Chapter 9 Profit Planning

b. The company normally collects 65% of a quarter’s sales before the quarter ends and another
33% in the following quarter. The remainder is uncollectible. This pattern of collections is now
being experienced in the current year’s fourth-quarter actual data.

c. FEighty percent of a quarter’s merchandise purchases are paid for within the quarter. The re-
mainder is paid for in the following quarter.

d. Operating expenses for next year are budgeted at $50,000 per quarter plus 15% of sales. Of the
fixed amount, $20,000 each quarter is depreciation.

e. The company will pay $10,000 in dividends each quarter.

f.  Equipment purchases of $75,000 will be made in the second quarter, and purchases of $48,000
will be made in the third quarter. These purchases will be for cash.

g. The Cash account contained $10,000 at the end of the current year. The treasurer feels that this
represents a minimum balance that must be maintained.

h. Any borrowing will take place at the beginning of a quarter, and any repayments will be
made at the end of a quarter at an annual interest rate of 10%. Interest is paid only when
principal is repaid. All borrowings and all repayments of principal must be in round $1,000
amounts. Interest payments can be in any amount. (Compute interest on whole months,
€.g2. %z, 212.)

i. At present, the company has no loans outstanding.

Required:

1. Prepare the following by quarter and in total for next year:
a. A schedule of expected cash collections.
b. A schedule of expected cash disbursements for merchandise purchases.

2. Compute the expected cash disbursements for operating expenses, by quarter and in total, for
next year.

3. Prepare a cash budget, by quarter and in total, for next year. Show clearly in your budget the
quarter(s) in which borrowing will be necessary and the quarter(s) in which repayments can be
made, as requested by the company’s bank.

m R
__ PROBLEM 9-19 ?ompletmg a Master Budget [LO2, LO4, LO7, LO8, 1.09, LO10]
S tollowing data relate to the operations of Shilow Company, a wholesale distributor of con-

sumer goods:

Current assets as of March 31:

Cash ..o $8,000
Accounts receivable . ........... $20,000
Inventory .........oooeiainnn $36,000
Building and equipment, net ....... $120,000
Accountspayable . ............... $21,750
Capitalstock ................... $150,000
Retainedearings ............... $12,250

a. The gross margin is 25% of sales.
b.  Actual and budgeted sales data:

March (actual) ......... $50,000
Aprit ...l $60,000
May ... $72,000
June ... $90,000
July ..o $48,000

Sales are 60% for cash and 40% on credit. Credit sales are collected in the month following
sale. The accounts receivable at March 31 are a result of March credit sales.

Each month’s ending inventory should equal 80% of the following month’s budgeted cost of
goods sold.

One-half of a month’s inventory purchases is paid for in the month of purchase; the other half
is paid for in the following month. The accounts payable at March 31 are the result of March
purchases of inventory.

Monthly expenses are as follows: commissions, 12% of sales; rent, $2,500 per month; other
xpenses (excluding depreciation), 6% of sales. Assume that these expenses are paid monthly.
Yepreciation is $900 ! ludes depreciation on new assets). . .
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Chapter 9 Profit Planning

h. The company must maintain a minimum cash balance of $4,000. An open line of credit is
available at a local bank. All borrowing is done at the beginning of a month, and all repayments
are made at the end of a month; borrowing must be in multiples of $1,000. The annual interest
rate is 12%. Interest is paid only at the time of repayment of principal; figure interest on whole
months (M, %, and so forth).

Required:

Using the preceding data:

I.  Complete the following schedule:

 Schedule of Expected Cash Collections

, : April May - June Quarter :
Cashsales ............... e $36,000
Creditsales ................... 20,000
Total collections ................ $56,000

2. Complete the following:

,Merchandise Purchases Budget 5 ,
e L ' April May June Quarter

Budgeted cost of goods sold ... ... $45,000* $54,000
Add desired ending inventory ... ... 43,200t

Totalneeds .................... 88,200

Less beginning inventory ......... 36,000

Required purchases ............. $52,200

*For April sales: $60,000 sales X 75% cost ratio = $45,000.
1$54,000 X 80% = $43,200 '

Sched;uylek of Expe@téd Cash Disbursements—Merchandise Purchases

- April May June Quarter
Marchpurchases ............... $21,750 $21,750
Aprilpurchases .. ............... 26,100 $26,100 52,200
May purchases .................
Junepurchases ................
Total disbursements ............. $47,850

3. Complete the following:

- 8chedule of Expeéted Cash Disbursements—Operating Expenses

“April May June Quarter
Commissions .................. $ 7,200
Rent ......................... 2,500
Otherexpenses ................ 3,600
Total disbursements ............. $13,300

4. Complete the following cash budget:

Césh Budget : ;
w1 e : April- o May June Quarter
Cash balance, beginning ......... - $ 8,000

Add cash collections .. ........... 56,000

Total cash avaitable ............. 64,000




aooRs
S

aantee
SR

2995002
R

R0

S

oRemaRaReNes
SRR

s

S o g

‘“;g;;:i,;' : i o ar c s =
. D -_ s : o al -
- - ses : -

ok

& S
e

.
.

o - =
ol Enb
S -’f,f-f!,«i:fax“:?%:::.«;:v":g: o

e Sl
S = e
.
s :

5% et 2 e

i e e ey
e = o

5 o

i

iaiiy o

e

X

S
S
i

S

et
M
Sl R
s

19
ik
-

:
.QW .
m

o
Q,:

Soanren

. G

= 3 i < A
e e i i A e
T A 7 i

>
- = i 2 : = na

7 éﬁs'zy,»:-" e e e oY e o s o i
e o A e L Vel et 5 b St S Ss R i

.. e e
= e : S é,‘g%%ff iz . 2 2 7 o

..

.

.

o ¥ 2

e

s
e
o
S

i 2
.

o

S

,«,
S
£
i
Ren
s
o
3

e
S
S

i

-
e o

=
!
&
S
5

N
S
i
ey
S
‘%.m,::::}:
S

i

S
s
B
i

N
B

g
L ‘g«!,';

L . :
- = = = = o - =
oG i i e
Sy = . = i e e
. o

5

%

e

J;x S 6

it { ot
Somaiaa s
- =

et it

e s e
e s
Sl s

-

e
=

= =

.

i : =

et _— s s

2 S = P e St e 2 3 S >

5‘-‘"‘?5 o 7 ;ﬁf:?;" - : : 2 = ‘?§?’:»?§»§g, o 5’%{ =

Sy St T : i e 2 Sty
e i e = : AR 7 i

kb = = e

s

S :
= G s 7
e

ay;é

e




