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Chapter 8
Budgets-are quantitative plans for the future
Purposes of budgets: 
Compels managers to plan, formalizes the planning process, sets benchmarks to performance evaluation, communicates objectives, provides info for better decision making, provides criteria for performance evaluation, uncovers potential issues.
Master budget: 
Operating budget: short term, usually annual budgets, focuses on income statement items
Financial budget: cash inflows and outflows and the firms financial position

Types of budgets
Sales budget: projects future sales for firm
# of units		
*Selling price	   
Sales in $

Production budget: helps to discover how many units must be made to meet sales needs and ending finished goods inventory.
Unit sales
Add: Desired ending inventory
Total needed
Less: beginning inventory
Units produced

Direct materials purchase budget:
Units produced
Direct materials per unit
Units needed for production
Add: desired ending inventory
Total needed
Less: beginning inventory
Units produced
Cost per unit
Total purchase costs

Direct Labour Budget:
Units produced
DL hour per unit
Total DL hours needed
Cost per dl hour

Overtime questions
Units produced
DL hour per unit
Total DL hours needed
Regular hours
Overtime hours
Regular hours cost
Overtime hours cost

Overhead budget:
Budgeted DL hours needed
Variable overhead rate
Total variable costs
Budgeted fixed overhead costs
Total overhead costs

Ending Finished Goods inventory:
Unit costs:
Direct Materials
Direct Labour 
Overhead costs:
Variable cost
Fixed costs
Cost per unit

Ending Finished goods inventory =# of units*cost per unit
Ending FG Inventory= Units produced-sold + beginning inventory.

Cost of goods sold budget
Direct Materials 
Direct Labour
Variable ove head 
Fixed overhead
Total manufacturing costs
Add: beginning FG inventory
Less: ending FG Inventory
Cost of goods sold

Shortcomings of a traditional budget:
Departmental orientation, issues of goal congruence, tend to be static rather then dynamic, emphasis on results understates human behavior towards budgets

Static budgets: are master budgets that are developed around a particular level of activity.

Flexible budget: provides expected costs for a variety of activity levels.  Allows you to see cost for different activity levels. Help mangers compare budgets
Helps find DM and DL costs.

Chapter 9: Standard costing
Price standard: how much should be paid per quantity unit of input that should be used
Quantity standard: how much input should be used per unit of output.
Unit standard cost is the product of standard price and standard quantity.
Ideal standards: are the maximum efficiency if everything performs perfectly.
Attainable standards: allows for breakdowns, not perfect
Kaizen standards: continuously improving standards

SQ=unit quantity standard X Actual production
Price variance- is the difference between actual and standard unit prices multiplied by the actual quantity of input
Usage variance- is the difference between actual and standard quantity multiplied by the standard of unit prices.

Journal Entries for Unfavorable:
Direct materials inventory
DM Price Variance
	Accounts payable

WIP 	
DM usage variance	
	Direct Material
Variable overhead spending variance: measures the difference in actual variable overhead and standard variable overhead.
Variable overhead efficency variance: measures the change in variable overhead consumption to due inefficiencies and efficiencies of direct labour usage.
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