Cash Budget
	Particulars
	January
	February
	March
	April
	May
	June
	July
	August
	September
	October
	November
	December

	  Cash balance at the beginning of each month (A)
	$

-
	 $
300,000
	 $
238,700
	$
197,194
	$
798,679
	$
1,905,673
	$
2,515,701

	$
2,465,480

	$
2,216,017


	$
1,758,277
	 $
1,494,224
	$
725,345


	Monthly sales  (B)
	600,000
	1,000,000
	2,000,000
	3.000,000
	2,000,000
	100,000
	80,000
	70,000
	60,000
	60,000
	60,00
	70,000

	Cash sales
(C)


	300,000
	500,000
	1,000,000
	1,500,000
	1,000,000
	50,000
	40,000
	35,000
	30,000
	30,000
	30,000
	35,000

	Credit sales
(D)

	300,000
	500,000
	1,000,000
	1,500,000
	1,000,000
	50,000
	40,000
	35,000
	30,000
	30,000
	30,000
	30,000

	Amount received in following month of 80% 0f Credit sales (E)
	-
	240,000
	400,000
	800,000
	1,200,000
	800,000
	40,000
	32,000
	28,000
	24,000
	24,000
	24,000

	Amount received in 2nd month of credit sales 20% of Credit Sales (F)
	0
	0
	60,000
	100,000
	200,000
	300,000
	200,000
	10,000
	8,000
	7,000
	6,000
	6,000

	Net cash flow per month (G)
	300,000
	740,000
	1,460,000
	2,400,000
	2,400,000
	1,150,000
	280,000
	77,000
	66,000
	61,000
	60,000
	65,000

	Cost of production= 50% of total Production (H)
	300,000
	500,000
	1,000,000
	1,500,000
	1,000,000
	50,000
	40,000
	35,000
	30,000
	30,000
	30,000
	35,000

	Sales and Admin expense per month (I)
	100,000
	100,000
	100,000
	100,000
	100,000
	100,000
	100,000
	100,000
	100,000
	100,000
	100,000
	100,000

	Dividend Payout ( J)
	
	
	
	
	
	
	
	
	
	
	500,000
	

	Taxes         
 (K)
	
	
	200,000
	
	
	200,000
	
	
	200,000
	
	
	200,000

	Capital Outlay (L)
	
	
	750,000
	750,000
	
	
	
	
	
	
	
	

	Access or deficit (M)
	(100,000)
	440,000
	398,700
	997,194
	2,098,679
	2,705,673
	2,655,701
	2,407,480
	1,952,017
	1,689,277
	924,224
	455,345

	Minimum Cash per  month  (N)
	200,000
	200,000
	200,000
	200,000
	200,000
	200,000
	200,00
	200,000
	200,000
	200,000
	200,000
	200,000

	Unused cash=ending-minimum cash
	(300,000)
	240,000
	198,000
	797,194
	1,898,679
	2,505,673
	2,455,701
	2,207,480
	1,752,017
	1,489,277
	724,224
	255,345




	Particulars
	A
	B
	C
	D
	E
	F
	G
	H
	I
	J
	K
	L

	Total
	-
	9,100,000
	4,550,000

	4,550,000
	3,612,000
	897,000
	9,059,000
	4,550,000
	1,200,000
	500,000
	800,000
	1,500,000



According to CFO, As at the end of 1st month we have a deficit of $300,000 we will borrow $300,000 at 10%

	Financing Activities
	
	
	
	
	
	
	
	
	
	
	
	

	Borrowing

	300,000
	
	
	
	
	
	
	
	
	
	
	

	Interest expense each month at 10% rate
	
	2,500
	2,500
	2,500
	2,500
	2,500
	2,500
	2,500
	2,500
	2,500
	2,500
	2500

	
	
	
	
	
	
	
	
	
	
	
	
	

	Interest income at end of each month
	
	1200
	994
	3,986
	9,493
	12,528
	12,279
	11,037
	8,760
	7,446
	3621
	1,277

	
	
	
	
	
	
	
	
	
	
	
	
	

	Net interest income/loss
	
	(1,300)
	(1,507)
	1,486
	6,993
	10,028
	9,779
	8,537
	6,260
	4,946
	1,121
	(1,223)

	
	
	
	
	
	
	
	
	
	
	
	
	

	Ending balance of Cash each month
	
	238,700
	197,194
	798,679
	1,905,673
	2,515,701
	2,465,480
	2,216,017
	1,758,277
	1,494,224
	725,345
	254,121






	Calculation for the revolving cash facility
	
	Interest paid on used cash
	Interest paid on unused cash

	Initial balance of loan
	300000
	
	

	Since we have unused cash at end of second month we will repay it
	240000
	$        1,250
	

	Loan balance at end of 2nd month
	60,000
	
	1000

	Unused cash at end of 3rd month
	198700
	250
	112.5

	Loan balance at end of 3rd month
	-138,700
	
	




[bookmark: _GoBack]Since we would not have any loan outstanding for the year we will give .5% annual interest rate on $300,000 for 9 months since we are not using that amount anymore. As, such I was right telling the CFO that the revolving credit is more appropriate and cost effective.
	therefore interest paid under revolving loan credit
	$        3,625



There exist some considerable advantages of revolving credit above long-term loans that make a revolving loan more desirable. To begin with, long- term loans have a fixed tenure that extends much further into the future while revolving loans are short term. Secondly, Revolving loans can be tapped on after payback if need arises whereas fixed loans cannot. Furthermore, revolving loans do not have fixed instalment payments like long-term loans. As such, the business can pay when cash flow is good and avoid struggling during cash flow short falls. Essentially, revolving loans can be repaid anytime. Finally, we can conclude that it is better to go for revolving credit rather than long term credit to meet working capital requirements
Advantages of revolving credit
It is available when needed. The business does not need to apply for a loan every time they are need of cash. As such, it is useful to meet ups and downs in cash flows due to fluctuations of sale in some months. It typically helps by providing liquidity for the business day-to-day operations. Additionally, revolving credit allows the business to draw incremental amount to meet business requirement if need be. This helps the business when there are cash flow issues.  Another advantage is that the business can use as much or as little as need be from the credit line. If the business does not require the loan any more, it can also be returned. Since it is subject to pre-approved limit, the business can draw the amount of loan which is just sufficient to meet working capital requirements and this reduces interest costs. Cash requirements are different in different months like it requires $200,000 in some months, $750,000 in some months and highest $1,150,000 in some month like March. To meet these flexible cash short falls it is better to go for revolving credit.

Disadvantages of revolving credit
Terms can change easily and with little notice. Revolving credit is susceptible to changing terms and the business may face undesirable terms with very little notice. This leaves the business without much choice but to comply with the new terms enforced as long as the contract signed is still valid.   Additionally, interest rates involved with the convenience of revolving loans are often higher compared to a business loan. Interests start low during the introductory phase but get higher with time.  If payment is defaulted, interest rates may skyrocket costing the business much more that if it opted for a small business loan from the start. 

Advantages of long-term loans
Long-term loans have lower interest rates as compared to short-term loans. Due to their longer durations, term loans are available at lower interest rates. Furthermore, the interest rates on long-term loans are fixed, and remain constant as per the agreement. 
Disadvantages of long-term loans
Long-term loans payment obligations restrict business cash flows. This is because a certain amount has to be paid periodically to service the Interest payment and repayment of principal are repayable Whether the firm is earning a profit or not loan and this may affect  amounts available for day-to-day operations. Another disadvantage is that long term loans pose a collateral risk. Most are tied to assets such as buildings and machines as security. If the business fails to repay the debt, it could lose the assets to the bank. Once it starts to lose assets through repossession, it could become difficult to dig its way out of the financial mess. 
Alternative
Installment loans. This is a loan that is repaid in periodic installments, with a fixed number of monthly payments that are of equal amount. Upon taking an installment loan, the interest obligations accrue periodically at a specified rate. If left unpaid, the interest simply accrues, requiring the borrower to pay a higher total amount for the loan. This loan type should be considered because it is convenient for businesses with cash flow issues. Although interest continues to accrue, the loan could be left unpaid during cash short falls and paid when the business is liquid enough. 

