


1.0	HOW AND WHY BUDGETS ARE USED





The budgeting process is the catalyst which brings together all of the planned activities of the company in a meaningful set of actions.  These actions assist in coordinating and providing the controls needed to manage the business effectively.





Budgets are generally prepared for short periods of time compared to long range forecasts such as long-range and strategic plans.  Budgets are usually expressed in financial terms and act as standards against which actual financial performance can be measured.  In the budgeting process, all quantified activities are prepared for a future period, and actual performance is anticipated in accordance with budgetary levels.  It can be said the term “budgeting” refers to all of the processes involved in preparing a budget; to the coordination, control, and reporting of variances between actual and budget and to all of the policies and procedures needed to accomplish a company’s objectives.





2.0	BUDGETING FUNCTIONS





The budgeting process functions in all facets of the business.  It provides for allocations of resources to every part of the business such as:  working capital, human resources, facilities, services, mergers, acquisitions, expansion, production, etc.  Therefore, because the budgeting process does reach every part of the business, the entire budgeting process may be said to be functional in the following ways:





a)   It provides an accurate and timely tool for analyzing anticipated vs. actual results.





	b)   It helps to predict future performance and to anticipate crisis situations.





	c)   It determines where resources should be allocated to maximize results.





	d)   It assists in monitoring control of current performance.





	e)   It provides an early warning device of deviations from what has been budgeted.





	f)  It highlights early signals of oncoming opportunities or threats.





	g)   It creates a learning device based on past performance.





	h)   It provides an understandable format based on consensus and support.











3.0	BUDGETING AND THE TOTAL MANAGEMENT SYSTEM





Budgeting is part of the total management system because it includes the management cycle of planning, action and control.  The management cycle includes the following functions of an organization:





	a)   Strategy formulation and implementation.





	b)   The planning process.





	c)   The budgeting process.





	d)   Organization structure and direction.





	e)   Production and marketing plans.





	f)   Reporting mechanisms.





	g)   Control systems.





4.0	ISSUES AFFECTING THE BUDGETING PROCESS





In most cases budgeting is affected by many outside issues.  In some cases, it is difficult to directly quantify the actual anticipated results.  However, in some businesses many of these issues can be built directly into the through process of the budgeting system.





These issues include, but are not limited to, the following:





	a)   Industry issues				e)   Technical issues





	b)   General business issues			f)   Health/human resource issues





	c)   Canadian/world economic issues		g)   Recognition of limits on world resources





	d)   Political issues				h)   Cultural/demographic issues





Where feasible consideration should be given to issues as they may affect future results.  In many cases these issues will center around economic inputs as they relate to specific areas of the company.








4.0	ECONOMIC INPUTS TO THE BUDGETING PROCESS





The world around us plays an important part in how budgets are developed.  The impact of one or more of these factors will vary depending upon the type of company, size, type of products, national versus international, effect of economic conditions, and so on.  For example, different economic factors must be considered in a government contract business as compared to non-government contract business; differences occur in service as compared to manufacturing businesses; and factors vary on businesses that are capital intensive as compared to labor intensive businesses.  The following list of economic inputs must be considered in developing an efficient and accurate budget:





	a)   Inflation, recession or depression		b)   Level of anticipated interest rates





	c)   Labor costs and potential strikes		d)   Growth of the industry operating in





	e)   Regulatory requirements			f)   Foreign exchange rates





	g)   Source and costs of energy		h)   Materials costs





	i)   Regional differences			j)   Money supply and cost





	k)   Demographics				l)   Product outlook





	m)   Market share				n)   Competition and their actions





While every business may not be affected by all of these inputs, a business should make every effort to identify and reach to the impact of those factors which might affect the business in the future.





5.0	ELEMENTS OF A SUCCESSFUL BUDGETING SYSTEM





	A.	STRUCTURE OF THE ORGANIZATION





To Develop a workable budget the organization must be structured in such a way that responsibility and measurable units can be assigned.  Each unit must be capable of being measured with clear-cut lines of authority and responsibility.  If you are going to hold someone responsible for budgeting standards, the organization must structured so that there is no question as to whether an individual is held accountable.  (Various segmentation techniques will be discussed later.)  Using these business segments an organization can begin to provide the structure for establishing a budgeting system





B.	REPORTING SYSTEM





A good budgeting system follows closely the company’s reporting system.  That is, the accounting system of reporting and the budgeting system should be as close as possible in account classifications, methods of accounting for data, time periods, and so forth.  The reason for this is budgets represent future performance.  If future performance were exactly as budgeted, both budgeted data and accounting data would be the same; therefore, no variances would exist.  However, this is an exaggeration of what really happens.  In essence, a budget is a projection of what the activities and the accounting records will look like at some future period.  It is , therefore, important the budgeted data represent as closely as possible the accounting system.





C.	SUPPORT OF MANAGEMENT





In any well organized budgeting system, support must be given at top management levels if the system is to be effective.  If your organization functions with many different operating units, it is important the organization knows you will be using budgeting as a tool for measuring performance.  By being involved in establishing the budgeting concepts and procedures, as well as in reviewing budgeted variations, you will lend support to the rest of the organization and will create an acceptance of the budgeting system throughout the company.





D.	BUDGETING DEFINITIONS





Within the budgeting process many different terms are used to express either some or all of the company’s activities.  Some terms are used interchangeably while others relate to specific activities.  Some terms commonly used in the business community are as follows:





a)   a budget represents a formal expression of the plans and objectives of management and of its ideas and expectations for all activities of the company’s operation for a specific period.





b)   Budgeting refers to the entire process of budget preparation, including the planning, coordination, controlling, reviewing and reporting process





c)   A forecast is a projection of activity for a specified period.














d)   Financial budgets are those which relate to the balance sheet and the company’s financial condition at a specified period of time.  Cash budgets, balance sheet budgets, and capital expenditure budgets all fall into this category.





e)   Operating budgets provide an estimate of activity in which both income and expense are involved and are closely associated with the elements of the earnings statement.  Sales budgets, administrative budgets, production budgets, service level budgets, and human resource budgets are types of operating budgets.





6.0	BENEFITS OF A BUDGETING SYSTEM





The budgeting process provides an organization with both tangible and intangible benefits.  The benefits of effective budgeting throughout the organization enhances the management process.  An effective budgeting system will play a major role in improving profits and maintaining the necessary management processes that are required for continued growth.  The following benefits result from using the budgeting process:





	A)	INVOLVEMENT OF ALL EMPLOYEES





The budgeting process involves all levels of the organization.  With the support of top management, each operating level must provide the objectives for which it is to be held accountable in keeping with overall company goals.  By having all levels participating in the establishment of goals and objectives the organization will develop and build a team process of managing the business.





B)	MEASUREMENTS OF ORGANIZATIONAL CENTERS





As pointed out previously, budgets usually follow the organizational lines of a company.  Responsibility and accountability centers are established for control and budgets are developed to meet performance standards required to manage the business effectively.





C)	ENHANCEMENT OF THE THOUGH PROCESS





The development of budgets by accountability heads creates a healthy thought process within the organization.  By requesting each accountability center provide a logical sequence of events toward stated objectives, the though process of managing that segment of the business is enhanced.  In addition, the goals and objectives developed (and to which a center is committed) are usually coordinated with those of the other segments of the organization.  This type of thought process provides the ingredients for a successful and well managed company.





D)	ESTABLISHMENT OF THE REQUIRED GOALS





The budgeting process establishes the required goals which are deemed essential to managing the company.  These goals center around the most economical use of company resources:  capital resources, fixed assets, working capital, and human resources.  With the objectives in place, performance can be measured against budgeted standards and adjustments can be made to the changing conditions.





7.0	LIMITATIONS OF A BUDGETING SYSTEM





As with any management system, certain limitations exist.  These limitations can be minimized by the continuous support of top management in providing a workable environment for the budgeting process.  The extent of these limitations will depend upon the attitude and sincerity of managers in the use of budgeting as a management tool.  A few of these limitations are presented as follows:





A)	INABILITY TO MEASURE NON-QUANTITATIVE RESULTS





Most budgets are developed to measure results in quantitative terms such as in units and dollar amounts.  This serves as a vehicle for measuring against actual results in developing corrective actions based on variances.  However, certain key management activities are difficult to measure in quantitative terms and may go unrecognized. These activities include the ability to manage a given function, responsiveness to decisions, responsibility in meeting commitments, developing staff and overall management talent.





B)	DEPENDENCE UPON ACCURACY OF INPUT





Budgeting can only be as good as the estimates that go into each segment of the budget.  If estimates or forecasts are not realistic then considerable effort will be expended in determining the cause and nature of the variances.  In addition, many decisions will be made on the basis of the accuracy of the budgeted data and extreme inaccuracies may generate unsound management decisions.





C)	INABILITY TO REPLACE EXPERIENCE





Too frequently budgets are looked upon as replacements for management judgment.  However, it should be remembered budgets are intended to be merely operating guidelines and should not be considered a replacement for management’s judgment and working experience.








D)	FLEXIBILITY





With ever changing business and economic conditions, budgets must be flexible enough to meet these changes.  Operational decisions, budgeting techniques, budgeting methodology and procedures must be continuously reviewed, modified where necessary, and either replaced or continued as part of the budgeting system.





E)	LACK OF SUPPORT





When a budgeting system operates without the support of top management, response by the rest of the organization will be minimal.  Budgeting systems must be supported by top management and by all levels of the organization.  If this support is lacking, budgeting becomes merely an exercise in numerical gymnastics and the desired goals and objectives will have little chance of being achieved.





F)	BUDGETS AND THE INTIMIDATION FACTOR





In many organizations the term “budgeting” prompts a negative reaction.  It is sometimes thought of as an infringement on ones’ personal ability to manage his segment of the business since it requires a commitment and establishes performance standards.  Budgeting must be viewed as a necessary tool which will be used to assist management in performing in a more efficient and effective manner.  Budgets should not be looked upon as a way to stifle initiative.  This misconception can be overcome by improving communication to such an extent that managers understand how budgeting will assist them in reaching designated goals and objectives.





8.0	ESTABLISHING BUDGET SEGMENTS OF A BUSINESS





Establishing budget segments within an organization is vital to the budgeting process.  Without segmentation, neither budget responsibilities nor evaluation and control of the business can be achieved.  Companies will vary in establishing budgetary segments depending upon the company philosophy and the sophistication of control desired.





Companies will also use different segmentation concepts depending upon the size of the organization, geographic dispersion and the ability to control expenses under current budget procedures.  For example, if a company has many geographic locations, more segments may be needed; where costs are out of control, more expense centers may be needed.  As a company expands its customer base, more expenses and more definitive responsibilities create the need for expanded accountability within the organization.  Such additional accountability requires more detailed budgets which have more extensive segmentation.





One can now see how segmentation can provide the budgetary control needed during various stages of a company’s life.  Various types of segmentation are presented as follows:





A)	ACCOUNTABILITY CENTERS





Accountability centers represent segments of a business for which managers have responsibility and authority to manage the operations.  The accountability center manager generally has full control and responsibility for meeting budgetary performance.  An example of an accountability manager would be a general manager of an operation or division (also sometimes known as a responsibility center).





B)	COST / EXPENSE / REVENUE CENTERS





COST CENTERS are those centers where output is measured in terms of predetermined costs.  In manufacturing, standards would be developed for each manufacturing segment meeting certain predetermined levels of production.  Production cost standards would then be established and actual operating results measured against these predetermined objective.





EXPENSE CENTERS are those functions which are measured along the organizational structure.  For example, the accounting and administrative departments represent expense centers and their managers are responsible for budgeting related to that specific department’s expenses.





REVENUE CENTERS are those segments of the business in which budget performance is measured in terms of sales.  The sales department is typical of this center concept where sales are budgeted by product, geographic area, salesperson, product line, etc.





C)	THE RULE OF THREE





This segmentation process divides an organization into three parts.  When dealing with operating divisions, an organization may be divided into those operations which are 1) absolutely necessary to retain;  2) those divisions which are better to retain (due to benefits) than to dispose of; and 3) those divisions which could be divested because of poor performance or shifts in the direction of a company’s business.





Another variation of this theme would be the budgeting of human resources into three categories:  1) those key individuals absolutely necessary to retain;  2) those individuals which are better to retain than to loose;  3) those individuals which could be terminated 








given budgetary restraints.  This part of the budgetary process can serve as a contingency plan should it be necessary to change human resource budgets.





D)	PARETO’S LAW





It is an accepted rule of thumb that 80% of any output usually comes from 20% of the input.  (Example:  A small portion of the product line will generally account for the majority of sales.)  Using this guideline, a company an budget resources to obtain the highest maximum result.  This method will assist in identifying where the greatest opportunities for performance improvements can be found.  During budget preparation, the objective is to determine what 20% of the budget is anticipated to contribute 80% of your budget objectives.  When this is known, final budget objectives can then reflect the elimination or trimming down of product line activity.





E)	CURRENT AND FUTURE ANALYSIS





This method categorizes expenditures and assets into those that are:





1)	absolutely essential for current day-to-day operations;





2)	Presently budgeted by reason of future requirements;





3)	Not absolutely needed for current operations but which have a clear and sizable current payout (automation, quality control equipment, etc.);





4)	Speculative in payout (advertising, public relations, etc.).





F)	PROFIT CENTER CONCEPT





This approach budgets the earnings of the business by evaluating and budgeting those segments which have both revenue and expense responsibility without the impact of investment.  The profit center concept is also sometimes referred to as the accountability center.  However, every business has its own definition of what is meant by accountability and responsibility and to what extent managers are given both accountability and authority.





A profit center would budget those components resulting into net profit earnings.  A common criteria would be to establish an acceptable level of net earnings as a percent of net sales.  This would reflect the anticipated net earnings generated by each dollar of sales.  This calculation can be computed on a before tax basis, such as operation profit on 





both total operations, product line, location, or any other determinable way to budget anticipated performance.  The guidelines thus established are part of the overall objectives of the company and are reflected in the budgeting process.





G)	INVESTMENT CENTER CONCEPT





Favorable earnings projections do not always measure anticipated favorable performance.  In some cases, anticipated earnings may require a disproportionate amount of investment to generate those earnings.  When measured by the amount of investment, a lower expected return on investment may in fact be produced, thus indicating an unfavorable relationship between earnings and investment.  The key to successful management is to use investments productively to generate the highest possible earnings.  This offers a more realistic approach to budgeting of expected performance.





The investment center concept takes into consideration both elements of earnings and investment in an effort to reflect the necessary support which is required to produce earnings on that business segment.





Depending upon how a business defines its investment dollars, this set of investment dollars may change.  For example, some companies use total assets less current liabilities, some use total equity and others prefer fixed assets before depreciation.  The key is to budget consistently from period to period.  This will avoid misreading end results when comparing returns on investment dollars from period to period.  The important element is how end results change from period to period and not so much the absolute results which can vary depending upon how investment dollars are defined.  A simple illustration will make this point:





							Return on Investment


	Net Earnings		$    5,000


	Total Assets		$100,000			5%


	Total Assets less


	Current Liabilities	$  83,000			6%





From the above illustration, one can see how the “investment” dollars vary the return on investment rate.  However, if the same criteria is used throughout one will see the incremental change from period to period and begin to alter budgeting objectives as necessary.














H)	HOW TO INCREASE BUDGETED RETURN RATES





Budgeted return rates can be increased by taking a number of actions during the budgeting process as follows:





1)	Increase sales volume – this results in higher net sales, assuming there are no price reduction.





2)	Increase sales prices – this results in higher net sales, assuming there is no loss in sales volume.





3)	Reduce production costs – this results in higher earnings, assuming lower costs are not the result of lower production.





4)	Reduce operating costs – this results in higher earnings by keeping costs at a level to produce low break even points.





5)	Reduce cash balances – keeps cash balances to minimal operating levels and use any excess to budget addition income.  This results in lowering anticipated investment balances, increasing earnings and, ultimately, higher return on investment.





6)	Reduce receivable – keep receivables to budgeted levels in relation to sales.  Lower receivables will reduce investment dollars, make available additional funds for other segments of the business and increase return on investment.





7)	Reduce inventories – budget inventory turnover at acceptable levels.





8)	Dispose of unprofitable facilities --  constantly review operating budgets for facilities which are uneconomical.  When discovered, they should be scheduled for disposal or used for other purposes.





Every effort should be made to review and modify budgets using the above guidelines.  A consistent monitoring of budgeted objectives and actual performance will add more value to the company.

















9.0	UNDERSTANDING COST BEHAVIOR





Every business incurs costs.  Each cost element behaves in a different way and affects the budgeting process differently.  Some costs relate to the manufacturing and marketing of goods and services while others relate to administering and financing the business.  Some costs are influenced by activity, some are traceable by segment of the business, some are product related and others are based on the passage of time.  To understand and apply cost behavior to the budgeting process a basic knowledge of cost definitions is required.





The following represents most of the costs common to all businesses.  These costs need definition so a business can categorize and understand how costs behave during the budgeting process.  To budget properly, one must appreciate how costs relate to other variables such as volume, output, labor, overhead and so forth.  Various types of costs are identified as follows:





a)	Period costs – These costs are incurred as a function of time as opposed to a level of activity.  An example would be executive salaries paid over periods of time.





b)	Variable costs – These are costs that change in direct proportion to levels of activity.  Examples are direct labor, direct materials, and utilities which are based on usage.





c)	Fixed costs – These costs do not fluctuate as levels of activity vary.  Examples include: fixed interest payments, rent, insurance and property tax.





d)	Programmed costs – These are costs resulting from specific decisions that have been made without any consideration of volume activity or passage of time.  An example would be research and development project costs.





e)	Product costs – These are costs which are tied to unit output and are charged to the product’s cost when the product is sold.  Examples are the materials and labor used in the manufacture of a product.





f)	Assignable costs – These are costs which are chargeable to a specific project.  An example would be advertising campaign costs for a particular product or segment of the business.





g)	Unassignable costs – Costs that cannot be directly traced to a specific product and/or segment of the business without arbitrarily allocating the cost.  Certain administrative expenses must be allocated based on acceptable guidelines.








h)	Opportunity costs – Represent a benefit which is foregone as a result of not using another alternative.  An example is the return on investment on other project alternatives.





i)	Out of pocket costs –These are costs which require cash outlays either currently or in the future.





j)	Book costs – Costs in which accounting allocations of prior expenditures were made to the current period.





k)	Standard costs – Anticipated or predetermined costs of producing a unit of output under given conditions:  Standards established for material and labor costs.





l)	Job costing – A cost system which accumulates costs on an identifiable product, known as job, and follows the product through the production steps.





m)	Process costing – A cost system which accumulates costs by a process or operation as it flows through production.





n)	Direct costing – A costing approach which allocates only variable costs to the product, such as direct materials, direct labor and direct manufacturing overhead.  Fixed costs are treated as period expenses; that is, they are charged to the period in which they were incurred rather than to the product.





o)	Absorption costing – Another costing approach sometimes referred to as the full costing method.  Under this approach, both variable and fixed manufacturing costs are charged to all units produced.





10.	PREPARING THE MAJOR TYPES OF BUDGETS





Because budgeting is a “master plan” of the business activities which can be reasonably expected in both the short and the long term, it provides the means for coordinating all of the company’s plans by level of responsibility.  These plans involve activities of sales, production, investments, and supporting services.  The preparation of individual budgets, provides the mechanism for detecting problems that may arise.  These problems are usually shown as budget variances, that is, deviations of actual performance from budgeted performance.  Analyzing 


these variances will indicate what corrective action should be taken at that time.  To assist in analyzing the business, certain types of budgets may be necessary to meet other operational needs. Therefore, the budgets presented in this paper constitute only a guideline for developing a total budgeting process.





A)	THE SALES BUDGET





The sales budget requires the development of a sales forecast to indicate how much business will be conducted during the budget year.  To develop an accurate sales forecast one must take into account past experience, economic and market conditions, and the marketing policies and objectives of the company.   A review of these vital elements is as follows:





1)	Past Experience:  Data based on past experiences are to be found in internal accounting records.  These records will provide vital information as to customer names, what was sold to each customer, customer location, which salesperson was responsible for the sale to the customer, the customer’s industry, the quantity sold, the unit price and the total value of orders.





2)	Economic and market conditions:  These data are accumulated from outside sources and are used to evaluate industry expectation and governmental regulations which may affect the business, consumer buying habits and patterns, and general economic conditions.  Certain economic indexes have an impact upon the business should be isolated and watched carefully.  For example, if this company’s products or services are sold to homeowners, management would be particularly interested in conditions surrounding the housing industry.





3)	Marketing  policies and objectives:  These data deal with overall marketing and sales objectives of a company.  Attention must be given to whether market share will increase or decrease to pricing policies, to expanding or contracting of specific product lines or services, and to overall competitive strategy.  You will also want to review some of the product of service characteristics such as profitability, comparisons with competitive products or services, the sales trend patterns and how the product or service’s sales volume reacts to advertising and promotional program.





B)	THE MANUFACTURING/PRODUCTION BUDGET





This budget is closely related to and tied in with the sales budget.  Supporting the overall manufacturing or production budget are supplemental scheduled for inventory (materials), production, direct labor and overhead.  A discussion of these supporting schedules is as follows:














1)	The inventory budget:  Inventories are divided into the categories of raw materials, work-in-process and finished goods.  Levels of inventory should be established in relation to anticipated sales as well as to other important factors which should be considered in the establishment of an overall company inventory policy.  Some of the factors which weigh heavily in determining the level of inventory which should be kept on hand are as follows:





a)	What are the risks of carrying inventories in relation to the marketplace and economic conditions?





b)	What is the possibility of storing additional raw materials?





c)	What are the storage costs of carrying inventory?





d)	Do inventoried items have a shelf live, if so, how long?





e)	Do the raw materials have a limited life before they are converted into finished goods?





f)	What is the availability of raw materials and at what price?





g)	How are inventory shortages and overages to be avoided?





h)	How economical is purchasing in large lots to obtain quantity discounts.





i)	What are the capital requirements needed to finance the inventory?





2)	The production budget:  The production budget is coordinated with the sales budget in determining at what time and how many additional units of inventory must be produced.  This decision is made within company policy which is established before the production plan can be formulated.  For example:  when a product is manufactured, it is based on the level of delivery performance desired.  It is also based on balancing the cost of 


carrying inventory with the cost of acquiring inventory.  Therefore, the production budget should be developed within the following guidelines:


a)	The inventory carrying cost (interest, insurance, etc.)


b)	Deliver time requirements


c)	Level of deliver performance


d)	Acceptable changes in production employment





3)	The direct labor budget:  This budget determines, both head count and dollars, the amount of personnel needed to fulfill the production and service requirements which have been established.





4)	The overhead budget:  This budget does not fluctuate with levels of activities.  It includes such expense items as salaries and wages, overtime, employee benefits, supplies, utilities, interest, rent, utilities and depreciation.  In budgeting these expenses for production departments, a measurement base must be established to reflect variances.  Some of these bases include direct labor hours, machine hours, consumption of material and units produced.  (In measuring the effectiveness of a maintenance department direct maintenance hours can be used.)





C)	THE OPERATING BUDGET





Operating budgets include the development of advertising, sales, promotion, human resource and administrative budgets.  Each of these budgets is prepared by functional areas of responsibility and/or by program, as in the case of an advertising campaign.





1)	The human resources budget:  This budget outlines the human resource requirements of the company and includes such data as head count, salaries and wages, overtime, taxes, employee benefits, training and development and other expenses associated with personnel.  These data are presented by each function of the organization and in some cases may represent data by an individual.





2)	The administrative budge:  This budget reflects all of the expense departments or segments of the business classified as administrative in nature.  They include such expenses as salaries and wages, employee benefits, travel, entertainment, memberships, subscriptions, training and development and office supplies.  These budgets coincide with organizational lines and, therefore, are departmental in nature.  Because these departments generally do not produce income, thorough review must be made of each expense element.  An exception 


might be the treasury department in which revenues are generated through short and long term investments.  Particular attention must be given to justifying these expenses with overall plans to service the operating departments of the company.




















D)	THE CASH BUDGET





The cash budget provides one of the most important forecasts in operating the business.  It highlights the operating cash requirements from every part of the organization.  It indicates whether outside financing is necessary or whether money is available from internal sources to meet the company’s cash demands.  Such cash demands as investments in fixed assets, inventories and accounts receivable may require short-term financing.  It will also reflect operating expenditures including financing repayments, tax payments and dividend payments as well as revenues to be received from various sources throughout the company.  There are two commonly used methods for developing cash budgets.  They are the cash receipts and disbursements methods and the adjusted income method.  Both of these methods forecast the cash requirements of the company and are discussed as follows:





1)	Cash receipts and disbursements method:  Under this method forecasts of cash are traced throughout all items of both income and expense.  It is a valuable tool in that it gives a completed picture of the cash requirements of the company and reflects the timing of the estimated cash receipts and the cash disbursements.  The one disadvantage of using this method is that it does not create an awareness of growing receivables and inventories.





Cash receipts are based on sales forecasts and other income items such, as interest income, which are taken from other budgets.  Cash disbursements are based on estimated cash expenditures from operations and proposed capital expenditures.  Such disbursements will arise from payroll and related expenses, accounts payable, administrative expenses, selling and advertising expenses, production, service, bank loan repayments, leases and so forth.





2)	Adjusted income method:  This method is a longer term projection and adjusts net earnings to a cash basis by adding or subtracting all transactions which affect (or do not affect) actual cash.  For example:  depreciation is added to net earnings in converting back to a cash basis since depreciation is considered a non-cash item.  This method has the advantage of indicating growing demands of needed financing for receivables and inventories and possible extensions of payable.  In addition, excess cash for investment purposes will become visible.








3)	Operational decisions:  In both of the methods reviewed above, many operational decisions will be highlighted.  Some of the decisions to be made concern the follow
