Chapter 7
1. McMichaels Company has completed its sales budget for the first quarter of 2005.  Projected unit credit sales for this quarter are as follows:

January
2,000 units

February
2,200 units

March

2,500 units

April

2,400 units

The company’s past records show collection of credit sales as follows:  35% in the month of sale and the balance in the following month.  If inventory units are sold for $30, 
(a.) the total cash collection on receivables in January will be:


$60,000 * 35% = $21,000

(b.)  The total cash collection on receivables in February will be:



January Sales - $60,000 * 65% = $39,000



February Sales - $66,000 * 35% = $23,100


Total Cash Collections = $62,100

(c.)  What will be the budgeted accounts receivable balance on March 31st?



March Sales - $75,000 * 65% = $48,750
2. Cornell Company provided the following information relevant to its inventory sales and purchases for December 2003 and the first quarter of 2004:

Dec. 2003
Jan. 2004
Feb. 2004
March 2004
Cost of Goods Sold
$ 40,000
$ 70,000
$ 90,000
$ 60,000

Credit Sales

$ 60,000
$140,000
$155,000
$110,000

Cash Sales  

$ 10,000
$ 25,000
$ 30,000
$ 12,000

Desired ending inventory levels are 25% of the following month’s projected cost of goods sold.  The company purchases all inventory on account.  The following schedule of inventory payments is provided:


60% payment in month of purchase


40% payment in month following purchase

January 2004 budgeted purchases are $75,000.

(a.) Budgeted purchases of inventory in February 2004 would be:

COGS

$90,000

End Inv.

  15,000
(25% * $60,000)

Inv. Needed
105,000


Beg. Inv.

(22,500)
(25% * $90,000)

        Budgeted Purch.
$82,500
(b.) Budgeted cash payments for inventory in February 2004 would be:

Jan.
40% * $75,000 = 30,000

       Feb.
60% * $82,500 = 49,500


Total cash pmts
    79,500

3. The following budget information is available for the Garza Company for January 2004:

Sales



$500,000

Cost of Goods Sold

$370,000

Freight Out


$0.35 per unit sold


Admin Salaries

$60,000

Sales Commissions

5% of Sales
Advertising


$15,000
Depreciation on Store Equip
$35,000
Rent on Admin Bldg

$40,000
Misc. Admin Expense

$5,000
All operating expense are paid in cash in the month incurred.  The company expects to sell 6,000 inventory units in January.  

(a.) The total budgeted selling and administrative expenses would be what amount for January 2004?
$182,100

(b.) What is the expected amount of cash outflow for selling and admin expenses in January 2004?

$147,100

4. Greene Company budgeted the following transactions for June 2004:

Sales (80% collected in month of sale)

$300,000

Cash Operating Expense



  205,000

Cash Purchases of Capital Investments

    80,000

Cash Payment of Debt



    25,000

Depreciation on Operating Assets


    20,000

The beginning cash balance was $50,000.  The company desires to have a $20,000 ending cash balance.  What is the amount of cash overage or shortage?

$ 50,000

 240,000

(205,000)

(80,000)

(25,000)

(20,000)

We want ending cash of $20,000, so we have a shortage of $40,000

