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The budgeting process is extremely important in every organization. It also happens to be a rather complicated process whether being done as a small activity or a large one. This is regardless of whether the process is being done with the aim of spending or generating revenues. The accounting process is at the heart of the budgeting process. The budgeting process involves complex arithmetic process and forecasting that helps in the planning of an effective budget for the company. There is also contract, communication, and negotiation between departments, which often leads to conflict resolution. Budgeting has both positive and negative effects on the firm, its employees, and the management as well. Chester and Wayne Company is food distribution firm. The CEO has asked for assistance in preparing cash-flow information for the firm for the last three months. In this case study, the information provided by Chester and Wayne Company is used to prepare the cash budget for the last three months of the year. The budget is1 included in the appendix section of the paper. The report focuses on responding to two of the questions, which have been raised in regards to the budget prepared.
Gross Margin Shrink to 27.5%
The gross margin of every firm is important in the maintenance of the business which sometimes can at times affect the management of the firm, prices, and profits reported by the company. The gross profit margin is a profitability ratio that helps measure how much revenue remains on a per dollar basis after the cost of goods have been paid. Gross margin is the money that is left after the firm has paid the variable expenses that are related to the specific product or service the firm offers in the market. It is important for the management team to understand the concept of gross margin profit as that is likely to help save money for the firm, thereby, earning the firm high profits (Nagle & Müller, 2017). Understanding the gross margin and its effect on the firm also helps in the pricing of commodities and minimizing losses of money on sales. These are important as they help ensure the firm remain in business in the long run. Based on the argument, the CEO is right that the higher purchase prices are likely to reduce the gross margin. Therefore, his idea that the company needs to increase the borrowing in November by $42,528 and by $28,122 in December makes sense because it is important for the firm to increase its operations for the gross margin not to shrink.
Occurrence of “Stock-outs”
The company often has product stock outs, which means that there are times when the firm lacks inventory for immediate sale. In cases where the firm experiences frequent stock outs it is extremely difficult for the management to run the operations of the business effectively. This is likely to have a negative impact on the performance of the business in the long run. Many companies have overtime started to scrutinize the international functions of the business with the aim of leveraging the logistics opportunities that they are yet to fully utilize. In most cases, product stock outs do not affect the finances of the business except in instances where there are possible loss of sales. However, in other cases the cost might be intangible or insignificant for the firm’s image such as client’s satisfaction, failure of the business and possible delays in costs to the clients. Management should maintain client satisfaction as a priority if their firm is to succeed (Wild, 2017). It is important for the company to get into contracts with several suppliers with the aim of ensuring that they deliver products and services in time. This would help ensure that the stock outs in the firm are reduced to the least possible levels. It is important to take such a decision, especially if the stock outs affect the clients of the business. Another solution would be for the business to increase the inventory, but that decision needs to be taken with great care, otherwise, the firm might end up incurring high inventory costs and other expenses that might affect the company’s profits in the long run. It is important for the management to ensure that they maintain the stock for a period of a few days to ensure that the company does not incur high stock retention costs. Finally, to avoid the frequent stock outs the management should plan carefully for storage space and expenses associated with the same before making the final decisions in regards to the stock out issue.
Cash Discount for Prompt Payment
Companies often experience difficulties in making the most accurate decisions that can boost their operations. It is especially the case when there are cash-flow effects associated with the decisions that the company is about to make. Management should be extremely careful with how they handle the movement of cash, especially where there discounts and borrowing interest involved. Firstly, the management should look for ways to ensure that the discount policy does not continue. It is the case because a delay in debt collections is likely to increase the burden on the bank borrowing, hence, affect the company (Su & Lucko, 2014). Interest rates are an important factor that the business should consider before taking up any loan. Therefore, in the case of Chester and Wayne it is important for the management to compare the interest rates that will be incurred when borrowing with the discounts that the firm gives clients who pay in time. This would help the management make the decisions in regards to whether the discount rates are necessary because if they exceed the interest rates charged on the firm whenever it borrows, then the best decisions would be do away with the policy. Increasing the discount rate is not a good idea as it would have an impact on the sales, hence, reduce the gross profit margin of the company.

To conclude, the budgeting process is important as it ensures that the business does not operate beyond its revenue. It also ensures that at the end of the day the management makes correct decisions, which guarantee the future operations of the business. In the case of Chester and Wayne, it is evident that without proper budgeting the firm might incur high borrowing costs and reduce its gross margin as a result of some of the critical decisions that need to be made.
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Cash budget / Cash collection

40% after 2% discount 308,700 324,106 340,334 973,140

25% undiscount 196,875 206,700 217,050 620,625

30% for next month 225,000 236,250 206,700 667,950

Warehousing renting 24,000 24,000

Marketing securities sale 7,351 192,649 200,000

Borrowing from bank 29,750 53,393 83,143

Total collection 761,926 989,455 817,477 2,568,858

Less Payments

60% of purchases and others 429,871 357,157 42,000 829,027

40% of purchases and others  354,155 286,580 238,104 878,840

Equipment 250,000 250,000

Dividend 45,000 45,000

Total payments 784,026 893,737 325,104 2,002,867

Surplus or Deficit -22,100 95,718 492,373 565,991

Opening Balance 142,100 120,000 120,000 142,100

Closing Balance 120,000 215,718 612,373 708,091
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										Oct.				Nov.				Dec.				Total

		Cash budget / Cash collection

		40% after 2% discount								308,700				324,106				340,334				973,140

		25% undiscount								196,875				206,700				217,050				620,625

		30% for next month								225,000				236,250				206,700				667,950

		Warehousing renting								24,000												24,000

		Marketing securities sale								7,351				192,649								200,000

		Borrowing from bank												29,750				53,393				83,143

		Total collection								761,926				989,455				817,477				2,568,858

		Less Payments

		60% of purchases and others								429,871				357,157				42,000				829,027

		40% of purchases and others 								354,155				286,580				238,104				878,840

		Equipment												250,000								250,000

		Dividend																45,000				45,000

		Total payments								784,026				893,737				325,104				2,002,867

		Surplus or Deficit								-22,100				95,718				492,373				565,991

		Opening Balance								142,100				120,000				120,000				142,100

		Closing Balance								120,000				215,718				612,373				708,091

		Supporting schedules

		Accounting receivable								1,012,500

		August								$750,000

		September								787,500

		October								$826,800

		November								868,200

		December								911,600

		January								930,000

														826,800				868,200

		Purchases and other expenses

														Oct.				Nov.

		Cost of goods sold (COGS)												578,760				607,740

		Add ending inventory												151,935				0

		Less beginning inventory												-150,388				-151,935

		Total purchases												580,307				455,805

		Selling and admin												111,340				113,410				70,000

		Advertising												24,804				26,046				0

		Total to be paid												716,451				595,261				70,000
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