Introduction to Managerial Accounting, 1st Edition, by Folk, Garrison, and Noreen

Alternate Problems-Set A, Chapter 7


PROBLEM 7-1A

Schedule of Expected Cash Collections; Cash Budget

(LO2, LO8)

CHECK FIGURE

(1) July: $268,500

(2) July 31 cash balance: $11,000

Herbal Care Corp., a distributor of herb-based sunscreens, is ready to begin its third quarter, in which peak sales occur. The company has requested a $20,000, 90-day loan from its bank to help meet cash requirements during the quarter. Since Herbal Care has experienced difficulty in paying off its loans in the past, the loan officer at the bank has asked the company to prepare a cash budget for the quarter. In response to this request, the following data have been assembled:


a.
On July 1, the beginning of the third quarter, the company will have a cash balance of $24,000.


b.
Actual sales for the last two months and budgeted sales for the third quarter follow:

	
	May (actual)

	$200,000

	
	June (actual)

	250,000

	
	July (budgeted)

	350,000

	
	August (budgeted)

	375,000

	
	September (budgeted)

	220,000




Past experience shows that 25% of a month’s sales are collected in the month of sale, 70% in the month following sale, and 3% in the second month following sale. The remainder is uncollectible.


c.
Budgeted merchandise purchases and budgeted expenses for the third quarter are given below:

	
	
	July
	August
	September

	
	Merchandise purchases

	$210,000
	$218,750
	$120,313

	
	Salaries and wages

	52,000
	54,000
	53,000

	
	Advertising

	65,000
	72,000
	40,000

	
	Rent payments

	6,000
	6,000
	6,000

	
	Depreciation

	7,000
	7,000
	7,000




Merchandise purchases are paid in full during the month following purchase. Accounts payable for merchandise purchases on June 30, which will be paid during July, total $157,500.


d.
Equipment costing $21,000 will be purchased for cash during July.


e.
In preparing the cash budget, assume that the $20,000 loan will be made in July and repaid in September. Interest on the loan will total $600.

Required:


1.
Prepare a schedule of expected cash collections for July, August, and September and for the quarter in total.


2.
Prepare a cash budget, by month and in total, for the third quarter.


3.
If the company needs a minimum cash balance of $10,000 to start each month, can the loan be repaid as planned? Explain.

PROBLEM 7-2A

Production and Purchases Budgets

(LO3, LO4)

CHECK FIGURE

(1) July: 37,250 units

Pearl Products Limited of Shenzhen, China, manufactures and distributes toys throughout South East Asia. Each unit of Supermix, one of the company’s products, requires 4 cc (cubic centimeters) of solvent H300. The company is now planning raw materials needs for the third quarter, the quarter in which peak sales of Supermix occur. To keep production and sales moving smoothly, the company has the following inventory requirements:


a.
The finished goods inventory on hand at the end of each month must be equal to 2,000 units of Supermix plus 25% of the next month’s sales. The finished goods inventory on June 30 is budgeted to be 11,000 units.


b.
The raw materials inventory on hand at the end of each month must be equal to 40% of the following month’s production needs for raw materials. The raw materials inventory on June 30 is budgeted to be 59,600 cc of solvent H300.


c.
The company maintains no work in process inventories.

A sales budget for Supermix for the last six months of the year follows.

	
	
	Budgeted Sales in Units

	
	July

	36,000

	
	August

	41,000

	
	September

	49,000

	
	October

	32,000

	
	November

	24,000

	
	December

	18,000


Required:


1.
Prepare a production budget for Supermix for the months July–October.


2.
Examine the production budget that you prepared in (1) above. Why will the company produce more units than it sells in July and August, and fewer units than it sells in September and October?


3.
Prepare a budget showing the quantity of solvent H300 to be purchased for July, August, and September, and for the quarter in total.

PROBLEM 7-3A

Cash Budget; Income Statement; Balance Sheet

(LO4, LO8, LO9, LO10)

CHECK FIGURE

(1) May 31 cash balance: $14,900

(2) Net income: $900

Minden Company is a wholesale distributor of premium European chocolates. The company’s balance sheet as of April 30 is given below:

	
	Minden Company 

Balance Sheet

April 30



	
	

	
	

	
	Assets
	

	
	Cash

	$     8,000

	
	Accounts receivable, customers

	52,000

	
	Inventory

	28,000

	
	Buildings and equipment, net of depreciation

	  192,000

	
	Total assets

	$280,000

	
	
	

	
	Liabilities and Stockholders’ Equity
	

	
	Accounts payable, suppliers

	$  53,000

	
	Note payable

	17,000

	
	Capital stock, no par

	170,000

	
	Retained earnings

	    40,000

	
	Total liabilities and stockholders’ equity

	$280,000


The company is in the process of preparing budget data for May. A number of budget items have already been prepared, as stated below:


a.
Sales are budgeted at $220,000 for May. Of these sales, $130,000 will be for cash; the remainder will be credit sales. 60% of a month’s credit sales are collected in the month the sales are made, and the remainder are collected in the following month. All of the April 30 receivables will be collected in May.


b.
Purchases of inventory are expected to total $140,000 during May. These purchases will all be on account. 75% of all purchases are paid for in the month of purchase; the remainder are paid in the following month. All of the April 30 accounts payable to suppliers will be paid during May.


c.
The May 31 inventory balance is budgeted at $38,000.


d.
Operating expenses for May are budgeted at $86,000, exclusive of depreciation. These expenses will be paid in cash. Depreciation is budgeted at $3,000 for the month.


e.
The note payable on the April 30 balance sheet will be paid during May, with $100 in interest. (All of the interest relates to May.)


f.
New refrigerating equipment costing $8,000 will be purchased for cash during May.


g.
During May, the company will borrow $40,000 from its bank by giving a new note payable to the bank for that amount. The new note will be due in one year.

Required:


1.
Prepare a cash budget for May. Support your budget with schedules showing budgeted cash receipts from sales and budgeted cash payments for inventory purchases.


2.
Prepare a budgeted income statement for May. Use the traditional income statement format.


3.
Prepare a budgeted balance sheet as of May 31.

PROBLEM 7-4A

Integration of the Sales, Production, and Purchases Budgets

(LO2, LO3, LO4)

CHECK FIGURE

(2) July: 44,000 units

Milo Company manufactures beach umbrellas. The company is now preparing detailed budgets for the third quarter and has assembled the following information to assist in the budget preparation:


a.
The Marketing Department has estimated sales as follows for the remainder of the year (in units):

	
	July

	40,000
	
	October

	35,000

	
	August

	60,000
	
	November

	30,000

	
	September

	45,000
	
	December

	25,000




The selling price of the beach umbrellas is $18 per unit.


b.
All sales are on account. Based on past experience, sales are collected in the following pattern:

	
	25%
	in the month of sale

	
	70%
	in the month following sale

	
	5%
	uncollectible




Sales for June totaled $625,000.


c.
The company maintains finished goods inventories equal to 20% of the following month’s sales. This requirement will be met at the end of June.


d.
Each beach umbrella requires 5 feet of Gilden, a material that is sometimes hard to get. Therefore, the company requires that the inventory of Gilden on hand at the end of each month be equal to 25% of the following month’s production needs. The inventory of Gilden on hand at the beginning and end of the quarter will be:

	
	June 30

	55,000
	feet

	
	September 30

	?
	feet



e.
The Gilden costs $1.20 per foot. 40% of a month’s purchases of Gilden are paid for in the month of purchase; the remainder is paid for in the following month. The accounts payable on July 1 for purchases of Gilden during June will be $131,000.

Required:


1.
Prepare a sales budget, by month and in total, for the third quarter. (Show your budget in both units and dollars.) Also prepare a schedule of expected cash collections, by month and in total, for the third quarter.


2.
Prepare a production budget for each of the months July-October.


3.
Prepare a materials purchases budget for Gilden, by month and in total, for the third quarter. Also prepare a schedule of expected cash payments for Gilden, by month and in total, for the third quarter.

PROBLEM 7-5A

Cash Budget with Supporting Schedules

(LO2, LO4, L08)

CHECK FIGURE

(2a) May purchases: $546,000

(3) June 30 cash balance: $74,815

Garden Sales, Inc., sells garden supplies. Management is planning its cash needs for the second quarter. The company usually has to borrow money during this quarter to support peak sales of lawn care equipment, which occur during May. The following information has been assembled to assist in preparing a cash budget for the quarter:


a.
Budgeted monthly income statements for April–July are:

	
	
	April
	May
	June
	July

	
	Sales

	$500,000
	$800,000
	$600,000
	$550,000

	
	Cost of goods sold

	 350,000
	 560,000
	 420,000
	 385,000

	
	Gross margin

	 150,000
	 240,000
	 180,000
	 165,000

	
	Less operating expenses:
	
	
	
	

	
	Selling expense

	75,000
	108,000
	79,000
	74,000

	
	Administrative expense*

	   35,000
	   38,000
	   37,000
	   38,000

	
	Total expenses

	 110,000
	 146,000
	 116,000
	 112,000

	
	Net operating income

	$ 40,000
	$ 94,000
	$ 64,000
	$ 53,000





*Includes $15,000 depreciation each month.


b.
Sales are 25% for cash and 75% on account.


c.
Sales on account are collected over a three-month period as follows: 5% collected in the month of sale; 60% collected in the first month following the month of sale; and the remaining 35% collected in the second month following the month of sale. February’s sales totaled $400,000, and March’s sales totaled $450,000.


d.
Inventory purchases are paid for as follows: 40% of a month’s inventory purchases are paid for in the month of purchase; the remaining 60% are paid in the following month. Accounts payable at March 31 for inventory purchases during March total $191,100.


e.
At the end of each month, inventory must be on hand equal to 10% of the cost of the merchandise to be sold in the following month. The merchandise inventory at March 31 is $35,000.


f.
Dividends of $35,000 will be declared and paid in April.


g.
Land costing $12,000 will be purchased for cash in May.


h.
The cash balance at March 31 is $36,000; the company must maintain a cash balance of at least $30,000 at all times.


i.
The company can borrow from its bank as needed to bolster the Cash account. Borrowings and repayments must be in multiples of $1,000. All borrowings take place at the beginning of a month, and all repayments are made at the end of a month. The annual interest rate is 12%. Compute interest on whole months (1/12, 2/12, and so forth).

Required:


1.
Prepare a schedule of expected cash collections from sales for each of the months April, May, and June, and for the quarter in total.


2.
Prepare the following for merchandise inventory:


a.
An inventory purchases budget for each of the months April, May, and June.


b.
A schedule of expected cash disbursements for inventory for each of the months April, May, and June, and for the quarter in total.


3.
Prepare a cash budget for the third quarter, by month as well as in total for the quarter. Show borrowings from the company’s bank and repayments to the bank as needed to maintain the minimum cash balance.

PROBLEM 7-6A

Cash Budget With Supporting Schedules

(LO2, LO4, LO7, LO8)

CHECK FIGURE

(2) First quarter net payments: $80,000

(3) First quarter ending cash balance: $29,225

Westex Products is a wholesale distributor of industrial cleaning products. When the treasurer of Westex Products approached the company’s bank in late 1999 seeking short-term financing, he was told that money was very tight and that any borrowing over the next year would have to be supported by a detailed statement of cash receipts and disbursements. The treasurer also was told that it would be very helpful to the bank if borrowers would indicate the quarters in which they would need funds, as well as the amounts that would be needed, and the quarters in which repayments could be made.


Since the treasurer is unsure as to the particular quarters in which the bank financing will be needed, he has assembled the following information to assist in preparing a detailed cash budget:


a.
Budgeted sales and merchandise purchases for the year 2000, as well as actual sales and purchases for the last quarter of 1999, are:

	
	
	Sales
	Merchandise Purchases

	
	1999:
	
	

	
	Fourth quarter actual

	$275,000
	$165,300

	
	2000:
	
	

	
	First quarter estimated

	280,000
	171,600

	
	Second quarter estimated

	340,000
	201,600

	
	Third quarter estimated

	300,000
	178,500

	
	Fourth quarter estimated

	275,000
	165,300



b.
The company normally collects 60% of a quarter’s sales before the quarter ends and another 35% in the following quarter. The remainder is uncollectible. This pattern of collections is now being experienced in the 1999 fourth-quarter actual data.


c.
75% of a quarter’s merchandise purchases are paid for within the quarter. The remainder is paid in the following quarter.


d.
Operating expenses for the year 2000 are budgeted quarterly at $36,000 plus 20% of sales. Of the fixed amount, $12,000 each quarter is depreciation.


e.
The company will pay $5,000 in dividends each quarter.


f.
Land purchases of $35,000 will be made in the second quarter, and purchases of $25,000 will be made in the third quarter. These purchases will be for cash.


g.
The Cash account contained $20,000 at the end of 1999. The treasurer feels that this represents a minimum balance that must be maintained.


h.
Any borrowing will take place at the beginning of a quarter, and any repayments will be made at the end of a quarter at an annual interest rate of 10%. Interest is paid only when principal is repaid. All borrowings and all repayments of principal must be in round $1,000 amounts. Interest payments can be in any amount. (Compute interest on whole months, e.g., 1/12, 2/12.)


i.
At present, the company has no loans outstanding.

Required:


1.
Prepare the following by quarter and in total for the year 2000:


a.
A schedule of expected cash collections.


b.
A schedule of budgeted cash disbursements for merchandize purchases.


2.
Compute the expected cash payments for operating expenses, by quarter and in total, for the year 2000.


3.
Prepare a cash budget, by quarter and in total, for the year 2000. Show clearly in your budget the quarter(s) in which borrowing will be necessary and the quarter(s) in which repayments can be made, as requested by the company’s bank.

PROBLEM 7-7A

Comprehensive Master Budget

(LO2, LO4, LO7, L08, LO9, LO10)

CHECK FIGURE

(2a) February purchases: $186,600

(4) February ending cash balance: $25,560

Hillyard Company , an office supplies specialty store, prepares its master budget on a quarterly basis. The following data have been assembled to assist in preparation of the master budget for the first quarter:


a.
As of December 31 (the end of the prior quarter), the company’s general ledger showed the following account balances:

	
	
	Debits
	Credits

	
	Cash

	$  38,000
	

	
	Accounts Receivable

	196,000
	

	
	Inventory

	55,800
	

	
	Property and Equipment (net)

	295,000
	

	
	Accounts Payable

	
	$ 82,000

	
	Capital Stock

	
	400,000

	
	Retained Earnings

	            0
	  102,800

	
	
	$584,800
	$584,800



b.
Actual sales for December and budgeted sales for the next four months are as follows:

	
	December (actual)

	$280,000

	
	January

	310,000

	
	February

	320,000

	
	March

	290,000

	
	April

	260,000



c.
Sales are 30% for cash and 70% on credit. All payments on credit sales are collected in the month following sale. The accounts receivable at December 31 are a result of December credit sales.


d.
The company’s gross profit margin is 40% of sales.


e.
Monthly expenses are budgeted as follows: salaries and wages, $22,000 per month: advertising, $52,000 per month; shipping, 2% of sales; other expense, 8% of sales. Depreciation for the quarter will be $28,000.



At the end of each month, inventory is to be on hand equal to 30% of the following month’s sales needs, stated at cost.


g.
40% of a month’s inventory purchases are paid for in the month of purchase; the remainder is paid for in the following month.


h.
During February, the company will purchase land for $20,000 cash. During March, land will be purchased for cash at a cost of $15,000.


i.
During January, the company will declare and pay $50,000 in cash dividends.


j.
The company must maintain a minimum cash balance of $25,000. An open line of credit is available at a local bank for any borrowing that may be needed during the quarter. All borrowing is done at the beginning of a month, and all repayments are made at the end of a month. Borrowing and repayment of principal must be in multiples of $1,000. Interest is paid only at the time of payment of principal. The annual interest rate is 12%. (Figure interest on whole months, e.g., 1/12, 2/12.)

Required:

Using the data above, complete the following statements and schedules for the first quarter:


1.
Schedule of expected cash collections:

	
	
	January
	February
	March
	Quarter

	
	Cash sales

	$  93,000
	
	
	

	
	Credit sales

	  196,000
	
	
	

	
	Total cash collections

	$289,000
	
	
	



2.
a.
Inventory purchases budget:

	
	
	January
	
	February
	
	March
	
	Quarter

	
	Budgeted cost of goods sold

	$186,000
	*
	$192,000
	
	
	
	

	
	Add desired ending inventory

	    57,600
	†
	
	
	
	
	

	
	Total needs

	243,600
	
	
	
	
	
	

	
	Less beginning inventory

	    55,800
	
	
	
	
	
	

	
	Required: purchases

	$187,800
	
	
	
	
	
	




*For January sales: $310,000 sales × 60% cost ratio = $186,000



†$192,000 × 30% = $57,600


b.
Schedule of cash disbursements for purchases:

	
	
	January
	
	February
	
	March
	
	Quarter

	
	December purchases

	$  82,000
	
	
	
	
	
	$82,000

	
	January purchases ($187,800)

	75,120
	
	$112,680
	
	
	
	187,800

	
	February purchases

	
	
	
	
	
	
	

	
	March purchases

	               
	
	
	
	
	
	

	
	Total cash disbursements for purchases

	$157,120
	
	
	
	
	
	



3.
Schedule of cash disbursements for expenses:

	
	
	January
	
	February
	
	March
	
	Quarter

	
	Salaries and wages

	$  22,000
	
	
	
	
	
	

	
	Advertising

	52,000
	
	
	
	
	
	

	
	Shipping

	6,200
	
	
	
	
	
	

	
	Other expenses

	    24,800
	
	
	
	
	
	

	
	Total cash disbursements for operating expenses

	$105,000
	
	
	
	
	
	



4.
Cash budget:

	
	
	January
	
	February
	
	March
	
	Quarter

	
	Cash balance, beginning

	$  38,000
	
	
	
	
	
	

	
	Add cash collections

	  289,000
	
	
	
	
	
	

	
	Total cash available

	  327,000
	
	
	
	
	
	

	
	Less disbursements:
	
	
	
	
	
	
	

	
	Purchases of inventory

	157,120
	
	
	
	
	
	

	
	Operating expenses

	105,000
	
	
	
	
	
	

	
	Purchases of land

	0
	
	
	
	
	
	

	
	Cash dividends

	    50,000
	
	
	
	
	
	

	
	Total disbursements

	  312,120
	
	
	
	
	
	

	
	Excess (deficiency) of cash

	14,880
	
	
	
	
	
	

	
	Financing:
	
	
	
	
	
	
	

	
	Etc.
	
	
	
	
	
	
	



5.
Prepare an income statement for the quarter ending March 31 as shown in Schedule 9 in the chapter.


6.
Prepare a balance sheet as of March 31.

PROBLEM 7-8A

Comprehensive Master Budget

(LO2, LO4, LO7, LO8, LO9, LO10)

CHECK FIGURE

(2) May purchases: $52,640

(4) May 31 cash balance: $5,600

The following are selected data relating to the operations of Shilow Company, a wholesale distributor:

	
	Current assets as of March 31:
	

	
	Cash

	$  10,500

	
	Accounts Receivable

	21,000

	
	Inventory

	10,080

	
	Buildings and Equipment (net)

	140,000

	
	Accounts Payable

	36,500

	
	Capital Stock

	40,000

	
	Retained Earnings

	105,080



a.
Gross profit is 30% of sales.


b.
Actual and budgeted sales data:

	
	March (actual)

	$70,000

	
	April

	72,000

	
	May

	73,000

	
	June

	84,000

	
	July

	80,000



c.
Sales are 70% for cash and 30% on credit. Credit sales are collected in the month following sale. The accounts receivable at March 31 are the result of March credit sales.


d.
At the end of each month, inventory is to be on hand equal to 20% of the following month’s sales needs, stated at cost.


e.
25% of a month’s inventory purchases are paid for in the month of purchase; the remainder is paid for in the following month. The accounts payable at March 31 are a result of March purchases of inventory.


f.
Monthly expenses are as follows: salaries and wages $12,500; rent, $3,600; other expenses (excluding depreciation), 8% of sales. These expenses are paid monthly. Depreciation is $1,000 per month and includes depreciation on new assets.


g.
Equipment costing $9,000 will be purchased for cash in April.


j.
The company must maintain a minimum cash balance of $5,000. An open line of credit is available at a local bank. All borrowing is done at the beginning of a month, and all repayments are made at the end of a month; borrowing must be in multiples of $1,000. The annual interest rate is 12%. Interest is paid only at the time of repayment of principal; figure interest on whole months (1/12, 2/12, and so forth).

Required:

Using the above data:


1.
Complete the following schedule:

	
	Schedule of Expected Cash Collections

	
	
	April
	May
	June
	Quarter

	
	Cash sales

	$50,400
	
	
	

	
	Credit sales

	  21,000
	             
	             
	             

	
	Total collections

	$71,400
	             
	             
	             



2.
Complete the following:

	
	Inventory Purchases Budget

	
	
	April
	May
	June
	Quarter

	
	Budgeted cost of goods sold*

	$50,400
	$51,100
	
	

	
	Add desired ending inventory†

	  10,220
	 
	 
	 

	
	Total needs

	60,620
	
	
	

	
	Less beginning inventory

	  10,080
	             
	             
	             

	
	Required: purchases

	$50,540
	             
	             
	             


 *For April sales: $72,000 sales × 70% cost ratio = $50,400

 †$51,100 × 20% = $10,220

	
	Schedule of Expected Cash Disbursements—Purchases

	
	
	April
	May
	June
	Quarter

	
	March purchases

	$36,500
	
	
	$36,500

	
	April purchases

	12,635
	$37,905
	
	50,540

	
	May purchases

	
	
	
	

	
	June purchases

	             
	             
	             
	             

	
	Total disbursements

	$49,135
	             
	             
	             



3.
Complete the following:

	
	Schedule of Expected Cash Disbursements—Operating Expenses

	
	
	April
	May
	June
	Quarter

	
	Salaries and wages

	$12,500
	
	
	

	
	Rent

	3,600
	
	
	

	
	Other expenses

	    5,760
	             
	             
	             

	
	Total disbursements

	$21,860
	             
	             
	             



4.
Complete the following cash budget:

	
	Cash Budget

	
	
	April
	May
	June
	Quarter

	
	Cash balance, beginning

	$10,500
	
	
	

	
	Add cash collections

	 71,400
	              
	              
	              

	
	Total cash available

	 81,900
	             
	             
	             

	
	Less cash disbursements:

	
	
	
	

	
	For inventory

	49,135
	
	
	

	
	For expenses

	21,860
	
	
	

	
	For equipment

	   9,000
	             
	             
	             

	
	Total disbursements

	 79,995
	             
	             
	             

	
	Excess (deficiency) of cash
	1,905
	
	
	

	
	Financing:
	
	
	
	

	
	Etc.
	
	
	
	



5.
Prepare an income statement for the quarter ending June 30. (Use the functional format in preparing your income statement, as shown in Schedule 9 in the text.)


6.
Prepare a balance sheet as of June 30.
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