Chapter 7
· Planning is one of the main functions of management, especially in budgeting
· source of planning info is generally he managers and senior staff
· organizational plan = budget
operating budget – part of the budget that forecasts revenues, expenses, and operating profit (all activities of income statements)
- difference: income statement summarizes past event while the budget forecasts future events
cash budget – a forecast of cash inflows and outflows and hence cash balances for a specified future time period (basically a list of forecast receipts and payments and their effect on cash balances)
sales quantity = production – increase in inventory (or + decrease in inventory)
OR sales quantity = opening inventory + production – closing inventory

Preparing budget for a service department (service for the rest of the organization so like hrm)
1. Previous year’s budget
- prices tend to rise with time so using last years budget may not be enough for the next or current year
2. Previous year’s budget + inflation adjustment
- inflation rate and the current year’s budget….may not be relevant to expense items
3. Previous year actual + inflation adjustment
- current months expenses and add the inflation rate to make the budget per month
4. Zero-based budget
· start off with manager salary and then employees benefits, salaries, advertising and stuff
· this budgeting assumes to start at point zero and every expense item has to be justified before being included
· takes too long to prepare budgets this way
5. The padded budget
–managers allowed to put more than they need
6. The compromise budget
-  compromised solution with several budget methods= base the budget of one year(previous year) but making adjustments to it such as a review of salaries and the employees work 
7. Activity based costing
· identification of activities of company and the related costs of performing them
· theme: chain of activities that add value to the product or service the organization is selling 
8. Benchmarking
- some organizations compare the cost of their activities, find something to benchmark
- this way companies can benchmark their budgets against best standards in the industry
9. Kaizen system
· improvements are always needed as costs of each period must be getting lower than those of the previous period (keeps cutting costs)


Preparing budget for a production department
· fixed costs: costs that doesn’t change as a result of changes in units of activity; aka period costs - like behaving similar to service departments and has variable costs (aka flexible cost) – a cost that increases or decreases in portion to changes in numbers of units produced or sold
· variable costs= raw material &packaging, distribution& marketing
· fixed costs = fixed distribution& marketing, fixed general and administrative, total..
Amortization – systematic allocation(access or process of distributing something) of cost of a long term asset to the time periods during which the business should benefit from it (also called depreciation) [ recognition of the gradual expiry over time of an investment in assets made some years earlier] 

Master budget
· operating budget looks like income statement
· includes making capital budgets (major investment expenditures), cash budget, budgeted balance sheet
· based on forecast sales and production levels
Operating budget
· forecast of sales : schedules of products, prices, volumes that are expected to occur
· sales forecasting (year, sales, growth), production forecasting (demands, availability and more)
· once production activity levels have been budgeted, its possible to schedule the labor force necessary to carry out the production plan (could that it has to match seasonal trends) [labor cost budget]

Gross margin (gross profit) – the excess of sales revenue over the direct cost of sales (it may be a dollar figure or a percentage of sales
- monthly budget calculated by dividing annual total by 12 ONLY if business is evenly spread throughout the year
- since its seasonal, each month is calculated separately to include its own level of production and associated costs

Imposed budget – situation where a budget is forced on an operating unit without consultation or agreement (from managers)

Participatory budget – an approach to budget setting in which all levels contribute their inputs and where the budget is not finalized until all parties agree to it (managers and superiors must sign off to it)

· functional managers prepare budgets with the help of other sectors doing their own section’s budgets such as marketing/sales = set up revenue budgets, production managers = production cost budgets, managers of service cost centers like HRM and accounting managers = set up budgets for costs encountered in own area


Chapter 8
 Liquidity management – managing inflows and outflows of cash and determining whether or not they have enough cash to pay of debts to prevent bankruptcy 
· think twice about paying a dividend to shareholders especially if there’s a lot of money to owe..etc
· could lease equipment instead of buying it to save the company from having a lot of loans to pay back
· if cash outflows if greater than cash inflows = bad
· short term sollution could be that the company could go to the bank, show them the full years cash budget and negotiate for a short term loan (be sure that they are able to pay them back and make good profits)

· Cash budgets derive from income statements and operating budget
·                                                                                                                  Causes of cash flows: sales of goods and services, direct costs of goods bought for resale, operating expenses, financial charges such as interest paid and taxes


Cash receipts 
· main source: cash revenue
· sale of assets, issuing shares, or from borrowing

· cash budgets are important since it helps solve many issues and helps to seek appropriate solutions that can be put into action

controller - senior accounting manager of a company
· treasurers and controllers normally prepare cash budget on the basis of info given to them by other managers 

Cash Forecasting:
Opening cash balance
+ sales 
+/- changes in receivables
= cash collections from sales
+ other cash receipts: share issues, loans, sale of plant assets
= Total cash available
Payments to suppliers
+ payments for expenses
+/- changes in payables and inventory
+ payments for financing (interest, dividends, redemptions & loan repayments)
+ payments for new long-term assets
= Total payments
Total cash available – total cash payments = ending cash balance

Chapter 9 
- senior management perspective = achieving budget is basically achieving organization’s objectives
Scorekeeping – use of financial accounting information to assess how well assets have been utilized.  (The company is reporting to shareholders and other interested parties on how well or how badly it has performed; his is when they publish its income statement and balance sheet).

Management control – use of accounting and other information systems to assess the performance of operating units and their managers

- each manager has responsibility areas and must take account for any affects of the outcomes 

Management by exception – the philosophy that things that have gone according to plan need not be investigated, but that exceptions (objectives not achieved) should be investigated and give rise to corrective action as necessary 

-  in order for budget to be effective control it must have validity ( all people involved have to accept it)

Imposed budget
· imposed budgets are in a hierarchal approach to management (like in a military unit)
· superiors only have authority, no responsibility of others carrying it out
· danger: if budget seems impossible to reach, people will become careless to try
· Result of situational factors

Participative budget 
· mutually acceptable budget where workers and managers interchange info.
· People are more motivated to achieve budget
· Meets an organization’s goals better (more agreements)

Control in organizational sub units
Control in revenue centers
· ex. Sales department making sales
· difference between budgeted and actual sales
· measured in units or dollars or contribution margin the sales have earned (sales revenue – the variable cost of sales)
· EX. Company’s budget is to sell 2,000 widgets in September creating $50,000 of sales revenue (before taxes) But the actual sales were 2,100 widgets and actual sales revenue is $54,600. So company has exceeded budget. Budgeted price was $25 ($50,000/2000) whereas actual price per widget is $26 ($54,6000/2,100)

Control in cost centre: Service department 
· delivering a service ex. HRM
· manager has control over how much to provide
· did the services get delivered successfully and control within budget?
· Budget – actual – variance (the difference) [decrease profits (more actual spent) are called unfavorable –U- and increased profits are favourable – F-] Can call them plus or minus

Control in cost centre: production department
· produces goods or service for sale
· could be per unit basis and totals (budget based on volume so units)
· Original budget also called “static budget”
· overhead amounts = use of facilities shared by all products made by the company
· “flexible budget” – calculation can be done with the budget (volume) that have been set while the actual volume is known in advance
· fixed costs are not normally flexed in a flexible budget (separate column, before the actual budget column)
· concept of flexible budgets changes should be applied to portray control

Control in a Profit centre
· control over revenues and costs (operating profit)
· similar to revenue centres and cost centres
· comparison to actual profit and budgeted profit 
· difference of production and profit is that production = # of units produced and profit = # of units sold
· there is a budget per unit column 
· notice that fixed costs aren’t affected by volume changes unlike revenues and cost of goods sold are expected to rise and fall with the volume of activity therefore fixed costs don’t change in flexed budgets

Control in an investment centre
· like a profit centre (control over profit making activities) but also has control over investment on assets
· controlled using all methods above except production
· controlled through ratio of profit to assets employed (end result)
· gross margin could be looked at ( gross margin/sales revenue)

Balanced Scorecard – systematic process for reporting on operations that bases its contents on the company strategy; it balances the past, present and future and balances financial results against the perspectives of the customer, internal process improvements and learning + growth objectives
Contains:
1. Financial perspective: financial measures like profitability rates
2. Customer perspective: present not the past; primary measurement like getting customers to fill questionnaires about levels and satisfaction, # of complaints, # of sales return
3. Internal business perspective: change of internal operations to better achieve its objectives (considered through restructuring, technology, logistics improvements)
4. Learning and growth: here it reports training initiatives, employee motivation, new product development, and basic research 


Chapter 10
(break-even) CVP cos/volume/profit analysis – use of contribution margin to see how many units must be sold (break even point) to cover fixed costs
- ex. Retail store that sells a single type of product can accurately use CVP
Activity based costing – analysis of cost and cost behavior using activities as the drivers of costs
- ex. Manufacturing company making several products OR a service operation with many different types of customers
Activity  - unit of work carried out to achieve an objective and that incurs a cost 
Marginal cost = change in total cost / change in quantity 

Cost behavior – analysis of the causes of costs so that forecasting and control are made possible (cost vs. diff levels of sales activity)
· fixed costs and variable costs

Variable costs 
· the more you sale the greater the variable costs
· cost of goods sold in a retail outlet
· raw materials used in manufacturing company
· production labor
· some overheads for ex. Power supplies used to run production machinery
· sales commissions
· (depreciation)
Fixed costs 
· staff salaries 
· advertising
· rent
· property taxes
· amortization
· interest expense
· annual audit

variable cost = total expense/ difference or sales

mixed costs -  cost made up of partly fixed elements and variable elements 
· they don’t fall under specifically mixed or variable costs
· ex. Power costs or operating a delivery truck (fixed = insurance, registration, amortization and variable = fuel and repairs)
· total cost equation for each month = total fixed cost each month

· service departments like marketing or HR usually have fixed costs (staff salaries and related costs)

· prices of products raising or reducing reflects additional costs of services

contribution margin – the difference between the selling price and the unit variable cost: benefit of selling one additional unit
· = difference between selling price per unit and the variable cost per unit
· determines effects of sales whether company is better off selling one more unit or one less unit
· contribution margin x amount of products sold = total CM
· contribution margin = sales revenue(selling price) – variable costs
· contribution margin ratio = CM / sales revenue
· CM pays for businesses fixed costs, after that it reaches its break even point
· If CM exceeds, company is profitable and able to make decision if company can go ahead with business venture
· Break even point  = fixed cost for given period of time / CM per unit for CVP (expressed in units)
· Answer indicates how many units needs to sold in that period to reach breaking point
· Estimating operating profit = CM X (estimated average sales in units – break even point) 
· - operating profit = contribution margin(GM) – fixed cost
· The difference between cost and selling prices (percentages) = the CM 
· Break even sales = fixed cost / CM ratio for activity based costing (expressed in dollars) or Break even point per month in units X selling price 
· Gross profit to sales % - [{selling price – cost of goods sold) / selling price] X 100
· Amount of units sold per month = (fixed cost + required profit) ÷ contribution margin per desk 
OR  (actual sales – break even point) X contribution margin = operating profit
· If profit is determined and you need to figure out total sales revenue = 
[(fixed cost + required profit) ÷ contribution margin per desk] × selling price (selling price optional, if its determined)

- if there’s an additional cost of something and you need to figure out how much units to sell to make the company worth while  then : = additional fixed cost / contribution margin 

· situation where the operating profit changes and so do quantities and prices changes : ( new amount of units sold per month x cost of goods sold) + (the difference between units sold ex. 960-864 +96 X CM
· if CM ratio increases or decreases, the operating profit increased/decreased = sales revenue X CM ratio increase amount

Chapter 11
Overhead – indirect expenses other than direct expenses like materials and labour
Allocation - the action or process of allocating or distributing something
Cost allocation – tracing costs to cost pools or cost objects; distribution of cost pools to other cost objects though cost allocation rates
Cost pool – an account where the costs that are driven by a single cost driver are accumulated (gathered/assessed)
Cost driver – an activity that gives rise to a cost 
Cost object – product, service, process, etc.. of which the cost is being calculated 

Overhead allocated to products
· How to calculate rates and the use of overheads
1. cost pool established and estimated overhead is charged to it
2. allocation base (measure of use or activity like labor or machine costs, used to allocate cost) is chosen 
3. allocation rate calculated: total estimated overhead in cost pool/ total estimate of allocation base 
4. overhead is allocated to products: (products actual use of allocation base X allocation rate) + product cost

estimated total overhead / labour bases = overhead allocation rates

· in activity based costing there are unit variable costs as they change with the number of units sold or produced 
· fixed costs = business sustaining costs in activity based costing
· batch level costs – costs incurred by running a batch of production (ex. Ordering raw materials and dispatching finished goods) (fixed)
· product sustaining costs – having product in existence (ex. Engineering design, advertising, sales education..)
· overhead head recovery rate = estimate budgeted overhead/ budgeted recovery base (ex. Labour hours) 
· if recovery rate is too high, overhead allocated to products will be too much and vice versa 
· rate high = under spending of over head and low rate = overspending of overhead
· price maker – company that produces unique products and theres no competition , the cost can be used what price to charge customers
· price taker – where company is producing less or more common products and theres many competitors, there a an established market price is taken
· if machines are cause of overhead costs hen its allocation is fair
· to calculate profitability of a customer : gross profit – monthly costs = customer profit/ monthly sales revenue = %

Chapter 15
Liquidity – whether or not the company is likely to run out of cash
Profitability – how well the company performed
Debt – the extent to which debt increases company risk
Efficiency – how well the company used its assets
Market related measure – information about share values 

Liquidity (answer in ratios)
Current ratio = current assets/ current liabilities (write answer as current ratio so like 2:1)
Quick ratio = (current assets – inventory) / current liabilities
- recognizes inventory is less liquid than other current assets and its availability 

Profitability 
Gross profit on sales (%) = [gross profit (revenues – cost of goods sold) / sales revenue] X 100
· this ratio measures what’s left over out of sales after the direct cost of sales id deducted 

Return on sales (%)  = (operating income/ sales) X 100%
· ratio measures what is left over out of each dollar of sales after all the operating expenses have been paid
· measures things under management control or not

Return on assets (%) = (operating income/ total assets) X 100%
· how well company has used its assets 

· total asset turnover = net sales / total assets
· return on sales X total asset turnover = return on assets 

Return on equity(%) = net income / shareholder’s equity) x 100%
· overall economic performance like the one above except through a shareholders perspective rather than the whole business unit
· should be lower than return on assets 




Debt 
· greater the debt, greater the return on equity 

Debt to assets (%) = (total debt (liabilities) / total assets) x 100
- should be lower than 50% of assets for min. risk
Debt to equity (%) = (total debt/ shareholders’ equity) x 100
- should be lower than 100 of equity for min. risk
Interest cover ratio (%) = operating income (income before taxes an interests) / interest paid

Efficiency 
· ex. High level of sales with given set of assets

Total asset turnover (X) = sales/ total assets
· accounts receivable and inventory 
· Total asset turnover is the ratio that measures the amount of sales generated for every dollar of asset used

Receivables turnover ratio (X) = sales/ receivables
Receivables collection period (days) = receivables / (Sales/ 365)

Inventory turnover(X) = sales/ inventory 
· less inventory for given level of sales revenue, the more efficient company is
inventory holding period = inventory / (sales/365)

Market related ratios 
Earnings per share = net income / # of common shares
Price to earnings ratio = share price / earnings per share
Dividend cover ratio = net income / dividend
Dividend payout (%) = (dividend / net income) x 100%
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Other ratios
Profitability ratios
Return on assets (AKA ratio of operating income to total assets) – used to assess the extent to which the assets have been efficiently utilized by management
% = (operating income/total assets) x100%

Return on equity (AKA ratio of net income to shareholders equity) - used to assess the effectiveness of the company as an equity investment
% = (net income/ shareholder’s equity)  x100%


Cash from (used in) operations
+ depreciation & amortization 
+ decrease in non-cash working capital 
OR  – increase in non-cash working capital 
= cash from operations
· cash should be positive

Cash used in financial activities
Increases in long term debt
+ proceeds of new share issues
· repayment of long term debt
· redemption of shares
· payment of dividends
= cash from financing activities
· company will have positive cash from financing activities  


- gross profit is expressed as percentage of revenues 

[gross profit (revenues – cost of goods sold) / sales] X 100
· return on sales ratio
[operating profit (revenues – COGS + operating expenses) / sales ] X100

· return on assets ratio (operating profit in relation to assets employed)
(operating profit/ total assets) X 100

· net income to sale ratio 
(net income / sales) X 100

· return on shareholders equity ratio 
(net incomes / shareholder’s equity) X 100
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