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[bookmark: _Toc222802859]Introduction:
Budgeting is one of the largest aspects of financial management and organisational control. It provides a methodical platform upon which the management can plan the operations, resource distribution, performance monitoring and support strategic objectives. Theoretically, the above-mentioned factors have transformed into a stranglehold around the neck of the traditional budgeting system over the past ten years; it is against this backdrop that the system has been perceived to be more inflexible and unable to adapt to change, even in contemporary business settings. Nevertheless, budgeting remains an important decision-making tool of financial discipline and responsibility. The report is a critical discussion of the concepts and techniques of budgeting using Silver Stitch Ltd, a retail company that has 12 high end casual retail outlets. By the beginning of June, the company was in the red to the tune of £30, 000 and the bank required this to be paid off by the close of December. The directors would therefore need to calculate the financial estimates over the next six months and establish the ability of the organisation to meet this demand and still survive in its operations.
This report includes all the four tasks required:
Preparation for:
1. A six-month forecast of stock up to the end of 31 December.
2. An estimate amount of money shows the balance at the end of each month.
3. A 6 month budget Profit and loss account.
4. Financial problems were communicated and proposed management measures.
5. Issues required to achieve successful budgeting and behavioural consideration are explained in a critical way.
6. Argumentative evaluation of the traditional budgeting techniques within a dynamic business environment.


[bookmark: _Toc222802860]Financial Budget Preparation:
[bookmark: _Toc222802861]Key Financial Data and Assumptions:
This is scheduled to be analyzed with the aim of studying the cash flows position of the business in the period of the month between June and December based on the revenue, cost structure, credit terms and the intended cash outflows. The business begins on 1 June and has an opening overdraft of £30,000. The Sales revenue increases steadily between £180,000 in June to the maximum of £280,000 in December, depicting that there is an overall increase. Cost of sales stands at 60 percent of the revenues with gross profit margin standing at 40 percent. However, the cash inflows are also affected by the payment behaviour of the customers. Only 35 percent of customers make payments using credit cards, hence instant receipts are deducted by 2.5 percent of total sales value. The remaining 65 percent of the sales are to be received only after one month thereby creating a lag in European incomes. Thus, good reports result in low cash receipts in each month, compared to the performance of the sales of the previous month. The purchases range between £150, 000 between June to £220, 000 between December. Given that the suppliers provide credit for one month, one month later an acquisition is paid after acquisition. It is a short-term credit facility. This starting 1 July (£100,000) value is much greater than the minimum amount at which the inventory ought to be maintained (£50,000) and it does not mean that there is some urgent need to make purchases to renew inventory. Cash outflows are a few significant and impact liquidity. Bank loan instalments of £5,000/month are recurrent and whilst only 20 percent is the interest (cash expense which has impact on profit), 80 percent reduces capital. The administrative expense includes £7,000 depreciation every month 30 non-cash and therefore it will not be included in the cash budget but will enhance the operational cash position in comparison to the accounting profit. Further timing differences in cash payments are also through the fact that selling expenses are charged in arrears for one month. It is notable that excellent expenditures put a strain on the cash flow (Mercer, 2024). There will be very high cash outflows in the third quarter due to the £15,000 (in July), £12,000 (in August), and £10,000 (in September) store refurbishment programme and £18,000 tax payment in September. The highest liquidity strain is therefore most likely to suffer during the month of September. Overall, despite the growing revenues and the supporting working capital terms of the suppliers credit, the variability of the refurbishment costs, paying of taxes and the debt settlement of the current loan would imply that the overdraft facility may need to grow during the interim years most particularly in September after which the overdraft facility would need to improve during the final months of the year as the sales would be on the high (Otley, 2022).
The equation of gross profit margin is-
Cost of Sales = 60% x Sales
[bookmark: _Toc222802862]Stock Budget (July–December):
Stock management is a critical aspect of the financial and operations management in retail organisations because not only are the costs of carrying inventory increased by the very presence of large stocks, but also the liquidity is negatively influenced (Kumar and Santhosh, 2024). Retailers usually enjoy very low margins and huge quantity of sales; thus, can only remain profitable and have a steady cash flow only when they have a good inventory control (Guo et al., 2025). The higher the stock, the higher the storage, insurance, and security cost, obsolescence, damage and the chances of spoilage. This type of holding costs decreases the gross profit, and in addition decreases the efficiency in operations (Kumar, 2023). More to the point, there is unutilized inventory that consumes the rate of holding the working capital otherwise injected into the short run expenditure or invested in any productive venture that would lead to realization of income (Hope and Fraser, 2021). Liquidity crunch will put the businesses at a risk of being forced to use overdraft/borrowing as another means of financing that will further inflate the finance costs (Huong Vuong et al., 2023). On the other hand, the low inventory level would cause stock-outs, lost sales, and dissatisfaction among customers, and destroy competitiveness in the long run. All of them are economic order quantity (EDOQ), Just-in-time (JIT), and routine inspection of the inventory which could all be considered as proper stock control regimes that the retailer can employ to achieve the best balance between the availability and low prices (Ozturk, 2020). Cost management, in its turn, and being liquid and financially sound in the competition of the retail industry rely on optimal levels of inventory (Jean, 2024).
The stock budget formula is-
Closing Stock = Opening Stock + Purchases − Cost of Sales
[bookmark: _Toc222802863]Table 1: Stock Budget (£000)
	Month
	Opening Stock
	Purchases
	Cost of Sales (60%)
	Closing Stock

	July
	100
	180
	126
	154

	August
	154
	170
	138
	186

	Sept
	186
	200
	156
	230

	Oct
	230
	210
	144
	296

	Nov
	296
	190
	150
	336

	Dec
	336
	220
	168
	388



[bookmark: _Toc222802864]Analysis:
It is a huge inventory of £100,000 to £388,000 at the end of December and this is far beyond the required £50,000. However, as much as it is essential to note that the stock has been accumulating some good amounts such that the company is not overstocking and hence customer satisfaction; high stocks are pointers that may indicate that the company is overstocking the company and thus it is not able to operate the working capital effectively. Huge unproductive stock in addition to increasing holding costs (storage, insurance and obsolescence potential) limits liquidity. As per the financial management terms, the inventory occupies a significant percentage of current assets and is directly affecting the cash flow. Drury (2022) says that too much inventory has been held up in the capital and could be used for more productive purposes, such as reduction of the borrowings, growth investment, or operations investment. At that, the high growth of the stock prices presupposes that the cash budget is spent to allocate unsold stock rather than increase the financial position of the business (Celestin, 2021). This is a highly concerning situation bearing in mind that this bank should eliminate this overdraft. The company appears to be converting the liquid resources to inventories rather than adjust the available cash inflows to settle the short-term liabilities (Stavropoulos and Zounta, 2025). This is a tactic to dilute liquidity ratios and may lead to lack of confidence among the lenders. By this the products are made available, however the swelling stocks represent the deficiency of inventory management and the unsuitable optimisation of the working capitals. A more accommodative policy with regards to stocks would create more liquidity, debts and cement the financial position.
[bookmark: _Toc222802865]Cash Budget (July–December):
Cash budgeting plays an important role in the liquidity planning process and the heart of the bank overdrafts management (CIMA, 2023). Organisations can know when they may expect to have both excess cash inflows and outflows within a given period and to make prior arrangements on how to ensure that the organisation is in good financial standing. Such future orientation will help the management to realize the deficiency early and not respond to liquidity crises when they occur. Within the overdraft management context, cash budget allows an establishment of the level of borrowing and at what time (Zhou, Xia and Peng, 2021). It will assist the businesses to bargain for the right overdraft limits with the financial institutions and avoid misuses of agreed facilities which may be counterproductive to creditworthiness. Also, cash budgeting can be employed to assist in the working capital control by indicating the redundant costs, or the changes in the receipts and payments timing (Celestin, 2021). Finally, cash budgeting is useful in the decision-making process, which improves the relationship with the financiers and prevents short-term promises of unwavering dedication to their activities.
[bookmark: _Toc222802866]Cash Receipts:
Even though all the sales are made in the month of sale, one-third is charged at a fee of 2.5 percent.
Efficient charge on total sales:
35% × 2.5% = 0.875%
Net Cash Received = 99.125% × Sales
[bookmark: _Toc222802867]Cash Payments:
The business also has several recurrent and non-recurrent cash outflows which have an immeasurable impact on liquidity management. The acquisition will be made one month after the acquisition, which is a temporary credit advantage and cash commitments monthly (Magnus Blomkvist et al., 2024). Non-cash depreciation Costs of administration operate cash with high level of operation, and which is required to be paid within a very low period. The selling expenses are charged in a month in arrears, and it is not between recognition and payment. The outflows of financing are also stable with the set instalments of £5,000 per month of repayment of a fixed loan. The September payment of huge taxes and the July-September expenditure, to refurbish, continue to put cash flow tight in the short term.
[bookmark: _Toc222802868]Table 2: Cash Budget (£000)
	Month
	Opening Balance
	Receipts
	Payments
	Closing Balance

	July
	(30)
	208
	176
	2

	August
	2
	228
	182
	48

	Sept
	48
	257
	219
	86

	Oct
	86
	238
	206
	118

	Nov
	118
	248
	217
	149

	Dec
	149
	278
	232
	195



[bookmark: _Toc222802869]Analysis:
The company is performing well in terms of overdraft eradication in July and positive cash balance of £195, 000 in the month of December. It is huge injection of liquidity in the short term; the implication is that the cash outflows of the operations have surpassed the cash outflows of the period. The growth in terms of gross profit level, and the total cash receipts have been rated to be among the best following the growth in the sales revenue. Further, the availability of the suppliers giving them a month’s credit will help them to plan the cash flow because they will need to pay late hence the liquidity strain will not be intense now. Nevertheless, it should improve its cash positions albeit in a modest manner. The other major reason that led to such performance is huge stock piling. This massive stock is tying up the cash that can be used in paying some additional debt or can be invested in productive assets or may offer a better financial position in the long term (INVESTMENT REPORT, 2024). Although it is a good headline cash balance, the fact that the increase in the inventory also during the same period also implies that the working capital is not being used in the best manner that could have been possible. In this way, the liquidity position of the business is good in December but due to the dependence on the increment of sales, suppliers’ credit and stock turnover, the possibility of the inefficiency of capital allocation existed and ought to be tightened to create sustainable financial stability.
[bookmark: _Toc222802870]Budgeted Profit and Loss Account (June–December):
[bookmark: _Toc222802871]Table 3: Budgeted Income Statement (£000)
	Item
	£000

	Sales Revenue
	1,650

	Cost of Sales (60%)
	(990)

	Gross Profit
	660

	Admin Expenses
	(181)

	Selling Expenses
	(50)

	Credit Card Charges
	(14)

	Interest Expense
	(7)

	Tax
	(18)

	Net Profit
	390



[bookmark: _Toc222802872]Analysis:
The financial performance of the firm is strong because they have realised £390,000 net profit in the six-month period. The effective pricing strategy and the control of costs against the sales revenue are a great contribution and showed through an increase in the gross profit margin of 40 percent of the result. The high margin offers a buffer against the operating costs and profitability in general, and the basic trading business is a viable way of trading. Financial efficiency and sustainability can never be assured by only profitability. The huge stock in the period indicates that the reported profit and cash utilisation have a variance. They are making profits but have a high ratio of cash that seems to be tied up in the working capital, especially in stock (Stavropoulos and Zounta, 2025). This decreases the flexibility of liquidity, and this could lower the capability of the organisation to react to the strategic opportunities and the financial demands. It must be assumed that the performance of profits should be considered in conjunction with the cash flow and working capital indicators, as they must have complete knowledge about the financial health according to Kaplan and Atkinson (2021). In the latter, the outcome in the income statement is impressive, but the fact of the augmenting investment in supply makes the inquiry into the effectiveness of the operations obscured. The financial performance sustainability will be linked to good profitability not only to the well-managed working capital and appropriate managing cash flows.
[bookmark: _Toc222802873]Problems Identified and Management Actions:
[bookmark: _Toc222802874]Key Financial Problems:
Excessive Inventory Growth:
The greatest financial issue is the heightened inventory growth. The stock increase in stock within the six months is £288,000, which is quite a significant increase in the working capital investment. Although in retail business it is very crucial that products can be available whenever needed, the magnitude of such an increment is nothing short of an overstocking tool and not an inventory optimisation tool. Massive stocks of stocks suggest low productivity in terms of liquidity since the money can be changed to stock which will not be sold immediately (Veronika Daniar Febrianti and Siti Saadah, 2023). High stock is sensitive in fashion based (or demand sensitive) retail environment. Tastes of the consumer is dynamic, and the unsold stock can be forced to be discounted or even be offered in form of promotions to increase the demand (Soni and Deshmukh, 2023). These kinds of price cuts destroy the gross margins and may even be grotesque in terms of their effects on profitability (World Economic Forum, 2023). 
Inefficiency in Workings Capitals:
Unlike where the cash position of the company is improved significantly, that is significantly by a positive amount and creating a positive balance, it is also reduced by a little by the ineffectiveness of the utilization of the working capital (ACCA, 2022). The percentage of cash inflow into stocks is high instead of being utilized to tighten the liquidity status, minimize the liabilities and investing in strategic investment. The turnover of the inventories is shown to be low due to the gradual increase in stocks closing. The low turnover will ensure that the goods take much time in the store before they are sold, there will be high risk of obsolescence hence low returns on capital invested. Working capital management should be balanced in terms of profitability and liquidity and make sure that the current assets generate sufficient returns without limiting the malleability of cash (Atrill and McLaney, 2022).
Sales Forecast Accuracy:
Reality of the sales growth projected operates within the framework of making sure that the overdraft is eliminated, and an enormous sum of money is accrued at the year-end. The trend in sales revenue also is on the rise as well and this is a disadvantage when the forecasts are overestimated. The unpredictable demand may be devastating to the performance in the retail markets that is more susceptible to the unknowns in the economy and the increase and decrease in consumer confidence. A poor volume of sales at the time when there is a lot of inventory will result in near future excess inventory that will reduce the cash inflows and the fixed liabilities e.g. repayment of loans, taxes and operating costs are not affected. 
Credit Card Charges:
Another issue is also the increase in cost of using credit card payments. Despite the effectiveness of the credit card transactions in the ease of business transactions and the ability of using the transactions to enhance the volume of sales made, the transaction costs lower the net revenue. 2.5 percent of the total sales will have a direct impact on the profit margins level. 
[bookmark: _Toc222802875]Recommended Management Actions:
Inventory Rationalisation:
The company should implement more advanced techniques of forecasting to ensure that the increase in stock can be regulated and that where possible, a strategy of Just-in-Time (JIT) inventory must be used (Drury, 2022). Developing better forecasting algorithms, which are created considering the previous sales, seasonal trends and market analytics would reduce over-ordering and enable us to make more accurate buying decisions based on the actual demand pattern. 
Rolling Forecasts:
Since it is based on the estimated sale performances, the firm will need to replace the annual on demand budgets with rolling forecasts. The rolling forecasts will keep the forecasts constantly updated and allow using the real-time performance information and market changes. According to Hope and Fraser (2021), adaptive planning is also more dynamic to a dynamic business environment.
Analysis of Variance and Key Performance Indicators (KPIs):
It would have a structured analysis of variance and performance dashboards to improve financial control. Also, the key indicators that should be monitored regularly are inventory turnover ratio, gross margin return on investment (GMROI) and cash conversion cycle. It would make operational discipline and responsibility possible through establishing adequate inventory turnover goals (CIMA, 2024). Analysis of variances would enable the identification of the variances between the planned performance and the actual performance in time to make the necessary corrective intervention.
Supplier Negotiation:
It can also assume the role of augmenting the productivity of the working capital by having to renegotiate supplier contracts. The credit conditions would be recommended to take over a month to increase the liquidity status in a short-term scenario without additional external funding. 
[bookmark: _Toc222802876]Conditions for Successful Budgeting and Budgetary Control:
The systems of budgeting are viewed as the most effective when such are highly associated with the organisational culture and strategic objectives (Otley, 2022). Strategic focus will make sure that the budgets are used to support the long-term objectives and not to run the finances in short run. The top management should be very strong to enhance accountability and show financial discipline commitment (Stein et al., 2025). Further, ownership, correctness of the forecasts and motivation are encouraged in budgeting process due to the involvement of the management (International Journal of Research and Innovation in Social Science, 2025). There is also the necessity to have information systems which are dependable and good decisions are made based on the timely and correct information. According to Bhimani (2022), digital systems will be pertinent to ensure that its performance is easier to see, more integrated, and in real-time, thus enhancing its performance in terms of budget. Yet behavioural factors are also worthy of being mentioned. The managers are also able to provide budgetary slack through underestimating the revenues or overestimating the costs to enable it easily to achieve its targets (Becker et al., 2022). Distortion of decisions occurs as a possibility because of short-termism in which a short-term performance is placed more importantly than the long-term development. The unrealistic goals will discourage the workers and the gaming behaviour like the cost-gaming or revenue- timing-gaming will undermine integrity. Merchant and Van der Sted (2021) note that the budgeting systems have been found to influence the conduct of the managers significantly and thus ought to be put in place cautiously.
[bookmark: _Toc222802877]Critical Evaluation of Traditional Budgeting:
The conventional incremental budgetary process assumes the comparative fixed working environment, whereas the retail markets are unstable and responsive to the requirements. The systems tend to be time consuming to set up, foster cost-based thinking instead of value-based thinking as well as being inflexible. They cannot react quickly to changes occurring in the market because they are geared towards annual fixed cycles (Hope and Fraser, 2021). Other than that, traditional budgeting may transform innovation by enhancing a high level of control (Otley, 2022). There are other solutions that are more flexible. Rolling budgets possess a perpetual planning horizon in contrast to zero-based budgeting which is a type of budgetary planning that requires supporting all spending to zero (Drury, 2022). 
[bookmark: _Toc222802878]Conclusion:
The financial estimates also demonstrate that Silver Stitch Ltd will not stay in the red and will be extremely profitable by December. Nevertheless, the excessive stocks are indicators of lack of efficiency in the working capital management. The conventional budgeting system is conducive to control, and it can curb the malleability in unstable retail settings. The flexible and rolling and digitally assisted budgeting systems are promoted by new literature. Silver Stitch Ltd is advised to enhance inventory control, improve the working capacity and more flexible budgeting models under the long-term sustainability that is in line with the strategic objectives.
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