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The cash budgeting is an extremely important operation of managing the 
cash flow with optimum results. The objective of a cash policy is the 
control of the cash flow, the synchronisation of the collections with the 
payments, in order to provide a continuous paying capacity to the 
company. The cash budget has as a function the collection and payment 
forecasting, starting from the income planning from which the 
uncollectible incomes are excluded and from the cost forecast from which 
the non-payable ones are excluded. 
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1. THE CASH BUDGET, AN IMPORTANT LINK IN THE 
BUDGETING PROCESS OF THE COMPAGNY 

The cash budgeting is the last stage in the budgeting process of the 
company and the cash is the result of the forecasts from the other budgets: 
the sales budget, the purchasing budget, the investment budget, the 
administrative budget, etc. 

The treasury of an economic entity is composed of cash (the cash in 
the existent pay office and the demand deposits) and the cash equivalents 
(term deposits, treasury bills, certificates of deposit, etc.) 

The operations implied by the cash budget are related to:  
- meeting the company demand of cash at the right moment; 
- the identification in due time of  shortages in order that the 

appropriate remedial measures should be adopted; 
- the surplus identification and the transfer of investments of the 

respective amounts with the purpose of obtaining a satisfactory income.    
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FACULTATEA DE MANAGEMENT AGRICOL 

The cash budget correlates the cash inflow and outflow in order to 
prevent certain anomalies concerning the payments or the possible useless 
surplus.   

The cash management provides the receipts and payments of the 
company, as data and amounts, also comprising the taxes included into these 
amounts. 

In other words, the cash budget is made of predetermined values, 
corresponding to the month in which their inflow or outflow is forecast. 
That is why the pay period of the amounts due to the suppliers must also be 
taken into account, as well as the one of collection of debts from the 
customers of the company. For example, from the point of view of cash, the 
month in which a transaction was performed or the period covering the 
collected dividends is not very important; but the moment when the amounts 
obtained in this way entered the company accounts is important. For these 
reasons, the “non-liquid” budget items, such as the depreciation, are not 
included in the cash budget (the liquid resources are turned over when a 
payment is made with a certain asset, not when this one is depreciated).  

The budget forecast is periodically reviewed against the attained 
results; the causes of the found deviations are discovered and the 
appropriate decisions are made. 

For the company management, setting responsibilities is important. 
In fact, the finance department is the department that is involved the most in 
the good performance of the cash budget management; The cash budget is 
relevant in relation to costs from the following perspectives: 

- the cash shortage can explain the bigger weight of the interest costs 
or the possible under-activity costs; 

- the cash shortage can justify the costs of the discounts and rebates 
granted to the customers; 

- the cash surplus can explain the higher storage cost or investments 
under the normal rate of return. 

 
 

2. THE CASH BUDGETING 
The cash is determined by the cash flows of the management period 

that are, in their turn,  calculated function of the receipts and expenditures of 
the period preceding them   and of the modification of the balances of debts 
and liabilities from the beginning and the end of the period: 
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The main stages of the cash budgeting are: the receipt and payment forecast 
and the assessment and coverage of cash balances  

Solved application concerning the cash budgeting * 
 The cash budgeting for the first half-year of the accounting period 

2008 is made on the basis of the following information about the company   
BETA. 

 
• Balance at 31 December 2007 

Designation Amount at  31 December  2007 
Net frozen assets 700,500† 
Raw material stocks/inventory  60,500 
Finished goods stocks/inventory 105,000 
Accounts receivable 130,000 
Liquid assets 35,000 
Equity capital  930,300 
Stock suppliers  68,500 
Social debts 25,000 
Payable VAT  7,200 

 
 

• Sales budget on 2008, 1st half-year: 
Month Jan. Feb. March April May June Total 
Quantity 
 

 500 150 300 925 460 420 2755 

Price per 
unit 

400 400 400 400 400 400  

Turnover 200,000 60,000 120,000 370,000 184,000 168,000 1,102,000 

 
 

• The production budget on 2008, 1st half-year: 

                                                
* Belverd, E., Needles, Jr., Henry, R., Anderson, James, C. Caldwell, „Principles of 

Accounting”, Fifth Edition, ARC Publishing House, 2000, quoted by Corina Graziella 
Dumitru  and Corina Ioanăş in „Management Accounting and Performance Evaluation” 
The Accademic Publishing House, 2005 Bucharest. 
† The net figure of  700,500 is obtained from the difference between the gross value of  
1,030,000 and the depreciation of  329,500. 
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 Jan. Feb. March April May June Total 
Direct expenses 57,500 44,500 57,.350 59,000 20,850 34,200 273,400 
 Raw 

materials 
48,500 35,800 48,500 50,000 12,600 25,200 220,600 

 Productive 
wages  

6,000 5,800 5,900 6,000 5,500 6,000 35,200 

 Social costs 3,000 2,900 2,950 3,000 2,750 3,000 17,600 
Indirect 
expenses 

7,150 6,400 7,150 8,100 6,150 6,150 41,100 

 Depreciations 2,850 2,850 2,850 2,850 2,850 2,850 17,100 
 Insurance 2,800 2,800 2,800 2,800 2,800 2,800 16,800 
 Repairs 1,500 750 1,500 2,450 500 500 7,200 
Total 64,650 50,900 64,500 67,100 27,000 40,350 314,500 

 

• Raw material purchase budget on 2008, 1st half-year: 
Month Jan. Feb. March April May June Total 
Initial stock 60,500 87,800 132,600 174,300 204,800 192,200  
Purchases 75,800 80,600 90,200 80,500  64,000 391,100 
Expenditures 48,500 35,800 48,500 50,000 12,600 25,200 220,600 
Final stock 87,800 132,600 174,300 204,800 192,200 231,000  

 

• Administrative cost budget on 2008, 1st half-year:   
Month Jan. Feb. March April May June Total 
Wages 18,000 18,000 18,000 18,000 18,000 18,000 108,000 
Social 
Expenses 

9,000 9,000 9,000 9,000 9,000 9,000 54,000 

Management 
expenses 

4,500 3,800 3,600 4,800 2,500 4,600 23,800 

Total 31,500 30,800 30,600 31,800 29,500 31,600 185,800 

• Other information 
- the suppliers are paid at the end of the month, the customer’s 

payments are collected as follows: one quarter in the course of the month and 
the remaining amounts upon 30 days from the date of the invoice; 

- the wages are paid on the 30th of every month, and the related social 
costs are paid on the 15th of the next month; 

- the annual insurances are paid in the amount of 16,800 in February; 
- the 19% VAT is paid on the 25th of the next month. 

 
Solution: 
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For the cash budgeting we first determine the partial cash budgets. 
• Receipts budget on 2008, 1st half-year:   

Month Jan. Feb. March April May June Total 
1. CA 
excluding 
VAT 

200,000 60,000 120,000 370,000 184,000 168,000 1,102,000 

2. 19% VAT 38,000 11,400 22,800 70,300 34,960 31,920 209,380 
3. CA 
including 
VAT 

238,000 71,400 142,800 440,300 218,960 199,920 1,311,380 

4. Cash 
receipts in 
the course of 
the month 

59,500 17,850 35,700 110,075 54,740 49,980 327,845 

5. Receipts 
upon 30 days 
from the date 
of the invoice

149,700* 178,5 00 53,550 107,100 330,225 164,220 833,595 

6. Receipts 
of the month 
(4 +5) 

209,200 196,350 89,250 217,175 384,965 214,200 1,161,440 

 
• VAT budget on 2008, 1st half-year: 

 
Month Jan. Feb. March April May June Total 
1. Raw material 
purchases 

75,800 80,600 90,200 80,500  64,000 391,100 

2. VAT 19% (1 x 
19%) 

14,402 15,314 17,138 15,295  12,160 74,309 

3. Raw material 
purchases including 
VAT 

90,202 95,914 107,338 95,795  76,160 465,409 

4. Repair and 
management 
expenses  

6,000 4,550 5,100 7,250 3,000 5,100 31,000 

5. VAT(4 x 19%)  1,140 864.5 969 1,377. 5 570 969 5,890 
6. Repair and 
management 
expenses including 
VAT 

7,140 5414.5 6,069 8,627.5 3,570 6,069 36,890 

                                                
* represent the  accounts receivable afferent to the accounting period of 2005. 



FACULTATEA DE MANAGEMENT AGRICOL 

Month Jan. Feb. March April May June Total 
7. Deductible VAT 
of the month 

15,542 16,178. 5 18,107 16,672.5 570 13,129 80,199 

8. Collected VAT 

Of the month
*
 

38,000 11,400 22,800 70,300 34,390 31,920 209,380 

9. Payable VAT de 
of the month 

22,458   53,627.5 34,333 18,791 129,266.5

10. Returnable VAT 
of the month 

 4,778.5 4,693    9,471.5 

11. VAT paid in the 
course of the month 7,200

†
 17,679.5

‡
   48,934.5  73,814 

 
• The payment budget on 2008, 1st half-year: 

Month Jan. Feb. March April May June Total 
1. Raw material 
purchases 

68,500
§
 90,202 95,914 107,338 95,795 

 457,749 

2. Repair and 
management 
expenses including 
VAT 

7,140 5,414.5 6,069 8,627.5 3,570 6,069 36,890 

3. Insurances  16,800     16,800 
4. Wages 24,000 23,800 23,900 24,000 23,500 24,000 143,200 
5. Social costs 25,000

**
 12,000 11,900 11,950 12,000 11,750 84,600 

6. VAT paid in the 
course of the month 

7,200 
17,679.5    48,934.5  73,814 

Total 131,840 165,896 137,783 151,915.5 183,799.5 41,819 813,053 

• The cash budget on 2008, 1st half-year: 
Designation Jan. Feb. March April May June 
Initial balance 35,000 112,360 142,814 94,281 159,540.5 360,706 
Receipts 209,200 196,350 89,250 217,175 384,965 214,200 
Payments 131,840 165,896 137,783 151,915.5 183,799.5 41,819 
Final balance  112,360 142,814 94,281 159,540.5 360,706 533,087 

 
3. THE OPTIMUM MANAGEMENT OF THE CASH BALANCE 

                                                
*It  is found by multiplying the sales by  19% 
† The payable VAT of the accounting period of 2005. 
‡ The VAT returnable in February was taken into account  ( 22,.458-4,778,5 =17,679.5) 
§ The stock suppliers in the accounting period of  2005. 
** The social debts in the balance on 2006. 
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There are two approaches for an efficient management of the cash 
balance: 

- that of the cash surplus; 
- that of the cash shortage. 
The optimum is obtained at the balance between the cash availability 

usefulness for the overdue payments and the de cash and the cost of raising 
this cash. 

In fact, the cash surplus is placed into short term financial 
investments and for obtaining the optimum cash balance, the securities are 
bought. In what the cash shortage is concerned, a cash credit line is 
requested that generates incomes, commissions and other expenses for  

In the specialized literature two models are known related to the cash 
balance optimization as cash surplus: the Baumol Model and Miller-Orr 
Model. The Baumol Model is an adaptation of the Wilson Model of the 
inventory control at de the optimization of the cash balance.  The bigger the 
cash balance and the less frequent its reconstitutions, the lower its raising 
costs cu (ca); on the other hand, the costs of holding this cash are increased 
(cd). When the opportunity cost (cd, respectively the risk-free rate for the 
treasury certificate) rises, we should have a lower cash balance and vice 
versa. The Baumol Model implies a very restrictive hypothesis: a single 
supply with the optimum cash balance and its constant expenditure, day 
after day, until it is depleted, the immediate reconstitutions of the optimum 
cash balance and so on and so forth. A much more realistic and relatively 
simple alternative is represented by the Miller-Orr Model that aims at 
finding an upper limit of the cash balance variation that will generate the 
purchase of securities for the capitalization of the cash surplus.     

 
CONCLUSIONS 

●The cash management is a performance factor of the company in a 
competitive environment and especially in the presence of economic 
instability. 

●The minimum permanent cash balance is assessed either from the 
point of view of the cash surplus that should cope with the overdue 
payments, or from the point of view of a credit line that should cover the 
cash shortage. 
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●The cash balance optimization is based on the contradictory 
relation between the necessary cash raising (ca = administration and 
brokerage costs) and the costs of holding the cash stock (cd=opportunity 
costs, respectively, the interest rate of the treasury certificates) 

● In the specialized literature there are two models of optimization 
of the cash balance according to which the optimum is obtained at the 
number of reconstitutions for which the total cost is minimum (CT=ca+ cd, 
where. ca are increased  proportionally with the number of the cash balance 
reconstitutions, while cd  are decreased at the same time) 

●The optimum cash balance is directly proportional cu the raising 
costs and inversely proportional with its opportunity cost.  
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