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Student Resource 5.1
Anticipation Guide: Cash Budgets and Performance Reports
Student Name:_______________________________________________________ Date:___________
Directions: For each of the statements below, underline “I agree” if you think the statement is accurate or “I disagree” if you disagree with it. Write one reason to explain your guess.
	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 payments and receipts vary from quarter to quarter.

	My guess:
	I agree            I disagree

	My reason:
	

	I learned:
	


	Performance reports show whether a company should borrow money. 

	My guess:
	I agree            I disagree

	My reason:
	

	I learned:
	



Student Resource 5.2
Reading: Cash Budgets and Performance Reports
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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.
[image: C:\Users\Mika\Documents\Pearson\2016\April\25\ManagerialAccounting_Lesson5_Presentation_ROOT_042116\Slide2.JPG]
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.  
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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 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 the number of 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. 
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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
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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.
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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. 

Student Resource 5.3
Gathering Data: Preparing a Cash Budget and Schedules for Sami's Skateboards
Student Name:_______________________________________________________ Date:___________
Directions: Sami's Skateboard's budget committee met to share their figures in preparation for completing the cash budget. Use the budget committee's guidelines to calculate the figures for Sami's Skateboards' cash budget schedules. Then use this information to complete the cash budget. Round all answers to the nearest dollar.
The Cash Receipts Budget Schedule
Guidelines
85% of Sami's Skateboard sales are collected in the same quarter the sale takes place: 70% represents collections from cash sales, 15% is from credit sales. 
14.76% of sales are collected in the following quarter. They represent credit sales paid after 30 days. 
0.24% of sales represent uncollectible accounts.
Sami's Skateboards anticipates $205 in interest revenue to be evenly received throughout 2015.
Calculations
Next, start breaking out the sales dollars into the appropriate cells. For example, in the first cell of the first quarter, you should put in the amount that was earned from the prior year's fourth quarter sales. Based on the information above and if all factors remain constant, you can plan on 14.76% of fourth quarter sales coming in during the first quarter of the year. Since last year's fourth quarter sales amounted to $12,670, you can multiply that amount by 14.76% (0.1476) to arrive at $1,870. You can also assume that no money comes in from last year during quarters two through four—so those cells will remain blank.
On the next row, how much money can you anticipate will come in during the first quarter for sales that took place during the first quarter? According to the guidelines, 85% of sales are collected in the same quarter they are earned. So if Sami's earns $11,900 in sales and collects 85% of those sales, the amount to enter in the first quarter sales cell is $11,900 multiplied by 85% (0.85), or $10,115. For first quarter sales collected in the second quarter, you would multiply first quarter sales by 14.76%. Write in those figures in the appropriate cells.
Do the same calculations for the second, third, and fourth quarters, filling in the entire schedule. Some of the cells will remain empty.
Next, add up each column and write the totals on the Total Receipts from Sales line.
The final entry in the guidelines above states that Sami's will make a total of $205 in interest during the year that will come in equally during each quarter. Divide $205 by 4, round down, and write the amount in each of the four cells.
Add Total Receipts from Sales to Interest Revenue for each quarter, and enter those amounts in the Total Cash Receipts line.
What about the 0.24% of sales that are uncollectible? Since the company does not anticipate that money coming in as sales, it is not reflected in the cash receipts budget schedule. 



	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)
	 
	 
	 
	 

	   1st Quarter Sales ($11,900)
	
	 
	 
	 

	   2nd Quarter Sales ($11,550)
	 
	 
	 
	 

	   3rd Quarter Sales ($12,600)
	 
	 
	 
	 

	   4th Quarter Sales ($17,500)
	 
	 
	 
	 

	Total Receipts from Sales
	 
	 
	 
	 

	 
	 
	 
	 
	 

	From Other Sources
	 
	 
	 
	 

	   Interest Revenue
	 
	 
	 
	 

	Total Cash Receipts
	 
	 
	 
	 



The Cash Payments Budget Schedule
Guidelines 
75% of all purchases are paid for in the same quarter the purchase took place: 20% represents cash purchases, 55% represents payment for purchases on account.
25% of purchases made in one quarter are paid for in the following quarter. 
Federal income tax expense comes from the budgeted income statement you completed for Sami's Skateboards in Student Resource 4.9. 
Calculations
The same principles you used to complete the cash receipts budget schedule apply to completing the cash payments budget schedule. In the first cell of the first quarter, the company anticipates receiving 25% of purchases made in the fourth quarter of last year, so multiply $3,600 by 25% (0.25). No money is anticipated from the fourth quarter of last year for the second quarter of this year, so the second, third, and fourth quarters' cells on this line remain empty.
In the first quarter of this year, take the purchases and multiply by the percentage the company anticipates receiving during the same quarter: $4,140 multiplied by 75% (0.75). In the second quarter cell, calculate the amount the company anticipates receiving and write it in: $4,140 multiplied by 25% (0.25).
To calculate cash payments for operating expenses, take administrative and selling expenses from the respective budget schedules you prepared previously. From those totals, we deduct any expenses that don't use cash, like depreciation (the decrease in value of the long-term assets) and uncollectible accounts expense (accounts receivable that aren't going to pay). For example, administrative expenses – depreciation expense – uncollectible expense = total cash administrative expenses ($3,255 – $255 – $84 = $2,916).


	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)
	 
	 
	 
	 

	   1st Quarter Purchases ($4,140)
	 
	 
	 
	 

	   2nd Quarter Purchases ($6,480)
	 
	 
	 
	 

	   3rd Quarter Purchases ($6,930)
	 
	 
	 
	 

	   4th Quarter Purchases ($7,290)
	 
	 
	 
	 

	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
	 
	 
	 
	 

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	Total Cash Payments for Purchases
	 
	 
	 
	 






	Sami's Skateboards

	Selling Expenses Budget Schedule

	For Year Ended December 31, 2015

	Schedule 3

	 
	Annual
	Quarter

	 
	Budget
	1st
	2nd
	3rd
	4th

	Advertising Expense
	$1,116 
	$231 
	$269 
	$250 
	$366 

	Delivery Expense
	610
	126
	147
	137
	200

	Supplies Expense—Sales
	356
	74
	86
	80
	116

	Total Selling Expenses
	$2,082
	$431
	$502
	$467
	$682





	Sami's Skateboards

	Administrative Expenses Budget Schedule

	For Year Ended December 31, 2015

	Schedule 4

	 
	Annual
	Quarter

	 
	Budget
	1st
	2nd
	3rd
	4th

	Depr. Expense—Office Equipment
	$400
	$100
	$100
	$100
	$100

	Depr. Expense—Computer System
	620
	155
	155
	155
	155

	Insurance Expense
	977
	244
	244
	244
	245

	Payroll Taxes Expense
	675
	169
	169
	169
	168

	Rent Expense
	3,510
	878
	878
	877
	877

	Salary Expense—Administrative
	5,623
	1,406
	1,406
	1,406
	1,405

	Supplies Expense—Administrative
	356
	74
	86
	80
	116

	Uncollectible Accounts Expense
	406
	84
	98
	91
	133

	Utilities Expense
	580
	145
	145
	145
	145

	Total Administrative Expenses
	$13,147
	$3,255
	$3,281
	$3,267
	$3,344



The Cash Budget
Guidelines
The first quarter beginning cash balance is taken 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.

	Sami's Skateboards

	Cash Budget

	For Year Ended December 31, 2015

	 
	Quarter

	 
	1st
	2nd
	3rd
	4th

	Cash Balance—Beginning
	$3,685
	 
	 
	 

	Cash Receipts (Schedule 1)
	 
	 
	 
	 

	Cash Available
	 
	 
	 
	 

	Less Cash Payments (Schedule 2)
	 
	 
	 
	 

	Cash Balance—Ending
	 
	 
	 
	$0


Student Resource 5.4
Gathering Data: Preparing a Cash Budget and Schedules for Cooper's Kites
Student Names:_______________________________________________________ Date:___________
Directions: Cooper's Kites has been in business for two years and has just begun a quarterly budget process. Managers are concerned because they did not have enough money to meet their cash flow needs in the second quarter of each year. They know this is because kite sales peak in the third quarter and they need to purchase most of their supplies in the second quarter. 
The team hopes to create a cash budget that will help them maintain a positive cash flow in every quarter. Use the guidelines the budget committee has provided to calculate the figures for the cash budget schedules. Then use this information to complete the cash budget and determine if they need to take out a loan for the second quarter. If you think a loan is necessary, make a recommendation as to how much should be borrowed, from what source, and whether it should be short or long term.
If you do not think a loan is required, explain why. If you think the company could get additional cash from another source, explain how that would work.
Cash Receipts
85% of Cooper's Kites' net sales are collected in the same quarter they take place: 55% represent cash sales, while 30% represent credit sales.
13.5% of sales are collected in the following quarter. They represent accounts receivable collections after 30 days.
1.5% of sales are deemed uncollectible.
Cooper's Kites wants to know if they should take out a loan in the second quarter or if they can manage their cash flow without a loan.
$26 in interest revenue is estimated to be evenly received throughout the year.

	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)
	 
	 
	 
	 

	   1st Quarter Sales ($7,500)
	 
	 
	 
	 

	   2nd Quarter Sales ($11,300)
	 
	 
	 
	 

	   3rd Quarter Sales ($18,250)
	 
	 
	 
	 

	   4th Quarter Sales ($12,950)
	 
	 
	 
	 

	Total Receipts from Sales
	 
	 
	 
	 

	 
	 
	 
	 
	 

	From Other Sources
	 
	 
	 
	 

	   Interest Revenue
	 
	 
	 
	 

	Total Cash Receipts
	 
	 
	 
	 



Cash Payments 
· 85% of purchases are paid in the same quarter they are made: 25% represent cash and 60% represent credit purchases.
· 15% of purchases made in one quarter are paid for in the following quarter.
· The selling expenses budget schedule and administrative expenses schedules are provided for your reference.

	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)
	 
	 
	 
	 

	   1st Quarter Purchases ($5,865)
	 
	 
	 
	 

	   2nd Quarter Purchases ($9,563)
	 
	 
	 
	 

	   3rd Quarter Purchases ($6,630)
	 
	 
	 
	 

	   4th Quarter Purchases ($4,463)
	 
	 
	 
	 

	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
	$87
	$71
	$403
	$73

	   Note Payable and Interest
	 
	 
	 
	 

	Total Other Cash Payments
	 
	 
	 
	 

	Total Cash Payments for Purchases
	 
	 
	 
	 




	Cooper's Kites

	Selling Expenses Budget Schedule

	For Year Ended December 31, 2015

	Schedule 3

	 
	Annual
	Quarter

	 
	Budget
	1st
	2nd
	3rd
	4th

	Advertising Expense
	 $      1,325 
	 $         199 
	 $         299 
	 $         484 
	 $         343 

	Supplies Expense—Sales
	576
	86
	130
	210
	150

	Total Selling Expenses
	$1,901
	$285
	$429
	$694
	$493





	Cooper's Kites

	Administrative Expenses Budget Schedule

	For Year Ended December 31, 2015

	Schedule 4

	 
	Annual
	Quarter

	 
	Budget
	1st
	2nd
	3rd
	4th

	Depreciation Expense—Office Equipment
	$714
	$178
	$178
	$179
	$179

	Depreciation Expense—Computer System
	$1,000
	$250
	$250
	$250
	$250

	Insurance Expense
	1,720
	430
	430
	430
	430

	Payroll Taxes Expense
	2,850
	300
	750
	900
	900

	Rent Expense
	1,200
	300
	300
	300
	300

	Salary Expense—Administrative
	9,500
	1,000
	2,500
	3,000
	3,000

	Supplies Expense—Administrative
	435
	65
	98
	159
	113

	Uncollectible Accounts Expense
	112
	17
	25
	41
	29

	Utilities Expense
	869
	277
	110
	310
	172

	Total Administrative Expenses
	$18,400
	$2,817
	$4,641
	$5,569
	$5,373



Cash Budget
The first quarter beginning cash balance is the amount 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.

	Cooper's Kites

	Cash Budget

	For Year Ended December 31, 2015

	 
	Quarter

	 
	1st
	2nd
	3rd
	4th

	Cash Balance—Beginning
	 $2,494
	 
	 
	 

	Cash Receipts (Schedule 1)
	 
	 
	 
	 

	Cash Available
	 
	 
	 
	 

	Less Cash Payments (Schedule 2)
	 
	 
	 
	 

	Cash Balance—Ending
	 
	 
	 
	 



Student Resource 5.5
Independent Practice: Preparing a Performance Report for Cooper’s Kites
Student Name:_______________________________________________________ Date:___________
Directions: Calculate the information missing in the Increase/(Decrease) Amount column and Percentage column for each row of the performance report. Use the guidelines below to help you. Check your answers for accuracy.
Guidelines
Begin by working horizontally
Subtract the number in the Budgeted column from the number in the Actual column and record it in the Amount Increase/(Decrease) column. When the actual amount is less than the budgeted amount, there is a decrease. Use parentheses to note negative numbers. 
Divide the number in the Amount Increase/(Decrease) column by the budgeted amount. Then multiply the answer by 100 to get the percentage. 
Now work vertically
Gross Profit on Operations = Net Sales – Cost of Merchandise Sold ($50,000 – $25,500 = $24,500)
Calculate Total Selling Expenses. Add all expenses for each column. The single vertical line shows the last number to add for the section. The totals go in the space above the double lines. 
Calculate Total Operating Expenses. (Total Operating Expenses = Total Selling Expenses + Total Administrative Expenses)
Calculate Income From Operations. (Income From Operations = Gross Profit on Operations – Total Operating Expenses)
Calculate Net Income before Federal Income Tax. (Income from Operations + Interest Revenue)
Calculate Net Income after Federal Income Tax. (Net Income after Federal Income Tax = Net Income before Federal Income Tax – Federal Income Tax Expense)
Check your answers 
Congratulations, you have reached the bottom line!



	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
	 
	 

	Cost of Merchandise Sold
	25,500
	32,062
	 
	 

	Gross Profit on Operations
	 
	 
	 
	 

	Operating Expenses
	 
	 
	 
	 

	Selling Expenses
	 
	 
	 
	 

	   Advertising Expense
	1,325
	1,880
	 
	 

	   Supplies Expense—Sales
	576
	748
	 
	 

	Total Selling Expenses
	 
	 
	 
	 

	Administrative Expenses
	 
	 
	 
	 

	   Depr. Expense—Office Equipment
	714
	714
	 
	 

	   Depr. Expense—Computer System
	1,000
	1,000
	 
	 

	   Insurance Expense
	1,720
	1,720
	 
	 

	   Payroll Taxes Expense
	2,850
	2,660
	 
	 

	   Rent Expense
	1,200
	1,200
	 
	 

	   Salary Expense—Administrative
	9,500
	9,500
	 
	 

	   Supplies Expense—Administrative
	435
	565
	 
	 

	   Uncollectible Accounts Expense
	112
	159
	 
	 

	   Utilities Expense
	869
	927
	 
	 

	Total Administrative Expenses
	 
	 
	 
	 

	Total Operating Expenses
	 
	 
	 
	 

	Income from Operations
	 
	 
	 
	 

	Other Revenue and Expenses
	 
	 
	 
	 

	    Interest Revenue
	26
	38
	 
	 

	Net Income before Federal Income Tax
	 
	 
	 
	 

	Federal Income Tax Expense
	634
	1,463
	 
	 

	Net Income after Federal Income Tax
	 
	 
	 
	 

	Units of Item Sold
	1,000
	1,248
	 
	 




Student Resource 5.6
Reading: Analyzing Performance Reports
Performance reports, also called budget variance reports, compare the budgeted and actual amounts on a financial statement for a certain period. This comparison is important to managerial accountants and their businesses because they can use the information to help the company become more profitable. 
These financial statements can be prepared when a company needs to compare its actual and budgeted amounts. Most companies choose to prepare and analyze them monthly or quarterly to make adjustments to any items that have an unfavorable effect on the bottom line, net income. Since every budget item varies in its impact, it is up to managerial accountants to identify what items influence profitability and manage them.
Report Analysis: The Bottom Line
Because companies are always interested in the impact of their sales, cost of merchandise sold, and expenses on net income, managerial accountants monitor net sales and cost of merchandise sold on all their performance reports. These budget items have a significant impact on gross profit and net income. Other items are usually analyzed on an as-needed basis. For instance, a company may be interested in looking at the difference between the budgeted and actual amount spent on advertising in a certain quarter. 
Many companies have rules of thumb about what they analyze, such as any budget item with a variation over 5%. They are looking for favorable (such as an increase in net sales) and unfavorable (such as an increase in utilities expense) results and their reasons. They work to foster the favorable changes and mitigate the unfavorable ones, always aware of how it impacts net income. 
Unfavorable Changes
When unfavorable changes are identified, managers look to the causes and work to correct them. For instance, in a performance report that identifies that the actual amount spent on utilities is significantly higher than the budgeted amount, managers may identify both internal and external causes. Internal factors that contribute to the change, such as inefficient appliances or waste of energy, can be mitigated. The managers can purchase new, energy-efficient light bulbs or appliances. External factors, such as an increase in the cost of power, cannot be mitigated, so managers must take other corrective actions to make sure the budget will balance. 
After looking at each item individually, and the performance report as a whole, managers will decide what actions, if any, need to be taken to improve the results for the remainder of the year. Knowing what the company's needs areand when those needs occurhelps companies stay in business. Performance reports can help them decide when to invest in new equipment and take a loan to meet its budget needs for the quarter or the year. Since every budget item varies in its impact, it is up to managerial accountants to identify what items matter to the company and how to manage their costs, purchases, and expenses to remain profitable. 

Student Resource 5.7
Partner Practice: Analyzing the Performance Report for Cooper’s Kites
Student Names:_______________________________________________________ Date:___________
Directions: Analyze the performance report for Cooper’s Kites by answering the questions below.
What is the percentage increase/decrease in net sales?

Is this change favorable or unfavorable? Why?


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

Is this change favorable or unfavorable? Why?


Name one significant variation (at least 5%).

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


List one possible internal or external reason for this change.


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