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Executive Summary


This report is a critical evaluation of budgeting and financial planning of the Silver Stitch Ltd a retail company that runs twelve high end casual clothing stores. To determine the financial position of the firm, the analysis has been done using a stock budget, cash budget and a budgeted Profit and Loss Account of the seven months between July and December. These budgets were made on the basis of Microsoft Excel and presented as text-based tables so as to be clear, accurate and auditable. Results show that despite the profitability of the operations of the Silver Stitch Ltd, which has an operating profit of 323,675, it has a high short-term liquidity strain. This pressure is mainly caused by high initial compulsory spending such as the refurbishment costs of its stores, high inventory levels and fixed loan repayment liabilities. It is emphasised in the analysis that there is a clear profitability to cash flow performance misalignment which puts the business in financial risk, despite the positive earnings. To this, the report suggests proactive cash management and budgeting measures, looks into the conditions under which good budget implementation can be done and looks into behavioural factors that affect managerial decision-making. Additionally, it critically evaluates the shortcomings of the traditional budgeting procedures in an unstable retail sector with the significance of more flexible and adaptive financial planning strategies in promoting long-term sustainability.
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[bookmark: _Toc224546375]Introduction 
Budgeting is a basic component of financial planning and control as it helps organisations to distribute resources effectively, aligns activities and measures performance according to established goals. Conventionally, budgets have served as hard set annual financial forecasts that facilitate cost management and short-term decision making. In contemporary competitive and dynamic business setting especially in the retail industry, conventional budgeting systems have been criticised due to the inflexible nature, poor responsiveness and over dependency on past data. Consequently, a lot of organisations are currently reviewing the viability of traditional budgeting systems and considering more adaptable and strategically coherent approaches. This report is a critical analysis of the budgeting issues of Silver Stitch Ltd, a retail organisation which has a chain of twelve high end clothing stores. 









[bookmark: _Toc224546376]Budget Calculations and Financial Forecasts 
All budgetary calculations were compiled using Microsoft Excel to ensure numerical accuracy and consistency. The resulting outputs are presented in this report as text-based tables, acting as static representations of the original spreadsheet models.
[bookmark: _Toc224546377]Stock Budget 
	Item
	July
	August
	September
	October
	November
	December

	Sales (£000)
	210
	230
	260
	240
	250
	280

	Cost of Sales (£000)
	126 (Sales × 60% = 210 × 0.6)
	138 (230 × 0.6)
	156 (260 × 0.6)
	144 (240 × 0.6)
	150 (250 × 0.6)
	168 (280 × 0.6)

	Opening Stock (£000)
	100 (Given)
	154 (July Closing Stock)
	186 (August Closing Stock)
	230 (September Closing Stock)
	296 (October Closing Stock)
	336 (November Closing Stock)

	Purchases (£000)
	180 (Given)
	170 (Given)
	200 (Given)
	210 (Given)
	190 (Given)
	220 (Given)

	Closing Stock (£000)
	154 (Opening + Purchases − COGS = 100 + 180 − 126)
	186 (154 + 170 − 138)
	230 (186 + 200 − 156)
	296 (230 + 210 − 144)
	336 (296 + 190 − 150)
	388 (336 + 220 − 168)



Stock budget indicates that the sales have been on constant increase between July (210,000) and December (280,000) indicating that the company is increasing the demand of its products during the six months. The relationship between cost of sales and sales is always 60 per cent but the difference between the increase shown by sales is between 126000 and 168000 hence the company has a consistent gross margin of profit. The amount of stock opening every month is the stock that was closed the month before and it proves that the stock is rolled over and thus production and sales are maintained. The purchases will be made to ensure that there will be sufficient inventory (between £170,000 and 220,000) to support the sales forecast as well as the stock policy. Closing stock also records an upward trend beginning with the stock value of £154,000 in July and reaching at the end of the year, at 388,000 which implies that the company is accumulating stock to satisfy the projected demand. Comprehensively, the budget demonstrates effective management of stocks in line with growth targets to ensure that the inventory means help to support the growth in sales and maintain cost.

[bookmark: _Toc224546378]Cash Budget 
	
	Jul
	Aug
	Sep
	Oct
	Nov
	Dec

	Cash receipts
	208.16
	227.99
	257.73
	237.9
	247.8
	277.55

	Admin
	17
	18
	19
	20
	21
	22

	Stock purchase
	150
	180
	170
	200
	210
	190

	Payments of loan
	5
	5
	5
	5
	5
	5

	Selling expenses
	5
	6
	7
	8
	9
	7

	Tax paid
	
	
	18
	
	
	

	Interest payment
	1
	1
	1
	1
	1
	1

	Shop refurbishment
	15
	12
	10
	
	
	

	Cash surplus (deficit)
	15
	6
	28
	4
	2
	53

	Opening balance
	-30
	-15
	-9
	19
	23
	25

	Closing Balance
	-15
	-9
	19
	23
	25
	78



The July-December cash budget shows that the company is in a positive liquidity position even with variations in the receipt and payments. The cash receipts increase consistently with an increase in sales and a high level of revenue generated between July and December. The payments made in cash are high because of administration, selling cost, and purchases, but the company is always able to pay these costs with receipts. During the period, there is maintenance of healthy balances under the closing balances rising by December indicating that the business is in a position to cover its operating needs without using overdraft funding. The budget indicates that it was done with caution on the liquidity of the budget to meet both operation and investment requirements. It has shown that it is financially stable and able to manage its cash well, giving the company confidence to further grow and fulfill its commitments with a positive cash position.
[bookmark: _Toc224546379]Budgeted Profit and Loss Account 
	Line Item
	Amount (£000)
	Explanation

	Total Sales
	1,470
	Sum of monthly sales (210 + 230 + 260 + 240 + 250 + 280)

	Cost of Goods Sold
	882
	Sum of monthly COGS 

	Gross Profit
	588
	Total Sales − COGS 

	Administrative Expenses
	159
	24+25+26+27

	Selling Expenses
	42
	5+6+7+8+9+7

	Credit Card Fees
	12.86
	1470*0.35*2

	Refurbishment Costs
	37
	Given

	Operating Profit
	337.14
	Gross Profit − (Admin + Selling + Credit Fees + Refurbishment) 
588 – (159 + 42 + 12.86) - 37 


	Total Interest
	6
	Given

	Profit Before Tax
	331.14
	Operating Profit − Interest = 337.14 – 6

	Tax
	18
	Given

	Net Profit
	313.14
	Profit Before Tax − Tax = 336.75 – 18



In the budgeted profit and loss account, the business will make total sales of between £1,470,000 within the period. The gross profit of the company is established at £588,000 after removing the expense of goods sold of £882,000 and it means that the main business operations are profitable. The company will also have to pay operating expenses that include the administrative expenses (£159,000), selling expenses (£42,000), credit card fees (£12,860) and refurbishment costs (£37,000). These costs are then taken out and the operating profit is revealed as £337,140 indicating that the company is fairly operating within its operating expenses. The business will start to make a net profit of a total of £313,140 after interest (£6,000) and tax (£18,000) are deducted. The budget shows that it is a highly profitable business and that the business activities can be sustained in terms of finances.
[bookmark: _Toc224546380]Identified Financial Problems and Management Actions 
Figure 2 represents a situation in which the acute liquidity pressure is experienced by Silver Stitch Ltd in the short-term, and the overdraft is growing at a steep rate over the period. The major cause of this deterioration is the large initial refurbishment investment, large amounts of inventory purchases and monthly loan payments which generate large cash outflows. Even though the suppliers will allow a one-month credit on the purchase of stocks, this is not enough to balance the mismatch in the timing of cash inflows and outflows. Moreover, the necessity to have a minimum stock value of £50,000 limits the management to reduce inventory level within a short period of time due to liquidity constraints. The company does not remove the overdraft by December which is a grave financial threat. The long-lasting reliance on overdraft can ruin the relationships with the lenders, which may subsequently result in a tightening of the terms of borrowing, higher interest rates, or limited access to the future financings (Huang et al., 2022). This is a very worrying risk considering the magnitude of the escalation of overdraft in comparison with the initial status of the company. Figure 3 also shows that accounting profitability does not in turn relate to positive cash flow. Although Silver Stitch Ltd records a good operating profit, this is the case that is affected by non-cash activities like depreciation and fails to reflect the effect of unavoidable cash obligations like loan repayment and capital expenditure. This non-alignment underscores the weaknesses of accrual-based profit metrics in assessing the financial viability in the short run and confirms the significance of cash-based analysis in financial planning (Toumeh et al., 2023).
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Figure 2 – Principles of Financial Management
Source: (Team, 2023)
[bookmark: _Toc224546381]Management Actions
To reduce the liquidity risks that have been outlined during the analysis, the management of Silver Stitch Ltd needs to consider a balance between short term cash maintenance and long-term working capital enhancements. Phasing of refurbishment spend is one of the actions that are critical. Delaying or redistributing the refurbishment expenses over a more extended term will allow the business considerably decrease the amount of cash outlays in the short term, thus relieving the liquidity pressure in the short term but still contributing to the strategic long-term goals, including brand positioning and store quality (Fernandes and Ferrão, 2023). Also, working capital should be optimised. The management can renegotiate its terms with suppliers to allow it to get longer credit period and better demand forecast accuracy to prevent high stock build-up. A more efficient inventory control would set free cash that is held up by the unsold inventory, resulting in increased liquidity without compromising the level of customer service or the level of product availability (Boisjoly et al., 2020). 
Moreover, the minimisation of the cost of credit card processing provides a chance to increase cash flow in a small portion. The company can reduce transaction costs and increase net cash receipts of the sales marginally by promoting customers to pay with debit cards or bank transfers by providing them with special incentives or pricing strategies (Gathergood et al., 2021). Lastly, there should be anticipatory interaction with the bank of the company. Remaking banking deals, such as asking the bank to allow a temporary overdraft or reworking loan repayment terms might offer important temporary financial relief and limit the chance of defaulting on banking covenants. This would help sustain operations as management considers bringing in more cash management changes (Choudhry, 2022). 
[bookmark: _Toc224546382]Critical Evaluation and Lender Perspective
As a lender, the cash budget of Silver Stitch Ltd indicates a high-risk situation in the short-term liquidity, although the company has a net profit of £318,750. It is estimated that the overdraft will increase dramatically by almost five times between July and December with the projection of the overdraft increasing in July, and this indicates that profitability does not necessarily mean cash availability. This may be a concern to the external stakeholders including banks about whether the company would be able to clear its overdraft by the end of the year. The scenario reveals the need to have credible and informed decision-making with the help of rolling forecasts and scenario planning. These risks are also enhanced by traditional budgeting since it is inflexible, which is especially an issue with Silver Stitch since it is seasonal in sales and has large one-off expenses such as refurbishment costs of 37, 000 and monthly loan repayments of 5, 000. The fixed budgets do not allow the management to be flexible with cash outflows according to the shifts in the market, which may lead to a greater financial risk instead of enhancing control, which strengthens Drury (2018) argument that traditional budgeting is inapplicable to dynamic retail markets. Also, behavioural pressures can occur where the store managers are measured on un-flexible targets and therefore may be tempted to adopt dysfunctional behaviour like stock-inflating or postponing the needful costs to fit into the budgeted expectations. This supports the necessity of participative budgeting where managers are involved in realistic target-setting in line with strategic goals and objectives. The budgets make a good planning instrument but can only work well when the management critically interprets the figures, is flexible in responding to risks and ensures that the financial controls are in line with the strategies and behavioural considerations (Di Francesco and Alford, 2020). budgeting, aggressive cash management plans that will aid in stabilizing the operations and ensuring that the stakeholders will not lose faith.
[bookmark: _Toc224546383]Conditions for Successful Budgeting and Behavioural Considerations
[bookmark: _Toc224546384]Clear Organisational Objectives and Strategic Alignment
Availability of clear organisational objectives that are in correspondence with the budgeting exercise is one of the most significant requirements of successful budgeting. Budgets must convert the strategic objectives into specific financial management and financial targets, which are used to operate activities (Huang and Lu, 2025). Budgets can promote a lack of consistency in decision-making and resource misallocation when the goals of organisations are not clear or conflicting (2025). The targets of cost reduction can have a contradiction with the targets of quality or growth in case strategic priorities are not identified clearly. Consequently, budgeting demands corporate strategy and financial planning to be aligned so that budgets serve long-term organisational purposes as opposed to financial control being of a short-term nature (Mustafa et al., 2023).
[bookmark: _Toc224546385]Senior Management Support and Commitment
The budgeting process requires the support and active participation of the senior management (Zeng et al., 2023). Employees would be more inclined to take budgets seriously when their top management shows commitment through involvement in budget making, performance review, and utilisation of budgets as an aid to making decisions. Budget management can be considered an administrative effort, but not a valuable management instrument, in the absence of apparent leadership backing (Fedchenko et al., 2022). Nevertheless, overcontrol by the managers may be counterproductive too, because it may decrease their autonomy and motivation. Moreover, the top executives should balance offering guidance and freedom in the budgeting process.
[bookmark: _Toc224546386]Involvement and engagement in Budgeting
In the budgeting process has been considered to be one of the major success factors. Participative budgeting enables managers at various levels to provide information according to their level of operation, and this may enhance the accuracy and reality of budget estimates (Bartocci et al., 2023). Employee involvement also leads to a rise in ownership and commitment towards attaining budget targets (Matei et al., 2024). Participation may cause other issues, like lengthy negotiations and the development of budget slack.
[bookmark: _Toc224546387]Credible Information Systems and Budgetary Control
Proper budgeting and control require accurate and timely information (Roffia and Dabić, 2024). Budgets are based on past data, projections, and operations, and low-quality data may compromise their usefulness. According to Alhasnawi et al. (2024), Effective budgetary process control has to be followed by frequent monitoring and analysis of variances to detect inconsistencies between actual and planned performance. In the absence of timely feedback, the management might not be able to take corrective action. Moreover, some have criticised the traditional budgeting as infrequent reporting makes them less responsive, and the relevance of constant monitoring and adaptable review procedures in contemporary budgeting solutions.
[bookmark: _Toc224546388]Budgeting Systems: Flexibility and Adaptability
Dynamic and uncertain business environments are characterised by the fact that flexibility is a vital prerequisite of successful budgeting (Edo-Osagie, 2025). Conventional set budgets on an annual basis can soon be rendered obsolete with a shifting market environment. On the other hand, rigidity may deter innovation and make organisations unable to respond well to changes in the external environment. Consequently, a trend has been shifting in most organisations towards more flexible budgeting methods like rolling forecasting that enables frequent revision. Budgets are important as they bring discipline, they should be flexible to be relevant and effective.
[bookmark: _Toc224546389]Behavioural Considerations 
[bookmark: _Toc224546390]Behavioural consideration 1: Budgetary Slack
Budgetary slack means understating of revenues or exaggerating costs by managers to have an easier target for the budget (Zhu et al., 2022). However, such behaviour lowers the precision and efficiency of budgets and might result in ineffective allocation of resources. Budget slack is normally a result of information irregularity between the managers and the senior management (Depino-Besada et al., 2025). The organisations would have to foster transparency, trust, and accountability with the right review and challenge systems in place, so as to reduce slack.
[bookmark: _Toc224546391]Behavioural Consideration 2: Motivation and Goal Congruence
Budgets can influence the motivation of employees, especially when they are associated with performance assessment and rewards (SeTin and Natalia, 2024). The goal-setting theory suggests that budgets should be difficult yet attainable to motivate high performance. Unrealistic budgets could cause stress, demotivation, and unethical behaviour, whereas excessively easy targets will not help to improve. The management should also make sure that the budget targets bring the individual goals into correspondence with the organisational goals to have goal congruence.
[bookmark: _Toc224546392]Behavioural Consideration 3: Resistance to Change
Budgeting systems are also capable of creating a resisting force once they are introduced, particularly when they are more restrictive and demanding. Budgets can be viewed as limiting or cause concern among the employees. Resistance may decrease the cooperation and weaken the effectiveness of budgeting systems. To overcome this problem, the management can include the employees in budgeting, train them and explain the purpose and advantages of budgeting to employees.
[bookmark: _Toc224546393]Behavioural Consideration 4: Short-termism and Dysfunctional Behaviour
The focus on meeting budget targets may cause dysfunctional behaviour, including the reduction of necessary costs, the postponement of investments that are necessary or the distortion of financial figures. This is short term orientation, which is detrimental to organisational performance and sustainability in the long term. To mitigate this risk, the management must employ budgets, non-financial performance indicators and qualitative assessments instead of applying financial targets
[bookmark: _Toc224546394]Critical Evaluation of Traditional Budgeting Approaches 
[bookmark: _Toc224546395]Traditional Budgeting Approaches Overview
Financial management in most organisations revolves around conventional budgeting, which usually entails the formulation of an annual budget that defines the set targets of revenues, costs, and profits expected within that specific period (Drobyazko et al., 2025). Among the many methods, the most frequently used is incremental budgeting, in which past financial results of the years are used as a basis for the new budget, with only some expected changes like inflation, growth, or small operations. Moreover, it is appreciated due to its simplicity and predictability, as it gives a framework on how departments plan, coordinate and measure the performance of departments. These budgets help organisations to distribute resources and track performance, as well as make decisions (Pratolo et al., 2020). 

[bookmark: _Toc224546396]Rigidity and Loss of Flexibility
The most commonly mentioned shortcomings of traditional budgeting include its rigidity. Budgets are usually drawn far ahead and are mostly unchangeable during the budgetary period, even though the market conditions may change suddenly, or there may be a change of circumstances in the organisation. In dynamic organisations, the demand, cost of raw materials or competitive pressure may change suddenly in a rapidly changing environment, contrary to when the budget was originally made. This inflexibility may limit the management's ability to respond to new opportunities or new threats with deliberateness in making vital investments or operational changes. The managers can be under pressure to stick to the budgeted number, which is not strategic when it needs deviation, leading to loss of opportunities or making non-optimal decisions. The inflexibility of conventional budgets is in stark contrast with the requirement to have organisational agility, which is becoming increasingly important in sporadic markets as the means of sustaining a competitive advantage (Di Francesco and Alford, 2020).
[bookmark: _Toc224546397]Excessive Use of Past Data
The conventional budgeting processes, especially the incremental budgeting processes, heavily rely on past financial performance (Lam and Beatty, 2020). The assumption lies under the fact that past trends reflect future performances, and hence only minor changes are needed to forecast the revenues and costs of the future. Although such reliance on past information gives a convenient starting point, it tends to be inaccurate in the dynamic business setting (Syed, 2021). History can become obsolete due to rapid changes in technology, changing tastes of the clientele, global issues in the supply chains, and changes in regulations. 
[bookmark: _Toc224546398]Short-term Focus and Strategic Misalignment
The other essential weakness of traditional budgeting is that it has a high level of focus on the short-term financial goals that normally take place within one fiscal year. Such a short-term orientation would help managers to focus more on achieving short-term budget targets than long-term strategic objectives (Cuganesan, 2020). Managers can cut down on discretionary expenditures, put off investments or cut employee development programs to meet short-term cost goals. Although this can enhance short term compliance with the budget, it can also affect long term competitiveness, innovation and sustainability of the organisation.
[bookmark: _Toc224546399]Behavioural Dysfunction and Budget Gaming
Traditional budgets are often associated with performance appraisal and reward systems, which are meant to encourage managers and staff to deliver organisational goals (Bristol-Alagbariya et al., 2022). Nonetheless, the connection may have undesired behavioural effects. To ensure that the performance of an individual or department appears favourable, managers can intentionally add a budgetary slack by underestimating revenues and overestimating expenses to set targets that are realistic.  Moreover, managers can do the same with the timing of expenditures to either accelerate or postpone costs to be incurred to fit the budgeted amounts. The results of such budget gaming are less reliability and accuracy of the budget as a planning and control tool. In addition, it might bring about a culture of compliance rather than collaboration and discourage innovation and the sharing of knowledge. Moreover, such behavioural dysfunction can contribute greatly to diminishing organisational effectiveness in organisations that work in highly dynamic environments, whereby adaptability and problem solving is highly valued.
[bookmark: _Toc224546400]Resources and Time-Consuming Process
Traditional budgets are known to be involved and time-consuming, involving a lot of data gathering, negotiating several times and having departments to do formal approvals (Houston et al., 2021). It may be a long process, and before the budget is finalised, the information that can be contained in the budget may already be obsolete due to changes in market conditions or priorities of the organisation. Such ineffectiveness of this process casts doubt on the cost-effectiveness of conventional budgeting. Organisational budgets might take a lot of time and effort in preparation and developing highly detailed budgets, which may become irrelevant soon after adoption. Comparatively, flexible methods, including rolling forecast and continuous planning systems, offer updated information in time and represent real-time adjustments, hence organisations can react faster with less administrative work overload.
[bookmark: _Toc224546401]Lack of Support for Strategic Change
Lastly, the conventional budgeting methods may serve as obstacles to a strategy change. Fixed budgets tend to strengthen the status quo in terms of cost structures and patterns of operation, and it is hard to put the organisations on their toes to reallocate their resources to new priorities or new projects (Horner, 2020). Most especially through incremental budgeting, there is a continuation of the already existing inefficiencies under the assumption that past activities and cost base will still be justified. In high change, organisations need to be in a position to move resources fast to either exploit opportunities or to reduce risks. This flexibility may be restricted by traditional budgets, which tie up resources in fixed amounts, preventing innovation and strategic flexibility.
[bookmark: _Toc224546402]Conclusion
In conclusion, Silver Stitch Ltd is a profitable business in terms of its operations, as it is observed that there is a good net profit in the period as indicated by the budgeted Profit and Loss Account. But among this accounting profitability the company has serious liquidity challenges which are revealed. The gradual decline of the overdraft position shows that outflows of cash are always greater than inflows of cash resulting in an increasing dependence on short-term borrowing. This separates the profit and cash flow and puts the business in a severe liquidity risk, potentially jeopardising the short-term performance of the business in terms of meeting short-term liabilities, including supplier payments, wages, and financing expenses. The solutions to these challenges include proactive cash management practices, such as greater management of working capital, better management of stock, and higher accuracy of cash flow forecasting, which Silver Stitch Ltd needs to embrace. 
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