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Understanding how to prepare a comprehensive cash budget is vital for effective financial
management in any business. In this context, Problem 7-5 focuses on developing a detailed cash
budget for Garden Sales, Inc., a company involved in selling gardening supplies. The problem
emphasizes the importance of not only projecting cash inflows and outflows but also preparing
supporting schedules that underpin the main cash budget. This process enables managers to
anticipate cash shortages or surpluses, plan financing activities, and ensure smooth operations.

This article will walk you through the essential steps involved in preparing a cash budget with
supporting schedules, highlighting key concepts, methodologies, and best practices. Whether you're
a student learning accounting principles or a professional refining your budgeting skills, this guide
will provide a clear, organized approach to tackling Problem 7-5 effectively.

---

Understanding the Basics of a Cash Budget

Before diving into the specifics of the problem, it’s important to understand what a cash budget
entails. A cash budget is a detailed plan that estimates a company’s cash inflows and outflows over a
specific period, typically monthly or quarterly. Its primary purpose is to ensure the company
maintains sufficient cash to meet its obligations, avoid unnecessary borrowing, and optimize cash
utilization.

Key Components of a Cash Budget:

Cash Inflows: Cash receipts from sales, collections from customers, loans, or other income
sources.

Cash Outflows: Payments for expenses, purchases, loan repayments, dividends, and other
disbursements.

Net Cash Flow: The difference between total inflows and outflows during the period.

Opening and Closing Cash Balances: Cash available at the beginning and end of the period.

Creating an accurate cash budget involves analyzing historical data, understanding sales cycles,
receivables collection patterns, and payment schedules.



---

Step 1: Gather Necessary Data and Assumptions

Successful cash budget preparation begins with collecting relevant data and establishing
assumptions. For Garden Sales, Inc., this includes:

Sales Forecasts
- Projected sales for each period, typically broken down monthly.
- Historical sales trends to inform estimates.

Receivables Collection Patterns
- Percentage of sales collected in the month of sale versus subsequent months.
- Collection lag times.

Payment Schedules and Expenses
- Payments for inventory, operating expenses, taxes, and other outflows.
- Timing of payments (e.g., some bills may be paid quarterly).

Other Cash Activities
- Borrowing needs or repayments.
- Capital expenditures or investments.
- Dividends or owner withdrawals.

---

Step 2: Prepare Supporting Schedules

Supporting schedules are detailed computations that underpin the main cash budget. They provide
transparency and accuracy in projections.

Accounts Receivable Collections Schedule
- Break down sales into collections over multiple periods based on historical collection rates.
- Example: If 70% of sales are collected in the month of sale, 20% in the following month, and 10% in
the second month, these percentages are applied to sales forecasts.



Accounts Payable Schedule
- Schedule of expected payments based on purchase and expense schedules.
- Consider payment terms and discounts.

Cash Receipts Schedule
- Summarizes expected cash collections from sales.
- Includes other receipts such as loans or asset sales.

Cash Disbursements Schedule
- Details planned payments for expenses, inventory, debt service, and other outflows.

Cash Position Schedule
- Calculates beginning cash balance, add total cash inflows, subtract outflows, and determine ending
cash balance for each period.

---

Step 3: Prepare the Cash Budget

Using the data and supporting schedules, the main cash budget can be assembled in a logical, step-
by-step manner:

Start with the Opening Cash Balance: The cash on hand at the beginning of the period.1.

Add Total Cash Inflows: Sum of cash collections from sales and other sources for each2.
period.

Subtract Total Cash Outflows: Sum of all projected disbursements, including operating3.
expenses, purchases, debt payments, and dividends.

Determine Ending Cash Balance: Opening balance + inflows – outflows.4.

Identify Cash Shortages or Surpluses: If ending cash is negative, plan for borrowing; if5.
positive, consider investing or paying off debt.

This process should be repeated for each period to create a rolling cash forecast.

---



Step 4: Incorporate Adjustments and Contingencies

Forecasts are inherently uncertain, so it's prudent to include adjustments:

Buffer for unexpected expenses or delays in receivables.

Contingency plans for potential cash shortages, such as short-term borrowing.

Review payment terms to optimize cash flow timing.

---

Step 5: Analyze and Use the Cash Budget

Once the cash budget and supporting schedules are prepared, management can:

Identify periods of surplus or deficit.

Plan for financing needs or investment opportunities.

Make informed decisions about credit policies, inventory levels, and expenses.

Monitor actual cash flows against projections to improve future forecasts.

---

Best Practices for Preparing a Cash Budget with
Supporting Schedules

To ensure accuracy and usefulness, consider the following best practices:

Use Historical Data: Leverage past sales and payment patterns as a basis for projections.

Regular Updates: Update the cash budget regularly to reflect actual results and changing
conditions.

Collaborate Across Departments: Coordinate with sales, purchasing, and finance teams for
comprehensive data.



Maintain Flexibility: Be prepared to adjust assumptions in response to market or operational
changes.

Document Assumptions: Clearly record the basis for projections to facilitate review and
adjustments.

---

Conclusion

Preparing a cash budget with supporting schedules is a vital skill for effective financial management
within Garden Sales, Inc. By systematically gathering data, creating detailed supporting schedules,
and assembling the main cash budget, managers can anticipate cash flow needs, avoid liquidity
crises, and make strategic decisions to support business growth. The process emphasizes accuracy,
transparency, and adaptability, enabling the company to navigate its financial environment
confidently.

Understanding and applying these principles not only solve the specific problem outlined in Problem
7-5 but also lay a strong foundation for broader financial planning and analysis. Whether you're
preparing budgets for an academic assignment or managing real-world business finances, mastering
cash budgeting techniques is indispensable for sustainable success.

Frequently Asked Questions

What is the main purpose of preparing a cash budget for
Garden Sales, Inc.?
The main purpose is to estimate the company's cash inflows and outflows over a specific period,
ensuring sufficient liquidity to meet obligations and plan for future cash needs.

Which supporting schedules are typically prepared to assist in
creating the cash budget for Garden Sales, Inc.?
Supporting schedules often include sales collections forecast, purchases and expenses schedule, and
capital expenditures schedule to provide detailed projections of cash receipts and disbursements.

How does Garden Sales, Inc. estimate its cash collections in
the cash budget?
The company estimates cash collections based on historical sales data, credit terms, and collection
patterns, often projecting collections as a percentage of sales in each period.



Why is it important for Garden Sales, Inc. to prepare a
supporting schedule for disbursements?
Supporting schedules help identify when payments for purchases, operating expenses, and other
cash outflows are expected, enabling better cash flow management and avoiding shortages.

What role does the timing of sales and collections play in
preparing Garden Sales, Inc.'s cash budget?
Timing impacts when cash is actually received; understanding collection patterns ensures accurate
cash inflow projections and helps prevent unexpected cash shortfalls.

How can Garden Sales, Inc. use the cash budget to make
financial decisions?
The cash budget informs decisions on borrowing, investing excess cash, delaying or accelerating
payments, and planning for future growth or expense needs.

What are some common challenges Garden Sales, Inc. might
face when preparing a cash budget with supporting schedules?
Challenges include accurately forecasting sales and collections, estimating timing of cash flows,
managing unexpected expenses, and adjusting for seasonal fluctuations in sales and expenses.

Additional Resources
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Understanding the Importance of Preparing a Cash Budget with Supporting Schedules

In the world of business finance, managing cash flow effectively is crucial for maintaining
operational stability and ensuring the company can meet its financial obligations. For companies like
Garden Sales, Inc., which operates in the competitive landscape of gardening supplies and
equipment, a well-prepared cash budget serves as a vital tool. The Problem 7-5: Preparing A Cash
Budget With Supporting Schedules provides an excellent case study in understanding how to
forecast cash inflows and outflows, anticipate shortages or surpluses, and develop strategies for
managing working capital.

This article delves into the detailed process of preparing a cash budget, emphasizing the importance
of supporting schedules, and offers a step-by-step guide tailored to a typical business scenario like
Garden Sales, Inc. Whether you're a student, an accountant, or a business owner, understanding this
process will help you develop sound financial planning skills.

---



Why Is Preparing a Cash Budget Critical?

A cash budget is a financial plan that estimates cash inflows and outflows over a specific period. For
Garden Sales, Inc., preparing this budget helps:

- Forecast cash shortages and surpluses: Anticipate periods when cash may be tight or abundant.
- Plan for financing needs: Arrange short-term borrowing or investment as needed.
- Ensure operational continuity: Maintain sufficient cash to pay suppliers, employees, and other
obligations.
- Support strategic decision-making: Assess the feasibility of expansion, new purchases, or other
investments.

Supporting schedules, such as collections, payments, and projected cash balances, underpin the
accuracy and usefulness of the cash budget.

---

Step-by-Step Guide to Preparing a Cash Budget

Step 1: Gather Financial Data and Assumptions

Before beginning, collect relevant data:

- Historical sales and collection patterns
- Expected sales for upcoming periods
- Terms of credit granted to customers
- Payment obligations and their timing
- Beginning cash balance
- Forecasted expenses and their timing

Step 2: Develop Supporting Schedules

Supporting schedules serve as building blocks for the cash budget:

- Schedule of Expected Cash Collections: Breaks down when cash from sales will be received.
- Schedule of Cash Payments: Details payments for purchases, operating expenses, taxes, and other
costs.
- Schedule of Borrowing and Repayments: Plans for financing activity if necessary.
- Schedule of Cash Balances: Tracks ending cash balances over periods.

Let's explore each of these in detail.

---

Schedule of Expected Cash Collections

This schedule estimates when cash will be collected from customers based on sales made on credit
or cash sales.

Example Format:



| Month | Sales | Cash Sales | Credit Sales | Collections from Credit Sales | Total Cash Collections |
|--------|--------|------------|--------------|------------------------------|------------------------|
| Jan | $50,000| $10,000 | $40,000 | $X (from prior months) | $Y |
| Feb | ... | ... | ... | ... | ... |

Key considerations:

- Determine the percentage of sales collected in the current month versus subsequent months.
- Use historical collection patterns to estimate these percentages.
- For example, 70% of current month's credit sales are collected in the same month, 20% in the
following month, and 10% in the second month.

---

Schedule of Cash Payments

This schedule estimates the timing and amount of cash outflows, including:

- Purchases of inventory: Based on sales, inventory policies, and supplier terms.
- Operating expenses: Salaries, rent, utilities, advertising.
- Other payments: Taxes, interest, dividends.

Example Format:

| Month | Purchases | Operating Expenses | Taxes | Loan Repayments | Total Cash Payments |
|--------|-------------|----------------------|--------|-----------------|---------------------|
| Jan | $X | $X | $X | $X | $X |
| Feb | ... | ... | ... | ... | ... |

Key considerations:

- Use vendor payment terms to determine when payments are due.
- Include projected increases due to seasonal factors.

---

Schedule of Borrowing and Repayments

If the cash budget indicates potential shortages, plan for:

- Borrowing: Determine amount and timing.
- Repayments: Schedule principal and interest payments.

Example Format:

| Month | Borrowing Needed | Borrowing Amount | Repayments | Ending Cash Balance |
|--------|---------------------|------------------|------------|---------------------|
| Jan | Yes/No | $X | $X | $X |

---



Schedule of Cash Balances

This schedule tracks the opening and ending cash balance for each period, incorporating all inflows
and outflows.

Example Format:

| Month | Beginning Cash Balance | Total Cash Collections | Total Cash Payments | Borrowing |
Repayments | Ending Cash Balance |
|--------|--------------------------|------------------------|---------------------|------------|------------|---------------------|
| Jan | $X | $Y | $Z | $A | $B | $C |

This schedule helps to identify months with surplus or deficit cash positions.

---

Putting It All Together: The Cash Budget

Once the supporting schedules are prepared, the actual cash budget can be assembled:

1. Start with the beginning cash balance.
2. Add total cash collections for the period.
3. Subtract total cash payments.
4. Incorporate any borrowing or repayments.
5. Calculate the ending cash balance.

Repeat this process for each period in the budget horizon.

---

Practical Application: Example for Garden Sales, Inc.

Suppose Garden Sales, Inc. expects the following:

- Beginning cash balance of $20,000.
- Projected sales for the upcoming quarter with a typical collection pattern.
- Known payment terms with suppliers and operating expenses.
- Seasonal fluctuations affecting sales and expenses.

Step-by-step:

- Develop collection schedule based on past data.
- Estimate purchase payments aligned with inventory needs.
- Prepare a cash flow projection for each month.
- Determine if financing is needed in any month.

Sample Highlights:

- In month 1, cash collections exceed payments, resulting in a surplus.
- In month 3, a forecasted shortfall prompts planning for a short-term loan.
- End-of-period cash balances are monitored to maintain minimum cash thresholds.



---

Key Considerations and Best Practices

- Accuracy of assumptions: Use historical data to inform collection and payment patterns.
- Monitoring and updating: Regularly revise the cash budget as actual results become available.
- Contingency planning: Prepare for unexpected cash needs or surpluses.
- Communication: Share the cash budget with relevant departments to coordinate activities.

---

Conclusion: Mastering the Art of Cash Budgeting

Preparing a cash budget with supporting schedules is an essential financial discipline that aids in
effective cash flow management. For Garden Sales, Inc., this process not only ensures operational
liquidity but also supports strategic decision-making. By meticulously developing collection,
payment, borrowing, and cash balance schedules, businesses can anticipate financial challenges and
opportunities ahead of time.

Remember, the key to successful cash budgeting lies in accurate data, realistic assumptions, and
ongoing monitoring. As you become more proficient in this process, you'll be better equipped to
maintain financial stability and capitalize on growth opportunities—turning a simple budget into a
powerful tool for business success.

---

Empower your financial planning with diligent preparation and insightful analysis, and watch your
business thrive!
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