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Cash Budgets

Cash Budgets

Outline

· What is Financial Forecasting

· Forecasting Sales

· Cash Budgets – One element of financial forecasting

· Purposes of a cash budget

· Steps in establishing a cash budget

· Cash budgeting example

What is Financial Forecasting

· Financial forecasting uses _projection_ to anticipate short term _financial results and position_
· Provides   lead time   to make necessary adjustments before actual events occur
· Helps to plan for _significant growth_ in the firm
· Can be used as a target for _measuring performance_
· Often required by _bankers and other lenders_
Forecasting Sales

· Key part of forecasting

· Internal sales forecasts

· Based upon _past sales or information provided by sales and marketing staff_

· External sales forecasts

· Utilize data such as _economic conditions, projected GDP, new technology, competition, export sales, etc._

· Some forecasting techniques:

· _Sales force composite_
· _Regression analysis __
· _Market surrey _______
Purpose of a Cash Budget 
· Identify _cash (financing) requirements_ in advance


· Used for arranging _financing_

· Shows ability to _repay debt_


· Suggests possible changes in plans:

· _Delay capital expenditures_
· _Speed up collections _____ 
· _Reduce expenses _______

Steps in Establishing Cash Budgets

1.   _Develop scenario with assumptions _


2.   _Estimate sales__________________


3.   _Determine cash inflows___________


4.   _Determine cash outflows__________


5.   _Determine cash surplus (deficit) ____
 Estimating Cash Inflows 
· Example

· Projected sales for April through August are $275,000, $310,000, $360,000, $175,000, and $125,000 respectively.

· Based on past experience, the company estimates that 5% of its sales will never be collected.  35% of its sales will be collected in the month of the sale and the remaining 60% will be collected in the following month.

· What are the cash inflows for May, June, July and August?

Estimating Cash Outflows
· Example (cont’d)

· Credit purchases for April through August will be $130,000, $110,000, $125,000, $90,000, and $125,000 respectively.  It is company policy to pay credit purchases one month after they arise.

· Wages, taxes, and expenses of $17,000, $18,500, $21,000, $15,000 and $12,500 are paid the month they occur.  Interest payments are $8,000 per month. 

· The company will be initiating an equipment modernization program and will have cash purchases of $50,000, $70,000, $0, $500,000, and $150,000 between April and August.

· What are the cash outflows for May, June, July, and August?

Putting the Cash Budget Together
· Opening cash balance at the end of April was $250,000.

· The company requires a minimum cash balance of $25,000 each month.  The company invests any excess cash over $50,000 in marketable securities (like short term liquid investments, for example, treasure bills [T-bills], banker acceptances, commercial papers).

· If the company requires cash during any month, any marketable securities are to be sold off before the company uses its line of credit.

1. Prepare a cash budget for May, June, July, and Aug.

2. The company has a $50,000 line of credit available.  

Will this be sufficient to cover any cash shortages during May, June, July, and August?

Putting the Cash Budget Together (cont’d)
	Cash Inflows and outflows
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	 
	 
	 
	 
	 
	
	May
	June
	July
	August

	Cash receipts
	
	
	
	
	
	

	Cash from same month sales
	
	$108,500
	$126,000
	$61,250
	$43,750

	Cash from previous month credit sales
	
	$165,000
	$186,000
	$216,000
	$105,000

	Total cash inflow
	
	
	$273,500
	$312,000
	$277,250
	$148,750

	
	
	
	
	
	
	
	
	
	

	Cash disbursements
	
	
	
	
	
	

	Purchases
	
	
	
	$130,000
	$110,000
	$125,000
	$90,000

	Wages, taxes, and expenses
	
	$18,500
	$21,000
	$15,000
	$12,500

	Interest
	
	
	
	$8,000
	$8,000
	$8,000
	$8,000

	Equipment purchases
	
	$70,000
	$0
	$500,000
	$150,000

	Total cash outflow
	
	
	$226,500
	$139,000
	$648,000
	$260,500


Putting the Cash Budget Together (cont’d)
	
	
	
	
	
	
	
	
	
	

	Cash Budget
	
	
	May
	June
	July
	August

	
	
	
	
	
	
	
	
	
	

	Total cash inflow
	
	
	$273,500 
	$312,000 
	$277,250 
	$148,750 

	Total cash outflow
	
	
	$226,500 
	$139,000 
	$648,000 
	$260,500 

	Net cash flow
	
	
	$47,000 
	$173,000 
	($370,750)
	($111,750)

	Beginning cash balance
	
	$250,000 
	$50,000 
	$50,000 
	$25,000 

	Cumulative cash balance
	
	$297,000 
	$223,000 
	($320,750)
	($86,750)

	Monthly borrowing or (repayment)
	
	$0 
	$0 
	$0 
	$37,500 

	Cumulative loan balance
	
	$0 
	$0 
	$0 
	$37,500 

	Marketable securities purchased (sold)
	
	$247,000 
	$173,000 
	($345,750)
	$74,250 

	Cumulative marketable securities
	
	$247,000 
	$420,000 
	$74,250 
	$0 

	Ending cash balance
	
	$50,000 
	$50,000 
	$25,000 
	$25,000 
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