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[bookmark: _Toc115682910][bookmark: _Toc224850774]Executive Summary 
This report is intended to discuss the financial planning position and budgeting of Silver Stitch Ltd up to six months up to 31 December. The report analyzes the financial performance of the company by preparing and analyzing the major financial budgets of the company, such as the stock budget, cash budget, and budgeted profit and loss account. This financial tool's information shows the estimated revenues, expenses, inventory, and cash position of the organisation at the budgeting time.
The report also evaluates the possible financial issues reported according to the budgets to illustrate the short-term cash flow pressure, rising inventory levels, and growing operating costs. On the basis of this discussion, a number of management steps can be mentioned to contribute to a more stable financial situation and efficiency in operations. Besides this, the report addresses the organisational environments that are necessary for effective budgeting and behavioural aspects that could affect the effectiveness of budgetary control systems.
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[bookmark: _Toc224850775]Introduction 
Budgeting has a crucial role in financial management because it assists organisations in planning their financial operations, resource allocation, performance tracking, and resource utilization within a set time span. Even in the current business contexts, firms need to ensure proper planning of their income, expenses, and operational activities so that they can stay afloat financially and attain their strategic goals. Budgeting thus becomes a significant instrument that helps managers in projecting how they will perform in the future in terms of costs and make sure organisational resources are deployed efficiently. By conducting and reviewing various types of budgets, a business can foresee the probable financial limits and make balanced decisions that will help in long term development and sustainability.
Effective financial planning is a key factor in the retail business, especially since the industry is dynamic. Consumer demand and competition changes, cost of operations, and inventory management may contribute greatly to the financial performance of a business. To ensure that organisations remain competitive and financially stable, retail organisations are therefore required to have cautious management of the stock levels, cash flow, and operational costs. Financial budgets, including stock budgets, cash budgets, and profit and loss forecasts, are invaluable information that assists managers to learn how business operations influence financial performance.
In this scenario, the budgeting and budgetary control systems enable organisations to align operations between various departments and determine financial performance in terms of the budgetary plans. Using financial projections, managers are able to determine possible risks facing an organisation, such as liquidity shortage, surplus stock, or the increasing cost of operations. Knowledge of these financial indicators is also essential to make sure that organisations can react positively to business environment changes.
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[bookmark: _Toc224850777](a)1. Stock Budget and Cash Budget
The stock budget for the six months to 30 November is:
	Months
	Sales 
	Opening Stock
	COGS
	Purchases 
	Closing Stock

	July 
	 £ 2,10,000.00 
	 £  1,00,000.00 
	 £ 1,26,000.00 
	 £ 1,80,000.00 
	 £ 1,54,000.00 

	August
	 £ 2,30,000.00 
	 £    1,54,000.00 
	 £ 1,38,000.00 
	 £ 1,70,000.00 
	 £ 1,86,000.00 

	September
	 £ 2,60,000.00 
	 £    1,86,000.00 
	 £ 1,56,000.00 
	 £ 2,00,000.00 
	 £ 2,30,000.00 

	October
	 £ 2,40,000.00 
	 £    2,30,000.00 
	 £ 1,44,000.00 
	 £ 2,10,000.00 
	 £ 2,96,000.00 

	November
	 £ 2,50,000.00 
	 £    2,96,000.00 
	 £ 1,50,000.00 
	 £ 1,90,000.00 
	 £ 3,36,000.00 

	December
	 £ 2,80,000.00 
	 £    3,36,000.00 
	 £ 1,68,000.00 
	 £ 2,20,000.00 
	 £ 3,88,000.00 



The stock budget shows that there is an increase in inventory amounts over the six months, where there is an increment in the amount of inventory from £100,000 in July up to £388,000 in December. Despite the fact that the organisation keeps its stock levels above the minimum required of £50,000, the huge quantities of inventory might induce higher holding costs and even liquidity limitations. Good inventory management will hence be required to prevent the high working capital being held in stock (Kohzad, 2024).
The cash budget for the period to 30 November is:
	Month
	July
	August
	September
	October
	November
	December

	Opening Balance
	-£              30,000.00 
	-£                    20,837.50 
	-£                   20,850.00 
	 £                           875.00 
	-£                          1,225.00 
	-£          5,412.50 

	Net Cash Inflow (Sales)
	 £           2,10,000.00 
	 £                 2,30,000.00 
	 £                 2,60,000.00 
	 £                   2,40,000.00 
	 £                      2,50,000.00 
	 £     2,80,000.00 

	Credit Card Expenses
	-£                1,837.50 
	-£                      2,012.50 
	-£                     2,275.00 
	-£                       2,100.00 
	-£                          2,187.50 
	-£          2,450.00 

	Purchases Payment
	-£           1,50,000.00 
	-£                 1,80,000.00 
	-£                1,70,000.00 
	-£                  2,00,000.00 
	-£                     2,10,000.00 
	-£     1,90,000.00 

	Administrative Expenses
	-£              24,000.00 
	-£                    25,000.00 
	-£                   26,000.00 
	-£                     27,000.00 
	-£                        28,000.00 
	-£        29,000.00 

	Selling Expenses
	-£                5,000.00 
	-£                      6,000.00 
	-£                     7,000.00 
	-£                       8,000.00 
	-£                          9,000.00 
	-£          7,000.00 

	Tax Expenses
	 £                           -   
	 £                                 -   
	-£                   18,000.00 
	 £                                  -   
	 £                                     -   
	 £                     -   

	Loan Repayment
	-£                5,000.00 
	-£                      5,000.00 
	-£                     5,000.00 
	-£                       5,000.00 
	-£                          5,000.00 
	-£          5,000.00 

	Store Refurbishment
	-£              15,000.00 
	-£                    12,000.00 
	-£                   10,000.00 
	 £                                  -   
	 £                                     -   
	 £                     -   

	Closing Balance
	-£              20,837.50 
	-£                    20,850.00 
	 £                         875.00 
	-£                       1,225.00 
	-£                          5,412.50 
	 £        41,137.50 



As per the information given:
	Sales
	

	Sales by Credit Card
	35%

	Credit card charges
	2.50%

	Deduction from sales 
	0.875%

	Net Cash Received
	99.125%



The cash budget shows that Silver Stitch Ltd has liquidity pressure in the first few months, with the overdraft leveling at a high of £20,850 in August. The high sales revenues during the later months, though, are able to improve the cash position of the company heavily. The result of the business by December is that it has realized a positive cash balance amounting to £41, 137 and this too allows the company to clear off the initial overdraft amounting to £30, 000 as demanded by the bank (ACCA Global, 2026).




[bookmark: _Toc224850778](a)2. Profit and Loss Account
The(accruals-based) budgeted Profit & Loss Account for the six months ending 30 November is:
	Particulars
	Amount

	Revenue
	 

	Sales Revenue
	 £ 14,70,000.00 

	Less: Credit Card Charges
	-£      12,862.50 

	Net Revenue
	 £ 14,57,137.50 

	Cost of Sales
	 

	Cost of Goods Sold 
	-£   8,82,000.00 

	Gross Profit
	 £   5,75,137.50 

	 
	 

	Operating Expenses
	 

	Administration Expenses
	-£   1,59,000.00 

	Selling Expenses
	-£      45,000.00 

	Total Operating Expenses
	-£   2,04,000.00 

	Operating Profit(EBIT)
	 £       3,71,137.50 

	 
	 

	Finance Cost
	-£        6,000.00 

	Profit Before Tax
	 £   3,65,137.50 

	Tax Expenses 
	-£      18,000.00 

	Profit After Tax
	 £       3,47,137.50 


Based on the budgeted profit and loss account, it is anticipated that Silver Stitch Ltd will be able to achieve a total sales revenue of £1.47 million at the end of the six months in December. The gross profit of £575, 137 is obtained with a gross profit margin of 40%. When the administration costs are considered in deductions, selling costs, credit card charges, and interest payments are considered, the business is projected to make a net profit of about £365,137. This implies that even though short-run cash strains might be felt in the cash budget, the organisation will still achieve profitability in the budgeting period (Vipond, 2019) (Hao et al., 2022).

[bookmark: _Toc224850779](b) Analysis of Financial Problems and Recommendation
The stock budget, cash budget, and budgeted profit and loss account have given valuable information about the projected position of Silver Stitch Ltd at the end of six months, i.e., at the end of 31 December. Although the business is projected to generate good sales and profitability, its budgets show that there are a number of financial issues that can impact the liquidity, operational efficiency, and financial stability of the company. The primary problems that have been found are; short run cash flow crunches, growing level of inventory, exorbitant operating expenses, and reliance on sales performance to clear the existing overdraft. (Horner, 2020).
Among the most important problems found in the budgets, there is the existence of cash flow constraints within the short-term period during the initial months of the budgeting period. Cash budget shows that the company will start the period with a negative balance of £30,000 and will have adverse cash balances in July and August. The liquidity risks here are that the company has to keep cash on hand to fulfill the operational requirements of the company, which include payments to suppliers, administrative and loan repayments, and other operational costs. (Kolitz, 2016) (Maheshwari, 2024).
The management must be guided to adopt better cash flow management practices in order to correct the situation. An option would be to manage the working capital better by ensuring that the receivables, payables, and inventory levels are closely monitored. The company might also experience advantages by negotiating better terms of credit with its suppliers to have extended terms of payment, although customers make payment within the same month they make purchases. This may assist in curbing the immediate cash outflows and improving liquidity. Also, the organisation may develop a cash reserve or may also come into an agreement with a bank to provide flexible credit facilities in case of a temporary cash crunch (Walsh, 2008).
The other issue raised by the budgets is that there is a significant growth in the inventory level within six months. As it is indicated in the stock budget, starting with £100,000 inventory at the start of July, the inventory would increase to around £388,000 by the end of December. Inventory levels at high levels result in large levels of working capital and higher costs of storage and handling (Seal, Garrison, and Noreen, 2018).
As an illustration, the company might adopt superior demand forecasting mechanisms to get a better match between the stock purchases and planned sales trends. Just-in-time inventory management, or data-based planning of inventories, might be used as a method to minimize the amounts of unused products and maintain decent stocks of products (McLaney and Atrill, 2023) (Tsay, 2005).
The budgets also depict fairly large operating expenses, especially the administration costs and selling costs. The management should thus consider adopting cost control measures in a bid to enhance the efficiency of operations. To illustrate, automated inventory, digital marketing platforms, and data analytics tools could be used to decrease administration workloads and lead to an efficient decision-making process (Atrill, 2019).
The other problem brought out by the budgets is that the company depends on good sales performance to be in a position to clear the overdraft, and be in a position of positive cash. According to the cash budget, the company can shift between a negative balance of cash at the beginning of the month to a positive balance of nearly £41,000 in December, and this is mainly because of high projected sales in the late months of the year. Although this is a pointer that the business would be regaining its liquidity position. In mitigating this risk, the management should aim at improving the sales performance by enhancing the strategic marketing and customer engagement programs (Zutter and Smart, 2019).
Lastly, the expectation of the company attaining healthy profit during the six months is there, but due to the existence of loan repayments and other financial commitments, financial planning will be essential. The company must pay monthly payments of £5,000 in loan repayment and an interest payment, which is a constant amount of capital payment irrespective of the sales output. (Tilakasiri and Lakshan, 2021).
To conclude, the financial budgets made on behalf of Silver Stitch Ltd indicate that the enterprise will likely stay profitable over the next six months, but a number of financial issues need to be considered to maintain profitability in the long run. Such problems are grounded in the short-term liquidity stresses, the rising stocks, the rising cost of operations, and the overdraft eradication based on the strong sales performance (Bhimani, 2006).
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Budgeting is a very important financial management tool that assists organisations in planning, coordinating, and controlling their financial operations. It also helps the managers to use the available resources in the best possible manner, which helps them predict the future financial performance and helps them compare the actual performance with the planned performance. Nevertheless, the performance of a budgeting system bears on a number of organisational circumstances and behavioural forces. Budgeting systems can give in to failure unless implemented properly and in a manner that engages employees towards attainment of the targeted goals (Drury, 2021) (Camilli, Mechelli, and Coronella,2026).
Top management should be in support of the budgeting system as the employees will be more inclined to the process and will tie the activities to organisational goals. On the other hand, employees will have less incentive to engage in effective budgeting when the top managers adopt budgeting as an administrative task instead of a strategic one. Management support provides as well the availability of adequate resources, including financial data systems and competent staff to prepare and track budgets with precision (Horngren, Datar and Rajan, 2015).
Clear interdepartmental communication and coordination are another vital requirement. Budgeting involves the cooperation of various organisational departments, which are finance, marketing, operations, and human resources. Through communication, budgets have to be realistic and aligned with organisational objectives. To cite an example, the marketing department should be able to prepare sales forecasts that should be coordinated with the production planning and inventory management to prevent short orders or surplus stock. (Tamplin, 2019).
Participative budgeting entails letting managers and the employees within the various levels of the organisation participate in budget-making. This solution can enhance the accuracy of financial forecasts since operational managers, in most cases, have an insight into day-to-day business operations (Federal Bank, 2023).
Good information systems and financial monitoring mechanisms are the other important prerequisites of effective budgeting. Decisions made using accurate and timely financial information help organisations in comparing actual performance with budgeted targets of actual performance and rectifying variances that ought to be rectified. Financial performance may be monitored in real-time in modern organisations with the help of the enterprise resource planning (ERP) system in the form of a digital accounting platform. Frequent reviews of performance enable the managers to find out when the targets are being deviated from and take corrective action on time (ResearchGate, n.d.).
A budgetary slack is one of the most frequent behavioural issues. Budgetary slack is the situation where managers deliberately under-estimate the revenues or over-estimate the costs so that they can ensure that making their targets more easily (Tao et al., 2022).
Short-term orientation is another behavioural issue that comes with budgeting. Conventional budgetary systems tend to aim at meeting short-term financial objectives within a pre-determined duration of time as one financial year. Consequently, managers can focus on short-term performance as opposed to long-term strategic goals. 
Budgeting can also cause decreased motivation in employees and organisational conflict. This may cause stress, low productivity, and disagreement between employees and their bosses. The employees may develop an aversion to the budgeting system or manipulate financial data to suit themselves whenever they believe that the budgets are made without consideration of the facts about the operations.
Resistance to change is another behavioural difficulty. Budgeting can also ask the employees to change their work practices by observing their expenses more closely and applying stricter financial measures. These requirements might feel limiting or even intimidating to some of them, especially when they limit the flexibility of the managers. Budgeting resistance can thus be created when employees think that the budgeting system is bureaucratic or too restrictive. In order to beat this hurdle, organisations should offer training and make the merits of the budgeting tool in enhancing organisational performance very clear (Manyuchi and Sukdeo, 2021).
To overcome these behavioural issues, organisations ought to use a participative and balanced budgetary approach. The effectiveness of the budgeting systems can also be significantly enhanced through encouraging open communication, engaging the employees in the process of making decisions, and establishing attainable goals of performance. Moreover, the performance evaluation systems must be sensitive to financial and non-financial measures that would not overemphasize short-term budget achievements (Andriani, 2023).
In conclusion, the budgeting process requires several organisational requirements to be effective, including management support, effective communication, employee contributions, and financial control systems. Simultaneously, organisations have to be aware and deal with the behavioural challenges that can occur in terms of the budgeting process, including budgetary slack, short-term orientation, employee resistance, and demotivation to change. By overcoming these hurdles and encouraging the culture of collaborative budgeting, organisations can make budgetary control more effective and increase the overall performance of the organisation.
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The concept of traditional budgeting has been used in organisations to a great extent as a significant instrument of financial planning, coordination, and control. It entails the development of comprehensive financial plans covering a certain period of time, which is normally a year, and indeed comparing the actual performance of the organisation against the planned or budgeted performance. In so doing, managers can track the performance with respect to meeting the financial objectives of the organisation. Budgets assist in the process of effective allocation of resources, estimate revenue and costs in the future, and management decision-making (Bai, 2023).
Budgeting in most organisations is also a means of communication that aligns the purpose of the various departments and makes each and every employee strive towards achieving one single goal, which is monetary (Schmidt, 2020). The great strength of traditional budgeting is that it offers a systematic set of planning and control of the organisational activities. These have allowed managers to set specific performance goals and also make financial resources available to various departments based on organisational priorities by creating budgets beforehand.
Budgets also enable organisations to track performance by providing them with variance analysis. Comparing the actual figures with the budgeted figures will help the managers to know the deviations and correct any deviations where needed. This process prevents organisations from being financially loose, and resources are utilized responsibly. Besides, budgeting fosters coordination of the departments since every unit has to coordinate its activities to the general financial plan of the organisation (Eichholz, Hoffmann, and Schwering, 2024).
Although all these benefits are evident, conventional budgeting has received a lot of criticism over the years, especially in the rapidly evolving business world. Flexibility is one of the greatest weaknesses of conventional budgeting. The processes are very slow to change in terms of technology, consumer preferences, and competitive conditions; the organisations will not be able to respond well to new opportunities or unanticipated threats using great annual budgets. Consequently, managers might be limited by their strict financial plans that are not relevant to what is happening in the market. The other notable disadvantage of conventional budgeting is that the process may prove to be time-consuming and resource-intensive (Dyson, 2007).
In order to address these shortcomings, most organisations are slowly shifting towards more lenient management of finances. The application of methods like rolling forecasts, flexible budgeting, and the beyond budgeting model enables organisations to revise their financial planning on a more regular basis and react better to changes in the business environment (Marr, 2012) (Oulasvirta, 2023).
Conclusively, traditional budgeting continues to influence the financial planning and control in organisations. Nevertheless, the current dynamic and uncertain business world has many limitations with traditional budgeting as well, including its inflexibility, high preparation costs, and even encouragement of short-term thinking.

[bookmark: _Toc224850782][bookmark: _Toc115682915]Conclusion
In this project, the financial planning and budgeting of the six months ending 31 December of Silver Stitch Ltd have been analysed. The report gave a clear picture of the anticipated performance of the company financially and the financial position of the company through the preparation of the stock budget, cash budget, and budgeted profit and loss account. These financial studies revealed the significance of budgeting as a business forecasting tool and a data resource management/effective managerial decision-making tool.
The budget analysis revealed that, although Silver Stitch Ltd will be profitable in the six months, the start-up will suffer short-term liquidity constraints in the initial months because of a negative cash balance and an actual overdraft. Other concerns that were brought out by the budgets included the increase in inventory levels, operational costs, and how the company depends on good sales levels in order to enhance its cash position. Some of the management actions suggested to deal with such challenges included incorporating better management of cash flows, enhancing inventory control measures, tracking of operations costs, and effective sales and marketing programs to maintain consistent revenues.
The organisational conditions required that shall be in place to have effective budgeting and budgetary control were also discussed in the report. They are good management support, proper interdepartmental communication, involvement of employees in budgeting, and a dependable system to monitor finances. Also, behavioural variables like budgetary slack, change resistance, as well as motivations of employees came out as some critical factors to consider when adopting a budgeting system.
Lastly, the project also critically assessed the conventional budgeting practices and pointed at its inapplicability in a rapidly evolving business environment. Although the traditional budgets are more structured and have financial discipline, they can lack flexibility and encourage short-term thinking. Thus, organisations are advised to think more liberally in their budgeting methods so that they can effectively react to dynamic market environments.
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Stock Budget

		Months		Sales 		Opening Stock		COGS		Purchases 		Closing Stock

		July 		£   210,000.00		£   100,000.00		£   126,000.00		£   180,000.00		£   154,000.00

		August		£   230,000.00		£   154,000.00		£   138,000.00		£   170,000.00		£   186,000.00

		September		£   260,000.00		£   186,000.00		£   156,000.00		£   200,000.00		£   230,000.00

		October		£   240,000.00		£   230,000.00		£   144,000.00		£   210,000.00		£   296,000.00

		November		£   250,000.00		£   296,000.00		£   150,000.00		£   190,000.00		£   336,000.00

		December		£   280,000.00		£   336,000.00		£   168,000.00		£   220,000.00		£   388,000.00



Information given
1. Gross Profit Margin = 40%
2. Cost of sales(COGS) = 60% of sales
3. Opening stock on 1st July = £100,000
4. Minimum Stock Level = £50,000
 




Cash Buget

		Month		Opening Balance		Net Cash Inflow (Sales)		Credit Card Expenses		Purchases Payment		Administrative Expenses		Selling Expenses		Tax Expenses		Loan Repayment		Store Refurbishment		Closing Balance

		July		-£   30,000.00		£   210,000.00		-£   1,837.50		-£   150,000.00		-£   24,000.00		-£   5,000.00		£   - 0		-£   5,000.00		-£   15,000.00		-£   20,837.50

		August		-£   20,837.50		£   230,000.00		-£   2,012.50		-£   180,000.00		-£   25,000.00		-£   6,000.00		£   - 0		-£   5,000.00		-£   12,000.00		-£   20,850.00

		September		-£   20,850.00		£   260,000.00		-£   2,275.00		-£   170,000.00		-£   26,000.00		-£   7,000.00		-£   18,000.00		-£   5,000.00		-£   10,000.00		£   875.00

		October		£   875.00		£   240,000.00		-£   2,100.00		-£   200,000.00		-£   27,000.00		-£   8,000.00		£   - 0		-£   5,000.00		£   - 0		-£   1,225.00

		November		-£   1,225.00		£   250,000.00		-£   2,187.50		-£   210,000.00		-£   28,000.00		-£   9,000.00		£   - 0		-£   5,000.00		£   - 0		-£   5,412.50

		December		-£   5,412.50		£   280,000.00		-£   2,450.00		-£   190,000.00		-£   29,000.00		-£   7,000.00		£   - 0		-£   5,000.00		£   - 0		£   41,137.50



		Sales

		Sales by Credit Card		35%

		Credit card charges		2.50%

		Deducation from sales 		0.875%

		Net Cash Received		99.125%

		Month		July		August		September		October		November		December

		Opening Balance		-£   30,000.00		-£   20,837.50		-£   20,850.00		£   875.00		-£   1,225.00		-£   5,412.50

		Net Cash Inflow (Sales)		£   210,000.00		£   230,000.00		£   260,000.00		£   240,000.00		£   250,000.00		£   280,000.00

		Credit Card Expenses		-£   1,837.50		-£   2,012.50		-£   2,275.00		-£   2,100.00		-£   2,187.50		-£   2,450.00

		Purchases Payment		-£   150,000.00		-£   180,000.00		-£   170,000.00		-£   200,000.00		-£   210,000.00		-£   190,000.00

		Administrative Expenses		-£   24,000.00		-£   25,000.00		-£   26,000.00		-£   27,000.00		-£   28,000.00		-£   29,000.00

		Selling Expenses		-£   5,000.00		-£   6,000.00		-£   7,000.00		-£   8,000.00		-£   9,000.00		-£   7,000.00

		Tax Expenses		£   - 0		£   - 0		-£   18,000.00		£   - 0		£   - 0		£   - 0

		Loan Repayment		-£   5,000.00		-£   5,000.00		-£   5,000.00		-£   5,000.00		-£   5,000.00		-£   5,000.00

		Store Refurbishment		-£   15,000.00		-£   12,000.00		-£   10,000.00		£   - 0		£   - 0		£   - 0

		Closing Balance		-£   20,837.50		-£   20,850.00		£   875.00		-£   1,225.00		-£   5,412.50		£   41,137.50





Profit and Loss

		Budgeted Profit & Loss Account for the six-month period ending 31 December

		Particulars		Amount

		Revenue

		Sales Revenue		£   1,470,000.00

		Less: Credit Card Charges		-£   12,862.50

		Net Revenue		£   1,457,137.50

		Cost of Sales

		Cost of Goods Sold 		-£   882,000.00

		Gross Profit		£   575,137.50



		Operating Expenses

		Administration Expenses		-£   159,000.00

		Selling Expenses		-£   45,000.00

		Total Operating Expenses		-£   204,000.00

		Operating Profit(EBIT)		£   371,137.50



		Finance Cost		-£   6,000.00

		Profit Before Tax		£   365,137.50

		Tax Expenses 		-£   18,000.00

		Profit After Tax		£   347,137.50
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