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[bookmark: _Toc224754506]Executive Summary

This report reviews Silver Stitch Ltd's financial position over the six months ending December 31, assessing the value of budgeting and budgetary control in a dynamic business setting. The financial analysis indicates that the company is projected to eliminate its overdraft by December and restore a positive cash balance. This relies on achieving planned sales targets and maintaining strict cash control throughout the period. 
The report highlights several key issues: liquidity pressures, rising stock levels, ongoing fixed expenses such as loan repayments, and refurbishment costs amid financial difficulties. Although the company appears profitable, the report emphasises that profitability alone does not guarantee strong cash flow. Consequently, management should prioritise working capital management, stock control, and consistent cash forecasting.
The report recommends tighter purchasing controls, improved inventory turnover, phased refurbishment expenses, and the use of rolling forecasts alongside the annual budget. It discusses the potential sale or closure of underperforming stores but concludes that such decisions should only follow detailed branch-level analysis of assets, liabilities, and profitability. The report also highlights KPIs and ratio analysis as vital tools for performance monitoring, benchmarking, and ensuring financial sustainability. 
Overall, it argues that while traditional budgeting remains useful, it is often too rigid and inward-looking to accommodate rapid change. Consequently, it should be complemented by more flexible performance management tools and broader measures, such as the triple bottom line, which integrates financial, environmental, and social performance.
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1. [bookmark: _Toc224754507]Introduction

Budgeting has long been considered a vital tool for financial planning and control in organisations. It allows management to forecast income and expenses, allocate resources, track performance, and evaluate the likelihood of achieving strategic and operational goals. Recently, however, there has been growing scrutiny from academics and professionals regarding the effectiveness of traditional annual budgets. Critics contend that these systems tend to be rigid, internally focused, and overly reliant on small adjustments from previous periods, hindering adaptability to evolving business conditions. Consequently, alternative budgeting approaches are gaining popularity for their potential to offer greater flexibility, better strategic alignment, and support organisational change.
This case study examines Silver Stitch Ltd, a retail chain with 12 stores specialising in premium casual clothing. The business faces short-term financial difficulties, beginning in June with a £30,000 overdraft. This issue is urgent, as the bank has demanded that the overdraft be cleared by the end of December. In response, the directors plan to review the company’s financial strategies over the coming months to assess whether the business can generate sufficient cash to maintain operations smoothly.
The case contains forecasted sales revenue, stock purchases, administration and selling expenses, taxes, interest charges, and planned store refurbishment costs. It also provides operational details such as stock levels, supplier credit terms, customer payment methods, gross profit margins, and timing of cash outflows. These details help illustrate the difference between profit and cash flow, as a business can be profitable yet face liquidity issues. Preparing a stock budget, cash budget, and budgeted profit and loss account provides a clear framework for assessing the company's financial performance and cash position during the period.
From an academic perspective, the case emphasises the usefulness of budgeting for planning, coordination, and control. It also illustrates the broader limitations of traditional budgeting methods, especially when companies must manage financial pressure, operational challenges, and strategic investments simultaneously. Overall, Silver Stitch Ltd's case offers an opportunity to evaluate how budgeting techniques can aid decision-making and to question whether conventional budget models remain suitable in a rapidly changing business environment.
a) [bookmark: _Toc224754508]The stock budget for a six-month period up to 31st December.

	
	July
	August
	September
	October
	November
	December

	Opening Balance
	100
	154
	186
	230
	296
	336

	Stock Purchased
	180
	170
	200
	210
	190
	220

	Cost of stock sold 60% of sales
	126
	138
	156
	144
	150
	168

	Closing Stock
	154
	186
	230
	296
	336
	388


b) [bookmark: _Toc224754509]The cash budget for the same period ending 31st December.

	
	July
	August
	September
	October
	November
	December

	Cash Receipts 
	210
	230
	260
	240
	250
	280

	Sales net of 0.35 x2.5%
	210-1.8=208
	230-2.01=228
	260-2.27=258
	240-2.1=238
	250-2.18=248
	280-2.45=278

	Cash Payments
	
	
	
	
	
	

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

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

	Repayments of loan
	(5)
	(5)
	(5)
	(5)
	(5)
	(5)

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

	Taxation paid
	
	
	(18)
	
	
	

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

	Shop refurbishment 
	(15)
	(12)
	(10)
	
	
	

	Cash surplus (deficit)
	15
	6
	28
	4
	2
	53

	Opening balance
	127
	142
	148
	176
	180
	182

	Closing balance
	142
	148
	176
	180
	182
	235


To determine the opening cash balance for July, a cash flow for June needs to be calculated.
The business started in June with an overdraft of £30,000.
Using June cash flows to establish the opening balance for July:
June cash flow
Includes the opening overdraft of (30,000), sales receipts of £ 180,000, deductions for sales net of 0.35×2.5 % amounting to £ 1,575, cash admin costs of £ 15.000 (from £ 22.000 minus £ 7.000), a loan instalment of £ 5.000, and interest payments of £ 1,000.
The June closing cash balance is calculated as follows:
(30.000) + 180.000 - 1.575 - 15.000 - 5.000 - 1.000 = £ 127.425, which rounds to £ 127.000.
Therefore, the opening cash balance on 1 July is £127.000.


c) [bookmark: _Toc224754510]Budgeted Profit and Loss Statement for the six months ending 31 December.


	
	£000
	Calculation

	Sales
	1,470
	210+230+260+240+250+280

	Cost of goods sold (60%)
	(882)
	1,470 x 60%

	Gross profit
	588
	1,470 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)
	1,470 x 35% x 2.5%

	Operating profit
	374.14
	588-42-159-12.86

	Interest payable
	(6)
	6 x 5.000 x 20%

	Profit for the period
	368.14
	374.14-6



[bookmark: _Toc224754511]2. Assumptions and Limitations of the Case Study
This case contains some missing information. In management accounting, such gaps are common, and analysts must fill them out carefully. First, the initial capital structure is not provided, so standard gearing ratios such as debt-to-equity cannot be calculated precisely. Instead, the analysis relies on debt-service pressure and reliance on financing as substitutes for gearing risk. Second, there is no disclosure of store-by-store profitability, asset values, or lease commitments, making any proposals to sell stores conditional upon further branch-level analysis. Third, the classification of refurbishment expenditure is unclear in accounting terms; this report assumes it is capital expenditure aimed at store modernisation and possibly environmental upgrades, such as energy-efficient lighting or fittings. Fourth, the tax payment reported in September is treated as a cash outflow rather than an expense for the six-month period, as it likely pertains in part to prior periods (Kolitz, 2017; Walsh, 2008).
These assumptions are important because budgeting is only effective when managers recognise both the strengths and limitations of the figures. Budgets simplify reality but do not eliminate uncertainty. Good budget control relies not only on accurate calculations but also on critical interpretation, cross-departmental dialogue, and the use of additional indicators beyond short-term accounting profit (Drury, 2021; Seal, Garrison and Noreen, 2018).
3. [bookmark: _Toc224754512]Analysis of Silver Stitch Ltd's forecast budgets and potential challenges ahead.

[bookmark: _Toc224754513]3.1 Inventory expansion and its impact on working capital.
The most significant concern is the projected sharp increase in stock levels. Inventory is expected to grow from £100,000 on July 1 to about £388,000 by December 31. This rapid growth suggests that stocks are accumulating much faster than sales are increasing, tying up a lot of cash in working capital. In retail, while inventory is an asset, it also poses liquidity risks because cash is tied up in stock that may not sell quickly, may require markdowns, or could become obsolete if consumer preferences change. Although the business remains above its minimum stock threshold of £50,000, the forecast indicates an aggressive buildup of stock beyond a mere safety margin. This approach can reduce inventory turnover and lead to higher costs, increased shrinkage, and fashion risks (Drury, 2021; Atrill and McLaney, 2021).
Based on the forecast figures, the average stock over six months is around £265,000, with sales totalling £882,000. This results in a stock turnover of approximately 3.3 times in six months, or about 55 days' worth of sales being made in inventory. For a fashion retailer, where customer preferences change rapidly, this may not be very efficient. The budget reveals a typical working capital challenge: while profitability appears strong, a significant portion of assets is tied up in inventory rather than used to enhance liquidity and stability (Walsh, 2008; Marr, 2013).
[bookmark: _Toc224754514]3.2 Dependence on forecasted sales and seasonal execution risk
The cash budget remains positive mainly because it assumes all sales are collected in the same month, eliminating receivables risk but making the forecast highly dependent on achieving the sales target. If actual sales are just slightly lower than planned, the anticipated cash surplus for December could quickly decline, even though fixed cash outflows, stock commitments, and loan payments remain unchanged. Traditional budgets often create a misleading sense of certainty by converting uncertain commercial factors into seemingly precise monthly numbers. In reality, demand for premium clothing depends on factors such as weather, consumer confidence, competitors' discounts, product mix, and local foot traffic. As a result, the budget tends to underestimate the true volatility of trading (Seal, Garrison and Noreen, 2018; Horner, 2020).
[bookmark: _Toc224754515]3.3 Cash Pressure Due to Lump-Sum Outflows
The business encounters concentrated cash pressure from irregular outflows. In September, a tax payment is due, and refurbishment costs have already been allocated in July, August, and September. Although the final cash balance stays positive, these payments limit flexibility during months when management might need to respond to weaker sales. Traditional annual budgets can prematurely justify discretionary spending because projects are approved once included in the budget, even when conserving short-term cash should be the focus (Atrill and McLaney, 2018; Dyson, 2020).
[bookmark: _Toc224754516]3.4 Continuing Financing and Debt Repayment Burden
The case explains that the company faces both an overdraft issue and a separate bank loan with monthly payments of £5,000, including £1,000 interest. These liabilities influence operational choices. Although the overdraft is expected to end, the company continues to service debt using trading cash flows. From a financial sustainability perspective, debt is advantageous when it supports productive assets, but problematic when operating cash flow is weak, or repayment obligations limit strategic flexibility. Since information on equity and total non-current liabilities is unavailable, an exact gearing ratio can't be calculated, but the case clearly shows the company's reliance on financing (Kolitz, 2017; Walsh, 2008).
[bookmark: _Toc224754517]3.5 Possible discrepancy between accounting profit and actual performance
The estimated pre-tax profit of around £365,000 appears strong. Nevertheless, this figure includes non-cash depreciation and overlooks some strategic concerns. A retailer may show accounting profits but still underperform operationally if there's excess stock, inconsistent store quality, hidden environmental costs, or management isn't tracking key value drivers. Thus, profit alone provides an incomplete view. A more comprehensive analysis involves KPIs such as margin quality, stock days, cash conversion, sales per square foot, sales per employee, branch contribution, customer returns, energy use, and debt-service coverage (Drury, 2021; Horner, 2020).
[bookmark: _Toc224754518]3.6 Limited visibility at the branch level
Another issue is the lack of detailed data at the branch level. Silver Stitch has twelve stores, but the budget is reported only at the company level. This can conceal underperforming outlets, inefficient use of assets, or refurbishment costs in stores that do not merit such investment. Effective budget management requires setting benchmarks for both total sales and costs, as well as for each individual store or responsibility centre. Without this granular insight, management risks supporting unprofitable stores, misallocating refurbishment budgets, or mistaking overall company growth for healthy store performance (Merchant and Van der Stede, 2017; Simons, 1995).
4. [bookmark: _Toc224754519]Actions for Management to Tackle Identified Issues

[bookmark: _Toc224754520]4.1 Refine inventory and purchasing policies
The immediate focus should be on revising the purchasing plan. Purchases need to be better aligned with sales forecasts, minimum stock policies, and replenishment lead times. Management can consider reducing order quantities, shortening order cycles, negotiating more flexible supplier terms, and setting category-specific stock targets. These actions would free up cash tied to inventory, improve liquidity ratios, and reduce markdown risk. Additionally, management should track KPI metrics such as stock turnover, sell-through rates, markdown ratios, and stock days for each product category and store (Drury, 2021; Datar and Rajan, 2017).

[bookmark: _Toc224754521]4.2 Transition from static budgets to rolling forecasts
Instead of depending only on the fixed annual budget, Silver Stitch should revise its forecasts monthly. Rolling forecasts enable management to update expectations based on current sales trends, weather impacts, local market conditions, and supplier data. This approach doesn't replace budgets but enhances them with a more flexible control system. The main advantage is early intervention: if sales decline in August, the company can cut September purchases, delay discretionary spending, and negotiate with lenders before cash flow issues become critical (Hansen, 2011; Bhimani, Sivabalan and Soonawalla, 2018).
[bookmark: _Toc224754522]4.3 Prioritise capital expenditure and evaluate refurbishment returns.
Refurbishment should be assessed with clear investment criteria. If the goal is to enhance environmental performance, management needs to consider not just sales increase but also energy and maintenance savings, along with brand benefits. A traditional approach focuses solely on whether refurbishment boosts short-term profit. However, a triple bottom line approach expands this to include impacts on people, the planet, and profit. It questions whether the investment improves employee well-being, customer experience, environmental impact, and long-term resilience. The key takeaway is that sustainability doesn't replace profitability but should be integrated into sound financial decision-making, combining environmental and social gains with disciplined financial planning (Elkington, 1998; Bebbington and Gray, 2001).
[bookmark: _Toc224754523]4.4 Implement store performance management driven by KPIs
[bookmark: _Toc224754524]KPIs should be explicitly defined, aligned with strategy, and tracked over time. A KPI is a measurable indicator used to assess whether key objectives are being met. Relevant financial KPIs include gross margin percentage, operating margin, current ratio, quick ratio, debt-service coverage, sales growth, stock turnover, and branch contribution. Operational KPIs might focus on footfall conversion, average transaction value, stock loss, energy consumption per square metre, and customer return rate. The advantage of KPIs is that they turn broad goals into specific, measurable drivers. Without them, managers often rely on overall profit or sales figures, which can hide underperformance, reduce accountability, and delay necessary corrective actions (Marr, 2013; Kaplan and Norton, 1992).
4.5 Evaluate disposal, closure, or sale-and-leaseback only following a branch-level diagnosis.
Consider selling some shops to address bank debts but do so thoughtfully rather than impulsively. While selling stores can bring in quick cash and lower liabilities, it may also weaken market coverage, diminish brand presence, and reduce future revenue potential. The best approach involves analysing the store portfolio through branch-level KPIs such as sales density, contribution after controllable costs, lease terms, refurbishment needs, local demographics, energy efficiency, and strategic relevance. If certain stores are consistently unprofitable and drain disproportionate resources, selling or closing them may be justified. For strategically important stores with owned property, a sale-and-leaseback could free up cash without leaving the business. Relying solely on asset sales to meet rigid budgets can be misguided; restructuring should focus on sustainable economics rather than merely hitting short-term targets (Atrill and McLaney, 2021; Merchant and Van der Stede, 2017).

[bookmark: _Toc224754525]5. Necessary Conditions for Effective Budgeting and Budgetary Control
A budgeting system is more successful when integrated into a broader management control framework rather than viewed solely as an accounting task. Several key conditions are vital (Drury, 2021; Otley, 1999). First, objectives need to be well-defined and aligned with strategic goals. Budgets should serve to convert strategy into specific operational commitments. For instance, if the strategic aim is to establish a premium market position, then purchasing, staffing, refurbishment, and sustainability initiatives must support that positioning rather than merely meet short-term spending limits (Kaplan and Norton, 1996; Simons, 1995).
Second, responsibility centres and accountability structures must be clearly designed. Managers should oversee the items for which they are responsible, and budgets assigned to branches or departments should be linked to identifiable owners. This enhances controllability and facilitates learning from variances (Drury, 2021; Merchant, 1981). Third, effective communication and active participation are crucial. Engaging managers at various levels can boost commitment, improve information accuracy, and foster more realistic budgets because lower-level managers often have better knowledge of local conditions than senior leaders. Nonetheless, participation should be managed carefully to prevent the creation of budgetary slack (Brownell, 1982; Argyris, 1952).
Fourth, the system requires timely, relevant, and accurate data. Budgets often fail when information on sales, inventory, liabilities, and asset utilisation is delayed or inaccurate. In modern organisations, budget control should be supported by integrated information systems and dashboards (Seal, Garrison and Noreen, 2018; Evans, 2004). Fifth, the control process needs to be flexible. Static annual budgets are inadequate in volatile environments. Scenario planning, contingency strategies, and rolling forecasts help maintain control while managing uncertainty (Hansen, 2011; Frow, Marginson and Ogden, 2010).
Sixth, performance metrics and benchmarks must be balanced. While financial indicators remain vital, non-financial factors such as quality, customer service, lead times, environmental impact, and staff retention are also crucial (Kaplan and Norton, 1992; Franco-Santos, Lucianetti and Bourne, 2012). Seventh, strong support from top management and cultural acceptance are essential. If senior leaders ignore the system, manipulate targets, or treat budgets as merely punitive tools, the rest of the organisation will follow suit (Merchant and Van der Stede, 2017; Simons, 1995).
In summary, budgeting is most effective when it serves as an empowering tool rather than just a forceful mandate. An empowering system clearly defines expectations, fosters coordination, stimulates learning, and offers early warnings. Conversely, a coercive approach can become merely ritualistic, politically manipulated, and detached from strategic goals (Otley, 1999; Drury, 2021).
[bookmark: _Toc224754526]6. Managing behavioural issues must be taken into account when implementing budgetary control.
The behavioural aspect is key to budgeting because it affects perceptions of motivation, power, trust, and fairness. Four main issues stand out:
Participation and commitment. Involving managers and employees in setting targets makes them more likely to see the process as legitimate and share valuable local insights. However, participation should be balanced with challenges. Too little involvement can cause resistance; excessive unchallenged participation might lead to setting easy targets and complacency (Brownell, 1982; Otley, 1978).
Budgetary slack and gaming occur when individuals intentionally underreport revenues, exaggerate costs, or delay performance to meet targets more easily. This behaviour is particularly common when rewards are closely linked to hitting specific budget figures. To counter this, management should triangulate budget submissions by comparing them with benchmarks, historical data, and peer information comparison (Davila and Wouters, 2005; Webb, 2002).
Motivation, pressure, and dysfunctional behaviour. While a high emphasis on budgets can boost effort, too much pressure might lead to short-term focus, reckless cost-cutting, poor customer service, or delays in essential maintenance and training. Control systems should prioritise rewarding sustainable performance over merely achieving end-period figures (Argyris, 1952; Merchant and Van der Stede, 2017).
Trust, communication, and fairness are crucial. Employees evaluate whether budgets are fair, if variances are understood correctly, and whether managers are unfairly blamed for uncontrollable factors. A sense of injustice can hinder cooperation and turn budgeting into a political struggle. Therefore, a fair review process, clear explanations of assumptions, and constructive variance analysis are vital (Otley, 1978; Douglas and Wier, 2000).
[bookmark: _Toc224754527]7. Analysing the limitations of traditional budgeting in a rapidly evolving business landscape
Traditional budgeting is typically annual, division-specific, financially oriented, and based partly on incremental changes from previous periods. Its advantages should not be overlooked. It establishes structure, allocates resources, clarifies responsibilities, aids coordination, and can enforce financial discipline. For lenders, boards, and managers, the annual budget remains a common tool for planning and control (Drury, 2021; Hansen, Otley and Van der Stede, 2003).
However, in rapidly changing environments, the limitations of traditional budgeting become more apparent. First, it is often too slow by the time annual targets are set, market conditions may have already shifted. Second, it tends to be internally focused, with success measured by meeting negotiated figures rather than by responding effectively to customers and competitors. Third, it can disconnect planning from strategy if managers see the budget mainly as a cost-control tool instead of a means to create value. Fourth, it can reinforce incrementalism by protecting historical cost patterns, organizational silos, and legacy assets. Fifth, it may promote gaming, short-term focus, and end-period manipulation since performance is tied to fixed targets (Ekholm and Wallin, 2000; Neely, Bourne and Adams, 2003).
Silver Stitch highlights many of these limitations. Its original budget allows for a significant increase in inventory, includes committed refurbishment expenses, and offers no real-time demand adjustments. It also lacks branch-level or sustainability metrics. In a rapidly evolving retail landscape, this is problematic because value depends not only on accounting profit but also on inventory flexibility, customer relevance, store productivity, energy efficiency, and cash resilience (Abernethy and Brownell, 1999; Libby and Lindsay, 2010).
A key point is that traditional budgeting should not be dismissed as useless. A more valid argument is that while annual budgets are necessary, they are not enough. They should be supported by rolling forecasts, scenario planning, KPI dashboards, performance benchmarks, and strategic reviews. This hybrid approach maintains accountability while enhancing flexibility. For Silver Stitch, the goal is not to eliminate budgeting but to redesign it to better support adaptability (Hope and Fraser, 2003; Hansen, 2011).
[bookmark: _Toc224754528]8. Bottom line versus triple bottom line
The traditional bottom line emphasises financial metrics such as revenue, profit, assets, liabilities, cash flow, and shareholder value, which remain essential. A business that neglects liquidity and profitability won't last long enough to achieve broader impacts. Nonetheless, Elkington's triple bottom line suggests that organisations should assess their performance through three perspectives: profit, people, and planet. For a retailer such as Silver Stitch, this means that budgeting and KPIs should also include indicators of employee well-being, customer satisfaction, waste management, energy consumption, sustainable sourcing, and the environmental benefits of refurbishment investments (Walsh, 2008; Kolitz, 2017).
A vital comparison is needed. The main advantage of the single bottom line is its clarity and ease of measurement, fitting well with accounting systems and lender expectations. However, it may undervalue long-term potential and external factors. The triple bottom line offers strategic breadth by encouraging management to see stores as socio-environmental and financial assets. Its drawback lies in implementation challenges, as some social and environmental outcomes are harder to quantify and may be reported symbolically rather than actively managed. The optimal approach is to integrate these frameworks rather than replace them: the financial bottom line should remain disciplined while being complemented by a broader sustainability and stakeholder approach, supported by meaningful KPIs and benchmarks (Elkington, 1998; Elkington, 2018).
Overall, the forecast budgets suggest that Silver Stitch can eliminate the overdraft by December, but this conclusion should be drawn with caution. The business is carrying excessive inventory, relying heavily on forecast sales, servicing debt with operating cash, and managing a portfolio of 12 stores without visible branch-level controls. Traditional budget figures alone are therefore insufficient to assess financial sustainability (Drury, 2021; Seal, Garrison and Noreen, 2018).
[bookmark: _Toc224754529]9. Overall Assessment and Suggestions
Immediately revise purchase plans and set category-level stock ceilings. Implement rolling monthly forecasts along with simple downside scenarios. Develop a KPI dashboard that tracks profitability, liquidity, inventory, branch performance, financing, and sustainability. Assess refurbishment options using both financial and environmental payback criteria. Before considering disposals, closures, or sale-and-leaseback deals, conduct a comprehensive review of the store portfolio. Adopt participative, yet challenge-based budgeting to minimise slack and enhance commitment. Ensure that budgetary control aligns with strategic goals, not just expenditure limits.
[bookmark: _Toc224754530]10. Conclusion
This report demonstrates that Silver Stitch Ltd's budgets go beyond a simple overdraft recovery. They highlight a deeper managerial challenge: transforming a traditional annual budget into a more strategic and adaptable control system. While the numerical forecasts show strong projected profitability and a positive cash balance in December, they also reveal issues such as working capital strain, reliance on financing, limited visibility at the branch level, and the risk of managing solely by headline totals. To achieve effective budgeting and control, the organisation needs strategic alignment, accurate and timely information, stakeholder participation, accountability, flexibility, and a balanced mix of financial and non-financial KPIs. Management must also address behavioural factors such as slack, pressure, fairness, and trust. In a rapidly evolving retail landscape, the best approach is not to discard budgets but to enhance them with rolling forecasts, benchmarked KPIs, ratio analysis, and sustainability-focused investment appraisals. This strategy would strengthen Silver Stitch’s position, enabling it to satisfy its bank and improve its long-term financial sustainability.
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