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Executive Summary
This report evaluates the financial planning and budgeting system of Silver Stitch Ltd, a retail business operating twelve stores specialising in premium casual clothing. At the beginning of June, the company had an overdraft of £30,000, and its bank required that the overdraft be eliminated by the end of December. As a result, the directors reviewed the company’s financial plans for the following six months.
The report presents a stock budget, a cash budget, and a budgeted profit and loss account for the period. These calculations highlight potential liquidity pressures caused by high inventory purchases, operating expenses, and refurbishment costs. The analysis indicates that although the business is profitable, it may face temporary cash flow shortages if financial planning is not carefully managed.
In addition to the financial calculations, the report critically evaluates traditional budgeting approaches, considering their limitations in a fast-changing business environment. Behavioural aspects of budgeting, such as employee motivation and budgetary slack, are also discussed.
Further strategic analysis is included using tools such as SWOT analysis, financial ratio analysis, and Key Performance Indicators (KPIs). These tools help evaluate the company’s financial performance, operational efficiency, and long-term sustainability.
The report concludes that Silver Stitch Ltd should strengthen its cash management strategy, review inventory policies, and adopt more flexible budgeting techniques to improve financial control and strategic reaction. 
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Budgeting is a critical financial management tool that allows organisations to plan their financial activities, allocate resources efficiently, and monitor performance against strategic objectives. In many organisations, budgeting forms the foundation of financial planning and operational control (Kirchen, 1955). By establishing expected revenues and costs in advance, managers can coordinate activities, identify potential problems, and take corrective action when necessary
Traditional budgeting systems often rely on incremental budgeting techniques (https://www.facebook.com/boradsanjay, 2017) Under this approach, current budgets are largely based on previous budgets with adjustments for inflation or anticipated changes in activity levels. While this method can be simple and convenient, it has been criticised for encouraging inefficiency and failing to support strategic decision-making,
In recent years, researchers and practitioners have questioned the effectiveness of traditional budgeting systems in rapidly changing business environments. Markets are increasingly competitive, customer expectations continue to evolve, and technological innovation is transforming retail operations. As a result, many organisations are exploring alternative budgeting methods that offer greater flexibility and responsiveness (Ramlall and Grobbelaar, 2023). 
Silver Stitch Ltd operates a chain of twelve retail stores selling premium casual clothing. Retail businesses face significant financial management challenges, particularly in relation to inventory control, pricing strategies, and cash flow management. Maintaining sufficient stock levels to satisfy customer demand is essential, but excessive inventory can create financial pressure by tying up working capital (Working Capital Management, 2026)
At the beginning of June, Silver Stitch Ltd had an overdraft of £30,000. The bank required the company to eliminate this overdraft by the end of December. This situation highlights the importance of careful financial planning and effective cash management.
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The gross profit margin is 40%, meaning the cost of goods sold represents 60% of sales.
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The calculations indicate several potential financial challenges. Firstly, the company may experience short-term liquidity shortages during certain months. Although the business generates a healthy gross profit margin, high stock purchases and operating expenses place pressure on cash flow. Secondly, the requirement to eliminate the overdraft by December creates additional pressure on the company’s financial planning. If sales fall below projections or unexpected expenses occur, the company could struggle to meet this requirement.
Management could address these issues through several actions: improved inventory management would reduce unnecessary stock purchases and free up working capital. Negotiating longer payment terms with suppliers could also help smooth cash flow. Another option would be to postpone non-essential refurbishment projects until cash reserves are stronger. Increasing marketing activity may also help boost sales revenue and strengthen profitability (Pathak, 2025)
[bookmark: _Toc225034022]Budgeting and Budgetary Control
For a budgeting system to operate effectively, several organisational conditions must exist. Firstly, budgets must align with the organisation’s strategic objectives. Financial planning should support long-term growth rather than focusing solely on cost control (Budgetary Control, 2019). Secondly, senior management must actively support the budgeting process. Without strong leadership commitment, budgets may become administrative exercises rather than strategic management tools (Alhasnawi et al., 2023). Thirdly, communication across departments is essential. Accurate budgets depend on information from multiple areas of the organisation, including sales, purchasing, and operations. Finally, effective monitoring systems must be in place. Budgetary control requires regular comparison between actual performance and budgeted figures, allowing management to identify variances and take corrective action (Iziduh, Olasoji and Adeyelu, 2020).
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Budgeting systems influence employee behaviour in several ways. Unrealistic budget targets can reduce employee motivation and create dissatisfaction within the organisation (Becker and Green, 1962). Managers may also engage in budgetary slack, deliberately overestimating costs or underestimating revenues to make targets easier to achieve. Participation in the budgeting process can improve employee engagement and encourage greater commitment to organisational goals. When employees feel that their input is valued, they are more likely to support budget objectives (How, 2025). 
However, excessive focus on short-term financial targets may discourage innovation and long-term strategic thinking. Organisations must therefore balance financial control with flexibility and creativity (Xero, 2026). 
[bookmark: _Toc225034024]Evaluation of Traditional Budgeting
Traditional budgeting refers to a financial planning approach in which organisations prepare a detailed budget for a fixed period, usually one financial year. This budget is typically based on previous years’ figures with adjustments for expected changes in costs, sales, or inflation. The main purpose of traditional budgeting is to control spending, allocate resources, and set financial targets for departments within the organisation. One of the main benefits of this approach is that it provides a clear financial plan and allows management to monitor performance by comparing actual results with budgeted figures. It can also help improve financial discipline and ensure that departments remain accountable for their spending (Jabr, 2023).
However, traditional budgeting has several limitations. Annual budgets can quickly become outdated in rapidly changing markets. Retail businesses must respond quickly to changes in customer demand, fashion trends, and competitive pressures. If a budget is fixed for the entire year, it may not reflect these changes accurately. Another criticism is that traditional budgeting often focuses primarily on cost control rather than value creation. Managers may prioritise meeting short-term budget targets instead of investing in innovation, new products, or strategic opportunities. This can limit organisational growth and reduce competitiveness in the long term. As a result, many organisations now adopt alternative approaches such as rolling forecasts and flexible budgeting, which allow financial plans to be updated regularly and adapted to changing market conditions (how, 2026).

[bookmark: _Toc225034025]SWOT Analysis
A SWOT analysis is a strategic tool used to evaluate organisational strengths, weaknesses, opportunities, and threats Strengths represent internal capabilities that provide competitive advantages (White, 2018). Silver Stitch Ltd benefits from a strong gross profit margin and an established retail network. Weaknesses are internal limitations that may hinder performance (Peterdy, 2024). High inventory levels and dependence on physical stores could create financial and operational challenges. Opportunities represent external factors that could support business growth (Kenton, 2025).  Expanding online sales channels and developing new product ranges could increase market reach.
Threats are external risks that could negatively affect the organisation (Peterdy, 2024). Increasing competition from online retailers and economic uncertainty may reduce consumer spending.

	Strengths
	Weaknesses

	
· Strong gross profit margin of 40%
· Established retail network with twelve stores
· Consistent monthly sales revenue



	
· High inventory costs
· Dependence on physical retail locations
· Cash flow pressure during certain months

	Opportunities
	Threats

	
· Expansion of online retail channels
· Growth in premium casual clothing market
· Improved supply chain efficiency


	
· Economic uncertainty affecting consumer spending
· Competition from fast-fashion retailers
· Rising operating costs





[bookmark: _Toc225034026]Corporate Social Responsibility
Corporate Social Responsibility (CSR) refers to the ethical responsibilities that businesses have towards society and the environment. Modern organisations are increasingly expected to operate in a responsible and sustainable manner. Retail companies can demonstrate CSR through practices such as ethical sourcing, the use of sustainable materials, environmentally friendly packaging, and fair labour conditions within their supply chains (McGrath and Jonker, 2023) Many fashion retailers also publish sustainability reports outlining their efforts to reduce carbon emissions, minimise waste, and improve labour standards. By adopting similar initiatives, Silver Stitch Ltd could strengthen its brand reputation, attract environmentally conscious consumers, and support long-term business sustainability (Sustainable Product Index, 2025) For example, both Next plc and H&M Group publish sustainability reports outlining efforts to reduce carbon emissions and improve labour standards within their supply chains. 
[bookmark: _Toc225034027]Extended Financial and Strategic Analysis
[bookmark: _Toc225034028]Depreciation and Asset Value
Depreciation is an important accounting concept that reflects the gradual reduction in the value of an asset over time. When a company purchases equipment, buildings, or store fittings, these assets lose value as they are used in the business. This reduction in value is recognised as a depreciation expense in the financial statements (U&W Chartered Accountants, 2025)
In the case of Silver Stitch Ltd, administration expenses include a monthly depreciation charge of £7,000. Although depreciation does not involve a cash payment, it represents the consumption of long-term assets such as shop fittings, furniture, and equipment used in retail stores. Including depreciation in financial statements ensures that the cost of these assets is spread across the periods in which they generate revenue (Business Accounting Basics, 2018)
Large retail companies such as Next, H&M, and Inditex (owner of Zara) also report significant depreciation expenses in their financial reports. Retail businesses invest heavily in physical store layouts, digital infrastructure, and distribution centres. Over time, these assets become less valuable due to wear and technological change. Depreciation therefore provides a realistic picture of asset usage and profitability (@FinancialTimes, 2025)
However, depreciation policies can sometimes be criticised. Companies have discretion over depreciation methods and asset life estimates, which can influence reported profits. For example, if a company chooses a longer useful life for assets, annual depreciation expenses will be lower, leading to higher reported profits. This means that investors and analysts must carefully review financial statements to understand how depreciation affects financial performance (The, 2025)
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Financial reports of major retail companies provide useful insights into how large organisations manage budgeting, financial planning, and performance evaluation. For example, the annual reports of companies such as Next plc show detailed information about revenue growth, operating costs, and profitability. These reports often include financial ratios, strategic commentary, and risk analysis (MyBib Contributors, 2019). By analysing these reports, managers can identify industry trends and benchmark their own performance.
However, large company financial reports are not without limitations. They often present information in a highly summarised format, which can make it difficult to identify operational issues. Furthermore, companies may highlight positive performance indicators while giving less attention to weaknesses  (GeeksforGeeks, 2023) Another criticism is that financial reports mainly focus on historical information. They describe past performance but do not necessarily provide detailed insight into future risks or opportunities.In rapidly changing industries such as fashion retail, past financial performance may not always predict future results (McKinsey & Company, 2024). Despite these limitations, financial reports remain valuable tools for evaluating company performance and identifying strategic opportunities.
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Effective cash management is essential for ensuring that businesses maintain sufficient liquidity to meet financial obligations. A cash management strategy typically involves monitoring cash inflows and outflows, improving working capital efficiency, and maintaining adequate financial reserves (Oriekhova and Golovko, 2022) For Silver Stitch Ltd, several strategies could improve cash management. Firstly, the company could review its inventory management system. Retail businesses often hold large amounts of stock, which ties up significant amounts of capital (www.proquest.com, n.d.). By improving demand forecasting and supply chain coordination, the company could reduce unnecessary stock levels and free up cash resources. Secondly, the company could negotiate more favourable payment terms with suppliers. Extending supplier credit periods would allow the business to retain cash for longer periods (www.proquest.com, n.d.). Thirdly, management could consider delaying non-essential capital expenditures, such as store refurbishments, until the company’s financial position improves. Finally, improving sales performance through targeted marketing strategies could increase revenue and strengthen cash flow. For example, digital marketing campaigns or online sales platforms could expand the company’s customer base (Adiyono, Rahmat and Anindita, 2021)
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Understanding cost behaviour is essential for effective budgeting and decision-making. Several key cost concepts are used in management accounting. A cost unit refers to the unit of product or service for which costs are measured (Xero, 2023) In a clothing retail business, the cost unit could be a single item of clothing.
Direct costs are expenses that can be directly attributed to a cost unit. Examples include the purchase cost of clothing items sold in the stores. Indirect costs, also known as overheads, are expenses that cannot easily be linked to a specific product. Examples include store rent, utilities, and administrative salaries (QuickBooks, 2024)
Prime cost represents the total of all direct costs associated with producing a product. In manufacturing businesses, prime cost typically includes direct materials and direct labour (B.Com Institute, 2024). Marginal cost on the other hand refers to the additional cost incurred when producing one extra unit of output. Understanding marginal cost is important for pricing decisions and production planning (Dyingeconomy.com, 2020). Costs can also be classified as controllable or uncontrollable. Controllable costs are expenses that managers can influence, such as marketing expenditure or staffing levels. Uncontrollable costs are expenses that managers cannot directly control, such as national insurance contributions or property taxes (accountancy, 2025), Effective budgeting therefore requires managers to distinguish between these different types of costs to ensure accurate planning and performance evaluation
[bookmark: _Toc225034032]Ratio Analysis and Key Performance Indicators
Financial ratio analysis is widely used to evaluate organisational performance. Ratios help managers, investors, and analysts assess profitability, liquidity, and financial stability. Profitability ratios measure how effectively a company generates profits (CFI Team, 2023) For example, the gross profit margin measures the proportion of revenue remaining after deducting the cost of goods sold. Silver Stitch Ltd has a gross profit margin of 40%, indicating that it retains a strong portion of sales revenue after covering product costs. Another key profitability measure is Return on Capital Employed (ROCE), which shows how efficiently a company uses its capital to generate profit (Salesforce, 2024).
Liquidity ratios measure a company’s ability to meet short-term financial obligations. The current ratio compares current assets to current liabilities, and a ratio above one suggests that the business can cover its short-term debts. Gearing ratios measure the proportion of debt used to finance the business, while asset turnover ratios indicate how efficiently assets generate revenue. Retail companies typically aim for high asset turnover because their success depends on high sales volumes. Although ratio analysis provides useful insights, it is based on historical data and must be compared with industry benchmarks to provide meaningful conclusions (Summers, 2024)
Key Performance Indicators (KPIs) are measurable values used to evaluate progress towards strategic objectives. In retail businesses, common KPIs include sales per square metre, inventory turnover, and customer satisfaction scores. These indicators help managers monitor operational efficiency and identify areas for improvement. Employee performance is also important because customer service quality directly influences customer satisfaction and loyalty (Wikipedia Contributors, 2019). Organisations may monitor engagement through indicators such as absenteeism rates, staff turnover, and training participation. Retail companies also collect customer feedback through surveys, loyalty programmes, and online reviews to better understand customer preferences. In addition, businesses compare their sales performance with competitors such as Temu and AliExpress to evaluate their market position. Overall, ratio analysis and KPIs help businesses monitor performance, improve decision-making, and support long-term strategic planning (Alchemer, 2026).
Top of Form
Bottom of FormTop of Form
Bottom of Form
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Standard costing is a management accounting technique used to estimate expected costs for products or services. These predetermined costs are compared with actual costs to identify variances. There are several types of standard costs, including ideal standards, attainable standards, basic standards, and current standards. Each type reflects different assumptions about operational efficiency and performance expectations (Kelly, n.d.)
Budgeting systems can also be classified into fixed and flexible budgets. A fixed budget is prepared for a specific level of activity and does not change when actual activity levels vary. In contrast, a flexible budget adjusts according to actual levels of activity. Flexible budgeting is particularly useful in dynamic business environments because it allows organisations to adapt financial plans to changing conditions (upGrad, 2025). Many modern organisations combine traditional budgeting with flexible forecasting methods to improve financial planning accuracy.
[bookmark: _Toc225034034]Problem Solving and Management Recommendations

Standard costing is a management accounting technique used to estimate the expected costs of producing goods or providing services. These predetermined costs are then compared with actual costs in order to identify variances and evaluate performance. Several types of standards can be used, including ideal standards, attainable standards, basic standards, and current standards. Each type reflects different assumptions regarding operational efficiency and realistic performance levels (Bragg, 2022) For a retail business such as Silver Stitch Ltd, standard costing can support more accurate financial planning by establishing expected purchasing costs, operating expenses, and sales margins. Variance analysis then allows managers to identify areas where performance differs from expectations and take corrective action when necessary.
Budgeting systems may also be classified as fixed or flexible. A fixed budget is prepared for a specific level of activity and remains unchanged even if sales or operations vary from the original plan. In contrast, a flexible budget adjusts according to the actual level of activity, making it more suitable for dynamic environments such as the retail sector, where demand can fluctuate significantly. Flexible budgeting allows organisations to revise financial plans as conditions change (upGrad, 2025). For Silver Stitch Ltd, combining traditional budgeting with flexible forecasting could improve financial control, support better decision-making, and help management respond more effectively to changes in sales demand and operating conditions.






[bookmark: _Toc225034035]Conclusion
Overall, the findings of this report highlight the interconnected nature of financial planning, operational management, and strategic decision-making. While the financial projections indicate that Silver Stitch Ltd can achieve profitability and eliminating its overdraft within the required period, maintaining this position will require careful management attention. Financial planning must remain dynamic and responsive to changes in both internal operations and external market conditions.
In conclusion, effective financial planning, improved inventory management, stronger cash flow monitoring, and the adoption of more flexible budgeting techniques will help Silver Stitch Ltd strengthen its financial stability and operational efficiency. By combining sound budgeting practices with strategic analysis tools such as ratio analysis, SWOT analysis, and Key Performance Indicators, the company can improve decision-making processes and support sustainable long-term growth within an increasingly competitive retail environment.
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The budgeted Profit and Loss Account for the six
months ending 31 December is:

Sales

Cost of goods sold
Gross profit

Selling expenses
Admin expenses
Credit card charges
Operating profit
Interest payable
Profit for the period

£000 Calculation
1470 210+230+260+240+250+28
0
882 1470 x 60%
588 1470 x 40%
42 5+6+7+8+9+7
159 | 24+25+26+27+28+29
12.86 ‘ 1470 x 35% x 2.5%
374.14
6 ‘ 6x5x20%
368.14
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The stock budget for the six months to 31 December
is:

July Aug Sept Oct Nov Dec
£000 £000 £000 £000 £000 £000
Opening balance 100 154 186 230 296 336
Stock purchased 180 170 200 210 190 220
280 324 386 440 486 556

Cost of Stock sold

(60% of sales) (126) (138) (156) | (144) | (150) | (168)
Closing stock 154 186 230 296 336 388
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The Cash budget for the period to 31 December is:

July Aug Sept Oct Nov Dec
£000 £000 £000 £000 £000 £000
Cash receipts 208 228 258 238 248 278
Sales net of 0.35x 2.5%
Cash payments (17) (18) (19) (20) (21) (22)
Administration
Stock purchased (150) (180) (170) (200) (210) (190)
Repayments of loan (5) (5) (5) (5) (5) (5)
Selling expenses (5) (6) (7) (8) 9) (7)
Taxation paid - - (18) - - -
Interest payments 1) 1) (1) (1) (1) (1)
Shop refurbishment (15) (12) (10) - - -
Cash surplus (deficit) 15 6 28 4 2 53
Opening balance 50 65 7 99 103 105
(min st
ock
level
Closing balance 65 7 99 103 105 158





