
Chapter 22
The Master Budget and 

Responsibility Accounting



Short Exercise
(5 min.)  S 22-1

Req. 1
Three key benefits companies get from preparing the budget are:
· The budget forces managers to plan.

· The budget promotes coordination and communication.
· The budget provides a benchmark.

(5-10 min.)  S 22-2
Req. 1
List in order of preparation the items of the master budget:

6   a. Budgeted balance sheet


1   b. Sales budget

4   c. Capital expenditures budget

3   d. Budgeted income statement

5   e. Cash budget

2   f. Inventory, purchases and cost of goods sold

        budget
7  g.  Budgeted statement of cash flows
 (5 min.)  S 22-3
Req. 1

	Grippers

	Sales Budget

	January - February

	
	January
	February
	January-February Total

	Sales price per pair
	$       180
	$       190
	

	Number of pairs
	   ×    8,500
	   ×    3,500
	

	Total sales
	$1,530,000
	$665,000
	$2,195,000


   (10 min.)  S 22-4
Req. 1
	Grippers

	Inventory, Purchases, and Cost of Goods Sold Budget

	January - February

	
	January
	February

	Cost of goods sold
	
	

	(0.60 × sales from S22-3)
	$ 918,000a
	$ 399,000b

	Desired ending inventory
	
	

	[$10,000 + 90.50 × Cost of goods
	
	

	sold for next month)]
	   209,500c
	     329,800d

	Total inventory required
	$1,127,500
	$728,800

	 Beginning inventory
	  (469,000)e
	    (209,500)

	Purchases
	$ 658,500
	$ 519,300


__________

a 0.60 × $1,530,000 =$918,000
b 0.60 × $665,000 = $399,000
c $10,000 + (0.50 × $399,000) = $209,500
d $10,000 + (0.50 × [0.60 × (4,100 × $260)]) = $329,800
e $10,000 + (0.50 × $918,000) = $469,000
 (15-20 min.)  S 22-5

(Continues from S22-4)        

Req. 1
	Mountaineers

	Budgeted Cash Collections from Customers

	January - February

	
	January
	February

	Cash sales, 50%
	$ 765,000a
	$ 332,500 d

	Credit collections:
	
	

	30% of prior month sales
	127,500b
	459,000 e

	18% of sales two months ago
	     72,000c
	     76,500 f

	Total cash collections
	$ 964,500
	$ 868,000


__________

a0.50 × $1,530,000 = $765,000     d0.50 × $665,000 = $332,500
b0.30 × $425,000 = $127,500        e0.30 × $1,530,000 = $459,000
c0.18 x $400,000 = $72,000 

    f 0.18 x $425,000 = $76,500
 (15-20 min.)  S 22-6
Req. 1
	Grippers

	Budgeted Cash Payments for Purchases

	January-February

	
	January
	February

	50% of last month’s purchases
	*$293,250a
	$329,250c

	50% of current month’s purchases
	  329,250b
	  259,650d

	Total payments for purchases
	$622,500
	$588,900


__________
a 0.50 × $586,500* =$293,250
b 0.50 × $658,500 = $329,250
c same as b 
d $0.50 x $519,300 =$259,650
__________
 *Calculation of December Purchase of *$586,500:

	
	December

	Cost of goods sold
	

	(0.60 × December sales S 22-5))
	$ 255,000a

	 Desired ending inventory
	

	($10,000 + 0.50 × Cost of goods
	

	sold for next month Jan. (S22-4)
	   469,000b

	 Total inventory required
	$724,000

	 Beginning inventory
	  (137,500)c

	 Purchases
	$ 586,500


a $425,000 x 0.60 = $255,000
b $10,000 + (0.50 x $918,000) = $469,000

c $10,000 + (0.50 × $255,000) = $137,500
 (5-10 min.)  S 22-7
Req. 1
	Grippers

	Cash Budget

	January - February 

	
	January
	February

	Beginning cash balance
	  $12,500
	$289,200

	Cash collections from customers a
	  964,500
	  868,000

	Cash available
	   $977,000
	$1,157,200

	Cash payments:
	
	

	    Purchases of inventory b
	  622,500
	  588,900

	    Operating expenses
	     65,300 c
	     56,650 d

	Total cash payments
	  687,800
	  645,550

	Ending cash balance before financing
	$289,200
	  $511,650

	Minimum cash balance desired
	 (10,000)
	 (10,000)

	Cash excess 
	$279,200
	$501,650


a The result from S22-5

b The result from S22-6 

c $50,000 + (0.01 x $1,530,000) = $65,300  
d $50,000 + (0.01 x $665,000) = $56,650  

Grippers will not need to borrow in cash by the end of February.
(10-15 min.)  S 22-8
Req. 1
	Grippers

	Budgeted Cash Collections from Customers

	January-February

	
	January
	February

	Cash sales, 60%
	$918,000 a
	$399,000 d

	Collection of credit sales:
	
	

	    30% of prior month credit sales
	127,500 b
	459,000 e

	      8% of credit sales two months ago
	      32,000 c
	    34,000 f

	Total cash collections
	$1,077,500
	 $892,000


__________

a 0.60 x $1,530,000 =$918,000        d 0.60 × $665,000 = $399,000
b 0.30 × $425,000 = $127,500        e 0.30 × $1,530,000 = $459,000
c 0.08 x $400,000 = $32,000 

    f  0.08 x $425,000 = $34,000


(10-15 min.)  S 22-9
Req. 1
	Maplehaven Sporting Goods Store

	Sales Budget

	April-July

	
	April
	May
	June
	July
	April – July Total

	Cash sales,   80%
	$40,800
	$64,000
	$64,000
	$40,800
	

	Credit sales, 20%
	  10,200
	  16,000
	  16,000
	  10,200
	

	Total sales, 100%
	$51,000
	$80,000
	$80,000
	$51,000
	$262,000


(5 min.)  S 22-10
Req. 1
a.   a cost center
b.   a profit center

c.   a profit center

d.   a cost center

e.   a responsibility center
f.   an investment center

g.   a revenue center

h.   lower

(5-10 min.)  S 22-11
Req. 1

	Total fixed costs of the Testing Facilities
	÷ Total testing hours
	= Rate per hour

	$100,000
	÷ (3,000+6,000+1,000) hours
	  =       $10


	Divisions Sharing 
Testing Hours
	Number of Testing Hours
	Rate per hour
	Traceable Testing Costs

	Board Games
	       3,000
	$10
	$30,000

	            Water Toys
	6,000
	$ 10
	  60,000

	            Total
	9,000
	       $10
	$90,000


Req. 2

	Wham-O

	Income Statement

	For the month ended April 30, 2012

	
	     Total Company
	Board Games Division
	Water Toys Division

	Sales revenue
	$750,000
	$450,000
	$300,000

	Less:   Variable cost of goods sold
	336,000
	216,000
	120,000

	           Variable selling expense
	 100,000
	   60,000
	   40,000

	Contribution margin
	314,000
	174,000
	140,000

	Less:   Fixed cost of goods sold
	260,000
	120,000
	140,000

	            Traceable testing

            expenses
	   90,000
	   30,000
	   60,000

	Divisional segment margin
	$(36,000)
	$24,000
	$(60,000)

	Less: Common fixed testing expenses not traceable to specific divisions
	(10,000)
	
	

	Net operating loss
	$(46,000)
	
	


  Exercises
 (15 min.)  E 22-12
Req. 1

	Ramirez’s Travel

	Income Statement Performance Report

	For the two years ending this year and last year

	
	This Year Actual
	Last Year Actual
	Variance

	Number of suitcases sold
	15,000
	20,000
	(5,000)

	Sales revenue
	$4,350,000a
	$3,800,000b
	$550,000

	Variable expenses(75% of sales)
	(3,262,500)
	(2,850,000)
	(412,500)

	Contribution margin
	$1,087,500
	$950,000
	$137,500

	Fixed expenses
	   (250,000)
	   (250,000)
	            0

	Operating income
	$837,500
	$700,000
	$137,500


a 15,000 x $290 = $4,350,000

b 20,000 x $190 = $3,800,000
A better system would compare this year’s results with this year’s budget, which considers all factors that affect this year’s operations.
 (15-20 min.)  E 22-13
Req. 1

	Budget
	Purpose

	Operating
	Projects the operating income for the period through the budgeted income statement.

	Capital expenditures
	Presents the company’s plan for purchasing property, plant and equipment, and other long-term assets.

	Financial
	Presents the cash budget, the budgeted balance sheet, and the budgeted statement of cash flows.


 (15(20 min.)  E 22-14
Req. 1
	Tremont, Inc.

	Inventory, Purchase, and Cost of Goods Sold Budget

	Nine months ended September 30

	
	Quarter Ended March 31 
	Quarter Ended June 30
	Quarter ended September 30
	Nine-Month            Total

	Cost of goods sold a
	$48,000
	$68,000
	$58,000
	$174,000

	Desired ending inventory b
	  26,800
	  25,800
	  28,800 c
	

	Total inventory required
	$74,800
	$93,800
	$86,800
	

	Beginning inventory
	(32,000)
	(26,800)
	(25,800)
	

	Purchases
	$42,800
	$67,000
	$61,000
	


a 40% of total sales
b $20,000 + 10% of cost of goods sold for the following quarter

c $20,000 + [0.10 x (0.40 x $220,000)]= $28,800
(15-20 min.)  E 22-15
Req. 1
	Tremont, Inc.

	Operating Expenses Budget

	Nine months ended September 30

	
	Quarter Ended March 31 
	Quarter Ended June 30
	Quarter ended September 30
	Nine-Month            Total

	Variable operating expenses:
	
	
	
	

	    Commission expense a
	$3,600
	$5,100
	$4,350
	$13,050

	    Miscellaneous expenses b
	   1,200
	   1,700
	   1,450
	    4,350

	    Total variable expenses
	$4,800
	$6,800
	$5,800
	$17,400

	Fixed operating expenses:
	
	
	
	

	Salary expense ($3,000 x 3)
	$9,000
	$9,000
	$9,000
	$27,000

	     Rent expense ($2,000 x 3)
	6,000
	6,000
	6,000
	18,000

	     Depreciation expense ($1,000x3)
	   3,000
	    3,000
	    3,000
	    9,000

	    Total fixed operating expenses
	$18,000
	$18,000
	$18,000
	$54,000

	Total operating expenses
	$22,800
	$24,800
	$23,800
	$71,400


a  3% of sales from E22-14
b 1% of sales from E22-14
(20-30 min.)  E 22-16
Req. 1

a. The amount of cash receipts the company will budget for 

     the sale of the equipment is $20,000
        ($20,000 - $5,000 + $5,000 = $20,000)

b. The amount of cash receipts the company will budget for 

         the collection of September sales revenue is $129,325.


September cash sales:                  $13,720   (9,800 x $14 x 0.10)

         Credit collection for the month:   $92,160  (9,800 x $14 x 0.9 x 3/4)
          Collection on August credit sale: $22,995  (7,300 x $14 x 0.9 x 1/4)
                                                                 $129,325

c. The amount of cash payments for total expenses the
     company will budget for September is $28,240.

    Rent and property taxes:                                            $4,300

     Commissions & other selling expenses for Sept.: $13,720 a
     Commissions & other selling expenses for Aug.:  $10,220 b


                                                                          $28,240

 

a 9,800 x $14 x 0.20 x ½ =  $13,720

    

b  7,300 x $14 x 0.20 x ½ =  $10,220 

(15-20 min.)  E 22-17
Req. 1

	Ling Auto Parts

	Cash Budget

	January - February

	
	January
	February

	Beginning cash balance
	$10,200
	$11,500

	Cash collections from customers
	11,700
	15,000

	Collection of note receivable
	    7,000
	           0

	Total cash available
	$28,900
	$26,500

	Cash payments:
	
	

	Purchases of inventory
	14,500
	13,900

	Operating expenses
	   2,900
	   2,900

	Total cash payments
	17,400
	16,800

	Ending cash balance before financing
	$11,500
	$9,700

	Minimum cash balance desired
	  (10,000)
	  (10,000)

	Cash excess (deficiency)
	   $ 1,500
	     $ (300)

	Total effect of financing
	           0
	    1,000

	Ending cash balance
	$11,500
	$10,700


Req. 2

If cash collections are $14,000 instead of $15,000, the cash deficiency will increased to $1,300 instead of $300, so the company will borrow $2,000.

(20 min.)  E 22-18
Req. 1

	Reilly Golf Park

	Cash Budget

	April - May

	
	April
	May

	Beginning cash balance
	  $18,000
	$20,000

	Cash collections
	    95,000
	82,000

	Cash from sale of plant assets
	             0
	     2,100

	Cash available
	$113,000
	$104,100

	Cash payments:
	
	

	    Purchase of inventory
	  51,000
	44,000

	    Operating expenses
	    46,000
	38,000b

	Total cash payments
	    97,000
	82,000a

	Ending cash balance before financing
	    16,000
	22,100

	 Minimum cash balance required
	    (20,000)
	(20,000)

	Cash excess (deficiency)
	$(4,000)
	$2,100

	     Financing of cash deficiency:
	
	

	    Borrowing (at end of month)
	$4,000
	$0

	        Principal repayments (at end of month)
	0
	(2,080)c

	        Interest expense
	0
	(20)d

	  Total effects of financing
	   4,000
	   (2,100)

	Ending cash balance
	$20,000
	$20,000


a $104,100 - $22,100 = $82,000

b $82,000 a -  $44,000 = $38,000

c $2,100 - $20 = $2,080
d $4,000 x .06 x 1/12 = $20
 (25-30 min.)  E 22-19
Req. 1

	
	Cash +
	Accounts receivable+
	Inventory+
	Furniture+
	(Accum. deprec.) 
	=
	Accounts payable +
	Stockholders’ equity

	June 30 balance
	j)$11,400
	l)$5,140 
	a) $17,750
	e)$34,500
	e)$(29,830)
	=
	d)$10,600  
	f)$28,360

	Payments for inventory
	b)(4,300) 
	
	4,300 
	
	
	=
	
	

	Payments on account
	(8,200)
	
	
	
	
	=
	c)(8,200)  
	

	Depreciation
	
	
	
	
	g)(900) 
	=
	
	(900)

	Cost of goods sold
	
	
	h)(6,350)* 
	
	
	=
	
	(6,350)

	Other expenses
	i)(6,000)
	
	
	
	
	=
	
	(6,000)

	Sales on credit
	
	k)12,700
	
	
	
	=
	
	12,700

	Cash receipts
	(m)14,200 
	m)(14,200) 
	______
	______
	______
	=
	______
	_______

	July 31 balance
	$7,100 
	$3,640 
	$15,700 
	$34,500 
	$(30,730) 
	=
	$2,400 +
	$27,810


*$12,700 x .50 = $6,350
(15-20 min.)  E 22-19

Req. 1

	Oleans.com

	Budgeted Balance Sheet

	July 31, 2012

	Assets
	

	Current assets:
	

	    Cash
	$7,100

	    Accounts receivable
	  3,640

	    Inventory
	      15,700

	    Total current assets
	    $26,440

	Plant assets:
	

	    Furniture and fixtures                 $34,500
	

	    Accumulated depreciation         (30,730)
	  3,770

	Total assets
	    $30,210

	Liabilities
	

	Current liabilities:
	

	    Accounts payable
	$2,400

	Total liabilities
	  2,400

	Stockholders’ Equity
	

	Stockholders’ equity
	$27,810

	Total liabilities and stockholders’ equity
	$30,210


(5 min.)  E 22-20
Req. 1

a.   P




e.   C
b.    I




f.    P
c.   C




g.   P
d.   P




h.   R
e. (15-20 min.)  E 22-21

Req. 1

	       Traceable fixed     order processing cost  
	÷
	Total orders processed 
	=

	Cost per order for Order Processing

	$20,000 
	÷
	(3,000 + 7,000) 
	=
	$2.00


	Divisions Sharing        Order Processing Services
	Number of Orders
	Cost per Order
	Traceable Order Processing Costs

	Cell Phones
	7,000
	$2.00
	$14,000

	MP3 Players
	  3,000
	  $2.00
	    6,000

	Total
	10,000
	$2.00
	$20,000


	Divisions Sharing          Order Processing Services
	Number of Orders
	Cost per Order
	Traceable Order Processing Costs

	               Basic
	2,000
	$2.00
	$4,000

	Advanced
	4,000
	$2.00
	    8,000

	Total
	6,000
	$2.00
	$12,000


(continued)  E 22-21
  Req. 2

	Love My Phone 

	Income Statement

	For the month ended September 30, 2012

	
	Total Company
	Cell   Phones Division
	Mp3           Players Division

	Sales revenue
	$525,000
	$375,000
	$150,000

	Less:    Variable cost of goods sold
	292,500
	232,500
	60,000

	              Variable selling expenses
	   39,000
	   25,000
	   14,000

	Contribution margin
	$193,500
	$117,500
	$76,000

	Less:    Fixed selling expenses
	46,000
	21,000
	25,000

	             Traceable fixed order 

                processing expenses
	    20,000
	  14,000
	    6,000

	Divisional segment margin
	$127,500
	$82,500
	$45,000

	Less:   Common fixed order

             processing expenses not 

             traceable to specific  divisions
	     5,000
	
	

	Net operating income  
	$122,500
	
	


	Love My Phone 

	Divisional Income Statement

	For the month ended September 30, 2012

	
	Cell Phone Division
	Basic
	Advanced

	Sales revenue
	$375,000
	$75,000
	$300,000

	Less:   Variable cost of goods sold
	232,500
	52,500
	180,000

	             Variable selling expenses
	   25,000
	   9,000
	   16,000

	Contribution margin
	$117,500
	$13,500
	$104,000

	Less:    Fixed selling expenses
	21,000
	12,000
	9,000

	             Traceable fixed order 

              processing expenses
	   12,000
	   4,000
	   8,000

	Product segment margin
	$84,500
	$(2,500)
	$87,000

	Less:  Common fixed order

            processing   expenses not 

              traceable to specific  divisions
	 2,000
	
	

	Divisional segment margin
	$82,500
	
	


  Problems                                                                     

 Group A
(30 min.)  P 22-22A
Req. 1
	Thumbtack Office Supply

	Sales Budget

	April – May 2012

	
	April
	May

	Sales
	$40,000
	$40,800 a


a $40,000 x 1.02 = $40,800
Req. 2

	Thumbtack Office Supply

	Inventory, Purchases, and Cost of Goods Sold Budget

	April – May 2012

	
	April
	May

	Cost of goods sold a
	$20,000
	$20,400

	Desired ending inventory
	   16,100b
	   16,200c

	Desired inventory
	$36,100
	$36,600

	Beginning inventory
	 (16,000)d
	(16,100)e

	Purchases
	$20,100
	$20,500


a 50% of sales revenue
b $11,000 + (0.25 x $20,400) = $16,100

c $11,000 + [($40,000 x 1.04) x .50 x 0.25] = $16,200
d Inventory amount from the Budgeted Balance Sheet

e same as b 

(continued)  P 22-22A
Req. 3
	Thumbtack Office Supply

	Operating Expenses Budget 

	April – May 2012

	
	April
	May

	Variable operating expenses:
	
	

	     Commissions expense a
	$2,000
	$2,040

	Fixed operating expenses:
	
	

	     Salaries expense
	$7,000
	$7,000

	     Rent expense
	2,400
	2,400

	     Depreciation expense
	200
	200

	     Insurance expense
	      100
	      100

	     Total fixed operating expenses
	 $9,700
	 $9,700

	Total operating expenses
	$11,700
	$11,740


a 5% of sales for that month

(continued)  P 22-22A
Req. 4
	Thumbtack Office Supply

	Budgeted Income Statements

	Months Ending April – May 2012

	
	April
	May

	Sales revenue
	$40,000
	$40,800

	Cost of goods sold
	  20,000
	  20,400

	Gross profit
	$20,000
	$20,400

	Variable operating expenses:
	
	

	     Commission expense
	    2,000
	    2,040

	         Contribution margin
	$18,000
	$18,360

	Fixed operating expenses:
	
	

	     Salaries expense
	$7,000
	$7,000

	     Rent expense
	2,400
	2,400

	     Depreciation expense
	200
	200

	     Insurance expense
	     100
	     100

	Total fixed operating expenses
	$9,700
	$9,700

	Operating income 
	$8,300
	$8,660

	     Income tax expense
	   1,660a
	  1,732b

	Net income  
	$6,640
	$6,928


a  $8,300 x 0.20 = $1,660
b  $8,660 x 0.20 = $1,732
(30 min.)  P 22-23A
(Continues  from P22-22A)  

Req. 1
	Thumbtack Office Supply

	Budgeted Cash Collections from  Customers

	April – May 2012

	
	April
	May

	Current month sales, 80%
	$32,000
	$32,640

	Prior month sales, 20%
	  12,000*
	    8,000

	Total cash collections
	$44,000
	$40,640


*From Accounts receivable in Budgeted Balance Sheet in P22-22A.
Req. 2
	Thumbtack Office Supply

	Budgeted Cash Payments for Purchases

	April – May 2012

	
	April
	May

	70% of last month’s purchases
	*$12,500a
	$14,070c

	30% of current month’s purchases
	    6,030b
	   6,150d

	Total payments for purchases
	$18,530
	$20,220

	


a Purchase on credit from March Account payable $12,500 in

  the Budgeted Balance Sheet
b $20,100 x 0.30 = $6,030

c $20,100 x 0.70 = $14,070

d $20,500 x 0.30 = $6,150

(continued)  P 22-23A
Req. 3
	Thumbtack Office Supply

	Budgeted Cash Payments for Operating Expenses 

	April – May 2012

	
	April
	May

	Variable operating expenses:
	
	

	     70% of last month’s commissions expenses
	$700a
	$1,400e

	     30% of current month’s commissions expenses
	    600b
	    612f

	      Total payments for variable operating expenses
	$1,300
	$2,012

	Fixed operating expenses:
	
	

	     70% of last month’s salaries expense
	$700c
	$4,900 

	     30% of current month’s salaries expense
	2,100d
	2,100 

	     Rent expense
	  2,400
	  2,400

	     Total payments for fixed operating expenses
	 $5,200
	 $9,400

	Total payments for operating expenses
	$6,500
	$11,412


a Assume 50% of accrual for commission expense 

  $1,400 x 0.50 = $700

b $40,000 x 0.05 x 0.30 = $600
c Assume 50% of accrual for salary expense 

   $1,400 x 0.50 = $700
d $7,000 x 0.30 = $2,100
e $40,000 x 0.05 x .070 = $1,400

f $40,800 x 0.05 x 0.30 = $612

(continued)  P 22-23A 

Req. 4
	Thumbtack Office Supply

	Cash Budget

	April – May 2012

	
	April
	May

	Beginning cash balance
	$18,000
	$35,310

	Cash collections from customers
	  44,000
	  40,640

	Total cash available
	$62,000
	$75,950

	Cash payments:
	
	

	     Purchases of inventory
	18,530
	20,220

	     Operating expenses
	6,500
	11,412

	     Payments for income taxes
	  1,660
	  1,732

	Total cash payments
	  26,690
	  33,364

	Ending cash balance
	$35,310
	$42,586


 (30 min.)  P 22-24A
(Continues from  P22-23A)  
Req. 1
	Thumbtack Office Supply

	Budgeted Balance Sheet

	May 31, 2012

	ASSETS
	
	

	Current assets:
	
	

	Cash
	$42,586
	

	Accounts receivable  ($40,800 x 0.20)
	8,160
	

	Inventory
	16,200
	

	     Prepaid insurance [$2,200 - ($100x2)]
	   2,000
	

	
Total current assets
	
	$ 68,946

	Plant assets:
	
	

	Equipment  
	45,000
	

	Accumulated depreciation [$30,000 +($200x2)]
	(30,400)
	 

	          Total plant assets
	
	$14,600

	Total assets
	
	$83,546

	
	
	

	LIABILITIES
	
	

	Current liabilities:
	
	

	Accounts payable ($20,500 x 0.70)
	$14,350
	

	Salary and commissions payable  
	  6,328a
	

	Total liabilities
	
	$20,678

	
	
	

	STOCKHOLDERS' EQUITY
	
	

	Common stock
	
	16,000

	Retained earnings ($33,300 + $6,640 + $6,928)
	
	  46,868

	Total stockholders’ equity
	
	$62,868

	Total liabilities and stockholders’ equity
	
	$83,546


a ($7,000 x 0.70) + ($40,800 x 0.05 x 0.70) = $6,328
(continued)  P 22-24A 

Req. 2

	Thumbtack Office Supply

	Budgeted Statement of Cash Flows

	Two Months Ending May 31, 2012

	Cash flows from operating activities:
	
	

	Receipts:
	
	

	   Cash collections from customers
	$84,640a
	

	     Total cash receipts
	
	$84,640

	Payments:
	
	

	   To suppliers for purchases of inventory
	$(38,750)b
	

	   For operating expenses
	(17,912)c
	

	   For income tax expenses
	   (3,392)d
	

	      Total cash payments
	
	  (60,054)

	      Net cash provided by operating activities
	
	$24,586

	
	
	

	Cash flows for investing activities:
	
	

	Net cash provided by (used for) investing activities
	
	0

	
	
	

	Cash flows from financing activities:
	
	

	     Net cash provided by (used for) financing activities
	
	           0

	Net increase in cash
	
	$24,586

	Cash balance, April 1, 2012
	
	  18,000

	Cash balance, May 31, 2012
	
	$42,586


a  $44,000 + $40,640 = $84,640
b $18,530 + $20,220 = $38,750
c $6,500 + $11,412 = $17,912
d $1,660 + $1,732 = $3,392

(50-60 min.)  P 22-25A
Req. 1

	Class Printing Supply

	Sales Budget

	April 2012

	Sales
	$89,000


Req. 2
	Class Printing Supply

	Operating Expenses Budget

	April 2012

	Variable operating expenses
	

	Miscellaneous expense ($89,000 x 0.05)
	$4,450

	Fixed operating expenses:
	

	    Salaries expense 
	38,000

	Depreciation expense
	       700

	    Total fixed operating expenses
	$38,700

	Total operating expenses
	$43,150


Req. 3
	Class Printing Supply

	Budget Income Statement

	For the Month Ended April 30, 2012

	Sales revenue
	$89,000

	Cost of goods sold ($89,000 x 0.40)
	      35,600

	Gross profit
	$53,400

	Variable operating expenses:
	

	     Miscellaneous expense
	    4,450

	         Contribution margin
	$48,950

	Fixed operating expenses:
	

	     Salaries expense
	$38,000

	     Depreciation expense
	       700

	     Total fixed operating expenses
	$38,700

	Net income  
	$10,250

	


(continued)  P 22-25A
Req. 4
	Class Printing Supply

	Budgeted Cash Collections from Customers

	April 2012

	Current month sales, 60% ($89,000 x 0.60)
	$53,400

	Prior month sales, 40%
	       12,800*

	Total cash collections
	$66,200


*From Accounts receivable in Budgeted Balance Sheet
Req. 5

	Class Printing Supply

	Budgeted Cash Payments for Operating Expenses

	April 2012

	Variable operating expenses:
	

	Miscellaneous expenses ($89,000 x 0.05)
	   $4,450

	Fixed operating expenses:
	

	    20% of current month’s salaries expense
	   7,600*

	Total payments for operating expenses
	 $12,050


*$38,000 x 0.20 = $7,600
(continued)  P 22-25A
Req. 6

	Class Printing Supply

	Cash Budget

	April, 2012

	Beginning cash balance
	$  50,500

	Cash collections from customers
	    66,200a

	Total cash available
	$116,700

	Cash payments:
	

	   Purchases of inventory
	38,250b

	   Operating expenses
	12,050c

	   Acquisition of equipment
	16,400

	   Payments of dividends
	   2,500

	Total cash payments
	 69,200

	Ending cash balance
	$47,500


a $89,000 x 0.60 + $12,800 = $66,200

b Inventory purchases:
      $8,900   March purchase on credit      

      $10,900   April cash purchase

    $18,750   April credit purchase ($37,500 x ½)

    $38,250
c Salaries expense $38,000 x 0.20 = $7,600

  Misc. expense      $89,000 x 0.05 =   4,450

  Total operating expenses:            $12,050            

(continued)  P 22-25A
Req. 7

	Class Printing Supply

	Budgeted Balance Sheet

	April 30, 2012

	ASSETS
	
	

	Current assets:
	
	

	Cash
	$47,500
	

	Accounts receivable ($89,000 x 0.40)
	35,600
	

	Inventory
	  24,700a
	

	
    Total current assets
	
	$107,800

	Plant assets:
	
	

	Equipment and fixtures ($81,100 + $16,400)
	$97,500
	

	Accumulated depreciation ($12,500 + $700)
	(13,200)
	

	          Total plant assets
	
	  $84,300

	Total assets
	
	$192,100

	
	
	

	LIABILITIES
	
	

	Current liabilities:
	
	

	    Accounts payable ($37,500 x ½)
	$18,750
	

	Salary payable ($38,000 x 0.80)
	  30,400
	

	Total liabilities
	
	  $49,150

	STOCKHOLDERS' EQUITY
	
	

	Common stock
	
	    42,000

	Retained earnings ($93,200 + $10,250 - $2,500)
	
	  100,950

	Total stockholders’ equity
	
	$142,950

	Total liabilities and stockholders’ equity
	
	$192,100


	                  a   Inventory

	Mar 31
	$11,900
	$35,600
	COGS

	Apr cash purchase
	10,900
	
	

	Apr credit purchase
	37,500
	
	

	Apr End Bal.
	a $24,700
	
	


 (continued) P 22-25A 
Req. 8
	Class Printing Supply

	Budgeted Statement of Cash  Flows

	For the Month Ending April 30, 2012

	Cash flows from operating activities
	
	

	Receipts:
	
	

	Collections from customers
	
	$66,200

	Payments:
	
	

	     To suppliers for purchases of inventory
	$(38,250)
	

	     For operating expenses
	 (12,050)
	

	         Total cash payments
	
	(50,300)

	         Net cash provided by operating activities
	
	$15,900

	Cash flows from investing activities:
	
	

	     Acquisition of equipment
	(16,400)
	

	         Net Cash used for investing activities
	
	(16,400)

	Cash flows from financing activities:
	
	

	Payment of dividends
	(2,500)
	

	         Net cash used for financing activities
	
	  (2,500)

	Net decrease in cash
	
	$(3,000)

	Cash balance, April 1, 2012
	
	50,500

	Cash balance, April 30, 2012
	
	$47,500


 (30-40 min.)  P 22-26A
Req. 1

	Thumbtack Office Supply

	Sales Budget

	April – May 2012

	
	April
	May

	Sales
	$40,000
	$40,800

	


Req. 2
	Thumbtack Office Supply

	Inventory, Purchases, and Cost of Goods Sold Budget

	April – May 2012

	
	April
	May

	Cost of goods sold
	$20,000
	$20,400

	Desired ending inventory
	14,120a
	14,240b

	Total inventory required
	$34,120
	$34,640

	Beginning inventory
	(16,000)c
	(14,120)d

	Purchases
	$18,120
	$20,520


a $8,000 + (0.30 x $20,400) = $14,120
b $8,000 + [($40,000 x 1.04) x .50 x 0.30] = $14,240
c Inventory amount from the Budgeted Balance Sheet

d same as a 

(continued)  P 22-26A
Req. 3

	Thumbtack Office Supply

	Operating Expenses Budget

	April – May 2012

	
	April
	May

	Variable operating expenses:
	
	

	     Commissions expense
	$2,000
	$2,040

	     Bad debt expense
	    800a
	     816b

	Total variable operating expenses
	$2,800
	$2,856

	Fixed operating expenses:
	
	

	     Salaries expense
	$7,000
	$7,000

	     Rent expense
	2,400
	2,400

	     Depreciation expense
	200
	200

	     Insurance expense
	     100
	      100

	     Total fixed operating expenses
	$9,700
	$9,700

	Total operating expenses
	$12,500
	$12,556


a $40,000 x 0.02 = $800

b $40,800 x 0.02 = $816
(continued)  P 22-26A
Req. 4

	Thumbtack Office Supply

	Budgeted Income Statements

	Months Ending April – May 2012

	
	April
	May

	Sales revenue
	
	$40,000
	
	$40,800

	Cost of goods sold
	
	  20,000
	
	  20,400

	Gross profit
	
	$20,000
	
	$20,400

	Variable operating expenses:
	
	
	
	

	   Commissions expense
	$2,000
	
	$2,040
	

	   Bad debt expense
	    800
	
	    816
	

	   Total variable operating expenses
	
	   2,800
	
	   2,856

	     Contribution margin
	
	$17,200
	
	$17,544

	Fixed operating expenses:
	
	
	
	

	Salaries expense
	$7,000
	
	$7,000
	

	     Rent expense
	2,400
	
	2,400
	

	Depreciation expense
	200
	
	200
	

	Insurance expense
	     100
	
	     100
	

	Total fixed operating expenses
	
	$9,700
	
	$9,700

	Operating income  
	
	$7,500
	
	$7,844

	Income tax expense 
	
	  1,500a
	
	  1,569b

	Net income  
	
	$6,000
	
	$6,275


a $7,500 x 0.20 = $1,500

b $7,844 x 0.20 = $1,569
             (30-40 min.) P 22-27A
(Continues  from P22-26A)  

Req. 1
	Thumbtack Office Supply

	Budgeted Cash Collections from Customers

	April – May 2012

	
	April
	May

	Current month sales, 60%
	$24,000
	$24,480

	Prior month sales, 38%
	12,000*
	15,200

	Total cash collections
	$36,000
	$39,680


* The beginning balances aren’t revised based on the new assumptions,
  so the Accounts receivable balances are taken from the cash   

  collections budget.
Req. 2

	Thumbtack Office Supply

	Budgeted Cash Payments for Purchases

	April – May 2012

	
	April
	May

	80% of last month’s purchases
	$12,500a
	$14,496b

	20% of current month’s purchases
	   3,624c
	   4,104d

	Total payments for purchases
	$16,124
	$18,600


a The beginning balances aren’t revised based on the new assumptions,
  so the Accounts payable balances are taken from the cash payments budget.
b $18,120 x 0.80 = $14,496

c $18,120 x 0.20 = $3,624

d $20,520 x 0.20 = $4,104
(continued) P 22-27A
Req. 3
	Thumbtack Office Supply

	Budgeted Cash Payments for Operating Expenses

	April – May 2012

	
	April
	May

	Variable operating expenses:
	
	

	   40% of last month’s commissions expense
	$700a
	$800e

	   60% of current month’s commissions expense
	  1,200b
	  1,224f

	   Total payments for variable operating expenses
	$1,900
	$2,024

	Fixed operating expenses:
	
	

	   40% of last month’s salaries expense
	$700c
	$2,800

	   60% of current month’s salaries expense
	4,200d
	4,200

	   Rent expense
	  2,400
	  2,400

	   Total payments for fixed operating expenses
	$7,300
	$9,400

	Total payments for operating expenses
	$9,200
	$11,424


a Assume 50% of accrual for commission expense 

  $1,400 x 0.50 = $700

b $40,000 x 0.05 x 0.60 = $1,200
c Assume 50% of accrual for salary expense 

   $1,400 x 0.50 = $700
d $7,000 x 0.60 = $4,200
e $40,000 x 0.05 x 0.40 = $800
f $40,800 x 0.05 x 0.60 = $1,224
(continued) P 22-27A
Req. 4
	Thumbtack Office Supply

	Cash Budget

	April – May 2012

	
	April
	May

	Beginning cash balance
	$18,000
	$27,176

	Cash collections from customers
	  36,000
	  39,680

	Total Cash available
	$54,000
	$66,856

	Payments:
	
	

	     Purchases of inventory
	$16,124
	$18,600

	     Operating expenses
	9,200
	11,424

	     Payments of income taxes
	  1,500
	   1,569

	Total cash payments
	  26,824
	  31,593

	Ending cash balance
	$27,176
	$35,263


(30 min.) P 22-28A

(Continues  from P22-27A)  

Req. 1

	Thumbtack Office Supply

	Budgeted Balance Sheet

	May 31, 2012

	ASSETS
	
	

	Current assets:
	
	

	Cash
	$35,263
	

	Accounts receivable ($40,800 x 0.38)
	15,504
	

	Inventory
	14,240
	

	     Prepaid insurance [$2,200 – ($100 x 2)]
	   2,000
	

	
Total current assets
	
	$67,007

	Plant assets:
	
	

	Equipment and fixtures
	45,000
	

	Less: Accumulated depreciation 
	30,400a
	

	          Total plant assets
	
	   14,600

	Total assets
	
	 $81,607

	
	
	

	LIABILITIES
	
	

	Current liabilities:
	
	

	Accounts payable ($20,520 x 0.80)
	$16,416
	

	Salary and commissions payable
	   3,616b
	

	Total liabilities
	
	$20,032

	
	
	

	STOCKHOLDERS' EQUITY
	
	

	Common stock
	
	  16,000

	Retained earnings ($33,300 + $6,000 + $6,275)
	 
	45,575

	Total stockholders’ equity
	
	$61,575

	Total liabilities and stockholders’ equity
	
	$81,607


a [$30,000 + ($200 x 2)] = $34,000
b ($2,040 + $7,000) x 0.40 = $3,616

(continued)  P 22-28A
Req. 2
	Thumbtack Office Supply

	Budgeted Statement of Cash Flows

	Two Months Ending May 31, 2012

	Cash flows from operating activities:
	
	

	Receipts:
	
	

	     Cash collections from customers
	$75,680a
	

	     Total cash receipts
	
	$75,680

	Payments:
	
	

	     To suppliers for purchases of inventory
	(34,724)b
	

	     For operating expenses
	(20,624) c
	

	     For income taxes
	(3,069) d
	

	       Total cash payments
	
	(58,417)

	           Net cash provided by operating activities
	
	$17,263

	
	
	

	Cash flows from investing activities:
	
	

	        Net cash provided by (used for) investing activities
	
	0

	
	
	

	Cash flows from financing activities:
	
	

	       Net cash provided by (used for) financing activities
	
	          0

	Net increase in cash
	
	$17,263

	Cash balance, April 1, 2012
	
	 18,000

	Cash balance, May 31, 2012
	
	$35,263


a $36,000 + $39,680 = $75,680

b $16,124 + $18,600 = $34,724

c $9,200 + $11,424 = $20,624
d $1,500 + $1,569 = $3,069

 (25-40 min.)  P 22-29A
Req. 1

	Traceable fixed warehousing costs
	÷
	Total square feet 
	=
	Cost per Foot

	$40,000  
	÷
	(40,000 + 60,000)  
	=
	$ 0.40


	Divisions Sharing Warehouse Facilities
	Number of Square Feet
	Cost
per Foot
	Traceable Warehousing Costs

	Clothing
	60,000
	$ 0.40
	$24,000

	             Food
	30,000
	 $0.40
	12,000

	             Spices
	   10,000
	    $0.40
	    4,000

	             Total
	100,000
	$ 0.40
	$40,000


	Products Sharing Warehouse Facilities
	Number of Square Feet
	Cost per Foot
	Traceable Warehousing Costs

	            T-shirts
	40,000
	$ 0.40
	$16,000

	            Sweatshirts
	15,000
	   $ 0.40
	    6,000

	            Total
	55,000
	$ 0.40
	$22,000


(continued)  P 22-29A
Req. 2

	Jalapenos!

	Income Statement

	For the Month Ended October 31, 2012

	
	Total Company
	Clothing Division
	Food Division
	Spices Division

	Sales revenue
	$630,000
	$400,000
	$150,000
	$80,000

	Less:   Variable cost of goods sold
	362,000
	270,000
	60,000
	32,000

	           Variable selling expenses
	    31,000
	    17,500
	    11,000
	    2,500

	Contribution margin
	$237,000
	$112,500
	$79,000
	$45,500

	Less: Fixed selling expenses
	16,000
	12,000
	3,000
	1,000

	          Traceable fixed warehousing
          expenses
	    40,000
	    24,000
	    12,000
	    4,000

	Divisional segment margin
	$181,000
	$76,500
	$64,000
	$40,500

	Less:    Common fixed warehousing
             expenses not traceable to
             specific divisions
	    10,000*
	
	
	

	Net operating income  
	$171,000
	
	
	


*$50,000 - $40,000 = $10,000

(continued) P 22-29A
Req. 2

	Jalapenos!

	Divisional Income Statement

	For the Month Ended October 31, 2012

	
	Clothing
	T-shirts
	Sweatshirts

	Sales revenue
	$400,000
	$300,000
	$100,000

	Less;   Variable cost of goods sold
	270,000
	210,000
	             60,000

	           Variable selling expenses
	    17,500
	    9,000
	               8,500

	Contribution margin
	$112,500
	$81,000
	           $31,500

	Less:   Fixed selling expenses
	12,000
	7,000
	               5,000

	          Traceable fixed warehousing expenses
	   22,000
	   16,000
	               6,000

	Product segment margin
	$78,500
	$58,000
	  $20,500

	Less:   Common fixed warehousing
            expenses not traceable to specific
            products
	   2,000*
	
	

	Divisional segment margin
	$76,500
	
	


*5,000 feet (not traceable) x $0.40 = $2,000 
  Problems                                                                     

 Group B

 (30 min.)  P 22-30B
Req. 1
	Clipboard Office Supply

	Sales Budget

	April – May  2012

	
	April
	May

	Sales
	$48,000
	$50,400*


*$48,000 x 1.05 = $50,400

Req. 2

	Clipboard Office Supply

	Inventory, Purchases, and Cost of Goods Sold Budget

	April – May 2012

	
	April
	May

	Cost of goods sold a
	$24,000
	$25,200

	Desired ending inventory
	   15,300b
	  15,600c

	Inventory required
	      39,300
	40,800

	Beginning inventory
	 (15,000)d
	(15,300)e

	Purchases
	    $24,300
	$25,500


a 50% of sales revenue

b $9,000 + (0.25 x $25,200) = $15,300

c $9,000 + [($48,000 x 1.10) x .50 x 0.25] = $15,600

d Inventory amount from the Budgeted Balance Sheet

e same as b
 (continued) P 22-30B 
Req. 3

	Clipboard Office Supply

	Operating Expenses Budget

	April – May 2012

	
	April
	May

	Variable operating expenses:
	
	

	     Commissions expense a
	$2,400
	$2,520

	Fixed operating expenses:
	
	

	     Salaries expense
	$6,000
	$6,000

	 Rent expense
	2,800
	2,800

	 Depreciation expense
	300
	300

	     Insurance expense
	     100
	     100

	     Total fixed operating expenses
	$9,200
	$9,200

	Total operating expenses
	$11,600
	$11,720


a 5% of sales for that month

(continued) P 22-30B
Req. 4
	Clipboard Office Supply

	Budgeted Income Statements

	Months Ending April – May 2012

	
	April
	May

	Sales revenue
	
	$48,000
	
	$50,400

	Cost of goods sold
	
	  24,000
	
	  25,200

	Gross profit
	
	$24,000
	
	$25,200

	Variable operating expenses:
	
	
	
	

	   Commissions expense
	
	    2,400
	
	    2,520

	       Contribution margin
	
	$21,600
	
	$22,680

	Fixed operating expenses:
	
	
	
	

	Salaries expense
	$6,000
	
	$6,000
	

	    Rent expense
	2,800
	
	2,800
	

	Depreciation expense
	300
	
	300
	

	    Insurance expense
	     100
	
	    100
	

	Total fixed operating expenses
	
	$9,200
	
	$9,200

	Operating income   
	
	12,400
	
	13,480

	     Income tax expense 
	
	   3,100a
	
	   3,370b

	Net income  
	
	$9,300
	
	$10,110


a $12,400 x 0.25 = $3,100
b $13,480 x 0.25 = $3,370
(30 min.) P 22-31B

(Continues  from P22-30B)  

Req. 1

	Clipboard Office Supply

	Budgeted Cash Collections from Customers

	April – May 2012

	
	April
	May

	Current month sales, 80%
	$38,400
	$40,320

	Prior month sales, 20%
	  11,500*
	    9,600

	Total cash collections
	$49,900
	$49,920


*From Accounts receivable in Budgeted Balance Sheet in P22-30B.
Req. 2

	Clipboard Office Supply

	Budgeted Cash Payments for Purchases

	April – May 2012

	
	April
	May

	60% of last month’s purchases
	$10,500a
	$14,580c

	40% of current month’s purchases
	   9,720b
	10,200d

	Total payments for purchases
	$20,220
	$24,780


a Purchase on credit from March Accounts payable $10,500 in
  the Budgeted Balance Sheet

b $24,300 x 0.40 = $9,720
c $24,300 x 0.60 = $14,580
d $25,500 x 0.40 = $10,200
 (Continued) P 22-31B

Req. 3

	Clipboard Office Supply

	Budgeted Cash Payments for Operating Expenses

	April – May 2012

	
	April
	May

	Variable operating expenses:
	
	

	     40% of last month’s commissions expense
	$600a
	    $960e

	     60% of current month’s commissions expense
	   1,440b
	  1,512f

	     Total payments for variable operating expenses
	$2,040
	$2,472

	Fixed operating expenses:
	
	

	 40% of last month’s salaries expense
	$600c
	$2,400

	     60% of current month’s salaries expense
	3,600d
	3,600

	     Rent expense
	  2,800
	  2,800

	     Total payments for fixed operating expenses
	$7,000
	$8,800

	Total payments for operating expenses 
	$9,040
	$11,272


a Assume 50% of accrual for commission expense 

  $1,200 x 0.50 = $600
b $48,000 x 0.05 x 0.60 = $1,440

c Assume 50% of accrual for salary expense 

   $1,200 x 0.50 = $600
d $6,000 x 0.60 = $3,600
e $48,000 x 0.05 x .040 = $960
f $50,400 x 0.05 x 0.60 = $1,512
(Continued) P 22-31B
Req. 4

	Clipboard Office Supply

	Cash Budget

	April – May 2012

	
	April
	May

	Beginning cash balance
	$28,000
	$45,540

	Cash collections from customers
	  49,900
	  49,920

	Total cash available
	$77,900
	$95,460

	Payments:
	
	

	Purchases of inventory
	20,220
	24,780

	Operating expense
	9,040
	11,272

	     Payments of income taxes
	  3,100
	  3,370

	Total cash payments
	  32,360
	  39,422

	Ending cash balance
	$45,540
	$56,038


(30 min.) P 22-32B

(Continues  from P22-31B)  

Req. 1

	Clipboard Office Supply

	Budgeted Balance Sheet

	May 31, 2012

	ASSETS
	
	

	Current assets:
	
	

	Cash
	$56,038
	

	Accounts receivable ($50,400 x 0.20)
	10,080
	

	Inventory
	15,600
	

	     Prepaid insurance [$1,000 - ($100x2)]
	      800
	

	
Total current assets
	
	$82,518

	Plant assets:
	
	

	Equipment and fixtures
	$55,000
	

	Accumulated depreciation [$20,000 +($300x2)]
	(20,600)
	

	          Total plant assets
	
	   34,400

	Total assets
	
	$116,918

	
	
	

	LIABILITIES
	
	

	Current liabilities:
	
	

	Accounts payable ($25,500 x 0.60)
	$15,300
	

	Salary and commissions payable
	   3,408a
	

	Total liabilities
	
	$18,708

	
	
	

	STOCKHOLDERS' EQUITY
	
	

	Common stock
	
	25,000

	Retained earnings ($53,800 + $9,300 + $10,110)
	
	73,210

	Total stockholders’ equity
	
	98,210

	Total liabilities and stockholders’ equity
	
	$116,918


a ($6,000 x 0.40) + ($50,400 x 0.05 x 0.40) = $3,408

(continued)  P 22-32B

Req. 2

	Clipboard Office Supply

	Budgeted Statement of Cash Flows

	Two Months Ending May 31, 2012

	Cash flows from operating activities:
	
	

	Receipts:
	
	

	     Cash collections from customers
	$99,820a
	

	     Total cash receipts
	
	$99,820

	Payments:
	
	

	      Purchases of inventory
	$ (45,000)b
	

	     Operating expenses
	(20,312)c
	

	      Income taxes
	   (6,470)d
	

	         Total cash payments
	
	  (71,782)

	         Net cash provided operating activities
	
	$28,038

	
	
	

	Cash flows from investing activities:
	
	

	     Net cash provided by (used for) investing activities
	
	0

	
	
	

	Cash flows from financing activities:
	
	

	     Net cash provided by (used for) financing activities
	
	           0

	Net increase in cash
	
	$28,038

	Cash balance, April 1, 2012
	
	  28,000

	Cash balance, May 31, 2012
	
	$56,038


a  $49,900 + $49,920 = $99,820
b $20,220 + $24,780 = $45,000
c $9,040 + $11,272 = $20,312
d $3,100 + $3,370 = $6,470
(50-60 min.) P 22-33B

Req. 1
	Alliance Printing

	Sales Budget

	April 2012

	Sales
	$85,000


Req. 2
	Alliance Printing

	Operating Expenses Budget

	April 2012

	Variable operating expenses:
	

	 Miscellaneous expenses($85,000 x 0.05)
	$4,250

	Fixed operating expenses:
	

	    Salaries expense
	35,000

	    Depreciation expense
	       400

	    Total fixed operating expenses
	$35,400

	Total operating expenses
	$39,650


Req. 3
	Alliance Printing

	Budgeted Income Statement

	For the Month Ended April 30, 2012

	Sales revenue
	$85,000

	Cost of goods sold ($85,000 x 0.30)
	  25,500

	Gross profit
	$59,500

	Variable operating expenses:
	

	     Miscellaneous expense
	    4,250

	         Contribution margin
	$55,250

	Fixed operating expenses:
	

	     Salaries expense
	$35,000

	     Depreciation expense
	       400

	     Total fixed operating expenses
	$35,400

	Net income 
	$19,850


(continued)  P 22-33B 
Req. 4

	Alliance Printing

	Budgeted Cash Collections from Customers

	April, 2012

	Current month sales, 60%  ($85,000 x 0.60)
	$51,000

	Prior month sales, 40%
	  14,900*

	Total cash collections
	$65,900


*From Accounts receivable in budgeted Balance Sheet
Req. 5

	Alliance Printing

	Budgeted Cash Payments for Operating Expenses

	April, 2012

	Variable operating expenses:
	

	     Miscellaneous expense ($85,000 x 0.05)
	    $4,250

	Fixed operating expenses:
	

	     40% of current month’s salaries expense
	  14,000*

	Total payments for operating expenses
	$18,250


*$35,000 x .40 = $14,000
(continued)  P 22-33B
Req. 6
	Alliance Printing

	Cash Budget

	April, 2012

	
	April

	Beginning cash balance
	$ 51,100

	Cash collections from customers
	  65,900a

	Total cash available
	$117,000

	Payments:
	

	     Purchases of inventory
	37,650b

	     Operating expenses
	18,250c

	     Acquisition of equipment
	16,700

	     Payment of dividends
	  8,000

	Total cash payments
	  $80,600

	Ending cash balance
	$36,400


a $85,000 x 0.60 + $14,900 = $65,900
b Inventory purchases:

      $7,800   March purchase on credit      

      $11,200   April cash purchase

    $18,650   April credit purchase ($37,300 x ½)

    $37,650
c Salaries expense $35,000 x 0.40 = $14,000
   Misc. expense     $85,000 x 0.05 =     4,250
   Total operating expenses:             $18,250    
(continued)  P 22-33B
Req. 7

	Alliance Printing

	Budgeted Balance Sheet

	April 30, 2012

	ASSETS
	
	

	Current assets:
	
	

	Cash
	$36,400
	

	Accounts receivable 
	34,000
	

	Inventory
	  35,100 a
	

	
    Total current assets
	
	$105,500

	Plant assets:
	
	

	Equipment and fixtures
	$97,500
	

	Less: Accumulated depreciation 
	12,700
	

	          Total plant assets
	
	    84,800

	Total assets
	
	$190,300

	
	
	

	LIABILITIES
	
	

	Current liabilities:
	
	

	Accounts payable 
	$18,650
	

	Salary payable
	  21,000
	

	Total liabilities
	
	  $39,650

	STOCKHOLDERS' EQUITY
	
	

	Common stock
	
	    36,000

	Retained earnings
	
	  114,650

	Total stockholders’ equity
	
	$150,650

	Total liabilities and stockholders’ equity
	
	$190,300

	                  a   Inventory

	Mar 31
	$12,100
	$25,500
	COGS

	Apr cash purchase
	11,200
	
	

	Apr credit purchase
	37,300
	
	

	Apr End Bal.
	a $35,100
	
	


(continued)  P 22-33B
Req. 8

	Alliance Office Supply

	Budgeted Statement of Cash Flows

	For the Month Ending April 30, 2012

	Cash flows from operating activities:
	
	

	Receipts:
	
	

	    Cash collections from customers
	
	$65,900

	Payments:
	
	

	    Purchases of inventory
	(37,650)
	

	    Operating expenses
	(18,250)
	

	       Total cash payments
	
	(55,900)

	        Net cash provided by operating activities
	
	$10,000

	Cash flows from investing activities:
	
	

	    Acquisition of equipment
	(16,700)
	

	Net cash used for investing activities
	
	(16,700)

	Cash flows from financing activities:
	
	

	    Payment of dividends
	(8,000)
	

	       Net cash used for financing activities
	
	    (8,000)

	Net decrease in cash
	
	$(14,700)

	Cash balance, April 1, 2012
	
	   51,100

	Cash balance, April 30, 2012
	
	 $36,400


(30-40 min.) P 22-34B
Req. 1
	Clipboard Office Supply

	Sales Budget

	April – May 2012

	
	April
	May

	Sales
	$48,000
	$50,400


Req. 2
	Clipboard Office Supply

	Inventory, Purchases, and Cost of Goods Sold Budget

	April – May 2012

	
	April
	May

	Cost of goods sold
	$24,000
	$25,200

	Desired ending inventory
	15,080a
	15,560b

	Inventory required
	$39,080
	$40,760

	Beginning inventory
	(15,000)c
	(15,080)d

	Purchases
	$24,080
	$25,680


a $5,000 + (0.40 x $25,200) = $15,080
b $5,000 + [($48,000 x 1.10) x .50 x 0.40] = $15,560
c Inventory amount from the Budgeted Balance Sheet

d same as a 

(continued) P 22-34B
Req. 3

	Clipboard Office Supply

	Operating Expenses Budget

	April – May 2012

	
	April
	May

	Variable operating expenses:
	
	

	     Commissions expense
	$2,400a
	$2,520b

	     Bad debt expense (Sales x 0.05) 
	  2,400
	  2,520

	     Total variable operating expenses
	  $4,800
	  $5,040

	Fixed operating expenses:
	
	

	     Salaries expense
	$6,000
	$6,000

	     Rent expense
	2,800
	2,800

	     Depreciation expense
	300
	300

	     Insurance expense
	     100
	     100

	     Total fixed operating expenses
	    $9,200
	  $9,200

	Total operating expenses
	$14,000
	$14,240


a $48,000 x 0.05 = $2,400
b $50,400 x 0.05 = $2,520
(continued) P 22-34B
Req.  4

	Clipboard Office Supply

	Budgeted Income Statements

	Months Ending April – May 2012

	
	April
	May

	Sales revenue
	
	$48,000
	
	$50,400

	Cost of goods sold
	
	  24,000
	
	  25,200

	Gross profit
	
	$24,000
	
	$25,200

	Variable operating expenses:
	
	
	
	

	Commissions expense
	$2,400
	
	$2,520
	

	Bad debt expense
	  2,400
	
	  2,520
	

	     Total variable operating expenses
	
	   4,800
	
	   5,040

	          Contribution margin
	
	$19,200
	
	$20,160

	Fixed operating expenses:
	
	
	
	

	Salaries expense
	$6,000
	
	$6,000
	

	     Rent expense
	2,800
	
	2,800
	

	Depreciation expense
	300
	
	300
	

	     Insurance expense
	    100
	
	    100
	

	Total fixed operating expenses
	
	9,200
	
	9,200

	Operating income  
	
	$10,000
	
	1$0,960

	Income tax expense 
	
	  2,500a
	
	  2,740b

	Net income 
	
	$7,500
	
	$8,220


a $10,000 x 0.25 = $2,500

b $10,960 x 0.25 = $2,740
(30-40 min.) P 22-35B

Req. 1 

	Clipboard Office Supply

	Budgeted Cash Collections from Customers

	April – May 2012

	
	April
	May

	Current month sales, 60%
	$28,800
	$30,240

	Prior month sales, 35%
	  11,500*
	  16,800

	Total cash collections
	$40,300
	$47,040


* The beginning balances aren’t revised based on the new assumptions,
  so the Accounts receivable balances are taken from the Budgeted Balance Sheet for March, 31, 2012.

Req. 2

	Clipboard Office Supply

	Budgeted Cash Payments for Purchases

	April – May 2012

	
	April
	May

	70% of last month’s purchases
	$10,500a
	$16,856b

	30% of current month’s purchases
	    7,224c
	    7,704d

	Total payments for purchases
	$17,724
	$24,560


a The beginning balances aren’t revised based on the new assumptions,
  so the Accounts payable balances are taken from the Budgeted Balance Sheet for March, 31, 2012..
b $24,080 x 0.70 = $16,856
c $24,080 x 0.30 = $7,224
d $25,680 x 0.30 = $7,704
(continued) P 22-35B

Req. 3

	Clipboard Office Supply

	Budgeted Cash Payments for Operating Expenses

	April – May 2012

	
	April
	May

	Variable operating expenses:
	
	

	     60% of last month’s commissions expense
	$600a
	$1,440e

	     40% of current month’s commissions expense
	    960b
	   1,008f

	     Total payments for variables operating expenses
	$1,560
	$2,448

	Fixed operating expenses:
	
	

	     60% of last month’s salaries expense
	$600c
	$3,600

	     40% of current month’s salaries expense
	2,400d
	2,400

	     Rent expense
	   2,800
	  2,800

	     Total payments for fixed operating expenses
	  $5,800
	  $8,800

	Total payments for operating expenses
	$7,360
	$11,248


a Assume 50% of accrual for commission expense   

  $1,200 x 0.05 = $600  

b $48,000 x 0.05 x 0.40 = $960

c Assume 50% of accrual for salary expense
  $1,200 x 0.05 = $600  

d $6,000 x 0.40 = $2,400

e $48,000 x 0.05 x 0.60 = $1,440

f $50,400 x 0.05 x 0.40 = $1,008

(continued) P 22-35B

Req. 4

	Clipboard Office Supply

	Cash Budget

	April – May 2012

	
	April
	May

	Beginning cash balance
	$28,000
	$40,716

	Cash collections from customers
	  40,300
	47,040

	Total cash available
	$68,300
	$87,756

	Payments:
	
	

	     Purchases of inventory
	$17,724
	$24,560

	     Operating expenses
	7,360
	11,248

	     Payments of income taxes
	   2,500
	   2,740

	Total cash payments
	  $27,584
	  $38,548

	Ending cash balance
	$40,716
	$49,208


(30 min. ) P 22-36B

(Continues from P22-35B)  

Req. 1

	Clipboard Office Supply

	Budgeted Balance Sheet

	May 31, 2012

	ASSETS
	
	

	Current assets:
	
	

	Cash
	$49,208
	

	Accounts receivable ($50,400 x 0.35)
	17,640
	

	Inventory
	15,560
	

	     Prepaid insurance [$1,000 – ($100 x 2)]
	      800
	

	
Total current assets
	
	   $83,208

	Plant assets:
	
	

	Equipment and fixtures
	$55,000
	

	Less: Accumulated depreciation 
	20,600a
	

	          Total plant assets
	
	     34,400

	Total assets
	
	 $117,608

	
	
	

	LIABILITIES
	
	

	Current liabilities:
	
	

	Accounts payable ($25,680 x 0.70)
	$17,976
	

	Salaries and commissions payable
	   5,112b
	

	Total liabilities
	
	   $23,088

	
	
	

	STOCKHOLDERS' EQUITY
	
	

	Common stock
	
	     25,000

	Retained earnings ($53,800 + $7,500 + $8,220)
	
	     69,520

	Total stockholders’ equity
	
	     94,520

	Total liabilities and stockholders’ equity
	
	 $117,608


a [$20,000 + ($300 x 2)] = $20,600

b ($2,520 + $6,000) x 0.60 = $5,112
(continued) P 22-36B

Req. 2

	Clipboard Office Supply

	Budgeted Statement of Cash Flows

	Two Months Ending May 31, 2012

	Cash flows from operating activities:
	
	

	Receipts:
	
	

	     Cash collections from customers
	$87,340a
	

	     Total cash receipts
	
	$87,340

	Payments:
	
	

	      Purchases of inventory
	(42,284)b
	

	      Operating expenses
	(18,608)c
	

	      Income taxes
	  (5,240)d
	

	        Total cash payments
	
	 (66,132)

	            Net cash provided by operating activities
	
	$21,208

	
	
	

	Cash flows from investing activities:
	
	

	     Net cash provided by (used for) investing activities
	
	0

	
	
	

	Cash flows from financing activities:
	
	

	     Net cash provided by (used for) financing activities
	
	          0

	Net increase in cash
	
	$21,208

	Cash balance, April 1, 2012
	
	28,000

	Cash balance, May 31, 2012
	
	$49,208


a $40,300 + $47,040 = $87,340
b $17,724 + $24,560 = $42,284
c $7,360 + $11,248 = $18,608
d $2,500 + $2,740 = $5,240
 (25-40 min.)   P 22-37B

Req. 1

	Traceable fixed warehousing costs  
	÷
	Total square feet 
	=
	Cost per Foot

	$30,000  
	÷
	100,000 
	=
	$ 0.30


	Divisions Sharing Warehouse Facilities
	Number of Square Feet
	Cost    per Foot
	Traceable Warehousing Costs

	Clothing
	50,000
	$ 0.30
	$15,000

	Food
	10,000
	 $ 0.30
	3,000

	Spices
	  40,000
	  $ 0.30
	  12,000

	Total
	100,000
	$ 0.30
	$30,000


	Products Sharing Warehouse Facilities
	Number of Square Feet
	Cost      per Foot
	Traceable Warehousing Costs

	T-shirts
	30,000
	$ 0.30
	$9,000

	Sweatshirts
	15,000
	  $ 0.30
	    4,500

	Total
	45,000
	$ 0.30
	$13,500


 (continued) P 22-37B

Req. 2

	Ensalada

	Income Statement

	For the Month Ended October 31, 2012

	
	   Total Company
	Clothing Division
	  Food Division
	Spices 
Division

	Sales revenue
	$850,000
	$590,000
	$80,000
	$180,000

	Less:  Variable cost of goods sold
	502,000
	398,000
	32,000
	72,000

	           Variable selling expenses
	    33,600
	   23,000
	   8,500
	2,100

	Contribution margin
	$314,400
	$169,000
	$39,500
	$105,900

	Less:  Fixed selling expenses
	21,700
	15,000
	6,000
	700

	          Traceable fixed warehousing
           expenses
	30,000
	    15,000
	3,000
	12,000

	Divisional segment margin
	$262,700
	$139,000
	$30,500
	$93,200

	Less:    Common fixed warehousing
             expenses  not traceable to
             specific divisions
	35,000*
	
	
	

	Net operating income  
	$227,700
	
	
	


*$65,000 - $30,000 = $35,000

Req. 2

	Ensalada

	Divisional Income Statement

	For the Month Ended October 31, 2012

	
	 Clothing
	  T-shirt
	Sweatshirts

	Sales revenue
	$590,000
	$440,000
	$150,000

	Less:   Variable cost of goods sold
	398,000
	308,000
	90,000

	           Variable selling expenses
	   23,000
	    14,000
	    9,000

	Contribution margin
	$169,000
	$118,000
	$51,000

	Less:    Fixed selling expenses
	15,000
	5,000
	10,000

	          Traceable fixed warehousing expenses
	    13,500
	     9,000
	    4,500

	Product segment margin
	$140,500
	$104,000
	$36,500

	Less:    Common fixed warehousing expenses

            not traceable to specific products
	1,500*
	
	

	Divisional segment margin
	 $139,000
	
	


*5,000 feet (not traceable) x $0.30 = $1,500 
  Continuing Exercise                                                                     

 (30 min.) E 22-38

Req. 1
	Lawlor Lawn Service, Inc.

	Sales Budget

	July –September 2013

	
	Month ended
	Quarter  

  Total

	
	    July 31
	August 31
	September 30
	

	Total sales
	$100,000
	$108,000a
	  $118,800b
	$326,800


a $100,000 x 1.08 = $108,000

b $108,000 x 1.10 = $118,800
Req. 2
	Lawlor Lawn Service, Inc.

	Inventory, Purchases, and Cost of Goods Sold Budget

	July –September 2013

	
	Month ended
	Quarter
  Total

	
	July 31
	August 31
	September 30
	

	Cost of goods sold*
	$30,000
	$32,400
	$35,640
	$98,040

	Desired ending inventory
	   4,240a
	   4,564b
	   4,742c
	

	Total inventory required
	  $34,240
	 $36,964
	 $40,382
	

	Beginning inventory
	(11,000)
	 (4,240)d
	 (4,564)
	

	Purchases
	$23,240
	$32,724
	$35,818
	


*Cost of goods sold is 30% of sales 
a $1,000 + (0.10 x $32,400) = $4,240

b $1,000 + (0.10 x $35,640) = $4,564

c $1,000 + [0.10 x ($118,800 x 1.05 x .30)] = $4,742
d same as a
(continued)  E 22-38

Req. 3

	Lawlor Lawn Service, Inc.

	Operating Expenses Budget

	July –September 2013

	
	Month ended
	Quarter
  Total

	
	  July 31
	August 31
	September 30
	

	Fixed operating expenses:
	
	
	
	

	     Rent expense
	$10,000
	$10,000
	$10,000
	$30,000

	     Depreciation expense
	       750
	      750
	       750
	    2,250

	     Total fixed operating expenses
	$10,750
	$10,750
	$10,750
	$32,250

	Total operating expenses
	$10,750
	$10,750
	$10,750
	$32,250


Req. 4

	Lawlor Lawn Service, Inc.

	Budgeted Income Statement

	For the Quarter Ending September 30, 2013

	Sales
	
	$326,800

	Cost of goods sold
	
	        98,040

	Gross profit
	
	      $228,760

	Fixed operating expenses:
	
	

	    Rent expense
	$30,000
	

	Depreciation expense
	   2,250
	

	Total fixed operating expenses
	
	         32,250

	Net income  
	
	     $196,510


  Continuing Problem                                                                     

P 22-39

Req. 1

	Draper Consulting, Inc.

	Cash Budget

	January and February

	
	January
	February

	Beginning cash balance
	$29,000
	$55,000

	Cash collections from customers
	  49,000
	    51,500

	Total cash available
	 $78,000
	$106,500

	Cash payments:
	
	

	Purchase of equipment
	17,000
	40,000

	Operating expenses
	    6,000
	    6,000

	Total cash payments
	  23,000
	  46,000

	Ending cash balance before financing
	$55,000
	$60,500

	Minimum cash balance desired
	(20,000)
	(20,000)

	Cash excess  
	$35,000
	$40,500

	     Total effect of financing
	0
	0

	Ending cash balance
	$55,000
	$60,500


Req. 2

If cash collections are $21,500 instead of 51,500, the company will borrow $0.
($55,000 + $21,500 - $46,000 - $20,000 = cash excess of $10,500, so Draper does not need to borrow.
Ch 22 Apply Your Knowledge

√
Decision Cases

(10 min.)  Decision Case 22-1

DATE:


_______________

TO:



Jeff Towry, Manager






Cycle World

FROM:


Donna Tse

SUBJECT:
Cycle World’s 2011 budgeted income statement.

The budgeted income statement for 2015 shows that Cycle World will incur a loss unless we take action. To become profitable, Cycle World must increase sales revenue, decrease expenses or both.

To increase sales revenue, can we increase selling prices? Alternatively, can we boost sales volume through an advertising campaign? To reduce cost of goods sold, can we negotiate lower prices for the same or better quality products? To reduce operating expenses, we should consider steps to lower the salary and commission expenses, such as by reducing the staffing level, if possible. Should we consider moving to a less expensive location to reduce rent expense? Miscellaneous expenses seem high. We need to keep a more detailed record of these expenses to see where they can be cut.

Students’ responses may vary.

(60-75 min.)  Decision Case 22-2

Req. 1

	Anne Magnuson, Weaver

	Cash Budget

	Four Months Ending December 31, 2014

	
	  Cotton
	   Linen

	Beginning cash balance
	$  25
	$     25

	Cash receipts:
	
	

	
Cotton sales [25 × (0.90 × $20)]
	450
	–

	
Linen sales [15 × (0.90 × $50)]
	      –
	     675

	Cash available
	$475
	$   700

	Cash disbursements:
	
	

	
Accounts payable
	$  74
	$  74

	
Cost of linen (15 × $18)
	–
	270

	
Purchase of new loom
	      –
	  1,000

	Total cash disbursements
	    74
	  1,344

	Ending cash balance before financing
	  401
	    (644)

	Financing of cash deficiency:
	
	

	
Borrowing
	–
	$1,000

	
Principal payment
	
	(200)

	
Interest payment ($1,000 × 0.18 × 4/12)
	–
	      (60)

	
Total effect of financing
	–
	     740

	Ending cash balance
	$401
	$     96


(continued)  Decision Case 22-2

Req. 1

	Anne Magnuson, Weaver

	Budgeted Income Statement

	Four Months Ending December 31, 2014

	
	  Cotton
	   Linen

	Sales revenue (net):*
	
	

	
Cotton sales [25 × (0.90 × $20)]
	$450
	

	
Linen sales [15 × (0.90 × $50)]
	
	$675

	Cost of goods sold:
	
	

	
Cotton (25 × $7)
	(175)
	

	
Linen (15 × $18)
	___
	(270)

	Gross Profit
	275
	405

	Depreciation expense:
	
	

	
Old loom (4 × $10)
	(40)
	(40)

	
New loom (4 × $20)
	        
	    (80)

	Operating income
	235
	285

	Interest expense ($1,000 × 0.18 × 4/12)
	        
	    (60)

	Net income
	$235
	$225


__________

*Alternatively, sales revenue may be recorded at gross, and the 

 10% commission considered an additional expense.

(continued)  Decision Case 22-2

Req. 1

	Anne Magnuson, Weaver

	Budgeted Balance Sheet

	December 31, 2014

	
	Cotton
	 Linen
	
	Cotton
	 Linen

	Current assets:
	
	
	Current liabilities:
	
	

	
Cash
	$ 401
	$     96
	Bank loan payable
	$    0
	

	
Inventory of cotton
	      0
	     175
	
($1,000 − $200)
	
	$  800

	
Total current assets
	401
	271
	Total liabilities
	0
	800

	Fixed assets:
	
	
	
	
	

	
Loom(s)
	500
	1,500
	Owners’ equity
	
	

	
Accumulated depreciation:
	
	
	
($386 + $235)
	621
	

	

($240 + $40)
	(280)
	
	
($386 + $225)
	
	611

	

($240 + $40 + $80)
	         
	    (360)
	
	
	

	

Total fixed assets
	   220
	  1,140
	
	        
	          

	Total assets
	$ 621
	$1,411
	Total liabilities and owners’ equity
	$621
	$1,411


(continued)  Decision Case 22-2

Req. 2

Based on financial considerations only, Magnuson should continue making cotton placemats and should not purchase the new loom. If she continues with cotton, she will have $401 in cash on December 31, 2014, but only $96 if she buys the loom and switches to linen. Furthermore, her annual cash flow will be significantly higher in each of the next four years because she avoids having to pay off the bank loan for the loom.

	
	    Cotton
	     Linen

	Cash revenue (net)
	$450
	$675

	Material cost
	(175)
	(270)

	Principal payment
	–
	(200)

	Average interest payment
	        
	    (90)*

	Average annual cash flow
	$275
	$115


__________

*$800 × 0.18 = $144

   600 × 0.18 =   108

   400 × 0.18 =     72

   200 × 0.18 =     36







$360

$360 / 4 years = $90 / year

(continued)  Decision Case 22-2

The net income difference this year, when only four months’ interest would have to be paid on the outstanding loan, is $10 ($235 − $225) in favor of the cotton alternative. This is a trivial difference. However, the advantage in each of the next two years is even greater with cotton because interest expense with linen will be higher ($144 and $108 respectively).

Apparently, Magnuson cannot find time to make both cotton place mats and linen place mats. Nor can she make enough linen mats to earn substantially more income than she can earn from cotton mats. Finally, it appears unwise for her to go into debt to buy a new loom.

Students may point out that Magnuson’s cash flow will be better with the linen alternative after she pays off the bank loan. This presents an opportunity to discuss the time value of money and review capital budgeting, which was covered in Chapter 20.

Req. 3

Cash flow may be relatively unimportant to Magnuson. She may be a frustrated artist who will sacrifice cash to create more intricate patterns with the new loom. She may also prefer working with linen rather than with cotton. Finally, she may wish to teach her craft to relatives or friends. She may believe that the new loom will provide a better teaching platform.

Students’ responses to Req. 2 and Req. 3 will vary.

√
Ethical Issue 22-1

(20 min.)  

Req. 1

a. The central ethical issue is the inaccuracies in the budgeting process.  Walter has to decide whether he and the other directors are willing to tolerate these inaccuracies in order that the managers remain ‘happy.’  Although this may not be the most accurate way forward many companies, such as Kelvin’s previous employers, are willing to tolerate some degree of budgetary manipulation.  Kelvin has more ethical issues to work through.  He has an obligation to operate in accordance with the code of ethics and practice for management accountants.  He is definitely violating a number of these, in particular those relating to credibility of the work he is producing.  It is clear that he is in a difficult position morally and ethically as he appears to genuinely believe that by helping the managers he is maintaining a degree of balance within the organization.
b. The first option would be for Walter to order Kelvin to rework the budgets and forecasts, taking out any inaccurate or misleading figures.  This would ensure that the directors had complete confidence in the budgeting process once again and could feel confident that it was being used to implement their long- and short-term strategies.  The second option would be to take a new approach and include the managers in the budget setting process, but crucially this time it would be in an open and transparent environment.

c. If the directors enforce their method of budgeting the managers may become concerned if they feel that the targets are unattainable.  At worst this could lead to them feeling disillusioned from the very outset of the process and simply giving up.  If this were to happen the company would have little hope of meeting targeted profitability.  If however the mangers were given a voice at the budget planning stage they would feel their concerns and experience were being taken on board.  The targets set are unlikely to be as low as they would like, but they should have confidence that they are not as high as they might have been had management gone ahead without their input.

√
 Fraud Case   22-1
Solution:

1. First of all, companies should carefully evaluate the credit-worthiness of every new customer. They should verify that it is a legitimate business, and verify its payment history. They may also wish to examine the financial statements of a prospective customer. Additionally, companies may carry “credit insurance” that would limit their losses from uncollectible accounts.

2. Bad Debt Expense, or Uncollectible Account Expense, is reported on the income statement in operating expenses, usually in the category of Selling, General & Administrative Expense.

√
Team Project 22-1

                                                           (35 min.)  

This project focuses on how incentives affect budgeting’s human considerations, rather than on budgeting mechanics (although the case does require computation of budgeted income and return on investment). Six-person teams work well, with three two-person groups playing the roles of the three persons in the case. Groups one and two must give their reports to group three in time for group three to complete its task before the team meeting.

Group 1: Chad Sanchez

Group 1 must decide whether to forward the “most accurate” cost estimates or build slack into the budget because of the uncertainty in writing software. The case does not provide sufficient information to suggest a right answer. If the group chooses alternative A, then its memo needs to express concern that this budget assumes development will proceed smoothly. If the group decides on alternative B, its memo should recognize that Sanchez ought to be able to beat the Development Department’s budget.

Group 2: Liz Smith

Group 2 must decide whether it can sustain past growth in sales. Like group 1, the bonus incentive system may prompt them to forward the more conservative sales estimates in alternative B. The case does not provide enough information to suggest a right answer. If the group chooses alternative A, then its memo should express concern that this budget may be too optimistic in light of increasing market saturation. If the group decides on alternative B, its memo should recognize that the estimate is conservative, so Smith ought to be able to generate somewhat higher sales.

Group 3: Lonnie Draper

Group 1 may submit budget A or B, and group 2 may submit budget A or B, so group 3 may receive any one of the four possible combinations presented below. Group 3 should compute the divisional profit and rate of return associated with whichever of the four budget combinations it receives. The Wireless division will not meet the 30% rate of return and targeted income ($900,000 = 30% × $3,000,000) unless the Sales and Development departments both decide on their alternative A budgets.

	Xellnet

	Wireless Division

	Alternative Budgets 2013

	
	AA

(Sales A,

Development A)
	AB

(Sales A

Development B)
	BA

(Sales B,

Development A)
	BB

(Sales B,

Development B)

	Sales revenue
	$5,000,000
	$5,000,000
	$4,500,000
	$4,500,000

	Sales Department
	
	
	
	

	
expenses
	600,000
	600,000
	570,500
	570,500

	Development Dept.
	
	
	
	

	
expenses
	2,940,000
	3,208,500
	2,940,000
	3,208,500

	Division overhead
	
	
	
	

	
expenses
	     390,000
	     390,000
	     390,000
	     390,000

	Total expenses
	  3,930,000
	  4,198,500
	  3,900,500
	  4,169,000

	Division profit
	$1,070,000
	$   801,500
	$   599,500
	$   331,000

	Divide by investment
	÷ $3,000,000
	÷ $3,000,000
	÷ $3,000,000
	÷ $3,000,000

	Division return on
	
	
	
	

	
investment
	       0.3567
	      0.2672
	      0.1998
	      0.1103


(continued)  Team Project 22-1

Team meeting

The case does not provide enough information to determine which of these budgets is best. When the team meets, members may decide to revise the budget after each group has shared information and listened to the issues raised by the other two groups. Each department will want to establish a budget that it can achieve so as to earn its bonuses. The case does not specify whether departmental bonuses also depend on the division meeting its target return on assets. The team should consider this issue and perhaps recommend that departmental bonuses depend partly on the division meeting its target. This would provide all members of the division incentives to work together to achieve the division’s goals.

Regardless of the budget combination initially chosen, the team should discuss similar issues. Alternatives BB and BA are unacceptable as final budgets because a budgeted divisional return on assets of less than 20% falls too far short of the 30% target. The team should discuss what strategies the division can follow to increase sales and reduce costs to achieve the more favorable estimates. Even if the team initially adopts alternative AA, it should discuss divisional strategies (for example, cutting some development expenses to increase the sales department’s travel budget if that will help sales) to ensure that the division does achieve the proposed budget.

√

Communication Activity

Student responses will vary.
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