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[bookmark: _Toc223414607][bookmark: _Toc224590838]Executive Summary

The purpose of this report is to analyse the financial planning and budgeting processes of Silver Stitch Ltd, a retail chain specialising in premium casual clothing. The report examines the six-month period to 31st December, focusing on the stock budget, cash budget and budgeted Profit and Loss Account. The analysis identifies the key financial challenges the company may face and suggests strategies to address these effectively.

The stock and cash budgets indicate potential liquidity pressures resulting from fluctuations in sales, seasonal variations and substantial stock investment. Cash outflows for purchases, administration, selling expenses and loan repayments are compared with sales inflows, highlighting months where short-term cash deficits may occur and potentially impact operational efficiency. The budgeted Profit and Loss Account summarise expected profitability, gross margins and operating costs, providing a clear overview of financial performance and enabling informed managerial decision-making.

Moreover, the report considers the conditions necessary for the successful implementation of budgeting and budgetary control. Organisational factors, such as clear communication, reliable reporting systems, management commitment and well-defined responsibilities, are essential for ensuring budgets are used effectively. Behavioural aspects, including employee motivation, engagement, participation and potential resistance to change, are also examined, as these can influence the success of budgeting systems.

Finally, traditional budgeting approaches are critically evaluated within a fast-changing business environment. While they provide structure, accountability and financial discipline, weaknesses such as inflexibility, excessive time consumption and limited responsiveness to market dynamics are identified. The report concludes with recommendations for adopting more adaptive, responsive and strategic budgeting practices to improve effectiveness and support both operational and strategic objectives.
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1. [bookmark: _Toc223414609][bookmark: _Toc224590839]
Introduction

This report examines the financial planning and budgeting practices of Silver Stitch Ltd, a retail chain operating twelve stores that sell premium casual clothing. The company faces significant financial and operational challenges, particularly in managing cash flow, stock levels, and operating costs across multiple locations. Effective budgeting is essential to ensure liquidity, meet financial obligations, and achieve profitability over the six-month period from June to December.

Budgeting provides a structured framework for planning, monitoring, and controlling resources. It allows management to forecast revenues, anticipate expenses, and evaluate the financial impact of operational decisions. Traditionally, companies have relied on incremental budgeting, adjusting budgets based on prior periods. However, the retail sector is dynamic, with seasonal fluctuations and changing consumer behaviour, which often requires more flexible and strategic budgeting approaches.

This report focuses on three main areas of financial planning: the stock budget, the cash budget, and the budgeted Profit and Loss Account. The stock budget considers inventory levels required to meet projected sales while maintaining a minimum threshold. The cash budget examines cash inflows and outflows, including stock purchases, administration and selling expenses, loan repayments, and interest payments. The budgeted Profit and Loss Account provides an overview of expected profitability, gross margins, and operating costs, allowing management to assess performance and make informed decisions.

In addition, the report situates Silver Stitch Ltd budgeting process within the wider organisational context. Effective budgetary control relies on management commitment, reliable reporting systems, and clearly defined responsibilities. Human behaviour also influences the success of budgeting, as employee motivation, engagement, participation in planning, and resistance to change can affect implementation outcomes.

Finally, the retail environment is fast-changing, with unpredictable sales patterns and competitive pressures. The report highlights the importance of adaptive budgeting that balances control with flexibility, ensuring the company can respond to operational demands while supporting strategic goals.
2. [bookmark: _Toc223414610][bookmark: _Toc224590840]Main Findings 

This section presents the main financial findings derived from the preparation of the stock budget, cash budget, and budgeted Profit and Loss Account for Silver Stitch Ltd. The budgets provide a structured overview of the company’s expected financial performance over the six-month period, highlighting sales trends, cost patterns, cash inflows and outflows, and overall profitability. By analysing these financial statements, it is possible to anticipate potential liquidity pressures, evaluate short-term financial stability, and identify areas where management action may be necessary (Hope, 2020).

2.1 [bookmark: _Toc224590841]Stock Budget

The stock budget summarises the projected movements in inventory levels for Silver Stitch Ltd over the six-month budgeting period. It reflects opening stock, monthly purchases, the estimated cost of stock sold based on the gross profit margin, and the resulting closing stock balances. Closing stock for each month becomes the opening balance for the next period.

Table 1: 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



Explanation:

This table presents the monthly stock movements based on opening stock, purchases, and the cost of stock sold at 60% of sales revenue. Closing balances are carried forward as the opening stock for the following month. Rising closing stock levels indicate potential overstocking, which management should monitor to avoid high holding costs (Cheng, 2024).
2.2 [bookmark: _Toc223414611][bookmark: _Toc224590842]Cash Budget

The cash budget provides an overview of expected cash inflows and outflows for each month. incorporating receipts, operational payments, loan instalments, and refurbishment costs. This allows identification of potential liquidity pressures and informs short-term financial planning.

Table 2: Cash Budget for the six months to 31 December is:
	
	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
	(30)
	(15)
	(9)
	19
	23
	25

	Closing balance
	(15)
	(9)
	19
	23
	25
	78



Explanation:

The cash budget presents the expected cash position for each month, accounting for cash receipts and the main categories of cash payments. It compares cash inflows from sales with key outflows, highlighting periods of potential liquidity pressure and enabling management to adjust purchases, defer non-essential spending, or arrange short-term financing. Receipts are adjusted for credit-card charges, and the resulting monthly surplus or deficit demonstrates how operational and financing activities affect available cash (Tao, 2025).

2.3 [bookmark: _Toc224590843]Budgeted Profit and Loss Account

The budgeted Profit and Loss Account present the forecasted financial performance of Silver Stitch Ltd for the six-month period. It shows total sales revenue, cost of goods sold, operating expenses, and the expected profit after interest. 

Table 3: Budgeted Profit and Loss Account for the six months to 31 December is:
	
	£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
	



Explanation:

The forecasted Profit and Loss Account indicate a solid level of profitability over the six months. Operating expenses include selling and administration costs, along with credit-card charges. Interest on monthly loan repayments is deducted to give the estimated profit for the period. This provides a clear view of profitability, showing how revenue, cost of goods sold, and operating expenses combine to determine net performance.








3. [bookmark: _Toc224590844]Analysis of Budgetary Issues

Effective budgetary analysis is critical for Silver Stitch Ltd to anticipate financial pressures and identify potential operational challenges. The following sections evaluate the main problems the company may face based on the prepared stock, cash, and Profit and Loss budgets, linking financial metrics with practical implications for decision-making.

[bookmark: _Toc224590845]3.1 Problems Identified

The preparation of the stock budget, cash budget, and budgeted Profit and Loss Account for Silver Stitch Ltd highlights several financial pressures and management challenges. Despite projected sales growth over the six months, the company faces potential liquidity stress, inefficient working capital utilisation, exposure to fixed cost rigidity, and limitations in performance monitoring (Gaur, 2022). These risks are particularly significant given the requirement to eliminate the £30,000 overdraft by the end of December.

The Stock Budget indicates increasing inventory levels, with closing stock reaching £388,000 in December (see Table 1). Inventory represents the largest component of current assets (see Appendix 2.2). High stock levels suggest over-investment in working capital. Working capital refers to the funds tied up in day-to-day operations (Drury, 2021). In practice, excessive inventory increases holding costs, storage risk, and potential obsolescence, particularly in fashion retail. Moreover, high stock reduces asset turnover efficiency, although asset turnover cannot be calculated due to missing total asset data. This represents a monitoring gap (Saleheen, 2025).

The Cash Budget highlights liquidity volatility and dependency on inventory conversion (see Table 2). Liquidity is defined as the ability to meet short-term liabilities when due. Although the Current Ratio is 1.59 (Appendix 2.1), indicating acceptable short-term coverage, the Quick Ratio is only 0.27 (Appendix 2.2), below the recommended 1:1 benchmark. The acid test ratio excludes inventory and reflects immediate solvency. The low result shows the business cannot meet obligations without selling stock, exposing it to cash flow risk if sales weaken (Brealey, 2023). These obligations represent liabilities, which are short-term commitments such as creditors, taxation, and loans. Proper management ensures Silver Stitch Ltd can meet obligations while maintaining operational liquidity (Vighova, 2024).
The Budgeted Profit and Loss Account show a Gross Profit Margin of 40% (Appendix 1.1, Table 3) and a Net Profit Margin of 25% (Appendix 1.2). Profitability ratios measure earnings relative to sales. While these margins appear strong, they rely on a fixed mark-up structure and stable demand. The cost structure includes fixed administrative expenses, which increase operating leverage. If sales decline, operating profit will fall disproportionately. Interest Cover is 62.36 times (Appendix 1.3), indicating low short-term debt servicing risk, providing some flexibility for financing adjustments (Saif‑Alyousfi, 2025). Another indicator, gearing, measures the proportion of debt relative to equity. Lower gearing implies reduced financial risk, while higher gearing may increase vulnerability to interest changes, helping assess Silver Stitch Ltd’s long-term financial stability.
	
Finally, there are budgeting gaps and limitations. The reports lack integrated monitoring of KPIs such as liquidity ratios, asset turnover and Return on Capital Employed (ROCE), which shows how efficiently capital is used to generate profit. Additionally, creditor and debtor data are missing, preventing full evaluation of cash conversion efficiency. These gaps limit management’s ability to anticipate risks and take proactive measures (Owen, 2024).

Overall, Silver Stitch Ltd faces multiple interrelated challenges, like inventory concentration, weak immediate liquidity, dependence on sales conversion for cash flow, and incomplete KPI monitoring, while profitability indicators are favourable, short-term financial stability remains sensitive to working capital management and accurate financial oversight. These risks must be addressed through structured financial oversight, precise monitoring, and critical evaluation of operational and strategic decisions (Warner, 2022). 

[bookmark: _Toc224590846]3.2 Management Actions

Effective management actions are essential for Silver Stitch Ltd to address financial pressures, optimise working capital, and maintain operational stability throughout the budgeting period. These actions should directly address the problems identified and balance short-term cash stability with long-term financial resilience (Bragg, 2022).

Liquidity management must remain a priority. The Cash Budget indicates monthly fluctuations, and the low Quick Ratio of 0.27 (see Table 1, Appendix 2.2) confirms limited immediate solvency. Management should convert excess stock into cash through targeted promotion strategies or carefully controlled multi-buy incentives designed to accelerate inventory turnover without significantly eroding margins. This improves cash availability, reduces holding costs, and aligns with short-term goals of meeting overdraft obligations and maintaining supplier trust (Yanney, 2023).

Working capital efficiency requires careful stock and receivables management. High closing stock of £388,000 (see Table 1) constrains cash flow, while the absence of Debtor Days calculations limits insight into receivables turnover. Management could implement tighter credit policies, introduce early payment incentives, or negotiate extended payment terms with suppliers. These actions would enhance cash conversion and reduce dependency on sales timing (Fridson, 2022). 

Cost control is another critical area. Fixed administration and selling expenses increase operating leverage, making profits sensitive to fluctuations in sales. Management should differentiate between controllable and uncontrollable costs, using contribution margin and prime cost analysis to identify efficiency improvements. Adjusting discretionary expenses or phasing non-essential costs could ensure operational quality while supporting net profit margins of 25% (Appendix 1.2). However, excessive cost reductions may undermine service quality, staff morale, and the in-store customer experience across the 12 retail locations (Hansen, 2021).

Debt and financing management also requires attention. Although Interest Cover is strong at 62.36 times (Appendix 1.3), the gradual reduction of the £30,000 overdraft enhances financial stability and stakeholder confidence. Aligning cash management with debt repayment schedules ensures liquidity remains sufficient to meet obligations. If repayment is accelerated too aggressively, operational flexibility may be constrained, particularly during seasonal fluctuations in sales (Alrahamneh, 2020).

Budgeting gaps and KPI limitations further constrain decision-making. ROCE, asset turnover, and liquidity ratios are not tracked consistently, reducing visibility of operational efficiency. Management should introduce monthly ratio monitoring, scenario analysis, and sensitivity testing to anticipate financial pressures. These measures should be supported by Key Performance Indicators (KPIs), which are quantifiable metrics used to evaluate performance, including liquidity ratios, profit margins, inventory turnover, and working capital efficiency, providing benchmarks to track performance and manage potential financial risks.  Integrating KPI dashboards with real-time reporting enhances proactive decision-making, allowing managers to act before liquidity issues or overstocking escalate (Hussain, 2024).

In conclusion, by focusing on cash flow stabilisation, inventory management, cost control, and KPI monitoring, Silver Stitch Ltd can strengthen liquidity and working capital efficiency. These evidence-based actions support profitability, reduce financial risks, and ensure sustainable operational performance throughout the budgeting period.

























4. [bookmark: _Toc223414617][bookmark: _Toc224590847]Budgeting Systems and Human Behaviour

Effective budgeting depends not only on technical accuracy but also on organisational structure and human behaviour. Its success requires clear internal conditions, strong management support and employee involvement. This section critically examines the main organisational and behavioural factors that influence budgetary control. 

4.1 [bookmark: _Toc223414618][bookmark: _Toc224590848]Effective Budgeting Conditions

For a budgeting system to operate effectively, specific organisational conditions must be in place. A budgeting system plans, allocates, and monitors financial resources, while budgetary control compares actual performance against objectives to maintain financial discipline. Technical accuracy alone is insufficient organisational structure, management commitment, and reliable financial information are critical (Choudhary, 2025).

Clear organisational responsibilities and defined authority are fundamental. Managers must understand their budgetary limits and distinguish controllable and uncontrollable costs to ensure variance analysis supports decisions. Responsibility accounting links managerial authority with outcomes, strengthening performance monitoring. Without accountability, cost control weakens, working capital is compromised, and liquidity ratios may deteriorate, increasing reliance on overdrafts. For instance, in a manufacturing organisation, clear budget responsibilities allow production managers to manage raw material costs effectively, avoiding overspending and improving working capital management (Kliestik, 2021).

Reliable management accounting systems underpin effective control. Timely reporting of KPIs, asset turnover, contribution margins, gearing, and debtor performance enables corrective action and informed decisions. Integration of cost accounting with financial accounting enhances oversight of direct costs, indirect costs, and working capital. In practice, fragmented or delayed reporting can result in overstocking, cash flow shortages, and inefficient management of debtors and creditors (Zohry, 2024).

Strategic alignment is also essential. Budgets must support the organisation’s long-term objectives while allowing flexibility to respond to changing operational and financial conditions. Unrealistic or rigid targets can demotivate staff, reduce engagement, and encourage budgetary slack, where managers deliberately underestimate capabilities to achieve favourable variances. Participative budgeting can improve motivation and commitment but requires strong internal controls and balanced performance incentives to maintain financial discipline and operational effectiveness (Carreno, 2024).

Finally, strong senior management commitment ensures that budgets are credible and actively enforced. Leadership involvement communicates expectations, aligns budgeting with strategic objectives, and supports monitoring of both fixed and variable costs. Without managerial support, budgets may become formal documents rather than practical tools for cost control, working capital management, and operational decision-making (Shawe, 2023).

Overall, effective budgeting integrates organisational clarity, reliable financial information, strategic alignment, and managerial commitment. When these conditions operate together, budgets can guide decisions, optimise resource allocation, maintain liquidity, and support sustainable performance, ensuring both short-term stability and long-term competitiveness (Prasad, 2023)

4.2 [bookmark: _Toc223414619][bookmark: _Toc224590849]Human Behaviour Considerations

Effective budgetary control relies not only on technical accuracy but also on understanding the behaviour of people within the organisation. Several key behavioural factors influence the success of a budgeting system (Garg, 2024). 

Resistance to change is common, as employees may perceive budgets as restrictive or threatening to autonomy. Without clear communication and involvement, staff may ignore targets or undermine the system, reducing its effectiveness in controlling costs and managing working capital. Participative budgeting, where employees contribute to target-setting, can mitigate resistance and foster ownership, but requires careful oversight to prevent unrealistic expectations or complacency (Rehman, 2021).

Budgetary slack is another critical factor. Managers or employees may deliberately understate potential performance to achieve favourable variances, distorting financial reporting and resource allocation. Strong internal controls, timely variance analysis, and alignment with organisational KPIs, such as liquidity ratios and contribution margins, reduce slack while maintaining motivation and fairness (Verawati, 2025).

Motivation and performance incentives also influence outcomes. Reward structures linked solely to budget attainment may encourage short-termism or risk-averse behaviour, neglecting broader objectives such as sustainable growth and liquidity maintenance. Balanced performance measures, combining financial metrics and operational KPIs, ensure employees focus on both immediate targets and long-term organisational performance (Aguilera, 2023).

Finally, the interpretation and use of financial information is behaviourally sensitive. Accurate data can still be misread or selectively applied, causing managers to prioritise easily measurable outcomes over qualitative or strategic considerations. Training, clear guidance, and consistent feedback are essential to ensure budgets inform practical decisions and improve overall performance (Kiuri, 2022).

In conclusion, management must consider resistance to change, budgetary slack, motivation, and information interpretation to ensure a budgeting system function effectively. These behavioural factors are as critical as technical accuracy, and their neglect can compromise cost control, working capital management, and strategic decision-making (Rohma, 2022).















5. [bookmark: _Toc223414620][bookmark: _Toc224590850]Traditional Budgeting Approaches

Budgeting has traditionally been a central tool for planning, resource allocation, and performance monitoring. However, in today’s fast-changing business environment, conventional methods are increasingly scrutinised for their rigidity and inability to support strategic agility. This section critically evaluates the inherent flaws of traditional budgeting and its constraints in enabling effective decision-making and organisational adaptability.

5.1 [bookmark: _Toc223414621][bookmark: _Toc224590851]Inherent Flaws of Traditional Budgeting
 
One significant limitation of traditional budgeting is rigidity. Annual budgets are usually based on historical data and fixed targets, constraining organisations’ ability to respond to market volatility. In industries with fluctuating demand, seasonal variation, or intense competition, fixed targets may quickly become outdated. For instance, companies relying on fixed annual budgets during sudden market shifts, such as COVID-19, struggled to reallocate resources effectively, missing opportunities (Lasmiyati, 2025).

Traditional budgeting methods are also often criticised for being time-consuming and costly. The preparation, negotiation, and monitoring of annual budgets require substantial managerial time and administrative effort. In many organisations, the budgeting process can extend over several months, diverting managerial attention away from strategic planning and value-creating activities. As a result, by the time budgets are approved, they may already reflect outdated assumptions about market condition (Ramlall, 2024).

Another inherent flaw is the focus on cost reduction rather than value creation. Traditional budgets often emphasise controlling expenditure and meeting short-term financial targets. While cost discipline is important, excessive focus on cost containment may discourage investment in innovation, digital transformation, or sustainability initiatives that generate long-term value. Consequently, organisations may prioritise short-term efficiency over strategic development (Liyanage, 2021).

Traditional budgeting can also create behavioural and organisational issues. The pressure to achieve predetermined financial targets may encourage managers to manipulate figures, underestimate revenues, or overestimate costs to create budgetary slack. Such practices reduce the reliability of budget information and weaken the effectiveness of budgets as a performance management tool. In addition, budgeting processes often reinforce the centralisation of decision-making, limiting the autonomy of operational managers and slowing organisational responsiveness (Suwandi, 2023).

Overall, while traditional budgeting provides financial discipline and planning structure, its inherent flaws, including rigidity, administrative complexity, short-term focus, behavioural distortions, and limited flexibility, reduce its effectiveness in fast-changing business environments. These limitations explain why many organisations increasingly explore more adaptive approaches such as rolling forecasts, flexible budgeting, and beyond-budgeting frameworks that support continuous planning and strategic responsiveness (Ahmed, 2025).

[bookmark: _Toc224590852][bookmark: _Toc223414622]5.2 Implications of Changing Environment 

Changes in the business environment have significant implications for organisations that rely on traditional budgeting approaches. Increasing global competition, technological developments, and economic uncertainty require rapid adaptation, yet fixed annual budgets based on past assumptions hinder timely adjustments to financial plans and operations (Edo-Osagie, 2025).

One important implication concerns the growing speed of market change. Consumer preferences, product life cycles, and competitive strategies evolve faster than before. For instance, luxury fashion brands such as Gucci, Louis Vuitton, and Prada must adapt swiftly to shifting trends and customer expectations. Seasonal collections, limited editions, and global marketing campaigns demand agile financial and operational planning. Organisations relying solely on annual budgets may struggle to adjust production, inventory, and promotional strategies promptly, risking lost revenue and reduced market share. In contrast, brands that complement traditional budgets with rolling forecasts, such as Zara, have demonstrated greater responsiveness to market trends (Bennur, 2023).

Globalisation further complicates decision-making. Firms operating across multiple countries depend on international supply chains. Disruptions to logistics, trade regulations, or raw material prices can significantly affect performance. Recent supply chain issues in electronics, automotive, and luxury fashion sectors forced companies to revise procurement and production schedules. Reliance on fixed targets can limit managerial flexibility and slow responses, reducing the ability to exploit market opportunities (Grzybowska, 2022).

Technological development is another key challenge. Digital transformation, automation, and data analytics reshape value creation and competition. Firms must invest in new technologies to improve efficiency, develop innovative products, and enhance customer experience. However, such investments involve uncertainty and long-term planning, potentially conflicting with short-term budget objectives and delaying strategic initiatives (Majeed, 2024).

Businesses also face increasing pressure to address sustainability and social responsibility. Stakeholders expect consideration of environmental and social impacts alongside financial performance. The Triple Bottom Line emphasises balancing economic, environmental, and social objectives. Firms may need to fund sustainability initiatives, yet traditional budgeting, focused on short-term outcomes, often restricts long-term investments (Bhatti, 2025).

Traditional budgets’ focus on short-term targets can limit funding for ethical and sustainable initiatives, highlighting the importance of Corporate Social Responsibility (CSR). CSR refers to a company’s responsibility to operate ethically while considering the environmental and social impacts of its activities. For Silver Stitch Ltd, this could include responsible sourcing, ethical labour practices, and reducing environmental impact, aligning with long-term organisational sustainability (Varshney, 2024).

Despite these challenges, traditional budgeting still provides benefits. It enforces financial discipline, establishes clear performance targets, and allows monitoring of results over a defined period. In stable markets, structured budgeting supports cost control, short-term operational planning, and managerial accountability.

[bookmark: _Toc223414623]In conclusion, the changing business environment highlights the tension between structured financial planning and strategic flexibility. While traditional budgeting remains useful for controlling finances, many organisations increasingly complement it with adaptive tools such as rolling forecasts, scenario planning, and continuous monitoring. These approaches enhance responsiveness, support long-term strategic decision-making, and maintain competitiveness in volatile markets (Martinez, 2025). 
6. [bookmark: _Toc224590853]Conclusion

This report has critically examined the financial position and budgeting framework of Silver Stitch Ltd in response to the bank’s requirement to eliminate the £30,000 overdraft by 31 December. The stock, cash and budgeted Profit and Loss Accounts indicate that, despite a projected 40% Gross Profit Margin, liquidity and working capital remain under pressure. The overdraft highlights constrained financial flexibility and weak short-term cash management.

The cash budget shows fluctuations from high inventory purchases, refurbishment and taxation, while ratio analysis confirms reliance on stock conversion to maintain solvency. Despite all sales collected monthly, credit card fees, interest and loan repayments reduce net inflows. Elevated stock limits asset turnover and ties capital into working capital rather than releasing liquidity for debt repayment. Therefore, eliminating the overdraft depends on disciplined cash management, tighter control of debtor and creditor cycles, and improved inventory planning.

The analysis also demonstrates that budgeting effectiveness extends beyond numerical accuracy. For budgetary control to succeed, organisational conditions such as clear accountability, reliable financial information systems, performance measurement through KPIs, and senior management commitment must be present. Behavioural factors, including employee motivation, participation in target setting, resistance to change and the risk of budgetary slack, significantly influence implementation outcomes. Without behavioural alignment, technically sound budgets may still fail to deliver results.

Furthermore, the evaluation of traditional incremental budgeting highlights structural weaknesses within fast-changing retail environments. While such methods provide financial discipline and cost control, they are often time-consuming, inflexible and focused on historical cost patterns rather than strategic value creation. In dynamic markets, rigid annual budgets may constrain responsiveness and limit strategic adaptation.

Ultimately, Silver Stitch Ltd possesses the capacity to achieve its objective of overdraft elimination however, sustainable performance will depend on integrated financial management, strengthened working capital control and a more adaptive approach to budgeting that balances profitability, liquidity and strategic agility. 
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7. [bookmark: _Toc224590855]Appendix

Financial Ratio Calculations for Silver Stitch Ltd for Six Months Ended 31 December

This appendix presents key financial ratios derived from the Budgeted Profit and Loss Account, Cash Budget and Stock Budget for the period July to 31 December.

1. Profitability Ratios

1.1 Gross Profit Margin


Calculation:
Gross Profit = £588,000
Sales = £1,470,000



1.2 Net Profit Margin


Calculation:
Profit = £368,140
Sales = £1,470,000





1.3 Interest Cover


Calculation:
Profit Before Interest = Operating Profit = £374,140
Interest Payments = £6,000



2. Liquidity Ratios

2.1 Current Ratio



Calculation:
Current Assets = Cash + Stock = £78,000 + £388,000 = £466,000
Current Liabilities = 220,000 + 29,000 + 8000 + 3000 + 6000 = 293,000



2.2 Quick Ratio (Acid Test)


Calculation:

Current Liabilities = £293,000. 
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