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This report evaluates the financial planning and budgetary position of Silver Stitch Ltd over a six-month period and examines the wider effectiveness of budgeting as a management tool. Silver Stitch Ltd operates in the premium casual clothing market through twelve stores and goals to maintain strong product quality and an attractive shopping environment. Although the company’s profit budget suggests a positive financial performance, the wider budget analysis shows that profitability does not automatically mean financial security.
The most important issue is the large increase in inventory during the period. Stock rises abruptly from the opening level to a much higher closing balance by December, which means that a substantial amount of cash is tied up in unsold goods. This is a significant risk in fashion retail, where trends change quickly and unsold items may need to be discounted. The cash budget also shows that monthly cash surpluses are relatively small, even though the business plans to remove its overdraft by the end of December. This leaves little room for unexpected problems such as weaker sales, higher costs or delayed receipts.
The report argues that management should respond by improving working capital control, especially through tighter inventory management and more realistic purchasing decisions. Smaller and more frequent orders, based on actual sales patterns, would reduce the risk of overstocking. Management should also review operating expenses carefully and consider delaying non-essential store refurbishment where this would reduce pressure on cash flow.
Beyond the numbers, the report explains that budgeting only works well when supported by strong organisational conditions. Senior management involvement, reliable forecasting, strategic alignment and good communication between departments are all essential. It also highlights four behavioural issues that can weaken budgeting systems: budgetary slack, pressure to meet short term targets, reduced employee motivation and resistance to control.
Finally, the report concludes that traditional budgeting still offers structure and financial discipline, but it has clear weaknesses in fast changing markets. Because retail conditions can shift quickly, Silver Stitch Ltd would benefit from more flexible approaches, including regular budget reviews and updated forecasts. Overall, the company appears commercially viable, but stronger control over liquidity, inventory and budget use is necessary to protect financial stability
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Financial planning is essential for organisations because it helps managers understand how operational decisions affect the financial position of the business (Atrill and McLaney, 2021; Drury, 2021; Gleibner, Günther and Walkshäusl, 2022). One of the most widely used tools in management accounting is budgeting (Datar and Rajan, 2021; Drury, 2021). Budgets translate business plans into financial forecasts and allow managers to estimate revenues, costs and cash flows over a defined period (Atrill and McLaney, 2021; Corporate Finance Institute, 2023a). By preparing budgets in advance, organisations can identify possible financial problems and adjust their plans before these problems become serious (Isibor et al., 2022; Alsharari, 2024). In retail businesses budgeting is particularly important because operations depend heavily on inventory management and customer demand (Mandipa and Sibindi, 2022; McKinsey & Company, 2023b). Retailers must purchase goods before they can sell them to customers. As a result, money is invested in stock before revenue is received (Corporate Finance Institute, 2023b; Investopedia, 2023b). If inventory levels become too high, a large amount of cash becomes tied up in unsold products. If inventory levels are too low, customers may not find the products they want, and potential sales may be lost (McKinsey & Company, 2021; McKinsey & Company, 2023a). Retail organisations must therefore balance product availability with financial control (Mandipa and Sibindi, 2022; Wanzala et al., 2024). Another important aspect of financial planning is the difference between profitability and liquidity. Profitability refers to the ability of a company to generate earnings from its operations. Liquidity refers to the company’s ability to meet its financial obligations when payments become due (Investopedia, 2023c; Investopedia, 2023d). A business may report a profit in its income statement but still face financial pressure if it does not have enough cash available to pay suppliers, employees or operating costs (Calotă et al., 2020; Olayinka, 2022; Schroeder, Clark and Cathey, 2022). Because of this, effective financial planning requires both profit forecasts and cash flow analysis (Corporate Finance Institute, 2023a; Investopedia, 2023a).
Silver Stitch Ltd is a retail company that operates twelve stores selling premium casual clothing. The company’s strategy focuses on offering high-quality products and providing an attractive store environment for customers. In the fashion retail sector these factors are important because customers often associate product quality and shopping experience with the value of the brand (McKinsey & Company, 2022; Nagle, Müller and Gruyaert, 2023). Maintaining this positioning requires continuous investment in inventory, store presentation and operational activities (McKinsey & Company, 2021; Leonidou et al., 2022). However, these investments must be managed carefully. At the beginning of the planning period analysed in this report the company already operates with a bank overdraft. Management has set the objective of eliminating this overdraft by the end of December. This creates additional pressure because the organisation must generate sufficient cash while continuing to support normal business operations. 
To support financial planning, Silver Stitch Ltd prepared three budgets for the six-month period: a profit and loss budget, a stock budget and a cash budget. The profit and loss budget estimates revenues and operating costs. The stock budget shows how inventory levels are expected to change during the period. The cash budget shows the timing of cash inflows and outflows (Atrill and McLaney, 2021; Drury, 2021; Datar and Rajan, 2021).
According to the profit budget, total sales for the six-month period are expected to reach about £1.47 million, generating a gross profit of £588,000. After operating expenses and finance costs, the company forecasts a profit of approximately £365,000. On the surface this result suggests that the business is financially healthy. However, the stock and cash budgets show several issues that could create financial pressure during the planning period (Olayinka, 2022; Rey-Ares, Fernández-López and Rodeiro-Pazos, 2021).
The purpose of this report is to critically analyse the budgets prepared for Silver Stitch Ltd and identify the main financial problems the company may face during the next six months. The report focuses on the relationship between inventory investment, operating costs and liquidity. It also evaluates how management could address these problems and discusses the conditions required for an effective budgeting system. Finally, the report considers the limitations of traditional budgeting in a fast-changing business environment (Ramlall et al., 2024).
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The budgets prepared for Silver Stitch Ltd indicate that the company expects to operate profitably during the six-month planning period. According to the profit and loss forecast, total sales are expected to reach approximately £1.47 million, producing a gross profit of £588,000. After deducting operating expenses, credit card charges and finance costs, the business expects to generate a profit of around £365,000. From a purely accounting perspective this result appears positive. The gross margin of roughly 40 percent suggests that the company sells its products at prices that provide enough contribution to cover operating costs. For a retailer operating in the premium clothing market, this margin is realistic and indicates that the basic business model is viable (Nagle, Müller and Gruyaert, 2023; Schroeder, Clark and Cathey, 2022). However, profitability alone does not guarantee financial stability. When the profit forecast is compared with the stock budget and the cash budget, several important risks become visible. 
These risks are mainly related to inventory investment, liquidity management and the timing of financial commitments. In other words, the company may be profitable on paper but still exposed to financial pressure in practice (Atrill and McLaney, 2021; Corporate Finance Institute, 2023c; Investopedia, 2023d). One of the most important issues appears in the stock budget. The figures show that inventory increases significantly during the planning period. The company begins July with opening stock of about £100,000, but by the end of December closing stock reaches approximately £388,000. This means that the value of inventory almost quadruples during the six-month period. This pattern suggests that Silver Stitch Ltd is purchasing stock faster than it is selling it. While some increase in inventory may be necessary to support higher sales or seasonal demand, such a large growth raises concerns about working capital management (Mandipa and Sibindi, 2022; Wanzala et al., 2024). Inventory represents money that is temporarily locked into goods that have not yet been sold. Until customers purchase these products, the financial resources invested in them remain unavailable for other purposes (Corporate Finance Institute, 2023b; Investopedia, 2023b).
For a retail company operating with an overdraft, this situation can be particularly risky. Increasing inventory requires additional cash while the organisation is trying to improve its liquidity position. Instead of freeing financial resources, the company is committing more capital to stock. This decision may support product availability in stores, but it also increases financial pressure. The problem becomes more serious when the nature of the clothing industry is considered. Fashion products are strongly influenced by trends and seasonal demand. Items that are popular at one moment may quickly lose their appeal when new styles appear. If Silver Stitch Ltd holds too much inventory of products that customers no longer want, the company may eventually need to reduce prices in order to sell them. Discounting would reduce profit margins and weaken the premium image that the brand is trying to maintain (McKinsey & Company, 2022; McKinsey & Company, 2023a).
A more balanced inventory strategy would therefore reduce financial risk. Management should analyse sales data carefully to identify which products sell quickly and which products move more slowly. Instead of placing large orders well in advance, the company could adopt smaller and more frequent purchases. This approach would allow management to respond more effectively to actual demand while reducing the amount of capital tied up in inventory (Corporate Finance Institute, 2023b; McKinsey & Company, 2021). Another issue connected to inventory appears when the cash budget is examined. Though the company forecasts a positive cash balance by the end of the planning period, the monthly cash movements show that the situation is less comfortable than it first appears. Several months generate only small positive cash differences between receipts and payments. This indicates that the company has very little margin for unexpected changes (Corporate Finance Institute, 2023a; Investopedia, 2023a).
For example, even a small decline in sales or a delay in customer payments could quickly eliminate these cash surpluses. In such a situation the company might need to rely again on short-term borrowing. This means that the objective of eliminating the overdraft by the end of December may be more difficult than the budget suggests.
Another factor affecting liquidity is the timing of payments for inventory purchases. The budgeting model indicates that stock purchases are paid in the following month rather than immediately. As a result, some cash outflows appear later in the planning period. This improves the cash balance temporarily but does not remove the financial obligation. 
Because of this timing difference, the final cash balance shown in December may give a slightly optimistic impression of the company’s liquidity. Some payments will occur shortly after the end of the budget period. If inventory purchases continue at the same level, these payments may create pressure on the company’s cash resources early in the following period. Management should therefore avoid focusing only on the closing cash balance. Instead, it should analyse the pattern of cash flows throughout the period. Regular monitoring of cash inflows and outflows will allow the company to react quickly if financial pressure begins to appear (Corporate Finance Institute, 2023a; Investopedia, 2023c).
Another important issue highlighted by the budgets is the level of operating expenses. The profit and loss budget shows that administrative costs represent a significant portion of total operating expenses. While these costs may be necessary to support the organisation’s activities, they also represent fixed commitments that must be covered regardless of sales performance (Calotă et al., 2020; Schroeder, Clark and Cathey, 2022).
If sales fall below expectations, the company may find it difficult to reduce these expenses quickly. This creates a risk that profitability could decline rapidly if market conditions become less favourable. Management should therefore review operating expenses regularly to ensure that resources are used efficiently. Cost reduction should not necessarily mean drastic cuts, because such actions could damage store operations or employee morale. Instead, the focus should be on improving efficiency. 
For example, better digital systems for inventory control or financial reporting could reduce administrative workload while improving coordination between departments.
Another element that deserves attention is the planned investment in store refurbishment. Retail environments play a key role in shaping customer perception of a brand, particularly in the premium clothing market. Attractive store layouts and product displays can encourage customers to spend more time in stores and increase the likelihood of purchases. However, refurbishment projects require financial resources at the time they are implemented. When the company is already investing heavily in inventory and attempting to improve its liquidity position, the timing of these investments becomes important. If refurbishment projects take place during periods of limited cash availability, they may place additional pressure on the company’s financial position. Management should therefore evaluate whether all planned improvements are necessary immediately. Some investments may be essential to maintain store standards, while others could be suspended without harming the company’s competitive position. Delaying non-essential projects would allow the organisation to focus on strengthening its liquidity during the planning period (Campos, Sanchis and Ejarque, 2024).
The financial plans also suggest that Silver Stitch Ltd may depend strongly on seasonal sales patterns. Clothing retailers often experience stronger demand during certain periods of the year, particularly during colder seasons and holiday shopping periods. While these peaks can generate substantial revenue, they also create uncertainty. If customer demand during peak periods is lower than expected, the company may struggle to generate the cash required to support its financial commitments. This risk becomes more significant when inventory levels are high, because unsold stock may remain in stores for longer periods. To reduce this risk, management could explore strategies aimed at creating more stable sales throughout the year. Promotional campaigns, product diversification and targeted marketing initiatives may help attract customers during traditionally slower months. By reducing dependence on seasonal demand peaks, the company could stabilise its cash flow and reduce financial uncertainty (McKinsey & Company, 2023b; Leonidou et al., 2022).
Overall, the analysis of the budgets indicates that Silver Stitch Ltd faces several interconnected financial challenges. The company’s profit forecast appears strong, but the level of inventory investment, the limited monthly cash margins and the timing of financial commitments create potential risks. If these factors are not managed carefully, the company could experience liquidity pressure despite reporting a profit (Mandipa and Sibindi, 2022; Rey-Ares, Fernández-López and Rodeiro-Pazos, 2021).
Beyond the financial calculations shown in the budgets, it is also important to consider the organisational conditions that influence whether a budgeting system can function effectively. Budgets are not only financial documents; they are management tools that guide decisions and coordinate activities across different parts of the organisation. If the organisational environment does not support the budgeting process, even well-prepared budgets may fail to improve decision making (Drury, 2021; Datar and Rajan, 2021; Isibor et al., 2022).
One of the most important conditions for effective budgeting is strong involvement from senior management. Budgeting requires strategic direction because financial plans must reflect the long-term priorities of the organisation. When senior managers actively participate in the budgeting process, they ensure that operational decisions remain aligned with the company’s overall strategy. Their involvement also signals to employees that budgeting is an important management activity rather than simply an administrative exercise (Alsharari, 2024; Ma et al., 2022).
For Silver Stitch Ltd this point is particularly relevant. The company faces several financial pressures during the planning period, including the need to eliminate the existing overdraft, manage rising inventory levels and maintain sufficient liquidity. These issues require coordinated decision making across departments such as purchasing, sales and finance. Without clear leadership from senior management, different departments might pursue conflicting objectives. For example, the purchasing department might focus on ensuring product availability while the finance department attempts to reduce spending to improve cash flow (Turkeș et al., 2020).
Another important condition for effective budgeting is the alignment between budgets and organisational strategy. Financial plans should support the strategic direction of the business rather than simply controlling costs. Silver Stitch Ltd operates in the premium clothing segment, where brand image, product quality and customer experience play an important role in attracting customers. Budgets must therefore allow sufficient investment in store presentation, marketing activities and product quality. At the same time, these investments must remain financially sustainable. The budgeting process should help management evaluate whether strategic initiatives are affordable within the company’s financial constraints. In the case of Silver Stitch Ltd, decisions about store refurbishment or inventory purchases must be carefully balanced with the objective of improving liquidity and eliminating the overdraft (Nagle, Müller and Gruyaert, 2023; Campos, Sanchis and Ejarque, 2024). The quality of information used in the budgeting process is also essential. Budgets rely on forecasts about future sales, costs and market conditions. If these forecasts are unrealistic, the resulting financial plans may lead to poor decisions. Retail organisations often rely heavily on historical sales data when preparing forecasts, but past performance may not always reflect future demand. Consumer behaviour in the fashion market can change quickly. New trends, economic conditions and competitive pressures may influence customer preferences. If the sales forecasts used in the budgeting process are overly optimistic, the company may purchase more inventory than it can realistically sell. 
This would increase the risk of unsold stock and place additional pressure on cash flow. Improving the accuracy of demand forecasting could therefore help Silver Stitch Ltd reduce financial risk. Management should combine historical sales data with market research and feedback from store managers to develop more realistic forecasts (McKinsey & Company, 2021; McKinsey & Company, 2023a; Olayinka, 2022).
Effective communication between departments is another important factor that supports successful budgeting. Organisations consist of multiple functions, including sales, purchasing, marketing and finance. Decisions made by one department often influence the activities of others. 
For example, if the sales department plans an increase in marketing activities, this may lead to higher expected sales. Higher expected sales will in turn influence purchasing decisions and inventory levels (Wati, Syafina and Nurwani, 2024).
If communication between departments is weak, these decisions may become inconsistent. The sales team might expect strong growth while the finance department attempts to limit spending. Such conflicts reduce the usefulness of budgets as planning tools. Regular communication between departments ensures that all parts of the organisation work with the same financial expectations. Together with these organisational conditions, behavioural factors also influence the effectiveness of budgeting systems. Budgets affect how managers and employees behave because they are often used to evaluate performance. When individuals know that their performance will be judged according to budget targets, they may respond in ways that influence the reliability of the budgeting process (Hanlon, Yeung and Zuo, 2022). One behavioural issue frequently discussed in management accounting is budgetary slack. This occurs when managers intentionally underestimate expected revenues or overestimate costs when preparing budgets. By doing this, they make it easier to achieve their targets later. Although this behaviour may protect individual managers from criticism, it reduces the usefulness of budgets because the figures no longer represent realistic expectations (Agustina et al., 2024; Ramlall et al., 2024).
Another behavioural issue relates to performance pressure. When managers are evaluated primarily on their ability to achieve short-term budget targets, they may focus too heavily on immediate results. This pressure may encourage decisions that improve short-term financial performance but damage the organisation’s long-term development (Hanlon, Yeung and Zuo, 2022; Oncioiu et al., 2020).
For example, managers might delay necessary investments or reduce spending on employee training to meet short-term financial targets. Employee motivation is also closely connected to the budgeting process. If employees believe that budget targets are unrealistic or unfair, they may become discouraged and less committed to organisational goals. On the other hand, if targets are too easy to achieve, they may fail to encourage improvement. An effective budgeting system therefore requires targets that are challenging but achievable (Agustina et al., 2024; Isibor et al., 2022).
Finally, resistance to control can appear when employees perceive budgeting systems as tools of strict supervision rather than tools for planning and coordination. When individuals feel that budgets are used mainly to monitor their performance, they may become defensive and less cooperative. Management should therefore communicate clearly that budgets are intended to support better decision making rather than simply control employees (Hanlon, Yeung and Zuo, 2022).
Another aspect that deserves attention is the role of traditional budgeting methods in modern business environments. Traditional budgeting systems typically involve preparing a fixed annual budget that defines expected revenues and costs for the entire year. Once the budget is approved, actual results are compared with the planned figures to evaluate performance. While this approach provides structure and discipline, it also has several limitations. One common criticism is that fixed budgets can quickly become outdated in rapidly changing markets.
 Retail businesses operate in environments where customer preferences, fashion trends and economic conditions can change quickly. When organisations rely on fixed budgets prepared months in advance, the assumptions used in those budgets may no longer reflect current market conditions (Ramlall et al., 2024; McKinsey & Company, 2023b).
Another limitation is that traditional budgeting often focuses heavily on cost control rather than value creation. Managers may become more concerned with meeting budget targets than with identifying new opportunities for growth. This can reduce organisational flexibility and discourage innovation. Traditional budgeting processes can also be time consuming. Preparing detailed budgets for large organisations may require extensive negotiation between departments. By the time the budgeting process is completed, the assumptions on which it was based may already have changed. For these reasons, many organisations have started to complement traditional budgeting with more flexible financial planning methods. Techniques such as rolling forecasts allow companies to update their financial projections regularly instead of relying only on a single annual plan. This approach helps organisations respond more quickly to changes in the business environment. For Silver Stitch Ltd, adopting more flexible financial monitoring practices could improve decision making. Instead of relying only on the six-month budget prepared at the beginning of the period, management could review financial performance regularly and update forecasts when necessary. This would allow the company to react more quickly if sales performance or cash flow conditions change (Wahyudi, 2026).
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The analysis of the budgets prepared for Silver Stitch Ltd shows that budgeting is an essential tool for understanding how operational decisions influence financial outcomes. The profit forecast suggests that the company should remain profitable during the six-month planning period, with expected sales of around £1.47 million and a forecast profit of approximately £365,000. These figures indicate that the basic retail model of the business is viable and that the company’s pricing strategy allows it to generate sufficient gross margin (Atrill and McLaney, 2021; Nagle, Müller and Gruyaert, 2023). However, the analysis of the stock and cash budgets reveals several financial risks that require careful management. Inventory levels increase significantly during the planning period, reaching almost four times the opening level by December. This indicates that many financial resources will become tied up in stock. While maintaining product availability is important for a retail business, excessive inventory increases the risk of unsold goods and places pressure on working capital (Mandipa and Sibindi, 2022; Wanzala et al., 2024). The cash budget also shows that although the company expects to eliminate its overdraft by the end of the period, monthly cash surpluses are relatively small. This means that the company has limited financial flexibility. 
A small decline in sales or an unexpected increase in expenses could quickly weaken the cash position. Management must therefore monitor cash flows closely rather than relying only on the final closing balance shown in the budget (Corporate Finance Institute, 2023a; Investopedia, 2023a). Several management actions could help reduce these risks. Improving inventory management would reduce the amount of capital tied up in stock and improve liquidity. Purchasing decisions should be based on realistic sales forecasts and supported by analysis of product demand. In addition, the timing of non-essential investments, such as certain store improvements, should be reviewed to ensure that they do not place unnecessary pressure on cash flow (McKinsey & Company, 2022).
The report also highlights the importance of organisational conditions for successful budgeting. Strong involvement from senior management, reliable forecasting information and effective communication between departments are essential for ensuring that budgets support strategic decision making. Without these conditions, budgeting may become a routine administrative exercise that does not influence real managerial behaviour (Alsharari, 2024). Behavioural factors must also be considered when implementing budgeting systems. Issues such as budgetary slack, performance pressure and employee motivation can influence how budgets are prepared and used in practice. Encouraging transparency and participation in the budgeting process can help improve the reliability of financial planning (Agustina et al., 2024; Ramlall et al., 2024). Finally, the discussion of traditional budgeting methods suggests that organisations should remain aware of their limitations. Fixed budgets provide useful financial discipline but may not always be suitable in fast-changing business environments. Retail markets evolve quickly, and organisations must be able to adapt their plans when conditions change (McKinsey & Company, 2023a). 
Overall, the budgets prepared for Silver Stitch Ltd provide a useful starting point for financial planning, but the analysis shows that careful management will be required to maintain financial stability. By improving working capital management, monitoring liquidity closely and maintaining strong coordination between departments, the company can reduce financial risks and support the continued development of its retail operations (Rey-Ares, Fernández-López and Rodeiro-Pazos, 2021; Gleibner, Günther and Walkshäusl, 2022; van den Boom, 2020; Wagenhofer, 2024).
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Microsoft_Excel_Worksheet1.xlsx
Sheet1

		Silver Stich Ltd - Stock Budget

				July		Aug		Sept		Oct		Nov		Dec

		Sales		210		230		260		240		250		280

		Opening stock		100		154		186		230		296		336

		Planned purchases		180		170		200		210		190		220

		Goods available		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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		Silver Stitch Ltd - Cash Budget

				June		July		Aug		Sept		Oct		Nov		Dec

		Sales net		180		210		230		260		240		250		280

		Cash receipts		178		208		228		258		238		248		278

		Administration cash 		15		17		18		19		20		21		22

		Stock payments		0		150		180		170		200		210		190

		Loan principal repayments		5		5		5		5		5		5		5

		Selling expense payments		0		5		6		7		8		9		7

		Taxation paid		0		0		0		18		0		0		0

		Interest paid		1		1		1		1		1		1		1

		Store refurbishment		0		15		12		10		0		0		0

		Cash surplus / (deficit)		157		15		6		28		4		2		53

		Opening cash balance		-30		127		142		148		176		180		182

		Closing cash balance		127		142		148		176		180		182		235
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		Silver Stitch Ltd – Budgeted Profit & Loss (July–December)



		Monthly Sales (£000)						Selling Expenses (£000)						Administration Expenses (£000)						Profit & Loss Statement

		July		210.00				July		6.00				July		24.00				Sales		1,470.00

		Aug		230.00				Aug		7.00				Aug		25.00				Cost of Goods Sold (60%)		882.00

		Sept		260.00				Sept		8.00				Sept		26.00				Gross Profit		588.00

		Oct		240.00				Oct		9.00				Oct		27.00				Selling Expenses		45.00

		Nov		250.00				Nov		7.00				Nov		28.00				Administration Expenses		159.00

		Dec		280.00				Dec		8.00				Dec		29.00				Credit Card Charges (35% × 2.5%)		12.86

		Total Sales		1,470.00				Total Selling Expenses		45.00				Total Admin Expenses		159.00				Operating Profit		371.14

																				Interest (6 months)		6.00

																				Profit for Period		365.14










