
MASTER BUDGET

Master Budget Definition. The master budget is the aggregation of all lower-level budgets produced by a company's
various functional areas.

It usually has two parts; the operating budget and the financial budget. Provided by: Endeavour International
Corporation. These percentage estimates are based on previous experience and take into consideration credit
terms offered to customers. It is called continuous budgeting. Solution to Review Problem 9. Operating
Budget The operating budget is composed of eight supporting budget planning schedules. The budget for
capital expenditures contains budgetary figures for the large, expensive fixed assets for the business firm.
Managers arrive at the sales budget in dollars by multiplying sales units times sales price per unit. As if the
company forecast more sales then this would lead to increasing inventory thereby resulting in negative
working capital. Authored by: Note Pirate. Thus, the logical starting point in preparing a master budget is the
projected income statement, or planned operating budget. The master budget can be presented in the monthly
or quarterly form as per the requirement and covers the entire fiscal year. As shown in Figure 9. The budget
committee usually develops the master budget for each year, guided by the Budget Director, who is usually
the Controller of the company. A similar issue arises with inventory. Generally, while compiling the budget, to
achieve the set budget, the employees lower the sales and estimate the higher expenses as management force
the organization to adhere to the budget, thereby deviating from the organization goals. Selling and
administrative cash payments are from Figure 9. Answer: The capital expenditures budget An estimate of the
long-term assets to be purchased during the budget period. This is basically presented in the form of the
budgeted income statement representing the income generating activities carried on within an organization.
The other cash collections and payments section is also where organizations include financing activities such
as cash collections from the sale of bonds or cash payments for the repayment of bank loans. Amount does not
include depreciation. On the basis of that, the value of sales is calculated. We begin the budget process by
discussing the planned operating budget or projected income statement. Having a master budget lead to
additional overhead expenses, as the organization needs an additional financial analyst who could track the
variances and prepare the detailed analytical report on deviations if any. The financial budget shows the
inflows and outflows of cash and other elements of the firm's financial position. It is the goal of the
organization to reach a level in a particular period. It helps to ensure that all the departments work together in
coordination to achieve the common objective of the overall business. Manufacturing overhead cash payments
are from Figure 9. All purchases are on credit: 80 percent paid in the quarter of purchase and 20 percent paid
the following quarter. All direct materials purchases are on credit. Sometimes, it may be misunderstood that
master budget is one large budget of the organization. This budget undergoes the multiple iterations before it
gets approved by the senior management to allocated funds accordingly. Before the financial budgeting
planning process can begin, the firm should develop a strategic plan and a series of objectives based on that
strategic plan covering the next five years. The sales budget is prepared based on considering the following
factors: Market demand estimation Production capacity or an infrastructure facility Current supply facility
Industry analysis Market demand and production capacity are determined with the help of Marketing division
and production division respectively. The manager responsible for cash planning, typically the treasurer,
scrutinizes this section carefully. The strategic plan forms the basis for the various budgets that the firm will
put together. For instance, every company has an HR and Admin department, when a company is acquired
then this would result in two staffs in the same category. The result is a budgeted income statement. Amounts
shown in parentheses represent cash outflows; amounts without parentheses represent cash inflows. Recall that
depreciation was subtracted from total overhead costs in Figure 9. Answer: On average, 70 percent of
purchases are paid in the quarter purchased and the remaining 30 percent is paid the following quarter.


