Chapter 6

Planning, the Balanced Scorecard, and Budgeting

Questions

1. What is a plan for the future expressed in quantitative terms?

2. What budgeting approach relies on predetermined standards set by upper-level management (also known as top-down budgeting)?

3. What budgeting approach allows individuals who are affected by the budget to have input into the budgeting process (also known as bottom-up budgeting)?

4. What budgeting strategy uses the prior period’s budget as a starting point in preparing this period’s budget?

5. What budgeting strategy begins each budget period with a zero budget and considers every activity undertaken by the department or segment?

6. What is the difference between reported budget numbers and realistic budget numbers?

7. The compilation of all the budgets/schedules prepared in planning for the revenue, conversion, and expenditure processes is known as what type of budget?

8. What budget shows the expected sales for the period in both physical and financial amounts?

9. What budget uses information from the sales budget plus the company’s desired ending inventory level to determine the quantity of finished goods to produce each period?

10. What schedule shows the expected cash outflows during the period?

Exercises

E6.1
Betsy’s Bakery sells assorted breads, muffins, and pastries.  Betsy plans to charge $4.00 for each loaf of bread, $6.00 for each package of muffins, and $3.00 for each package of pastries.  Betsy has estimated the number of sales for each item for the next six months.  Use this information to estimate revenue per month.

	Month
	Breads
	Muffins
	Pastries

	1
	100
	300
	200

	2
	150
	350
	250

	3
	200
	400
	350

	4
	400
	600
	400

	5
	300
	400
	300

	6
	250
	350
	200


E6.2
Vaughn’s sales revenue follows:

	
	January (actual sales)
	February (projected sales)
	March (projected sales)

	Cash sales
	$ 84,000
	$112,000
	$ 68,000

	Credit sales
	$126,000
	$168,000
	$102,000



Vaughn’s management estimates that 2 percent of credit sales are uncollectible, that 70 percent of credit sales will be collected in the month of sale, and that 28 percent will be collected in the month following sale.  What are the expected cash collections for February and March?

E6.3
Kline Company has a balance in its accounts receivable of $20,000 at the beginning of the year.  Credit sales for the year are expected to be $850,000.  It is estimated that Kline will collect the entire beginning balance of accounts receivable plus 75 percent of the credit sales.  What is the expected ending balance of accounts receivable?

E6.4
Springford, Inc. has a beginning accounts receivable balance of $42,000.  Springford expects sales to be $350,000, $280,000, and 260,000 respectively for each month in the next quarter.  Based on past experience, Springford estimates 80 percent of sales will be collected in the month of sale with the remaining amount collected in the month following the sale.  Springford estimates that marketing costs will average 6 percent of sales while distribution costs will be 3 percent of sales plus $10,000 per month.  What are Springford’s estimated cash receipts by month for the next quarter?

E6.5
Refer to E6.4.  What is Springford’s anticipated accounts receivable balance at the end of each month for the next quarter?

E6.6 
Refer to E6.4.  Prepare a marketing and distribution budget, by month, for the quarter.

E6.7
Simone has estimated the following sales:

	October
	$240,000

	November
	$470,000

	December
	$390,000



Based on past experience, Simone estimates the following marketing and distribution costs:

	Advertising
	5 percent of sales

	Delivery
	2 percent of sales

	Customer support
	$1,500 per month

	Customer analysis
	$500 per month

	Packaging
	1 percent of sales



What is the estimated marketing and distribution cost for Simone by month?

E6.8
Meade Manufacturing estimates monthly sales of 100,000, 90,000, 120,000, 110,000, and 130,000 for the next five months.  Meade desires an ending finished goods inventory equal to 10 percent of the expected sales in the next month.  Meade currently has an inventory of 10,000 units.  How many units should Meade produce for each of the next three months?

E6.9
CMB, Inc. has a balance in accounts payable of $53,400 at the beginning of the budgeting period.  CMB expects to purchase $425,000 of direct material next month (Month 1) and $375,000 of direct materials the following month (Month 2).  CMB pays 75% of its purchases in the month of purchase and takes a 2 percent discount.  The remaining purchases are paid in the month following purchase.  What is the expected cash disbursements for each month?

E6.10
Refer to E6.9.  What is the expected ending balance of accounts payable for each month?

E6.11
Cinco, Inc. plans to produce 12,000 units in Month One, and 10,000 units in MonthTwo.  Each unit requires one-half gallon of direct material that can be purchased for $4 per gallon.  At the beginning of Month One there are 300 gallons of direct material on hand.  Cinco desires an ending inventory of direct materials equal to 5 percent of next month’s direct material needs.  What is the expected cost of direct material purchases for Month One?

Problems

P6.1
The J.P. Bradshaw Company has studied the collection pattern of sales and has developed the following collection schedule:



50 percent in the month of sale with a 2 percent discount



25 percent in the month following the sale



15 percent in the second month following the sale



  7 percent in the third month following the sale


Actual sales for the past quarter are as follows:



January
$100,050



February
111,340



March
150,350


Expected sales for the next quarter are as follows:



April
124,100



May
137,450



June
90,230


Required:

A. Determine the expected cash receipts by month for April through June.

B. Determine the expected cash discounts by month for April through June.

C. Determine the expected uncollectible sales by month for April through June.  Assume uncollectible sales are budgeted in the month of sale.

D. Determine the expected ending balance of accounts receivable by month for April through June.  The beginning balance of accounts receivable on April 1 is $102,165.


P6.2
Outdoor Unlimited sells charcoal and gas grills.  Charcoal grills sell for $90 and gas grills sell for $600.  Outdoor Unlimited estimates that marketing costs average 5 percent of sales.  In addition, Outdoor Unlimited estimates product-sustaining costs of  $25 per charcoal grill per quarter and $200 per gas grill per quarter.  Outdoor Unlimited has developed the following estimates of sales per quarter for the next year.

	
	Quarter 1
	Quarter 2
	Quarter 3
	Quarter 4

	Charcoal grills
	200
	500
	350
	150

	Gas grills
	150
	250
	170
	100



Required:

A. Prepare a sales budget by quarter for each type of grill.

B. Prepare a marketing and distribution budget by quarter for Outdoor Unlimited.


P6.3
King, Inc. plans to sell 60,000, 66,000, 90,000, 102,000, 78,000, and 72,000 units respectively for the next six months. The desired ending finished goods inventory is 15 percent of the expected sales in the next month.  Beginning inventory is 9,000 units.


Required:  Prepare the production budget, by month, for the first three months.

P6.4
Travis Manufacturing Company has the following production planned for the first six months of next year.



January
30,000



February
28,500



March
31,500



April
33,000




May
34,500



June
29,000


Each unit produced requires 2 pounds of direct materials at $4 per pound.  Travis wants to maintain an inventory balance equal to 15 percent of what is needed to meet next month’s production.  Travis pays for 60 percent of its purchases in the month of purchase to receive a 1 percent cash discount.  The remaining purchases are paid in the month following purchase.  Direct materials purchased in December were $220,000.  The beginning balance in accounts payable as of January 1 is $88,000.


Required:

A. Prepare the direct materials purchases budget by month for the first quarter for Travis.

B. Prepare the cash disbursements schedule by month for the first quarter for Travis.

C. Prepare the accounts payable schedule by month for the first quarter for Travis.

P6.5
Refer to P6.4.  Each unit requires 2 hours of direct labor time at $10 per hour.  Unit-related overhead is $5 per machine hour and each unit requires one machine hour.  Batch-related overhead is $50 per batch with a batch-size of 500 units.  Facility overhead, including depreciation of $12,000, is $35,000 per month.


Required:  Prepare Travis Manufacturing Company’s direct labor and manufacturing overhead budget by month for the first quarter.

Case

Select a company that is featured in this week’s issue of BusinessWeek.  Based on your knowledge of the company, answer the following questions:

A. What budgeting strategy do you think it uses?

B. What budgeting approach do you think it uses?

C. How do you think its sales budget is organized (i.e., by product, by region, etc.)?

D. What do you think is the composition of its marketing and distribution costs?

E. How do you think its production budget (if applicable) is organized (i.e., by product, by facility, etc.)?

F. How do you think its purchases budgets are organized (i.e., by product, by supplier, etc.)?

G. Do you believe this company would prepare a direct labor and manufacturing overhead budget?

H. What other balanced scorecard measures do you think this company uses? 

