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Lesson 4
Budgeted Income Statement
In this lesson, students learn about how firms arrive at budgeted income statements and how they use them to plan. First, students complete comparative income statements to learn how to calculate and analyze the data in them. They then explore the operational planning process and how budget goals are identified. Next, they examine the various budget schedules that contribute to the budgeted income statement. They learn how to make calculations to complete budget schedules before using them to compile a budgeted income statement. Finally, they are tested on what they have learned by completing a budget variance report that requires the same calculations they made during the lesson.  
This lesson is expected to take 5 class periods.
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Lesson Framework
Learning Objectives
Each student will:
Describe the purpose of an operational plan*
Demonstrate the ability to prepare sales and purchase budget schedules
Demonstrate the ability to prepare expenses budget schedules
Demonstrate the ability to prepare budgeted income statements
Demonstrate the ability to prepare a budget variance report
*This is one of the 16 key learning objectives assessed by the NAFTrack Certification end-of-course exam for this course.
Academic Standards
The relevant Common Core State Standards are too extensive to list here but are important for this lesson. For details, please refer to the separate document "Correlations to the Common Core Standards" (available in the Course Planning Tools section of the course materials).
Utilize accounting tools, strategies, and systems to plan, monitor, manage, and maintain the use of financial resources (Common Career Technical Core 2012, FN-ACT 2)
Process, evaluate, and disseminate financial information to assist business decision making (Common Career Technical Core 2012, FN-ACT 3)
Utilize mathematical concepts, skills, and problem-solving to obtain necessary information for decision making in the finance industry (Common Career Technical Core 2012, FN 1)
Interpret and create basic financial statements (McREL Business Education Standards 1999, Standard 3)
Analyze and interpret data using standard statistical procedures, charts, and graphs (McREL Business Education Standards 1999, Standard 12)
Understand the role of quality and continuous improvement in business organizations (McREL Business Education Standards 1999, Standard 37)
Assess the financial condition and operating results of a company and analyze and interpret financial statements and information to make informed business decisions (NBEA National Standards for Business Education 2013, Accounting III, Financial Analysis) 
Use planning and control principles to evaluate the performance of an organization and apply differential analysis and present-value concepts to make informed business decisions (NBEA National Standards for Business Education 2013, Accounting VI, Interpretation and Use of Data)
Assessment
	Assessment Product
	Means of Assessment

	A completed budget variance report (Student Resource 4.10)
	Answer Key: Sami's Skateboards' Budget Variance Report (Teacher Resource 4.8)


Prerequisites
Principles of Accounting
Income statements from Lesson 3
An understanding of the budgeting process
Instructional Materials 
Teacher Resources
Teacher Resource 4.1, Presentation and Notes: The Budgeted Income Statement (includes separate PowerPoint file)
Teacher Resource 4.2, Modeling Templates: Sami's Skateboards' Budgeted Income Statements (separate Excel file)
Teacher Resource 4.3, Answer Key: Sami's Skateboards' Comparative Income Statement 
Teacher Resource 4.4, Answer Key: Analyzing a Comparative Income Statement 
Teacher Resource 4.5, Answer Key: Sami's Skateboards' Sales Budget Schedule
Teacher Resource 4.6, Answer Key: Sami's Skateboards' Budget Schedules
Teacher Resource 4.7, Answer Key: Sami's Skateboards' Budgeted Income Statement 
Teacher Resource 4.8, Answer Key: Sami's Skateboards' Budget Variance Report
Teacher Resource 4.9, Prompts: Learning Objective Reflection (separate PowerPoint slide)
Teacher Resource 4.10, Guide: Teaching Reflection
Teacher Resource 4.11, Key Vocabulary: Budgeted Income Statement
Student Resources
Student Resource 4.1, Independent Practice: Sami's Income Statement
Student Resource 4.2, Defining Format Frame: Budgeted Income Statement
Student Resource 4.3, Reading: The Budgeted Income Statement 
Student Resource 4.4, Independent Practice: Sami's Skateboards' Comparative Income Statement
Student Resource 4.5, Independent Activity: Analyzing a Comparative Income Statement
Student Resource 4.6, Partner Practice: Creating an Operational Plan
Student Resource 4.7, Sales Budget Schedule: Sami's Skateboards
Student Resource 4.8, Budget Schedules: Sami's Skateboards
Student Resource 4.9, Independent Practice: Sami's Skateboards' Budgeted Income Statement
Student Resource 4.10, Budget Variance Report: Sami's Skateboards
Equipment and Supplies
LCD projector and computer for PowerPoint presentation
Blackboard, whiteboard, or flip chart
Calculators, one for each student
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Lesson Steps
	Step
	Min.
	Activity

	
	
	class period 1

	1
	20
	Pair, Share: Budgeting to Reach a Goal
The goal of this springboard activity is to have students recognize that budgeting is about making choices.
Ask students to partner up and discuss the following prompt:
If you were asked if a student making $740/month could afford to buy a $3,800 car six months from now, what else would you have to know to answer the question?
Students should report that it depends on many factors, including how much the student has saved, what other expenses the student has, and so on. 
Explain that people and businesses use income statements to determine if what they are doing in the business is profitable. Their income statement after all their expenses have been paid shows net income. Tell students that it is helpful to project future earnings and expenses to create budgets—financial plans that help reach goals.  
Next, refer students to Student Resource 4.1, Independent Practice: Sami's Income Statement. Explain that the first income statement (Actual Income Statement) on the resource represents Sami's current spending and earning. His earnings will remain the same for the next six months, but by the end of the semester, he wants to own and begin driving the car, so this means he must be ready to make monthly insurance payments then too.
Ask the pairs to calculate how much money Sami will need to save in six months to reach his goal ($1,854). Next, ask them to calculate whether Sami's net income will provide him enough money to buy the car in six months. (No—with his current expenses, his total savings will be $1,152, leaving him $702 shy of his goal, not including the additional insurance expenses he will need as soon as he buys the car.) Ensure that all pairs understand how to correctly arrive at this information before asking them to complete the next part of the resource (Projected Income Statement), revising Sami's income statement to help him reach his goal of buying the car and paying for it insurance in six months. 
Tell pairs to work out their ideas in pencil, as they may wish to make further changes once they have discussed their ideas with the class. Reinforce that there are many possible answers. Give them time to discuss the best way to revise Sami's income statement. Remind them to do the calculations to make sure that he will afford the car and the monthly insurance costs in six months. Circulate and assist as necessary.
Ask pairs to share their ideas and why the cuts to the expenses they recommend will help Sami meet his goal. Explain that financial goals, whether personal like Sami's to buy a car or organizational like launching a new product, have the most chance of being achieved through budgeting. Budgeting often includes changing priorities and therefore spending. Managerial accountants make recommendations about changing (or keep the same) a company's costs, expenses, and sales to meet its goals. 
Tell students that they will learn about the budgeting process that companies undergo and why it is essential.
You may want to gauge student understanding by assessing Student Resource 4.1 on a credit/no-credit basis.

	2
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	30
	Presentation: The Budgeted Income Statement 
This activity gives students an overview of how companies prepare budgeted income statements, including locating the data necessary to complete one. It also develops students' listening and note-taking skills.
To prepare, make notes to guide class discussion using Teacher Resource 4.1, Presentation Notes: The Budgeted Income Statement. Have Teacher Resource 4.1, Presentation: The Budgeted Income Statement (separate PowerPoint file), ready to show as a full-screen slideshow using an LCD projector.
Refer students to Student Resource 4.2, Defining Format Frame: Budgeted Income Statement. Explain that they learn about the terms on the frame in the presentation and then revisit the frame after the presentation to complete it. 
Present the slideshow. Use the notes you prepared previously and pause whenever appropriate to encourage class discussion. 
This presentation is duplicated as Student Resource 4.3, Reading: The Budgeted Income Statement. If an LCD projector is unavailable, students can read the presentation, answer the discussion questions in their notebooks, and discuss their answers as a class. This student resource is also helpful for review.
After the presentation, ask students to revisit Student Resource 4.2, Defining Format Frame: Budgeted Income Statement, and complete the Category and Characteristics columns on the frame as thoroughly as they can. Let them know that they will have a chance to share ideas with their peers to complete any remaining sections during the next class period. 

	
	
	CLASS PERIOD 2

	3
	15
	Defining Format Frame: Budgeted Income Statement 
In this activity, students can review the terms introduced in the presentation to understand how they are both different and related. The activity focuses on the following college and career skills: 
Developing awareness of one's abilities and performance
Ask students to review their Defining Format frames from the previous class period. Randomly assign an equal number of students to each term and ask those students to sit together. Direct the groups to discuss and come to a consensus about the characteristics for their term. 
Circulate and assist groups as necessary. When the groups have reached an agreement about the terms, ask them to share the characteristics that best fit the term and, if time permits, how and why they arrived at their answers. Ask students to add to or alter their Defining Format frame so that the class has a standard definition for each term. Refer to Teacher Resource 4.11, Key Vocabulary: Budgeted Income Statement, to see how these terms are defined for this lesson. 
Explain that now that students are familiar with how budget teams arrive at budgeted income statements, they will be working with a comparative income statement in order to become familiar with the data and calculations required to complete a budgeted income statement. 

	4
	25
	Independent Practice: Comparative Income Statement
This activity introduces students to the comparative income statement and how to calculate the information it contains in preparation for completing a budgeted income statement. 
Present tab A (Comparative Income Statement) of Teacher Resource 4.2, Modeling Templates: Sami's Skateboards' Budgeted Income Statements (separate Excel file), to the class. There are various options for presenting this resource to your students, depending upon your situation and preferences:
This file can be projected onto a whiteboard and entries made on the whiteboard with markers.
This file can be projected onto a screen from a computer and completed electronically within the application.
This file can be used with a SmartBoard.
Explain that 10 years after he successfully budgeted for his car, Sami began Sami's Skateboards, Inc. This document is his most recent comparative income statement, which shows the sales, costs, and expenses of the last two years for his business. Introduce the organization of the statement, calling attention to the following:
The first column, 2013, shows the sales, cost, and expenses data for Sami's Skateboards during that fiscal year.
The second column, 2014, shows the previous year's sales, cost, and expenses data.
The third column shows the dollar amount the items on the comparative income statement increased or decreased. 
The fourth column shows the percentage increase or decrease for each item.
Decreases are shown in parentheses.
Give students some time to independently review the data and answer any questions that the class may have. Refer students to Student Resource 4.4, Independent Practice: Sami's Skateboards' Comparative Income Statement, which is identical to the Excel template. Explain that they will use the data provided to complete the activity. 
Begin by modeling the completion of the first few entries of the comparative income statement, explaining how you arrive at each answer. Tell students that you will be following the guidelines in the order they are listed in the resource. Show how to calculate the dollar amount (column 3) and percentage (column 4) increase or decrease for each item on the comparative income statement. Point out that the first row, net sales, has been completed. Continue filling out the comparative income statement and explaining information as necessary.  
Students should fill out the resource as they follow along with you. After the first few entries, ask students to volunteer and explain the following few entries while their peers follow along. When it seems that the majority of the class understands how to proceed, have the students complete as much of the comparative income statement as they are able. When all students seem finished, have the class report their answers as a class and discuss any discrepancies.
The completed comparative income statement is available as Teacher Resource 4.3, Answer Key: Sami's Skateboards' Comparative Income Statement. 
Explain to students that now they will use this data to help Sami create a budget goal for his operational plan. These goals will be reflected in the sales budget schedules and the budgeted income statement. First, they must look at the data and identify trends, and they will do this for homework. 

	5
	10
	Homework: Analyzing a Comparative Income Statement
This homework activity allows students to practice interpreting the data in the comparative income statement. This information helps managers decide which goals are best to pursue their operational plans. 
Refer students to Student Resource 4.5, Independent Activity: Analyzing a Comparative Income Statement. Tell students that they should answer the questions on the resource for homework based on the comparative income statement they just completed in Student Resource 4.4. Answer any questions and let them know that they will be discussing their answers in the next class period before deciding how to apply best what they have uncovered in the homework for Sami's Skateboards' operational plan.  

	
	
	class period 3

	6
	10
	Homework Review: Analyzing a Comparative Income Statement
In this activity, students have a chance to discuss their ideas about which goals should be included in Sami's Skateboards' operational plan and why. The activity focuses on the following college and career skills:
Demonstrating teamwork and collaboration
Ask students to take out their homework, Student Resource 4.5, Independent Activity: Analyzing a Comparative Income Statement. Briefly discuss their answers and the data they have gathered about Sami's Skateboards from it. The answers are provided on Teacher Resource 4.4, Answer Key: Analyzing a Comparative Income Statement.
Explain that once managers understand the most recent comparative income statement and what it shows, their next task is to set goals for the business. Explain that the goals should state what the company would like to accomplish in the next fiscal year based on internal and external data. Of course, few budgets can accommodate all of a company's goals. For this reason, budget committees must weigh the pros and cons of all the goals and how realistic they are, considering both internal and external factors. The committees then choose the most appropriate goals for the operational plan. Tell the students that they will help Sami's Skateboards set goals in the next activity. 

	7
	20
	Partner Practice: Choosing Goals for the Operational Plan
In this activity, students emulate the process of choosing appropriate goals for Sami's Skateboards' operational plan. 
Refer students to Student Resource 4.6, Partner Practice: Creating an Operational Plan. Ask them to note that each of the three goals shares the following:
A specific item on the income statement projected to increase
A target percentage increase
An ultimate benefit to the bottom line
Direct students to sit with a partner and review their charts from Student Resource 4.5. Ask them to discuss the goals they each recommended using the questions listed at the bottom of the resource. In particular, ask students to consider the following:
Which budget items does the goal affect? How have they previously performed? Why? 
What other internal and external conditions affect the goal? 
If the goal were pursued, what is its likely impact on net income?
After a few minutes, ask the pairs to choose their best goals and add them to Sami's Skateboards' operational plan. If time permits, have them share their goals with their classmates and why they are worth pursuing. Tell students that they will have a chance to see how all these operational goals contribute to budget schedules in the next activity. They will determine which of the three goals Sami's Skateboards decides to pursue (reduce utility expenses by 3%).
You may want to gauge student understanding by assessing Student Resource 4.6 on a credit/no-credit basis.

	8
	20
	Modeling and Guided Practice: Sales Budget Schedule
The objective of this activity is to demonstrate how to locate and calculate the information on the sales budget schedule for Sami's Skateboards, gradually transitioning to student-generated responses and work. This approach will enable you to gauge student understanding during the modeling and make the transition to guided practice according to the pace with which the class picks it up. Effective modeling and guided practice will prepare students for the independent practice of preparing budget schedules. 
Next, present tab B (Sales Budget Schedule) of Teacher Resource 4.2, Modeling Templates: Sami's Skateboards' Budgeted Income Statements (separate Excel file), to the class. Explain that this document shows a sales budget schedule template for the coming fiscal year for Sami's Skateboards. 
There are various options for presenting this resource to your students, depending upon your situation and preferences:
This file can be projected onto a whiteboard and entries made on the whiteboard with markers.
This file can be projected onto a screen from a computer and completed electronically within the application.
This file can be used with a SmartBoard.
Refer students to Student Resource 4.7, Sales Budget Schedule: Sami's Skateboards. Explain that they will be using the data provided on the resource to complete the activity. Instruct students to follow along with you as you model how to complete the sales budget schedule, explaining how you arrive at each answer. Tell students to fill out the resource as they follow along with you. Teacher Resource 4.5, Answer Key: Sami's Skateboards' Sales Budget Schedule contains the answers.
Tell students that the sales budget schedule is the first budget statement to be completed in the budgeted income statement process, and ask them to surmise why. Make sure they understand that sales mean income, and until the projected sales are calculated, other budget schedules cannot be completed. 
Explain that students will work in groups in the next class period and have a chance to practice locating and calculating budget schedule information. 

	
	
	class period 4

	9
	30
	Independent Practice: Budget Schedules
In this activity, students have a chance to complete budget schedules with the help of their peers. 
Break students into pairs or groups of three. Explain that one-third of the groups will be working together to complete the purchases budget schedule, one-third the selling expenses budget schedule, and one-third the administrative expenses and other revenue and expenses budget schedules. Assign a budget schedule to each group and refer students to Student Resource 4.8, Budget Schedules: Sami's Skateboards. Ask students to read through their budget schedule with their group, thinking about questions they have. Briefly meet with each third of the class to review the steps on the resource and make sure that students understand what to do. Make sure that they have Student Resources 4.4 and 4.6 to use to complete the assignment. Circulate among pairs (or groups) and help as necessary. 
For answers, see Teacher Resource 4.6, Answer Key: Sami's Skateboards' Budget Schedules.
After 20 minutes, ask pairs to meet with the other pairs who worked on the same budget schedule and compare answers. If they have discrepancies, help as necessary. Then share the answers from all the schedules so that students can copy them onto their resources. Ask them which of the three operation goals Sami's Skateboards integrated. Let them know it was reducing utility expenses by 3%.
Tell students that they will be creating a budgeted income statement for Sami's Skateboards based on the information in their schedules next. You may want to gauge student understanding by assessing this assignment on a credit/no-credit basis.

	10
	20
	Modeling and Guided Practice: Creating a Budgeted Income Statement
In this activity, students, guided by you, locate and calculate the information on the budget schedules they just prepared to create a budgeted income statement for Sami's Skateboards, gradually transitioning to student-generated responses and work. This approach will enable you to measure student understanding during the modeling and make the transition to guided practice according to the pace with which the class picks it up. Effective modeling and guided practice will prepare students for the independent practice of creating budgeted income statements. 
Present tab C (Budgeted Income Statement) of Teacher Resource 4.2, Modeling Templates: Sami's Skateboards' Budgeted Income Statements (separate Excel file), to the class. There are various options for presenting this resource to your students, depending upon your situation and preferences:
This file can be projected onto a whiteboard and entries made on the whiteboard with markers.
This file can be projected onto a screen from a computer and completed electronically within the application.
This file can be used with a SmartBoard.
Give students some time to independently review the chart and answer any questions that they may have. Explain to students that they will be using the data provided on the resource to complete the activity. Instruct students to follow along with you to model how to complete the budgeted income statement and calculate the information on it. 
Refer students to Student Resource 4.9, Independent Practice: Sami's Skateboards' Budgeted Income Statement. Begin by modeling the first few entries on the resource, explaining how you arrive at each answer. Guidelines for making the calculations are included in Student Resource 4.9. Students should fill out the resource as they follow along with you.
After the first few entries, ask students to volunteer and explain the answers to the next few entries while their peers follow along. When it seems that the majority of the class understands how to proceed, have the students complete the rest of the resource on their own while you circulate to help out and check for understanding as needed. You can also direct students to work in pairs to check their answers as they go.
When all students seem finished, have the class report out their answers as a class and discuss any discrepancies.
Use Teacher Resource 4.7, Answer Key: Sami's Skateboards' Budgeted Income Statement, to answer any student questions or misunderstandings. 
Let students know that they will have a chance to practice everything they have learned in this lesson in the next class period. Tell them that they will be able to use all the data they have collected about Sami's Skateboards to complete a part of a budget variance report. This report will compare the projected budget to Sami's Skateboards' actual performance in 2013. They will be using the same information and calculations they have used throughout this lesson, so they should gather all their materials. 
Ask them to review all of the data and ask any questions they may have. Let them know they will have 10 minutes at the beginning of the next class period to ask any questions about the budget variance report and review it with their peers.

	
	
	class period 5

	11
	35
	Assessment: The Budget Variance Report
This activity allows students to apply what they have learned in the lesson to complete parts of a budget variance report based on the data they have compiled about Sami's Skateboards throughout the lesson. It serves as the assessment activity of the lesson. 
Explain to students that while comparative income statements compare the results of two consecutive years, budget variance reports compare the budgeted item amounts to the actual amounts of the items. Because budgets are essentially assumptions, they can be incorrect. Sometimes items cost more or less than predicted. Budget committees complete budget variance reports determining how they fared compared with their predictions. 
Refer students to Student Resource 4.10, Budget Variance Report: Sami's Skateboards. Review the form, and explain that the calculations they will be making on the form are the same as when they completed the comparative income statement (Student Resource 4.4). Make sure that all students have calculators. Answer any questions they have and then direct them to begin working on the budget variance report. You may wish to have students work in pairs for the entire activity or wish to have students check their answers when they have completed their work. 
Collect Student Resource 4.10 and assess it using Teacher Resource 4.8, Answer Key: Sami's Skateboards' Budget Variance Report. For the final activity, ask students to think about what they have learned to help Sami's Skateboards.

	12
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	15 
	Reflection: Key Learning Objective
Students reflect on whether they met a specific learning objective for this lesson.
Before class, prepare to project Teacher Resource 4.9, Prompts: Learning Objective Reflection (separate PowerPoint slide), during this activity.
Note: If your students lack experience with reflecting on their learning or reflecting on whether they met a learning objective for a lesson, refer to Teacher Resource 4.10, Guide: Teaching Reflection. Allocate more time for this reflection activity in order to integrate more direct instruction and practice. 
Write the following learning objective on the board: 
Demonstrate the ability to prepare a budget variance report 
Project Teacher Resource 4.9, Prompts: Learning Objective Reflection. Tell students to choose one of the prompts and think about it in connection with the learning objective on the board. They should then write their reflection in their notebook. 
Give students a few minutes to write down their thoughts. Ask for a show of hands to see who chose the first prompt. Place these students in pairs or triads to compare their reflections. Do the same for each of the other prompts. Their task is to choose the reflection that is most complete, on topic, and thoughtful. 
Ask a member of each group to share the reflection that the group feels best fits these criteria. Generate a brief class discussion to help students develop their metacognitive skills. Complete this activity by reminding students that this type of practice will help them when they have to complete professional self-evaluations in their internships or jobs. If your students are participating in NAFTrack Certification, it also prepares them for the reflection component of the culminating project.
Explain that students will learn about how businesses work to make their cost budget predictions as accurate as possible in the next lesson.  


Extensions
Content Enrichment
In order to explore operational planning further, ask students to locate an annual report for a company they are interested in. Have them locate a comparative income statement from the report and look for trends in the statement. Ask them to predict how these trends in the statement will impact the company's budgeted income statement. 
STEM Integration
Technology: Ask students to visit www.quickenonline.com and use it to enter their income data. Have them work with the software throughout the course and compare and contrast the way Quicken presents managerial accounting with how they learn it in the course. 
Additional Cross-Curricular Ideas
US Government: Ask students to download a copy of the historical tables of the US federal budget from http://www.gpo.gov/fdsys/browse/collectionGPO.action?collectionCode=BUDGET. Have them work with a partner to analyze how this financial data reflects the national priorities of the period. Alternatively, you may wish to assign important historical events and ask students to research their effect on the budget.
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