
 

 

BUDGETING   6 AUGUST 2015 
 

Section A: Summary Content Notes 

PURPOSE AND FORMAT OF A CASH BUDGET 

 A cash budget is used as a planning tool – it shows the expected inflows and outflows of CASH 

ONLY for the budget period 

 This means that non-cash items must NOT be included!  Do not include discounts received or 

allowed, credit purchases or sales, bad debts, depreciation, provision for bad debts 

adjustments or any other non-cash items! 

 After drawing up the cash budget, the actual figures for the budget period are compared to those 

budgeted for.  If there is too much deviation from the budget, the business needs to take the 

necessary control measures (i.e. something to control expenses, etc). 

 Unexpected circumstances must be taken into account when analysing a cash budget (e.g. a 

recession, weakening exchange rate, increasing fuel price, etc). 

 Cash budgets form part of managerial accounting – analysing financial information in order to 

make plans and set objectives for the future. 

 A cash budget has two main sections: 

o Receipts – all cash expected to be received for the period (including Cash Sales and 

Collections from Debtors as the first two items) 

o Payments – all cash expected to be paid for the period (including Cash Purchases of 

Trading Stock and Payments to Creditors) 

o Receipts – Payments = Surplus or Deficit for the period (a surplus is positive) 

o This surplus is then added to last month’s bank balance (=opening balance) to get the 

balance at the end of the month (=closing balance) which then becomes next month’s 

opening balance 

 To draw up a debtors’ collection schedule, you need the credit sales for each month and the 

expected percentages that will be collected from debtors (e.g. 40% in the month of sale, 50% in 

the second month, 8% in the third month and the rest written off).  You will also be required to 

analyse a cash budget and to calculate missing figures. 

 When analysing a cash budget, remember that you should be on the lookout for any unusual 

transactions (e.g. a salary increase from R10 000 to R100 000 in a single month). 

 In this section you may also need to go over your internal controls in order to give advice to a 

business that is not meeting its budget. 

 
 
 
 
 
 
 
 



 

 

The following diagram shows how to do a monthly cash budget: 
 

Debtors collection schedule 

 Determine credit 
sales. 

 Follow debtors’ 
collection pattern. 

 Thereby, determine 
amounts collected from 
debtors. 

 
   
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

 
*Remember Cost of sales = COST PRICE  (100  X  ACTUAL SELLING PRICE(RANDS) 
                                                  SELLING PRICE (100+mark up) 

 

CASH BUDGETS AS IMPORTANT ASPECTS OF MANAGERIAL ACCOUNTING 

Financial accounting is largely concerned with preparing financial statements from given information, 

e.g. drawing up a statement of comprehensive income and a statement of financial position from a set 

of books.  Managerial accounting, on the other hand, deals with analysing the position of the business 

and making decisions on how it should be run.  When you prepare a cash budget, you are involved in 

managerial accounting because you are making plans for the future.   

 

The success of a business is largely dependent on how well it is managed. Management plays a 

pivotal role in determining the way in which a business is run and the direction it is moving in. People 

in management are those people who are not only able to think of current issues, but are also able to 

anticipate and find solutions to problems and situations of the future. The main elements of 

management are: Planning, Organising, Leading and Control (POLC). Budgets form an important part 

of planning and control. They can be used as a tool for future planning as well as a tool for exercising 

control over cash receipts and payments.  

 

  

Monthly Cash Budget 
Receipts 
Cash sales 
Cash from debtors 
Other receipts 
Total receipts 
 
Payments 
Cash purchases 
Payments to creditors 
Other payments 
Total payments 
Surplus / shortfall 
Opening bank balance 
Closing bank balance 

Payments schedule 

 Determine credit 
purchases. 
(Remember: cost of 
sales = Purchases, if 
stock is maintained at 
a base level). 

 Follow payment 
period. 

 Thereby, determine 
amounts to be paid to 
creditors. 



 

 

Users of budgets:  

 Individuals 

 Business people 

 Government 

 Salary and wage earners 

 Administrators of non-profit organisations 

 Informal traders and a host of other parties  

 

Therefore, it would be very realistic to assume that each one of us, some time in our lives, might be 

preparing and analysing budgets. 

 

Purpose of analysing the Monthly Cash Budget: 

 Observations can assist with future planning. 

 Assist in exercising control over business operations. 

 Assist management with decision making. 

 Allow for redistribution of resources where necessary. 

 Assist with setting of targets for the business. 

 Help to determine effective utilisation of cash resources. 

 Help to maintain control over expenditure. 

 Determine availability or shortage of cash. 

CALCULATING PERCENTAGE CHANGES IN A CASH BUDGET 

When analysing a cash budget, it is often useful to calculate a percentage increase or decrease in 

order to comment on the budget.  These percentages help you to identify what needs to be changed 

in a budget.  Look at the following example question: 

Example 

The budget of Basic Traders Ltd shows the following items for September and October 2013: 

 September October 

Salary: cashier 12 000 12 200 

Salary: manager 25 000 27 000 

 

Basic Traders has a policy of giving all its employees a salary increase at the beginning of October as 

that is the month of the owner’s birthday.  However, the cashier is unhappy because she feels that 

she is being unfairly treated.  Comment on the cashier’s position using relevant calculations. 

Solution: 

Cashier’s Salary: 

(New salary – old salary) / old salary x 100 = (12 200 – 12 000) / 12 000 x 100 

              = 200 / 12 000 x 100 

                                                                           = 1,67% 



 

 

Manager’s salary: 

(New salary – old salary) / old salary x 100 = (27 000 – 25 000) / 25 000 x 100 

              = 2 000 / 25 000 x 100 

                                                                           = 8% 

So it is clear that the manager is receiving a much better increase than the cashier – his salary is 

increasing by 8% (which is more than inflation) and hers is increasing only by 1,67%. So we can 

conclude that the cashier’s complaint about her poor salary increase is valid. 

Section B: Exercises 

Question 1 CASH BUDGETS 

You are provided with the Cash Budget of Siya Stores for the three months ending 31 May 2010. Siya 

Stores is a sole proprietor, located near the beach along the South Coast of KZN. 

INFORMATION 

CASH BUDGET FOR THE THREE MONTHS ENDING 31 MAY 2010 

 MARCH 2010 APRIL 2010 MAY 2010 

CASH RECEIPTS 338 800 460 000 140 000 

Cash sales 338 800 280 000 140 000 

Loan  180 000  

    

    

CASH PAYMENTS 239 800 254 520 396 910 

Cash purchase of stock 169 400 140 000 70 000 

Payments to creditors (after 60 days) 33 600 78 140 72 600 

Salaries and wages 12 000 12 000 9 000 

Rent  7 800 8 580 8 580 

Advertising 2 000 2 000 0 

Other overheads 12 400 11 200 8 230 

Purchase of a vehicle   68 000 

Construction of restaurant section   150 000 

Interest on loan 1 400 1 400 3 500 

Repayment of loan 1 200 1 200 3 000 

    

Surplus/(deficit) for the month 99 000 205 480 ? 

Cash balance at the beginning of the month (21 000) ? ? 

Cash balance at the end of the month    

    

 

  



 

 

REQUIRED 

1.1. What is the purpose of a Cash Budget? 

 

1.2. Rent increases annually on 1 April. What is the percentage increase that will be applicable from 1 

April 2015? 

 

1.3. Depreciation amounts to R4 600 per month, but does not appear in the Cash Budget. Is this a 

mistake? Give one reason for your answer.  

 

1.4. Siya, the owner, has applied to increase his loan from R120 000 to R300 000. He expects it to be 

approved and for the funds to be available towards the end of April 2015. Calculate the loan’s 

interest rate. 

 

1.5. Calculate the mark-up on cost, assuming that creditors are paid after 60 days, and assuming that 

30% of all stock purchases are on credit (stock is replaced in the same month) 

 

1.6. Wages and salaries for March and April are higher than usual, because the owner hired two 

students for the two months. What did each of the students earn, and was it a good decision. 

Provide a reason. 

 

1.7. What will the cash surplus (or deficit) be in May 2010 and to what can it be attributed? 

 

1.8. Calculate the bank balance on 31 May 2010.  

 

1.9. Why should the owner be very careful with the surplus cash on hand on 31 May 2010? 

 

 


