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Teacher Resource 5.1
Presentation Notes: Cash Budgets and Performance Reports
Before you show this presentation, use the text accompanying each slide to develop presentation notes. Writing the notes yourself enables you to approach the subject matter in a way that is comfortable to you and engaging for your students. Make this presentation as interactive as possible by frequently stopping to ask questions and encourage class discussion.  
	[image: C:\Users\Mika\Documents\Pearson\2016\April\25\ManagerialAccounting_Lesson5_Presentation_ROOT_042116\Slide1.JPG]
This presentation explains how cash budgets are prepared using cash budget schedules. It also covers performance reports and how companies use them to analyze and adjust their budgets.

	Presentation notes
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Cash budgets allow companies to make sure that they have enough money to pay their bills each quarter. Many expenses that a business pays, such as rent or salaries, stay the same every quarter. Other expenses, such as the purchase of a new computer, vary from quarter to quarter. Net income varies from quarter to quarter as well. While a gift store likely sells the most during the fourth quarter of a calendar fiscal year, a rowboat company may make most of its sales in the third quarter of a calendar fiscal year. Companies study these trends carefully so that they can meet their financial obligations every quarter. 
The cash budget helps them plan and answer such questions as:
· How much cash will we bring in? 
· How much cash will we spend? 
· During which quarters will we need to supplement our inflow, perhaps with a loan?
At the end of each quarter, managers compare the actual cash balance to the budgeted one. If the actual balance is less than the budgeted one, they work to determine why. Perhaps some customers are not paying on time, or expenses have increased. By keeping a close watch on performance, managers can alter their budget or borrow cash to cover expenses until the receipts and payments are balanced. 
Some companies with a tighter cash flow will analyze their cash balances on a monthly—rather than a quarterly—basis.  

	Presentation notes
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Companies prepare cash budgets to predict the inflow (receipts) and outflow (payments) for some time. Cash budgets help companies determine if they will have enough money to cover the expenses for the period the budget covers. Receipts include instant payments for sales and account payments, which are payments to the company that will be made at an agreed-upon date in the future. Usually, payments on account come in 30, 60, or 90 days after the transaction. Businesses also get cash inflow from interest income or loans they take out to cover their expenses.
The company makes cash payments. These include regular, recurring expenses such as rent and salaries, which are considered fixed costs. These are the same amount every month regardless of the number of product sales. Other costs are variable and change monthly according to sales, such as commissions paid to salespeople. Periodic payments also belong in cash budgets. These are items the company may pay for only once, or once in a while, such as a new computer or a seasonal employee’s salary. 

	Presentation notes

	[image: C:\Users\Mika\Documents\Pearson\2016\April\25\ManagerialAccounting_Lesson5_Presentation_ROOT_042116\Slide4.JPG]
Budget schedules break the data from the cash budget into more specific information. The cash receipts budget schedule projects all the payments a company will receive each quarter. The company receives cash:
· From cash customers
· From charge customers paying on account
· From loan proceeds
· For equipment and other assets sold
· For any dividends received
· For interest earned on investments
The cash payments budget schedule projects all the payments a company will make each quarter. These payments are made:
· For merchandise
· For other items, such as taxes, new equipment, and interest on loans
· To vendors, including vendors on account
· For selling, administrative, and other expenses

	Presentation notes
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Managers review performance reports to monitor how closely they are meeting their budget goals. Performance reports allow managers to see actual and budgeted items side by side. Like the comparative income statement, the amount and percentage increase of each item is calculated. All unfavorable or significant differences between actual and budgeted spending are analyzed and corrected. Corrective measures include reducing future months’ expenses, increasing sales, taking out a loan (or drawing on a line of credit), or—in some firms—revising the annual budget to bring it into balance.  
Managers also look at favorable differences in order to replicate them to improve the bottom line continually. Favorable differences in one expense category can also be used to offset an unfavorable difference in another expense category. An example of a favorable difference is when actual costs ended up being less than what was budgeted.

	Presentation notes
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Without budget schedules, managers would not know if they have enough money to pay their bills. And if a company has a lack of cash flow and is unable to pay its bills regularly, then the company risks going out of business. By closely monitoring their receipts and payments, managers can plan for the lean times to stay in business. 

	Presentation notes


Teacher Resource 5.2
Answer Key: Cash Budgets and Performance Reports Anticipation Guide
	Companies prepare cash budgets annually to determine how much they can spend during the following year.

	My guess:
	I agree            I disagree

	My reason:
	

	I learned:
	Cash budgets are most often prepared quarterly (every three months) for analysis. Some companies with cash-flow problems even analyze their cash balances monthly. Cash budgets allow companies to make sure they have enough cash on hand to meet payroll, pay suppliers, pursue new cash-generating projects, and anticipate the need for financing.

	Cash payments and receipts vary from quarter to quarter.

	My guess:
	I agree            I disagree

	My reason:
	

	I learned:
	Both expenses and income vary from quarter to quarter. For example, the purchase of new company telephones would be a variable one-time expense. And an example of a company with variable income would be a sweater manufacturer—it would have higher sales and income in the winter months and lower sales in the warmer months. Cash budgets help companies plan for these variances.

	Performance reports show whether a company should borrow money. 

	My guess:
	I agree            I disagree

	My reason:
	

	I learned:
	Yes and no. Performance reports identify significant differences between budgeted and actual amounts. The reports allow managers to see the unfavorable differences and take corrective actions, including borrowing money if the cash shortfall is significant enough. Other steps that a company could take in response to negative performance reports include reducing future months’ expenses, increasing sales, or revising the annual budget.


Teacher Resource 5.4
Answer Keys: Preparing a Cash Budget and Schedules for Sami’s Skateboards and Cooper’s Kites Resources 
	Sami’s Skateboards

	Cash Receipts Budget Schedule

	For Year Ended December 31, 2015

	Schedule 1

	 
	Quarter

	 
	1st
	2nd
	3rd
	4th

	From Sales
	 
	 
	 
	 

	   Prior Year’s 4th Qtr. ($12,670)
	$1,870
	 
	 
	 

	   1st Quarter Sales ($11,900)
	10,115
	$1,756
	 
	 

	   2nd Quarter Sales ($11,550)
	 
	9,818
	$1,705 
	 

	   3rd Quarter Sales ($12,600)
	 
	 
	10,710
	$1,860

	   4th Quarter Sales ($17,500)
	 
	 
	 
	14,875

	Total Receipts from Sales
	$11,985
	$11,574
	$12,415
	$16,735

	 
	 
	 
	 
	 

	From Other Sources
	 
	 
	 
	 

	   Interest Revenue
	51
	51
	51
	52

	Total Cash Receipts
	$12,036
	$11,625
	$12,466
	$16,787

	
	
	
	
	

	Sami’s Skateboards

	Cash Payments Budget Schedule

	For Year Ended December 31, 2015

	Schedule 2

	 
	Quarter

	 
	1st
	2nd
	3rd
	4th

	For Merchandise
	 
	 
	 
	 

	   Prior Year’s 4th Qtr. Purchases ($3,600)
	$900
	 
	 
	 

	   1st Quarter Purchases ($4,140)
	3,105
	$1,035
	 
	 

	   2nd Quarter Purchases ($6,480)
	 
	4,860
	$1,620
	 

	   3rd Quarter Purchases ($6,930)
	 
	 
	5,198
	$1,733

	   4th Quarter Purchases ($7,290)
	 
	 
	 
	5,468

	Total Cash Payments for Purchases
	$4,005
	$5,895
	$6,818
	$7,201

	 
	 
	 
	 
	 

	For Operating Expenses
	 
	 
	 
	 

	   Cash Selling Expenses
	$431
	$502
	$467
	$682

	   Cash Administrative Expenses
	2,916
	2,928
	2,921
	2,956

	Total Cash Operating Expenses
	$3,347
	$3,430
	$3,388
	$3,638

	 
	 
	 
	 
	 

	For Other Cash Payments
	 
	 
	 
	 

	   Federal Income Tax Expense
	$220
	$332
	$276
	$615

	 
	 
	 
	 
	 

	Total Cash Payments for Purchases
	$7,572
	$9,657
	$10,482
	$11,454

	
	
	
	
	

	Sami’s Skateboards

	Cash Budget

	For Year Ended December 31, 2015

	 
	Quarter

	 
	1st
	2nd
	3rd
	4th

	Cash Balance—Beginning
	$3,685
	$8,149
	$10,117
	$12,101

	Cash Receipts (Schedule 1)
	12,036
	11,625
	12,466
	16,787

	Cash Available
	$15,721
	$19,774
	$22,583
	$28,888

	Less Cash Payments (Schedule 2)
	7,572
	9,657
	10,482
	11,454

	Cash Balance—Ending
	$8,149
	$10,117
	$12,101
	$17,434

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	Cooper’s Kites

	Cash Receipts Budget Schedule

	For Year Ended December 31, 2015

	Schedule 1

	 
	Quarter

	 
	1st
	2nd
	3rd
	4th

	From Sales
	 
	 
	 
	 

	   Prior Year’s 4th Qtr. ($10,500)
	$1,418
	 
	 
	 

	   1st Quarter Sales ($7,500)
	6,375
	$1,013
	 
	 

	   2nd Quarter Sales ($11,300)
	 
	9,605
	       $1,526 
	 

	   3rd Quarter Sales ($18,250)
	 
	 
	15,513
	$2,464

	   4th Quarter Sales ($12,950)
	 
	 
	 
	11,008

	Total Receipts from Sales
	$7,793
	$10,618
	$17,039
	$13,472

	 
	 
	 
	 
	 

	From Other Sources
	 
	 
	 
	 

	   Interest Revenue
	$7
	$7
	$6
	$6

	Total Cash Receipts
	$7,800
	$10,625
	$17,045
	$13,478

	
	
	
	
	

	
	
	
	
	




	
	
	
	
	

	Cooper’s Kites

	Cash Payments Budget Schedule

	For Year Ended December 31, 2015

	Schedule 2

	 
	Quarter

	 
	1st
	2nd
	3rd
	4th

	For Merchandise
	 
	 
	 
	 

	   Prior Year’s 4th Qtr. Purchases ($3,825)
	$574
	 
	 
	 

	   1st Quarter Purchases ($5,865)
	4,985
	$880
	 
	 

	   2nd Quarter Purchases ($9,563)
	 
	8,129
	$1,434
	 

	   3rd Quarter Purchases ($6,630)
	 
	 
	5,636
	$994

	   4th Quarter Purchases ($4,463)
	 
	 
	 
	3,794

	Total Cash Payments for Purchases
	$5,559
	$9,009
	$7,070
	$4,788

	 
	 
	 
	 
	 

	For Operating Expenses
	 
	 
	 
	 

	   Cash Selling Expenses
	$285
	$429
	$694
	$493

	   Cash Administrative Expenses
	2,372
	4,188
	5,099
	4,915

	Total Cash Operating Expenses
	$2,657
	$4,617
	$5,793
	$5,408

	 
	 
	 
	 
	 

	For Other Cash Payments
	 
	 
	 
	 

	   Federal Income Tax Expense
	$87
	$71
	$403
	$73

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	Total Cash Payments for Purchases
	$8,303
	$13,697
	$13,266
	$10,269

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	Cooper’s Kites

	Cash Budget

	For Year Ended December 31, 2015

	 
	Quarter

	 
	1st
	2nd
	3rd
	4th

	Cash Balance—Beginning
	$2,494
	$1,991
	-$1,081
	$2,698

	Cash Receipts (Schedule 1)
	7,800
	10,625
	17,045
	13,478

	Cash Available
	$10,294
	$12,616
	$15,964
	$16,176

	Less Cash Payments (Schedule 2)
	8,303
	13,697
	13,266
	10,269

	Cash Balance—Ending
	$1,991
	-$1,081
	$2,698
	$5,907



Note: Cooper’s Kites is profitable for the year but has a cash shortage during the second quarter. Since the second quarter shows a negative cash flow, students should determine that a loan is necessary. The answer key does not reflect that since the amount students will recommend will vary. They should recommend a minimum of $1,500–$2,000 on a short-term basis. They may also suggest the owner (the only stockholder) lend the company the money to get through the quarter.

Teacher Resource 5.5
Answer Key: Preparing a Performance Report for Cooper’s Kites Independent Practice 

	Cooper’s Kites

	Performance Report

	For Year Ended December 31, 2015

	 
	 
	 
	Increase/(Decrease)

	 
	Budgeted
	Actual
	Amount
	Percentage

	Operating Revenue
	 
	 
	 
	 

	   Net Sales
	$50,000
	$62,847
	$12,847
	25.69%

	Cost of Merchandise Sold
	25,500
	32,062
	6,562
	25.73%

	Gross Profit on Operations
	24,500
	30,785
	6,285
	25.65%

	Operating Expenses
	 
	 
	 
	 

	Selling Expenses
	 
	 
	 
	 

	   Advertising Expense
	1,325
	1,880
	555
	41.89%

	   Supplies Expense—Sales
	576
	748
	172
	29.86%

	Total Selling Expenses
	1,901
	2,628
	727
	38.24%

	Administrative Expenses
	 
	 
	 
	 

	   Depr. Expense—Office Equipment
	714
	714
	0
	0.00%

	   Depr. Expense—Computer System
	1,000
	1,000
	0
	0.00%

	   Insurance Expense
	1,720
	1,720
	0
	0.00%

	   Payroll Taxes Expense
	2,850
	2,660
	-190
	-6.67%

	   Rent Expense
	1,200
	1,200
	0
	0.00%

	   Salary Expense—Administrative
	9,500
	9,500
	0
	0.00%

	   Supplies Expense—Administrative
	435
	565
	130
	29.89%

	   Uncollectible Accounts Expense
	112
	159
	47
	41.96%

	   Utilities Expense
	869
	927
	58
	6.67%

	Total Administrative Expenses
	18,400
	18,445
	45
	0.24%

	Total Operating Expenses
	20,301
	21,073
	772
	3.80%

	Income from Operations
	4,199
	9,712
	5,513
	131.29%

	Other Revenue and Expenses
	 
	 
	 
	 

	   Interest Revenue
	26
	38
	12
	46.15%

	Net Income before Federal Income Tax
	4,225
	9,750
	5,525
	130.77%

	Federal Income Tax Expense
	634
	1,463
	829
	130.76%

	Net Income after Federal Income Tax
	3,591
	8,287
	4,696
	130.77%

	Units of Item Sold
	1,000
	1,248
	248
	24.80%




Teacher Resource 5.6
Answer Key: Analyzing the Performance Report for Cooper’s Kites Partner Practice 
What is the percentage increase/decrease in net sales?  
25.7% increase

Is this change favorable or unfavorable? Why?
Favorable—answers will vary.

What is the percentage increase/decrease in the cost of merchandise sold?  
25.7% increase

Is this change favorable or unfavorable? Why?
Unfavorable—answers will vary.

Name one significant variation (at least 5%). 
Answers will vary.

What will the impact of this change be on net income? Why?
Answers will vary.

List one possible internal or external reason for this change.
Answers will vary.

Suggest what the company should do as a result of this change. 
Answers will vary.



Teacher Resource 5.7
Test: Cash Budgets and Performance Reports
Student Name:							 Date:			
Directions: Fandangles creates lanyards with sports teams’ names and logos. They have just completed their first year in business and are now ready to prepare their next cash budget. Using the budget information below, prepare their cash receipts budget schedule, cash payments budget schedule, and cash budget. 
Guidelines
Cash Receipts
· 89.5% of net sales are collected in the same quarter that they occur: 77% are cash sales and 12.5% are credit sales.
· 9.8% of sales are collected in the following quarter. They represent credit sales collected after 30 days.
· 0.7% of sales are deemed uncollectible.
· Fandangles anticipates $87 in interest revenue will be evenly received in 2015.

	Fandangles

	Cash Receipts Budget Schedule

	For Year Ended December 31, 2015

	Schedule 1

	 
	Quarter

	 
	1st
	2nd
	3rd
	4th

	From Sales
	 
	 
	 
	 

	   Prior Year’s 4th Qtr. ($20,625)
	 
	 
	 
	 

	   1st Quarter Sales ($13,750)
	 
	 
	 
	 

	   2nd Quarter Sales ($12,500)
	 
	 
	 
	 

	   3rd Quarter Sales ($10,000)
	 
	 
	 
	 

	   4th Quarter Sales ($26,250)
	 
	 
	 
	 

	Total Receipts from Sales
	 
	 
	 
	 

	 
	 
	 
	 
	 

	From Other Sources
	 
	 
	 
	 

	   Interest Revenue
	 
	 
	 
	 

	Total Cash Receipts
	 
	 
	 
	 



Cash Payments 
· 90% of all purchases are paid for in the same quarter they were made: 60% are credit purchases and 30% are cash purchases.
· 10% of purchases made in one quarter are paid for in the following quarter. 
· The selling expense budget and the administrative expense budget schedules are provided so you can complete the cash payment budget schedule.

	Fandangles 

	Cash Payments Budget Schedule

	For Year Ended December 31, 2015

	Schedule 2

	 
	Quarter

	 
	1st
	2nd
	3rd
	4th

	For Merchandise
	 
	 
	 
	 

	   Prior Year’s 4th Qtr. Purchases ($6,475)
	 
	 
	 
	 

	   1st Quarter Purchases ($5,686)
	 
	 
	 
	 

	   2nd Quarter Purchases ($4,617)
	 
	 
	 
	 

	   3rd Quarter Purchases ($11,936)
	 
	 
	 
	 

	   4th Quarter Purchases ($6,306)
	 
	 
	 
	 

	Total Cash Payments for Purchases
	 
	 
	 
	 

	 
	 
	 
	 
	 

	For Operating Expenses
	 
	 
	 
	 

	   Cash Selling Expenses
	 
	 
	 
	 

	   Cash Administrative Expenses
	 
	 
	 
	 

	Total Cash Operating Expenses
	 
	 
	 
	 

	 
	 
	 
	 
	 

	For Other Cash Payments
	 
	 
	 
	 

	   Federal Income Tax Expense
	$49
	$25
	$4
	$925

	Total Cash Payments for Purchases
	 
	 
	 
	 



	Fandangles

	Selling Expenses Budget Schedule

	For Year Ended December 31, 2015

	Schedule 3

	 
	Annual
	Quarter

	 
	Budget
	1st
	2nd
	3rd
	4th

	Advertising Expense
	$3,125
	$688
	$625
	$500
	$1,312

	Depreciation Expense—Store Equipment
	343
	86
	86
	86
	85

	Salary Expense—Sales
	6,300
	1,950
	1,950
	450
	1,950

	Supplies Expense—Sales
	1,866
	413
	375
	300
	778

	Total Selling Expenses
	$11,634
	$3,137
	$3,036
	$1,336
	$4,125





	Fandangles

	Administrative Expenses Budget Schedule

	For Year Ended December 31, 2015

	Schedule 4

	 
	Annual
	Quarter

	 
	Budget
	1st
	2nd
	3rd
	4th

	Depreciation Expense—Office Equipment
	$250
	$62
	$62
	$63
	$63

	Depreciation Expense—Computer System
	1,102
	275
	275
	276
	276

	Insurance Expense
	850
	212
	212
	213
	213

	Payroll Taxes Expense
	2,184
	546
	546
	546
	546

	Rent Expense
	6,600
	1,650
	1,650
	1,650
	1,650

	Supplies Expense—Administrative
	1,256
	277
	251
	201
	527

	Uncollectible Accounts Expense
	438
	96
	88
	70
	184

	Utilities Expense
	3,456
	1,002
	609
	1,140
	705

	Total Administrative Expenses
	$16,136
	$4,120
	$3,693
	$4,159
	$4,164



Cash Budget
· The first quarter beginning cash balance is from the balance sheet for the last day of the previous fiscal year.
· The beginning cash balance for all other quarters is the ending cash balance from the previous quarter.
	Fandangles

	Cash Budget

	For Year Ended December 31, 2015

	 
	Quarter

	 
	1st
	2nd
	3rd
	4th

	Cash Balance—Beginning
	$10,356
	 
	 
	 

	Cash Receipts (Schedule 1)
	 
	 
	 
	 

	Cash Available
	 
	 
	 
	 

	Less Cash Payments (Schedule 2)
	 
	 
	 
	 

	Cash Balance—Ending
	 
	 
	 
	 


1. Name one significant variation (at least 5%).

2. What will the impact of this change be on net income? Why?

3. List one possible internal or external reason for this change.

4. Suggest what Fandangles should do as a result of this change.
Complete Fandangles’ performance report by filling in the last two columns.
	Fandangles

	Performance Report

	For Year Ended December 31, 2015

	 
	 
	 
	Increase/(Decrease)

	 
	Budgeted
	Actual
	Amount
	Percentage

	Operating Revenue
	 
	 
	 
	 

	   Net Sales
	$62,500
	$56,872
	 
	 

	Cost of Merchandise Sold
	28,126
	25,990
	 
	 

	Gross Profit on Operations
	 
	 
	 
	 

	Operating Expenses
	 
	 
	 
	 

	Selling Expenses
	 
	 
	 
	 

	   Advertising Expense
	3,125
	2,540
	 
	 

	   Depreciation Expense—Store Equipment
	343
	1,143
	 
	 

	   Salary Expense—Sales
	6,300
	6,500
	 
	 

	   Supplies Expense—Sales
	1,866
	1,791
	 
	 

	Total Selling Expenses
	 
	 
	 
	 

	Administrative Expenses
	 
	 
	 
	 

	   Depr. Expense—Office Equipment
	250
	250
	 
	 

	   Depr. Expense—Computer System
	1,102
	1,102
	 
	 

	   Insurance Expense
	850
	876
	 
	 

	   Payroll Taxes Expense
	2,184
	2,250
	 
	 

	   Rent Expense
	6,600
	7,200
	 
	 

	   Supplies Expense—Administrative
	1,256
	1,037
	 
	 

	   Uncollectible Accounts Expense
	438
	511
	 
	 

	   Utilities Expense
	3,456
	3,567
	 
	 

	Total Administrative Expenses
	 
	 
	 
	 

	Total Operating Expenses
	 
	 
	 
	 

	Income from Operations
	 
	 
	 
	 

	Other Revenue and Expenses
	 
	 
	 
	 

	   Interest Revenue
	87
	76
	 
	 

	Net Income before Federal Income Tax
	 
	 
	 
	 

	Federal Income Tax Expense
	1,004
	329
	 
	 

	Net Income after Federal Income Tax
	 
	 
	 
	 

	Units of Items Sold
	5,000
	4,498
	 
	 





 Teacher Resource 5.8
Answer Key: Cash Budgets and Performance            Reports Test
	Fandangles

	Cash Receipts Budget Schedule

	For Year Ended December 31, 2015

	Schedule 1

	 
	Quarter

	 
	1st
	2nd
	3rd
	4th

	From Sales
	 
	 
	 
	 

	   Prior Year’s 4th Qtr. ($20,625)
	$2,021
	 
	 
	 

	   1st Quarter Sales ($13,750)
	12,306
	$1,348
	 
	 

	   2nd Quarter Sales ($12,500)
	 
	11,188
	 $ 1,225 
	 

	   3rd Quarter Sales ($10,000)
	 
	 
	8,950
	$980

	   4th Quarter Sales ($26,250)
	 
	 
	 
	23,494

	Total Receipts from Sales
	$14,327
	$12,536
	$10,175
	$24,474

	 
	 
	 
	 
	 

	From Other Sources
	 
	 
	 
	 

	    Interest Revenue
	22
	22
	22
	21

	Total Cash Receipts
	$14,349
	$12,558
	$10,197
	$24,495

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	Fandangles

	Cash Payments Budget Schedule

	For Year Ended December 31, 2015

	Schedule 2

	 
	Quarter

	 
	1st
	2nd
	3rd
	4th

	For Merchandise
	 
	 
	 
	 

	   Prior Year’s 4th Qtr. Purchases ($6,475)
	$648
	 
	 
	 

	   1st Quarter Purchases ($5,686)
	5,117
	$569
	 
	 

	   2nd Quarter Purchases ($4,617)
	 
	4,155
	$462
	 

	   3rd Quarter Purchases ($11,936)
	 
	 
	10,742
	$1,194

	   4th Quarter Purchases ($6,306)
	 
	 
	 
	5,675

	Total Cash Payments for Purchases
	$5,765
	$4,724
	$11,204
	$6,869

	 
	 
	 
	 
	 

	For Operating Expenses
	 
	 
	 
	 

	   Cash Selling Expenses
	$3,051
	$2,950
	$1,250
	$4,040

	   Cash Administrative Expenses
	3,687
	3,268
	3,750
	3,641

	Total Cash Operating Expenses
	$6,738
	$6,218
	$5,000
	$7,681

	 
	 
	 
	 
	 

	For Other Cash Payments
	 
	 
	 
	 

	   Federal Income Tax Expense
	$49
	$25
	$4
	$925

	Total Cash Payments for Purchases
	$12,552
	$10,967
	$16,208
	$15,475

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	Fandangles

	Cash Budget

	For Year Ended December 31, 2015

	 
	Quarter

	 
	1st
	2nd
	3rd
	4th

	Cash Balance—Beginning
	$10,356
	$12,153
	$13,744
	$7,733

	Cash Receipts (Schedule 1)
	14,349
	12,558
	10,197
	24,495

	Cash Available
	$24,705
	$24,711
	$23,941
	$32,228

	Less Cash Payments (Schedule 2)
	12,552
	10,967
	16,208
	15,475

	Cash Balance—Ending
	$12,153
	$13,744
	$7,733
	$16,753

	
	
	
	
	

	Fandangles

	Performance Report

	For Year Ended December 31, 2015

	 
	 
	 
	Increase/(Decrease)

	 
	Budgeted
	Actual
	Amount
	Percentage

	Operating Revenue
	
	
	
	

	   Net Sales
	$62,500
	$56,872
	-$5,628
	-9.00%

	Cost of Merchandise Sold
	28,126
	25,990
	-2,136
	-7.59%

	Gross Profit on Operations
	34,374
	30,882
	-3,492
	-10.16%

	Operating Expenses
	 
	 
	 
	 

	Selling Expenses
	3,125
	2,540
	-585
	-18.72%

	   Advertising Expense
	343
	1,143
	800
	233.24%

	   Delivery Expense
	6,300
	6,500
	200
	3.17%

	   Supplies Expense—Sales
	1,866
	1,791
	-75
	-4.02%

	Total Selling Expenses
	11,634
	11,974
	340
	2.92%

	Administrative Expenses
	 
	 
	 
	 

	   Depr. Expense—Office Equipment
	250
	250
	0
	0.00%

	   Depr. Expense—Computer System
	1,102
	1,102
	0
	0.00%

	   Insurance Expense
	850
	876
	26
	3.06%

	   Payroll Taxes Expense
	2,184
	2,250
	66
	3.02%

	   Rent Expense
	6,600
	7,200
	600
	9.09%

	   Supplies Expense—Administrative
	1,256
	1,037
	-219
	-17.44%

	   Uncollectible Accounts Expense
	438
	511
	73
	16.67%

	   Utilities Expense
	3,456
	3,567
	111
	3.21%

	Total Administrative Expenses
	16,136
	16,793
	657
	4.07%

	Total Operating Expenses
	27,770
	28,767
	997
	3.59%

	Income from Operations
	$6,604
	$2,115
	-4,489
	-67.97%

	Other Revenue and Expenses
	 
	 
	 
	 

	    Interest Revenue
	87
	76
	-11
	-12.64%

	Net Income before Federal Income Tax
	6,691
	2,191
	-4,500
	-67.25%

	Federal Income Tax Expense
	1,004
	329
	-675
	-67.23%

	Net Income after Federal Income Tax
	5,687
	1,862
	-3,825
	-67.26%

	Units of Item Sold
	5,000
	4,498
	-502
	-10.04%



Note: Student answers will vary for each question below.

1. Name one significant variation (at least 5%).

2. What will the impact of this change be on net income? Why?

3. List one possible internal or external reason for this change.

4. Suggest what Fandangles should do as a result of this change. 

Teacher Resource 5.9
Key Vocabulary: Cash Budgets and Performance Reports
	Term
	Definition

	cash budget
	The projected inflow and outflow of money for a specific period. 

	cash payments budget schedule
	The budget schedule that projects the outflow of cash for merchandise, operating expenses, and any other payment of cash.

	cash receipts budget schedule
	The budget schedule that projects the inflow of money from cash sales and money received on account, and any other receipt of cash.

	cost of merchandise sold
	The costs that go into creating the products that a company sells. Only costs directly related to the production of the products are included. Also referred to as cost of goods sold.

	net income
	A company’s income after expenses are subtracted from revenues for a particular period of time.

	net sales
	A company’s sales after subtracting returns, damaged and missing goods, and any sales discounts.

	on account
	Buying or selling on credit. When selling on account, a customer receives an invoice for the goods or services purchased and an accounts receivable is set up. If the business buys on account, an accounts payable is created. Either way, the invoice must be paid within a certain timeframe, usually 30 days. 

	performance report
	A financial statement that compares the budgeted and actual amounts for a certain time period for sales, cost of merchandise sold, and expenses. Also called budget variance report.
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Cash budgets project cash receipts and payments
for a specific time period

N
e Cash receipts = inflow
o Cash sales

o Customers on account
o Other

e Cash payments = outflow
o Recurring payments
o Occasional payments

What types of recurring payments would an ice cream
store have?
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Budget schedules project quarterly cash receipts
and payments
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Performance reports help control expenses and plan

for the future
B

Performance reports: e o

* Analyze differences between / )
budgeted and actual sales, costs,
and expenses I ‘ ‘ b

e Are prepared frequently for
constant monitoring

SALES PERFORMANCE

¢ Identify significant and/or =
unfavorable differences needing
corrective actions

What is a favorable difference a manager m/ght find in a
performance report?
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Budgets keep businesses going—performance

reports show the way
B

Without budget schedules, firms risk:

e Late payments

* Not enough money to keep
enough inventory

* Inability to pay salaries

* Bankruptcy

The performance report reveals:
¢ Poor estimates

e Under- and over-estimates

* What is going well

How can lack of cash flow cause a business to shut down?
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Cash budgets project the inflow and outflow of
money for a specific time period

Cash budgets are prepared quarterly for frequent analysis:
* Beginning cash balance
* Cash receipts
e Cash payments
* Ending cash balance

Cash Budget

Quarter
1 2 3 4

Cash Balance—Beginning

Cash Receipts
Cash Available

Less Cash Payments

Cash Balance—Ending




