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Executive summary


This report analyses the financial forecasts prepared for Silver Stitch Ltd, a clothing retailer operating twelve stores. The aim is to prepare and interpret key financial budgets to evaluate the company’s expected performance and identify potential financial risks. The analysis focuses on the stock budget, cash budget and the budgeted profit and loss statement, which were developed using financial calculations based on forecast sales, costs and cash flows.
The results show that the business is expected to generate total sales revenue of £1,470,000 over the six-month period, with a projected profit of approximately £368,140. This suggests that the company is profitable, supported by a gross profit margin of around 40%, indicating a relatively strong pricing strategy and cost structure.
However, the analysis also highlights several financial concerns. The stock budget shows a continuous increase in inventory levels, suggesting that purchasing decisions may not be fully aligned with actual demand. This may lead to excess stock, tying up financial resources and reducing efficiency, particularly in a fast-changing fashion retail environment.
The cash budget identifies potential liquidity pressure. Although cash balances remain positive, significant cash outflows related to inventory purchases and operating expenses may reduce financial flexibility. This highlights that profitability does not always guarantee strong cash flow, showing that profit alone is not sufficient to assess financial performance.
Overall, the key issue for Silver Stitch Ltd is balancing profitability with effective cash flow and inventory management. To address this, the report recommends improving demand forecasting, strengthening inventory control, reviewing the timing of investment decisions and enhancing coordination between departments. These actions are expected to support better financial decision-making and improve overall financial stability.
[bookmark: _Toc224743679][bookmark: _Toc224808071]Introduction 

Budgeting is an essential tool within management accounting because it enables organisations to plan financial activities, allocate resources and monitor organisational performance. Through the preparation of budgets, managers translate strategic objectives into financial plans that guide operational decision-making. Budgets provide a structured framework for forecasting revenues, estimating costs and evaluating the financial consequences of business activities.
An important aspect of budgeting is budgetary control, which involves comparing actual financial performance with planned targets to identify deviations and take corrective action where necessary. By monitoring differences between expected and actual results, managers can identify potential financial problems early and adjust operational decisions accordingly.
Budgeting also supports the coordination of organisational activities. Departments such as purchasing, sales and operations must align their decisions to ensure business objectives are achieved efficiently. For example, sales forecasts influence production or purchasing decisions, while these decisions affect cash flow and overall financial performance. As a result, budgeting allows managers to integrate financial planning with operational activities.
However, budgeting also has limitations. In rapidly changing business environments, budgets based on fixed forecasts may not always reflect current market conditions. Organisations therefore need to interpret budget information carefully and remain flexible when making managerial decisions.
This report examines the role of budgeting within the context of Silver Stitch Ltd, a clothing retailer operating twelve stores. The report analyses the company’s financial forecasts over a six-month period by preparing and interpreting a stock budget, cash budget and budgeted profit and loss statement to evaluate the organisation’s expected financial position.
The report first analyses the financial budgets, then identifies potential financial problems and discusses possible management actions. Finally, it critically evaluates the effectiveness of budgeting systems and their role in supporting managerial decision-making.
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Figure 1: Stock Budget calculations for Silver Stitch Ltd


[image: ]
Figure 2: Cash Budget Calculations for Silver Stitch Ltd 
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Figure 3: Budget Profit and Loss calculations for Silver Stitch Ltd. 


Figure 1 presents the stock budget calculations, which estimate the level of inventory required to support expected sales. The calculation begins with the opening stock balance, adds the monthly stock purchases and then deducts the cost of stock sold. This allows the closing stock balance for each month to be determined and carried forward into the following month. Dyson and Franklin (2020) explain that budgeting techniques such as stock planning help organisations estimate future resource requirements and ensure that inventory levels are aligned with expected demand.
Figure 2 shows the cash budget calculations. These calculations forecast the company’s expected cash inflows and outflows by combining receipts from sales with planned cash payments such as operating expenses, inventory purchases, loan repayments and other financial commitments. The difference between total receipts and total payments determines the projected monthly cash position and highlights whether the business is likely to experience cash pressure during the period. Brealey, Myers and Allen (2020) note that cash budgeting is an essential financial planning tool that enables organisations to forecast liquidity and ensure that sufficient funds are available to meet short-term obligations.
Figure 3 presents the budgeted profit and loss calculations used to estimate the projected profitability of the business. Total sales are aggregated to calculate revenue, while the cost of goods sold is deducted to determine gross profit. Operating expenses, credit card charges and interest are then subtracted to calculate the final projected profit. Together, these figures provide a clear picture of expected profitability, stock movement and liquidity. Weygandt, Kimmel and Kieso (2020) explain that budgeted income statements allow managers to evaluate expected financial performance by forecasting revenues, costs and operating expenses before the accounting period begins.
The stock budget estimates the inventory levels required to support expected sales across Silver Stitch Ltd’s twelve retail stores. Within management accounting systems, inventory planning plays a crucial role because stock represents a major component of working capital and directly affects both liquidity and operational performance. Drury and Tayles (2021) explain that stock budgets form part of the wider master budget, linking purchasing decisions with forecast sales and enabling managers to evaluate the financial implications of inventory policies.
The forecasts indicate that inventory levels increase steadily throughout the six-month planning period. While maintaining adequate stock is necessary to avoid lost sales opportunities, the continuous rise in inventory may indicate that purchasing decisions are not fully aligned with realistic sales expectations. Atrill and McLaney (2021) argue that excessive inventory holdings can reduce financial flexibility because significant financial resources become tied up in unsold goods.
In the Silver Stitch case, the increase in stock levels may suggest that purchasing decisions were based primarily on optimistic sales forecasts rather than detailed demand analysis. Christopher (2016) highlights that inaccurate demand forecasting is one of the main causes of inventory imbalance within retail supply chains. If stock purchases exceed actual customer demand, companies may later be forced to reduce prices to clear excess inventory.
This issue is particularly significant in the clothing retail sector where product life cycles are relatively short, and fashion trends change quickly. Slack and Brandon-Jones (2019) emphasise that effective operations management requires close coordination between demand forecasting and supply decisions to prevent inventory accumulation.
From a management accounting perspective, the increasing stock levels observed in the Silver Stitch forecasts therefore suggest a potential risk related to working capital efficiency. Horngren et al. (2018) note that organisations must balance product availability with efficient inventory management to avoid unnecessary financial pressure. If inventory continues to increase faster than sales, Silver Stitch Ltd may face growing working capital constraints and reduced financial flexibility.

[bookmark: _Toc224743681][bookmark: _Toc224808074]3.2 Cash Budget Analysis

The cash budget provides a forecast of expected cash inflows and outflows and allows managers to evaluate whether the organisation will maintain sufficient liquidity to meet its financial obligations. Cash budgeting is considered a fundamental management accounting tool because profitable organisations may still experience financial difficulties if cash flows are poorly managed (Seal et al., 2019).
The forecasts indicate that Silver Stitch Ltd is expected to maintain positive cash balances throughout the planning period. However, a more detailed examination of the cash flows reveals several factors that could place pressure on liquidity if operational performance does not develop as expected.
One of the largest cash outflows relates to inventory purchases required to support the company’s retail operations. As discussed in the stock budget analysis, inventory levels increase substantially during the period. Atrill and McLaney (2021) explain that excessive inventory investment can reduce organisational liquidity because funds committed to stock are not immediately available to meet other financial obligations.
The planned refurbishment of retail stores represents another important cash outflow. Although store refurbishment may enhance customer experience and support future revenue growth, it requires significant financial investment. Arnold (2013) argues that capital expenditure decisions must be carefully evaluated to ensure that they do not compromise an organisation’s short-term financial stability.
Loan repayments and interest payments further reduce the company’s financial flexibility. These financial commitments represent fixed obligations that must be paid regardless of the organisation’s short-term performance. Brigham and Ehrhardt (2017) highlight that companies must maintain sufficient cash reserves to absorb financial shocks and ensure that essential payments can be met even when revenues fluctuate.
The Silver Stitch case therefore illustrates an important management accounting insight: profitability does not necessarily guarantee liquidity. Even when a company generates accounting profits, large investments in inventory and capital expenditure may create short-term cash constraints.
Consequently, the cash budget analysis suggests that management should carefully monitor the relationship between operational decisions and cash flow availability. If inventory purchases continue to increase while investment spending remains high, the organisation may experience liquidity pressure despite reporting positive profits.
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The budgeted profit and loss statement summarises the expected financial performance of Silver Stitch Ltd during the six-month planning period. By forecasting revenue, cost of sales and operating expenses, the statement allows managers to evaluate whether the organisation’s activities generate sufficient profitability to sustain its operations. Dyson and Franklin (2020) note that income statements provide valuable information about the relationship between sales performance, cost structures and profitability.
The forecasts indicate that Silver Stitch Ltd expects total sales revenue of £1,470,000 during the period. After deducting the cost of goods sold, estimated at £882,000, the company is expected to achieve a gross profit of £588,000, representing a gross profit margin of approximately 40%. This margin suggests that the organisation’s pricing strategy allows it to generate a substantial contribution from each sale.
However, operating expenses such as administrative costs, selling expenses and credit card processing fees significantly reduce overall profitability.  In addition, depreciation may also affect reported profitability. Depreciation allocates the cost of fixed assets, such as store equipment or fittings, over their useful life. Although it reduces accounting profit, it is a non-cash expense and therefore does not directly affect the cash balance presented in the cash budget.  After these costs are deducted, operating profit is forecast to reach approximately £374,140. Once interest expenses are accounted for, the final profit for the period is expected to be £368,140.
Although these figures indicate that the company is profitable, profitability alone does not provide a complete picture of financial performance. Walsh (2008) emphasises that financial ratios and profitability measures must be analysed alongside working capital indicators to understand the organisation’s financial health.
This highlights a key principle of management accounting: profitability does not guarantee liquidity, as cash flow timing, inventory investment and capital expenditure decisions can create short-term financial pressure even when profits appear strong.
In the case of Silver Stitch Ltd, the combination of increasing inventory levels and significant operational expenditures suggests that large financial resources are required to sustain the company’s activities. This demonstrates that accounting profit does not necessarily translate into strong liquidity, highlighting the importance of analysing profitability together with cash flow and inventory management.







[bookmark: _Toc224808076]Section B – Analysis & Management Response 

[bookmark: _Toc224808077]4. Financial Problems and Management Actions

The financial forecasts for Silver Stitch Ltd suggest that profitability is not the main concern during the six-month planning period. Although the budgeted profit and loss statement indicates a projected profit of approximately £368,140, analysis of the stock and cash budgets highlights several operational and financial risks. These risks relate primarily to inventory accumulation, potential liquidity pressure, the timing of capital expenditure and the presence of fixed financial commitments. Budgeting systems are designed not only to forecast performance but also to identify such risks early so that managers can respond proactively.

Inventory accumulation and working capital pressure
One of the most visible issues in the forecasts is the steady increase in inventory levels throughout the period. From a management accounting perspective, excessive inventory weakens working capital efficiency because financial resources become tied up in unsold goods. Drury and Tayles (2021) emphasise that inventory management plays a central role in working capital control because stock represents a significant investment that does not generate revenue until sold.
In the Silver Stitch case, the continuous rise in inventory suggests purchasing decisions may exceed realistic demand expectations. This issue is particularly significant in fashion retail markets where product life cycles are short, and consumer preferences change rapidly. Christopher (2016) highlights that inaccurate demand forecasting frequently leads to inventory imbalances in retail supply chains, often forcing businesses to reduce prices to clear unsold stock.
If such discounting becomes necessary, profit margins may decline. Garrison, Noreen and Brewer (2018) argue that excessive inventory often leads to markdown strategies that erode contribution margins and increase storage costs. Low inventory turnover may also indicate stock remains unsold longer than expected, reducing financial efficiency (Walsh, 2008).
However, excess inventory may also result from mismatches between purchased products and customer preferences or differences in sales performance across store locations. In a multi-store retail business such as Silver Stitch Ltd, demand conditions are unlikely to be identical across outlets. As a result, inventory accumulation may reflect forecasting errors or weaknesses in product selection and store-level planning, increasing working capital pressure because financial resources remain tied up in unsold stocks.
A potential management response is improving demand forecasting and strengthening coordination between sales and purchasing decisions. Slack and Brandon-Jones (2019) emphasise that effective operations management requires inventory planning to align closely with demand information. By adopting more responsive purchasing practices and monitoring inventory turnover more closely, Silver Stitch Ltd could reduce stock accumulation and improve working capital efficiency.

Liquidity pressure despite profitability
A second concern relates to the relationship between profitability and liquidity. Although the forecast income statement suggests strong financial performance, the cash budget reveals substantial outflows associated with inventory purchases, operational expenses and investment activities. Atrill and McLaney (2021) note that accounting profit does not necessarily reflect the timing of cash flows, meaning profitable organisations may still experience liquidity constraints.
In the Silver Stitch case, large investments in inventory reduce the cash available to finance daily operations. If sales performance does not meet expectations, the company may face short-term financial pressure despite appearing profitable. Brigham and Ehrhardt (2017) emphasise that organisations must maintain adequate cash reserves to absorb unexpected revenue fluctuations. Similarly, Anthony, Hawkins and Merchant (2014) argue that budgeting systems should highlight the difference between accounting profitability and actual cash availability.
Management could address this by strengthening working capital management practices. Monitoring stock turnover more closely, limiting unnecessary inventory purchases and reviewing supplier payment terms could improve cash flow flexibility without disrupting operations.

Capital expenditure and investment timing
Another factor influencing the company’s financial position is the planned refurbishment of retail stores during the budgeting period. While refurbishment may enhance customer experience and support long-term sales growth, it also represents significant capital investment. Arnold (2013) argues that capital expenditure decisions require careful evaluation because benefits often appear in the long term while cash outflows occur immediately.
In the Silver Stitch Ltd case, investments such as store refurbishment or increased inventory purchases should contribute to higher sales. If they fail to generate adequate returns, they may increase pressure on liquidity and working capital.  
A potential management response is reviewing the timing of refurbishment projects to ensure investment decisions align with financial capacity. Implementing refurbishment gradually rather than simultaneously across multiple stores could reduce short-term financial pressure.
Investment decisions during the budgeting period should also be evaluated in terms of their expected return on investment (ROI). 
ROI allows management to assess whether capital expenditures generate sufficient financial benefits relative to their cost (Alexander and Nobes, 2017).  
Asset utilisation should also be considered when evaluating financial performance, as inefficient use of assets may reduce the overall return on investment and weaken financial performance (Atrill and McLaney, 2021). 
In the case of Silver Stitch Ltd, investments such as store refurbishment or increased inventory purchases should ultimately contribute to higher sales and improved financial performance. If they fail to generate adequate returns, they may reduce financial efficiency and increase pressure on liquidity and working capital.

Fixed financial commitments and cost behaviour
The forecasts also indicate that the company must meet regular loan repayments and interest payments during the budgeting period. These obligations represent fixed financial commitments that must be paid regardless of sales performance. Hansen, Mowen and Heitger (2015) explain that fixed financial commitments increase organisational risk because they limit managerial flexibility in responding to changing market conditions.
Understanding cost behaviour is essential when evaluating financial risk. Costs can be classified as fixed or variable depending on activity levels. Horngren, Sundem and Stratton (2014) note that businesses with high fixed costs are vulnerable to fluctuations in sales volume because these costs must be paid regardless of revenue levels.
In the Silver Stitch case, expenses such as store rent, administrative salaries and loan repayments represent fixed obligations that cannot easily be reduced. If sales decline or inventory remains unsold, these commitments may place significant pressure on financial resources.
In addition to controlling costs and limiting unnecessary inventory purchases, management may also need to focus on increasing monthly cash inflows to reduce short-term overdraft pressure. This could involve improving product selection, using targeted promotions or prioritising higher-margin items that generate faster cash recovery. Stronger sales performance would improve the company’s ability to meet financial obligations and reduce reliance on short-term borrowing.
Overall, the analysis suggests that although Silver Stitch Ltd appears profitable, several operational decisions may increase financial risk. Improving demand forecasting, strengthening inventory management and carefully evaluating investment decisions will therefore be essential to maintain financial stability.
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Although budgeting provides a structured framework for financial planning, its effectiveness depends heavily on organisational conditions and managerial behaviour. Merchant and Van der Stede (2017) argue that budgets should function as management control tools that support coordination and decision-making rather than merely producing financial forecasts.
One of the most important conditions for successful budgeting is accurate demand forecasting. In the Silver Stitch case, the stock budget suggests that purchasing decisions may not be fully aligned with realistic sales expectations. Hansen, Otley and Van der Stede (2003) highlight that traditional budgeting systems often rely heavily on forecast assumptions, and inaccurate forecasts can result in inefficient resource allocation.
Budgeting systems may also face difficulties when organisations operate in uncertain market environments. Traditional budgets rely heavily on forecast stability, yet industries characterised by seasonal demand and rapidly changing consumer preferences may reduce the reliability of long-term projections. Hansen, Otley and Van der Stede (2003) argue that budgeting processes often struggle to respond effectively to environmental uncertainty because fixed financial plans may fail to reflect emerging operational realities. In the case of Silver Stitch Ltd, fluctuations in fashion trends or seasonal demand may quickly make inventory forecasts inaccurate, increasing the risk of stock accumulation and inefficient resource allocation.
Another critical condition is cross-departmental coordination. Budgeting decisions require collaboration between departments such as sales, purchasing and finance. Kaplan and Atkinson (2015) emphasise that management accounting systems must integrate financial data with operational information to support effective decision-making. If departments operate independently, budgets may fail to reflect actual operational conditions.
Managerial participation also plays an important role in the budgeting process. Brownell (1982) suggests that involving managers in budget preparation can improve information quality and increase commitment to financial targets. However, participation can also create behavioural risks. Young (1985) demonstrated that managers may intentionally adjust forecasts to make targets easier to achieve, a phenomenon known as budgetary slack.
Performance measurement systems also influence budgeting effectiveness. Kaplan and Norton (1996) argue that organisations should evaluate performance using both financial and non-financial indicators. Marr (2012) similarly emphasises that performance indicators can help managers identify operational problems before they appear in financial results.
In addition, the effectiveness of budgeting systems depends on the quality of information available during the budgeting process. Kaplan and Atkinson (2015) emphasise that management accounting information should support managerial decision-making rather than simply report financial outcomes. If managers rely on incomplete or outdated information when preparing budgets, financial forecasts may fail to reflect operational realities accurately. For Silver Stitch Ltd, improved data regarding sales trends, customer demand and inventory turnover could significantly enhance forecasting accuracy and improve the effectiveness of the budgeting process.
Finally, successful budgeting requires flexibility in managerial decision-making. Neely, Bourne and Adams (2003) argue that rigid budgeting systems may reduce organisational adaptability because managers feel compelled to follow predetermined targets even when circumstances change. Otley and Berry (1980) therefore suggest that budgeting should be viewed as part of a broader organisational control system that supports continuous adjustment rather than rigid compliance.
For Silver Stitch Ltd, strengthening demand forecasting, improving communication between departments and integrating financial and operational performance indicators would significantly improve the effectiveness of the budgeting process.
[bookmark: _Toc224808079]6. Behavioural Issues in Budgetary Control 

Budgeting systems do not only produce financial forecasts; they also influence managerial behaviour. Merchant and Van der Stede (2017) emphasise that budgeting should therefore be evaluated not only in financial terms but also in relation to its behavioural consequences.
Performance pressure is one key issue. Argyris (1952) demonstrated that strict budget targets may create tension between organisational goals and managerial behaviour. In the Silver Stitch case, pressure to achieve sales targets may encourage managers to increase inventory levels to avoid stock shortages.
Budgetary slack is another challenge. Young (1985) found that managers may deliberately adjust forecasts to increase their chances of meeting performance targets. Shields and Shields (1998) argue that budgeting behaviour is influenced by how participation and target setting are managed.
Budgeting may also encourage short-term decision-making. Otley (1999) explains that performance systems should balance short-term financial targets with long-term strategic objectives. If managers prioritise short-term results, decisions may appear beneficial initially but create long-term financial risks.
Organisational conflict may also occur when departments compete for limited resources. Merchant and Van der Stede (2017) note that budgeting negotiations often involve competing interests between departments. In the Silver Stitch case, differences between purchasing and sales managers regarding inventory levels could influence budgeting decisions and create operational inefficiencies.
Budgeting systems may also affect motivation and learning. While financial targets can promote accountability, overly rigid targets may discourage initiative and reduce flexibility. Simons (2000) emphasises that management control systems should balance monitoring with managerial empowerment.
Information asymmetry is another potential issue. Simons (1995) emphasises that effective control systems require open communication so that decision-makers have access to accurate information.
Finally, rigid budgeting systems may reduce organisational learning. Libby and Lindsay (2010) argue that strict adherence to targets may discourage managers from adapting decisions when circumstances change. Simons (2000) therefore suggests that control systems should support strategic learning rather than simply enforcing compliance.

[bookmark: _Toc224808080]7. Critical Evaluation of Traditional Budgeting

Traditional budgeting has long been regarded as a central component of management accounting because it enables organisations to translate strategic objectives into financial plans. However, many researchers argue that traditional budgeting systems may be less effective in dynamic business environments.
One limitation of traditional budgeting is its reliance on fixed financial forecasts. Anthony and Govindarajan (2007) argue that static financial plans may reduce targets. Hope and Fraser (2003) similarly suggest that rigid budgeting systems may discourage responsiveness to changing market conditions.
Traditional budgeting has also been criticised for focusing primarily on financial outcomes rather than operational drivers of performance. Johnson and Kaplan (1987) argue that conventional accounting systems may provide limited insight into operational activities that influence long-term competitiveness. Eccles (1991) therefore recommends integrating financial and non-financial performance measures.
Otley (1999) also highlights that budgeting forms a key element of organisational performance management systems because it links planning, control and performance evaluation.
Strategic management research also emphasises the importance of aligning financial planning with competitive strategy. Porter (1985) argues that organisations must ensure that internal planning systems support long-term competitive positioning rather than focusing exclusively on short-term financial targets. If budgeting processes concentrate only on financial outcomes, managers may overlook operational decisions that are necessary to sustain long-term strategic performance.
Another criticism concerns the administrative burden of traditional budgeting. Wallander (1999) argues that organisations often devote substantial time to preparing budgets that quickly become outdated.
Libby and Lindsay (2010) similarly found that many organisations consider traditional budgeting processes excessively time-consuming and increasingly unsuitable for rapidly changing business environments.
Alternative approaches have therefore been proposed. Bogsnes (2009) advocates the concept of Beyond Budgeting, which emphasises decentralised decision-making and flexible performance management. Ekholm and Wallin (2000) highlight the benefits of rolling forecasts, which allow financial projections to be updated regularly. Pyhrr (1970) introduced zero-based budgeting, which requires managers to justify expenditures from the beginning of each budgeting cycle. Cooper and Kaplan (1998) also suggest that activity-focused planning can improve resource allocation by linking budgets more closely to operational cost drivers. Abernethy and Brownell (1999) further demonstrate that organisations facing strategic change benefit from control systems that encourage flexibility.
Despite these criticisms, traditional budgeting continues to provide value because it supports financial control and organisational coordination. Hansen, Otley and Van der Stede (2003) argue that the challenge is not to abandon budgeting but to adapt it so that it remains relevant in dynamic environments.
For Silver Stitch Ltd, combining traditional budgeting with more flexible planning tools such as rolling forecasts could improve financial decision-making and reduce the operational risks identified earlier in the report. This approach would allow management to update sales forecasts more frequently and adjust purchasing decisions, accordingly, reducing the risk of excessive inventory accumulation and improving working capital efficiency.
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This report evaluated the financial forecasts for Silver Stitch Ltd by analysing the stock budget, cash budget and budgeted profit and loss statement for the six-month planning period. The analysis shows that budgeting remains an important management accounting tool because it helps organisations translate operational plans into financial forecasts. It allows managers to anticipate financial challenges, allocate resources and monitor expected performance.
The forecasts indicate that Silver Stitch Ltd is expected to achieve a positive level of profitability. The projected gross profit margin suggests that the company’s pricing strategy and cost structure can generate favourable returns. However, analysis of the budget identifies several operational and financial risks that could affect stability if not addressed.
The stock budget shows a continuous increase in inventory levels, suggesting that purchasing decisions may not fully match realistic demand. In fashion retail, where product life cycles are short, excess inventory can create financial pressure if goods remain unsold and require price reductions to clear stock. At the same time, the cash budget shows significant outflows related to inventory purchases, operating costs and store refurbishment. This may place pressure on liquidity despite forecast profitability.
The analysis also shows that budgeting results are influenced not only by financial calculations but also by managerial behaviour and organisational processes. Issues such as performance pressure, budgetary slack and short-term decision-making may weaken the effectiveness of budgeting systems.
Traditional budgeting systems may also struggle to respond to rapidly changing market conditions. In fashion retail, where customer preferences change quickly, organisations may benefit from combining traditional budgeting with more flexible planning approaches.
Overall, budgeting remains a valuable management accounting tool for Silver Stitch Ltd. However, its effectiveness depends on realistic forecasting, coordination between departments and managers’ ability to adapt financial plans when conditions change.
Based on the analysis, management should improve demand forecasting, strengthen inventory control, enhance coordination between sales and purchasing and monitor liquidity more closely.
Rather than abandoning traditional budgeting, a hybrid approach combining structured financial planning with tools such as rolling forecasts may provide a more effective solution. This would allow management to update demand forecasts more frequently, adjust purchasing decisions and reduce inventory accumulation while improving working capital efficiency.
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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
The Cash budget for the period to 31 December is:
July Aug Sept Oct Nov Dec
£000 £000 £000 £000 £000 £000
Cashreceipts 208 228 258 238 248 278
Sales net of 0.35x2.5%
Cash payments 7 (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) (U] (U]
Shop refurbishment (15) (12) (10) - - -
Cash surplus (deficit) 15 6 28 4 2 53
Opening balance 50 65 71 99 103 105
(min st
ock
level
Closing balance 65 71 99 103 105 158

The budgeted Profit and Loss Account for the six months

ending 31 December is:
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The budgeted Profit and Loss Account for the six months

ending 31 December is:

£000 Calculation

Sales 1470 210+230+260+240+250+28
0

Cost of goods sold 882 1470 x 60%
Gross profit 588 1470 x 40%
Selling expenses 42 5+6+7+8+9+7
Admin expenses 159 24+25+26+27+28+29
Credit card charges 12.86 1470 x 35% x 2.5%
Operating profit 374.14
Interest payable 6 6x5x20%
Profit for the period 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
The Cash budget for the period to 31 December is:
July Aug Sept Oct Nov Dec
£000 £000 £000 £000 £000 £000
Cashreceipts 208 228 258 238 248 278
Sales net of 0.35x2.5%
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) )]
Taxation paid - - (18) - - -
Interest payments 1) (U] 1 1 1 1)
Shop refurbishment (15) (12) (10) - - -
Cash surplus (deficit) 15 6 28 4 2 53
Opening balance 50 65 VAl 929 103 105
(min st
ock
level
Closing balance 65 71 99 103 105 158

The budgeted Profit and Loss Account for the six months

ending 31 December is:





