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Account analysis, 255-256

Accounting (simple) rate of return (ARR),

296-297
advantages of, 297
disadvantages of, 297
Activity accounting, 341
Activity-based budget, 8
Activity budget, 30
Activity units, 332-333
Actual costs vs. budget costs, 13, 15
Adaytum Planning, 285
Add-on budget, 7
Administering the budget, 35-44
budget audit, 41-42
budget calendar, 42—44
budget manual, 38—40
budget sheet, 4041
performance reports, 41, 42
types of reports, 35-38
advance reports, 37
periodic reports, 36
special studies, 37-38
Administration plan, 29
Administrative expenses, variances in,
150
Advance reports, 37
Advantages of budgets, 18-20
Advertising, 174—-180
Airlines, and budgeting, 361
Audit, budget, 16

Behavioral equations, 273-274
Bottom-up approach, 10-12
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Bracket budget, 8
Break-even and contribution margin

analysis, 45-61
applications, 50-52
contribution margin analysis and
nonprofit organizations, 58-59
contribution margin income statement,
46-49
break-even analysis, 47-48
contribution margin, 4647
determination of target income
volume, 49
graphical approach in spreadsheet
format, 48-49
CVP analysis with step-function costs,
59-60
impact of income taxes, 49-50
margin of safety, 50
questions answered, 45
sales mix analysis, 52-58
underlying assumptions, 60

Break-even point, 45
Budget, 23

accuracy, 31

audit, 4142

balance sheet, 90-92
calendar, 4244
committee, 9
coordination, 12
defined, 1

income statement, 89-90
manual, 38—40
meetings, 183
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Budget (cont.)
process, 30
sheet, 40-41
reports, 36
revision, 15, 33
segments, 12, 13
weaknesses, 15-16
worksheet, 37
Budgetary checklist, 26
Budgetary control and audit, 16, 17, 18
Budgetary process, 9-12
bottom-up vs. top-down, 10-12
Budgeting, introduction to, 1-20, 23-26
actual costs vs. budget costs, 13, 15
advantages and disadvantages of
budgets, 18-20
budgetary control and audit, 16, 17, 18
budgetary process, 9—12
bottom-up vs. top-down, 10-12
budget coordination, 12
budget revision, 15
budget weaknesses, 15-16
computer applications, 16—17
defined, 1
departmental budgeting, 12-13, 14
motivation, 17-18
planning, 3—4
types of budgets, 4-8
activity-based budget, 8
add-on budget, 7
bracket budget, 8
capital expenditure budget, 6-7
cash budget, 5
continuous budget, 8
flexible (expense) budget, 6
incremental budget, 7
master budget, 5
operating and financial budgets, 5
program budget, 5
static (fixed) budget, 5-6
strategic budget, 8
stretch budget, 8
supplemental budget, 7
target budget, 8
Budgeting and planning (B&P) software,
288-289
Budgeting for service organizations,
359-365

airlines, 361
hotels, 361-365

Budget Maestro v5.8, 285-286

Capital budget, 210-215

authorization of, 204-206
forms, 207-209

revisions, 217

see also Capital expenditures

Capital budgeting, 291-329

accounting (simple) rate of return
(ARR), 296-297
advantages of, 297
disadvantages of, 297
capital budgeting process, 314-315
comparison of methods, 312-314
discounted payback period, 300
factors to consider in determining
capital expenditures, 293
and inflation, 316-317
internal rate of return, 308-312
advantages of, 308
disadvantages of, 309
five guidelines, 309
use of spreadsheet programs,
311-312
net present value, 300-305
nondiscretionary projects, 312
and nonprofit organizations, 318
payback period, 297-299
advantages of payback, 298
disadvantages of payback, 298
payback reciprocal 299
postaudit project review, 317-318
profitability index, 305-308
risk and uncertainty, 318-319
certainty equivalent, 322-323
correlation of cash flows over time,
325-326
decision tree, 324-325
normal distribution and NPV
analysis, 326-329
risk-adjusted discount rate, 319-321
semivariance, 323
sensitivity analysis, 323-324
simulation, 323
standard deviation and coefficient of
variation, 321-322



types of capital budgeting decisions,
293
Capital expenditure budget, 67
Capital expenditures, 150, 201-225, 293
analysis of capital projects, 218
authorization of capital budget, 204-206
budget process, 202-204
budget revisions, 217
capital budget, 210-215
capital budget forms, 207-209
capital expenditure reports, 215-217,
218, 219-224
control over capital expenditures, 218,
225
factors to consider in determining, 293
special projects, 218
Capital projects, analysis of, 218
Cash budget, 5, 87-89, 260-261, 262, 263
Cash budgeting and forecasting cash flow,
255-266
account analysis, 255-256
cash budget, 260-261, 262, 263
cash flow software, 262, 264-265
cash variance analysis, 261-262, 264
regression approach, 256-260
Cash collections, 255-256
Cash flow
correlation of, over time, 325-326
see also Cash budgeting and
forecasting cash flow
Cash flow software, 262, 254-265
Cash variance analysis, 261-262, 264
Certainty equivalent, 322-323
Chief executive officer (CEO), 24
Coefficient of determination (R?), 248
Coefficient of variation, 321-322
Compagq, 74, 75
Comprehensive budget, 77
Comprehensive sales planning, 78-81
Computer applications, 16—17
Consumer surveys, 233
Contingency budget, 8
Contingency planning, 30
Contingent proposals, 308
Continuous budget, 8
Contribution margin (CM), 47-47
CM ratio, 47
unit CM, 47
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Contribution margin income statement,
46-49, 347, 348
break-even analysis, 4748
contribution margin, 4647
determination of target income volume,
49
graphical approach in spreadsheet
format, 48-49
Control and analysis, 33
Control reports, 35
Correlation coefficient (r), 248
Cost behavior, 95-104
analysis of mixed costs, 96
fixed budgets vs. flexible budgets and
performance reports, 100-104
high-low method, 97-99
regression analysis, 99-100
types of costs, 95-96
fixed, 96
mixed (semivariable), 96
variable, 95
Cost center, 344-346
Cost control, 199
Costs, actual vs. budget, 13, 15
Cost variances, 111
Cost-volume-profit (CVP) analysis, 45
Credit manager, 68

Decentralization

advantages of, 340

disadvantages of, 340
Decision packages, 333-334
Decision rules, 275-276
Decision tree, 324-325

advantages of, 324

disadvantages of, 324
Definitional equations, 273
Dell Computer, 74, 75
Delphi method, 232
Departmental budgets, 25, 31
Departmental budgeting, 12-13, 14
Development plan, 30
Direct labor, planning and control of,

164

Direct labor budget, 84-85, 158
Direct material budget, 83, 157-158
Disadvantages of budgets, 18-20
Discounted payback period, 300
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Discounting cash flow methods
compared, 312-314
Distribution costs, 180-181, 182
analysis and evaluation of, 181, 183
control over, 183
Divisional manager, 339-340

Electronic spreadsheet, 93

Employees, 199

Ending finished goods inventory budget,

86

Engineering manager, 67

Entenmann’s,72, 74

Entertainment, 183

Excel, 264, 279

Excel regression output, 252-253

Executive opinions, 231-232

Exponential smoothing, 238-244
computer and, 241-244
model, 239-241

Factory overhead, planning and control,
164
Factory overhead budget, 85, 158-159
Financial budget, 5, 78
Financial modeling, 267-278
budgeting and financial modeling, 268,
270
developing financial models, 271-278
definition of variables, 271-272
input parameter values, 272
model specification, 271-278
financial model, 267-268, 269
use of, in practice, 270-271
Financial ratio calculations, 92
Fixed (static) budgets, 5-6
vs. flexible budgets, 100-104
Fixed costs, 96
Fixed overhead variances, 121-122
Flexible (expense) budget, 6
vs. fixed (static) budget, 100-104
Forecaster software package, 286
Forecasting, 3, 20
compared with sales planning, 78—79
Forecasting and planning, 227-234
forecasting methods, 229-230
forecast users, 227-229
qualitative approach, 231-233

common features and assumptions,
233

consumer surveys, 233

Delphi method, 232

executive opinions, 231-232

sales force polling, 232-233
selection of forecasting method, 231
steps in forecasting process, 233-234

Gantt, 9
General and administrative costs,
197-199
analysis and evaluation, 198-199
budget process, 197-198
cost control, 199
employees, 199
Goal congruence, 65
Graphical approach, 48—49

High-low method, 97-99
Home Depot, 72

Host Budget v3.2, 286-287
Hotels, and budgeting, 361-365

1BM, 74
IKEA, 75,76
Income statement, projecting, 279-284
Income taxes, impact of, 49-50
Incremental budget, 7
Inflation, capital budgeting and, 316-317
Information reports, 36
Input parameter values, 272
Internal controls, 72
Internal rate of return (IRR), 299, 308-312
advantages of, 308
disadvantages of, 309
five guidelines, 309
use of spreadsheet programs, 311-312
Interrelationship of variances, 128-129
Inventory purchases, merchandising firm,
83
Investment center, 349-357
residual income, 354-357
advantages of, 356
disadvantages of, 356
return on investment (ROI), 351-354
advantages of, 352
disadvantages of, 352-353



Labor variances, 117-120

Lagged model structure, 276
Least-squares method, 245-247
Long-term plans, 27-28

Long-term report, 35

Lotus® 1-2-3, 264

Lower-level management reports, 36

Management by exception, 341
Management information system (MIS),
71
Manager’s performance, 339-357
appraising manager performance,
339-340
advantages of decentralization,
340
disadvantages of decentralization,
340
importance of measuring
performance of divisional
manager, 340
cost center, 344-346
investment center, 349-357
profit center, 347-349
responsibility center, 341-344
revenue center, 344
Manufacturing cost analysis, 32
Manufacturing costs, 155-165
illustration, 155-159
direct labor budget, 158
direct material budget, 157-158
factory overhead budget, 158—159
production budget, 157
sales budget, 156
materials budgets, 159-161
budget based on production factors,
161
budgeting individual items of
material, 160
materials purchase budget illustrated,
161-163
planning and control of direct labor,
164
planning and control of factory
overhead, 164
planning and control of material
purchases and usage, 159
Margin of safety, 50
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Marketing, 167-184
advertising and sales promotion,
174-180
objective task method, 175-180
percentage of sales or profit, 175
unit sales method, 175
budget meetings, 183
distribution costs, 180-181, 182
analysis and evaluation of, 181,
183
control over, 183
marketing budgets, 168-169
packaging, 183
selling expenses, 169-174
travel and entertainment, 183
Marketing department, appraisal of,
152
Marketing manager, 66—67
Marketing performance report,
146-149
Master budget, 5, 77-93
budgeted balance sheet, 90-92
budgeted income statement, 89-90
cash budget, 87-89
comprehensive sales planning, 78-81
sales planning compared with
forecasting, 78-79
testing the top line, 79-81
direct labor budget, 84-85
direct material budget, 83
ending finished goods inventory
budget, 86
factory overhead budget, 85
financial ratio calculations, 92
inventory purchases, merchandising
firm, 83
monthly cash collections from
customers, 82
production budget, 82-83
sales budget, 81
selling and administrative expense
budget, 86-87
using an electronic spreadsheet, 93
Material and labor mix variances, 129
formulas, 129
Materiality, 106
Material purchases and usage, planning
and control of, 159
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Materials budgets, 159-161
budget based on production factors, 161
budgeting individual items of materials,
160
Materials purchase budget, 161-163
Materials variances, 105, 111-116
Minitab, 257
Minitab regression output, 254
Mix, 129
variances, 130
Mix and yield variances, 129
formulas, 129
Mix and yield variances for material and
labor, 129-137
unfavorable mix variances, 130
unfavorable yield variances, 130
Mixed costs, 96
analysis of, 96
Model structure, 274-275
Monthly cash collections from customers,
82
Motivation, 17-18
Moving average and smoothing
techniques, 235-244
naive models, 235-236
smoothing techniques, 237-244
advantages and disadvantages, 238
computer and exponential
smoothing, 241-244
exponential smoothing, 238
model, 239-241
moving averages, 237-238

Naive forecasting models, 235-236
Net present value, 300-305
Nondisretionary projects, 312
Nonfinancial managers, and profit
planning, 6668
Nonmanufacturing activities, 144
Nonprofit organizations
capital budgeting and, 318
and contribution margin analysis,
58-59
Normal distribution and net present value
analysis, 326-329

Objective-task method, 175-180
Olive Garden, 74
Operating budget, 5, 77

Operational plan, 29
Overhead variances, 120-128
fixed, 121-122
variable, 120-121
variances for total overhead, 122—-128

Packaging, 183
Payback, 297-299
advantages of, 298
disadvantages of, 298
Payback period, 297-299
Payback reciprocal, 299
Percentage of sales or profit, 175
Performance levels, 30
Performance reports, 31, 37, 41, 42,
102-104
Performance-to-budget report, 38
Periodic reports, 36
Personnel manager, 67, 69
Planning, 21-23
budgets and, 3—4
Planning variance, 109
Postaudit project review, 317-318
Prediction confidence interval, 249
Preference decisions, 291
Present value method, 300
Production budget, 82-83, 157
Production manager, 67, 69
Profitability accounting, 341
Profitability index, 305-308
contingent proposals, 308
Profit center, 347-349
Profit plan, 4, 29, 63-65
Profit planning, 63—-76
alternatives, 68—69
assumptions, 68
control, evaluation, and analysis,
71-72,73
coordination, 70-71
goal congruence, 65
internal controls, 72
objectives in profit plan, 66
participation, 70
problems, 71
profit targets, 65-66
real-life illustrations, 72, 74-76
responsibility, 69-70
role of nonfinancial managers, 66—68
scheduling, 71



subordinates, 70
Profit variance analysis, 137-13
causes of profit variance, 137-138
Program budget, 7, 336-337
Program Evaluation and Review (PERT),
9
Project budgets, 336-337
Purchasing manager, 67, 69

Quattro Pro, 264

Ranking of proposals, 334-335
Regression analysis, 99—-100, 245-254,
256-260
least-squares method, 245-247
Minitab regression output, 254
regression statistics, 248-251
scattergraph construction, 247-248
using regression on Excel, 252-253
Regression of Excel, 257
Reports, 31-32
Research and Development (R&D),
185-195
analysis and evaluation, 191-192, 193,
194
budget, 187-191
control over, 192
coordination, 191
costs, 186
funding level, 186-187
planning, 186
risk, 194
Research director, 67
Residual income, 354-357
advantages of, 356
disadvantages, 356
Responsibility accounting, 341
advantages, 341
Responsibility center, 341-344
Return on investment (ROI), 351-354
advantages of, 352
disadvantages of, 352
Revenue center, 344
Risk-adjusted discount rate, 319-321
Risk analysis, 318-319
certainty equivalent, 322-323
risk-adjusted discount rate, 319-321
standard deviation and coefficient of
variation, 321-322
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Sales budget, 81, 156
Sales division, 167
Sales force polling, 232-233
Sales manager, 68, 168
Sales mix analysis, 52-58
for service organizations, 55-58
Sales mix variance, 142-143
Sales personnel performance, 146
Salesperson variances, 147-149
Sales promotion, 174-180
Sales quantity variance, 142—-143
Sales variances, 109-110
Scattergraph construction, 247-248
Screening decisions, 291
Selling and administrative expense
budget, 86-87
Selling expenses, 169-174
variances in, 145
Semivariable costs, 95, 96
Semivariance, 323
Sensitivity analysis, 323-324
Service manager, 67-68
Service organizations. See Budgeting for
service organizations
Short-term planning reports, 35
Short-term plans, 27
Simulation, 323
Smoothing techniques, 237-244
advantages and disadvantages, 238
exponential smoothing, 238
computer and, 241-244
model, 239-241
moving averages, 237-238
Software packages, 279-290
budgeting software packages, 285-288
Adaytum Planning, 285
Budget Maestro, 285-286
Forecaster, 286
Host Budget, 286287
SRC Systems, 287-288
new budgeting and planning (B&P)
software, 288-289
spreadsheet program use, 279
projecting an income statement,
279-284
Sources-of-revenue statement (SRS), 80
Special projects, 218
Special studies, 37-38
Spreadsheet program, use of, 279
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SRC systems, 287-288
Budgeting, 287-288
Forecasting, 288
Sales Planning, 288

Standard cost, 105

Standard deviation, 321-322

Standard error of the estimate (S,), 249

Standard error of the regression

coefficient ( S;), 250

Standards, 105-107
advantages of, 107
setting, 108—-109
types of, 108—-109

Staples, 72

State Farm, 74

Static (fixed) budget, 5-6

Step-function costs, 59-60

Strategic budget, 8

Strategic planning and budgeting, 21-33
activity budget, 30
administering the plan, 29
budget accuracy, 31
budgeting, 23-24, 25, 26
budget process, 30
budget revision, 33
contingency planning, 30
control and analysis, 33
departmental budgets, 31
development plans, 30
long-term plans, 27-28
operational plan, 29
performance measures, 33
profit plan, 29
reports, 31-32
short-term plans, 27
strategic planning, 24, 26-27
time period, 28-29

Stretch budget, 8

Supplemental budget, 7

Target budget, 8

Target income volume, determination of,
49

Target profit, 65-66

Time period for plan, 28-29

Top-down approach, 10-12

Top line, testing, 79-81

Transportation manager, 67

Travel, 183
t-statistic, 250

Unit sales method, 175

Upper management reports, 36

Up Your Cash Flow XT, 262, 264, 279,
280

Variable costs, 95
Variable overhead variances, 120-121
Variables, definition of, 271-272
Variance analysis, 105-153
capital expenditures, 150
cost variances, 111
illustrative marketing performance
report, 147-149
analyzing salesperson variances,
147-149
variances in warehousing costs, 149
illustrative report for service business,
144
interrelationship of variances,
128-129
labor variances, 117-120
material variances, 111-116
mix and yield variances for material
and
formulas, 129
labor, 129-137
material and labor mix variances,
129
mix and yield variances, 129
probable causes of unfavorable mix
variances, 130
probable causes of unfavorable yield
variances, 130
nonmanufacturing activities, 144
overhead variances, 120-128
fixed, 121-122
variable, 120-121
variances for total overhead,
122-128
planning variance, 109
profit variance analysis, 137-143
causes of profit variances, 137-138
sales variances, 109-110
standard setting, 108—109
usefulness of, 107



advantages of standards and
variances, 107
variance analysis reports, 150-152
appraisal of marketing departments,
152
variances in administrative expenses,
150
variances to evaluate marketing effort,
145-146
sales personnel performance, 146
variances in selling expenses, 145

Warehousing costs, variances in, 149
“What-if” analysis, 50
“What if” questions, 292
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Yield, 129
variances, 133

Zero-base budgeting (ZBB), 331-337
activity units, 332-333
decision packages, 333-334
effects, 332
process, 332
project (program) budgets, 336-337
ranking proposals, 334-335


















