K’s Toys Inc.

Beginning of year budgeting and planning

K’s Toys Inc. is a small manufacturer that makes toys for sale to distributors who then resells them in national chain stores. They sell to only a few distributors and that tends to make the sales irregular with larger sales during the summer and at Christmas, and very few sales during the rest of the year.

They have a limited product line that includes: small car, large car, plastic bat and plastic ball.

The estimated sales for each product is as follows
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The estimated sales amounts per unit are:

Small car
$21 per unit

Large Car
$150 per unit

Bat

$25 per unit

Ball

$10 per unit

Standard Material Quantities for each product.

Small Car

5 ounces of plastic

2 ounces of black paint

Small box

Large Car

3 pounds of plastic

3 ounces of black paint

4 ounces of red paint

2 metal axels

1 hood ornament

4 large plastic wheels (made by K’s toys)
Large box

Plastic bat
12 ounces of plastic

2 ounces of white paint

No packaging

Plastic ball
4 ounces of plastic

2 ounces of white paint

No packaging

Large plastic wheel (needed for large car)
3 ounces of plastic

1 ounce of black paint

Standard material costs for each product are as follows.

Plastic


$.050 an ounce

Black paint

$0.10 an ounce

Red paint

$0.15 an ounce

White paint

$0.05 an ounce

Metal axles

$1.10 per axle

Hood ornament

$ 1.40 an ornament

Small box

$0.15 per box

Large box

$0.60 per box

K’s has 5 regular employees.

Wendy is the president and executive sales person and costs the company $60,000 for the year.

 Eric is the accountant/purchaser/production planner and costs the company $48,000 for the year. 

Stan is the large molding operator and costs the company an average of $22 an hour.

Kyle is the small molding operator and costs the company an average of $22 an hour.

Clyde is the finisher and packager. He costs the company $15 an hour. Clyde’s job can also be completed by temp workers for $16 an hour.

Stan, Kyle and Clyde all get paid time and half for overtime, which is anything over 174 hours in a month. They can only work a maximum of 250 hours in any month they experience significant quality decline. Stan and Kyle also get 80 hour each of paid vacation time that is taken the last two weeks of the year. The yearly repair and maintenance of each machine is done at the same time. Because of the specialized nature of their work temp workers cannot be employed to fill in for Stan and Kyle.
Other expenses
Rent


$4,000 a month

Electricity

$2,000 a month + $10 for every hour of production machine use

Other utilities

$400 month

Office Expenses

$500 month

Repair and maint

$4,000 for each machine

Outside professional 
$7,000 for year to be paid in December


Other expenses

$1,200 a month

Shipping

$0: the distributors arrange and pay for shipping

Production Process
These products follow the same basic process. They start in molding, move to the finishing and then finally to packaging.

In the molding department they have a large warm pressure molding machine and a small warm pressure molding machine. The large one can make every product. The small one can only make the small car, plastic ball, and large plastic wheels.

The standard production time per unit is:

 Small car
6 min

Large car
30 min

Bat

12 min

Ball

9 min

Wheel

9 min

In addition it takes time to setup each machine for each product. The setup only has to be done when the machine changed from making one product to another.

Set up time for each product:

Small car
30 min

Large car
30 min

Bat

30 min

Ball

30 min

Wheel 

30 min

Once the product is pressed it is taken to the finishing area where the appropriate paint is applied and allowed to dry. After drying the product is packaged and taken to the storage area where it sits until shipped. While the product sits waiting for shipment, shrinkage due to theft and miscellaneous damage occurs, so extra products have to be made to cover the loss (in your calculations round up to the next whole unit). There are no other storage issues you need to be concerned with.
The shrinkage is 

Small car
1.75% a month

Large car
1% a month

Bat
 
0.25% a month

Ball

0.75% a month

The finishing time per unit is 
Small car
3 min

Large car
12 min

Bat

3 min

Ball

3 min

Wheel 

3 min

The packaging time per unit is:
Small car
3 min

Large car
6 min

Bat

0 min

Ball

0 min

Wheel 

0 min

Overall. Prepare a report for K's that includes a complete set of budgets that will allow K's to best meet their sales. 

Prepare a 2012 production budget that meets the sales expectations. K's will begin January with no inventory for any product. It needs to be broken down by machine so that Stan and Kyle know what each of them needs to make on their machines. K's prefers to have all of the production completed the month before the products are to be sold and shipped; so all of the sales for May should be working hours of December to meet the needs of the distributors of the small car, ball, and the bat. The large cars must be ready on the production budget that approaches maximizing profit or cash flow. Explain the basic guidelines you used to arrive at your decisions. 

In addition show the inventory balances at the end of each month. 

Prepare purchasing budgets (qty and dollars) for each material and labor that will meet the production amounts arrived at above. 
You will have to start these in November of 2011. K's purchases all the materials required for production the month before they are needed and currently have to pay for them upfront. When they need to take out short term bank loans to cover the material and all other costs. All additional cash needs would be financed at a 15% rate (opportunity cost of capital). you may assume that on January 1st they have $0 in cash. The interest payments are made on the last day of the month for that month. They meet the payroll on the last day of each month for that month’s payroll. 

Prepare a sales and cash collection budget for the year assuming that the distributors pay K's for the toys as follows : 
30% in month they receive it 
50% in the next month 
20% the month after
Prepare a Budgeted Income Statement for the year using the CM Format. Also, prepare a monthly cash flow budget to show possible cash needs, you may assume that the beginning balance on January 1st in the cash account is $0.
