing detailed budgets involves significant effort from finance teams and management to review figures and obtain approvals (Horner, 2020). For a business with multiple stores like Silver Stitch Ltd, this process could be complex and slow. By the time the budget is complted, the figures may already be outdated or irrelevant to current business conditions. This delay can reduce the responsiveness of managers, and limit their ability to act quickly in a fast-moving market (Gibbs et al., 2025). 
Traditional budgets also tend to encourage a short-term focus. Managers are often evaluated based on whether they meet budget targets rather than on the long-term performance of the business (Atrill and McLaney, 2021). This can delay innovation, risk-taking, and cause less investment in strategic opportunities. For example, Silver Stitch Ltd might feel nervous to refurbish stores or invest in marketing campaigns that could improve future sales if these activities look like it might push them over their short-term budget. Bhimani (2006) highlights that traditional budgets can act as barriers to strategic change as managers might want to prioritise meeting the financial targets instead of actually responding to any of the emerging market trends. 
Another problem is the potential for budgetary slack. Incremental budgeting can create situations where managers deliberately overestimate costs or underestimate revenues to make it easier to meet budget targets (Datar and Rajan, 2017). While this might protect individual performance evaluations, it results in inefficient allocation of resources and can prevent the organisation from achieving its overall financial goals. In the context of Silver Stitch Ltd, slack in budgeting could worsen the existing overdraft problem, as managers may delay actions to reduce expenses or increase sales.
Traditional budgets can also create behavioural issues among employees. Tight, fixed budgets can be seen as restrictive or unfair. This then leads to things like stress, demotivation, or even conflict within the teams (Walsh, 2008). If store managers are judged purely on whether or not they meet tight monthly targets, they might avoid making beneficial decisions that could temporarily exceed budgeted costs. Again, focusing too much on control may not give enough importance to employee engagement, and this can limit the organisation’s capacity to innovate and respond to customer needs.
Moreover, traditional budgeting methods can fail to account for external uncertainties. In retail environments factors such as supply chain disruptions or changes in fashion trends can have huge impact on both sales and costs. Traditional budgets, based on assumptions, may not provide managers with the flexibility to respond effectively to these uncertainties (Dyson, 2020; Choudhary and Singh, 2025). For example, if a key supplier increases prices unexpectedly, the budget may not accommodate this without any changes, potentially causing cash flow problems or missed opportunities (Gibbs et al., 2025).
Despite these limitations, traditional budgeting does have a lot of strengths. It provides a clear framework for financial planning, so management can forecast cash needs, monitor performance, and identify potential shortfalls where necessary (Kolitz, 2017). It can also promote discipline in cost control and resource allocation, especially in organisations with less experienced managers. For Silver Stitch Ltd, traditional budgeting could still serve as a very good baseline but it should be considered with more flexible approaches to remain effective in a dynamic market (Sunaryo, et al., 2025). 
Several alternatives to traditional budgeting have been proposed to address these shortcomings. Rolling budgets for example, are constantly updated as actual results become available, and this can provide more timely information for good decision making (Atrill and McLaney, 2018). Similarly, budgeting that is based on activity links expenses to specific activities and outputs, giving managers better insight into the drivers of costs and enabling more strategic resource allocation (Drury, 2021). Beyond budgeting says businesses should not use strict yearly budgets. They should be more flexible and let people make decisions in different areas, and check success by results instead of fixed numbers (Marr, 2013).
In practice, a hybrid approach might be the best. Silver Stitch Ltd could retain the structure of a traditional budget to ensure oversight and control while integrating flexible cash forecasts, rolling budgets, and real-time sales monitoring to adapt to changing circumstances. This would allow the business to meet bank requirements, manage the overdraft effectively, and respond to seasonal demand fluctuations without being constrained by outdated assumptions.
In conclusion, while traditional budgeting provides structure and discipline, it has many flaws that make it less suitable for businesses operating in fast-changing environments. We can consider things like inflexibility, time-consuming preparation, short-term focus, potential for budgetary slack, and negative behavioural impacts (Sunaryo, et al., 2025). All these things can limit its usefulness. Managers should try to combine traditional budgets with more adaptive and responsive methods to improve decision-making and support strategic change. For Silver Stitch Ltd, this combination can allow the company to manage its cash flow, control costs, and respond proactively to market dynamics, ensuring both financial stability and long-term growth.


Conclusion
This report has provided a detailed analysis of budgeting, financial planning, and the management of Silver Stitch Ltd over a six-month period. The preparation of the stock budget, cash budget, and budgeted profit and loss account has shown the key financial aspects that the business must monitor to remain stable and profitable. Through these exercises, it has become clear that while Silver Stitch Ltd is expected to achieve a positive net profit and improve its cash position, there are lots of areas that require careful management attention (Drury, 2021)
The cash budget shows that the company starts the period with an overdraft, which slowly reduces and turns more positive by August. This showcase that while sales are strong, the timing of payments, particularly for stock purchased in previous months, can create temporary cash flow problems (Marr, 2013). The analysis also highlights relying on supplier credit as a key factor in maintaining liquidity. Management actions, like the negotiating payment terms, controlling expenses, and monitoring stock levels more efficiently, are essential to avoid any potential short-term liquidity issues (Atrill and McLaney, 2021).
The budgeted profit and loss account provide further insight into the financial health of the business. Although the business is projected to make a net profit of £360,000 over the six months, there are so many factors that can reduce the gross profit like the several costs associated. This is including administration, selling expenses, refurbishment, and interest payments. This emphasise the need for careful cost control and continuous monitoring of spending. By doing so, Silver Stitch Ltd can ensure that profits are maximised without compromising operational efficiency (Bhimani, 2006).
In addition to the numerical analysis the report has also shown the organisational and behavioural factors that impact budgeting and budgetary control. For budgets to be effective, clear communication, realistic targets, participative involvement of employees, and regular monitoring are essential. The report has shown that employee behaviour, including motivation, stress, honesty, and trust, plays a significant role in the success of budgeting systems. Management must address these behavioural factors to ensure that the budgeting process is not only a tool for control but also a mechanism that supports positive performance and engagement.
The critical evaluation of traditional budgeting methods has also shown their limitations in a fast-changing business environment. While traditional annual, incremental, and top-down budgets provide structure, it lacks flexibility. It also encourages short-term thinking and this can lead to inefficiencies such as budgetary slack. They also may fail to account for external uncertainties, such as shifts in customer preferences, supply chain disruptions, or economic changes. For a business like Silver Stitch Ltd, which operates in a competitive and seasonal retail market, relying solely on traditional budgeting methods could limit responsiveness and strategic decision-making.
However, traditional budgeting also has strengths. It provides a clear framework for planning, controlling, and monitoring performance, which is particularly valuable for less experienced managers or organisations with multiple operational sites. The report has suggested that combining traditional budgeting with more flexible approaches, such as rolling budgets, activity-based budgeting, and beyond-budgeting principles, can offer the best of both worlds. This hybrid approach would allow Silver Stitch Ltd to maintain control and oversight while remaining adaptable to changing market conditions and internal business needs.
Overall, the findings of this report indicate that budgeting is not just a financial exercise but a very good management tool that links financial planning, operational control, and our human behaviour. Effective budgeting requires a balance between maintaining discipline and allowing flexibility (Horner, 2020). For Silver Stitch Ltd, this means using the structured framework of traditional budgets to manage cash, costs, and profits while also adopting flexible strategies to respond to unforeseen changes in sales, supplier costs, or other market factors. By doing this the company can improve its financial stability, meet the bank’s requirements to eliminate overdraft, and hold itself well for sustainable growth in the long term (Datar and Rajan, 2017).
Finally, the budgeting process, when carried out carefully and with attention to both numerical and behavioural factors, can provide Silver Stitch Ltd with a strong foundation for decision-making and strategic planning. Management must continue to monitor financial performance, control costs, involve employees in the process, and remain responsive to changes in the business environment. This approach makes sure that the company not only achieves its short-term financial goals but also strengthens its ability to adapt and thrive in a competitive retail market. By combining the insights gained from stock, cash, and profit analysis with flexible budgeting strategies and attention to organisational behaviour, Silver Stitch Ltd can most definitely create a robust financial and operational framework that supports both immediate recovery from the overdraft and long-term business success.
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