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CHAPTER OUTLINE:  
I.
Introduction

A.
Why Budgets are Useful

B.
Definition of a Standard Cost

II.
Cost Classifications

A.
Relationship of Cost to Volume of Activity

1.
Variable cost

2.
Fixed cost

3.
Mixed cost

B.
According to a Time-Frame Perspective

1.
Committed cost

2.
Discretionary cost

III.
Budgeting

A.
The Budgeting Process in General

1.
Usefulness of budgets – A function of management philosophy

a.
Budget as a guide to action

b.
Top management dictated, or participative approach

2.
Starting point for budget

a.
Actual performance of current period

b.
Zero-based budgeting approach

B.
The Budget Time Frame

1.
Single period

2.
Multi-period, rolling budget

3.
Different periods for different budgets

CHAPTER OUTLINE (continued)
C.
The Budgeting Process

1.
Broad assumptions about the economy, industry, and company

2.
Operating budget

a.
Sales/revenue forecast

b.
Purchases/production budget

c.
Operating expense budget(s)

d.
Income statement budget

e.
Cash budget and the timing of cash receipts and cash payments

f.
Balance sheet budget

3.
Sales forecast is the key

D.
Overview of the Operation Budget Development Sequence

E.
Illustration of the Purchases/Production Budget

1.
Using the cost of goods sold model

2.
Based on gross profit ratio

F.
Illustration of Operating Expense Budget and Challenges

G.
Budgeted Income Statement Discussion

H.
Illustration of the Cash Budget 

I.
Budgeted Balance Sheet Discussion

IV.
Standard Costs

A.
Standards Defined - A Unit Budget Allowance

B.
Using Standard Costs

1.
For planning and control

2.
Focus may be on dollar amounts and/or quantities

C.
Developing Standards

1.
Ideal (also referred to as engineered) standards

2.
Attainable standards

3.
Past experience standards

D.
Costing Products with Standard Costs

1.
A budget for each component

2.
Illustration of product cost development

E.
Other Uses of Standards 

V.
Budgeting for Other Analytical Purposes

A. Other Important Resources

1.
Personnel time

2.
Utilization of productive capacity

B.
Other Functional Areas

TRUE/FALSE:
____
1.
Divisional managers and their employees often act in ways that are dysfunctional to the organization as a whole when they are overly constrained by a top-down, autocratic budget.

____
2.
The objective of an organization should be to operate at a high level of profitability, rather than having actual results equal budgeted results.

____
3.
The participative budgeting approach involves an interactive exchange of ideas between top management and lower levels of management, with significant input from those managers who will be held responsible for operating results.

____
4.
Zero-based budgeting forces managers to identify and prioritize the activities that are carried out in their departments, and to justify all of their expenditures for each budget period.

____
5.
The sales budget is typically easier to prepare than the cash budget, because the timing of cash receipts and disbursements is less certain than the manager's ability to forecast market share and sales prices.

____
6.
Continuous budgets are generally more expensive to maintain than single-period budgets because more time and effort is required in their preparation.

____
7.
It is wise to vary the time frame of the budgeting cycle in relation to the activities or amounts being budgeted (i.e., daily or weekly cash budgets as opposed to quarterly or annual financial statement budgets).

____
8.
Adjustments to the budgeted balance sheet often require further adjustments to one or more of the other budgets, and may even require a recasting of the entire budgeting process.

____
9.
Cost behavior patterns are relevant in the preparation of a production budget because variable manufacturing overhead costs affect the budgeted cost of goods sold amount differently than do fixed overhead costs.

____
10.
A materials purchases budget must be completed prior to the preparation of the production budget.

____
11.
In order to pad her budget, a sales manager would estimate a greater level of sales for budgeting purposes than she actually expects to achieve.

____
12.
When the month-end cash balance is budgeted to be negative, additional short-term borrowings are anticipated.

TRUE/FALSE (continued):
____
13.
The purchases/production budget relies on the sales forecast in estimating beginning and ending inventory requirements.

____
14.
The first step in budgeting and the key to the entire process is to forecast the purchases/production needs.

____
15.
Standard costs are used in financial accounting for planning and control purposes, and in management accounting for valuing inventory.

____
16.
Standard costs are comprised of two elements: the quantity of input and the cost per unit of input.

____
17.
By substituting standard for actual unit costs in the cost accounting system, an estimate of the inventory value on hand can be determined at any point in time during the period.

____
18.
Since the standard cost represents a unit budget rather than a total cost estimate, standards are not used extensively in the budgeting process.

____
19.
Ideal standards are more difficult to achieve than engineered standards, because they represent operating conditions under a best-case scenario that assumes optimal levels of efficiency.

____
20.
Better than expected operating results are more likely to be achieved under attainable standards, rather than ideal standards.

____
21.
Past experience standards allow inefficiencies from prior years to be incorporated into the budget, thus providing little incentive for improvement.

____
22.
In the short-run, the level of discretionary fixed costs is easier to adjust than the level of committed fixed costs.

EXERCISES:
1.
Roma Corporation is forecasting sales of 100,000 units in March.  Twenty feet of raw material is required to make one finished unit.  Following are actual beginning and desired ending inventories of raw materials:

	
	March 1

(Actual)
	March 31

(Desired)

	Raw materials (feet)
	188,000
	200,000

	Finished goods (units)
	10,000
	12,000


a. Calculate the number of finished units to be produced during March.

b. Calculate the number of feet of raw materials to be purchased during March.

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	


2.
Rainbow Company has provided you with the following information:

	August 1, cash balance ……………………………………………
	$ 58,000

	Inventory purchases to be paid in August …………………………
	52,600

	Expected August cash expenditures for operating expenses ………
	26,400

	Cash collections anticipated in August ……………………………
	74,000

	Cash dividends to be paid in August ………………………………
	15,000

	Interest payment to be received from investments…………………
	1,200

	August depreciation expense ………………………………………
	8,200

	Computer equipment purchase 50% of which will be paid in August and the balance will be paid in September ………..………
	45,000


Prepare a cash budget for August.

	

	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	


SOLUTIONS:
	True/False

	
	
	
	
	

	1.
	T
	
	12.
	T

	2.
	T
	
	13.
	T

	3.
	T
	
	14.
	F

	4.
	T
	
	15.
	F

	5.
	F
	
	16.
	T

	6.
	T
	
	17.
	T

	7.
	T
	
	18.
	F

	8.
	T
	
	19.
	F

	9.
	T
	
	20.
	T

	10.
	F
	
	21.
	T

	11.
	F
	
	22.
	T


Exercises
1.

	a.
	Use the "Cost of Goods Sold" model:
	

	
	
	

	
	Beginning inventory, Finished Goods………………………..
	10,000

	
	Add: Production……………………………………………...
	102,000

	
	Goods available for sale……………………………………...
	112,000

	
	Less: Ending inventory, Finished Goods…………………….
	(12,000)

	
	Units sold…………………………………………………….
	100,000


	b.
	Beginning inventory, Raw Materials ………………..………
	188,000

	
	Add: Purchases………………………………………………
	2,052,000

	
	Raw materials available for use ……………………..………
	2,240,000

	
	Less: Ending inventory, Raw Materials ………..……………
	(200,000)

	
	Raw materials used in production ………………...…………
	2,040,000

	
	
	


SOLUTIONS (continued)
	2.
	Rainbow Company

	
	Cash Budget for the Month of August

	
	
	
	

	
	Beginning cash balance ………………………………………
	$ 58,000
	

	
	
	
	

	
	Cash Receipts:
	
	

	
	Cash collections ………………….……………………………
	74,000
	

	
	Interest from investments………………………………………
	   1,200
	

	
	  Total cash available ……………..……………………………
	
	$133,200

	
	
	
	

	
	Cash Disbursements:
	
	

	
	Inventory purchases ……………………………………………
	$ 52,600
	

	
	Operating expenses ……………………………………………
	26,400
	

	
	Cash dividends…………………………………………………
	15,000
	

	
	Computer equipment purchase (50% * $45,000)………………
	22,500
	

	
	  Total cash disbursements ………………….…………………
	
	116,500

	
	
	
	

	
	Ending cash balance……………………………………………
	
	$ 16,700
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