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This report evaluates the forecast budgets prepared for Silver Stitch Ltd for the six months to 31 December, with particular focus on liquidity, profitability and working capital management. The analysis shows that the business is expected to remain profitable and should be able to eliminate its £30,000 overdraft before the bank’s year-end deadline. The cash budget indicates that the overdraft is likely to be cleared by September, with the company ending December in a positive cash position.

However, the report argues that this favourable outcome masks several underlying weaknesses. Most notably, stock levels are forecast to rise significantly over the period, suggesting that too much cash is being tied up in inventory. This is a concern for a premium clothing retailer, where excess stock increases the risk of markdowns, obsolescence and weaker working capital efficiency. The business is also exposed to short-term liquidity pressure in the early months, and this is made more serious by the decision to undertake refurbishment expenditure while cash remains tight.

The report concludes that Silver Stitch’s main challenge is not profitability, but the quality of financial control and planning. It recommends tighter inventory management, more frequent cash-flow monitoring, and a more flexible budgeting approach supported by KPIs and broader performance measures. Overall, while the company appears capable of meeting its immediate banking requirement, a more responsive and strategically balanced budgeting system would provide a stronger basis for long-term performance.
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Budgeting remains one of the most widely used tools in management accounting because it helps organisations translate plans into quantified targets and provides a basis for control, coordination and performance evaluation (Drury, 2021; Seal, Garrison and Noreen, 2018). In teaching terms, your module places budgeting alongside cash budgets, working capital, KPI analysis and sustainable accounting practices, which shows that budgets are not meant to be treated as isolated calculations but as part of a wider decision-making system. For a retailer such as Silver Stitch Ltd, this matters because profitability depends not only on sales levels, but also on stock management, payment timing and the ability to balance short-term liquidity with longer-term operational priorities (Atrill and McLaney, 2021; Horner, 2020).
This report evaluates the budgetary position of Silver Stitch Ltd for the six months to 31 December. The company’s immediate problem is that it began the review period with a £30,000 overdraft and the bank required that this be eliminated by the end of December. At first sight, this looks like a narrow cash-management issue. However, the forecast budgets suggest a broader set of problems involving rising inventory, pressure on early-month liquidity and the limits of traditional budgeting in a changing retail environment. The task itself asks for a critical evaluation of forecast budgets, the barriers and success conditions of budgeting, and the weaknesses of traditional annual budget models. The discussion therefore takes a critical approach by examining not just whether the company can remove the overdraft, but whether its wider planning and control system is strong enough to support efficient and sustainable decision making.
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	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 

	Goods available for sale
	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 


 Figure 1.Stock Budget for the six months


The starting point is the relationship between sales, gross profit and stock. Because the gross profit margin is 40%, cost of sales is 60% of sales revenue. This allows the stock budget and budgeted profit and loss account to be prepared on a consistent basis. From a management accounting perspective, this is important because budgets are designed to support planning and control by showing how operational choices affect both profitability and financial position (Datar and Rajan, 2017; Dyson, 2020). The budgeting materials in your course also describe the master budget as bringing together sales, stock, cash and profit expectations in one coordinated framework. That broader view is essential here, because Silver Stitch’s position cannot be understood by looking at profit or cash alone.
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	July 
	Aug 
	Sept 
	Oct 
	Nov 
	Dec 

	 
	£000 
	£000 
	£000 
	£000 
	£000 
	£000 

	Cash receipts 
Sales net of 0.35 x 2.5%  
	208 
	228 
	258 
	238 
	248 
	278 

	Cash payments 
Administration 
	(17) 
	(18) 
	(19) 
	(20) 
	(21) 
	(22) 

	Stock purchased 
	(150) 
	(180) 
	(170) 
	(200) 
	(210) 
	(190) 

	Repayments of Ioan 
	(5) 
	(5) 
	(5) 
	(5) 
	(5) 
	(5) 

	Selling expenses 
	(5) 
	(6) 
	(7) 
	(8) 
	(9) 
	(7) 

	Taxation paid 
	- 
	- 
	(18) 
	- 
	- 
	- 

	Interest payments 
	(1) 
	(1) 
	(1) 
	(1) 
	(1) 
	(1) 

	Shop refurbishment 
	(15) 
	(12) 
	(10) 
	- 
	- 
	- 

	Cash surplus (deficit) 
	15 
	6 
	28 
	4 
	2 
	53 

	Opening balance 
	50 
(min stock level 
	65 
	71 
	99 
	103 
	105 

	Closing balance 
	65 
	71 
	99 
	103 
	105 
	158 


Figure 2.Cash budget table for the 6 months period


[bookmark: _Toc225098718]Profit and Loss Accounting for the 6 months ending December 31st. 

	 
	£000 
	Calculation 

	Sales 
	1470 
	210+230+260+240+250+280 

	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 
	6 x 5 x 20% 

	Profit for the period 
	368.14 
	 


Figure 3.Profit and Loss Accounting table for the 6 months period.


The stock budget indicates that the company comfortably maintains its stated minimum stock level of £50,000, but it also shows a large rise in inventory over the period. This is not automatically a positive sign. In a premium casual clothing business, excessive stock can expose the firm to markdowns, obsolescence and a higher risk that inventory will remain unsold as customer preferences shift. Supply chain and operations literature strongly supports this concern, especially in sectors where products are sensitive to seasonality and style changes (Christopher, 2016; Slack and Brandon-Jones, 2019). A rising stock figure therefore suggests that the company may be buying more aggressively than sales performance can justify, which points to a weakness in planning rather than a strength in preparedness.
The cash budget gives a more encouraging headline result. Based on the forecast, the business remains overdrawn in July and August, however, moves into a positive cash position in September and ends December with approximately £83,100 in cash. On a narrow reading, this means the bank’s requirement should be met. However, the monthly pattern is more revealing than the final balance. Cash is tight in the early part of the period, and this means the business is exposed to any shortfall in sales or unplanned expenditure. This reflects a central principle of financial management: liquidity depends on timing as much as on overall profitability (Atrill and McLaney, 2018; Arnold, 2019). The module materials reinforce this by identifying cash budgets and working capital management as core elements of performance monitoring and decision making.
The budgeted profit and loss account shows that Silver Stitch is profitable over the six months. That is an important finding, but it should not be over-interpreted. A profitable business can still face cash pressure, particularly where funds are tied up in stock or where capital spending coincides with weak liquidity. This distinction between profit and cash is fundamental in management accounting, because financial statements measure performance in different ways and for different purposes (Kolitz, 2017; Drury, 2021). In Silver Stitch’s case, the numbers suggest that the company is commercially viable, but that its working capital planning is not especially efficient. That is why the budget analysis points less to a profitability crisis than to a control and planning problem.
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Although the forecast budgets suggest that Silver Stitch Ltd should remain profitable and succeed in removing its overdraft by the end of December, the figures also highlight several underlying problems that management will need to address. The budget calculations are useful not simply because they produce numbers, but because they reveal where pressure points are likely to emerge in the business. In that sense, budgeting is not just about forecasting outcomes; it is about giving management the information needed to make better decisions about costs, revenues, liquidity and resource allocation (Drury, 2021; Datar and Rajan, 2017). In Silver Stitch’s case, the numbers point to weaknesses in stock control, cash timing and spending priorities, all of which could affect the business if they are left unmanaged.
The clearest problem is the steady increase in stock over the six-month period. While the business has no difficulty maintaining its minimum stock level, the forecast suggests that inventory will rise far beyond what appears necessary. For a premium casual clothing retailer, this is a serious issue. Clothing stock is particularly vulnerable to changing trends, seasonality and markdown pressure, so holding too much inventory can quickly become expensive. Excess stock ties up cash, adds to storage and handling costs, and increases the risk that products will have to be sold at reduced prices later. In other words, the company may look secure in terms of stock availability, but that security comes at the cost of weaker working capital efficiency (Christopher, 2016; Slack and Brandon-Jones, 2019; Walsh, 2008). This suggests that Silver Stitch’s purchasing plans may not be sufficiently aligned with expected demand.
A second concern is the company’s cash position in the early months of the budget period. Even though the overdraft is forecast to be cleared by September, the business remains overdrawn in both July and August. This means that the company is still financially exposed for part of the period and has little room for unexpected setbacks. A lower-than-forecast sales month, an unplanned cost, or any delay in cash receipts could easily place additional strain on liquidity. This is a reminder that profitability and cash flow are not the same thing. A company may be profitable in accounting terms but still experience short-term financial difficulty if cash inflows and outflows are poorly timed (Atrill and McLaney, 2018; Arnold, 2019). For Silver Stitch, the budgets show that the year-end cash position is reassuring, but the month-by-month pattern is much less comfortable.
The timing of the refurbishment programme adds to this pressure. The company plans to spend on refurbishment during July, August and September, which are exactly the months when cash is under the greatest strain. There may well be a sound commercial reason for improving store presentation, especially in a premium retail environment where the customer experience plays an important part in supporting sales. However, the issue here is one of timing rather than principle. Capital spending may be beneficial in the long term, but if it takes place during a period of weak liquidity it can still create avoidable financial pressure. From a financial management point of view, investment decisions should be judged not only by their expected benefits but also by how and when they are financed (Brigham and Ehrhardt, 2019; Hillier et al., 2023). In this case, management should question whether all the refurbishment spending needs to happen at this stage, or whether some of it could be delayed until the cash position becomes more stable.
Another issue revealed by the budgets is the gap between reported profit and the overall quality of financial control. The budgeted profit and loss account indicates that Silver Stitch should perform well over the six months, but the cash and stock budgets suggest that the business is not using its resources as efficiently as it could. This is an important point because profit on its own can create a false sense of security. A business may report healthy earnings while still carrying too much stock, relying too heavily on short-term finance, or making spending decisions that weaken liquidity. Management therefore needs a broader range of information when evaluating performance, including cash flow, stock movement and efficiency measures, rather than looking only at the profit figure (Atrill and McLaney, 2021; Drury, 2021). In Silver Stitch’s case, the numbers suggest that the business is viable, but that its working capital planning could be much stronger.
These weaknesses point to several practical responses. First, Silver Stitch should improve inventory control by monitoring sales trends more closely, reviewing stock levels by product line and reducing orders for slow-moving items. That would help release cash from inventory and reduce the risk of future markdowns. Second, the company should monitor cash flow more frequently, ideally using rolling forecasts, so that short-term liquidity issues can be identified earlier and managed more effectively. Third, the directors should reconsider the timing of refurbishment spending and focus first on the projects most likely to produce a clear commercial benefit. It may also be worth exploring whether this type of expenditure should be financed through a longer-term facility rather than from short-term operating cash. Finally, management should strengthen performance monitoring using ratios and KPIs, such as stock turnover, gross margin, current ratio and store-level sales performance. Looking at these measures together would provide a much clearer picture of whether the business is genuinely improving or simply appearing stronger on paper.
Overall, the budgets do not suggest that Silver Stitch is in immediate financial danger. Rather, they show a business that is profitable but not yet managing its working capital as effectively as it should. The real issue is therefore not survival, but control. Management needs to make sure that stock, cash and investment decisions are better aligned, so that the company’s financial improvement is supported by stronger operational discipline as well as by favourable headline results (Seal, Garrison and Noreen, 2018; Horner, 2020).
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For a budgeting system to succeed, there must first be clarity about what the organisation is trying to achieve. Budgets are most useful when they are linked to strategic objectives rather than treated as routine annual paperwork. In Silver Stitch’s case, eliminating the overdraft is an obvious short-term goal, but a well-designed budgetary system would also connect this goal to stock control, customer service, store performance and long-term resilience (Drury, 2021; Atrill and McLaney, 2021). The assignment brief itself expects more than mechanical calculation and calls for analysis of both the barriers and the success of budgeting. That means success should be judged by the quality of control the budget provides, not simply by whether a single year-end target is achieved.
A second condition is the availability of reliable, timely information. Budgets built on weak sales forecasts, poor stock records or unrealistic expenditure assumptions are unlikely to support good control. This is especially true in retailing, where demand and customer behaviour can shift quickly. Performance measurement research shows that control systems only work well when managers trust the information they are using and when that information reflects operational reality (Otley, 1999; Jordan and Messner, 2012). In the module material, KPI analysis is presented as a way of broadening performance review beyond simple financial outcomes, which reinforces the idea that good budgeting depends on a wider information base.
A third condition is participation and communication. Participative budgeting can improve realism because line managers often understand local costs, store trading conditions and customer demand more clearly than senior executives do. At the same time, participation is not automatically beneficial, because it can also create opportunities for manipulation and slack (Shields and Shields, 1998; Covaleski et al., 2003). The key point is that participation should be paired with challenge and review. Managers need to feel involved, but senior leadership also needs to test assumptions and ensure that the budget remains aligned with organisational priorities.
A fourth condition is responsibility accounting. Budgetary control works best when managers are held accountable only for areas they can influence. The costing materials in your uploaded files make this point directly by distinguishing controllable and uncontrollable costs and linking performance reporting to areas of responsibility. This principle matters because it affects both fairness and usefulness. If managers are judged on costs that they do not control, the budget becomes less credible and more likely to create resistance. Responsibility-based reporting therefore strengthens budgeting by making variances more meaningful and corrective action more targeted (Merchant, 1985; Datar and Rajan, 2017).
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Budgeting is not only a technical process; it is also a behavioural one. This is a crucial point because even the most carefully prepared budget could fail if the people expected to use it see it as unfair, unrealistic or politically driven. Early work by Argyris (1952) showed that budgets can influence motivation, trust and workplace relationships, while later research confirmed that budgeting is shaped by power, incentives and organisational behaviour as much as by arithmetic (Otley, 1978; Covaleski et al., 2003). Silver Stitch’s case is likely to involve these pressures, especially where cash constraints, stock decisions and refurbishment choices affect different departments in different ways.
One major behavioural risk is budgetary slack. Managers may deliberately underestimate revenue or overestimate costs to make targets easier to achieve. This can be individually rational, especially where appraisal or rewards depend on meeting budget, but it weakens the budget as a planning tool because the numbers become less informative (Merchant, 1985; Van der Stede, 2000). A second risk is short-termism. Managers under pressure to improve immediate results may delay maintenance, reduce staff development or avoid longer-term investment opportunities, even when those decisions weaken the business strategically (Hope and Fraser, 2003; Libby and Lindsay, 2010).
A third issue is demotivation. If budgets are seen as unrealistic or imposed without proper consultation, managers may disengage rather than commit to improvement. A fourth issue is interdepartmental conflict. Sales managers may want more stock, finance managers may want tighter liquidity, and operational managers may support refurbishment expenditure for commercial reasons. These tensions are common, but a poorly designed budgeting system can intensify them rather than coordinate them (Merchant and Van der Stede, 2017; Seal, Garrison and Noreen, 2018). For Silver Stitch, that means the budgeting process should be designed not just to set targets, but also to support communication, realism and cross-functional alignment.
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Traditional budgeting, especially annual and incremental budgeting, remains common because it offers familiarity, discipline and a clear formal structure for planning and control (Garrison, Noreen and Brewer, 2021; Drury, 2021). In many organisations, it also provides reassurance to lenders and senior management because it creates defined financial targets and a visible system of accountability. This is relevant to Silver Stitch because the bank has imposed a specific liquidity requirement, and a formal budget is one way of demonstrating that management is responding to that pressure responsibly.
Even so, the limitations of traditional budgeting are well established. A major weakness is rigidity. Annual budgets are often fixed well in advance and then used as reference points even when trading conditions change. In volatile or fast-moving sectors, this can mean that budgets become outdated quickly and encourage managers to focus on stale assumptions rather than current realities (Ekholm and Wallin, 2000; Hansen, Otley and Van der Stede, 2003). In Silver Stitch’s case, this is particularly important because fashion retailing is affected by changes in customer demand, style preferences and seasonal sales patterns. A budget that is not updated regularly may therefore produce misleading signals.
A second weakness is that traditional budgeting can become bureaucratic and time-consuming. Large amounts of managerial time may be spent negotiating numbers, defending departmental positions and preparing detailed plans that later need revising. Critics of traditional budgeting argue that this can reduce strategic agility and encourage internal politics rather than meaningful control (Hope and Fraser, 2003; Sivabalan et al., 2009). A third weakness is behavioural: when annual budgets are tightly linked to performance evaluation, they may encourage gaming, defensive reporting and an excessive focus on short-term target achievement (Covaleski et al., 2003; Libby and Lindsay, 2010).
That said, a fully critical discussion should not simply dismiss traditional budgeting. The more convincing argument is that annual budgets still have value, but they should be supplemented by more adaptive approaches. Rolling forecasts, more frequent stock reviews and better use of management information can improve responsiveness without abandoning financial discipline altogether (Player, 2010; Hansen, Otley and Van der Stede, 2003). For Silver Stitch, the sensible conclusion is therefore not to reject budgeting, but to move beyond a purely static model toward a more dynamic planning system.
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The forecast budgets demonstrate that effective managerial decision making depends on having timely and relevant information about revenues, costs, stock levels, liquidity and capital commitments, rather than relying on profit figures alone. In Silver Stitch’s case, the sales and gross profit forecasts suggest commercial viability, yet the stock and cash budgets reveal a more complex position in which inventory is rising sharply and liquidity remains fragile in the early months. This highlights an important management accounting issue: the usefulness of financial information depends not only on accuracy, but also on whether it helps managers evaluate the quality and timing of performance (Drury, 2021; Datar and Rajan, 2017). For this reason, financial monitoring should extend beyond the budget itself to include methods such as ratio analysis and KPI review. Indicators such as stock turnover, current ratio, gross margin and store productivity provide a more rounded basis for evaluating performance and allow management to judge whether financial targets are being achieved in a sustainable and operationally efficient way (Walsh, 2008; Kaplan and Norton, 1992; Otley, 1999).
A stronger budgeting system would also be supported by KPIs. Financial results remain important, but they do not give a complete picture of operational health. Performance measurement research has long argued that organisations need a wider mix of indicators covering customers, processes, people and longer-term value drivers (Kaplan and Norton, 1992; Otley, 1999). Your uploaded KPI slides reinforce this by explicitly stating that managers should not rely only on financial KPIs, but should also consider customer, operational, employee and CSR perspectives. For Silver Stitch, useful KPIs would include stock turnover, gross margin, current ratio, repeat customer rate, markdown rate, sales per store and staff turnover.
The same broader perspective supports the inclusion of the 3Rs and sustainable finance. The sustainability slides link business decision making to reduce, reuse and recycle, as well as to the triple bottom line of profit, people and planet. In retail terms, reducing could involve lower over-ordering, less packaging and better energy use; reusing could include fixtures, packaging materials or repaired items; and recycling could involve textile recovery or waste separation. These practices are not simply ethical gestures. They can improve resource efficiency and reduce avoidable cost (Elkington, 1997; Schaltegger and Burritt, 2018).
Sustainable finance extends this argument by suggesting that investment decisions should be assessed not only in terms of short-term financial return, but also in terms of environmental and social impact, resilience and stakeholder value (Schoenmaker and Schramade, 2019; Bebbington and Larrinaga, 2014). For Silver Stitch, that means store refurbishment, sourcing and logistics choices could be evaluated on broader criteria such as energy efficiency, waste reduction and reputational impact. A critical limitation, however, is that sustainability indicators are often harder to quantify than traditional financial measures, so they should complement rather than replace core accounting controls (Gray, 2010; Unerman, Bebbington and O’Dwyer, 2018).
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The Friedman vs Freeman debate helps frame the wider meaning of budgeting in this case. Friedman (1970) argued that the social responsibility of business is to increase profits, provided it stays within the rules of the game. Applied to Silver Stitch, that perspective would place primary emphasis on removing the overdraft, protecting shareholder value and ensuring that resources are allocated efficiently. On this view, budgeting is mainly a financial control mechanism. Sustainability or stakeholder concerns would matter only to the extent that they support profitability and reduce risk (Brealey, Myers and Allen, 2020; Brigham and Ehrhardt, 2019).
Freeman (1984), by contrast, argues that firms create value for a wider group of stakeholders, including employees, customers, suppliers and communities. From that perspective, budgeting should not be judged solely by whether it improves short-term cash balances. It should also be judged by whether it supports healthy supplier relationships, sensible stock decisions, employee stability, customer experience and longer-term resilience (Porter and Kramer, 2011; Hart and Milstein, 2003). This view fits more naturally with KPI-based control, the 3Rs and sustainable finance, because it broadens the basis on which performance is assessed.
A critical reading suggests that neither perspective is sufficient on its own. Friedman’s view captures the importance of financial discipline, which is clearly relevant where a bank is imposing a deadline. However, taken alone, it risks encouraging a narrow focus on year-end numbers. Freeman’s stakeholder view is better suited to a modern performance framework, but it still depends on the business remaining financially viable. The strongest conclusion is therefore a balanced one: Silver Stitch needs the financial discipline associated with shareholder value, but it also needs the broader strategic perspective of stakeholder theory if budgeting is to support long-term value creation rather than short-term compliance alone (Friedman, 1970; Freeman, 1984; Schoenmaker and Schramade, 2019).
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Overall, the forecast budgets suggest that Silver Stitch should be able to remove its overdraft before the end of December, which means the immediate requirement of the bank is likely to be met. However, this is only one part of the picture. The wider analysis points to substantial growth in inventory, weak early-month liquidity and questionable timing of refurbishment expenditure. These issues suggest that the company’s planning is not failing outright, but it is not especially efficient either. In particular, the contrast between positive projected cash by December and large stock accumulation shows why managers should not rely on one headline number when evaluating business performance (Drury, 2021; Walsh, 2008).
The broader discussion also shows that budgeting is most effective when supported by clear objectives, timely information, participation, responsibility accounting and realistic behavioural expectations. Traditional budgeting still offers value in terms of coordination and control, but on its own it can be too rigid, too backward-looking and too vulnerable to dysfunctional behaviour in a fast-changing environment (Hansen, Otley and Van der Stede, 2003; Libby and Lindsay, 2010). Silver Stitch would therefore benefit from a more adaptive budgeting approach supported by KPIs, rolling review and sustainability-aware decision making. In that sense, the most effective budget is not simply the one that eliminates an overdraft, but the one that improves the quality of managerial decisions across the business.
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