
Finalise the Budget

Determine Sales Required to Achieve Target Profit

Determine Costs / Expenditure

How to 
Prepare a 
Financial 
Budget

Determine the 
period covered 
by the budget

Categorise 
costs as Fixed 

or Variable

Review costs 
for this budget 

period

Adjust draft costs 
to reflect this 

year's proposed 
expenditure

List all costs 
from the 
previous 

budget period

Accept 
these 
costs?

No

Calculate 
Break Even 

Point

Yes

On 
target?

Review impact 
of Break Even 
on projected 

sales

List expected 
sales income 
for this period

Make sure you've included 
increases in costs and any 
new or planned  expenditure

Calculate 
Gross Profit as 
a percentage 

of Sales

Gross Profit =
Sales - Variable Costs

Gross Profit % = 
Gross Profit ÷ Sales

Break Even Point =
Fixed Costs ÷ Gross Profit %

Your Break Even Point tells you the 
volume of sales (in dollars) that you need 
to achieve to break even.

For your business to turn a profit, you'll 
need to exceed the break even sales 
total. If you don't hit your break even 
sales total, you're making a loss.

No

Will your projected sales 
give enough profit?

If the answer is 'No' then 
you'll have to make more 
sales and/or reduce your 
costs.

A
djust costs/expenditure and/or sales/incom

e

Yes Create a 
Cash Flow 
Budget?

Budget Ready 
to Support 
Business 

Goals

Enter monthly income 
& expenditure into a 

Cashflow spreadsheet

Yes

No

Decide on a strategy 
to manage these 

shortfalls

Finalise your 
budget based on 
the Sales & Costs 
you can manage

Break down income and expenditure 
to show the expected fluctuations 
throughout the budget period.

Strategies you might implement to manage a 
shortfall in sales could include:
- Implement strategies to reduce variable costs
- Analyse expenditure and either change timing 

or make cuts
- Determine how to make more sales
- Explore ways to pre-sell your products or 

services so you earn income before the 
shortfall hurts

- Make changes to your sales/marketing strategy 
to fit within your budget

- Consider a loan (Bank or Investor)

Budget

Cashflow 
Budget

'Sign-off' on the 
budget

Be sure to include 
those responsible 
for implementing 
the budget

A Cashflow Budget shows income and expenses 
on a monthly basis, allowing you to project your 
future income and prepare for months when 
there may be a shortfall in income.

How to Prepare a Financial Budget

Fixed Costs are those which are not 
based on sales, and include rent, 
power, insurance and core labour costs

Variable Costs are based on sales 
made - the costs incurred to make the 
sales.  They move up or down as sales 
move up or down. Variable costs include 
materials, packaging, postage, etc for 
product sales. For services, include 
travel costs, materials, additional labour 
required to complete the sale and other 
services related to the sale (such as 
inspections or 3rd party fees). 

Identify months 
where expenses 
exceed or may 
exceed income
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