Accounting, 9e, Global Edition (Horngren)

Chapter 22   The Master Budget and Responsibility Accounting

Learning Objective 22-1 

1) Budgeting is a technique that is used to plan for future cash inflows and outflows.

Answer:  TRUE

Diff: 1

LO:  22-1

EOC Ref:  E22-12

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

2) A goal of the budgeting process is to assist managers with coordinating and implementing the business plan.

Answer:  TRUE

Diff: 1

LO:  22-1

EOC Ref:  E33-12

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

3) Budgets provide benchmarks that help managers evaluate performance.

Answer:  TRUE

Diff: 1

LO:  22-1

EOC Ref:  E22-12

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

4) A goal of the budgeting process is to communicate a consistent set of plans throughout the company.

Answer:  TRUE

Diff: 1

LO:  22-1

EOC Ref:  E22-12

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

5) Management must get employees to accept the budget's goals in order to effectively use the budget as a benchmark for evaluating performance.

Answer:  TRUE

Diff: 1

LO:  22-1

EOC Ref:  E22-12

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

6) A budgeted income statement is based on estimated amounts and not actual amounts.

Answer:  TRUE

Diff: 1

LO:  22-1

EOC Ref:  E22-12

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

7) A budget focuses primarily on financial information, but does not reflect specific business strategies.

Answer:  FALSE

Diff: 1

LO:  22-1

EOC Ref:  E22-12

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

8) Which of the following is NOT a characteristic of the budgeting process?

A) The budget process aids in performance evaluation.

B) The budget process helps coordinate the activities of the organization.

C) The budget process forces management to plan ahead.

D) The budget process ensures that the business will make a profit.

Answer:  D

Diff: 1

LO:  22-1

EOC Ref:  E22-12

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

9) Which of the following statements about budgeting is INCORRECT?

A) Budgeting is an accounting function and does not need involvement of operations personnel.

B) Budgeting is an aid to planning and control.

C) Budgets help to coordinate the activities of the entire organization.

D) Budgets promote communication and coordination between departments.

Answer:  A

Diff: 1

LO:  22-1

EOC Ref:  E22-12

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

10) Which of the following is an example of the planning function of a budget?

A) A budget demands integrated input from different business units and functions.

B) Employees are motivated to achieve the goals set by the budget.

C) Budget figures are used to evaluate the performance of managers.

D) The budget outlines a specific course of action for the coming period.

Answer:  D

Diff: 1

LO:  22-1

EOC Ref:  E22-12

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

11) Which of the following is an example of the coordination and communication function of a budget?

A) A budget demands integrated input from different business units and functions.

B) Employees are motivated to achieve the goals set by the budget.

C) Budget figures are used to evaluate the performance of managers.

D) The budget outlines a specific course of action for the coming period.

Answer:  A

Diff: 1

LO:  22-1

EOC Ref:  E22-12

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

12) Which of the following is an example of the benchmarking function of a budget?

A) A budget demands integrated input from different business units and functions.

B) Budgeting requires close cooperation between accountants and operational personnel.

C) Budget figures are used to evaluate the performance of managers.

D) The budget outlines a specific course of action for the coming period.

Answer:  C

Diff: 1

LO:  22-1

EOC Ref:  E22-12

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

Learning Objective 22-2 

1) The capital expenditure budget is part of the operating budget.

Answer:  FALSE

Diff: 1

LO:  22-2

EOC Ref:  S22-2

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

2) The master budget includes 3 components-the operating budget, the capital expenditures budget and the financial budget.

Answer:  TRUE

Diff: 1

LO:  22-2

EOC Ref:  S22-2

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

3) The production budget must be prepared before any other component of the operating budget.

Answer:  FALSE

Diff: 1

LO:  22-2

EOC Ref:  S22-2

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

4) The capital expenditure budget stands alone and is not part of either the operating budget or the financial budget.

Answer:  TRUE

Diff: 1

LO:  22-2

EOC Ref:  S22-2

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

5) Which of the following budgets focuses on the income statement and its supporting schedules?

A) Operating budget

B) Cash budget

C) Capital expenditures budget

D) Sales budget

Answer:  A

Diff: 2

LO:  22-2

EOC Ref:  S22-2

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

6) The starting point in the budgeting process is the preparation of the:

A) cash budget.

B) budgeted statement of cash flows.

C) sales budget.

D) budgeted income statement.

Answer:  C

Diff: 1

LO:  22-2

EOC Ref:  S22-2

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

7) In preparing an operating budget, the sales budget is prepared first.  Which of the following is prepared next?

A) Capital expenditures

B) Budgeted income statement

C) Operating expenses

D) Inventory, purchases and cost of goods sold

Answer:  D

Diff: 2

LO:  22-2

EOC Ref:  S22-2

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

8) In preparing an operating budget, the sales budget is prepared first.  Which of the following is the last component of the operating budget?

A) Capital expenditures

B) Budgeted income statement

C) Operating expenses

D) Inventory, purchases and cost of goods sold

Answer:  B

Diff: 2

LO:  22-2

EOC Ref:  S22-2

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

9) In order to prepare a budgeted income statement, several other budgets need to be prepared first.  Which of the following is NOT one of the budgets needed to prepare the budgeted income statement?

A) Capital expenditures

B) Sales

C) Operating expenses

D) Inventory, purchases and cost of goods sold

Answer:  A

Diff: 2

LO:  22-2

EOC Ref:  S22-2

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

10) The financial budget includes all of the following EXCEPT the:

A) budgeted balance sheet.

B) budgeted income statement.

C) cash budget.

D) budgeted statement of cash flows.

Answer:  B

Diff: 2

LO:  22-2

EOC Ref:  S22-2

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

11) Which of the following statements is TRUE about the operating budget?

A) It is a part of the financial budget.

B) It includes the capital expenditures budget.

C) It includes the operating expenses budget.

D) Its final component is the cash budget.

Answer:  C

Diff: 1

LO:  22-2

EOC Ref:  S22-2

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

12) Which of the following statements is TRUE about the capital expenditures budget?

A) It is a part of the financial budget.

B) It must be completed before the budgeted income statement is prepared.

C) It includes the sales budget.

D) It must be completed before the cash budget can be prepared.

Answer:  D

Diff: 1

LO:  22-2

EOC Ref:  S22-2

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

13) Which of the following statements is TRUE about the financial budget?

A) It includes the capital expenditures budget.

B) It must be completed before the budgeted income statement is prepared.

C) It includes the sales budget.

D) It includes the cash budget and the budgeted balance sheet.

Answer:  D

Diff: 1

LO:  22-2

EOC Ref:  S22-2

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

Learning Objective 22-3 

1) Budgeted operating expenses for the current year include the expiration of insurance that was paid for in a previous period.

Answer:  TRUE

Diff: 1

LO:  22-3

EOC Ref:  P22-22A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

2) A department store has budgeted cost of sales of $36,000 for its men's suits in March.  Management also wants to have $15,000 of men's suits in inventory at the end of March to prepare for the summer season.  Beginning inventory of men's suits for March is expected to be $9,000.  What dollar amount of men's suits should be purchased in March?

A) $42,000

B) $45,000

C) $51,000

D) $60,000

Answer:  A

Explanation:  A) Calculations: $36,000 + $15,000 - $9,000 = $42,000

Diff: 2

LO:  22-3

EOC Ref:  E22-14

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

3) Lan Corporation had beginning inventory of $42,000 and expects cost of sales of $96,000 units during the month. Desired ending inventory is $31,000. How much inventory should Lan Corporation purchase?

A) $65,000

B) $73,000

C) $85,000

D) $107,000

Answer:  C

Explanation:  C) Calculations: $96,000 + $31,000 - $42,000 = $85,000

Diff: 2

LO:  22-3

EOC Ref:  E22-14

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

4) Liu Electronics budgeted sales of $400,000 for the month of November; cost of goods sold is equal to 65% of sales. Beginning inventory for November was $80,000 and ending inventory for November should be $72,000. How much are the budgeted purchases for November?

A) $252,000

B) $254,800

C) $264,800

D) $265,200

Answer:  A

Explanation:  A) Calculations: ($400,000 × 65%) + $72,000 - $80,000 = $252,000

Diff: 2

LO:  22-3

EOC Ref:  E22-14

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

5) Norton Company prepared the following sales budget:

	Month
	Budgeted Sales

	March
	$200,000

	April
	$180,000

	May
	$220,000

	June
	$260,000


Cost of goods sold is budgeted at 60% of sales, and the inventory at the end of February was $36,000. Desired inventory levels at the end of each month are 30% of the next month's cost of goods sold. What is the desired beginning inventory on June 1?

A) $36,000

B) $39,600

C) $43,200

D) $46,800

Answer:  D

Explanation:  D) Calculations:


$260,000 × 60% = $156,000


$156,000 × 30% = $46,800

Diff: 3

LO:  22-3

EOC Ref:  P22-22A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

6) Norton Company prepared the following sales budget:

	Month
	Budgeted Sales

	March
	$200,000

	April
	$180,000

	May
	$220,000

	June
	$260,000


Cost of goods sold is budgeted at 60% of sales, and the inventory at the end of February was $36,000. Desired inventory levels at the end of each month are 30% of the next month's cost of goods sold.  How much are the budgeted purchases for the month of March?

A) $214,400

B) $123,900

C) $134,400

D) $99,700

Answer:  C

Explanation:  C) Calculations:

	
	March
	April
	May
	Jun

	Sales
	200,000 
	280,000 
	220,000 
	260,000 

	COGS
	120,000 
	168,000 
	132,000 
	156,000 

	
	
	
	
	

	COGS
	120,000 
	168,000 
	132,000 
	156,000 

	 + End inventory
	50,400 
	39,600 
	46,800 
	

	 - Begin inventory
	(36,000)
	(50,400)
	(39,600)
	

	 Purchases
	134,400 
	157,200 
	139,200 
	


Diff: 2

LO:  22-3

EOC Ref:  P22-22A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

7) Norton Company prepared the following sales budget:

	Month
	Budgeted Sales

	March
	$200,000

	April
	$180,000

	May
	$220,000

	June
	$260,000


Cost of goods sold is budgeted at 60% of sales, and the inventory at the end of February was $36,000. Desired inventory levels at the end of each month are 30% of the next month's cost of goods sold.  How much are the budgeted purchases for the month of April?

A) $157,200

B) $123,900

C) $134,400

D) $99,700

Answer:  A

Explanation:  A) Calculations:

	
	March
	April
	May
	Jun

	Sales
	200,000 
	280,000 
	220,000 
	260,000 

	COGS
	120,000 
	168,000 
	132,000 
	156,000 

	
	
	
	
	

	COGS
	120,000 
	168,000 
	132,000 
	156,000 

	 + End inventory
	50,400 
	39,600 
	46,800 
	

	 - Begin inventory
	(36,000)
	(50,400)
	(39,600)
	

	 Purchases
	134,400 
	157,200 
	139,200 
	


Diff: 3

LO:  22-3

EOC Ref:  P22-22A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

8) Norton Company prepared the following sales budget:

	Month
	Budgeted Sales

	March
	$200,000

	April
	$280,000

	May
	$220,000

	June
	$260,000


Cost of goods sold is budgeted at 60% of sales, and the inventory at the end of February was $36,000. Desired inventory levels at the end of each month are 30% of the next month's cost of goods sold.  How much are the budgeted purchases for the month of May?

A) $139,200

B) $123,900

C) $108,200

D) $90,700

Answer:  A

Explanation:  A) Calculations:

	
	March
	April
	May
	Jun

	Sales
	200,000 
	280,000 
	220,000 
	260,000 

	COGS
	120,000 
	168,000 
	132,000 
	156,000 

	
	
	
	
	

	COGS
	120,000 
	168,000 
	132,000 
	156,000 

	 + End inventory
	50,400 
	39,600 
	46,800 
	

	 - Begin inventory
	(36,000)
	(50,400)
	(39,600)
	

	 Purchases
	134,400 
	157,200 
	139,200 
	


Diff: 3

LO:  22-3

EOC Ref:  P22-22A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

9) Which of the following describes the sales budget?

A) It aids in planning to ensure the company has adequate inventory on hand.

B) It captures the variable and fixed expenses of the business.

C) It depicts the breakdown of sales based on terms of collection.

D) It helps in planning to ensure the business has adequate cash.

Answer:  C

Diff: 1

LO:  22-3

EOC Ref:  P22-22A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

10) Which of the following describes the inventory, purchases, and cost of goods sold budget?

A) It aids in planning to ensure the company has adequate inventory on hand.

B) It captures the variable and fixed expenses of the business.

C) It depicts the breakdown of sales based on terms of collection.

D) It helps in planning to ensure the business has adequate cash.

Answer:  A

Diff: 1

LO:  22-3

EOC Ref:  P22-22A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

11) Which of the following describes the operating expenses budget?

A) It aids in planning to ensure the company has adequate inventory on hand.

B) It captures the variable and fixed expenses of the business.

C) It depicts the breakdown of sales based on terms of collection.

D) It helps in planning to ensure the business has adequate cash.

Answer:  B

Diff: 1

LO:  22-3

EOC Ref:  P22-22A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

12) Which of the following describes the cash budget?

A) It aids in planning to ensure the company has adequate inventory on hand.

B) It captures the variable and fixed expenses of the business.

C) It depicts the breakdown of sales based on terms of collection.

D) It helps in planning to ensure the business has adequate cash.

Answer:  D

Diff: 1

LO:  22-3

EOC Ref:  P22-22A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

13) Argyle Company forecasts sales of $50,000 in January, $60,000 in February, $70,000 in March, and $75,000 in April.  The inventory balance at January 1 is $12,000.   Cost of goods sold is budgeted at 40% of sales revenue.  Argyle wishes to have inventory levels at the end of each month equal to 60% of the cost of goods sold for the following month, plus a "safety cushion" of $1,000.  How much should be budgeted for inventory purchases in January?

A) $21,000

B) $22,100

C) $26,400

D) $23,400

Answer:  D

Explanation:  D) Calculations:


$50,000 × 40% = $20,000


$60,000 × 40% = $24,000


($24,000 × 60%) + $1,000 = $15,400


$20,000 + $15,400 - $12,000 = $23,400

Diff: 2

LO:  22-3

EOC Ref:  E22-14

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

14) Argyle Company forecasts sales of $50,000 in January, $60,000 in February, $70,000 in March, and $75,000 in April.  The inventory balance at January 1 is $12,000.   Cost of goods sold is budgeted at 40% of sales revenue.  Argyle wishes to have inventory levels at the end of each month equal to 60% of cost of goods sold for the following month, plus a "safety cushion" of $1,000.  How much should be budgeted for inventory purchases in February?

A) $21,000

B) $22,100

C) $26,400

D) $23,400

Answer:  C

Explanation:  C) Calculations:
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Diff: 3

LO:  22-3

EOC Ref:  E22-14

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

15) Argyle Company forecasts Sales of $50,000 in January, $60,000 in February, $70,000 in March, and $75,000 in April.  The inventory balance at January 1 is $12,000.   Cost of goods sold is budgeted at 40% of sales revenue.  Argyle wishes to have inventory levels at the end of each month equal to 60% of the cost of goods sold for the following month, plus a "safety cushion" of $1,000.  How much should be budgeted for inventory purchases in March?

A) $21,000

B) $22,100

C) $29,200

D) $23,400

Answer:  C

Explanation:  C) Calculations: 
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Diff: 3

LO:  22-3

EOC Ref:  E22-14

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

16) Argyle Company is preparing the operating budget for the first quarter of 2012. They forecast sales of $50,000 in January, $60,000 in February, and $70,000 in March.  Variable and fixed expenses are as follows:


Variable:
Power cost (40% of Sales)



Miscellaneous expenses (5% of Sales)


Fixed:
Salary expense:  $8,000 per month



Rent expense:     $5,000 per month



Depreciation expense:  $1,200 per month



Power cost/fixed portion: $800 per month



Miscellaneous expenses/fixed portion:  $1,000 per month

How much is the total operating expense for January?

A) $38,500

B) $47,500

C) $41,700

D) $43,000

Answer:  A

Explanation:  A) Calculations: 
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Diff: 1

LO:  22-3

EOC Ref:  E22-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

17) Argyle Company is preparing the operating budget for the first quarter of 2012. They forecast sales of $50,000 in January, $60,000 in February, and $70,000 in March.  Variable and fixed expenses are as follows:


Variable:
Power cost (40% of Sales)



Miscellaneous expenses (5% of Sales)


Fixed:
Salary expense:  $8,000 per month



Rent expense:     $5,000 per month



Depreciation expense:  $1,200 per month



Power cost/fixed portion: $800 per month



Miscellaneous expenses/fixed portion:  $1,000 per month

How much is the total operating expense for February?

A) $38,500

B) $47,500

C) $41,700

D) $43,000

Answer:  D

Explanation:  D) Calculations:
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Diff: 1

LO:  22-3

EOC Ref:  E22-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

18) Argyle Company is preparing the operating budget for the first quarter of 2012. They forecast sales of $50,000 in January, $60,000 in February, and $70,000 in March.  Variable and fixed expenses are as follows:


Variable:
Power cost (40% of Sales)



Miscellaneous expenses (5% of Sales)


Fixed:
Salary expense:  $8,000 per month



Rent expense:     $5,000 per month



Depreciation expense:  $1,200 per month



Power cost/fixed portion: $800 per month



Miscellaneous expenses/fixed portion:  $1,000 per month

How much is the total operating expense for March?

A) $38,500

B) $47,500

C) $41,700

D) $43,000

Answer:  B

Explanation:  B) Calculations: 
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Diff: 1

LO:  22-3

EOC Ref:  E22-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

19) Bartholomew Manufacturing Company is preparing the operating budget for the first quarter of 2012. They forecast sales of $50,000 in January, $60,000 in February, and $70,000 in March.  Cost of goods sold is budgeted at 40% of Sales. Variable and fixed expenses are as follows:


Variable:
Miscellaneous expenses : 20% of Sales


Fixed:
Salary expense:  $11,000 per month



Rent expense:     $5,000 per month



Depreciation expense:  $1,200 per month



Miscellaneous expenses/fixed portion:  $3,300 per month

How much is the operating net income/(loss) for January?

A) $3,500

B) $1,450

C) ( $500)

D) $7,500

Answer:  C

Explanation:  C) Calculations: 
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Diff: 2

LO:  22-3

EOC Ref:  P22-22A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

20) Bartholomew Manufacturing Company is preparing the operating budget for the first quarter of 2012. They forecast sales of $50,000 in January, $60,000 in February, and $70,000 in March.  Cost of goods sold is budgeted at 40% of Sales. Variable and fixed expenses are as follows:


Variable:
Miscellaneous expenses : 20% of Sales


Fixed:
Salary expense:  $11,000 per month



Rent expense:     $5,000 per month



Depreciation expense:  $1,200 per month



Miscellaneous expenses/fixed portion:  $3,300 per month

How much is the operating net income/(loss) for February?

A) $3,500

B) $1,450

C) ($500)

D) $7,500

Answer:  A

Explanation:  A) Calculations::
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Diff: 2

LO:  22-3

EOC Ref:  P22-22A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

21) Bartholomew Manufacturing Company is preparing the operating budget for the first quarter of 2012. They forecast sales of $50,000 in January, $60,000 in February, and $70,000 in March.  Cost of goods sold is budgeted at 40% of Sales. Variable and fixed expenses are as follows:


Variable:
Miscellaneous expenses : 20% of Sales


Fixed:
Salary expense:  $11,000 per month



Rent expense:     $5,000 per month



Depreciation expense:  $1,200 per month



Miscellaneous expenses/fixed portion:  $3,300 per month

How much is the operating net income/(loss) for March?

A) $3,500

B) $1,450

C) ($500)

D) $7,500

Answer:  D

Explanation:  D) Calculations: 
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Diff: 2

LO:  22-3

EOC Ref:  P22-22A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

22) Caskill Company forecasts $40,000 of sales in January, $38,000 in February, $30,000 in March, and $32,000 in April.  Cost of goods sold is budgeted at 75% of sales.  Caskill should have inventory on hand at the end of each month equal to $5,000 plus 20% of the following month's cost of goods sold.  How much are budgeted purchases for January?

A) $22,800

B) $27,300

C) $29,700

D) $24,900

Answer:  C

Explanation:  C) Calculations:
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Diff: 2

LO:  22-3

EOC Ref:  P22-22A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

23) Caskill Company forecasts $40,000 of sales in January, $38,000 in February, $30,000 in March, and $32,000 in April.  Cost of goods sold is budgeted at 75% of sales.  Caskill should have inventory on hand at the end of each month equal to $5,000 plus 20% of the following month's cost of goods sold.

How much are budgeted purchases for February?

A) $22,800

B) $27,300

C) $29,700

D) $24,900

Answer:  B

Explanation:  B) Calculations:
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Diff: 2

LO:  22-3

EOC Ref:  P22-22A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

24) Caskill Company forecasts $40,000 of sales in January, $38,000 in February, $30,000 in March, and $32,000 in April.  Cost of goods sold is budgeted at 75% of sales.  Caskill should have inventory on hand at the end of each month equal to $5,000 plus 20% of the following month's cost of goods sold.     

How much are budgeted purchases for March?

A) $22,800

B) $27,300

C) $29,700

D) $24,900

Answer:  A

Explanation:  A) Calculations:
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Diff: 2

LO:  22-3

EOC Ref:  P22-22A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

25) Dahl Manufacturing is making its operating budget for the 4th quarter of 2012.  Sales are forecast at $60,000 in October, $65,000 in November, and $70,000 in December.  Cost of goods sold it 40% of sales.  Expenses are budgeted as follows:


Variable:
Miscellaneous:
5% of sales


Fixed:
Salary expense:  
$12,600 per month



Rent expense:
$5,200 per month



Depreciation expense:
$4,000 per month



Admin expense:
$5,000 per month

How much are the total operating expenses in October?

A) $29,800

B) $30,300

C) $30,050

D) $29,990

Answer:  A

Explanation:  A) Calculations: 
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Diff: 1

LO:  22-3

EOC Ref:  P22-22A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

26) Dahl Manufacturing is making its operating budget for the 4th quarter of 2012.  Sales are forecast at $60,000 in October, $65,000 in November, and $70,000 in December.  Cost of goods sold it 40% of sales.  Expenses are budgeted as follows:


Variable:
Miscellaneous:
5% of sales


Fixed:
Salary expense:  
$12,600 per month



Rent expense:
$5,200 per month



Depreciation expense:
$4,000 per month



Admin expense:
$5,000 per month

How much are the total operating expenses in November?

A) $29,800

B) $30,300

C) $30,050

D) $29,990

Answer:  C

Explanation:  C) Calculations:
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Diff: 1

LO:  22-3

EOC Ref:  P22-22A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

27) Dahl Manufacturing is making its operating budget for the 4th quarter of 2012.  Sales are forecast at $60,000 in October, $65,000 in November, and $70,000 in December.  Cost of goods sold it 40% of sales.  Expenses are budgeted as follows:


Variable:
Miscellaneous:

5% of sales


Fixed:
Salary expense:  
$12,600 per month



Rent expense:

$5,200 per month



Depreciation expense:
$4,000 per month



Admin expense:

$5,000 per month

How much are the total operating expenses in December?

A) $29,800

B) $30,300

C) $30,050

D) $29,990

Answer:  B

Explanation:  B) Calculations:
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Diff: 1

LO:  22-3

EOC Ref:  P22-22A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

28) Dahl Manufacturing is making its operating budget for the 4th quarter of 2012.  Sales are forecast at $60,000 in October, $65,000 in November, and $70,000 in December.  Cost of goods sold it 40% of sales.  Expenses are budgeted as follows:


Variable:
Miscellaneous:
5% of sales


Fixed:
Salary expense:  
$12,600 per month



Rent expense:
$5,200 per month



Depreciation expense:
$4,000 per month



Admin expense:
$5,000 per month

How much is the net operating income/(loss) in October?

A) $6,200

B) $11,700

C) $7,480

D) $8,950

Answer:  A

Explanation:  A) Calculations:
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Diff: 1

LO:  22-3

EOC Ref:  P22-22A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

29) Dahl Manufacturing is making its operating budget for the 4th quarter of 2012.  Sales are forecast at $60,000 in October, $65,000 in November, and $70,000 in December.  Cost of goods sold it 40% of sales.  Expenses are budgeted as follows:


Variable:
Miscellaneous:
5% of sales


Fixed:
Salary expense:  
$12,600 per month



Rent expense:
$5,200 per month



Depreciation expense:
$4,000 per month



Admin expense:
$5,000 per month

How much is the net operating income/(loss) in November?

A) $6,200

B) $11,700

C) $7,480

D) $8,950

Answer:  D

Explanation:  D) Calculations:
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Diff: 1

LO:  22-3

EOC Ref:  P22-22A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

30) Dahl Manufacturing is making its operating budget for the 4th quarter of 2012.  Sales are forecast at $60,000 in October, $65,000 in November, and $70,000 in December.  Cost of goods sold it 40% of sales.  Expenses are budgeted as follows:


Variable:
Miscellaneous:
5% of sales


Fixed:
Salary expense:  
$12,600 per month



Rent expense:
$5,200 per month



Depreciation expense:
$4,000 per month



Admin expense:
$5,000 per month

How much is the net operating income/(loss) in December?

A) $6,200

B) $11,700

C) $7,480

D) $8,950

Answer:  B

Explanation:  B) Calculations:
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Diff: 1

LO:  22-3

EOC Ref:  P22-22A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

31) Hi-value Products Company is creating an operating budget for the 3rd quarter and will begin with a sales budget.  Budgeted sales are $100,000 in July, $120,000 in August, and $160,000 in September.  75% of sales are cash and 25% of sales are on account.  Please use the following format and prepare a sales budget.

	Sales Budget
	Jul
	Aug
	Sep

	Cash sales: 75%
	
	
	

	Credit sales: 25%
	
	
	

	Total sales
	
	
	


Answer:  

	Sales Budget
	Jul
	Aug
	Sep

	Cash sales: 75%
	$75,000 
	$90,000 
	$120,000 

	Credit sales: 25%
	25,000 
	30,000 
	40,000 

	Total sales
	$100,000 
	$120,000 
	$160,000 


Explanation:  This question is not available in MyAccountingLab.

Diff: 1

LO:  22-3

EOC Ref:  S22-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

32) Hi-value Products Company is creating an operating budget for the 3rd quarter.  Budgeted sales are $100,000 in July, $120,000 in August, $160,000 in September, and $200,000 in October.  Cost of goods sold is 60% of sales.  The desired ending inventory is 50% of the Cost of goods sold for the following month, plus a "safety cushion" of $2,000.

The inventory balance at the end of June was $50,000.  Using the format below, please prepare a budget for Inventory, Purchases and Cost of goods sold.

	Inventory, Purchases and C.O.G.S. Budget
	Jul
	Aug
	Sep

	Cost of goods sold (a)
	
	
	

	Desired ending inventory(b)
	
	
	

	Total inventory required
	
	
	

	less Beginning inventory
	
	
	

	Purchases
	
	
	


(a) COGS = 60% of sales

(b) $2,000 + 50% of COGS for next month

	Answer:  Inventory, Purchases and C.O.G.S. Budget
	Jul
	Aug
	Sep

	Cost of goods sold 
	$60,000 
	$72,000 
	$96,000 

	Desired ending inventory
	38,000 
	50,000 
	62,000 

	Total inventory required
	98,000 
	122,000 
	158,000 

	less Beginning inventory
	(50,000)
	(38,000)
	(50,000)

	Purchases
	$48,000 
	$84,000 
	$108,000 


Explanation:  This question is not available in MyAccountingLab.

Diff: 2

LO:  22-3

EOC Ref:  E22-14

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

33) Hi-value Products Company is creating an operating budget for the 3rd quarter, and is now preparing the operating expense budget.  Assumptions for operating expenses are as follows:


Miscellaneous expense — variable portion:  10% of sales revenue


Miscellaneous expense — fixed portion: $4,200 per month


Salary expense — fixed: $12,000 per month


Rent expense — fixed:  $8,000 per month


Depreciation expense — fixed: $5,600 per month

Sales for July, August and September were budgeted at $100.000, $120,000, and $160,000.

Using the format below, please prepare an operating expense budget.

	Operating Expenses Budget
	Jul
	Aug
	Sep

	Variable operating expenses:
	
	
	

	  Misc. expense (10% of sales)
	
	
	

	     Total variable expenses
	
	
	

	Fixed operating expenses:
	
	
	

	  Salary expense
	
	
	

	  Rent expense
	
	
	

	  Depreciation expense
	
	
	

	  Misc. expense (fixed portion)
	
	
	

	     Total fixed expenses
	
	
	

	Total operating expenses
	
	
	


Answer:  

	Operating Expenses Budget
	Jul
	Aug
	Sep

	Variable operating expenses:
	
	
	

	  Misc. expense (10% of sales)
	$10,000 
	$12,000 
	$16,000 

	     Total variable expenses
	10,000 
	12,000 
	16,000 

	Fixed operating expenses:
	
	
	

	  Salary expense
	12,000 
	12,000 
	12,000 

	  Rent expense
	8,000 
	8,000 
	8,000 

	  Depreciation expense
	5,600 
	5,600 
	5,600 

	  Misc. expense (fixed portion)
	4,200 
	4,200 
	4,200 

	     Total fixed expenses
	29,800 
	29,800 
	29,800 

	Total operating expenses
	$39,800 
	$41,800 
	$45,800 


Explanation:  This question is not available in MyAccountingLab.

Diff: 2

LO:  22-3

EOC Ref:  E22-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

34) Hi-value Products Company is creating an operating budget for the 3rd quarter. Please review the following budgets:

	Sales Budget
	Jul
	Aug
	Sep

	Cash sales: 75%
	$75,000 
	$90,000 
	$120,000 

	Credit sales: 25%
	25,000 
	30,000 
	40,000 

	Total sales
	$100,000 
	$120,000 
	$160,000 

	
	
	
	

	Inventory, Purchases and COGS. Budget
	Jul
	Aug
	Sep

	Cost of goods sold 
	$60,000 
	$72,000 
	$96,000 

	Desired ending inventory
	38,000 
	50,000 
	62,000 

	Total inventory required
	98,000 
	122,000 
	158,000 

	less Beginning inventory
	(50,000)
	(38,000)
	(50,000)

	Purchases
	$48,000 
	$84,000 
	$108,000 


	Operating Expenses Budget
	Jul
	Aug
	Sep

	Variable operating expenses:
	
	
	

	  Misc. expense (10% of sales)
	$10,000 
	$12,000 
	$16,000 

	     Total variable expenses
	10,000 
	12,000 
	16,000 

	Fixed operating expenses:
	
	
	

	  Salary expense
	12,000 
	12,000 
	12,000 

	  Rent expense
	8,000 
	8,000 
	8,000 

	  Depreciation expense
	5,600 
	5,600 
	5,600 

	  Misc. expense (fixed portion)
	4,200 
	4,200 
	4,200 

	     Total fixed expenses
	29,800 
	29,800 
	29,800 

	Total operating expenses
	$39,800 
	$41,800 
	$45,800 


Using the format below, please prepare a budgeted income statement.

	Budgeted Income Statement
	Jul
	Aug
	Sep

	Sales revenue
	
	
	

	Cost of goods sold
	
	
	

	Gross profit
	
	
	

	Variable operating expenses:
	
	
	

	   Misc. expense
	
	
	

	    Total variable expenses
	
	
	

	        Contribution margin
	
	
	

	Fixed operating expenses
	
	
	

	  Salary expense
	
	
	

	  Rent expense
	
	
	

	  Depreciation expense
	
	
	

	  Misc. expense (fixed portion)
	
	
	

	    Total fixed expenses
	
	
	

	Operating income/(loss)
	
	
	

	  Interest expense
	
	
	

	  Net income/(loss)
	
	
	


Answer:   

	Budgeted Income Statement
	Jul
	Aug
	Sep

	Sales revenue
	$100,000 
	$120,000 
	$160,000 

	Cost of goods sold
	60,000 
	72,000 
	96,000 

	Gross profit
	40,000 
	48,000 
	64,000 

	Variable operating expenses:
	
	
	

	   Misc. expense
	10,000 
	12,000 
	16,000 

	    Total variable expenses
	10,000 
	12,000 
	16,000 

	        Contribution margin
	30,000 
	36,000 
	48,000 

	Fixed operating expenses
	
	
	

	  Salary expense
	12,000 
	12,000 
	12,000 

	  Rent expense
	8,000 
	8,000 
	8,000 

	  Depreciation expense
	5,600 
	5,600 
	5,600 

	  Misc. expense (fixed portion)
	4,200 
	4,200 
	4,200 

	    Total fixed expenses
	29,800 
	29,800 
	29,800 

	Operating income/(loss)
	200 
	6,200 
	18,200 

	  Interest expense
	
	
	

	  Net income/(loss)
	$200 
	$6,200 
	18,200 


Explanation:  This question is not available in MyAccountingLab.

Diff: 2

LO:  22-3

EOC Ref:  P22-22A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

Learning Objective 22-4 

1) The budgeted cash collections for the current month typically take into consideration collections pertaining to credit sales of prior months.

Answer:  TRUE

Diff: 1

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

2) The cash budget can be prepared before the sales budget.

Answer:  FALSE

Diff: 1

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

3) The cash budget may be used to determine whether a company will need additional financing for the coming period.

Answer:  TRUE

Diff: 1

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

4) The budgeted "Cash payments for purchases" must be completed before the "Inventory, Purchases and Cost of goods sold budget" can be prepared.

Answer:  FALSE

Diff: 1

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

5) Della Company prepared the following purchases budget:

	Month
	Budgeted Purchases

	June
	$67,000

	July
	$72,500

	August
	$76,300

	September
	$73,700

	October
	$69,200


All purchases are paid for as follows: 10% in the month of purchase, 50% in the following month, and 40% two months after purchase.

What are the total cash payments made in August for purchases?

A) $72,630

B) $70,680

C) $70,520

D) $63,500

Answer:  B

Explanation:  B) Calculations: ($76,300 × 10%) + ($72,500 × 50%) + ($67,000 × 40%) = $70,680

Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

6) Della Company prepared the following purchases budget:

	Month
	Budgeted Purchases

	June
	$67,000

	July
	$72,500

	August
	$76,300

	September
	$73,700

	October
	$69,200


All purchases are paid for as follows: 10% in the month of purchase, 50% in the following month, and 40% two months after purchase.

What are the total cash payments made in October for purchases?

A) $77,680

B) $79,480

C) $69,330

D) $74,290

Answer:  D

Explanation:  D) Calculations: ($69,200 × 10%) + ($73,700 × 50%) + ($76,300 × 40%) = $74,290

Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

7) Fast Foods has budgeted sales for June and July at $520,000 and $480,000, respectively.  Sales are 80% credit, of which 50% is collected in the month of sale and 50% is collected in the following month.  What is the accounts receivable balance on July 31?

A) $192,000

B) $240,000

C) $384,000

D) $400,000

Answer:  A

Explanation:  A) Calculations: ($480,000 × 80%) × 50% = $192,000

Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

8) Walnut Company's budgeted inventory purchases are as follows:


October: $300,000


November: $350,000


December: $390,000

Walnut pays for 20% of their purchases during the month of purchase, 70% during the month following the purchase, and the remaining 10% two months after the month of purchase.  What is the budgeted accounts payable balance on December 31st?

A) $312,000

B) $347,000

C) $390,000

D) $425,000

Answer:  B

Explanation:  B) Calculations: ($390,000 × 80%) + ($350,000 × 10%) = $347,000

Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

9) Craig Manufacturing Company's budgeted income statement includes the following data:

	Data extracted from budgeted income statement
	Mar
	Apr
	May
	Jun

	Sales
	$120,000 
	$90,000 
	$95,000 
	$100,000 

	Commission exp. - 15% of sales
	18,000 
	13,500 
	14,250 
	15,000 

	Salary exp
	30,000 
	30,000 
	30,000 
	30,000 

	Miscellaneous expense — 4% of sales
	4,800 
	3,600 
	3,800 
	4,000 

	Rent expense
	3,600 
	3,600 
	3,600 
	3,600 

	Utility expense
	1,900 
	1,900 
	1,900 
	1,900 

	Insurance expense
	2,100 
	2,100 
	2,100 
	2,100 

	Depreciation expense
	4,400 
	4,400 
	4,400 
	4,400 


The budget assumes that 60% of commission expenses are paid in the month they were incurred and the remaining 40% are paid one month later.  In addition, 50% of salary expenses are paid in the month incurred and the remaining 50% are paid one month later.  Miscellaneous expenses, rent expense and utility expenses are assumed to be paid in the same month in which they are incurred.  Insurance was prepaid for the year on January  1.

How much is the total of the budgeted cash payments for operating expenses for the month of April?

A) $54,200

B) $53,250

C) $54,400

D) $53,900

Answer:  C

Explanation:  C) Calculations:

	Budget of Cash Payments for Operating Expenses
	
	Apr
	May
	Jun

	Variable expenses
	
	
	
	

	   40% of last month's commission exp.
	
	$7,200 
	$5,400 
	$5,700 

	   60% of this month's commission exp
	
	8,100 
	8,550 
	9,000 

	   Misc. expenses - 4% of sales
	
	3,600 
	3,800 
	4,000 

	      Total variable op. exp.
	
	$18,900 
	$17,750 
	$18,700 

	Fixed expenses
	
	
	
	

	   50% of last month's salary exp.
	
	$15,000 
	$15,000 
	$15,000 

	   50% of this month's salary exp.
	
	15,000 
	15,000 
	15,000 

	   Rent exp.
	
	3,600 
	3,600 
	3,600 

	   Utility exp.
	
	1,900 
	1,900 
	1,900 

	      Total payments for fixed op. exp.
	
	$35,500 
	$35,500 
	$35,500 

	Total payments for op. exp.
	
	$54,400 
	$53,250 
	$54,200 


Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

10) Craig Manufacturing Company's budgeted income statement includes the following data:

	Data extracted from budgeted income statement
	Mar
	Apr
	May
	Jun

	Sales
	$120,000 
	$90,000 
	$95,000 
	$100,000 

	Commission exp. - 15% of sales
	18,000 
	13,500 
	14,250 
	15,000 

	Salary exp
	30,000 
	30,000 
	30,000 
	30,000 

	Miscellaneous expense — 4% of sales
	4,800 
	3,600 
	3,800 
	4,000 

	Rent expense
	3,600 
	3,600 
	3,600 
	3,600 

	Utility expense
	1,900 
	1,900 
	1,900 
	1,900 

	Insurance expense
	2,100 
	2,100 
	2,100 
	2,100 

	Depreciation expense
	4,400 
	4,400 
	4,400 
	4,400 


The budget assumes that 60% of commission expenses are paid in the month they were incurred and the remaining 40% are paid one month later.  In addition, 50% of salary expenses are paid in the month incurred and the remaining 50% are paid one month later.  Miscellaneous expenses, rent expense and utility expenses are assumed to be paid in the same month in which they are incurred.  Insurance was prepaid for the year on January  1.

How much is the total of the budgeted cash payments for operating expenses for the month of May?

A) $54,200

B) $53,250

C) $54,400

D) $53,900

Answer:  B

Explanation:  B) Calculations:
	Budget of Cash Payments for Operating Expenses
	
	Apr
	May
	Jun

	Variable expenses
	
	
	
	

	   40% of last month's commission exp.
	
	$7,200 
	$5,400 
	$5,700 

	   60% of this month's commission exp
	
	8,100 
	8,550 
	9,000 

	   Misc. expenses - 4% of sales
	
	3,600 
	3,800 
	4,000 

	      Total variable op. exp.
	
	$18,900 
	$17,750 
	$18,700 

	Fixed expenses
	
	
	
	

	   50% of last month's salary exp.
	
	$15,000 
	$15,000 
	$15,000 

	   50% of this month's salary exp.
	
	15,000 
	15,000 
	15,000 

	   Rent exp.
	
	3,600 
	3,600 
	3,600 

	   Utility exp.
	
	1,900 
	1,900 
	1,900 

	      Total payments for fixed op. exp.
	
	$35,500 
	$35,500 
	$35,500 

	Total payments for op. exp.
	
	$54,400 
	$53,250 
	$54,200 


Diff: 3

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

11) Craig Manufacturing Company's budgeted income statement includes the following data:

	Data extracted from budgeted income statement
	Mar
	Apr
	May
	Jun

	Sales
	$120,000 
	$90,000 
	$95,000 
	$100,000 

	Commission exp. - 15% of sales
	18,000 
	13,500 
	14,250 
	15,000 

	Salary exp
	30,000 
	30,000 
	30,000 
	30,000 

	Miscellaneous expense — 4% of sales
	4,800 
	3,600 
	3,800 
	4,000 

	Rent expense
	3,600 
	3,600 
	3,600 
	3,600 

	Utility expense
	1,900 
	1,900 
	1,900 
	1,900 

	Insurance expense
	2,100 
	2,100 
	2,100 
	2,100 

	Depreciation expense
	4,400 
	4,400 
	4,400 
	4,400 


The budget assumes that 60% of commission expenses are paid in the month they were incurred and the remaining 40% are paid one month later.  In addition, 50% of salary expenses are paid in the month incurred and the remaining 50% are paid one month later.  Miscellaneous expenses, rent expense and utility expenses are assumed to be paid in the same month in which they are incurred.  Insurance was prepaid for the year on January  1.

How much is the total of the budgeted cash payments for operating expenses for the month of June?

A) $54,200

B) $53,250

C) $54,400

D) $53,900

Answer:  A

Explanation:  A) Calculations:


	Budget of Cash Payments for Operating Expenses
	
	Apr
	May
	Jun

	Variable expenses
	
	
	
	

	   40% of last month's commission exp.
	
	$7,200 
	$5,400 
	$5,700 

	   60% of this month's commission exp
	
	8,100 
	8,550 
	9,000 

	   Misc. expenses - 4% of sales
	
	3,600 
	3,800 
	4,000 

	      Total variable op. exp.
	
	$18,900 
	$17,750 
	$18,700 

	Fixed expenses
	
	
	
	

	   50% of last month's salary exp.
	
	$15,000 
	$15,000 
	$15,000 

	   50% of this month's salary exp.
	
	15,000 
	15,000 
	15,000 

	   Rent exp.
	
	3,600 
	3,600 
	3,600 

	   Utility exp.
	
	1,900 
	1,900 
	1,900 

	      Total payments for fixed op. exp.
	
	$35,500 
	$35,500 
	$35,500 

	Total payments for op. exp.
	
	$54,400 
	$53,250 
	$54,200 


Diff: 3

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

12) California Products Company has the following data as part of its budget for the 2nd quarter:

	
	Apr
	May
	Jun

	Cash collections
	$30,000 
	$32,000 
	$36,000 

	Cash payments:
	
	
	

	   Purchases of inventory
	4,500 
	4,600 
	3,800 

	   Operating expenses
	7,200 
	7,600 
	8,000 

	   Capital expenditures
	0 
	24,500 
	5,200 


The cash balance at April 1 is forecast to be $8,200.  Assume that there will be no financing transactions or costs during the quarter.  Based on the above information only, what will the cash balance be at April 30?

A) $26,500

B) $40,800

C) $33,900

D) $21,800

Answer:  A

Explanation:  A) Calculations:
	Cash Budget
	Apr
	May
	Jun

	Beginning cash balance
	$8,200 
	$26,500 
	$21,800 

	Cash collections
	30,000 
	32,000 
	36,000 

	Cash available
	38,200 
	58,500 
	57,800 

	Cash payments:
	
	
	

	   Purchases of inventory
	4,500 
	4,600 
	3,800 

	   Operating expenses
	7,200 
	7,600 
	8,000 

	   Capital expenditures
	0 
	24,500 
	5,200 

	Total cash payments
	$11,700 
	$36,700 
	$17,000 

	Ending cash balance
	$26,500 
	$21,800 
	$40,800 


Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

13) California Products Company has the following data as part of its budget for the 2nd quarter:

	
	Apr
	May
	Jun

	Cash collections
	$30,000 
	$32,000 
	$36,000 

	Cash payments:
	
	
	

	   Purchases of inventory
	4,500 
	4,600 
	3,800 

	   Operating expenses
	7,200 
	7,600 
	8,000 

	   Capital expenditures
	0 
	24,500 
	5,200 


The cash balance at April 1 is forecast to be $8,200.  Assume that there will be no financing transactions or costs during the quarter.  Based on the above information only, what will the cash balance be at May 31?

A) $26,500

B) $40,800

C) $33,900

D) $21,800

Answer:  D

Explanation:  D) Calculations:
	Cash Budget
	Apr
	May
	Jun

	Beginning cash balance
	$8,200 
	$26,500 
	$21,800 

	Cash collections
	30,000 
	32,000 
	36,000 

	Cash available
	38,200 
	58,500 
	57,800 

	Cash payments:
	
	
	

	   Purchases of inventory
	4,500 
	4,600 
	3,800 

	   Operating expenses
	7,200 
	7,600 
	8,000 

	   Capital expenditures
	0 
	24,500 
	5,200 

	Total cash payments
	$11,700 
	$36,700 
	$17,000 

	Ending cash balance
	$26,500 
	$21,800 
	$40,800 


Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

14) California Products Company has the following data as part of its budget for the 2nd quarter:

	
	Apr
	May
	Jun

	Cash collections
	$30,000 
	$32,000 
	$36,000 

	Cash payments:
	
	
	

	   Purchases of inventory
	4,500 
	4,600 
	3,800 

	   Operating expenses
	7,200 
	7,600 
	8,000 

	   Capital expenditures
	0 
	24,500 
	5,200 


The cash balance at April 1 is forecast to be $8,200.  Assume that there will be no financing transactions or costs during the quarter.  Based on the above information only, what will the cash balance be at June  30?

A) $26,500

B) $40,800

C) $33,900

D) $21,800

Answer:  B

Explanation:  B) Calculations:

	Cash Budget
	Apr
	May
	Jun

	Beginning cash balance
	$8,200 
	$26,500 
	$21,800 

	Cash collections
	30,000 
	32,000 
	36,000 

	Cash available
	38,200 
	58,500 
	57,800 

	Cash payments:
	
	
	

	   Purchases of inventory
	4,500 
	4,600 
	3,800 

	   Operating expenses
	7,200 
	7,600 
	8,000 

	   Capital expenditures
	0 
	24,500 
	5,200 

	Total cash payments
	$11,700 
	$36,700 
	$17,000 

	Ending cash balance
	$26,500 
	$21,800 
	$40,800 


Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

15) Berkeley Products has a cash balance of $20,000 at April 1, 2011.  They are now preparing the cash budget for the second quarter.  Budgeted cash collections and payments are as follows:

	
	Apr
	May
	Jun

	Cash collections
	$12,000 
	$9,000 
	$10,500 

	Cash payments:
	
	
	

	   Purchases of inventory
	4,600 
	4,200 
	4,000 

	   Operating expenses
	5,000 
	5,200 
	4,800 


There are no budgeted capital expenditures or financing transactions during the quarter.  Based on the above data, what is the projected cash balance at the end of April?

A) $22,000

B) $21,900

C) $23,700

D) $22,400

Answer:  D

Explanation:  D) Calculations:
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Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

16) Berkeley Products has a cash balance of $20,000 at April 1, 2011.  They are now preparing the cash budget for the second quarter.  Budgeted cash collections and payments are as follows:

	
	Apr
	May
	Jun

	Cash collections
	$12,000 
	$9,000 
	$10,500 

	Cash payments:
	
	
	

	   Purchases of inventory
	4,600 
	4,200 
	4,000 

	   Operating expenses
	5,000 
	5,200 
	4,800 


There are no budgeted capital expenditures or financing transactions during the quarter.  Based on the above data, what is the projected cash balance at the end of May?

A) $22,000

B) $21,900

C) $23,700

D) $22,400

Answer:  A

Explanation:  A) Calculations:
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Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

17) Berkeley Products has a cash balance of $20,000 at April 1, 2011.  They are now preparing the cash budget for the second quarter.  Budgeted cash collections and payments are as follows:

	
	Apr
	May
	Jun

	Cash collections
	$12,000 
	$9,000 
	$10,500 

	Cash payments:
	
	
	

	   Purchases of inventory
	4,600 
	4,200 
	4,000 

	   Operating expenses
	5,000 
	5,200 
	4,800 


There are no budgeted capital expenditures or financing transactions during the quarter.  Based on the above data, what is the projected cash balance at the end of June?

A) $22,000

B) $21,900

C) $23,700

D) $22,400

Answer:  C

Explanation:  C) Calculations:
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Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

18) Zygot Biotech Company is budgeting for the 3rd quarter, and provides the following data:

	
	Jul
	Aug
	Sep

	Cash collections
	$50,000 
	$40,000 
	$48,000 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	0 
	19,000 
	0 


The cash balance at June 30 is projected to be $5,600.  There are no financing transactions planned in the 3rd quarter.  What is the projected cash balance at the end of July?

A) $21,000

B) $12,600

C) $18,000

D) $2,600

Answer:  B

Explanation:  B) Calculations:
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Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

19) Zygot Biotech Company is budgeting for the 3rd quarter, and provide the following data:

	
	Jul
	Aug
	Sep

	Cash collections
	$50,000 
	$40,000 
	$48,000 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	0 
	19,000 
	0 


The cash balance at June 30 is projected to be $5,600.  There are no financing transactions planned in the 3rd quarter. What is the projected cash balance at the end of August?

A) $21,000

B) $12,600

C) $18,000

D) $2,600

Answer:  D

Explanation:  D) Calculations:
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Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

20) Zygot Biotech Company is budgeting for the 3rd quarter, and provide the following data:

	
	Jul
	Aug
	Sep

	Cash collections
	$50,000 
	$40,000 
	$48,000 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	0 
	19,000 
	0 


The cash balance at June 30 is projected to be $5,600.  There are no financing transactions planned in the 3rd quarter. What is the projected cash balance at the end of September?

A) $21,000

B) $12,600

C) $18,000

D) $2,600

Answer:  A

Explanation:  A) Calculations:
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Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

21) Felton Manufacturing provides the following data excerpted from its 3rd quarter budget:

	
	Jul
	Aug
	Sep

	Cash collections
	$50,000 
	$40,000 
	$48,000 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	0 
	25,000 
	0 


The cash balance at June 30 is projected to be $4,000.  Based on the above data, how much cash shortfall is the company projected to have at the end of August?

A) $6,500

B) $2,700

C) $5,000

D) $4,770

Answer:  C

Explanation:  C) Calculations:
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Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

22) AAA Company is preparing its 3rd quarter budget and provides the following data:

	
	Jul
	Aug
	Sep

	Cash collections
	$50,000 
	$40,000 
	$48,000 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	13,000 
	25,000 
	0 


Cash balance at June 30 is projected to be $4,000.  The company is required to maintain a minimum cash balance of $5,000 and is authorized to borrow at the end of each month to make up any shortfalls.  It may borrow in increments of $5,000 and pays interest monthly at an annual rate of 5%.  All financing transactions are assumed to take place at the end of the month.  Loan balance should be repaid in increments of $5,000 when there is surplus cash.

How much cash shortfall will the company have at the end of July, before financing?
A) $2,000

B) $6,500

C) $5,000

D) $1,250

Answer:  A

Explanation:  A) Calculations:

	Cash Budget
	Jul

	Beginning cash balance
	$4,000 

	Cash collections
	50,000 

	Cash available
	54,000 

	Cash payments:
	

	   Purchases of inventory
	31,000 

	   Operating expenses
	12,000 

	   Capital expenditures
	13,000 

	Total cash payments
	56,000 

	Ending cash balance before financing
	$(2,000)


Diff: 1

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

23) AAA Company is preparing its 3rd quarter budget and provides the following data:

	
	Jul
	Aug
	Sep

	Cash collections
	$50,000 
	$40,000 
	$48,000 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	13,000 
	25,000 
	0 


Cash balance at June 30 is projected to be $4,000.  The company is required to maintain a minimum cash balance of $5,000 and is authorized to borrow at the end of each month to make up any shortfalls.  It may borrow in increments of $5,000 and pays interest monthly at an annual rate of 5%.  All financing transactions are assumed to take place at the end of the month.  Loan balance should be repaid in increments of $5,000 when there is surplus cash.

How much will the company have to borrow at the end of July?

A) $0

B) $5,000

C) $15,000

D) $10,000

Answer:  D

Explanation:  D) Calculations:

	Cash budget
	Jul
	Aug
	Sep

	Beginning cash balance
	$4,000 
	$8,000 
	$6,958 

	Cash collections
	50,000 
	40,000 
	48,000 

	Cash available
	54,000 
	48,000 
	54,958 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	13,000 
	25,000 
	0 

	Total cash payments
	$56,000 
	$56,000 
	$29,600 

	Ending cash balance before financing
	$(2,000)
	$(8,000)
	$25,358 

	
	
	
	

	Minimum cash balance desired
	(5,000)
	(5,000)
	(5,000)

	Cash excess/(deficiency)
	(7,000)
	(13,000)
	20,358 

	  Financing
	
	
	

	    Borrowing at end of month
	10,000 
	15,000 
	

	    Principal payments at end of month
	
	
	(20,000)

	   Interest expense at 5%
	
	(42)
	(104)

	   Total effects of financing
	10,000 
	14,958 
	(20,104)

	Ending cash balance  
	$8,000 
	$6,958 
	$5,254 


Diff: 1

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

24) AAA Company is preparing its 3rd quarter budget and provides the following data:

	
	Jul
	Aug
	Sep

	Cash collections
	$50,000 
	$40,000 
	$48,000 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	13,000 
	25,000 
	0 


Cash balance at June 30 is projected to be $4,000.  The company is required to maintain a minimum cash balance of $5,000 and is authorized to borrow at the end of each month to make up any shortfalls.  It may borrow in increments of $5,000 and pays interest monthly at an annual rate of 5%.  All financing transactions are assumed to take place at the end of the month.  Loan balance should be repaid in increments of $5,000 when there is surplus cash.

What is the budgeted cash balance at the end of July, after required financing transactions?

A) $0

B) $5,000

C) $3.000

D) $8,000

Answer:  D

Explanation:  D) Calculations:

	Cash budget
	Jul
	Aug
	Sep

	Beginning cash balance
	$4,000 
	$8,000 
	$6,958 

	Cash collections
	50,000 
	40,000 
	48,000 

	Cash available
	54,000 
	48,000 
	54,958 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	13,000 
	25,000 
	0 

	Total cash payments
	$56,000 
	$56,000 
	$29,600 

	Ending cash balance before financing
	$(2,000)
	$(8,000)
	$25,358 

	
	
	
	

	Minimum cash balance desired
	(5,000)
	(5,000)
	(5,000)

	Cash excess/(deficiency)
	(7,000)
	(13,000)
	20,358 

	  Financing
	
	
	

	    Borrowing at end of month
	10,000 
	15,000 
	

	    Principal payments at end of month
	
	
	(20,000)

	   Interest expense at 5%
	
	(42)
	(104)

	   Total effects of financing
	10,000 
	14,958 
	(20,104)

	Ending cash balance  
	$8,000 
	$6,958 
	$5,254 


Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

25) AAA Company is preparing its 3rd quarter budget and provides the following data:

	
	Jul
	Aug
	Sep

	Cash collections
	$50,000 
	$40,000 
	$48,000 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	13,000 
	25,000 
	0 


Cash balance at June 30 is projected to be $4,000.  The company is required to maintain a minimum cash balance of $5,000 and is authorized to borrow at the end of each month to make up any shortfalls.  It may borrow in increments of $5,000 and pays interest monthly at an annual rate of 5%.  All financing transactions are assumed to take place at the end of the month.  Loan balance should be repaid in increments of $5,000 when there is surplus cash.

What is the projected cash shortfall at the end of August, before financing transactions have been taken into consideration?

A) $0

B) $5,000

C) $3.000

D) $8,000

Answer:  D

Explanation:  D) Calculations:

	Cash budget
	Jul
	Aug
	Sep

	Beginning cash balance
	$4,000 
	$8,000 
	$6,958 

	Cash collections
	50,000 
	40,000 
	48,000 

	Cash available
	54,000 
	48,000 
	54,958 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	13,000 
	25,000 
	0 

	Total cash payments
	$56,000 
	$56,000 
	$29,600 

	Ending cash balance before financing
	$(2,000)
	$(8,000)
	$25,358 

	
	
	
	

	Minimum cash balance desired
	(5,000)
	(5,000)
	(5,000)

	Cash excess/(deficiency)
	(7,000)
	(13,000)
	20,358 

	  Financing
	
	
	

	    Borrowing at end of month
	10,000 
	15,000 
	

	    Principal payments at end of month
	
	
	(20,000)

	   Interest expense at 5%
	
	(42)
	(104)

	   Total effects of financing
	10,000 
	14,958 
	(20,104)

	Ending cash balance  
	$8,000 
	$6,958 
	$5,254 


Diff: 3

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

26) AAA Company is preparing its 3rd quarter budget and provides the following data:

	
	Jul
	Aug
	Sep

	Cash collections
	$50,000 
	$40,000 
	$48,000 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	13,000 
	25,000 
	0 


Cash balance at June 30 is projected to be $4,000.  The company is required to maintain a minimum cash balance of $5,000 and is authorized to borrow at the end of each month to make up any shortfalls.  It may borrow in increments of $5,000 and pays interest monthly at an annual rate of 5%.  All financing transactions are assumed to take place at the end of the month.  Loan balance should be repaid in increments of $5,000 when there is surplus cash.

How much will the company have to borrow at the end of August?

A) $0

B) $5,000

C) $10.000

D) $15,000

Answer:  D

Explanation:  D) Calculations: 

	Cash budget
	Jul
	Aug
	Sep

	Beginning cash balance
	$4,000 
	$8,000 
	$6,958 

	Cash collections
	50,000 
	40,000 
	48,000 

	Cash available
	54,000 
	48,000 
	54,958 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	13,000 
	25,000 
	0 

	Total cash payments
	$56,000 
	$56,000 
	$29,600 

	Ending cash balance before financing
	$(2,000)
	$(8,000)
	$25,358 

	
	
	
	

	Minimum cash balance desired
	(5,000)
	(5,000)
	(5,000)

	Cash excess/(deficiency)
	(7,000)
	(13,000)
	20,358 

	  Financing
	
	
	

	    Borrowing at end of month
	10,000 
	15,000 
	

	    Principal payments at end of month
	
	
	(20,000)

	   Interest expense at 5%
	
	(42)
	(104)

	   Total effects of financing
	10,000 
	14,958 
	(20,104)

	Ending cash balance  
	$8,000 
	$6,958 
	$5,254 


Diff: 3

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

27) AAA Company is preparing its 3rd quarter budget and provides the following data:

	
	Jul
	Aug
	Sep

	Cash collections
	$50,000 
	$40,000 
	$48,000 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	13,000 
	25,000 
	0 


Cash balance at June 30 is projected to be $4,000.  The company is required to maintain a minimum cash balance of $5,000 and is authorized to borrow at the end of each month to make up any shortfalls.  It may borrow in increments of $5,000 and pays interest monthly at an annual rate of 5%.  All financing transactions are assumed to take place at the end of the month.  Loan balance should be repaid in increments of $5,000 when there is surplus cash.

What will the final cash balance be at the end of August, after all required financing transactions have been taken into consideration?

A) $6,958

B) $5,254

C) $7,100

D) $4,320

Answer:  A

Explanation:  A) Calculations:
	Cash budget
	Jul
	Aug
	Sep

	Beginning cash balance
	$4,000 
	$8,000 
	$6,958 

	Cash collections
	50,000 
	40,000 
	48,000 

	Cash available
	54,000 
	48,000 
	54,958 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	13,000 
	25,000 
	0 

	Total cash payments
	$56,000 
	$56,000 
	$29,600 

	Ending cash balance before financing
	$(2,000)
	$(8,000)
	$25,358 

	
	
	
	

	Minimum cash balance desired
	(5,000)
	(5,000)
	(5,000)

	Cash excess/(deficiency)
	(7,000)
	(13,000)
	20,358 

	  Financing
	
	
	

	    Borrowing at end of month
	10,000 
	15,000 
	

	    Principal payments at end of month
	
	
	(20,000)

	   Interest expense at 5%
	
	(42)
	(104)

	   Total effects of financing
	10,000 
	14,958 
	(20,104)

	Ending cash balance  
	$8,000 
	$6,958 
	$5,254 

	Calculate int exp
	
	
	

	   Balance during month
	
	10,000 
	25,000 

	   Rate per year
	
	5%
	5%

	   Annualized int exp
	
	500 
	1,250 

	   Int exp for one month
	
	42 
	104 


Diff: 3

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

28) AAA Company is preparing its 3rd quarter budget and provides the following data:

	
	Jul
	Aug
	Sep

	Cash collections
	$50,000 
	$40,000 
	$48,000 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	13,000 
	25,000 
	0 


Cash balance at June 30 is projected to be $4,000.  The company is required to maintain a minimum cash balance of $5,000 and is authorized to borrow at the end of each month to make up any shortfalls.  It may borrow in increments of $5,000 and pays interest monthly at an annual rate of 5%.  All financing transactions are assumed to take place at the end of the month.  Loan balance should be repaid in increments of $5,000 when there is surplus cash.

What amount of principal should the company repay to the bank at the end of September?

A) $5,000

B) $10,000

C) $15,000

D) $20,000

Answer:  D

Explanation:  D) Calculations:
	Cash budget
	Jul
	Aug
	Sep

	Beginning cash balance
	$4,000 
	$8,000 
	$6,958 

	Cash collections
	50,000 
	40,000 
	48,000 

	Cash available
	54,000 
	48,000 
	54,958 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	13,000 
	25,000 
	0 

	Total cash payments
	$56,000 
	$56,000 
	$29,600 

	Ending cash balance before financing
	$(2,000)
	$(8,000)
	$25,358 

	
	
	
	

	Minimum cash balance desired
	(5,000)
	(5,000)
	(5,000)

	Cash excess/(deficiency)
	(7,000)
	(13,000)
	20,358 

	  Financing
	
	
	

	    Borrowing at end of month
	10,000 
	15,000 
	

	    Principal payments at end of month
	
	
	(20,000)

	   Interest expense at 5%
	
	(42)
	(104)

	   Total effects of financing
	10,000 
	14,958 
	(20,104)

	Ending cash balance  
	$8,000 
	$6,958 
	$5,254 

	Calculate int exp
	
	
	

	   Balance during month
	
	10,000 
	25,000 

	   Rate per year
	
	5%
	5%

	   Annualized int exp
	
	500 
	1,250 

	   Int exp for one month
	
	42 
	104 


Diff: 3

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

29) AAA Company is preparing its 3rd quarter budget and provides the following data:

	
	Jul
	Aug
	Sep

	Cash collections
	$50,000 
	$40,000 
	$48,000 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	13,000 
	25,000 
	0 


Cash balance at June 30 is projected to be $4,000.  The company is required to maintain a minimum cash balance of $5,000 and is authorized to borrow at the end of each month to make up any shortfalls.  It may borrow in increments of $5,000 and pays interest monthly at an annual rate of 5%.  All financing transactions are assumed to take place at the end of the month.  Loan balance should be repaid in increments of $5,000 when there is surplus cash.

What is the final projected cash balance at the end of September?

A) $6,000

B) $5,254

C) $6,133

D) $7,200

Answer:  B

Explanation:  B) Calculations:
	Cash budget
	Jul
	Aug
	Sep

	Beginning cash balance
	$4,000 
	$8,000 
	$6,958 

	Cash collections
	50,000 
	40,000 
	48,000 

	Cash available
	54,000 
	48,000 
	54,958 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	13,000 
	25,000 
	0 

	Total cash payments
	$56,000 
	$56,000 
	$29,600 

	Ending cash balance before financing
	$(2,000)
	$(8,000)
	$25,358 

	
	
	
	

	Minimum cash balance desired
	(5,000)
	(5,000)
	(5,000)

	Cash excess/(deficiency)
	(7,000)
	(13,000)
	20,358 

	  Financing
	
	
	

	    Borrowing at end of month
	10,000 
	15,000 
	

	    Principal payments at end of month
	
	
	(20,000)

	   Interest expense at 5%
	
	(42)
	(104)

	   Total effects of financing
	10,000 
	14,958 
	(20,104)

	Ending cash balance  
	$8,000 
	$6,958 
	$5,254 

	Calculate int exp
	
	
	

	   Balance during month
	
	10,000 
	25,000 

	   Rate per year
	
	5%
	5%

	   Annualized int exp
	
	500 
	1,250 

	   Int exp for one month
	
	42 
	104 


Diff: 3

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

30) June sales were $40,000 while projected sales for July and August were $50,000 and $60,000, respectively.  Sales are 40% cash and 60% credit. All credit sales are collected in the month following the sale. What are the expected collections for July?

A) $36,000

B) $44,000

C) $50,000

D) $54,000

Answer:  B

Explanation:  B) Calculations:


$50,000 × 40% = $20,000


$40,000 × 60% = $24,000


$20,000 + $24,000 = $44,000

Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

31) Purchases for May were $100,000, while expected purchases for June and July are $110,000 and $125,000, respectively.  All purchases are paid 25% in the month of purchase and 75% the following month.  At what amount are June payments for purchases budgeted?

A) $102,500

B) $107,500

C) $110,000

D) $121,250

Answer:  A

Explanation:  A) Calculations:


$110,000 × 25% = $27,500


$100,000 × 75% = $75,000


$27,500 + $75,000 = $102,500

Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

32) Hatfield Company has the following budgeted credit sales for the last four months of the year-September, $13,000; October, $19,000; November $20,000; December, $24,000.  Experience has shown that payment for the credit sales is received as follows:  10% in the month of sale, 60% in the first month after sale, 20% in the second month after sale, and 10% uncollectible.  How much cash can Hatfield Company expect to collect in November as a result of credit sales?

A) $11,400

B) $13,400

C) $14,000

D) $16,000

Answer:  D

Explanation:  D) Calculations: $2,000 + ($19,000 × 60%) + ($13,000 × 20%) = $16,000

Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

33) Farmington Enterprises has budgeted sales for the months of September and October at $300,000 and $280,000, respectively.  Monthly sales are 80% credit and 20% cash. Of the credit sales, 50% are collected in the month of sale and 50% are collected in the following month.  What are the October cash collections from customers?

A) $168,000

B) $232,000

C) $288,000

D) $290,000

Answer:  C

Explanation:  C) Calculations:


$280,000 × 20% = $56,000


($280,000 × 80%) × 50%  = $112,000


($300,000 × 80%) × 50% = $120,000


$56,000 + $112,000


+ $120,000 = $288,000

Diff: 3

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

34) Advance Engineering makes payments on its inventory purchases as follows-30% in the month of purchase, 50% in the following month, and 20% in the second month following purchase.  Budgeted inventory purchases for June, July, and August are $50,000, $43,000 and $56,000, respectively.  At what amount are cash payments for inventory in August budgeted?

A) $40,500

B) $48,300

C) $51,900

D) $56,000

Answer:  B

Explanation:  B) Calculations:


$56,000 × 30% = $16,800


$43,000 × 50% = $21,500


$50,000 × 20% = $10,000


$16,800 + $21,500 + $10,000 = $48,300

Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

35) Caribbean Tool and Die Company's forecasted sales for April, May, June and July are $150,000, $225,000, $180,000, and $210,000, respectively.  Sales are 50% cash and 50% credit with all accounts receivables collected in the month following the sale.

What are the cash collections budgeted for June?

A) $112,500

B) $180,000

C) $202,500

D) $220,000

Answer:  C

Explanation:  C) Calculations:


$180,000 × 50% = $90,000


$225,000 × 50% = $112,500


$90,000 + $112,500 = $202,500

Diff: 1

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

36) A company has prepared the operational budget and the cash budget and is now preparing the budgeted balance
sheet.  To provide the balance for the Cash account, which document should be used?

A) Inventory, purchases and cost of goods sold budget

B) Budgeted income statement

C) Cash budget

D) Sales budget

Answer:  C

Diff: 1

LO:  22-4

EOC Ref:  P22-24A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

37) A company has prepared the operational budget and the cash budget and is now preparing the budgeted balance sheet.  To provide the balance for Accounts receivable, which document should be used?

A) Inventory, purchases and cost of goods sold budget

B) Sales budget plus budgeted cash collections

C) Cash budget

D) Operating expenses budget

Answer:  B

Diff: 1

LO:  22-4

EOC Ref:  P22-24A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

38) A company has prepared the operational budget and the cash budget and is now preparing the budgeted balance sheet.  To provide the balance for Inventory, which document should be used?

A) Inventory, purchases and cost of goods sold budget

B) Budgeted cash collections

C) Cash budget

D) Operating expenses budget

Answer:  A

Diff: 1

LO:  22-4

EOC Ref:  P22-24A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

39) A company has prepared the operational budget and the cash budget and is now preparing the budgeted balance sheet.  To provide the balance for Accounts payable, which document should be used?

A) Inventory, purchases and cost of goods sold budget

B) Budgeted cash payments for purchases

C) Cash budget

D) Operating expenses budget

Answer:  B

Diff: 1

LO:  22-4

EOC Ref:  P22-24A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

40) A company has prepared the operational budget and the cash budget and is now preparing the budgeted balance sheet.  To provide the balance for Retained earnings, which document should be used?

A) Inventory, purchases and cost of goods sold budget

B) Budgeted cash payments for purchases

C) Cash budget

D) Budgeted income statement

Answer:  D

Diff: 1

LO:  22-4

EOC Ref:  P22-24A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

41) At June 30, 2012, Alpha Company's cash balance is $4,000.  Alpha is now preparing their cash budget for the third quarter of 2012.  The following data is provided:

	Cash budget
	Jul
	Aug
	Sep

	Beginning cash balance
	$4,000 
	$8,000 
	$6,958 

	Cash collections
	50,000 
	40,000 
	48,000 

	Cash available
	54,000 
	48,000 
	54,958 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	13,000 
	25,000 
	0 

	Total cash payments
	$56,000 
	$56,000 
	$29,600 

	Ending cash balance before financing
	$(2,000)
	$(8,000)
	$25,358 

	
	
	
	

	Minimum cash balance desired
	(5,000)
	(5,000)
	(5,000)

	Cash excess/(deficiency)
	(7,000)
	(13,000)
	20,358 

	  Financing
	
	
	

	    Borrowing at end of month
	10,000 
	15,000 
	

	    Principal payments at end of month
	
	
	(20,000)

	   Interest expense at 5%
	
	(42)
	(104)

	   Total effects of financing
	10,000 
	14,958 
	(20,104)

	Ending cash balance  
	$8,000 
	$6,958 
	$5,254 


For the budgeted balance sheet at September 30, 2012, what amount of Cash should be shown?

A) $6,958

B) $8,000

C) $5,254

D) $4,297

Answer:  C

Diff: 1

LO:  22-4

EOC Ref:  P22-24A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

42) Beta Company is now preparing their budget for the 2nd quarter.  The following data is provided:

	Sales Budget
	Apr
	May
	Jun

	Cash sales 
	$32,000 
	$36,000 
	$42,000 

	Credit sales
	40,000 
	50,000 
	54,000 

	Total sales
	$72,000 
	$86,000 
	$96,000 

	
	
	
	

	Budgeted Cash Collections
	Apr
	May
	Jun

	Cash sales collected in month of sale
	$32,000 
	$36,000 
	$42,000 

	Credit sales -20% collected in current month
	8,000 
	10,000 
	10,800 

	Credit sales - 80% collected from previous month
	29,000 
	32,000 
	40,000 

	Total collections
	$69,000 
	$78,000 
	$92,800 


For the budgeted balance sheet at June 30, what amount should be shown for Accounts receivable?

A) $43,200

B) $54,000

C) $96,000

D) $40,000

Answer:  A

Explanation:  A) Calculations: $54,000 × 80% = $43,200

Diff: 1

LO:  22-4

EOC Ref:  P22-24A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

43) Charter Company is preparing their budget for the 1st quarter of 2012.  The following data is provided:

	Inventory, Purchases and COGS Budget
	Jan
	Feb
	Mar

	Cost of goods sold (a)
	$30,000 
	$28,500 
	$22,500 

	Desired ending inventory(b)
	10,700 
	9,500 
	9,800 

	Total inventory required
	40,700 
	38,000 
	32,300 

	less Beginning inventory
	(11,000)
	(10,700)
	(9,500)

	Purchases
	29,700 
	27,300 
	22,800 

	  (a) COGS = 75% of sales
	
	
	

	  (b) $5,000 + 20% of COGS for next month
	
	
	


For the budgeted balance sheet at March 31, what amount should be shown for Inventory?

A) $9,500

B) $10,700

C) $8,750

D) $9,800

Answer:  D

Diff: 1

LO:  22-4

EOC Ref:  P22-24A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

44) Deerborne Company is preparing their budget for the 2nd quarter and provides the following data:

	
	Apr
	May
	Jun

	Budgeted purchases
	$10,000 
	$12,000 
	$9,000 

	
	
	
	

	
	
	
	

	Budgeted Cash Payments for Inventory Purchases
	Apr
	May
	Jun

	60% of previous month purchases
	5,000 
	6,000 
	7,200 

	40% of current month purchases
	4,000 
	4,800 
	3,600 

	Total cash payments
	$9,000 
	$10,800 
	$10,800 


Assume that accounts payable pertains only to suppliers of inventory.  Based on the above data, what should the budgeted balance sheet show as the balance of Accounts payable at June 30?

A) $12,000

B) $3,600

C) $7,200

D) $5,400

Answer:  D

Explanation:  D) Calculations:  $9,000 × 60% = $5,400

Diff: 1

LO:  22-4

EOC Ref:  P22-24A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

45) When a company is preparing a budgeted statement of cash flows and they wish to calculate the collections from customers, they should refer to which of the following?

A) Budgeted cash payments for purchases

B) Sales budget

C) Budgeted cash collections

D) Budgeted balance sheet

Answer:  C

Diff: 1

LO:  22-4

EOC Ref:  P22-24A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

46) When a company is preparing a budgeted statement of cash flows and they wish to calculate the payments to suppliers for purchases of inventory, they should refer to which of the following?

A) Budgeted cash payments for purchases

B) Sales budget

C) Budgeted cash collections

D) Budgeted balance sheet

Answer:  A

Diff: 1

LO:  22-4

EOC Ref:  P22-24A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

47) When a company is preparing a budgeted statement of cash flows and they wish to calculate the payments for operating expenses, they should refer to which of the following?

A) Budgeted cash payments for purchases

B) Sales budget

C) Budgeted cash payments for operating expenses

D) Budgeted balance sheet

Answer:  C

Diff: 1

LO:  22-4

EOC Ref:  P22-24A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

48) Chaterlain Company is preparing its budget for the 3rd quarter.   Cash balance at June 30 was $11,000.  Additional budgeted data is provided here:

	
	Jul
	Aug
	Sep

	Cash collections
	$42,000 
	$51,000 
	$39,000 

	Cash payments:
	
	
	

	   Purchases of inventory
	14,000 
	9,000 
	11,000 

	   Operating expenses
	25,000 
	22,700 
	30,900 

	   Capital expenditures
	5,200 
	9,000 
	14,000 


What amount should be shown in the cash budget for the cash balance at the end of July?

A) $19,100

B) $8,800

C) $9,050

D) $2,200

Answer:  B

Explanation:  B) Calculations:

	Cash Budget
	Jul

	Beginning cash balance
	$11,000 

	Cash collections
	42,000 

	Cash available
	53,000 

	Cash payments:
	

	   Purchases of inventory
	14,000 

	   Operating expenses
	25,000 

	   Capital expenditures
	5,200 

	Total cash payments
	$44,200 

	Ending cash balance
	$8,800 


Diff: 1

LO:  22-4

EOC Ref:  P22-24A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

49) Chaterlain Company is preparing its budget for the 3rd quarter.   Cash balance at June 30 was $11,000.  Additional budgeted data is provided here:

	
	Jul
	Aug
	Sep

	Cash collections
	$42,000 
	$51,000 
	$39,000 

	Cash payments:
	
	
	

	   Purchases of inventory
	14,000 
	9,000 
	11,000 

	   Operating expenses
	25,000 
	22,700 
	30,900 

	   Capital expenditures
	5,200 
	9,000 
	14,000 


What amount should be shown in the cash budget for the cash balance at the end of August?

A) $19,100

B) $8,800

C) $9,050

D) $2,200

Answer:  A

Diff: 1

LO:  22-4

EOC Ref:  P22-24A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

50) Chaterlain Company is preparing its budget for the 3rd quarter.   Cash balance at June 30 was $11,000.  Additional budgeted data is provided here:

	
	Jul
	Aug
	Sep

	Cash collections
	$42,000 
	$51,000 
	$39,000 

	Cash payments:
	
	
	

	   Purchases of inventory
	14,000 
	9,000 
	11,000 

	   Operating expenses
	25,000 
	22,700 
	30,900 

	   Capital expenditures
	5,200 
	9,000 
	14,000 


What amount should be shown in the cash budget for the cash balance at the end of September?

A) $19,100

B) $8,800

C) $9,050

D) $2,200

Answer:  D

Explanation:  D) Calculations:

	Cash Budget
	Jul
	Aug
	Sep

	Beginning cash balance
	$11,000 
	$8,800 
	$19,100 

	Cash collections
	42,000 
	51,000 
	39,000 

	Cash available
	53,000 
	59,800 
	58,100 

	Cash payments:
	
	
	

	   Purchases of inventory
	14,000 
	9,000 
	11,000 

	   Operating expenses
	25,000 
	22,700 
	30,900 

	   Capital expenditures
	5,200 
	9,000 
	14,000 

	Total cash payments
	$44,200 
	$40,700 
	$55,900 

	Ending cash balance
	$8,800 
	$19,100 
	$2,200 


Diff: 1

LO:  22-4

EOC Ref:  P22-24A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

51) Pentangle Company has prepared a preliminary cash budget for the 3rd quarter as shown below:

	Cash Budget
	Jul
	Aug
	Sep

	Beginning cash balance
	$32,000 
	$4,400 
	$6,900 

	Cash collections
	49,400 
	51,000 
	44,600 

	Cash available
	81,400 
	55,400 
	51,500 

	Cash payments:
	
	
	

	   Purchases of inventory
	36,000 
	9,000 
	11,000 

	   Operating expenses
	41,000 
	30,500 
	30,900 

	   Capital expenditures
	0 
	9,000 
	7,700 

	Total cash payments
	$77,000 
	$48,500 
	$49,600 

	Ending cash balance
	$4,400 
	$6,900 
	$1,900 


Subsequently, the marketing department revised its figures for cash collections.  New data are as follows:  $52,000 in July, $50,000 in August, and $42,000 in September.  Based on the new data, what is the new projected cash balance at the end of July?

A) $8,500

B) $2,400

C) $7,000

D) $900

Answer:  C

Explanation:  C) Calculations:

	Cash Budget
	Jul
	Aug
	Sep

	Beginning cash balance
	$32,000 
	$7,000 
	$8,500 

	Cash collections
	52,000 
	50,000 
	42,000 

	Cash available
	84,000 
	57,000 
	50,500 

	Cash payments:
	
	
	

	   Purchases of inventory
	36,000 
	9,000 
	11,000 

	   Operating expenses
	41,000 
	30,500 
	30,900 

	   Capital expenditures
	0 
	9,000 
	7,700 

	Total cash payments
	$77,000 
	$48,500 
	$49,600 

	Ending cash balance
	$7,000 
	$8,500 
	$900 


Diff: 1

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

52) Pentangle Company has prepared a preliminary cash budget for the 3rd quarter as shown below:

	Cash Budget
	Jul
	Aug
	Sep

	Beginning cash balance
	$32,000 
	$4,400 
	$6,900 

	Cash collections
	49,400 
	51,000 
	44,600 

	Cash available
	81,400 
	55,400 
	51,500 

	Cash payments:
	
	
	

	   Purchases of inventory
	36,000 
	9,000 
	11,000 

	   Operating expenses
	41,000 
	30,500 
	30,900 

	   Capital expenditures
	0 
	9,000 
	7,700 

	Total cash payments
	$77,000 
	$48,500 
	$49,600 

	Ending cash balance
	$4,400 
	$6,900 
	$1,900 


Subsequently, the marketing department revised its figures for cash collections.  New data are as follows:  $52,000 in July, $50,000 in August, and $42,000 in September.  Based on the new data, what is the new projected cash balance at the end of August?

A) $8,500

B) $2,400

C) $7,000

D) $900

Answer:  A

Explanation:  A) Calculations:

	Cash Budget
	Jul
	Aug
	Sep

	Beginning cash balance
	$32,000 
	$7,000 
	$8,500 

	Cash collections
	52,000 
	50,000 
	42,000 

	Cash available
	84,000 
	57,000 
	50,500 

	Cash payments:
	
	
	

	   Purchases of inventory
	36,000 
	9,000 
	11,000 

	   Operating expenses
	41,000 
	30,500 
	30,900 

	   Capital expenditures
	0 
	9,000 
	7,700 

	Total cash payments
	$77,000 
	$48,500 
	$49,600 

	Ending cash balance
	$7,000 
	$8,500 
	$900 


Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

53) Pentangle Company has prepared a preliminary cash budget for the 3rd quarter as shown below:

	Cash Budget
	Jul
	Aug
	Sep

	Beginning cash balance
	$32,000 
	$4,400 
	$6,900 

	Cash collections
	49,400 
	51,000 
	44,600 

	Cash available
	81,400 
	55,400 
	51,500 

	Cash payments:
	
	
	

	   Purchases of inventory
	36,000 
	9,000 
	11,000 

	   Operating expenses
	41,000 
	30,500 
	30,900 

	   Capital expenditures
	0 
	9,000 
	7,700 

	Total cash payments
	$77,000 
	$48,500 
	$49,600 

	Ending cash balance
	$4,400 
	$6,900 
	$1,900 


Subsequently, the marketing department revised its figures for cash collections.  New data are as follows:  $52,000 in July, $50,000 in August, and $42,000 in September.  Based on the new data, what is the new projected cash balance at the end of September?

A) $8,500

B) $2,400

C) $7,000

D) $900

Answer:  D

Explanation:  D) Calculations:

	Cash Budget
	Jul
	Aug
	Sep

	Beginning cash balance
	$32,000 
	$7,000 
	$8,500 

	Cash collections
	52,000 
	50,000 
	42,000 

	Cash available
	84,000 
	57,000 
	50,500 

	Cash payments:
	
	
	

	   Purchases of inventory
	36,000 
	9,000 
	11,000 

	   Operating expenses
	41,000 
	30,500 
	30,900 

	   Capital expenditures
	0 
	9,000 
	7,700 

	Total cash payments
	$77,000 
	$48,500 
	$49,600 

	Ending cash balance
	$7,000 
	$8,500 
	$900 


Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

54) Southshore Company is preparing its financial budget for the first quarter, and is focusing on budgeted cash collections.  Accounts receivable at the end of the previous year were $30,000.  Sales in the first quarter are forecasted as follows:

	Budgeted Sales
	Jan
	Feb
	Mar

	Cash sales
	$40,000 
	$50,000 
	$48,000 

	Credit sales
	33,000 
	38,000 
	35,000 

	Total sales
	$73,000 
	$88,000 
	$83,000 


The budget assumes that cash from the credit sales is collected the month after the credit sales take place.

Using the following format, please prepare the budgeted cash collections.

	Budgeted Cash Collections
	Jan
	Feb
	Mar

	Cash sales collected in month of sale
	
	
	

	Credit sales - collected from previous month's sales
	
	
	

	Total collections
	
	
	


Answer:  

	Budgeted Cash Collections
	Jan
	Feb
	Mar

	Cash sales collected in month of sale
	$40,000 
	$50,000 
	$48,000 

	Credit sales - collected from previous month's sales
	30,000 
	33,000 
	38,000 

	Total collections
	$70,000 
	$83,000 
	$86,000 


Diff: 1

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

55) Circle A Company is preparing its cash collections budget for the 2nd quarter of 2012.   Budgeted sales are as follows:

	Budgeted sales
	Apr
	May
	Jun

	Cash sales
	$10,000 
	$9,000 
	$7,500 

	Credit sales
	24,000 
	20,000 
	16,500 

	Total sales
	$34,000 
	$29,000 
	$24,000 


Accounts receivable at March 31 were $14,000.  The budget assumes that 20% of credit sales are collected in the month of sale, and the remaining 80% are collected one month later.  Using the format below, please prepare the cash collections budget.

	Budgeted cash collections
	Apr
	May
	Jun

	Cash sales collected in month of sale
	
	
	

	Credit sales -20% collected in current month
	
	
	

	Credit sales - 80% collected from previous month
	
	
	

	Total collections
	
	
	


Answer:  

	Budgeted cash collections
	Apr
	May
	Jun

	Cash sales collected in month of sale
	$10,000 
	$9,000 
	$7,500 

	Credit sales -20% collected in current month
	4,800 
	4,000 
	3,300 

	Credit sales - 80% collected from previous month
	14,000 
	19,200 
	16,000 

	Total collections
	$28,800 
	$32,200 
	$26,800 


Explanation:  This question is not available in MyAccountingLab.

Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

56) Mudbug International has budgeted inventory purchases as follows:

	
	Apr
	May
	Jun

	Budgeted purchases
	$80,000 
	$75,000 
	$70,000 


The budget assumes that 50% of a given month's purchases are paid in the month of purchase, and the remaining 50% is paid out one month later.   Accounts payable to inventory suppliers at March 31 was $38,000.   Please use the format below and prepare the budgeted cash payments for inventory purchases.

	Budgeted Cash Payments for Inventory Purchases
	Apr
	May
	Jun

	50% of previous month purchases
	
	
	

	50% of current month purchases
	
	
	

	Total cash payments
	
	
	


Answer:  

	Budgeted Cash Payments for Inventory Purchases
	Apr
	May
	Jun

	50% of previous month purchases
	$38,000 
	$40,000 
	$37,500 

	50% of current month purchases
	40,000 
	37,500 
	35,000 

	Total cash payments
	$78,000 
	$77,500 
	$72,500 


Explanation:  This question is not available in MyAccountingLab.

Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

57) Pequod Company has budgeted inventory purchases as follows:

	
	Apr
	May
	Jun

	Budgeted purchases
	$10,000 
	$12,000 
	$9,000 


The budget assumes that 40% of a given month's purchases are paid in the month of purchase, and the remaining 60% is paid out one month later.   Accounts payable to inventory suppliers at March 31 was $5,000.   Please use the format below and prepare the budgeted cash payments for inventory purchases.

	Budgeted Cash Payments for Inventory Purchases
	Apr
	May
	Jun

	60% of previous month purchases
	
	
	

	40% of current month purchases
	
	
	

	Total cash payments
	
	
	


Answer:  

	Budgeted Cash Payments for Inventory Purchases
	Apr
	May
	Jun

	60% of previous month purchases
	$5,000 
	$6,000 
	$7,200 

	40% of current month purchases
	4,000 
	4,800 
	3,600 

	Total cash payments
	$9,000 
	$10,800 
	$10,800 


Explanation:  This question is not available in MyAccountingLab.

Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

58) Craig Manufacturing Company's budgeted income statement includes the following data:

	Data extracted from budgeted income statement
	Mar
	Apr
	May
	Jun

	Sales
	$120,000 
	$90,000 
	$95,000 
	$100,000 

	Commission expense - 15% of sales
	18,000 
	13,500 
	14,250 
	15,000 

	Salary exp
	30,000 
	30,000 
	30,000 
	30,000 

	Miscellaneous expense — 4% of sales
	4,800 
	3,600 
	3,800 
	4,000 

	Rent expense
	3,600 
	3,600 
	3,600 
	3,600 

	Utility expense
	1,900 
	1,900 
	1,900 
	1,900 

	Insurance expense
	2,100 
	2,100 
	2,100 
	2,100 

	Depreciation expense
	4,400 
	4,400 
	4,400 
	4,400 


The budget assumes that 60% of commission expenses are paid in the month they were incurred and the remaining 40% are paid one month later.  In addition, 50% of salary expenses are paid in the month incurred and the remaining 50% are paid one month later.  Miscellaneous expenses, rent expense and utility expenses are assumed to be paid in the same month in which they are incurred.  Insurance was prepaid for the year on January  1.

Please provide a budget of cash payments for operating expenses using the following format:

	Budget of Cash Payments for Operating Expenses
	
	Apr
	May
	Jun

	Variable expenses
	
	
	
	

	   40% of last month's commission expense
	
	
	
	

	   60% of this month's commission expense
	
	
	
	

	   Misc. expenses - 4% of sales
	
	
	
	

	      Total variable operating expenses
	
	
	
	

	Fixed expenses
	
	
	
	

	   50% of last month's salary expense
	
	
	
	

	   50% of this month's salary expense
	
	
	
	

	   Rent exp.
	
	
	
	

	   Utility exp.
	
	
	
	

	      Total payments for fixed operating expense
	
	
	
	

	Total payments for operating expenses
	
	
	
	


Answer:  

	Budget of Cash Payments for Operating Expenses
	
	Apr
	May
	Jun

	Variable expenses
	
	
	
	

	   40% of last month's commission expenses
	
	$7,200 
	$5,400 
	$5,700 

	   60% of this month's commission expenses
	
	8,100 
	8,550 
	9,000 

	   Misc. expenses - 4% of sales
	
	3,600 
	3,800 
	4,000 

	      Total variable operating expenses
	
	$18,900 
	$17,750 
	$18,700 

	Fixed expenses
	
	
	
	

	   50% of last month's salary expense
	
	15,000 
	15,000 
	15,000 

	   50% of this month's salary expense
	
	15,000 
	15,000 
	15,000 

	   Rent expense
	
	3,600 
	3,600 
	3,600 

	   Utility expense
	
	1,900 
	1,900 
	1,900 

	      Total payments for fixed operating. expenses
	
	$35,500 
	$35,500 
	$35,500 

	Total payments for operating expenses
	
	$54,400 
	$53,250 
	$54,200 


Explanation:  This question is not available in MyAccountingLab.

Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

59) California Products Company has the following data as part of its budget for the 2nd quarter:

	
	Apr
	May
	Jun

	Cash collections
	$30,000 
	$32,000 
	$36,000 

	Cash payments:
	
	
	

	   Purchases of inventory
	4,500 
	4,600 
	3,800 

	   Operating expenses
	7,200 
	7,600 
	8,000 

	   Capital expenditures
	0 
	24,500 
	5,200 


The cash balance at April 1 is forecast to be $8,200.  Please prepare a cash budget using the following format:

	Cash Budget
	Apr
	May
	Jun

	Beginning cash balance
	
	
	

	Cash collections
	
	
	

	Cash available
	
	
	

	Cash payments:
	
	
	

	   Purchases of inventory
	
	
	

	   Operating expenses
	
	
	

	   Capital expenditures
	
	
	

	Total cash payments
	
	
	

	Ending cash balance
	
	
	


Answer:  

	Cash Budget
	Apr
	May
	Jun

	Beginning cash balance
	$8,200 
	$26,500 
	$21,800 

	Cash collections
	30,000 
	32,000 
	36,000 

	Cash available
	38,200 
	58,500 
	57,800 

	Cash payments:
	
	
	

	   Purchases of inventory
	4,500 
	4,600 
	3,800 

	   Operating expenses
	7,200 
	7,600 
	8,000 

	   Capital expenditures
	0 
	24,500 
	5,200 

	Total cash payments
	$11,700 
	$36,700 
	$17,000 

	Ending cash balance
	$26,500 
	$21,800 
	$40,800 


Explanation:  This question is not available in MyAccountingLab.

Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

60) Zygot Biotech Company is budgeting for the 3rd quarter, and provide the following data:

	
	Jul
	Aug
	Sep

	Cash collections
	$50,000 
	$40,000 
	$48,000 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	0 
	19,000 
	0 


The cash balance at June 30 is projected to be $5,600.  There are no financing transactions planned in the 3rd quarter.  Please use the format below and prepare the cash budget:

	Cash Budget
	Jul
	Aug
	Sep

	Beginning cash balance
	
	
	

	Cash collections
	
	
	

	Cash available
	
	
	

	Cash payments:
	
	
	

	   Purchases of inventory
	
	
	

	   Operating expenses
	
	
	

	   Capital expenditures
	
	
	

	Total cash payments
	
	
	

	Ending cash balance
	
	
	


Answer:  

	Cash Budget
	Jul
	Aug
	Sep

	Beginning cash balance
	$5,600 
	$12,600 
	$2,600 

	Cash collections
	50,000 
	40,000 
	48,000 

	Cash available
	55,600 
	52,600 
	50,600 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	0 
	19,000 
	0 

	Total cash payments
	$43,000 
	$50,000 
	$29,600 

	Ending cash balance
	$12,600 
	$2,600 
	$21,000 


Explanation:  This question is not available in MyAccountingLab.

Diff: 2

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

61) AAA Company is preparing its 3rd quarter budget and provides the following data:

	
	Jul
	Aug
	Sep

	Cash collections
	$50,000 
	$40,000 
	$48,000 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	0 
	19,000 
	0 


Cash balance at June 30 is projected to be $4,000.  The company is required to maintain a minimum cash balance of $5,000 and is authorized to borrow at the end of each month to make up any shortfalls.  It may borrow in increments of $5,000 and pays interest monthly at an annual rate of 5%.  All financing transactions are assumed to take place at the end of the month.  Loan balance should be repaid in increments of $5,000 when there is surplus cash.

Using the format below, please complete the cash budget:

	Cash Budget
	Jul
	Aug
	Sep

	Beginning cash balance
	
	
	

	Cash collections
	
	
	

	Cash available
	
	
	

	Cash payments:
	
	
	

	   Purchases of inventory
	
	
	

	   Operating expenses
	
	
	

	   Capital expenditures
	
	
	

	Total cash payments
	
	
	

	Ending cash balance before financing
	
	
	

	
	
	
	

	Minimum cash balance desired
	
	
	

	Cash excess/(deficiency)
	
	
	

	  Financing
	
	
	

	    Borrowing at end of month
	
	
	

	    Principal payments at end of month
	
	
	

	   Interest expense at 5%
	
	
	

	   Total effects of financing
	
	
	

	Ending cash balance  
	
	
	


Answer:  

	Cash budget
	Jul
	Aug
	Sep

	Beginning cash balance
	$4,000 
	$8,000 
	$6,958 

	Cash collections
	50,000 
	40,000 
	48,000 

	Cash available
	54,000 
	48,000 
	54,958 

	Cash payments:
	
	
	

	   Purchases of inventory
	31,000 
	22,000 
	18,000 

	   Operating expenses
	12,000 
	9,000 
	11,600 

	   Capital expenditures
	13,000 
	25,000 
	0 

	Total cash payments
	$56,000 
	$56,000 
	$29,600 

	Ending cash balance before financing
	$(2,000)
	$(8,000)
	$25,358 

	
	
	
	

	Minimum cash balance desired
	(5,000)
	(5,000)
	(5,000)

	Cash excess/(deficiency)
	(7,000)
	(13,000)
	20,358 

	  Financing
	
	
	

	    Borrowing at end of month
	10,000 
	15,000 
	

	    Principal payments at end of month
	
	
	(20,000)

	   Interest expense at 5%
	
	(42)
	(104)

	   Total effects of financing
	10,000 
	14,958 
	(20,104)

	Ending cash balance  
	$8,000 
	$6,958 
	$5,254 


Explanation:  Calculations:

	Calculate int exp
	
	
	

	   Balance during month
	
	10,000 
	25,000 

	   Rate per year
	
	5%
	5%

	   Annualized int exp
	
	500 
	1,250 

	   Int exp for one month
	
	42 
	104 


This question is not available in MyAccountingLab.

Diff: 3

LO:  22-4

EOC Ref:  P22-23A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

Learning Objective 22-5 

1) When companies use an enterprise resource planning system to roll up or consolidate the budgets of the individual business units, it is more difficult for managers to conduct sensitivity analysis on their own budget data.

Answer:  FALSE

Diff: 1

LO:  22-5

EOC Ref:  E22-17

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

2) Budgets are compared to actual results in order to incorporate better informed business strategies into their future planning decisions.

Answer:  TRUE

Diff: 1

LO:  22-5

EOC Ref:  E22-17

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

3) When the different business units at a company use differently structured reporting formats for their business unit budgets, it is more difficult for the company to consolidate the business unit data into a companywide budget.

Answer:  TRUE

Diff: 1

LO:  22-5

EOC Ref:  E22-17

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

4) Which of the following best describes the term sensitivity analysis?

A) Testing data to determine how results would differ if key assumptions are changed

B) An analysis of the emotional sensitivity of a company's employees

C) An evaluation of the accuracy of the data's assumptions

D) Evaluating a company's financial condition by doing financial statement ratio analysis

Answer:  A

Diff: 2

LO:  22-5

EOC Ref:  E22-17

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

5) At a company with different business units, individual managers can modify various assumptions of their budget in order to determine how the modifications would affect the operational and financial results.  This is an example of:

A) financial statement analysis.

B) responsibility accounting.

C) sensitivity analysis.

D) zero-based budgeting.

Answer:  C

Diff: 1

LO:  22-5

EOC Ref:  E22-17

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

Learning Objective 22-6 

1) One of the key functions of responsibility accounting is to evaluate the performance of company managers and the units they manage.

Answer:  TRUE

Diff: 1

LO:  22-6

EOC Ref:  E22-21

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

2) Henderson Industrial Products uses a centralized service department for procurement of raw materials, servicing all three of its divisionsConstruction, Manufacturing, and Military.  The total monthly costs of the procurement department are $480,000.  Of these costs, 80% are traceable to the divisions, and 20% are considered untraceable.  Henderson has decided to assign the traceable costs to the divisions based on number of purchase orders processed.  Below is a list of the purchase orders per division.

	Divisions
	Purchase Orders

	Construction
	3,200 

	Manufacturing
	2,400 

	Military
	800 

	    Total
	6,400 


When Henderson calculates a rate per purchase order, that rate should be calculated on the basis of the full cost of the procurement department.

Answer:  FALSE

Diff: 1

LO:  22-6

EOC Ref:  P22-29A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

3) Responsibility centers are business units where managers are focused exclusively on controlling costs of operation.

Answer:  FALSE

Diff: 1

LO:  22-6

EOC Ref:  P22-29A

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

4) There are five types of responsibility centerscost centers, revenue centers, profit centers, investment centers, and financial centers.

Answer:  FALSE

Diff: 1

LO:  22-6

EOC Ref:  P22-29A

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

5) Which of the following describes a responsibility center?

A) The executive management of a company

B) A chart which displays the hierarchy of the company organizational structure

C) The managers of a company who take responsibility for product defects

D) The part of an organization for which a particular manager is responsible

Answer:  D

Diff: 1

LO:  22-6

EOC Ref:  E22-21

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

6) Which of the following BEST describes a business unit where the manager is primarily responsible for cost control?

A) Profit center

B) Investment center

C) Revenue center

D) Cost center

Answer:  D

Diff: 1

LO:  22-6

EOC Ref:  E22-21

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

7) Which of the following BEST describes a business unit where the manager is primarily responsible for generating sales revenue?

A) Profit center

B) Investment center

C) Revenue center

D) Cost center

Answer:  C

Diff: 1

LO:  22-6

EOC Ref:  E22-21

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

8) Which of the following BEST describes a business unit where the manager is responsible for both controlling costs and generating sales revenue?

A) Profit center

B) Investment center

C) Revenue center

D) Center

Answer:  A

Diff: 1

LO:  22-6

EOC Ref:  E22-21

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

9) Which of the following BEST describes a business unit where the manager is responsible not only for controlling costs and generating sales revenue, but also for investment decisions and for return on investments?

A) Profit center

B) Investment center

C) Revenue center

D) Cost center

Answer:  B

Diff: 1

LO:  22-6

EOC Ref:  E22-21

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

10) A manufacturing company's legal department provides legal guidance to all the divisions and units of the company.  The salary and benefits of the legal department's personnel would be an example of which of the following?

A) Traceable fixed cost

B) Untraceable fixed cost

C) Variable cost

D) Manufacturing overhead cost

Answer:  B

Diff: 1

LO:  22-6

EOC Ref:  E22-21

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

11) If an operating division or a product line of a company was eliminated, which of the following statements would be TRUE?

A) Traceable fixed costs would be eliminated.

B) Untraceable fixed costs would be eliminated.

C) Variable costs of the product would continue, but be reallocated elsewhere.

D) Traceable fixed costs would continue, but would have to reallocated elsewhere.

Answer:  A

Diff: 1

LO:  22-6

EOC Ref:  E22-21

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

12) Assume that AAA Company's Payroll and Human Resources Department is a centralized service department serving all the various business units of the company.  If AAA wished to assign the costs of the department to the company's various business units, which of the following would be the MOST appropriate cost driver or assignment basis?

A) Number of purchase orders

B) Number of employees

C) Number of reports prepared

D) Number of service hours provided

Answer:  B

Diff: 1

LO:  22-6

EOC Ref:  E22-21

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

13) Assume that AAA Company's Accounting Department is a centralized service department serving all the various business units of the company.  If AAA wished to assign the costs of the department to the company's various business units, which of the following would be the MOST appropriate cost driver or assignment basis?

A) Number of purchase orders

B) Number of employees

C) Number of reports prepared

D) Number of service hours provided

Answer:  C

Diff: 1

LO:  22-6

EOC Ref:  E22-21

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

14) Assume that AAA Company's Procurement Department is a centralized service department serving all business units, which of the following would be the MOST appropriate cost driver or assignment basis?

A) Number of purchase orders

B) Number of employees

C) Number of reports prepared

D) Number of service hours provided

Answer:  A

Diff: 1

LO:  22-6

EOC Ref:  E22-21

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

15) Assume that AAA Company's Legal Department is a centralized service department serving all the various business units of the company.  If AAA wished to assign the costs of the department to the company's various business units, which of the following would be the MOST appropriate cost driver or assignment basis?

A) Number of purchase orders

B) Number of employees

C) Number of reports prepared

D) Number of service hours provided

Answer:  D

Diff: 1

LO:  22-6

EOC Ref:  E22-21

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

16) Henderson Industrial Products uses a centralized service department for procurement of raw materials, servicing all three of its divisions-Construction, Manufacturing, and Military.  The total monthly costs

of the procurement department are $480,000.  Of these costs, 80% are traceable to the divisions, and 20% are considered untraceable.  Henderson has decided to assign the traceable costs to the divisions based on number of purchase orders processed.  Below is a list of the purchase orders per division.

	Divisions
	Purchase Orders

	Construction
	3,200 

	Manufacturing
	2,400 

	Military
	800 

	    Total
	6,400


Before assigning the traceable costs to the division, Henderson needs to calculate a cost per purchase order.  That amount should be:

A) $56 per purchase order.

B) $60 per purchase order.

C) $75 per purchase order.

D) $82 per purchase order.

Answer:  B

Explanation:  B) Calculations:


$480,000 × 80% = $384,000


$384,000/6,400 = $60

Diff: 2

LO:  22-6

EOC Ref:  P22-29A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

17) Henderson Industrial Products uses a centralized service department for procurement of raw materials, servicing all three of its divisions-Construction, Manufacturing, and Military.  The total monthly costs of the procurement department are $480,000.  Of these costs, 80% are traceable to the divisions, and 20% are considered untraceable.  Henderson has decided to assign the traceable costs to the divisions based on number of purchase orders processed.  Below is a list of the purchase orders per division.

	Divisions
	Purchase Orders

	Construction
	3,200 

	Manufacturing
	2,400 

	Military
	800 

	    Total
	6,400 


How much of the procurement department's cost should be assigned to the Construction Division?

A) $240,000

B) $144,000

C) $192,000

D) $186,000

Answer:  C

Explanation:  C) Calculations:


($480,000 × 80%)/6,400 = $60


$60 × 3,200 = $192,000

Diff: 2

LO:  22-6

EOC Ref:  P22-29A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

18) Henderson Industrial Products uses a centralized service department for procurement of raw materials, servicing all three of its divisions-Construction, Manufacturing, and Military.  The total monthly costs of the procurement department are $480,000.  Of these costs, 80% are traceable to the divisions, and 20% are considered untraceable.  Henderson has decided to assign the traceable costs to the divisions based on number of purchase orders processed.  Below is a list of the purchase orders per division.

	Divisions
	Purchase Orders

	Construction
	3,200 

	Manufacturing
	2,400 

	Military
	800 

	    Total
	6,400 


How much of the procurement department's cost should be assigned to the Manufacturing Division?

A) $240,000

B) $144,000

C) $192,000

D) $186,000

Answer:  B

Explanation:  B) Calculations:


($480,000 × 80%)/6,400 = $60


$60 × 2,400 = $144,000

Diff: 2

LO:  22-6

EOC Ref:  P22-29A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

19) Henderson Industrial Products uses a centralized service department for procurement of raw materials, servicing all three of its divisions: Construction, Manufacturing, and Military.  The total monthly costs of the procurement department are $480,000.  Of these costs, 80% are traceable to the divisions, and 20% are considered untraceable.  Henderson has decided to assign the traceable costs to the divisions based on number of purchase orders processed.  Below is a list of the purchase orders per division.

	Divisions
	Purchase Orders

	Construction
	3,200 

	Manufacturing
	2,400 

	Military
	800 

	    Total
	6,400 


How much of the procurement department's cost should be assigned to the Military Division?

A) $240,000

B) $48,000

C) $192,000

D) $60,000

Answer:  B

Explanation:  B) Calculations:


($480,000 × 80%)/6,400 = $60


$60 × 800 = $48,000

Diff: 2

LO:  22-6

EOC Ref:  P22-29A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

20) Henderson Industrial Products uses a centralized service department for procurement of raw materials, servicing all three of its divisions-Construction, Manufacturing, and Military.  The Construction Division has been allocated a total of $192,000 of costs from the procurement department.  Of that amount, 75% is considered traceable to the three product types within the division-Civil Construction, Residential Construction, and Commercial Construction. The division will calculate an allocation rate to assign the traceable costs to each of the three product types based on number of purchase orders processed within each product type.  Please refer to the following information:
[image: image25.png][Construction Division
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| Commeraal $216000 $60,000 1850
Total $350000 $125000 3200





The allocation rate for the three product lines should be:

A) $45 per purchase order.

B) $60 per purchase order.

C) $75 per purchase order.

D) $80 per purchase order.

Answer:  A

Explanation:  A) Calculations: ($192,000 × 75%)/3,200 = $45

Diff: 2

LO:  22-6

EOC Ref:  P22-29A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

21) Henderson Industrial Products uses a centralized service department for procurement of raw materials, servicing all three of its divisions-Construction, Manufacturing, and Military.  The Construction Division has been allocated a total of $192,000 of costs from the procurement department.  Of that amount, 75% is considered traceable to the three product types within the division-Civil Construction, Residential Construction, and Commercial Construction. The division will calculate an allocation rate to assign traceable costs to each of the three product types based on number of purchase orders processed within each product type.  Please refer to the following information:

[image: image26.png][Construction Division
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The amount allocated to the Civil Construction Product Line should be:

A) $20,250.

B) $40,500.

C) $27,000.

D) $54,000.

Answer:  A

Explanation:  A) Calculations:


($192,000 × 75%)/3,200 = $45


$45 × 450 = $20,250

Diff: 2

LO:  22-6

EOC Ref:  P22-29A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

22) Henderson Industrial Products uses a centralized service department for procurement of raw materials,  servicing all three of its divisions-Construction, Manufacturing, and Military.  The Construction Division has been allocated a total of $192,000 of costs from the procurement department.  Of that amount, 75% is considered traceable to the three product types within the division-Civil Construction, Residential Construction, and Commercial Construction. The division will calculate an allocation rate to assign the traceable costs to each of the three product types based on number of purchase orders processed within each product type.  Please refer to the following information:

[image: image27.png][Construction Division
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The amount allocated to the Residential Construction Product Line should be:

A) $20,250.

B) $40,500.

C) $27,000.

D) $54,000.

Answer:  B

Explanation:  B) Calculations:


($192,000 × 75%)/3,200 = $45


$45 × 900 = $40,500

Diff: 2

LO:  22-6

EOC Ref:  P22-29A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

23) Henderson Industrial Products uses a centralized service department for procurement of raw materials, servicing all three of its divisions-Construction, Manufacturing, and Military.  The Construction Division has been allocated a total of $192,000 of costs from the procurement department.  Of that amount, 75% is considered traceable to the three product types within the division-Civil Construction, Residential Construction, and Commercial Construction. The division will calculate an allocation rate to assign the traceable costs to each of the three product types based on number of purchase orders processed within each product type.  Please refer to the following information:
[image: image28.png][Construction Division
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The amount allocated to the Commercial Construction Product Line should be:

A) $83,250.

B) $40,500.

C) $111,000.

D) $96,750.

Answer:  A

Explanation:  A) Calculations:


($192,000 × 75%)/3,200 = $45


$45 × 1,850 = $83,250

Diff: 2

LO:  22-6

EOC Ref:  P22-29A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

24) Henderson Industrial Products uses a centralized service department for procurement of raw materials, servicing all three of its divisions-Construction, Manufacturing, and Military.  The Construction Division has been allocated a total of $192,000 of costs from the procurement department.  Of that amount, $144,000 is considered traceable to the three product types within the division-Civil Construction, Residential Construction, and Commercial Construction.  The traceable amounts are further allocated to the three product types within the division as shown here:

[image: image29.png][Construction Division
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The above information is used to complete a performance report, the divisional income statement, for the Construction Division.  On that report, the product margin for the Civil Construction product type is:

A) ($3,275).

B) $16,500.

C) ($8,250).

D) ($13,500).

Answer:  C

Explanation:  C) Calculations:

Construction Division Income Statement

[image: image30.jpg]Division Total | _Civil | Residential | _Commercial
Sales revenue $350,000] $36,000 $98,000 $216,000
Variable expenses $125,000] 24,000 $41,000 $60,000
Contribution margin $225,000] $12,000 57,000 $156,000
Traceable fixed expenses $144,000] $20,250 40,500 $83.250
Productmargin $81,000 | (88.250) 516,500 $72,750
Non-traceable expenses 48,000
Division margin $33.000





Diff: 3

LO:  22-6

EOC Ref:  P22-29A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

25) Henderson Industrial Products uses a centralized service department for procurement of raw materials, servicing all three of its divisions-Construction, Manufacturing, and Military.  The Construction Division has been allocated a total of $192,000 of costs from the procurement department.  Of that amount, $144,000 is considered traceable to the three product types within the division-Civil Construction, Residential Construction, and Commercial Construction.  The traceable amounts are further allocated to the three product types within the division as shown here:
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The above information is used to complete a performance report, the divisional income statement, for the Construction Division.  On that report, the product margin for the Residential Construction product tis:

A) $3,000

B) $16,500

C) ($8,250)

D) ($13,500)

Answer:  B

Explanation:  B) Calculations:

Construction Division Income Statement

[image: image32.jpg]Division Total | _Civil | Residential | _Commercial
Sales revenue $350,000] $36,000 $98,000 $216,000
Variable expenses $125,000] 24,000 $41,000 $60,000
Contribution margin $225,000] $12,000 57,000 $156,000
Traceable fixed expenses $144,000] $20,250 40,500 $83.250
Productmargin $81,000 | (88.250) 516,500 $72,750
Non-traceable expenses 48,000
Division margin $33.000





Diff: 3

LO:  22-6

EOC Ref:  P22-29A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

26) Henderson Industrial Products uses a centralized service department for procurement of raw materials, servicing all three of its divisions: Construction, Manufacturing, and Military.  The Construction Division has been allocated a total of $192,000 of costs from the procurement department.  Of that amount, $144,000 is considered traceable to the three product types within the division: Civil Construction, Residential Construction, and Commercial Construction.  The traceable amounts are further allocated to the three product types within the division as shown here:
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The above information is used to complete a performance report, the divisional income statement, for the Construction Division.  On that report, the product margin for the Commercial Construction product type is:

A) $44,875.

B) $17,250.

C) $72,750.

D) ($13,500).

Answer:  C

Explanation:  C) Calculations:

Construction Division Income Statement

[image: image34.jpg]Division Total | _Civil | Residential | _Commercial
Sales revenue $350,000] $36,000 $98,000 $216,000
Variable expenses $125,000] 24,000 $41,000 $60,000
Contribution margin $225,000] $12,000 57,000 $156,000
Traceable fixed expenses $144,000] $20,250 40,500 $83.250
Productmargin $81,000 | (88.250) 516,500 $72,750
Non-traceable expenses 48,000
Division margin $33.000





Diff: 3

LO:  22-6

EOC Ref:  P22-29A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

27) Henderson Industrial Products uses a centralized service department for procurement of raw materials, servicing all three of its divisions-Construction, Manufacturing, and Military.  The Construction Division has been allocated a total of $192,000 of costs from the procurement department.  Of that amount, $144,000 is considered traceable to the three product types within the division-Civil Construction, Residential Construction, and Commercial Construction.  The traceable amounts are further allocated to the three product types within the division as shown here:
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The above information is used to complete a performance report, the divisional income statement, for the Construction Division.  On that report, the divisional segment margin for the whole Construction Division, including all relevant costs, is:

A) $81,000.

B) $33,000.

C) $48,000.

D) ($15,000).

Answer:  B

Explanation:  B) Calculations:

Construction Division Income Statement

[image: image36.jpg]Division Total | _Civil | Residential | _Commercial
Sales revenue $350,000] $36,000 $98,000 $216,000
Variable expenses $125,000] 24,000 $41,000 $60,000
Contribution margin $225,000] $12,000 57,000 $156,000
Traceable fixed expenses $144,000] $20,250 40,500 $83.250
Productmargin $81,000 | (88.250) 516,500 $72,750
Non-traceable expenses 48,000
Division margin $33.000





Diff: 3

LO:  22-6

EOC Ref:  P22-29A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

28) Henderson Industrial Products Company has three divisions-Construction, Manufacturing, and Military.  It has also identified costs associated with several common service departments and has traced those costs to each division.  The Construction Division Income Statement is shown here:

Construction Division Income Statement

[image: image37.jpg]Division Total [ Civil | Residential | Commercial
Sales revenue $350,000] $36.000 $98,000 $216,000
Variable expenses $125,000 _$24.000 $41,000 $60.000
Contribution margin 225,000 |__$12.000 57,000 $156.000
Traceable fixed expenses $144,000] $20.250 40,500 $83.250
Productmargin $81.000 | (88.250) 516,500 $§72,750
Non-traceable expenses 48,000
Division margin $33.000





Henderson is now consolidating the division data into a company income statement.  The Manufacturing Division reports division margin of $24,000; the Military Division reports division margin of negative $4,000.  In addition to the data from the three divisions, there are common non-traceable costs of $21,000.  How much is the total company net operating income?

A) $17,200

B) $43,500

C) $53,000

D) $32,000

Answer:  D

Explanation:  D) Calculations: $33,000 + $24,000 - $4,000 - $21,000 = $32,000

Diff: 2

LO:  22-6

EOC Ref:  P22-29A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

29) Michael McNaulty is responsible for running the accounting department of a large manufacturing company.  The company has multiple divisions and multiple products.  McNaulty's business unit would most accurately be described as a(n):

A) cost center.

B) revenue center.

C) profit center.

D) investment center.

Answer:  A

Diff: 1

LO:  22-6

EOC Ref:  P22-29A

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

30) Linda Diaz is responsible for managing the hand tool product line of a large manufacturing company. Linda's business unit would most accurately be described as a(n):

A) cost center.

B) revenue center.

C) profit center.

D) investment center.

Answer:  C

Diff: 1

LO:  22-6

EOC Ref:  P22-29A

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

31) Liam O'Connor is responsible for managing the residential construction division of a large diversified real estate development company. Liam's business unit would most accurately be described as a(n):

A) cost center.

B) revenue center.

C) profit center.

D) investment center.

Answer:  D

Diff: 1

LO:  22-6

EOC Ref:  P22-29A

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

32) John McGee is responsible for managing the Midwest sales region of a home health care service company. His business unit would most accurately be described as a(n):

A) cost center.

B) revenue center.

C) profit center.

D) investment center.

Answer:  B

Diff: 1

LO:  22-6

EOC Ref:  P22-29A

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

33) Henderson Industrial Products Company has three divisions-Construction, Manufacturing, and Military.  It has also identified costs associated with several common service departments and has traced those costs to each division.  The Construction Division Income Statement is shown here:

Construction Division Income Statement

[image: image38.jpg]Division Total [ Civil | Residential | Commercial
Sales revenue $350,000] $36.000 $98,000 $216,000
Variable expenses $125,000 _$24.000 $41,000 $60.000
Contribution margin 225,000 |__$12.000 57,000 $156.000
Traceable fixed expenses $144,000] $20.250 40,500 $83.250
Productmargin $81.000 | (88.250) 516,500 $§72,750
Non-traceable expenses 48,000
Division margin $33.000





Henderson is now consolidating the division data into a company income statement.  The format is shown below, including the data from the other two divisions-Manufacturing and Military.  Using this format, please insert the relevant data for the Construction Division and complete the statement.

Henderson Industrial Products - Income Statement

[image: image39.jpg]Company Total | Construction | Manufacturing| _ Military
Sales revenue $220,000 $88,000
Variable expenses $52,000 $44,000
Contribution margin $168.000 $44,000
Traceable fixed expesnes $144,000 $48,000
Divisional segment margin 524,000 (84.000)

Non-traceable expenses

21,000

Net operating income





Answer:  Henderson Industrial Products - Income Statement

[image: image40.jpg]Company Total | Construction [ Manufacturing [ Military
Sales revenue 638,000 $350.000 $220,000 588,000
Variable expenses $221,000 $125,000 $52,000 $44,000
Contribution margin $437,000 $225,000 $168.000 $44,000
Traceable fixed expenses $384,000 $192,000 144,000 48,000
Divisional segment margin $53.000 $33.000 24,000 (54.000)
Non-traceable expenses 21,000
Net operatingincome $32,000




 

Explanation:  This question is not available in MyAccountingLab.

Diff: 3

LO:  22-6

EOC Ref:  P22-29A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

34) Henderson Industrial Products uses a centralized service department for procurement of raw materials, servicing all three of its divisions-Construction, Manufacturing, and Military.  The Construction Division has been allocated a total of $192,000 of costs from the procurement department.  Of that amount$144,000 is considered traceable to the three product types within the division-Civil Construction, Residential Construction, and Commercial Construction.  The traceable amounts are further allocated to the three product types within the division as shown here:

Construction Division

[image: image41.jpg]Variable

Product lines Revenues Expenses | Assigned Costs
Civil $36,000 §24,000 $20250
Residential 98,000 $41,000 40,500
Commercial 216,000 60,000 $83.250
Total $350,000 §125,000 §144,000





Please complete a performance report, the divisional income statement, for the Construction Division, using the format shown here:

Construction Division Income Statement
[image: image42.jpg]Division Total

Civil

Residential

Commercial

Sales revenue

Variable expenses

Contribution margin

Traceable fixed expenses

Product margin

Non-traceable expenses

Division margin





Answer:  Construction Division Income Statement

[image: image43.jpg]Division Total | Civil | Residential | _Commercial
Sales revenue $350.000] _$36,000 $98,000 $216,000
Variable expenses $125,000] 24,000 $41,000 60,000
Contribution margin 00| $12,000 $57,000 $156,000
Traceable fixed expense $144,000] _ $20.250 40,500 $83.250
Productmargin $81,000 | (88.250) 516,500 $72.750
Non-traceable expenses 48,000
Division margin $33.000





Explanation:  This question is not available in MyAccountingLab.

Diff: 3

LO:  22-6

EOC Ref:  P22-29A

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting
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