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1  Components of a complete 
budget of an enterprise

A complete budget that should show the 
expected future development of an enter-
prise consists of three key components: 
proÞ t plan, Þ nance plan and budgeted 
balance sheet. These key components are 
normally supplemented by ratios that al-
low a quick statement on result, liquidity 
and Þ nancing of the enterprise.

The proÞ t plan forms the Þ rst component 
of the budget of an enterprise. Basing on 
planned sales, planned variable and Þ xed 
costs are deducted and lead to the planned 
result before or after income tax resp.

The Þ nance plan is the next step after 
compiling the proÞ t plan1. Based on the 
planned result after tax from the proÞ t 
plan, liquidity or solvency resp is planned 
in the Þ nance plan. There are different 
procedures in the framework of compil-
ing the Þ nance plan, but all systems have 
one goal in common: compiling liquidity 
of the enterprise. 

Based on the Þ nance plan, the budgeted 
balance sheet of an enterprise is compiled 
in the next step. Basis for compiling the 

budgeted balance sheet at the end of the 
planned year is the opening balance sheet 
or at least a preliminary opening balance 
sheet, if there is no completely Þ nished 
opening balance sheet available at the 
date of budget compilation. Basing on this 
opening balance sheet, every item of the 
Þ nance plan changes the opening balance 
sheet to the budgeted balance sheet.

Ratios of an enterprise are determined 
according to one of the three planning 
elements: proÞ t plan, Þ nance plan and 
budgeted balance sheet on the one hand, 
or from a combination of the values of 
the three planned elements on the other 
hand. Typical ratios of the proÞ t plan 
are eg, minimum turnover, volume range 
and price range2. An important key ratio 
which is often determined in different 
ways is called cash ß ow. It is often com-
piled differently and has, therefore, to be 
questioned. Cash ß ow is compiled from 
the Þ nance plan. Based on balance sheet 
and budgeted balance sheet, the equity 
ratio is determined. A combination of the 
Þ gures from the proÞ t plan and the budg-
eted balance sheet results in the determi-
nation of the ratios Return on Equity and 
Return on Investment.

2  The Process of Budget 
Compilation  

In the framework of budget compilation 
the following procedure of sequencing 
the individual planning steps has proved 
successful in the application: forecasting, 
planning of Þ xed costs, planning of sales 
and contribution margin and planning of 
liquidity.

Forecasting3 is the Þ rst step in the process 
of budget compilation. It transfers the Þ g-
ures from the year previous to the planned 
year. The result of forecasting is a purely 
mathematical extrapolation of the planned 
year but no active considerations are in-
corporated into the budget. Forecasting 
determines result, liquidity and balance 
sheet of the planned year under the pre-
condition that no changes in the basic data 
of the budget, such as sales, costs, produc-
tion and time allowed for payment, com-
pared to the previous year, occur. With 
this Þ rst step the structure and Þ gures 
which form the basis for the budget are set 
up, to be revised in the next planning steps 
actively. Like that, forecasting forms the 
basis for the consequent planning activi-
ties � planning of Þ xed costs, planning of 
sales and contribution margin, as well as 
planning of liquidity.

This Þ rst active planning step in the frame-
work of budget compilation is planning of 
Þ xed costs. When planning the Þ xed costs 
per Þ xed cost item, a planned value for the 
planned business year is determined from 
the values carried forward from the previ-
ous business year. Each individual item of 
Þ xed costs is revised in planning of Þ xed 
costs. The result of planning of Þ xed costs 
is a revised proÞ t plan, in which the items 
sales, variable costs and contribution mar-
gin still equal the values of forecasting, all 
items of Þ xed costs are already planned 
values.

Basing on these Þ gures which are revised 
in planning of Þ xed costs, planning of 
sales and contribution margin follows as 
the next step. The completed step of Þ xed 

Finance  Plan

Translated from German. Original title: �Praktische Vorgangsweise im Rahmen der Budgeterstellung�



Der
1/2001Wirtschaftstreuhänder22

costs planning results in a Þ rst new basis 
for planning of sales and contribution mar-
gin. In the course of this planning step, 
sales and variable costs must be planned 
which results in a contribution margin 
that now leads to the planned result before 
or after tax after deducting Þ xed costs. 
Depending on the amount of the planned 
Þ xed costs and the expected result, a tar-
get for the necessary size of sales, vari-
able costs and contribution margin will 
be derived. This target for achieving the 
planned result through the necessary sales 
and contribution margins forms the basis 
for the detailed planning of sales and con-
tribution margin which leads to a revised 
proÞ t plan in several steps and thus, forms 
the basis for Þ nance and liquidity plan-
ning.

Liquidity planning is based on an already 
completed proÞ t plan. Components of 
liquidity planning are Þ nance plan and 
budgeted balance sheet. Finance plan and 
budgeted balance sheet are often compiled 
simultaneously. When the Þ nance plan 
has been compiled and at least a prelimi-
nary opening balance sheet exists, then 
all data and Þ gures are available with the 
Þ nished Þ nance plan, which leads from 
the opening balance sheet to the budgeted 
balance sheet. The Þ nance plan results 
in the planned liquidity surplus or deÞ cit 
of the enterprise. This surplus or deÞ cit 
can either be Þ nanced or assessed. The 
amount of interest paid or received results 
in an impact on the proÞ t plan. It leads to 
an improvement or deterioration of the 
planned result. Basing on the result of the 
Þ nance plan, the proÞ t plan might have to 
be revised again.

3  Planning Cycle

The planning cycle4 of an enterprise 
which starts with budget compilation at 
the beginning of the business year, will 
be supplemented by the following steps in 
the course of the business year:
●  by comparisons of real, actual data with 

the originally planned values and
●  by revised forecasts based on these 

comparisons of planned/actual data for 
the remaining period of the planned 
year

The individual elements which form 
the total planning cycle are the follow-
ing: budget compilation, comparison of 
planned/actual data, deviation analysis, 
extrapolation and revised forecast.

The planning cycle starts with budget com-
pilation consisting of proÞ t plan, Þ nance 
plan and budgeted balance sheet carried 
out in several steps, as shown above. The 
date of budget compilation is either previ-
ous to the planned business year or takes 
place in the course of the planned business 
year. What speaks in favour of a previ-
ously compiled budget compilation is the 
fact that a complete plan for the current 
business year is available at the beginning 
of exactly this business year. A substantial 
aspect in favour of budget compilation in 
the course of the current business year is 
complete availability of all data and Þ g-
ures of the latest completed business year 
and thus the most updated Þ gures of the 
enterprise.

Comparisons of planned/actual data are 
carried out in the course of the planned 
year, normally quarterly or even month-
ly. In the framework of comparison of 
planned/actual data, the planned results 
that were originally compiled at the begin-
ning of the business year, are compared 
to the actual data. This comparison of 
planned/actual data is a purely static com-
parison of planned Þ gures to actual data; 
the statement is only valid for the period 
of time for which actual data are already 
available. Statements on the future de-
velopment of the enterprise are not made 
in the framework of pure comparison of 
planned/actual data, only in the steps fol-
lowing the comparison of planned/actual 
data, such as extrapolation and revised 
forecast.

A deviation analysis should be carried 
out in the framework of comparison of 
planned/actual data which should provide 
information on the kind and dimension 
of the deviation, and the reason why ac-
tual data deviate from the planned ones. 
Like that, the deviation analysis serves as 
a preparation for the revision of the budget 
in the forecast. 

Whereas the comparison of planned/actu-
al data demonstrates the pure comparison 
of planned values to actual values and no 
future aspect is considered yet, the future 
part of the planned business year is also re-
garded in the framework of extrapolation. 
Based on the original plan, the planned 
values are replaced by real, actual data 
in the framework of extrapolation, the re-
maining Þ gures of the planned year stay 
the same as in the original budget. Like 
that, the pure comparison of planned/ac-
tual data can be supplemented, the effect 
of actual data on the total planned year can 
be estimated under the pre-condition that 
the remaining business year develops ac-
cording to the originally planned budget. 
In the extrapolation, expected changes for 
the remaining business year are not taken 
into account, yet. A revision of the budget 
does not take place, yet. Insofar, the ex-
trapolation demonstrates a purely static 
element of the planning cycle, similar to 
the comparison of planned/actual data.

The active planning element turns up 
again in the revised forecast. Here, most 
of the work has to be done in connection 
with comparison of planned/actual data, 
deviation analysis, extrapolation and re-
vised forecast. In the revised forecast, the 
original budget which was supplemented 
by actual data that were collected in the 
course of extrapolation, is revised. All 
planning items which were originally in-
corporated into the budget, which have 
been set against each other in comparison 
of planned/actual data, which were ana-
lysed according to their deviation from the 
planned values to the actual values, and 
which Þ nally result in an extrapolation, are 
reviewed exactly and if need be, revised 
for the remaining period of the planned 
year. Tendencies that can be derived from 
the actual values for the business year, 
new Þ ndings on the future development of 
the enterprise and new planning consider-
ations and expectations are incorporated 
into this revised forecast. A completely 
new set of Þ gures is compiled for proÞ t 
plan, Þ nance plan and budgeted balance 
sheet, based on actual data and all consid-
erations for the future development of the 
enterprise in the planned year.
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The proÞ t plan described above includ-
ing comparison of planned/actual data, 
deviation analysis, extrapolation and 
revised forecast is repeated constantly 
in the course of the planned year, either 
quarterly, monthly or in case of extraordi-
nary events that necessitate a revision of 
the original budget.

4  Necessary Basic Sources for 
Budget Compilation

To be able to begin with compiling a 
budget, certain sources should be avail-
able to serve as a basis for budget com-
pilation. These sources include balance 
sheets, proÞ t and loss accounts, lists of 
account balances, sources of the payroll, 
statistics on sales, use of goods and con-
tribution margin, statistics on produc-
tion, calculations for products or projects, 
loan contracts, redemption plans, invest-
ment plans as well as available budgets, 
planning considerations or part-budgets 
of individual sectors of the enterprise 
from previous years or even the currently 
planned year.

As the compilation of the proÞ t plan forms 
the Þ rst step in budget compilation those 
sources that refer to the proÞ t part of the 
enterprise, are crucial for structuring the 
budget. First of all, this is a proÞ t and loss 
account, if possible the most current one, 
as well as a current list of account bal-
ances. Structuring the budget normally 
begins with structuring the individual ex-
pense types. It is advisable to follow the 
structure of the proÞ t and loss account or 
the list of account balances basically and 
also, to provide a planning item for each 
individual expense type. Like that, in the 
planning meeting a comparison to the val-
ues of the previous year or years resp can 
be made per each expense item that needs 
to be planned, and trends and develop-
ments can be taken into account.

A deviation from the structure of the 
budget described above can be recom-
mended in the framework of the indi-
vidual expense items, above all the items 
purchase of goods or use of goods resp, 
personnel expenses, interest expenses and 

related bank charges under certain cir-
cumstances.

Planning of items such as purchase of 
goods or use of goods resp, should be car-
ried out together with planning of sales 
and thus, they are not applied in the Þ rst 
step of planning or structuring of Þ xed 
expenses.

Furthermore, a deviation from the struc-
ture of the proÞ t and loss account or list 
of account balances resp can be recom-
mended for planning personnel expenses. 
Personnel expenses are structured in the 
proÞ t and loss account and the list of ac-
count balances into wages and salaries, 
social insurance contributions etc. This 
structure supports the operating proce-
dure in a planning meeting only to a lim-
ited amount. For this purpose, a structure 
of the planning according to employees 
has proved successful. Here, wages and 
salaries are planned inclusive of non-wage 
labour costs, monthly. The basic source of 
information for structuring and planning 
according to employees is the payroll.

A further recommendation for a deviation 
from the structure of the proÞ t and loss ac-
count or the list of account balances resp, 
can be applied on structuring the plan-
ning of interest paid and the respective 
bank charges. In the area of interest paid 
a structure of the planning according to 
the individual bank accounts has proved 
successful. If necessary, bank charges are 
also planned according to this system. In-
formation for the planning of the individ-
ual items can be taken from loan contracts 
and redemption plans.

Planning of sales, variable costs and con-
tribution margins are normally rather dif-
Þ cult when the structure of the proÞ t and 
loss account or the list of account balanc-
es is adhered to as, mostly, there can be no 
detailed information derived as to prod-
ucts, groups of products or sales areas. In 
this area a structure is recommended that 
adheres to statistics of turnover, contribu-
tion margin, purchasing, and statistics of 
sales and production. Planning considera-
tions in this area can of course be based on 
calculation of products or projects resp.

After structuring the planning of proÞ t, 
Þ nance or liquidity planning resp is sub-
structured in the next step. This is often 
supported by loan contracts and redemp-
tion plans as well as by investment plans. 
On top of this, it is useful to have as 
detailed information as possible about 
payment habits of the customers or own 
payment habits towards suppliers resp 
when planning receivables and liabilities. 
Knowledge of changes in stock can be 
derived from the already mentioned sta-
tistics of purchasing, sales and production 
which were carried out in the framework 
of structuring the planning of sales and 
contribution margin.

5  Necessary Sources for the 
Preparation of Comparison 
of planned/actual Data and 
Forecasting 

In the framework of comparison of 
planned/actual data the originally planned 
values are compared to the real, actual 
Þ gures. Actual data that are compared 
to the planned values in the course of the 
business year are derived from the sourc-
es described in the previous chapter. The 
sources of the data for preparing the com-
parison of planned/actual data and revised 
forecast are mainly taken from the list of 
account balances. The data that have been 
collected in the course of the business 
year, are pulled from the list of account 
balances according to each account and 
compared to the respective planned val-
ues. This information covers the major 
part of the comparison of planned/actual 
data.

Additional information from other sourc-
es are always necessary when the plan-
ning was carried out according to differ-
ent criteria from those described above. 
These additional sources are: sources of 
the payroll and statistics referring to sales, 
use of goods and contribution margin. 
Apart from them, lists of purchases, sales 
and production as well as information on 
customers, suppliers and bank accounts 
are used as additional sources of informa-
tion.
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The Þ gures that are taken from the above 
mentioned sources of the payroll and sta-
tistics must however, be matched to the 
ones that appear in the respective items 
of the lists of account balances. A cross 
comparison to the data that have been de-
rived from various sources is crucial as it 
might happen that apart from other differ-
ences there is a time difference between 
the individual months, if data are taken 
from different sources.
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