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[bookmark: _Toc47806101]Introduction
Financial planning is an essential process for each business. Every business needs to plan effectively on how to manage the finances it receives. Failure to plan can lead to financial mismanagement and hence business failure (Paton & Stevenson, 2016). A business needs to come up with a clear plan about its expenses, revenues and the profits it is focused to make within a given financial year or other period of time. A well-planned financial structure will aid a business towards managing its resources efficiently. The business can prepare about its financial matters using different departmental budgets that can be summed up in a master budget. 
[bookmark: _Toc47806102]The Master Budget
A master budget is an accounting tool that aggregates budgets in the lower level including those from departments and it includes the cash forecasts, budgeted financial statements and the plan of financing (Paton & Stevenson, 2016). The master budget can be prepared to serve the business for a month, a quarter year basis or for a period of one year. The management team uses the master budget to direct the corporation activities and to make judgement on how different departments and centers have performed against their assigned responsibilities. 
[bookmark: _Toc47806103]Constituents of the Master Budget
The master budget is made up of three major budgets that include the direct labor budget, the sales budget and the cash budget. Other budgets that can be rolled into the master budget are the direct materials budget, the manufacturing overhead budget, the production budget and the budget about the selling and administrative expenses. The master budget gives a picture of how specific goals can be accomplished and the actions the management should take to make the budget achievable (Hammonds, 2006). 
[bookmark: _Toc47806104]Cash Budget
The cash budget gives an estimate of the flow of cash both inwards and outwards of the company or business over a certain time period. The inflows of cash include the revenues collected and the loans received while the cash outflows include the expenses paid and the loan payments. The cash budget is used in assessing the financial ability of a business to carry out its operations. Through the cash budget, a company can easily establish the credit amount that it can extend to its customers without encountering liquidity problems. The business can avoid shortage of cash during moments that it encounters high expense numbers through the aid of a cash budget. The cash budget gives a projection of the cash position of a company in the future. The cash budget is usually developed after the purchases, capital and sales expenditures budgets for an accurate estimation of how cash will be spent during the given period (Hammonds, 2006). The managers can prioritize the payments during the accounting period by using the cash budget.
Preparation of a cash budget can be beneficial to a company in a number of ways including identification of times where there might be a cash shortage (Paton & Stevenson, 2016). The business can thus plan ahead and allocate extra funding through bank overdraft. The cash budget can help the business to regulate its expenses since the cash budget highlights the months with high expenses. Besides that, the cash budget shows clearly areas where the business has a deficit in cash or a more than expected amount of cash. Through this, the business can make decisions that are better and plan in an effective way. 
[bookmark: _Toc47806105]Sales Budget
The sales budget gives an estimation of the volume of services and goods proposed by the company to be sold in the future. In most cases, a sales budget is made for the purpose of serving in the following year (Hammonds, 2006). It can include figures for a month, a year quarter or a complete year. The information that the company uses to prepare the sales budget can be collected from the sales volume made previously, estimates from branch and regional offices and the orders’ backlog (Maritz,2018). Businesses mostly try to make sales that exceed the ones from the previous year. The more sales can be achieved by doing more sells to the same customers or new market ventures. More sales can be achieved also by launch of new products. The feedback given by the salespersons from the customers can give a figure that is realistic about the sales expectation in the following year. The conversion of the pending orders into sales can also increase the volume of sales the company can make. 
[bookmark: _Toc47806106]Direct Labor Budget
The direct labor budget gives the number of hours needed for direct labor thus gives an indication of whether there are enough workers or more are needed to be hired (Maritz,2018). The total cost of labor calculated in this budget aids in master budget calculation. The direct labor budget aids the business to make sure that its bills are met and the production of goods continues. 
The cash budget, the direct labor budget and the sales budget are strongly related. For the budgeted sales, a company has to budget on the labor that is needed to achieve the target. The cash budget gives an estimate of the cash amount needed to pay the laborers and to meet the expected sales. 
[bookmark: _Toc47806107]Measuring Departmental Performance
The administration department and the production department tend to be the major departments of concern in a business. They can lead a business to failure or success. The performance of the administration manager is measured by the extent to which the set objectives and goals are achieved (Maritz,2018). A high number of unachieved goals is an indication that either the manager sets goals that are unrealistic or relevant steps have not been employed to meet the targets. The success of a production department manager is measured by the level of efficiency involved in the department. High levels of wastage indicate that the manager has not put the correct measures in the production process. 
[bookmark: _Toc47806108]Importance of Budgeting
Adherence to the budget increases the profitability of a business (Maritz,2018). The adherence gives the company a total control of its finances. The company avoids expenses that are unexpected since the budget streamlines its expenditures towards the budgeted ones only. The adherence makes the busines to track its financial goals and have an organized spending. The business will always be cushioned against expenses that are unexpected through budgeting. 
[bookmark: _Toc47806109]Conclusion
A business needs to incorporate all the budgets from different departments into a major budget that gives a picture about the financial expectations of the company. The different departments too need to have their own budgets that will help them gauge their performance. Through these departmental budgets, the managers can be gauged and weaknesses identified. The correction of these weaknesses will boost the profitability of the company as a whole. The budgets can be prepared on a monthly, quarterly or yearly basis depending on the size of the company and its financial needs. Proper budgeting will always make the company make profits or at least avoid making losses. 
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