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Financial Planning and Analysis (FP&A) Systems 

A financial  planning and 

analysis (FP&A) system 

helps managers assess the 

company’s future and know 

if they are reaching their 

performance goals. A 

complete FP&A system 

includes subsystems for (1) 

planning, (2) measuring and 

recording results, and (3) 

evaluating performance. 

يساػذ نظاو انتخطيط وانتحهيم انًاني 

ػهى تقييى يستقبم انشركت انًذيرين 

ويؼرفت يا إرا كانىا قذ وصهىا إنى أهذاف 

انكايم يشتًم نظاو . الأداء انخاصت بهى

( 2)انتخطيط ، ( 1)ػهى أنظًت فرػيت نـ 

تقييى ( 3)قياش اننتائج وتسجيهها ، و 

.الأداء  
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Purposes of Budgeting Systems 

Budget 

A detailed plan, expressed 

in quantitative terms, that 

specifies how resources will 

be acquired and used during 

a specified period of time. 

الموازنة    

خطت يفصهت ، يؼبراً ػنها كًيا او 

يانيا ين خلانها ، يتى تحذيذ كيفيت 

انحصىل ػهى انًىارد واستؼًانها 

خلال فترة  زينيت يحذدة في 

 انًستقبم
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Purposes of Budgeting Systems 

1. Planning  

2. Facilitating 

Communication and 

Coordination 

3. Allocating Resources 

4. Controlling  

5. Evaluating 

Performance and 

Providing Incentives 

 

انتخطيط -1  

تسهيم الاتصال وانتنسيق -2  

تخصيص انًىارد -3  

انرقابت -4  

تقىيى الاداء و تقذيى انحىافس  -5   
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Types of Budgets (انواع الموازنات )    

Different types of budgets 

serve different purposes. A 

master budget, or profit 

plan, is a comprehensive set 

of detailed budgets covering 

all phases of an 

organization’s operations for 

a specified period of time 

انًىازناث تخذو الأنىاع انًختهفت ين 

. أغراضًا يختهفتانشايهت    

أو خطت انربح ، هي انًىازنت انشايهت ، 

انًىازناث انتفصيهيت يجًىػت شايهت ين 

انىحذة انتي تغطي جًيغ يراحم ػًهياث 

زينيت يحذدةالاقتصاديت نفترة   



© McGraw Hill 6 

Types of Budgets (انواع الموازنات )    

Detail 

Budget 

M
a
te

ri
a
ls

 Detail 

Budget 

P
ro

d
u

c
ti

o
n

 Detail 

Budge 

S
a
le

s
 Master 

Budget 

Covering all 

phases of 

a company’s 

operations. 
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Long-Range Budgets 

Capital budgets with acquisitions  

that normally cover several years 

Financial budgets with financial 

resource acquisitions 

L o n g - R a n g e   B u d g e t s 

Continuous or  

Rolling Budget 

This budget is usually a twelve-month  

budget that rolls forward one month  

as the current month is completed. 
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Components of a Master Budget 

Sales of Services or Goods 

Production 
Budget 

Ending 
Inventory 
Budget 

Work in Process 
and Finished 

Goods 

Ending 
Inventory 
Budget 

Direct Materials 

Direct 
Materials 
Budget 

Direct 
Labor 

Budget 

Overhead 

Budget 

Selling and 

Administrative 

Budget 

Cash Budget 

Budgeted Income 

Statement 
Budgeted Balance 

Sheet Budgeted Statement of 

Cash Flows 
Access the text alternative for slide images. 
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Sales Budget موازنة المبيعات         

Breakers, Inc. is preparing budgets for the quarter ending 

June 30. 

Budgeted sales for the next five months are: 

April 20,000 units 

May 50,000 units 

June 30,000 units 

July 25,000 units 

August 15,000 units. 

The selling price is $10 per unit. 
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Sales Budget موازنة المبيعات         

April May June Quarter 

Budgeted 

sales (units) 20,000 50,000 30,000 100,000 

Selling price 

per unit $         10 $          10 $         10 $             10 

Total 

Revenue $200,000 $ 500,000 $ 300,000 $1 ,000,000 
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Production Budget موازنة الانتاج        

Now that the sales budget is complete, the production 
budget can be prepared. The purpose of the production 

budget is to ensure that production meets budgeted sales 
and provides sufficient ending inventory. Production must be 
adequate to meet budgeted sales and provide for sufficient 

ending inventory.  

The management of Breakers, Inc. wants ending inventory 
to be equal to 20% of the following month’s budgeted sales 

in units. On March 31, 4,000 units were on hand .Let’s 
prepare the production budget. 
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Production Budget = Sales in units + 

desired end. Inventory - beg. inventory 
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Production Budget 

April May June Quarter 

Sales in units 20,000 50,000 30,000 100,000 

Add: desired 

end. inventory 10,000   6,000   5,000    5,000 

Total needed 30,000 56,000 35,000 105,000 

Less: beg. 

inventory  4,000 10,000   6,000    4,000 

Units to be 

produced 26,000 46,000 29,000 101,000 

From sales 

budget 
May sales 50,000 units 

Desired percent     20% 

Desired inventory 10,000 units 

Ending inventory becomes 

beginning inventory the 

next month 

March 31 

ending inventory 



Sales Budget 

Illustration: Hayes Company 

• Expected sales volume: 3,000 units in the first quarter with 
500-unit increases in each succeeding quarter. 

• Sales price: $60 per unit. 

14 



Production Budget 
Illustration 

Hayes believes it can meet future sales needs with an ending 
inventory of 20% of next quarter’s budgeted sales volume. 

15 
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EXERCISE  1 

Paige Company estimates that unit sales will be 10,000 in 

quarter 1, 14,000 in quarter 2, 15,000 in quarter 3, and 

18,000 in quarter 4. Using a sales price of $70 per unit, 

prepare the sales budget by quarters for the year ending 

December 31, 2020 

1 2 3 4 year 

Budgeted 

Sales(unit) 

10000 14000 15000 18000 57000 

S.P ($) 70 70 70 70 70 

Total sales 700000 980000 1050000 1260000 3990000 
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EXERCISE  2 

Sales budget data for Paige Company are given in 

EXERCISE  1. Management desires to have an ending 

finished goods inventory equal to 25% of the next quarter’s 

expected unit sales. Prepare a production budget by quarters 

for the first 6 months of 2020. 

Quarter 1 Quarter 2 

Sales in units 10000 14000 24000 

Add: desired 

end. inventory 

3500 3750 3750 

Total needed 13500 17750 27750 

Less: beg. 

inventory 

2500 3500 2500 

17 11000 14250 25250 
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Direct Materials Budget 

Shows quantity and cost of direct materials to be purchased. 

Units to Be       Direct Materials         

 Produced     Units per Unit of   

                          Unit Produced              

 

 

 

Direct Materials

Units Required for

Production

 

    Direct                       Desired              Beginning        

Materials Units      Ending Direct      Direct        

  Required for              Materials     

  

Direct Materials

Required to Be

         Materials            

  Production                  Units                      Units

Purchased

2 



Direct Materials Budget  
Continued 

    Direct                        Desired               Beginning           

Materials Units      Ending Direct        Direct          

  Required for              Mater

  

Direct Materials

Required to Be

ials               Materials            

  Production                  Units                       Units

Purchased

Direct Materials          Cost per Direct           

Units to Be                Materials Units       

Purchased                                                         

 

Cost of Direct

Materials

Purchased

3 



 موازنت المشترياث المواد

*  عذد الوحذاث المنتجت = كميت المواد المباشرة المطلوبت في الانتاج 
 المواد المباشرة للوحذة الواحذة 

4 

كميت المواد المباشرة المطلوبت في = المواد المباشرة المطلوبت للشراء 
 مخسون مواد اول المذة –مخسون مواد اخر المادة + الانتاج 

كلفت الشراء *  المواد المباشرة المطلوبت للشراء = كلفت مشترياث المواد 
 المواد 
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Direct-Material Budget 2 

April May June Quarter 

Production in unit 26,000 46,000 29,000 101,000 

Materials per unit            5            5            5            5 

Production needs 130,000 230,000 145,000 505,000 

Add: desired 

ending inventory   23,000   14,500   11,500   11,500 

Total needed 153,000 244,500 156,500 516,500 

Less: beginning 

inventory   13,000   23,000   14,500   13,000 

Materials to be 

purchased 140,000 221,500 142,000 503,500 

From our 

production 

budget 

10% of the following 

month’s production 
March 31 

inventory 
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Direct-Material Budget 3 

April May June Quarter 

Production in unit 26,000 46,000 29,000 101,000 

Materials per unit            5            5            5            5 

Production needs 130,000 230,000 145,000 505,000 

Add: desired 

ending inventory   23,000   14,500   11,500   11,500 

Total needed 153,000 244,500 156,500 516,500 

Less: beginning 

inventory   13,000   23,000   14,500   13,000 

Materials to be 

purchased 140,000 221,500 142,000 503,500 

July Production 

Sales in units 25,000 

Add: desired ending inventory   3,000 

Total units needed 28,000 

Less: beginning inventory   5,000 

Production in units 23,000 

June Ending Inventory 

July production in units 23,000 

Materials per unit           5 

Total units needed 115,000 

Inventory percentage      10% 

June desired ending 

inventory   11,500 



Sales Budget 

Illustration: Hayes Company 

• Expected sales volume: 3,000 units in the first quarter with 
500-unit increases in each succeeding quarter. 

• Sales price: $60 per unit. 

7 



Production Budget 
Illustration 

Hayes believes it can meet future sales needs with an ending 
inventory of 20% of next quarter’s budgeted sales volume. 

8 



Direct Materials Budget 
Problem data 

• Each unit produced requires two pounds of raw 
materials at a cost of $4 per pound 

• Hayes maintains an ending inventory of raw materials 
equal to 10% of the next quarter’s production 
requirements 

• The desired ending direct materials amount is 1,020 
pounds for the fourth quarter of 2020 

• Prepare a Direct Materials Budget 

9 



Direct Materials Budget 
Illustration 

a10% of next quarter’s production requirements 

b10% of estimated first-quarter pounds needed for production 

cTotal pounds needed for production is assumed to be 10,200 for the first quarter for 2021 

10 



DO IT! 2: Sales, Production, and DM Budgets  
Sales data 

Soriano Company is preparing its master budget for 2020. 
Relevant data pertaining to its sales, production, and direct 
materials budgets are as follows. 

Sales. Sales for the year are expected to total 1,200,000 units. 
Quarterly sales, as a percentage of total sales, are 20%, 25%, 
30%, and 25%, respectively. The sales price is expected to be 
$50 per unit for the first three quarters and $55 per unit 
beginning in the fourth quarter. Sales in the first quarter of 
2021 are expected to be 10% higher than the budgeted sales 
for the first quarter of 2020. 

11 



DO IT! 2: Sales, Production, and DM Budgets 
Production and Direct materials data  

Production. Management desires to maintain the ending 
finished goods inventories at 25% of the next quarter’s 
budgeted sales volume. 

Direct materials. Each unit requires 3 pounds of raw 
materials at a cost of $5 per pound. Management desires 
to maintain raw materials inventories at 5% of the next 
quarter’s production requirements. Assume the 
production requirements for the first quarter of 2021 are 
810,000 pounds. 

12 



DO IT! 2: Sales, Production, and DM Budgets 
Sales Budget 

Prepare a sales, production, and direct materials budgets by 
quarters for 2020. 

aSpecified quarterly percentage times annual units, e.g., first quarter of .20 × 1,200,000 

13 



DO IT! 2: Sales, Production and DM Budgets 
Production Budget 

Prepare production budgets by quarters for 2020. 

a25% of next quarter's unit sales 

c25% of estimated first-quarter 2020 sales units (240,000 × .25) 

b
 Estimated first-quarter 2021 sales units: 240,000 + (240,000 × .10) = 264,000: 264,000 × .25 

14 



DO IT! 2: Sales, Production and DM Budgets 
Direct Materials Budget 

a
 Estimated first-quarter 2021 production requirements: 810,000 × .05 = 40,500 

b5% of estimated first-quarter pounds needed for production 

15 



Direct Labor Budgets 

 موازنت العمل المباشر

Prepare budgets for direct labor, manufacturing overhead, and selling and 
administrative expenses, and a budgeted income statement. 

Direct Labor Budget 

• Shows both quantity of hours and cost of direct labor 
necessary to meet production requirements 

• Critical in maintaining a labor force that can meet expected 
production 

• Total direct labor cost formula: 

Units to Be        Direct Labor        Direct Labor         

Produced        Hours per           Cost per          

                               Unit                     Hour

  

Total Direct

Labor Cos t

16 



 موازنت العمل المباشر

الوقج لازم لإنتاج  *   عذد الوحذاث المنتجت =موازنت كلفت العمل المباشر 
 كلفت الاجر المباشر لساعت *  الوحذة  

17 



Direct Labor Budget 

Illustration: Direct labor hours are determined from the 
production budget. At Hayes Company, two hours of direct 
labor are required to produce each unit of finished goods. The 
anticipated hourly wage rate is $10. 

18 
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Pargo Company is preparing its master budget for 2020. 
Relevant data pertaining 

to its sales, production, and direct materials budgets are as 
follows 

Sales. Sales for the year are expected to total 1,000,000 
units. Quarterly sales are 20%, 25%, 25%, 

and 30%, respectively. The sales price is expected to be 
$40 per unit for the first three quarters and $45 per unit 
beginning in the fourth quarter. Sales in the first quarter of 
2021 are expected to be 20% higher than the budgeted 
sales for the first quarter of 2020. 



Production. Management desires to maintain the ending 
finished goods inventories at 25% of the next 

quarter’s budgeted sales volume. 

Direct materials. Each unit requires 2 pounds of raw 
materials at a cost of $12 per pound. Management 

desires to maintain raw materials inventories at 10% of 
the next quarter’s production requirements. 

Assume the production requirements for first quarter of 
2021 are 450,000 pounds. 

Prepare the sales, production, and direct materials 
budgets by quarters for 2020. 



• Q1 = 1000000 * 20% =200000 

• Q2=  1000000* 25% = 250000 

• Q3= 1000000* 25% = 250000 

• Q4= 1000000* 30% =  300000 

 

• 2021  

• Q1= 200000 * 1.2 = 240000 



Sales Budget  
For the Year Ending December 31, 2020  

1 2 3 4 year 

Sales expected  200000 250000 250000 300000 

s.p 40 40 40 45 

Total sales 8000000 1000000 1000000 1350000 4150000 



Production Budget  
For the Year Ending December 31, 2020  

 

 

1 2 3 4 year 

Sales expected  200000 250000 250000 300000 

Ending .f .g 62500 62500 75000 60000 

b. f. g 50000 62500 62500 75000 

Production budget 212500 250000 262500 285000 



•  ending q 4(2020) = sales q1 (2021) * 25% 

•                                  = 240000 * 25% =60000 

 

 

• B f.g q1 (2020)  = 50000 

• ending q 4(2019) =sales q1 (2020) * 25% 

•                                  = 200000 * 25%  

•                                   = 50000 

 

 



Direct Materials Budget  
For the Year Ending December 31, 2020  

 

 

1 2 3 4 year 

Production budget 212500 250000 262500 285000 

D.M Per unit 2 2 2 2 

Total pounds needs 
for production  

425000 500000 525000 570000 

Ending . d .m  50000 52500 57000 45000 

(Beginning .d.m) 42500 50000 52500 57000 

D.M . Purchases  432500 502500 529500 558000 

Cost per pounds  12 12 12 12 

Total c. d. m  
Purchases  
 

5190000 6030000 6354000 6696000 



 ending  q4 (2019) = 425000 * 10% 

                                = 42500 



Manufacturing Overhead Budget  

• Shows expected manufacturing overhead costs for 
budget period 

• Distinguishes between fixed and variable overhead 
costs 

10 



Direct Labor Budget 

Illustration: Direct labor hours are determined from the 
production budget. At Hayes Company, two hours of direct 
labor are required to produce each unit of finished goods. The 
anticipated hourly wage rate is $10. 

11 



Manufacturing Overhead Budget 
Problem data  

Hayes Company expects variable costs to fluctuate with 
production volume on the basis of the following rates per 
direct labor hour: indirect materials $1.00, indirect labor 
$1.40, utilities $0.40, and maintenance $0.20. Thus, for the 
6,200 direct labor hours to produce 3,100 units, budgeted 
indirect materials are $6,200 (6,200 × $1), and budgeted 
indirect labor is $8,680 (6,200 × $1.40). Hayes also recognizes 
that some maintenance is fixed. The amounts reported for 
fixed costs are assumed. 

Prepare a Manufacturing Overhead Budget. 

12 



Manufacturing Overhead Budget 
Illustration 

13 



Selling and Adm. Expense Budget  

• Projection of anticipated operating expenses 

• Distinguishes between fixed and variable costs 

Illustration: Variable expense rates per unit of sales are sales 
commissions $3 and freight-out $1. Variable expenses per 
quarter are based on the unit sales from the sales budget 
(Illustration 9-3). Hayes expects sales in the first quarter to be 
3,000 units. Fixed expenses are based on assumed data. 

Prepare a selling and administrative expense budget. 

14 



Selling and Adm. Expense Budget 
Illustration  

15 



2 Accounting Managerial 

Master Budget 
  

 اعداد

 حسين كريم الشمري . د

1 



Exercises 

Atlanta Company is preparing its manufacturing overhead budget 
for 2020. Relevant data consist of the following. 

Units to be produced (by quarters): 10,000, 12,000, 14,000, 16,000. 

Direct labor: time is 1.5 hours per unit. 

Variable overhead costs per direct labor hour:  

indirect materials $0.80 ; indirect labor $1.20; and 

maintenance $0.50. 

Fixed overhead costs per quarter: supervisory salaries $35,000;     

  depreciation $15,000; and maintenance $12,000. 

Instructions 

Prepare the manufacturing overhead budget for the year, showing 
quarterly data. 



ATLANTA COMPANY 

Manufacturing Overhead Budget 

For the Year Ending December 31, 2020 

Q1 Q2 Q3 Q4 year 

Units to be produced   10000 12000 14000 16000 52000 

Direct labor hours 

per unit 

1.5 1.5 1.5 1.5 1.5 

Total Direct labor (1) 15000 18000 21000 24000 78000 

Variable costs  

indirect materials  

($0.80* (1)) 

12000 $ 14400 16800 19200 62400 

indirect labor ($1.20 

* (1)) 

18000 21600 25200 28800 93600 

maintenance  ($0.50. 

* (1)) 
 

7500 9000 10500 12000 39000 

Total  Variable costs  
 

37500 45000 52500 60000 195000 



ATLANTA COMPANY 

Manufacturing Overhead Budget 

For the Year Ending December 31, 2020 

Q1 Q2 Q3 Q4 year 

Total  Variable 

costs  

37500 45000 52500 60000 195000 

Fixed costs 

supervisory 

salaries  

35000 35000 35000 35000 140000 

depreciation 15000 15000 15000 15000 60000 

maintenance 12000 12000 12000 12000 48000 

Total  Fixed costs 

 

62000 62000 62000 62000 248000 

Total  

Manufacturing 

Overhead Budget 

99500 107000 114500 122000 443000 



Exercises 

Kirkland Company combines its operating expenses for budget 
purposes in a selling and administrative expense budget. For the 
first 6 months of 2020, the following data are available. 

1. Sales: 20,000 unit quarter 1; 22,000 unit quarter 2. 

2. Variable costs per dollar of sales: sales commissions 5%, 
delivery expense 2%, and advertising 3%. 

3. Fixed costs per quarter: sales salaries $12,000, office salaries 
$8,000, depreciation $4,200, insurance $1,500, utilities $800, and 
repairs expense $500. 

4. Unit selling price: $20. 

Instructions 

Prepare a selling and administrative expense budget by quarters 
for the first 6 months of 2020. 



KIRKLAND COMPANY 

Selling and Administrative Expense Budget 

For the Six Months Ending June 30, 2020 

Q1 Q2 Six months 

Sales 20000 22000 42000 

selling price 20 20 20 

Total  Sales(1) 400000 440000 840000 

Variable costs  

sales commissions 5%, * (1) 20000 22000 42000 

delivery expense 2%, * (1) 8000 8800 16800 

advertising 3%. *(1) 12000 13200 25200 

Total Variable costs  
 

40000 44000 84000 



KIRKLAND COMPANY 

Selling and Administrative Expense Budget 

For the Six Months Ending June 30, 2020 

Q1 Q2 Six months 

Total Variable costs  40000 44000 84000 

Fixed costs 

sales salaries  12000 12000 24000 

office salaries  8000 8000 16000 

depreciation 4200 4200 8400 

insurance  1500 1500 3000 

utilities 800 800 1600 

repairs expense  500 500 1000 

Total  Fixed costs 27000 27000 54000 

Selling and Administrative 

Expense Budget 

67000 71000 138000 



Exercises 

Fultz Company has accumulated the following budget data for the year 2020. 

1. Sales: 30,000 units, unit selling price $85. 

2. Cost of one unit of finished goods: direct materials 1 pound at $5 per pound, 

direct labor 3 hours at $15 per hour, and manufacturing overhead $5 per direct 

labor hour. 

3. Inventories (raw materials only): beginning, 10,000 pounds; ending, 15,000 

pounds. 

4. Selling and administrative expenses: $170,000; interest expense: $30,000. 

5. Income taxes: 30% of income before income taxes. 

Instructions 

a. Prepare a schedule showing the computation of cost of goods sold for 2020. 

b. Prepare a budgeted multiple-step income statement for 2020 



 
FULTZ COMPANY 

Computation of Cost of Goods Sold 

For the Year Ending December 31, 2020 

 
Cost of Goods Sold unit of  

finished goods 

direct materials  =1 pound * $5 per pound 5 

direct labor 3 hours * $15 per hour 45 

manufacturing overhead $5 * 3 15 

Total 

Cost of Goods Sold  (65 * 30000) =1950000 

 

65  

 



FULTZ COMPANY 

Budgeted Income Statement 

For the Year Ending December 31, 2020 

Sales ( 30000 * 85) 2550000 

Cost of Goods Sold (1950000) 

Gross profit 600000 

Selling and administrative 

expenses 

(170000) 

Income form operation  430000 

interest expense (30000) 

Income before taxes 400000 

Income taxes (400000* 30%) 
 

120000 

Net income 280000 
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COOK FARM SUPPLY COMPANY  

Sales Budget  

For the Six Months Ending June 30, 2020  

Quarter   Six  

Months   
 

1 2 

Expected unit sales  40000 56000 96000 

Unit selling price  $60 $60 $60 

Total sales   2400000 3360000 5760000 

3 



COOK FARM SUPPLY COMPANY  

Production Budget  
For the Six Months Ending June 30, 2020  

Quarter   Six  

Months   
 

1 2 

Expected unit sales   40000 56000 

Add : ending finished 

goods units .   

15000 18000 

Total required units   55000 74000 

Less: Beginning finished 

goods units   

8000 15000 

Required production units  47000 59000 106000 

4 



COOK FARM SUPPLY COMPANY  

Direct Materials Budget—Gumm  
For the Six Months Ending June 30, 2020  

Quarter   Six  

Months   
 

1 2 

Units to be produced   47000 59000 

Direct materials per unit    4 4 

Total pounds needed for production  188000 236000 

Add: Desired ending direct materials  10000 13000 

Total materials required   198000 249000 

Less: Beginning direct materials   9000 10000 

Direct materials purchases   189000 239000 

Cost per pound   $3.80 $3.80 

Total cost of direct materials  

purchases   

718200 908200 1626400 

5 



COOK FARM SUPPLY COMPANY  

Direct Labor Budget  

For the Six Months Ending June 30, 2020  

Quarter   Six  

Months   
 

1 2 

Units to be produced  47000 59000 

Direct labor time 

(hours) per unit   

¼ ¼ 

Total required direct 

labor hours   

11750 14750 

Direct labor cost per 

hour   

16 16 

Total direct labor cost  188000 236000 424000 

6 



COOK FARM SUPPLY COMPANY  

Selling and Administrative Expense Budget  
For the Six Months Ending June 30, 2020  

Quarter   Six  

Months   
 

1 2 

Budgeted sales 2400000 3360000 

Variable (15% sales)

  

360000 504000 

Fixed   175000 175000 

Total   535000 679000 1214000 
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COOK FARM SUPPLY COMPANY  

Computation of Cost of Goods Sold 
For the Year Ending December 31, 2020 

 
Cost of Goods Sold unit of  

finished good 

direct materials 

Gumm (4 * 3.80) 

Tarr (6*1.50) 

 

15.20 

9 

direct labor hours (1/4 * 16 ) 4 

manufacturing overhead (%125 * D .L 

.COST) (%125 * 4 ) 

5 

Total 

Cost of Goods Sold 

(96000 *33.20)= 3187200 

33.20 



COOK FARM SUPPLY COMPANY  

Budgeted Income Statement 
For the Year Ending December 31, 2020 

Sales 5760000 

 

Cost of Goods Sold (3187200) 

 

Gross profit 2572800 

Selling and administrative expenses (1214000) 

 

Income form operation  1358800 

interest expense (100000) 

Income before taxes 1258800 

Income taxes (%30 * 1258800) (377640) 

Net income 881160 
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Prepare a cash budget. 

Cash Budget 

• Shows anticipated cash flows 

• Important output in preparing financial budgets 

• Contains three sections: 

o Cash Receipts ( النقديةالمقبوضات)  

o Cash Disbursements ( المدفوعات النقدية)      

o Financing (التمويل)    

• Shows beginning and ending cash balances 

2 

Cash Budget 
 



Cash Budget 

3 



Prepare a cash budget. 
Danner Company expects to have a cash balance of $45,000 on 
January 1, 2020. Relevant monthly budget data for the first 2 months 
of 2020 are as follows. Collections from customers: January $85,000, 
February $150,000. Payments for direct materials: January $50,000, 
February $75,000. Direct labor: January $30,000, February $45,000. 
Wages are paid in the month they are incurred. Manufacturing 
overhead: January $21,000, February $25,000. These costs include 
depreciation of $1,500 per month. All other overhead costs are paid 
as incurred. Selling and administrative expenses: January $15,000, 
February $20,000. These costs are exclusive of depreciation. They 
are paid as incurred. Sales of marketable securities in January are 
expected to realize $12,000 in cash. Danner Company has a line of 
credit at a local bank that enables it to borrow up to $25,000. The 
company wants to maintain a minimum monthly cash balance of 
$20,000. 

Instructions : Prepare a cash budget for January and February 

4 



DANNER COMPANY 
Cash Budget 

For the Two Months Ending February 28, 2020 

January February 

Beginning cash balance 45000 27500 

Add: Receipts 
Collections from customers 85000 150000 

Sale of marketable securities 12000 0 

Total receipts 97000 150000 

Total available cash 142000 177500 
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DANNER COMPANY 
Cash Budget 

For the Two Months Ending February 28, 2020 

January February 

Less: Disbursements 

Direct materials 50000 75000 

Direct labor 30000 45000 

Manufacturing overhead 19500 23500 

Selling and administrative expenses 15000 20000 

Total disbursements 114500 163500 

Excess (deficiency) of available cash over cash 

disbursements 
27500 14000 

Financing 

Add: Borrowings 0 6000 

Less: Repayments 0 0 

Ending cash balance 27500 20000 
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NIETO COMPANY 
Schedule of Expected Collections from Customers - March 

March 

March cash sales 75000 

Collection of March credit sales 17500 

Collection of February credit sales 77000 

Collection of January credit sales 50400 

Total collections 219900 

9 



NIETO COMPANY 
Schedule of Expected Payments for Direct Materials - March 

March 

March cash purchases 19000 

Payment of March credit purchases 7600 

Payment of February credit purchases 10800 

Total payments 37400 

10 
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 توضيح المقبوضات

 3 140000 الشهر
الشهر  نفس 3  60%  84000 

%30 الشهر التالي 4  

لشهر /  الشهر الثاني 5

البيع او تقديم 
 الخدمات

10%  - 
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GREEN LANDSCAPING INC. 
Schedule of Expected Collections From Clients 

For the Quarter Ending March 31, 2020 

January February March Quarter 

November 8000 8000 

December 27000 9000 36000 

January 60000 30000 10000 100000 

February 72000 36000 108000 

March 84000 

Total collections 95000 111000 130000 336000 
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 توضيح المدفوعات 

 3 18000 الشهر

%60 نفس الشهر 3  10800 

التالي الشهر 4  40%  
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GREEN LANDSCAPING INC. 
Schedule of Expected Payments for Landscaping Supplies 

For the Quarter Ending March 31, 2020 

January February March Quarter 

December 5600 

January 7200 4800 

February 9000 6000 

March 10800 

Total payments 

15 



(120000* 10% ) + (140000* 40%) = 68000 

Accounting receivable  

 

(18000* 40%) = 7200 

Accounting payable  
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1 



2 



3 



 توضيح المقبوضات  

  الاشهر

%50 نفس شهر البيع  

الشهر الاول بعد 

 شهر البيع
30%  

الشهر الثاني بعد 

 شهر البيع 
20%  

4 



Expected Collections from Customers 

January February 

November 50000  - 

December 96000 64000 

January 180000 108000 

February - 200000 

Total collections 326000 372000 

5 



 توضيح المدفوعات 

  2شهر  125000

(نقد )الشهر  نفس 2  60%  75000 

الشهر الاول بعد  3

 شهر الشراء
40%  - 

6 



Expected Payments for Direct Materials 

January February 

December 40000 - 

January 72000 48000 

February - 75000 

Total payments 112000 123000 
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Cash Budget 

For the Two Months Ending February 28, 2020 

January February 

Beginning cash balance 60000 51000 

Add: Receipts 
Collections from customers 326000 372000 

Notes receivable 15000 

Sale of securities 6000 

Total receipts 341000 378000 

Total available cash 401000 429000 

8 



 
Cash Budget 

For the Two Months Ending February 28, 2020 

January February 

Less: Disbursements 

Direct materials 112000 123000 

Direct labor 90000 100000 

Manufacturing overhead 70000 75000 

Selling and administrative expenses 78000 84000 

Cash dividend 6000 

Total disbursements 350000 388000 

Excess (deficiency) of available cash over cash 

disbursements 
51000 41000 

Financing 

Add: Borrowings 0 9000 

Less: Repayments 0 

Ending cash balance 51000 50000 9 
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Cost Flow Information 

Describe capital budgeting inputs and apply the cash 
payback technique. 

For purposes of capital budgeting, estimated cash 
inflows and outflows are the preferred inputs. 

Why? 

Ultimately, the value of all financial investments is 
determined by the value of cash flows received and paid. 

2 



Cost Flow Information 
Typical cash flows relating to capital budgeting 

Cash Outflows 

Initial investment 
Repairs and maintenance 
Increased operating costs 
Overhaul of equipment 

Cash Inflows 

Proceeds from sale of old equipment 
Increased cash received from customers 
Reduced cash outflows related to operating costs 
Salvage value of equipment 

3 



Illustrative Data 

Stewart Shipping Company is considering an investment 
of $130,000 in new equipment. 

Initial investment  $130,000 

Estimated useful life  10 years 

Estimated salvage value   - 0 - 

Estimated annual cash flows 

Cash inflows from customers  $200,000 

Cash outflows for operating costs  176,000 

Net annual cash flow $  24,000 
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Cash Payback 
Cash payback formula 

Cash payback technique identifies time period required 
to recover cost of capital investment from net annual 
cash inflow produced by investment. 

Cash payback period for Stewart is … 

d

Cost of Capital Net Annual 
=

m

Ca

t

s

s

h

v

 

I

P

 

a

 

y

 

b

a

a

h

c

F

k

o

 

e     n  e t n C  s  l w    Perio


             $ s130,000 $24,00 5.42 e0 y ar=
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Cash Payback 
Evaluation of project 

Shorter payback period = More attractive investment 

In case of uneven net annual cash flows, company 
determines cash payback period when: 

  
Cumulative net 

Cost of 
cash flows from 

investment
    investment
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Cash Payback 
Cash payback period-unequal cash flows 

Illustration: Chen Company proposes an investment in a 
new website that is estimated to cost $300,000. 
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DO IT! 1 Cash Payback Period 

Watertown Paper Corporation is considering adding another machine for 
the manufacture of corrugated cardboard. The machine would cost 
$900,000. It would have an estimated life of 6 years and no salvage value. 
The company estimates that annual cash inflows would increase by 
$400,000 and that annual cash outflows would increase by $190,000. 
Compute the cash payback period. 

Estimated annual cash inflows  $400,000 

Estimated annual cash outflows  190,000 

Net annual cash flow  $210,000 

Cash payback period = 
$900,000

$210,0
 

00
 4.3 years
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Net Present Value Method 

Use the net present value method. 

Discounted cash flow technique: 

• Generally recognized as best approach   

• Considers both estimated total cash inflows and time 
value of money 

• Two methods: 

o Net present value (N P V) 

o Internal rate of return (I R R) 

2 



Net Present Value Method 
 

• Cash inflows are discounted to their present value and 
then compared with capital outlay required by 
investment 

• Interest rate used in discounting is required minimum 
rate of return 

• Proposal is acceptable when N  P V is zero or positive 

• Higher positive N P V, more attractive investment 
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Net Present Value Method 
Net present value decision criteria 
 معايير قرار صافي القيمة الحالية 

Proposal is acceptable 

when net present value 

is zero or positive. 
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Equal Annual Cash Flows 
Present value of equal net annual cash flows 

Illustration: In the Stewart Shipping Company example  the 
company’s net annual cash flows are $24,000. If we assume 
this amount is uniform over the asset’s useful life, we can 
compute the present value of the net annual cash flows. 
Capital investment      $130,000 

Present Value  
at 12% 

Discounted factor for 10 periods  5.65022 

Present value of net cash flows: 

     $24,000 × 5.65022 $135,605 
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Equal Annual Cash Flows 
Net present value-equal net annual cash flows 

Illustration: Calculate the net present value. 

12% 

Present value of net cash flows $135,605 

Less: Capital investment   130,000 

Net present value $    5,605 

Proposed capital expenditure is acceptable at a required 
rate of return of 12% because the net present value is  
positive. 
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Unequal Annual Cash Flows 
Illustration 

Stewart Shipping Company expects the same total net 
cash flows of $240,000 over the life of the investment. 
Because of a declining market demand for the new 
product the net annual cash flows are higher in the early 
years and lower in the later years. 

The present value of the net annual cash flows is 
calculated as follows. 
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Unequal Annual Cash Flows 
Present value of unequal annual cash flows 

Year 
Assumed Net Annual 

Cash Flows 
Discount Factor  

12% 
Present Value 12% 

(1) (2) (1) × (2) 

1   $34,000 0.89286 $30,357 

2     30,000 0.79719   23,916 

3     27,000 0.71178   19,218 

4     25,000 0.63552   15,888 

5     24,000 0.56743   13,618 

6     22,000 0.50663   11,146 

7      21,000 0.45235     9,499 

8      20,000 0.40388     8,078 

9      19,000 0.36061       6,852 

10      18,000 0.32197        5,795 

 $240,000 $144,367 
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Unequal Annual Cash Flows 
Net present value-unequal annual cash flows 

Illustration: Calculate the net present value. 

12% 

Present value of net cash flows $144,367 

Less: Capital investment   130,000 

Net present value $  14,367 

Proposed capital expenditure is acceptable at a required 
rate of return of 12% because the net present value is  
positive. 
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Comprehensive Example 
Investment information for Best Taste Foods 

Best Taste Foods is considering investing in new 
equipment to produce fat-free snack foods. 

Initial investment  $1,000,000 

Cost of equipment overhaul in 5 years  $200,000 

Salvage value of equipment in 10 years  $20,000 

Cost of capital (discount rate)  15% 

Estimated annual cash flows 

Cash inflows received from sales  $500,000 

Cash outflows for cost of goods sold  $200,000 

Maintenance costs  $30,000 

Other direct operating costs $40,000 
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Comprehensive Example 
Computation of net annual cash flow 

Compute the net annual cash flows for this project. 

Cash inflows received from sales  $ 500,000  

Cash outflows for cost of goods sold  (200,000) 

Maintenance costs  (30,000) 

Other direct operating costs  (40,000) 

Net annual cash flow $ 230,000  

11 



Comprehensive Example 
NPV of Best Taste Foods investment 

Compute the net present value for this proposed 
investment. 

Event 
Time  

Period 
Cash  
Flow × 

15%  
Discount  

Factor = 
Present  
Value 

Net annual cash flow  1-10  $  230,000 5.01877 $1,154,317 

Salvage value 10 20,000 .24719 4,944 

Less: Equipment purchase 0 1,000,000 1.00000 1,000,000 

Less: Equipment overhaul 5 200,000 .49718 99,436 

Net present value 
 
 $     59,825 
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DO IT! 2: Net Present Value 
Problem data 

Watertown Paper Corporation is considering adding 
another machine for the manufacture of corrugated 
cardboard. The machine would cost $900,000. It would 
have an estimated life of 6 years and no salvage value. 
The company estimates that annual cash inflows would 
increase by $400,000 and that annual cash outflows 
would increase by $190,000. Management has a required 
rate of return of 9%. 

Calculate the net present value on this project and 
discuss whether it should be accepted. 

L O 2 13 



DO IT! 2: Net Present Value 
Solution 

Calculate the net present value on this project and discuss whether it 
should be accepted. 

Estimated annual cash inflows  $400,000 

Estimated annual cash outflows  190,000 

Net annual cash flow  $210,000 

Cash Flow 
9% Discount  

Factor 
Present  
Value 

Present value of net annual cash 
flows $210,000 4.48592 $942,043 

Less: Capital investment 900,000 

Net present value $42,043 
N P V is greater than zero, Waterton should accept the project. 
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Internal Rate of Return 

Use the internal rate of return method. 

• Differs from net present value method in that it finds 
interest yield of potential investment  

• Internal rate of return (I R R) - interest rate that will 
cause present value of proposed capital expenditure to 
equal present value of expected net annual cash flows 
(N P V equal to zero) 

• How does one determine internal rate of return? 

15 



Internal Rate of Return  
Internal rate of return decision criteria 

16 



Comparing Discounted Cash Flow 
Methods 

Net Present Value Internal Rate of Return 

1. Objective Compute net present 
value (a dollar 
amount). 

Compute internal rate of return 
(a percentage) 

2. Decision 
Rule 

If net present value is 
zero or positive, 
accept the proposal. 

If internal rate of return is equal 
to or greater than the required 
rate of return, accept the 
proposal. 

If net present value is 
negative, reject the 
proposal. 

If internal rate of return is less 
than the required rate of return, 
reject the proposal. 

17 



DO IT! 4: Internal Rate of Return 
Problem data 

Watertown Paper Corporation is considering adding another 
machine for the manufacture of corrugated cardboard. The 
machine would cost $900,000. It would have an estimated life 
of 6 years and no salvage value. The company estimates that 
annual cash inflows would increase by $400,000 and that 
annual cash outflows would increase by $190,000. 
Management has a required rate of return of 9%. 

Calculate the internal rate of return on this project and 
discuss whether it should be accepted. 
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DO IT! 4: Internal Rate of Return 
Calculation of the internal rate of return 

Estimated annual cash inflows $400,000 

Estimated annual cash outflows 190,000 

Net annual cash flow $210,000 

Machine cost $900,000 

Net annual cash flow ÷  $210,000 

Present value factor 4.28571 

Now, find the rate that corresponds to the present 
value factor. 
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DO IT! 4: Internal Rate of Return 
Rate for pv factor of 4.28571 for 6 periods 

Required rate of return is only 9%, project should be accepted. 

20 
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q1 

Doug’s Custom Construction Company is considering 
three new projects, each requiring an equipment 
investment of $22,000. Each project will last for 3 
years and produce the following net annual cash flows. 

 
Year AA BB CC 

1 7000 $ 10000 $ 13000$ 

2 9000 10000 12000 

3 12000 10000 11000 

TOTAL 28000 30000 36000 

2 



The equipment’s salvage value is zero, and Doug uses 
straight-line depreciation. Doug will not accept any 
project with a cash payback period over 2 years. 
Doug’s required rate of return is 12%. 
Instructions 
a. Compute each project’s payback period, indicating 
the most desirable project and the least desirable 
project using this method.  
b. Compute the net present value of each project. 
Does your evaluation change? 

3 



A  

 AA 

 

 

 

 

Cash payback period =2 + 6000 /12000 

                                      =2.5 

 

 

Year Net Annual Cash 

Flow 
Cumulative Net 

Cash Flow 

1 7000 7000 

2 9000 16000 

3 12000 28000 
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A 
BB- 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

22000 / 10000 = 2.2 
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A 

A – CC 

 

 

 

 

Cash payback period = 1+ 9000 / 12000 

                                     = 1.75  

 

 

Year Net Annual Cash 

Flow 
Cumulative Net 

Cash Flow 

1 13000 13000 

2 12000 25000 

3 11000 36000 
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B 

AA- 

 
Year Cash 

Flow 
Discount 
Factor 

Present 
Value 

1 7000 .89286 6250 

2 9000 .79719 7175 

3 12000 .71178 8541 

Total present value 21966 

Less: Investment (22000) 

Net present value (34) 
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B 

BB-  

8 

Present Value  
at 12% 

Discounted factor for 3 periods 2.40183 

Present value of net cash flows: 

     10000 * 2.40183 24018 

Less: Investment (22000) 

N p v 2018 



B 

CC- 

 
Year Cash 

Flow 
Discount 
Factor 

Present 
Value 

1 13000 .89286 11607 

2 12000 .79719 9566 

3 11000 .71178 7830 

Total present value 29003 

Less: Investment (22000) 

Net present value 7003 
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Bruno Corporation is involved in the business of 
injection molding of plastics. It is considering the 
purchase of a new computer-aided design and 
manufacturing machine for $430,000. The company 
believes that with this new machine it will improve 
productivity and increase quality, resulting in an 
increase in net annual cash flows of $101,000 for the 
next 6 years. Management requires a 10% rate of 
return on all new investments 
Instructions 
Calculate the internal rate of return on this new machine. Should 
the investment be accepted? 
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When net annual cash flows are expected to be equal, the internal rate of return 
can be approximated by dividing the capital investment by the net annual cash 
flows to determine the discount factor, and then locating this discount factor on 
the present value of an annuity table. 

 
 
capital investment / net annual cash flows 

 

$430,000/$101,000 = 4.25743  

 

By tracing across on the 6-year row, we see that the discount factor for 11% is 
4.23054. Thus, the internal rate of return on this project is approximately 11% 
Since this is above the company’s required rate of return, the project should be 
accepted 
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Use the annual rate of return method 

Indicates profitability of a capital expenditure by 
dividing expected annual net income by average 
investment. 
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Annual Rate of Return 
Problem data 

Watertown Paper Corporation is considering adding 
another machine for the manufacture of corrugated 
cardboard. The machine would cost $900,000. It would 
have an estimated life of 6 years and no salvage value. 
The company estimates that annual revenues would 
increase by $400,000 and that annual expenses excluding 
depreciation would increase by $190,000. It uses the 
straight-line method to compute depreciation expense. 
Management has a required rate of return of 9%. 

Compute the annual rate of return. 
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Annual Rate of Return 
Solution 

Compute the annual rate of return. 

Revenues $400,000 

Less: 

Expenses (excluding depreciation) $190,000 

Depreciation expense ($900,000 ÷ 6 years)  150,000 340,000 

Annual net income $  60,000 

 $900,000 $0
Average investment $450,000.

2


 

$60,000
Annual rate of return $13.3%.

$450,000
 

The proposed project is acceptable. 
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EXERCISE 25-10  /A 1 
BB- 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

190000 / 50000  = 3.8 YEARS 
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EXERCISE 25-10  /A 2 

4 



  

A . I=( 190000 + 0 )/2 = 95000 

 

A R R = 12000 / 95000 * 100% 

           = 12.63 %  
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EXERCISE 25-10 /B 

B- 

6 

Present Value  
12% 

Discounted factor for 5 periods 3.60478 

Present value of net cash flows: 

     50000*3.60478 180239 

Less: Investment 190000 

N p v (9761) 



EXERCISE 25-11 /A 

 

 

 

 

 

 

Cash payback period =2 + (20000 /35000) 

                                      = 2.57 years 

 

Year Net Annual Cash 

Flow 
Cumulative Net 

Cash Flow 

1 45000 45000 

2 40000 85000 

3 35000 120000 

4 30000 150000 

5 25000 175000 
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EXERCISE 25-11  /b 

8 



 غٌر منتظم ( ARR) اذا كان معدل العائد السنوي  

صافً الدخل  نقوم بجمع ( net income)صافً الدخل : اولا 
  10000) السنوات   السنوي للسنوات وٌتم تقسٌمة  على عدد

 +12000 +14000  +16000  +18000 / )5   =
14000  

( =  Average investment)متوسط كلفة الاستثمار : ثانٌا 
(105000  +0  / )2  =52500 

A R R = 14000 / 52500 * %100  

           = 26.67% 
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EXERCISE 25-11  /c 

c 
Year Cash 

Flow 
Discount 
Factor 

Present 
Value 

1 45000 .90090 40541 

2 40000 .81162 32465 

3 35000 .73119 25592 

4 30000 .65873 19762 

5 25000 .59395 14836 

Total present value 133196 

Less: Investment 105000 

Net present value 28196 
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Project Bono 
BB- 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Depreciation (الاندثار )  = 160000 / 5 = 32000 
الاندثار + صافً الدخل = التدفق النقدي   

 

160000 / ( 14000 + 32000 ) = 3.48 years 
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Project Edge 
Depreciation (الاندثار )  = 175000 / 5 = 35000 

 

 

 

 

 

 

Cash payback period = 3 + (19000 / 
47000) = 3.40 

 

Year Net Annual Cash Flow Cumulative Net 

Cash Flow 

1 (18000 + 35000)= 53000 53000 

2 (17000 + 35000)= 52000 105000 

3 (16000 + 35000) = 51000 156000 

4 (12000 + 35000) = 47000 203000 

5 (9000 + 35000) = 44000 247000 
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Project Clayton 
Depreciation (الاندثار )  = 200000 / 5 = 40000 

 

 

 

 

 

 

Cash payback period = 3 + (9000/ 53000) 

=3.17 

 

 

 

Year Net Annual Cash Flow Cumulative Net 

Cash Flow 

1 (27000 + 40000)=67000 67000 

2 (23000 + 40000)= 63000 130000 

3 (21000 + 40000)= 61000 191000 

4 (13000 + 40000)= 53000 244000 

5 (12000 + 40000)= 52000 296000 
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/B 

B- 

16 

Present Value  
15% 

Discounted factor for 5 periods 3.35216 

Present value of net cash flows: 

     46000 *3.35216 154199 

Less: Investment 160000 

N p v (5801) 



b 

c 
Year Cash 

Flow 
Discount 
Factor 

Present 
Value 

1 53000 0.86957 46087 

2 52000 0.75614 39319 

3 51000 0.65752 33534 

4 47000 0.57175 26872 

5 44000 0.49718 21876 

Total present value 167688 

Less: Investment 175000 

Net present value (7312) 
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b 

c 
Year Cash 

Flow 
Discount 
Factor 

Present 
Value 

1 67000 0.86957 58261 

2 63000 0.75614 47637 

3 61000 0.65752 40109 

4 53000 0.57175 30303 

5 52000 0.49718 25853 

Total present value 202163 

Less: Investment 200000 

Net present value 2163 
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c 
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 = المشروع الاول 

14000/( (160000+ 0)/ 2)* 100% = 17.5 

 = المشروع الثانً 

(72000 /5  = )14400 

14400 / (( 175000 + 0) / 2 ) * 100% = 16.5 

 =المشروع الثالث 

(96000  /5  = )19200   

19200 / (( 200000 + 0 ) / 2 ) *100% = 19.2 
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