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Role of 
budgets in 

organizations

- Planning and 
control cycle
- Benefits of 
budgeting
- Behavioral 
effects of 
budget
- Components of 
the master 
budget

Prepare the 
operating 
budgets

- Sales budget
- Production budget
- Raw materials  
purchases budget
- Direct labor budget
- Manufacturing overhead 
budget
- Budgeted cost of good 
sold
- Selling and 
administrative expense 
budget
- Budgeted income 
statement

Prepare the cash 
budget and 

merchandise 
purchases budget

- Budgeted cash 
receipts
- Budgeted cash 
payments
- Cash budget
- Budgeted 
balance sheet
- Budgeting in 
non-
manufacturing 
firms
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Role of 
Budgets in the 
organization

Planning and control cycle of management: 
Budget reflects what managers expect to 
happen in the future
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Master Budget Relationship

Master Budget - Is a comprehensive set of 
budgets that covers all phases of an 
organization’s planned activities for a specific 
period of time.

Master 
Budget

Operating 
Budgets

Financial 
Budgets
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Master Budget Relationship



SOC

 1. Operating 
Budget
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The budgeted sales price is expected to remain constant at an 
average of P5 per unit for total budgeted sales revenue of 
P425,000
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Budgeted 
unit sales +

Budgeted Ending 
Finished Goods 

Inventory
-

Budgeted Ending 
Finished Goods 

Inventory
=

Budgeted 
Production 

Units
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Raw Materials 
Needed for 
Production

+
Budgeted Ending 

Raw Materials 
Inventory

-
Budgeted Ending 

Raw Materials 
Inventory

=
Budgeted Raw 

Materials 
Purchases
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 2. Financial 
Budgets
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The Cash Budget consists of three 
sections:

- Budgeted cash receipts (also called Collections)
- Budgeted cash payments (also called disbursements)
- Cash borrowed or repaid (also called financing)

Beginning 
Cash 

Balance
+

Budgeted 
Cash 

Receipts
-

Budgeted 
Cash 

Payments
+
-

Cash Borrowed 
or Repaid =

Ending 
Cash 

Balance
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Assumptions:
- 75% of credit sales collected in the quarter of sale;
- 25% of credit sales collected in the quarter following the 

sale



Assumptions:
- 20% of raw materials are paid for in the quarter purchased;
- 80% of raw materials are paid for in the quarter following purchase;
- Manufacturing overhead includes P3,000 in depreciation expense (a non cash item);
- All other operating expenses are paid in cash during the quarter incurred.
- Management plans to invest in a new refrigeration system during quarter 1 at a total cost of 

P120,000. They will pay 50% cash and pay the remaining balance evenly across quarters 2, 3 
and 4.
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Assumptions:
- Cash on hand at the beginning of quarter 1 was P55,200;
- The company wants to maintain a minimum cash balance of P50,000;
- Cold Stone Creamery has an agreement with the bank that it can borrow and repay cash in 

increments of P5,000. No interest is charged if the loan is paid off by the end of the next 
quart

- The balance on the loan at the beginning of quarter 1 is zero.
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Budgeted Balance Sheet

Assumptions:
- The P152,234 cash balance at the end of quarter 4 would appear as an asset on 

the balance sheet;
- Any sales not collected by December 31 would be included in Accounts 

Receivable. Quarter 4 sales were P115,000, 60% on credit and 25% collected in 
the quarter following the sale. Thus, the uncollected portion of quarte 4 credit 
sales would be P17,250 (P115,000 x 60% x 25%);

- Raw materials on hand at the end of the quarter 4 (3,510 ounces x P0.05 per 
ounce = P175.50) would appear as Raw Materials Inventory;

- The 1,150 units in ending inventory would appear as Finished Goods Inventory 
and be valued at the full manufacturing cost of P2.00 per unit (1,150 x P2.00 = 
P2,300);

- The cost of raw materials purchased in quarter 4 but not paid as of December 31 
would be included in Accounts Payable in the liabilities section of the balance 
sheet (P11,234 x 80% = P8,987.20);

- All other amounts (Property, Plant and Equipment; Long-Term Liabilities; and 
Owner’s Equity) are assumed.
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Merchandise Purchases Budget

Assumptions:
- The quarter 1 ending inventory of 4,000 is based on 20% of quarter 2 sales (0.20 x 
20,000)
- Quarter 1 beginning inventory is the same as the previous quarter’s ending 
inventory, which would have been based on 20% of quarter 1 sales (30,000 x 20% = 
6,000).



SOCExercis
e:

1. Big Ben Clock Company’s budget for the first two months of the year included 
the following:

January February

Budgeted sales revenue P120,000 P140,000

Budgeted raw materials purchases 80,000 70,000

All other expenses 20,000 30,000

Other information follows:
- 60 % of sales are received in cash. The remaining 40% of sales is on credit, 

collected as follows: 30% in month of sales, 65% the following month, 5% 
percent never collected.

- 80% of raw materials purchases is paid for in the month of purchase and the 
remainder in the following month.

- All other expenses are paid in cash with the exception of P5,000.
Based on this information, calculate Big Ben’s budgeted cash receipts and 
payments for February.
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