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Exercises

Exercise 9-22
City or State Budget; Use of
Internet

(L0 9-2,9-3)

Exercise 9-23
Budgeting Production and
Direct-Material Purchases
(L0 9-3,9-6)

A L

Chapter 9

icable Exercises are available in Connect. £ COanQ
All app

the following schedule

y ounts 1n
Fill in the missing amounts ! April May
pea June
$80.000 $60,000 $ 3
s S
$ 2
$ $ S50
1 34,000 "
saus ) T
=S
300,000 euros
1,200,000
>
400,000
340,000 yen:
; 900,000
780,000
S $ 810,000
fo 150,000
$2,050,000
i 400,000

0.

e

Choose a city or state in the United States (or a Canadian city or province and use the Internet to

explore the annual budget of the governmental unit you selected. For example, you could check out the

budget for Houston, T . at www.houstontx.gov/budget

Required:

List three items in the budget that you found surprising Of |
explain why.

I ularly interesting, and

e

Bodin Company budgets on an annual basis. The following beginning and

units) are plannned for the year 20x1. Two units of raw material are requir
finished product

< inventory levels (in
produce each unit of

January 1 ecember 31
Raw material 35,000 45,000
12,000 12,000
80,000 50,000

Required:

1 11 Bodin Company plans to sell 480,000 units during the year, compute the number of units the
firm would have to manufacture during the year.

2. 1£500,000 Iin‘lxhcd units were to be manufactured by Bodin Company during the year, deternin®
the amount of raw material to be purchased.

(CMA, adapted)

Chapter9 Financial Planning af

Loco, In¢

P
a distributor of salsa, has the following historical collection pattern for its credit sales

~oyole

Coy¢

(Lo

The sales on account have been budgeted for the last seven months as follows
e 5

Required:

Compute the estim:

ated total cash collections during October from credit sales.

Compute the estimated total cash collections during the fourth quarter from sales made on account
during the fourth quarter

3. Build a spreadsheet: Construct an Excel spreadsheet to solve both of the preceding requirements.
Show how the solution will change if the following information changes: sales in June and July
were $50,000 and $65,000, respectively.

(CMA, adapted)

B
Company plans to sell 200,000 units of finished product in July and anticipates
es of 5 percent per month. The desire

Greener Grass Fertuilizer
a growth rate in sal d monthly ending inventory in units of finished
at of the next month’s estimated sales. There are 160,000 finished units in inventory

on June 30. Each unit of finished product requires four pounds of raw material at a cost of $1.15 per
000 pounds of raw material in inventory on June 30

product is 80 per

pound. There are 70¢
Required:

1. Compute the ¢

s total required production in units of finished product for the entire three-
month period

eptember 30.

2. Independent ¢ ver to requirement (1), assume the company plans to produce 600,000 units of
three-month period ending September 30, and to have raw-material inventory

\e three-month period equal to 25 percent of the use in that period. Compute the
raw-material purchases for the entire three-month period ending September 30

finished product
on hand at the ¢
total estimated c«

(CMA, adapted)

The following information is from Tejas WindowTint's financial records.

Month Sales Purchases
April $72,000 $42,000

May 66,000 48,000

June 60,000 36,000
July 78,000

54,000

3 Collections from customers are normally 70 percent in the month of sale, 20 percent in the month
following the sale, and 9 percent in the second month following the sale. The balance is expected to be
uncollectible. All purchases are on account. Management takes full advantage of the 2 percent discount
allowed on purchases paid for by the tenth of the following month. Purchases for August are budgeted at
$60,000, and sales for August are forecasted at $66,000. Cash disbursements for expenses are expected
10 be $14,400 for the month of August. The company’s cash balance on August 1 was $22,000.

Exercise 9-24

Collectior
Casr on:
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Exercise 9-25
geting Prod n and
Raw-Material Purchases
(LO 9-3,9-6)
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Exercise 9-26
Cash Budgeting
(L0 9-3,9:5)
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W Exercise 9-27
Budgetary Slack; Bank
(L0 9-9)

.
iy

0 Exercise 9-28

Using Budgets for Financial
Planning

(L0 9-2,9-5,9-7)

W Exercise 9-29
Budgeted Financial State-
ments; Retailer

(LO 9-3,9-5)

r Budget
Chapter9 Financial Planning and Analysis: The Master Budg

Required:  Prepare the following schedules.
1. Expected cash collections during August.

2. Expected cash disbursements during August.
3. Expected cash balance on August 31.

S er at East Bank of Mississippi. She has j
S O , accounts manager at East » just been
Tanya Williams is the new ac he will generate during 20x2. The economy of (he -
which the bank operates has been growing, and the bank has experienced a 10 perceny increase ll:' in
1% & . bl

number of bank accounts over each of the past five years. In -Ox.l . the bank had 10,000 accounts, its

The new accounts manager is paid a salary plus a bonus of $15 for every new account she
ates above the budgeted amount. Thus, if the annual budget calls for 500 new accounts, apg 540 R
accounts are obtained, Williams's bonus will be S()OOA(-SO X 'SIS)‘

Williams believes the economy of the county will continue to grow at the same rate jn 20 :
has in recent years. She has decided to submit a budgetary projection of 700 new accounts for 2050,

project how many new bank accounts s

Required:  Your consulting firm has been hired by the bapk presidcm to make recommendationg for
improving its operations. Write a memorandum to the ;3resndcnl defining and explaining the &

consequences of budgetary slack. Also discuss the bank’s bonus system for the new accounts Manager
and how the bonus program tends to encourage budgetary slack. o

Sound Investments, Inc. is a large retailer of stereo equipment. The controller is about to prepare the
budget for the first quarter of 20x2. Past experience has indicated that 75 percent of the store’s sales are
cash sales. The collection experience for the sales on account is as follows:

80 percent during month of sale
15 percent during month following sale
5 percent uncollectible

The total sales for December 20x1 are expected to be $190,000. The cc-vller feels that salesin

January 20x2 could range from $100,000 to $160.000.
Required:

1. Demonstrate how financial planning can be used to project cash receipts
three different levels of January sales. Use the following columnar forn:

nuary of 20x2 for

Total Saie- » january 20x2

$130,000 $160,000

$100,000
Cash receipts in January 20x2:

From December sales on account : : s R $ $
From January cash sales ...........
From January sales on account e e
Total cash $
otal cash receipts n GO L e 3 $ —
2. How could the controller of Sound Investments, Inc. use this financial planning approach (0 help
in planning operations for January?
—

Handy Hardware is a retail hardware store. Information about the store’s operations follows.
+ November 20x1 sales amounted to $200,000.

Sales are budgeted at $220,000 for December 20x1 and $200,000 for January 20x2.
« Collections are expected to be 60

ing the sale. Two percent of sales
monthly.

: / low-
percent in the month of sale and 38 percent in the mf’"‘h fold
are expected to be uncollectible. Bad debts expense is €0

The store’s gross margin is 25 percent of its sales revenue.

Chapter9  Financial Planning and Analysis: The Master Budget

A total of 80 percent of the merchandise for resale is
of sale, and 20 percent is purchased in the month of s
month following the purchase.

purchased in the month prior to the month
ale. Payment for merchandise is made in the

Other monthly expenses paid in cash amount to $22,600.
Annual depreciation is $216,000.

The company’s balance sheet as of November 30, 20x1, is as follows:

HANDY HARDWARE, INC.
Balance Sheet
November 30, 20x1

Assets

Cash R AR e it L e e $ 22,000
Accounts receivable (net of $3,500 allowance for uncollectible accounts) ... 76,000
Inventory e SRR e AR et K2 o L0 140,000
property, plant, and equipment (net of $590,000 accumulated depreciation) .......... 862,000
Total assets o R SR SRS $1,100,000

Liabilities and Stockholders’ Equity ST
AACCOUNES PBYBDIR wovescevrseeuassesteseensisssssssessssasinsestesessessssthes 8sussaraesacetnderessbesbaest s semee e ssteres e 2 $ 162,000
Common stock 795,000
Retained earnings Bt 143,000
Total liabilities and stockholders' equity $1,100,000

Required:  Compulte the following amounts.

1. The budgeted cash collections for December 20x1.
2. The budgeted inco:
3. The projected bl

2¢ (loss) before income taxes for December 20x1.
< in accounts payable on December 31, 20x1.

(CMA, adapted)

Metropolitan Dents: . sociates is a large dental practice in Chicago. The firm’s controller is preparing
the budget for the 1¢ < year. The controller projects a total of 48,000 office visits, to be evenly distrib-
uted throughout the vear. Eighty percent of the visits will be half-hour appointments, and the remain-

der will be one-hour visits. The average rates for professional dental services are $40 for half-hour
appointments and $70 for one-hour office visits. Ninety percent of each month’s professional service
revenue is collected during the month when services are rendered, and the remainder is collected the
month following service. Uncollectible billings are negligible. Metropolitan's dental associates earn
$60 per hour.

Metropolitan uses activity-based budgeting to budget office overhead and administrative expenses.
Two cost drivers are used: office visits and direct professional labor. The cost-driver rates are as follows:

Patient registration and records ... $2.00 per office visit (of any length)

$5.00 per direct professional labor hour

All other overhead and administrative EXpenses ...

Required:  Prepare the following budget schedules.

Direc(-professional-labor budget for the month of June.
Cash collections during June for professional services rendered during May and June.
Overhead and administrative expense budget for the month of June.

Build q spreadsheet: Construct an Excel spreadsheet to solve all of the preceding requirements.
Show how the solution will change if the following information changes: a total of 5~4.000 office
Visits are expected for the year and 70 percent of the office visits are half-hour appointments.

bt )
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0 Exercise 9-30
Professional Services Bud-
get; Dental Practice; Activity-
Based Budgeting

(LO 9-3,9-4, 9-5)
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Problems

1 Problem 9-31
Production and Direct-Labor
Budgets; Activity-Based
Overhead Budget

(LO 9-3, 94, 9-5, 9-6)

1. Total direct-labor cost |

1 Problem 9-32

Revenue and Labor Budget-
ing for a University; Budget
Linkages

(LO 9-3,9-5,9-7,9-8)

2. Faculty needed: 672

e

ysis: The Master Budget

All applicable Problems are available in Connect. Con

¢ frames for sunglasses. Talia Demarest, controfley -
budget. In compiling the budget data for 20x| 0% T, is
ent will be installed on March 1. This will eg &

Uce

Chapter 9 Financial Planning and Anal

n manufactures artisti
he company’s master Ot
tomated production equipm

m | hour t0 .75 hour. : ‘
Jude pension contributions of $.50 per hour, workers Compensmi"n

ee medical insurance of $.80 per hour, and employer con“ibulims
. - oct-labor wages. The cost of employee benefits s
ci i ual to 7 percent of direct : it ' vaid
:zesfgxéasr;;c:rI:see(:nployces is treated as a direct-labor cost. Sp|.!fy Shades Corporation has 5 lab‘;):»
contract that calls for a wage increase to $18.00 per hour on April 'I. 20x1. Ma_nagem ent expects
have 16,000 frames on hand at December 31, 20x0, and has a policy of carrying an en, d"’f-momh
in\'enlor‘y of 100 percent of the following month’s sales plus 50 percent of the second f0|lowing

month’s sales. : ;
These and other data compiled by Demarest ar

Spiffy Shades Corporatiol
responsible for preparing U
est has learned that new au
the direct labor per frame fro

Labor-related costs inc
insurance of $.20 per hour, employ!

e summarized in the following table.

January  February  March April May
Direct-labor hours per unit 10 10 75 75 75
Wage per direct-labor hour $16.00 $16.00 $16.00  $1800  $1800
Estimated unit sales 10,000 12,000 8,000 9,000 9,000
Sales price per unit $50.00 $47.50 $4750  $47.50  $4750
Production overhead:
Shipping and handling (per unit sold) $2.00 $2.00 $2.00 $2.00 $200
Purchasing, material handling, and inspection
(per unit produced) $3.00 $3.00 $3 $3.00 $3.00
Other production overhead (per direct-labor hour) $7.00 $7.00 $7 $7.00 $7.00
Required:
1. Prepare a production budget and a direct-labor budget for Spiffy Shades oration by

schedule. The
-ach direct-labor

month and for the first quarter of 20x1. Both budgets may be combined i
direct-labor budget should include direct-labor hours and show the detail
cost category.

2. For each item used in the firm’s production budget and direct-labor budget. :lentify the other com-
ponents of the master budget (except for financial statement budgets) that also would, directly or
indirectly, use these data.

3. Prepare a production overhead budget for each month and for the first quarter.

(CMA, adapted)

Western State University (WSU) is preparing its master budget for the upcoming academic year- Cur-
rently, 8000 students are enrolled on campus; however, the admissions office is forecasting @ 5 P"j’cem
growth in the student body despite a tuition hike to $75 per credit hour. The following additional mﬁ.)r-

n)fz;}x(}nl has been gathered from an examination of university records and conversations with university
officials:

o WSU is planning to award 120 tuition-free scholarships.
o The average class has 25 students, and the typi

; 5 typical st i semcstch
Each class is three credit hours. e 1

WSU’s fa f

bk Se::il?; n;ml:):rs are evaluated on the basis of teaching, research, and university and 8
- Each faculty member teaches five classes during the academic year.

Required:

1.

repare a tuition revenue b for
P tuit; udgel or the u .
pcoming academic year.

Del i
termine the number of faculty members needed to cover classes.
3. Assume there is a shortage of full-tim, :

ioht
e : : migh
take (0 accommodate the growing stu faculty members. List at least five actions that wsU

dent body

Mary an
pudget for t
aC,:(,umin

Chapter9  Financial Planning and Analysis: The Master Budget

you have been requested by the fmivcrsily's administrative vice president (AVP) to construct
pudgets for other areas of operation (e.g., the library, grounds, dormitories, and maintenance)-
The AVP noted: “The most important resource of the university is its faculty. Now that you know
the number of‘fucull)’ needed, AT the other budgets. Faculty members are indeed the
key dri\cr—\vllhout them we don’t operate.” Does the administrative vice president really under-

tand the linkages within the budgeting process? Explain.

et
d Kay, Inc.. @ distributor of cosmetics throughout Florida, is in the process of assembling a cash
he first quarter of 20x1. The following information has been extracted from the company’s
g records:

s are on account. Sixty percent of customer accounts are collected in the month of sale; 35
percent are collected in the following month. Uncollectibles amounting to 5 percent of sales are
anticipated, and management believes that only 20 percent of the accounts outstanding on Decem-
ber 31, 20x0, will be recovered and that the recovery will be in January 20x1.

All sale

Seventy percent of the merchandise purchases are paid for in the month of purchase; the remaining
30 percent are paid for in the month after acquisition.

The December 31, 20x0, balance sheet disclosed the following selected figures: cash, $20,000:
accounts receivable, $55,000; and accounts payable, $22,000.

Mary and Kay, Inc. maintains a $20,000 minimum cash balance at all times. Financing is available
(and retired) in $1,000 multiples at an 8 percent interest rate, with borrowings taking place at the
beginning of the month and repayments occurring at the end of the month. Interest is paid at the
time of repaying principal and computed on the portion of principal repaid at that time.

« Additional data:
January February March

Sales revenue $150,000 $180,000 $185,000

Merchandise purchz 90,000 100,000 140,000

Cash operating ct 31,000 24,000 45,000

Proceeds from oment - — 5,000
Required:
1. Prepare a sche«is i that discloses the firm’s total cash collections for January through March.
2. Prepare a schedc e that discloses the firm's total cash disbursements for January through March.
3. Prepare a schedule that summarizes the firm’s financing cash flows for January through March.

The schedule should present the following information in the order cited: Beginning cash balance,
total receipts (from requirement (1)), total payments (from requirement (2)), the cash excess (defi-
ciency) before financing, borrowing needed to maintain minimum balance, loan principal repaid,
loan interest paid, and ending cash balance.

Badlands, Inc. manufactures a household fan that sells for $40 per unit. All sales are on account, with
‘;0 percent of sales collected in the month of sale and 60 percent collected in the following month. The
ata that follow were extracted from the company’s accounting records.

Badlands maintains a minimum cash balance of $30,000. Total payments in January 20x1 are bud-
geted at $390,000.

A schedule of cash collections for January and February of 20x1 revealed the following receipts
for the period:

Cash Receipts
ey LTI
January February
From December 31 accounts receivable - $216,000
From January sales ... 152,000 $228,000
From February sales .. 156,800

March 20x1 sales are expected to total 10,000 units.

Finished-goods inventories are maintained at 20 percent of the following month’s sales.

The December 31 , 20x0, balance sheet revealed the following selected figures: cash, $45,000;
dccounts receivable, $216,000; and finished goods. $44.700.

1 Problem 9-33
Cash budgeting
(LO 9-3,9-5)

Problem 9-34
Relationships of the Master-
Budget Components
(LO 9-3,9-5, 9-6)

5
1

December 31 inventory
900 units
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Problem 9-35
Cash Budget; Wholes,
(LO 9-2, 9-3, 9-5)

Chapter 9

Ry

L

(o]

3. Compute the total sales re
{ - 20x1.
first quarter of 2( 5 ‘ 3 !
De the accounts receiy able balance 10 be reported on the March 31, 20x1, by
4. etermine the
ance sheet - , o ki dm
5. Calculate the number of units in the December 31, 20x0. finished-goods inventory,
5. Calculate : -
6. Calculate the number of units of finished goods to be manufactured in January 20x].
: e E 1 al o, [ 3!
7. Calculate the financing required in January. if any, to maintain the firm’s minimum
. Calculate the 2
I cash

Alpha-Tech, a rapidly growing di
Carol Jones, the firm’s marketing

Phillip Smith, an accountant in the Planning and Budgeting Department, is responsible for ‘
the cash flow projection. The following information will be used in preparing the cash flow pro

gt d in December 20x0.

ol
the number of units that Badlands s¢

Determine "5
nue for March 20x1.

Compute the sales reve * budgeted inco =
B [0 b reported on Badlands geted income Smﬁmemfu. N

stributor of electronic components, is formulating its plar
director, has completed the following sales forecast.

ALPHA-TECH
20x5 Forecasted Sales
(in thousands)

Month Sales Month

January $9.000 July

February 10,000 August

March 9,000 September Ll
April 11,500 October

May 12,500 November .

June 14,000 December e

Alpha-Tech's excellent record in accounts receivable collection is expected to continue. Sixty |
of billings are collected the month after the sale, and the remaining 40 percent two months af
The purchase of electronic components is Alpha-Tech’s largest expenditure, and each mont
of goods sold is estimated to be 40 percent of sales. Seventy percent of the parts are receiv
Alpha-Tech one month prior to sale, and 30 percent are received during the month of sale.
Historically, 75 percent of accounts payable has been paid one month after receipt of the p
chased components, and the remaining 25 percent has been paid two months after receipt.
Hourly wages and fringe benefits, estimated to be 30 percent of the current month’s sales,
in the month incurred.

General and administrative expenses are projected to be $15,620,000 for the year. The b
of these expenses is presented in the following schedule. All cash expenditures are paid
throughout the year, except the property taxes, which are paid in four equal installments !
of each quarter.

20x5 Forecasted General and Administrative Costs
(in thousands)
Salaries and fringe benefits
Promotion ...
Property taxes ........
Insurance
Utilities .
Depreciation ...
TotAl i,

Chapter9 Financial Planning and Analysis: The Master Budget

[ncome-tax payments arc mud.c at “_‘c beginning of each calendar quarter based on the income of
{he prior quarter. Alpha-Tech is subchl to an income-tax rate of 40 percent. Alpha-Tech's operating
income for the first quarter of 20x5 is projected to be $3,200,000. The company pays 100 percent
estimated tax payment.

Alpha-Tech maintains a minimum cash balance of $500,000. If the cash balance is less than
§500,000 at the end of each month, the company borrows amounts necessary to maintain this bal-
;ln.;c All amounts hyrrowcd m’c‘ repaid out of the subsequent positive cash flow. The projected
April 1. 20x5, opening balance is $500,000.

of the

‘\]phuATcuh has no short-term debt as of April 1, 20x5.

,\lph;l»’l'cch uses a calendar year for both financial reporting and tax purposes.

Required:
a cash budget for Alpha-Tech by month for the second quarter of 20x5. For simplicity,

1. Prepare : :
y interest expense associated with borrowing.

ignore an,

5. Discuss why cash budgeting is important for Alpha-Tech.
(CMA, adapted)

————
Tulsa Chemical Company (TCC) produces and distributes industrial chemicals, TCC’s earnings
increased sharply in 20x1, and bonuses were paid to the management staff for the first time in several
years. Bonuses are based in part on the amount by which reported income exceeds budgeted income.

Jim Kern, vice president of finance, was pleased with TCC’s 20x1 carnings and thought that the
pressure (0 show financial results would ease. However, Ellen North, TCC’s president, told Kern that
<he saw no reason why the 20x2 bonuses should not be double those of 20x1. As a result, Kern felt pres-
qure to increase reported income in order to exceed budgeted income by an even greater amount. This
would assure increased bonuses.

Kern met with Bill Keller of Pristeel, Inc., a primary vendor of TCC’s manufacturing supplies
and equipment. Kern and Keller have been close business contacts for many years. Kern asked Keller
10 identify all of TCC’s purchases of perishable supplies as equipment on Pristeel’s sales invoices. The
reason Kern gave for his request was that TCC’s president had imposed stringent budget constraints on
operating expenses but not on capital expenditures. Kern planned to capitalize the purchase of perish-
able supplies, and include them with the Equipment account on the balance sheet. In this way Kern could
defer the expense recognition for these items to a later year. This procedure would increase reported
earnings, leading to increased bonuses. Keller agreed to do as Kern had asked.

While analyzing the second quarter financial statements, Gary Wood, TCC’s controller, noticed a
large decrease in supplies expense from one year ago. Wood reviewed the Supplies Expense account and
noticed that only equipment and no supplies had been purchased from Pristeel, a major source for sup-
plies. Wood, who reports to Kern, immediately brought this to Kern’s attention.

Kern told Wood of North’s high expectations and of the arrangement made with Keller of Pristeel. Wood
told Kern that his action was an improper accounting treatment for the supplies purchased from Pristeel.
Wood requested that he be allowed to correct the accounts and urged that the arrangement with Pristeel be dis-
continued. Kern refused the request and told Wood not to become involved in the arrangement with Pristeel.

After clarifying the situation in a confidential discussion with an objective and qualified peer
within TCC, Wood arranged to meet with North, TCC's president. At the meeting, Wood disclosed the
arrangement Kern had made with Pristeel.

Required:

L. Explain why the use of alternative accounting methods to manipulate reported earnings is
unethical.

2 Is Gary Wood, TCC’s controller, correct in saying that the supplies purchased from Pristeel, Inc.
Wwere accounted for improperly? Explain your answer.

3. Assuming that Jim Kern's arrangement with Pristeel, Inc. was in violation of the standards of ethical
P@fessional practice for managerial accountants, discuss whether the actions of Wood were appro-
Priate or inappropriate. (The guidelines for Resolution of Ethical Conflict are given in Chapter 1.)

(CMa, adapted)

1 Problem 9-36

Ethics; Budgetary Pressure;
Management Bonuses; Bud-
getary Constraints

(LO 9-1,9-7,9-8,9-9)

NG
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I Problem 9-37
Completion of Budget
Schedules

(L0 9-3,9-5, 9-6)

2. Planned production, June
15,000 sets

4. Planned direct-labor cost,
May: $378,000

aster Budget
Chapter 9 Financial Planning and Analysis: The Mas

— oty of desks, chairs, tables, and she ;
e, Inc. manufactures 8 varicty of desks, ¢ T “lf Units thyy 4 sol,
Scholastic Furniture, n; e b Midwest. The controller of the company’s Desk DiVision Old 1,
public sleO! sy >t;l::m‘c( m:lhc second quarter of the year. The following sales forecast has beenls Cup.
rently preparing a budg Mg,
by the division’s sales manager.
10,000 desk-and-chair sets
Aprl 12,000 desk-and-chair sets
e i ) 15,000 desk-and-chair sets
June
: ard fe ine planks and 1.5 hours of direct |
Each desk-and-chair set requires 10 board feet of pine p nks 5 .1db0r. Bacly .
et 50 per board foot, and the division ends each month with ep, 1§
for $50. Pine planks cost $.50 per boar s ugh y,

nt of the next month’s production requirements. The division incurs a cost of $36 = ©
its. The division ends each month with enough finisheq
t month’s sales. 2

cover 10 perce ]
for direct-labor wages and fringe benef
inventory to cover 20 percent of the nex

Required: Complete the following budget schedules.

1. Sales budget:

April May June
Sales (in sets) 10,000
Sales price per set ......... _xis_()
Sales revenue Y’_M
2. Production budget (in sets):
April May June
SaleS e 10,000
Add: Desired ending inventory .................. sl 2400 3,000
Total requirements ...... e 12,400
Less: Projected beginning inVentory ................ m
Planned production ............... w
3. Raw-material purchases:
April May June
Planned production (sets) ....... 2 10,400
Raw material required per set (board feet) ... x10
Raw material required for production (board feet) .............. 104,000
Add: Desired ending inventory of raw material, in
board feet (10% of next month's requirement) .............. 12,600 16,000
Total requirements 116,600
Less: Projected beginning inventory of raw material, in
board feet (10% of current month’s requirement) ........... 10,400
Planned purchases of raw material (board feet) .................. 106,200
Cost per board foot x$.50
Planned purchases of raw material (dollars) ............... - $53,100
4. Direct-labor budget:
April May June
Planned production (Sets) w...........oooooooooooo 10,400
Direct-labor hurs Per et ... X15
Direct-labor hours required . 15.600
Cost per hour ... >
: per hour x$20
lanned direct-| AR
irect-labor cost $312,000

rements:

5. Build a spreadsheet: Construct an Exc
for $55 and

Shon how the solution will change if (
the direct-labor cost per hour is $21.

el spreadsheet to solve all of the preceding requi
he following information changes: each set sells

,}y
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Chemical Company produces three products using three different continuous processes. The

E“‘Slllr:l* are Yarex, Darol, and Norex. Projected sales in gallons for the three products for the years 20x2
n:j 20x3 are a8 follows:
1 20x2 20x3

L 60,000 65,000

okt 40,000 35,000
qo 25,000 30,000

aventories are planned for each product so that the projected finished-goods inventory at the

Ir 2
ng of each year is equal to 8 percent of that year’s projected sales.

beginnir
Because of the continuous nature of Empire’s processes, work-in-process inventory for each of the
roducts remains constant throughout the year.

2 [1)1": raw-material requirements of the three products are shown in the following chart.
Raw Material Units Unit Price Yarex Darol Norex
Gamma pounds $8.00 2 4 0
Murad pounds 6.00 4 (t)5s ¢ 5
slin e 2IIONS 5.00 1.0 7 5
Tarden e GallONS 10.00 0 3 5

Raw-material inventories are planned so that each raw material’s projected inventory at the begin-
ping of a year is equal to 10 percent of the previous year’s usage of that raw material.

The conversion requirements in hours per gallon for the three products are Yarex, .07 hour; Darol,
10 hour; and Norex, .16 hour. The conversion cost of $20 per hour is considered 100 percent variable.

Required:

1. Determine Empire Chemical Company’s production budget (in gallons) for the three products for
20x2.
2. Determine Empire Chemical Company’s conversion cost budget for 20x2.

3. Assuming the 20x 1 usage of Islin is 100,000 gallons, determine the company’s raw-material pur-
chases budget (1 dollars) for Islin for 20x2.

4. Assume that for production, Empire Chemical Company could replace the raw material
Islin with the 1= erial Philin. The usage of Philin would be the same as the usage of Islin.
However, Philin « uld cost 20 percent more than Islin and would cut production times on all three
products by 1C pcent. Determine whether management should use Philin or Islin for the 20x2
production, sup; orting your decision with appropriate calculations. For this requirement, ignore
any impact of bczinning and ending inventory balances.

(CMA, adapted)

Vista Electronics, Inc. manufactures two different types of coils used in electric motors. In the fall of the
current year, Erica Becker, the controller, compiled the following data.

Sales forecast for 20x0 (all units to be shipped in 20x0):

Product Units Price
Light coil ........... . 60,000 $120
Heavy colil ... 40,000 170

Raw-material prices and inventory levels:

Expected Inventories, Desired

Raw Material January 1, 20x0 December 31, 20x0 Purchase Price
Sheet metal ................... 32,000 Ib. 36,000 Ib. $8
Copper wire ... 29,000 Ib. 32,000 Ib. 5
Platforms ... L T i 6,000 units 7,000 units 3
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1 Problem 9-38
Production and Materials
Budgets

(LO 9-3,9-6,9-7)

2. Conversion cost budget
$245,040

4 Increase In cost of raw
material: $100,820

1 Problem 9-39

Sales, Production, and
Purchases Budgets; Activity-
Based Overhead Budget
(LO 9-3, 9-4, 9-5, 9-6)

2. Production required (units),
heavy coils: 41,000

6. Production overhead bud-
get for 20x0, total production
overhead: $1,464,250
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e Useofraw material

Amount Used per Unit uequlvedi
-

Explain (he benefits that USSI would gain from implementing a budgeting system.

Light Coll Heavy Coll D an develops a maste A
Raw Material 4 1b. 51b . 1f Sandra Feldman develops a master budget:
: \ bt e 5 [dentify, in order, the schedules that will have to be prepared.
JNE 2 0 X :
- S b [dentify the subsequent schedules that would be based on the schedules identified above. Use

the following format for your answer.

o Direct-labor requirements and rates Schedule

Subsequent Schedule
Hours per Unit Rate per Hour

Product
2 $15
Light c 2
Heavy coil 3 20 d)
S ; —_— Problem 9-41
« Finished-goods inventories (iIn units): Toronto Business Associates, a division of Maple Leaf Services Corporation, offers management and  peyised Operating Budget;
Expected Desired pmputer consulting services to clients throughout Canada and the northwestern United States. The  cqngyiting Firm
cC . 3 -
Product Janacyd 20 December 31, 20x0 tl\\i\“‘" specializes 1n website dcvcl}opmcnl and other Internet applications. The corporate m:\n'-fgcmcm (L0 9-2,9-5,9-7)
20,000 25,000 « Maple Leaf Services is pleased with the performance of Toronto Business Associates for the first nine
y coi 8,000 9,000 ln\m\\h\ of the current year and has recommended that the division' manager, Richard Howell, submit a
e revised forecast for the remaining quarter, as the division has exceeded the annual plan year-to-date by
head 20 percent of operating income. An unexpected increase in billed hour volume over the original plan is
: erhead: 2 2 - A i : 5 2 -
e the main reason for this increase in income. The original operating budget for the first three quarters for
Overhead Cost Item Activity-Based Budget Rate Toronto Business Associates follows.
Purchasing and material handling $.25 per pound of sheet metal and copper wire purchased

B e $2.00 pes toll produced (eher e TORONTO BUSINESS ASSOCIATES

$1.00 per coil shipped (either type) 20x1 Operating Budget
al productio $3.00 per direct-labor hour Total for First
1st Quarter 2nd Quarter 3rd Quarter Three Quarters
Required: Prepare the following budgets for 20x0. Revenue
nsulting fees
1. Sales budget (in dollars). SO o8
5 S Computer Syste ilting $421,875 $421,875 $421.875 $1,265,625
2. Production budget (in units) Management 315,000 315,000 315,000 945,000
3. Raw-material purchases budget (in quantities). Total consu $736.875 $736.875 $736.875 $2210625
4. Raw-material purchases budget (in dollars). Other revenue 10,000 10,000 10,000 30,000
5. Direct-labor budget (in dollars). Total revenue $746,875 $746,875 $746,875 $2,240,625
6. Production-overhead budget (in dollars). Expenses
Consultant salary $386,750 $386,750 $386,750 $1,160,250
(CPA, adapted) Travel and relatec nses 45,625 45,625 45,625 136,875
General and adm ve expenses 100,000 100,000 100,000 300,000
Problem 9-40 United Securi 5 Depreciation exf 40,000 40,000 40,000 120,000
Interrelationships Between by“;::l;l‘i;s”‘g [SY‘]“‘T“ Inc. (USSI) manufactures and sells security syst T'he company S‘”l:ed CoMmorale expensa allocation 50,000 50,000 50,000 150,000
Components of Master Budget stalling photoelectric security systems in offices and has expanded into the private-home markel
T S < 7 ¥ Total expenses 2,37 622,375 622,375 1,867,125
(L0 95, 9.6, 9-8) USSTI has a basic security system that has been developed into three standard products, each of which sl 3622315 . y - $ -
can be adapted to meet the specific needs of customers. The manufacturing operation is moderate Operating income $124,500 $124.500 $124,500 $ 373500

in size, as the bulk of the component manufacturing is completed by independent contractors. The
security systems are approximately 85 percent complete when received from contractors and require

only f'{nal assembly in the USSI plant. Each product passes through at least one of three assembly
operations.

Howell will reflect the following information in his revised forecast for the fourth quarter.

+ Toronto Business Associates currently has 25 consultants on staff: 10 for management consult-

ing and 15 for computer systems consulting. Three additional management consultants have been

hired to start work at the beginning of the fourth quarter in order to meet the increased client
demand.

: : .

meml;ffl opcrz‘llle.s 1nf1 ra'pfdly lgrm.ving community. There is evidence that a great deal of new com-
onstruction will take place in the near future, and management has decided to pursué this new

marklcl. lp order to be competitive, the firm will have to expand its operations.

.shoul(;] i‘r/r]lull;:r-lht, C‘XPCcle)d increase in business, Sandra Feldman, the controller, believes that .USS[
plement a complete budgeting system. Feldman has decided to make a formal prcscnw‘“’“ L)

the company'’s president explainin: be b g system and out gl
y's p! | the
- L g e enefits of a udgclmg Sys E '

The hourly billing rate for consulting revenue will remain at $90 per hour for cach management
consultant and $75 per hour for each computer consultant, However, due to the favorable increase
in billing hour volume when compared to the plan, the hours for each consultant will be increased
by SO hours per quarter.




Problem 9-42
Preparation of Master Budget
(L0 9-3,9-4,9-5)
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Financia Planning

Chapter 9
The budgeted annual salaries an
a management consultan
approved a merit 1

consultants, while the new consultan

« The planned s
30 percent of the annud

d actual annual salaries, p

t and $46,000 for
ncrease of 10 percent at L
ts will be
alary expense includes a prt
| salaries. However,

Budaget

nalysis: The Master Budge

aid monthly, are the same: $50 000

a computer consultant. Corporate manugemcn; 5

he beginning of the fourth quarter for al 25 e
compensated at the planned rate. ting

ovision for employee fringe benefits amounting g

the improvement of some corporatewide employee
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¢ following selli

ng and administrative expenses are anticipated for the next year.

Th
ge benefits of sales personnel $ 75.000
t 15,000
ringe benef " n
= ent salaries and fringe benefits 90,000
e and fringe benefits 26.000
;,, F e sdministrative expenses 4000

fringe benefits (0 40 percent.

The original plan assumes a fixed hourly rate for travel and other related expenses for atl
g ese are expenses that are not reimbursed by the client, and the previlt

adequate o cover these costs.

programs will increase the
illinz
hour of consulting. Th a
determined hourly rate has proven (0 be

rived from temporary rentals and interest income and remains U"Changedf
or

«  Other revenue is de

the fourth quarter.
administrative expenses have been favorable at 7 percent below the plan; this 7 Percesy

e General and ;
flected in the revised plan.

savings on fourth quarter expenses will be re

eciation of office equipment and personal computers will stay constant at the projected

e Depr
straight-line rate.

Due to the favorable experience for the first three quarters and the division’s increased ability
to absorb costs, the corporate management at Maple Leaf Services has increased the corporate

expense allocation by 50 percent.

Required:

1. Prepare a revised operating budget for the fourth quarter for Toronto Business Associates that
Richard Howell will present to corporate management.

2. Discuss the reasons why an organization would prepare a revised operating budget.

(CMA, adapted)

ning canned food, fruit,
1) have the following

FreshPak Corporation manufactures two types of cardboard boxes used in
and vegetables. The canned food box (type C) and the perishable food bo»
material and labor requirements.

Type of Box
P
Direct material required per 100 boxes.
Paperboard ($.20 per pound) 0 ool 70 pounds
Corrugating medium ($.10 per pound) 20 S 0
Direct labor required per 100 boxes ($12.00 per hour) 25 hour 50 hour

The fc i oti p - S

A l:l::,:v::;g pr(xluc(lllon-.ovcrhcdd costs are anticipated for the next year. The predc(ermined over-

s based on a production volume of 495,000 units for eac - . i

e : : g s for each t overhead is
applied on the basis of direct-labor hours, ype of box. Production

Indirect material

Indirect labor “amo
Utilities on
Property taxes o
Insurance = o
Depreciation ; oon
Total —w

$210,000
e

The sales forecast for the next year is as follows:
Sales Price

$90.00 per hundred boxes

Sales Volume
500,000 boxes

goxtype C
500,000 boxes

goxtype P 130.00 per hundred boxes
ng inventory information is available for the next year. The unit production costs for

The follow1
d to be the same this year and next year.

each product are expecte

Expected Inventory Desired Ending
January 1 Inventory December 31
Finished goods
Box type C 10,000 boxes 5,000 boxes
Box type P 20,000 boxes 15,000 boxes
Raw material
Paperboard 15,000 pounds 5,000 pounds
Corrugating mec 5,000 pounds 10,000 pounds
Required: Preparc = master budget for FreshPak Corporation for the next year. Assume an income tax
rate of 40 percent. !r-lude the following schedules.

1. Sales budget

2. Production b

3. Direct-maten izet
4. Direct-labor

5. Production-« 4 budget.
6. Selling and ac~ . istrative expense budget.

7. Budgeted income siatement. (Hint: To determine cost of goods sold, first compute the production
cost per unit for cach type of box. Include applied production overhead in the cost.)

Healthful Foods Inc.. a manufacturer of breakfast cereals and snack bars, has experienced several years of

:)lrcztlly grm\lh in sales, profits, and dividends while maintaining a relatively low level of debt. The board

Ordcrl'f;l:rs .hus sz()ptcd a long-run strategy to maximize the value of the shareholders’ investment. In
chieve this goal, the board of directors established the following five-year financial objectives.

¢ Increase sales by 12 percent per year.

. CaASe 1NC ’
Increase income before taxes by 15 percent per year.

. . #
Maintain long-term debt at a maximum of 16 percent of assets.

s p-r[:l:c ﬁnu.nciul objectives have been attained for the past three years. Al‘lhe beginning of last year,
T ent of Hcahh_ful Foods. Andrea Donis, added a fourth financial objective of maintaining cost

£00ds sold at a maximum of 70 percent of sales. This goal also was attained last year.
ﬁrrlhg:; 4budgeling process at Healthful Foods is (.0 be directed loward‘ attaining !hlcse goals for the
Cmpha\i\mg year, a difficult task with the economy in a prolonged recession. In addition, the increased
sis on eating healthful foods has driven up the price of ingredients used by the company

i Problem 9-43
Budgeting; Financial
Objectives; Ethics

(LO 9-1, 9-5, 9-6, 9-7)
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