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-;‘;2éu1e No'ss ,.../-==~"7 " {"Module Title:" .y -
1T /- ) g .Finance coL - A
", ’ Ve . ¢ . 1
- Submoddle Title: B v
. 1. Inventory Records ‘
. _ . 2. Purchasing
Approx. Time+— °  } _3. Budgeting . ‘ SN
Lo o Topici. TN D
~ 24 hours 4 t o ~ — ’
. s ’/ . Summar’}’ v, . K} ‘
.t ;\l . : . .
Objectives: = ' ) o (.
. - —~ Y. $
. - , . . L
Upon_completion of. this module, thd participant W{ll be able i :
to: 1. Keep adequdte materials § supplies inventory records. L« 7
*- 2. Prepare work orders, purchase requisitions. and pur- .
chase .orders. ‘ : \
3. Determine- the best method of purchasing from one “sup- .
plier or on competitive bid. . ; :
. 4. Budget for materials, supplies and expenses on.a .

" . yearly basis.,

T

. o ol

L4

s N
- A .
- . . 4

]

Instructional Aids:
Handouts -
Transparencies

Instructional Appfoach:*

. ) Lecture
Discussion
|. References: « < - .
" 1; Water Utility Aceounting, Amerjcan Waterworks Assocation § ,
* . *.Municipal iinapce Officers Association, 1970. ',
* 2. Accounting Principles, Niswonger & Fess,. South-Western . .
>+ Publishing €Gompany, 1977.

"§ 3. Accounting Principles, Pyle § White, Irwin Pﬁblishing,
4.bﬁate; htiiity Management’, Ameri

. 1939, T .

- 5. "Simplified System of Accounts for Munigipally Owned

.~ . Water Utilitjes", American Waterworks Association, 1963.’

o

can Waterwarks Association,

> -

o . - 4
~

’ . A v
! . . . . L] N .
* . .
.

fC%?ébfAssignment§:, . ‘ . . - . ]
Read handouts. Prepare inventory records, purchasing infor-

(s

. mqfibn;jand budgets from handéutsl
il :_:: & .) R 3

- - -
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Module No: Module T1t1e. , .
t Toa Finante .. : o
AR T ,’ e . :
- ‘ Submodule Title:
(7 : S . Inventory Records -
"Approx. Time: B B o _ . ,
A ‘- -, _ B 5
) ot Topic:, |, oL \
* [ { [ N . /.
. A . Summary- of Submodule
' . : ! . . .
W Ch | . / L,

Overall Objectives:

Upofi completion of this submodule,] the part1c1pant will. be able

to: 1. Determine the most appro dte method of keeping' inven-
. tory. \

“tory cards® N
. 3. Determine tﬁe proper level of 1nveﬁtory us1ng economic

. order quantity.
'+ 4, Determine the better method of replenlshlng 1nventory,
: either competitive b;dding or purcha51ng,from a single

' ' )
2. Keep track of 1nvent‘ry on a perpetual ba51s u51ng‘1nven-~

. \
. "Ins ructiongl Aids:. ! : - S ) suppller.
V Trapsparencies - FT-1 thrqﬁgh FT-7 : N
Handouts '~ Information on Inventories . . 5
Information .on E.OaQ. : o0
- Information oﬁ*Blddlng vs. Purchasing
‘ Inventory Cards . . . , °
| *Instructional Approach: °. . : - o e
S . - \ x R
Lecture : : ; 4 L
® . N . I > #o
‘@ Discussion \ / . s
' . . N L ; .
‘.‘. i 1
References: - : L, Fo LY ' ' .
« ‘s —”

/

2

1 Water Utility Accquntlng
. Niswonger § Fess /
3 Pyle § White' .-

+

/
4
J

3

"Class Assmgnments.

Reaé 1hf¢rmat10nal hando

Rrepare,;nventory cards.

~

. .6
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- Module No:

-~

4

foduTe TitTe:

Finance

Submodule Title:

Inventory Records

AN

{\phroi. Time:

5

N
r b

~

Topic:

Inventory Methods

ObJecttves

The participant will dlschss, e1ther orally or briefly ‘in-
writing, the importance of adequate inventory records.

The participant will discuss, &ither orally or briefly in
written fornm, the concept of a perpetual inventory as it
applies to materials and supplies.’

The participant will recognize the other methods of record—
ing inventory, basically periodic: and.grouping.

The participant willlist at least 5 advantages of a pexpe-

tual inventory over a periodic inventory, for materials and |

Instructional Aids:
Tramsparencies FI-1 and FT-2

Hapdout FH-1,

-

y /

Inventory Methods. »

4 R

supp11§s.,“

Lecture

Discussion -
&

+ 3

References:

Instructional Abproach? ‘

1, N15wonger<& Fess
‘2. Pyle § White

3. Water Utility Accounting -

]

Class Assignments:

. \{
Read Handout FH-1

. e

o~
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' Pace 3

Module No: .
Finance
Inventory - 1

Topic:

" Inventory Methods

Instructor Notes: /:

L]

In§truqtor Outline:

. [y

( ;

Distribute FH 1 (the day before ¢
if possible)

A

(3

v . -t
. & . o
. . .

Transparencies- on Perlodlc JIn- -
"ventory, FT 1- \

I.

11, Methods of Recording In-

I

Reason for Inventory:
A. Matching costs and budget.

1. Must keep track of what .
expenses are in order to
keep within budget.

2. Must have cost of mater-
ials and.supplies in the
corngct-accountting period|
for accuracy. |

B ‘Control of materials and.
supplies .

1. Must count in order -t9
see where each item goes.|-

2. Must record purchases and
uses $o each job can be
documented. x

C. Governmertal requirements-|

To qualify for government .

. funding, proper records

. pust be kept.
D. Mater1als and supplies

ventor
"A. Periodic Inventory
‘1. Done/only eccasionally -
usually once a year.
T2 .Always done at the begin-
ning of the year. ,
< 3 Actually count items.

A

a. Can'estimate some things
ie. yards of pipe - but
must be very good estl-

. mates.
b. Often physical count is

done or witnessed by an

K unlnterested third party

*to insure accuracy.

‘4. Advantages of periodic
. 1nventory.

Easy --"done. only occa-
QSi ally

Y ]
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Module No: .~
Finance
Inventory - 1

Top1C°,

Inventory Methods

] Instrwrtor Notes:

Instructor Outline:

Y

3

v,

Y

Transparency on Perpetual - Inven-
tory, FT 2.

N 4 .
, * .~
Any examples from instructors or
€rom part1c1pag£§,gpu1d be .

helpful. -

B. Perpetual Inventory )
« 1. Xept all the time - every!

- .

. b. Is alebs a part of any
other inventory.

5. Disadvantages, of periodic°

- inventory-
. a. Hard to tell whether

there is loss from break
-age or pilferage during
the middle of the year,

b. Encourages employees to
be careless - because
no one is checking, it.
is easier-to be wastefull

c. Is less responsive to
needs - difficult to
plan for next year from

this year. - a

ctime th1ngs are bought oT
used.

" 2. Must-ﬁ?auf*“"ﬁnt items on’
~a yeaPly basis (as in ..

periodic - see above).’

3. Use inventory cards to
keep track of quantittes.

4. Advantages of perpetual ’
inventory.

a. Always kwow how much of"

v

‘each 'item. N’ 1.

b .Easy to etermine when
. to réplenish'stock.
-c. freates better control
over items of inventory.}
- d. Encourages employees to
be careful dbout Con-v

sumption. ‘

e. Easier fo plan for fu-
ture years, espec1a11y
for seasonally used
items. . ‘

fS Disadvantages of perpet—
ual inventory.
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Module No:..
Finance' _
Inventory - 1 . '

;ropi c:

P

Inventery Methods

Instructor-Notes:

F ™
T

Instructor Outline:

During. dlscﬁ551on, poll the par-
ticipants to see what method
is be1ng used.

W

.$T1me Ebnsumlng
b. Must develop, 1ncent1ve
in employees to have
them cooperate.
C. Grouping of- -Inventory
~ Items
1. Many items of inventory
similar in nature. o
2. Items of small quantity
, and consumption are
bothersome to keep track
+ of separately.

3. Grouping-declassifies in- |-
dividual items in favor
of simplicity.

| 4. Steps in grouping: ‘

a. List a11 1tems of inven-

" tory.

DPetermine which items in

the list are similar

*  enough to record together

. Record on one invemgory«

F card the assortment to be
™grouped...

d When items in this group
are used in general
course of work, the ingc
‘ventory is decreased by
the appropriate number.’
Costs are averaged on a
weighted average basis.

D. Averaglng'Costs is Most
Common. -
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, Hodule No: ' - Module Title: e
’ . t ' .
: Finance X )
: T : = y Submodule TitTe:
' : ' Inventory Record}
Approx. Time:, ) ! ~ N
‘ Topic: gy e :
’ . Inventory Cards’
' ObJect1ves - - -

The part1c1pant will define the purpose of an 1nventory°
card, *either orally or in writing. '

2. The part1c1pant will identify and explain the purpose of the
following items on an inventory card:

1. item number ' 6. date received;cost per unit- #re-
2. item name . : ceived

‘| Complete inventory cards (optional)

~ﬁ%§ item spec1f1cat10ns 7. date used - number used
“¥, 'sources "' - 8. usage to date
5. balance . . . 9. economic order point ‘
Instructwna’l A1ds 10. econoﬁc order quantity e
Handod{§ - FH-2, examples of several 1nventory cards. »
Transparenc1es - FT-3. & FT 4 _ | - L
. ; §, "
Instructional Approachis - .
Lecture ! _ . T '
N . . i s
Discussion -
References: - ' { ’ ‘
1. Niswonger § Fess ’ !. ‘
2. Pyle § White . - .
7, Water Utillty Accounting . - £ R
. Class Assignments: > .

-, R - | . ‘N

- 7

~
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'Modulé NS: Topic: '
Finance , Co
Inventory - 2

inventory Cards

Instructor Notes: .

.
'

Instructor OQutline:
Q®

<

Use -examples -

It is.important to have as many '
“samples of actual inventory

cards as possible.

Participants should be stfougl}

encouraged to bring cards from
their own plant to.use ‘as ex-
‘amples and tools of learning.

: Instreqor_migh%‘request samples.

of inventory cards several days
in Jadvance so that ‘they might
be |copied for all participa ts.

Attached éxamples are courtesy of .
'plant. managers in Emmetsbur
. and Spencer, Iowa.:

n .

Transparencies FT-3 § FT-4 and

- write in an example with a

transparency pen.

41

. '‘Purpose of Inventory Card

'LI. Elements of an Invéntory

A. Must have standard method
of recording quantities. *

B. Need a place''to record-all
the specifications of“each

) item. . . .

C. Must have a place to re-
cord purchases of items
and when items are used.

D. Used to éncourage proper
‘organization of inventory.

-

)

-

Card. T \ .
A. Item number - each item

'should have d@ locdl control

. number for convenience (and

‘sometimes machine recording

‘1. Develop number sSystem’ -
usually 4 or 5 digits.

2. Group inventory by number |

., into sections according
to: purpose for ease in
. fipding.
3R Have a list af item num-
" bers and identification ,
seperate from inventory
file as a cross-reference.
B.'Item Name - use-a descrip-
tive name .- ie. size 10"
‘sewertile, 5' length. '
1. Be careful‘to be very spe-
" cific. e T
2. Avoid unnecessgry abbrev-.
iations .- you'need only
‘write this once or twice,

.
] [ ]
.

so make it ¢ -
..stand. *= - \' e

i !
a- . .
- IO U

by . ’

P agd
.
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MOdU1e NO. ., Topicz ~
. Finance R p ‘ | )
Inventory - 2 Inventory Cards, .
I"Str“°t°r-n°t£5f - Tnstructor Outline: -
: : D2

No;};l

vent

not all of the elements ex-
ned are present on all Jin-
ory cards.

¢

¢

| E. Bal

|* date it is- rece1Ved not

C. Item specifications - any
quality, restrictions, etcy

. must _be recorded. .
D. Sources - list names and

, addresses of all companies/’

' where the materials or
"supplies can ‘be purehased

(andhlast cost estimate)
a - how many, both
in cost and 'in number, are
left on the current date.

1, If each purchasg is regy
-cordéd and each use is re}
corded, the balance re-

amalns the same‘between
uses. i

2. Balance in cost is not_ as
important. as number, es-
pecially for budgéting.

F. Daté received - cost per
unit - when new items are.
purchased record the num-

' ber and.cost ag/of the :

ordeted. _
1. Inventory{should be Tre- .

corded on the card when 1.

»

it-is recelved,because
./ . you caﬁnot use it until
’ it arrives.
2. Sometimes cost per unit
"+ is-per pound or per foot,
sdmetimes it is per Ltem.
G. Date used - recorded dn
" inventory card from.work
“order. ( -
.1..Cost per un1t used is om
_standard cost, 'usually
"an average. .
2. Number used is subtracted
‘from prewvious balance.

N
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.1 Module No: Topic: ’ ! . . .
, Finance ‘ i - v
In . .
Inventory - 2 ventory Cards ,
. ‘e ' .
: !
+ Instructor Notes: : Instructor OQutline: . %
. < M N s 17 i
\; M . . N ) -
* : : /. : i
r. * ‘| H. Usage to date - how’ many
/ i , ¢ have you used this year ~ |
. ’ ’ - ' used for budgets.
1 , N Il Economic order point - at -
4 : % What level -should new items
e T\ 2 : :
g‘f@¢ ' / .. -1 ¢ be, ordered - determined in
Va e e ’ e hext module. v e
- |Atthis point, examples and/or J. Economjc. ordet quantity -
problems could be completed. »» how mafy should.you-order-
» TR . next module. .
' /,) A ) . ‘ * Sk 1
/ K * ’ ! 4 - .
) B ¥ A . . -
f ] N , . - 1 . - t
~ ’ P sy :
g » . - ’ , - ® .
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Hodule No: Modyle Tit]e:“‘ - )
,Finanq; )
‘,«///\ -7 Submodule Title: ‘
) : . Inventory Records
" Approx. Time: S . ' .
o o Topic: < :
‘Economic Order Point and.
T ' ' Economic Order Quantity /)
“Objectives: - .- ¢, . _ ° T s

1. The participant will recognize the definition of "economic
order point' in- felation to ordering .items of inventory.
The participant,” given ther appropriate data, will calculate
the econemic order point of several items of invéntory.

The participantr will recognize the definition of "economic
order quantity" in relation to ordering items of inventory.
The participant, given the appropriate data, will calculate
the appropriate economiic order quaq%ity of sewmeral items of

L= S ]

faventory. ey A

Instructiopal Aids: PN

Handout on Economic Order Poifit and Economic Order Quantity.
< . . . - . .

-

i1

\
Transparencies .FT-6 § FT17;)

e B - . t - 7 . B : ) ’ / .
i ] v _ . xé‘ f H
Instructional Approach: - . P
Lecture ; R 4 \ ‘ | ) i
"‘ P ~ ‘ w . :‘%’ N
Discussion ) . - g e BT - N
: L ) o o
- Referencés: e < ‘
1. Niswonger § Fe¥s o L :
|'2. Pyle.§ White - ( SR _ g
3. _Water Utility Ascounting ° : '
. , , =X 4 . \ - o ) «
. P . '
» * n “ ~
. " ¢ . .

1 Class Assignments: - ) R - .

1
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Module No: N © Topic:®
» Finance, . Economic Order ﬁb;nt and-

"Inventory - 3 Economlc Order Qu ptlty

-Instructor Notes:-

Instructor‘ ut11ne:

]

A

example 1.

I. Introduction

A. Some plan have unlimited
cheap stoTrage space: '

B. Plants with limited stor-

«~ age muct learn how much
and when to order.

. . /
II. Economic Order Point -
A. Lag time for ‘order.
1. The longer the time to -
get an item, the sooner
you must order.

> ing problems.
a. Some companies more
prompt than others.

ties - strikes, etc.
B. Rate of use.

1. From last year, determiine

how many or how,mu
week on an av -
2. From last mont
*+ mine, if this
is differen

take seasonal
variances into account.

time unless c1rcum[tances

¢ Economic Order Quantity
. How ‘much does it cost to
” “order?
-1. Initial cost goes,up in
inflationary time’s, so
the earlier your order;
- the cheaper it is. {
2. Discount for larger quan-
tities can make them

2. You'must build in order-"

b. Transportation difficul-|

inventory card -}

cheap§r%

L

r
x4

o

A
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Modu]e No' ] * Topic: . 3
Finance Economic Order’ Point and
Inventory - 3  Economic Order Quantity
Instructor Notes: Instructor Qutline:
' 3. Costs of orderlng are us-
’ " ually the same no matter
P ' . what the size of the or-
N 1 der. Therefore, the more
A ' ,times you order, the more
L . it costs.
. B. How much does it cost to
store?

P

-

1. Outside storage is free.’
2. Storage in a building
costs - |
a. Utilities
. b. Interest (mortgage)
¢. Taxes
3. Storage costs in 1ack of
aBility to use the space
for somethlng else. -
C. How many per year do you

s
1. gLool@ at last. year's a-
mount.
2. Project 1ncreased usage.
D. Examples
1. Tabulation - you can.cal-
culate hgw many to buy by
calculating many, sizes of
orders. ‘

[

EOQ ;U?xAnnual Units Reg.xCost/07

dery. Time consuming for many

v Storage cost.per unit

Note to Instructor: .
Don'*t, let the formula upset

bl

items of inventory.

" b. Unnecessaryr
2. Formula does’'same thing.
E. Record on 1nventory card.

IV.
A.

Just1f1catlon of Calcula-
tions ‘
To run out of most mater-'-

. -tors., hg
tlon,

anyone. .

Most.pocket calcula-
ve the-square root funcH
o that the actual cal-

culation isn't difficult.

Alsd

- “ials .§ supplies would be

be disasterous. Therefore
economic order point must’

-don't try to explain why ‘the
. formula - works - it isn't wortH
the effort. ;

7-

d ]

be used. K

To store .items for a long
time 1nconvenrent1y is
very frustratygg as well .

4
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. Mbdu]é‘ﬂb:' ) Topie:” ‘ . . 1

A Finance Economic Order Point and N
. Inventory - 3 Economic Order Quantity -

Instructor Notes? . Instruétor'0ut11ne:
O

. . S ] - as costly.

{Note to Instruttor:

To use Economic Order Point §
Economic Order Quantity is an _
ideal situatién. Many, small
plant operators, especially
those that must do everything
themselves, thi% will seem 1ike
too ‘much "busy work". .It is
yeur responsibility to encour-
age operators.to make some rea-
.sonable effort to determine

-economic order point & economid

order quantity, even if they
are-

ly "seat of the pants"
estimates: Many operators
don't realize ‘that they just
"know" many things that their
successors don't know. N

Py

Economic order|{ ™
quantity eliminates this.

~~

P
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Module No: ¥ ‘-—‘ <. | Module Title:-. .

*| - Finance . . 2

£ | SubmoduTe TitTe:

. _ : Inventory Records .
e 3 . N . iy >\J
. Approx. Time: ’ s o
; : Topic: )
' : s ¢ e /‘\ .
o o ' Competitivé Bidding vs. Purchas-

in

g

,0bjectives:

1. The part1c1pant will list-the advantages and disadvantages
. of purcha51ng 1Bems for inventory from a competitive bid.

2. The participant~will list the advantdges and disadvantages

+ of purchasing from one supplier.; '

3. The participant will list with 100% accuracy the specifica-
tions needed; given several inventory cards, to ask several
" suppliers for bids on items of jnventory. -

4. The participants will,_with 100; accuracy, write a purchase

» _order or letter 1ntended to ordér materials as needed from

ding and Purchasing. : '

Instructional Aids: . several inventory cards.
Handouts on Competitive BiJ

Instructional Approach:

Lecture s

Discussion

References: ~ ~ :

1. Niswonger § Fess

2. \Pyle & White. ' ‘ ;.

3. Water Ut111ty Ac¢ount;4& TN C o/

P

t st
Y .

Class’Assignments :
Read handout FH-4.




» Module No: + Topic:
Finance Jompetitive Bidding vs. Purchasing .« |" ’
Inventory - 4 S . ,

. . >
} .

.Instructor Notes: N . | Instructor Outline: . S - .

®

\ . should you buy?
— ' 1 A. Public relatiops - avail- )
"y . . 'able locally? ° . ,
R # | B. Cost - where is it least

. ‘ - expenxive?

\ ' C. Convenience --.where is it |
'~ mdst .Yeadily available? '
) , ) II1. Competitive Bids
A. Advantages i . N
. : | 1t Usually get ‘things cheaper
' . 2. Bulk. lots more convenient
. ) o for ordering and receiving
: "3. Very good for the beginning
g/ . , .o of* the year -.inventory

|
T v ;r e
' . | I. Introduction - from whom
: |
|

e emame devgw

L “is -low,. many supplles or-
e o} » dered at once. ) S
B. Disadvantages ' ' .
¢ . +] 1. Repetitive orders are cum{. ;
R . bersome, both for- your and n
L 1 for suppliers. . .
. - ) . 2. Much slower process (let- -
: ter requesting bids - ‘
.- . A bids received - held to . i
. S ‘ closing date - lowest bid ’
determined - materials §
supp iers ordered.)

fII. Purcha51ng fr6\\tatalog
; or price list. )
A. Advantages
: . ‘ 1. Ea%y - can be- done rapidly -
L / 2. Can be checked once a year
. . - and best supplier record~
‘ : Y - ed on infventory card.
S ' o B. Disadvantages -
. iy : ..’} 1.'Must order more times -
K / [ separate orders for each
H ot ' ltem. h
, ' / R 2. Don't always get lowest . -
/ T "1 A\ ' price, : )

A § [ : ~fV,| Important to use §omg§hing, ;2_ ;
o L 18 \ _

wr ammers ——— o S———
.

. ' . \




*Optional Pagé - for smallvpiéht operators only. '
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- e ' - ", Page_ 16 of 17
‘ 2 YN A ) W ‘
—Todule No o Modute Title:"
: ~ L Finance s T
~ © . © [T SubmoduTe Title: ,
: " 1" - Inventory, Records ’
. R . . E .o
.+ Approx. Time: \
. ’ . TOpiC: sl
Ce <% jikhmall Plant Operations - ‘
[y / K
‘Objectives: . . . ' . —)
5 T s . . ) » (‘
N e - ' N
g N , - J
¢ y . ‘
. .
_ . A%
Instructional Aids: o ‘<:
s . !
Handout on Small Plant Opera ons. , - ‘
. [ . ' -, , * s "l 13 "H}'.’\b“
. ' ., el
Instructional Approach: - : . , =
Lecture .
s fiL . - i T il
. L2 ' Ce L
Discussion.. .~ | T ‘
) W )
References: Lo , ' .
1., Niswonger § Fess =~ . . : § Dy i .
‘2. Pyle § White ° ’ o
3. Water Utility. Accounting h) . S B
l. N . 'l‘, . _‘ . "
-, - . ,,- ) w
: g [4
Class Assignménts;: .- 4 P
. . & o s b . '
Read handout FH-5. - e " e \
° ’ ‘ e
» v ) *
. ¢
. - X —
¢ ) '19 - / , *
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"Module No:

‘e

Finance- _
Inventory - °5
o ,

B

)

Topic:
" Small Plant Operations

2
s -

¢'- £ 3

Instructox Notes:

‘Instructor Outline:

8 s

X -

\

rf 3. Tight budgets usually

JII. Conclusion

I. Justification of systems-
A. Perpetual Inventory -
1. No different, except on a
smaller scale.
2. Must always do physicalug
inventory, in any case.
B. Inventory Cardg .
1. More 1likely tb be manual
than machine or computer
operated.
2. Can be kept by operator
or bookkeeper.

allow for less loss.

“onomic Order Quantltx
%. zgéf'work harder to 'take
' antage of any sawvings.
2. Lower inventory levels -
easier to run out if EOP
isn't watched. :
3. Can be less scientific, -
) but is still necessary.
D./ Bid or Purchase :
1. Able to take advantage of
"+ . discounts. )
2. Sometimes bidding can
work to advantage.

-

A. Essential to maintain sys-

‘create chaos.

1. If you quit. ’
2. If you must Justlfy Jum-
bers that are in your.

head ’ - .

C. Economlc Order Point § Ec-|.

tem. .
B. “Dne- -person" operation canl|-

€
y

Vi

b




Module T1t1e.

Flnance

. ,,\

Submodufe«Title:

Purchasing

» B

;quié:
.'Summary'of spbmgﬁple.

-

-

W
5

.
Fa

Overall Objectives:

‘tou

.
'

1)

4 ‘\

ﬁpon completion of this” submodule, ‘the participant’ will be able

.

+

?

1 Demonstratelthe use df the work order in 1nventory con =,
“trol,

2. Complete a, purchase requlsltlon.

3. Complete a purchase order!

v

hd .

- . ] .
i - -
k4

.

“&nstructidnal'Aids:
Transparepcies

r -

s

Handouts - ‘Information on controlllng phrcha51ng using work

* orders, purchase. requ151t10ns and purchase orders

_Work Orders
" Purchase Orders
S

Y

- 4‘ .
Purchase Requ151t10ns

~Tnstructional Approach:
Lecture

Discussion

-

| Reférencesz
Water Utility Accountlng
lewonger S Fess

T‘r

| Class.Assignments:

Read informational handouts. - . .

Prepare. work ordets, purchage reqGisitions § purchase orders..

«
Ll
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Pl

~ . ~. p ¥ ’;. ' . ‘i , _
- Wule No: S - . < 'Module Title: - T _ N
. - ' ' o o ¢ . . e
. . ' . . ‘0 F) - - ’ » -
. . ‘ . Flngncel,, R e |
y o
‘ Subwe': ¢ o
. « A i :);
: Purchasing :
Approx. Time: ‘ } e ° )
D % . . Topic:) \, 3 o’
Wi - ] M a“. . } .
Work Orders ° : »
Objectives:, 2 ) e
1% The part1C1pant will define the purpose of a-work order,
" either orally or briefly in writing. . ‘ 7~
2. The participant will identify and expalin ¢ e purpqse of~% hg
following items on a work order: \ 8
--—~1\\g%;e 4, job number or name
2. 1Tem number 5. authorlzatlon .2
' 3. quantity used o > #,

3. The participant will' 115t at teast 5 advantages of the work
order system of materials distribution.

oo XNORIRRKK MK T

4. The participant, given seVeraé*lnventory cards and several
work orders, -will record on the 1nventqryvcards the 1nform
mation, s necessary from the work order.

5. The'participant.- will dlscuss, either orally or briefly in. .

- writing, the methods of encouraging employees to, /56 thq
work™rder system effectively. L

Read "handouts.

n

" Instructional Approach: . Instructional Aidg .\
o [ N . 3
Lecture v o Handouts~of Worprrders FH-6
Discussion .- ' > Transparenc1es - FT 8 "and
- ’ : . FT-9, .- oY
¥ . A RN T Ll
querences: - )
Niswongeér § Fess \ , ' S _ T
Pyl&§ White * - o Co
| Water Utility Accounting, ' _ Lo e )
1 v ¥ 2 ’ . ‘/l ‘ . > \"'
/ o . -~ S
Class- Assignments: . R . IR
' . N » . t s ¥ . - .

&
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Module No: , Topic: ™= A
Finance ' < .
Purcha51n§/. I Work Orders -

‘Instructor.Notes:

»
. @ ~ M~

-~
4

)

Instructor Qutline: °

should be. strongly‘encouraged
to bring work orders from
their own plants to use as ex-
amples. y . —_
[ 4
Instructor might request: samples
of work orders in advadce so
they might be copied for -all
part1c1pants (Also make tran
- sparencies.) ° . .

2 s

FT-8 § FT-9 —
. , _ _

S,

Note to instructor: This and the
following units in the purchas;
.ing- submodule have no written
part1c1pant hahdeuts. Because

."& gredt deal of“the informa-
tion in this submodule varies--
with the type qf system the
participant must deal with.
The instructor .can therefore
modify ‘the unit accordingly.

K

Note to instructor: Part1c1pants

. Co ~
LI ¥ N " .
. /////“\x ,\\\\ tory number i
- -

P —

A. Organization
1. Always keeps

B. Control.

-ials without

fully.*

S on Work

to-date.
B. Item number -

use than an i
tion~

C. Quantity ed

- actually ed,

D. Job number or

name - system S

.order signed

by two people
using items o
. 1mproper1y )

111"

g;HI Advantages o
.- System

A4 Makes dlstrlb
“sipple.

1. As each job

€an be writt

J

I. Purpose of a Work Order

records up-to-~date.
2. Keeps the costs of dif-
ferent jobs separate.
1. Prevents usage of mat

1- 2. Encourages employees to
< Usé-materials more care-

ternal>control, so that
ecords are ap-

er and more convenient to

any ruined on.the job..
ways use a job number or

are charged out properly.
«E.wAuthor1zat10n_\ have work

order --then the work

invento Iy

record.

Order

the inven-
s much short-

tem descrip--

- the number
including d

name - a1--
o that 1tems
or initialed

. (Prevents
f inventory

.., .

f. Wprk Oxrder
9t1on of jobs

comes in, it
en ‘on.-a work

l & 5 Inventory control .2. Job ¢
(S E

sy A
. -

-

—zﬁoples - usually several often dlfferent colors _

dstlng'rS In nume

r1caL order -

/-\i%3' to account for wich a551gnment

A
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" ModuTe No: ‘ .Topic: ]
Finance f &
Purchasing .- 1 -

Work Ordeérs (con't.i

S~

ﬁ | Instructor Notes: . a

Instructor Qutline:

.
L]

| Use trgnsparencies to tranéfer

information to Inventory Card
, from Work Order. Use examples
gleaned £rom participants.

orders are given to enm-

- ployees. - )

. 2. Makes it easier to remen-
" ber jobs - hard to ‘forget

. ir they're written down.

B. Makes keeping inventory
simple

1. On a daily or weekly ba-
sis, usage of materials
and supplies ‘can be
transferred fromwork or-

,.- der to inventory card.

2. Coding makes inventory
simple. -

C. Makes cost assignments
simple . ‘

17 Each. job has groups of -
*work orders, so that ma-
terials used on that job.
can be ctharged to that
job. . : .

2. No job can be forgotten
if.- it has work orders.

D. Gives check on employees

1. They can't take materials
and supplies without
lying about where they're

_ used. *
2. You can see each day what
they've fdone by reviewing
i work orders. . _ .
E. Gives permanent recotd
, 1. Substiantiates your posi-
. tian to others.

2. Records available ‘for

budgeting.’

IV. Transfer relevant informa-
. - tion from work order to
inventory card. (Use in-.

ventory cards from Submod-|

ule 1 - Inven;ory.) -

..
.
—
K -
“

’ ~

. . ’7 A
.

—2 -

L 7]

™




S

[ ? N ’ ; /3
~ ' ' ¥
S ) Pace 5 of 10 ° 1
- ¢ ‘ ‘ - ’ N
< . N ‘- °
5|  -Module Npo: Topic: .
" Finance \ ' <
Purchasing 1 Work Orders (con't.) ,
Instructor Notes: Instructor Outline: 8
, ’ LY . s ' .\') . N
. : ' "|V. Employee relations . :
Note. ‘This is a good place to’ A. Can be difficult to get
have’ discussion fromﬁpart1c1- " employees to use work
pants.- ) ) . . orders. ‘
4 . . B. Suggestlons
, "1l. Don't let them get any-
: , . : * thing without a work or-
. der.~ .-

* 2. Make the respon51b1e for
inventory which is mis-- VR
sing. TELE

A . . 3. Remind then that work’
- . orders protect them -: '
substiantiate what they
have done. )
i e ’ ° ,’ ’
- . o .7 o 4 ) "
Y - ! . L] , . ‘-a
. ’ ' L
b= f ¢ »
v . po - 0y ¥
o - 5
. i
— ‘ ¥ ’ ~
' ¥y x
[ , \
! . he b o .
- f .Yy ( . e z
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Module Title:

.Findnce

hY

SubmoduiélTifle:

Purchasing

Top1c . 5

Purchase Requ151t10ns
. &> ’ Py

ObJect1ves. -

1. The participant w111 defi the term "purchase requisition" |

- and differentidte it from the terms "purchase order! and
. "work order."
2. The partigipant-wili- identiry and explain the purpose of
the foll&%lng 1tems on d|purchase requ151t10n5° .
1. date 5. number needed %
2. “item number 6. authorization . '
~ 3. item name ~ 7. suppliers.- sources
4. descriptioh - .0 - 7

DREXKUODI BRI AN N:  ~ o ‘ T N
3. The partjcipant, given the appropriate .information from
inventory ‘cards w111 prepare a. purchas ‘requisition for -
W appnroval. ’ , ,/’g/ DI

]

Instructional Aids:
vHandouts - purchase requisitions F? 6 page 1 ﬁ FH-7
Transparencies - FT-8, FT-10 & FT-11 \

¢

Instruct1ona1 Approach:

-~

“~
, —

-
L

Lecture - ¢

.Discussion _:

References: © - - ¢

Niswonger & Fess
Pyle § White/
Water Utility Accountl_g

A&

Class Assignments:
Read handouts.
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Module No:~
. Finance~ . .
Purchasing - 2

Topic:

+Purchase Requisitior .

“ ) H
¢
[

“Instructor Notes:‘

v

~

Instructor Qutline: " R

«

“|Transparencies -

‘
~

"FT- 8 (bottom)
SN FT-10
FT-11-

bl

Use part1c1pant s exampies
sure to differentiate. from—
Purchase Orders.

-.be

- II.

I
- "Av
.«B
C

&

I. Definition of Purchase Re-.
, quisitiox
A. In-house record
1. For use of employee
2. Lets employees sh
ager the need £
of inventory.
Good ~double .check for
perpetualﬁdﬁventory sys-
tem (EOP).
B. Recorg/fbr board
1. For use- of manager to
~ . request purchases of
board or governing unit.
2. For record of .needs - use
’ for budgeting.

Differences in Purchase
. Requisitions, Purchase
Orders. § Work Orders
Work Order - used-to order
parts from exlstlng\inven-
tory supplies. ° .
Purchase Requisition -
used to identify the need
for items of inventory..
Purchase Order - used to
order new item$ of inven-
tory‘fnom suppliers.

A.

I1I. Items on Purchase Requ1-~

sitions
.. Date” « date the 1tems are
seen to be ngeded. : o

. Item Number - from ‘inven--

;. Item Name - title from 1n-
ventory card.. -

. Descr1pt1on T specifica-
tions needed 'to order. -

E. Number needed - Economic

" Order Quantity

tory record. |

Hle v
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’

-

< , ¢ L
Module. No: Topic:- T . I
Finance T . JURVEE
Purchasing - 2 Purchase Requisition (con't.) - °

L

Instrdctor Notes: —

.

Instructor Outline: .

®

B et Sl

L ' J

L

< cies from previous unit.

-

;) B
Use exampi%jfi§mfﬁﬁrd transparen-

e

. Nk

F. Authorization - Mamager

should always review in-
ventory to verify.

G. Suppliers - Sourtes -

from inventory cards.

IV. Example of how to use a

purchase requisition.

~ag T

.




Module Nor Module Title: — . i

»

. Finance

Submodule Title:

Purchasing ) \

v

Approx. Time:
y ~ ‘ g Topic: . >

Purchase Orders.-

ObJectives-
1. The participant will identify and explain the -purpose of the

following items on a purchase order:
1. date - . O shipping address.
2, item.name ) 6. manufacturer's item number
* 3. order number 7. quantity . .
4, addre;s of ‘supplier 8. authorization

2. Given the 'purchase requisition, the participant will, w1th
100% accuracy, complete a purchase order.
3. The participant will discuss- the importance of completlng

Instructional Aids: purchase orders, either orally or' in writing

<

Handout - Purchase Orders - FH-8

' Transparensies - FT-12 § FT-13
- - " . . . T

r v
< -~ . : - [

Instructiomal Approach: ,; . »

‘Lecture

Discussion

-

\ References‘: . . j

Niswonger § Fess o ) . : o
Pyle.§ White : ~
Water Utlllty ACCountxgg ///

BTSN / -
- “k - ' ~

- .
< -

" Class Assignments:

Read .:‘Jxéndqulzs'.’

s g




»

~

Module,ﬁé: .o ‘Topic: :
Finance ; . .. ‘
Purchasing - 3 Purchase Orders ‘ 4
Instructor Notes: Instructor Ouflinec' B\

¥ /)

. -
i

Use participant's samples

FT-12 § FT-13

¢ I d
[

‘.

-

Use~tranpsrancies and purchase
' requisitions from previous
unit and examples as brought.

I. Purpose of items on purohas#
order T
A. Date - date of order.
B. Item Name - as in suppliers
~catalog. .
C. Order Number - all p.o.'s
should be pré-numbered so
you don't forget you've
- ordetred something.
D. Address of supplier - wherd
you will send order.

you want them to send the
order? . v .
F. Manufacturer's item-number
as, in "supplier's catalog.
G. Quantity - how many do you
want? (be sure you use the
appropriate unif - ieTfeets

N .

H. Authorization - signature |.

of City Clerk, Boaid,Pres-
- idents, etc.

[I. Example of how to use a

' purchase order, '

A. Record of what you order. -

B. Complete, easy method to

order, especially wﬁ?p-ybu

-have no order form from-

supplier. v

simple to understand.
Y . 4

*

E. Shipping address - where dd .-

pounds, etc.) ‘

C. Standardization makes it -




Medule Title:

>/ ’ Finance P

/ ) / . . v

' - . Submodule Title:

Budgeting

Approx. Time: b ' c
’ : ’ Topic:

o

Summary of Submodule

Objectives: : -

Upon completion ef this submodule, the participant will be able
to use<h15tor1ca§\§ve1dence, average cost, and an escallation

factor to develop aryearly budget: for
1. Materials and- sﬂPplles. ‘
2. Labor. . _ ‘
3. Other Expenses-

«
>

Instructionat Aids:”
Transparencies :
Handouts - Information on historical ev1dence.

' Information on averaging.
;g"~ Information of 1nf1at10nary factors.

'Discussion K

Inéﬁrgptiona] Approach

. _ . .
* . 0
L]
. s .
C e v - P—

Lecture . 4 . -

. S

Ré?éreﬁces*v : R

Waten UtlIlty Accountlgg

Niswonger;::g .Fess.: - .
Pyle & ﬂhite~‘ .

Prepare budgetst

Class Assignments "

Read 1nformat10na1 handouts.
< »

-
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» ' Page 2_of 10"
Nodufe No: ‘ . Module Title: , -
Findnce - '
— TSubmodute Title: ~
. :/ "Budgeting .
. > ' . y) '_
,Approx. Timg:: -~ 1 .
. ol Topic: -~
5 . Capital Expansion ‘.
7 . Lot gy !
Objectives;: . ' . i

1. The partficipant will discuss brlefky orally gr in wrltten
-form, the purpose of a budget ﬁ%;pec1a11y as it relates .

“to a p1 t manager.

2. The participant will deflée the term "capital expan51on" as
it applies to budgeting forggn@ year, elther orally or in
writing N

3. The par 1c1pant will list'at least 10 dlfferent items of

' .+ captial expansion yhich might affect an operat ng budget-

ticipant will explain, either orally oiffin’ writing, .’

4. The par
- KIEXFNZLOORAKANNIX the effect of capltal expan51on on_histor-
: ical evidence. - ° . .

'I‘S;ructlonal Aids:

Handout’ on” capital expansibn - FH-9.

Lecture

Discussion

References: s N o .

‘Niswonger § Fess .“:5. . .
.Pyle § White® -~ ° . - 4

a

Water Utility, ‘Accounting . ' s ‘ 5

~ Class _Assignment's: s

‘Read handout. . . . ‘ . K

e

.xggé . ; | .

[}
-
£

2y 7
A B
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Mogule No? '{op1 C' " .
+ Finance L ' ‘ '
Budgeting - } . Capltal Expansion

Instructor Notes:

Instructor Qutline:

»

Al

1.7 Average cap1ta1 expendlture
growth - get a $. Multiply the
$ by this year! s expenditure.

2. Estlmate increase - find out
from C1ty planners. Add-to base
from #1. c !

3. Look at last year - any extra-

inary expenditures? Subtract
from answer #Z,V) .

4. Take #3 and’ subtract last —~
year's expendltures - then take
last year's expendltures into
the result - this $ is your es-
callation factor.

¥

See handout FH-9 for exd?ple.

-

{I. Purpose of a Budget
1A

B.

C.
D._

CE.

%
F.

II.
A.
B.

~

III.
A.

B.
C.

’

D.:

1.

2. "Plan" or "Fongca t" -

, hew ones.,

Essential to organl;ed

growth.

Estimate of 'the future.
"Budget" - one year or
less.

long term (5-10'y ars)
Budgets create goals.-
Budgets create guidelines
for spending.

Budgets helgfmanagers con-
trol empldy

Budgets comply with govern
meiﬁgiﬁregulatlons. .

4

Theory of. a governmental
budget

Fixed 1ncoﬁé - not control
able. .
Fixed money available to
use for costs - budgets
control that money.

Cap1ta1 Expan51on .
Def1n1t10n - an increase
“in income - prdﬁuc1ng .
assets in’ order to increas
revenues. -

Must be planned for future
but based on the past -
historical -evidence.
Must-be permanent * not
just repalrlng exlstlng
fac¢ilities, but creatlng

Be sure_you check the past
to see 1fm;here is any-
.thing that doés not apply
to the future - "extra-
ordlnary expendltures "

we

¥

L1

W

33’

,’—

gl

L

e
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D LAY /’ . . §
- Page 4 of 10
. ~ModuTe No: Module Title: . g it
Finance [ - Qfmf? ‘
i SubmoduTe Titlex : IR
P ~ _ . c Budgeting .
Approx. Time: ° C ' g
o " _ Topic: , ‘ -
Y I O :
§ ' Materials and Supplies )
Objectives: - “ .
1. The participant will recognlze ‘the deflnltlons of the fol- X
lowing terms as they.apply to planning: A
) 1. historical evidence L = . ‘
2. average cost ° ) L
3. escallation factor - ’ . .
-t 2. The participant will discuss the difficulties of. forecastlng. ‘
materials and supplies costs by using only historical’ ev1-,
i dence. .
- 3. Using historical evidence, the participant W111 determine )
. - XRXXHOXXNXKXWHXX mathematically the estimated .amount of a -
- . given group of materials or supplles necessary for one year.|: -
4. Using historical evidence, average cost, and an escallation s
factor, the participant will determine the estlmated cost . ,
of the materials determined in objective 3. T -7
Instructional Aids: Handout o/ﬁﬁistorlcal ev1dénce, average ‘ ,
cost § escallation. Handouts onAprlor years materials § sup- )
Instructional Approach ] p11es cost. FH- 10 ‘
Lecture _ -1 r
& - ‘e .. W .
- Discussion . , ) ,'??
. 4
References: : . ; ,%iﬁ , c “ o ‘
. \ . Q —~ R !
Niswonger § Fess 7 -
+| Pyle § White ___ . ¥
Water Ut111ty chountlng " ‘ B . ) .
= _ 4tlass Assignmentsa . ) ] . - ;? >
. « \ ? - ’ . - ) *
- Read handouts. . . ) )
| *| Prepare materials & supplles budgets. . ’
' ’ N , ‘ “ ’ h
. ~i\; . -’o. . » ,.r‘" Vot
. 34 - A

L
.
4




r

- Materials § Supplies

Instructor Notes:

=

-

Instructor Outliné:

4

7 L :’ s . k N
~ ] » :’ - ., ol
: . 1. 3 steps to budgetipgg ) R
A. Historical evndence7 how. 1
. : much, did you use last * ,
. . \ T, year?. . As
1. Units used o

See handout FH“10 for examples.

2. Cost of units

~ ~Pper unit cost increase? _ P

’

B. Change in cost - did the ”J"

’g’:{; ‘ ’ ’ ' * } N ) 4’ ‘a ) -v‘ -~ h ® ' s ¢ ‘

' < . e ‘

< . \,\' + < " ’. . . °

N .;::1 b . °, ) ’ - - 2 I . N '

. 7 . —;g? . ’ ' . . b . o Pape . S/?f 10 . ) . .. v " \

- Hﬂf - " N ) : - )

VB, Module No: _ Topic: . Lo, - g

AR Finance, / * . : _ ’ 7
Budgeting - \2 ' : - o

S - cost at end of year
. . -.cost at beginning of year
) . _ - change *+ 2 = dverage cost

)
average- cost

. .+ last year's cost B
N ‘ budgeting cost /
or C. Units uSed x escallatlpn
’ , ] #fadtor = increasé in units|:
. i used., - .

y ‘Increase in units used +

X “ last year's units used = |,
I ) N e _+ budgeting units, * . :
- . | D. Budgeting units x budgeted s
. i - "] v cost = Materials and Sup- 1
B S - L plies Budget 1%77 78. 1
1 ' . . . v\‘yv‘% , .
, L c
- L] @ . s, »
. . ~ - oo,
P . & )
¥ i & N AJ ‘ 3
(4 e . ° 4
40 ¢ A
. .
v .‘ ©o- ‘l
.J -. »
7 " - A o
N ° oA (,:
. — 3 §
& Ve = ‘i
t . 44
- 35 . 5, » BE
" to W
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- Fodule No: — -+ | | ModuTe Hiler . - ;t .
- : . . . - Q !
. ) L .\ Finance \ 0/ /ﬁ
\ : e N S
. Submodule Title: bt -
N L : Budgeting RSV D
Approx T‘/{> o ‘ L - "
S . , ~ Topic: R . o g
'- - ., ) . Labdr ’ ’ ' /‘ L .Y
ObJect1ves : ' o K ‘
1. The participant ‘Wil dlscuss either orally or _in wrltlng '
_ the' impact of the escallation fagtor on labor Yosts:
2. Using the concepts of historical evidence and the escalla- . '
. tion factor, and given the appropriate information; the )
participant will determine the estlmated cost- of labor for
one year. ‘ . A
. ] Qt. i - R ‘. e N .
1 - ' N )
e \ Instruct1ona1 Aids: o ) - / D
K™ h . c l £ ]
P Handout on labor costs FH- 11 > T I
' . \ PR - ;L: i ;
1 v~.“ ~ . he N
Instructional Approach: _ . s e
, 4 . . « ; 2 ’—""o
© [lecture . -~ ' | o ’ o ;
| Discussion- = ° ° - . ’
; -References: - : ' .G . ) ‘
’ ‘Il Niswonger § Fess . . . ‘
. ‘Pyle § White . ‘ T
X Water Utility Accountmgc ) - e ) i R
T Ciass Assignments: . : T
Read handout. : v , S e .
‘Prepare labor budgets. - ) . oy .
Lot . 36 = o -
= s e ' ' :
J ’ 'y et - - ¢ T =
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—f Module No: Topic: - *

Finance , ° X ‘

Budgeting - 3 |~ Labor ? -
Instructor Notes; Instructor Qutline: -

; N .t | ‘
. nl d . . - ‘

Notes: "Labor" denotes hourly I. Steps, .
plant workers, not administra- | A. Historical evidence - how
tive or office help. many hours, at what aver-

- ) age cost per hour, did you

The escallatjon factor is not- al- use Yast year?
ways valid for labor, especiald B. Cost incréase - new labor
ly if increased capital expend- contract or inflation in-
tures create more overtime .pay, -- crease - add to bld.rate.
be sure to mention this as a ( (Usually 'very fixed - 1lit-
factor in labor budgeting. tle control by managers

T C over labor rates.)

Labor cost includes the cost of 4| C. Hours increase - be suré
fringe benefits (ie. FICA, In- to add in new employees -
surance, etc.) in addition to if no new employees, use -
$traight}hour1y wage. - ‘escallation factor. .

D. Hours increase + last
" I year's hours-= budgeted
hours. .
. LCost increase + last - .
) year's cost = budgeted
- ; : ) cost. .
. E. Budgeted hours x budgéted
' =¥ cost = labor budgeted,
. ) o _1977-78. )
L F.,-Might build .in “buffer" )
» ) ) - for emergency work, over- ‘|.

j B time, etc., just to be

’ ) safe, -

e , ;

- N

« ’ *
- - : ) A
Y ( )

b ke . :

yan . .
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~~ Todule-§o: - =1 TWodule Title: .

K ‘ Finance .

1

Submodule Iif]e;

b

‘ z 3 ) ,éﬁdgeting ' oo
. Appro;. Time:. o L N o
‘ . : Topic:
, . B Other Expenses ’
ObJect1ves' oo e . a;

1.-The participant will recognize- from a 115t of accounts thosqg
expense accounts which vary with plan&ioperatlons.
2. The partigcipant will recognize from a.list of accounts those
éxpense accounts which are fixed from year to year, qr whlcr

are predetermined for one year. C
473, Using historical evidence, average .cost, and ‘the escallation.
factor, and fiben the appropriate date, the .participant will
. determine the¢ estimated other expenses, both fixed and vari-
. able, for one year.. . . . L
- Ingtructional Aids: - : i
- ° ? * ~, i L g
Handout on other expenggs - FH-12. L et
l..ﬁ._, - o -~ e :\ ,\:: )
’ b ) \?&u - - ' ar !
[ ~. IS . e
Instructiona] Approacﬁ*;é NS
ot ‘ \> . L a &/
Lecture ¥ Tl -
' . . N 8‘3 §§'0 3 L .
. Dis Cu\s S ia/n . ! - S g‘,j{f‘%jﬁd
.U ’ _ - /,) d ) ) ' \3
.. _References: S, . 0
N ® ’ s * M . .‘—
"Niswonger & Fess e L , :
Pyle & White - L )
Wat T UfilrtxrAccouptlng ) A
Ky . ‘ - T ’ ‘ M v

N . N
- . . N N

——— e
A_‘—ab.f-," Y-
i

C]aSS\ASSIQHmentS : :
" Read gaﬁdout. o R N o ) ‘
Prepa&e other expenSe§ b&dgets*_g . ‘

LI




Module ﬂo:
Eihance
, Bud ing - 4

Topic:

Other Expenses S oo

Instructor Notes;

'

-

Instrudtor Qutline; - ° .

S

i

[SY

I. Types .
A. Fixed - do not -vary with
production; no matter how
much is used, these costs
remain the ‘'same.
1. Examples: '
a. Admlnlstratlve expenses
b. Insurance
c. Loan interest
2. These expenses are very
difficult to chan e in a
budget - you know how
much they will cost, so .
you don't modify.

B. Variable -®"vary'with plant
operation - the busier the
plant is, the more they
cost. , .

1~  Examples: - :

a. Electricity § other
utilities

b. Repairs §& malntenance

c. Transportatlon .

2. These expenses are budget-

" ed for just like -other’
expeénses discussed’ (magér-
ials § supplles, labor)

&

II. Method .

A. Determine \last’ year s cost

by unit if\possible.

B Determine Increase per
unit or in cost for last
year (ofter only in per-

. cent) ~ average, increase
(change : 2)

Determine increased usage

by using escallat1on fac--

tor.

D. Increased- usage + 1ncreas-

‘ed cost + last year's cost
= Budgeted expense:_

~ 2

= ek

Ve

i
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Instructor:Notes: , | Instructor OutTiné: 7 ” T
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111 Summary -,.*
A. "Other Expenses'" budget§:
© [T usvally the f1rs \to$be
. cut,

. B: Stay within 1 Vts. ,.
-1 €. Ask questlons \
/i
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e | EXAM QUESTIONS . ,
- v 1 )
° ’ ‘ . . ’ = ” -
FINANCIAL' o o -
;:. | Purchasing . ‘ ' . iﬁ
) I. Définitions: ) S o ) '

1. Explain briefly the purpose of a work order. Examples may be
helpful in your explanatlon. . . '

. 2. What are several methods you might use to encourage employees
to use work orders? .Why might they work?

L

3. What is the specific function of a purchase requ151t10n7
How does this function differ from the functlons of the _pur-
chase order and the work order? ‘

.=

P 4. Why is it important to use purchase_ orders every t1me you -
: y purchase mater1als and smpplies? .
_ II. Listing: RV —
e ¢ 3 /;%-'
' 1. List'at least five advantages of the work order system of .
- , ‘materials distribution. .
N k 1 4 - Y -
‘. . [ -
"“\ [ 2. . . N ! . > -, ', i
- ' 3. . , P ’. —_
'c 40‘: ; , . ) - ‘s
- Soi \4) " " ‘
ITI. Completlon. T A «

4

%, - . left cdlumn appears on each of the forms in the remaining col-
7 umns. ' If the item does appear, br1ef1y ‘explain its purpose on
that' form. A . -

»?

¥
a2
L
#*
1
/£
Sl

Oh the fOllOWlng form, 1nd1cate whether the 1tem‘115ted in the —

e




Purpose:

Purpose:

2 - o
- A . ot " WORK- . - " PURCHASE PURCHASE 2
. ITEM ORDER " - * REQUISITION ORDER -
1. date yes nb/ﬁ> yes no yes no
. ) Purpose: Purpose:’ Purpose: .
o 2.'Manu}acturer's yes no | yes ' ' “mo yes no
item number "|Purpose: Purpose: J ¢ Purpose: 5
4 . = ( L §
3. item number - 'yes no yes no yes ~ . no
. [|Purpose: Purpose: P Purpose:
e " - : *
4. item name yes no ~yes, no yes no )
: // Purpose: Purpose: . Purpose: !
.o, f . !
. A § T
5. description yes no yes . no yes no !
- Purpose: Purpose:’ . 'fPurpose: % g
. : * 4
~ . .
o - . . , ’ /_/ . l ‘1'
#6. quantity used yes -“no yes . no ! yes no
) . _fPurpose: Purpose: X Purpose: :
. . % ” "
- I ’ . rn KR
’ . ' *
7. number/quantlty *yes no yes no - yes no
needed ~ [Purpose: Pﬁrpose: . Purpose:

' -3 . - §
~ s . B }
i . - s

8. ordér number yes 1o yes | no ) yes . no
o Purpose: Purpose: * _Purpose: . '
“ .“ P 4 . . . -
] /\_—j’/ L -
A ' " "‘J
9. job numper or i yes no yes no yes no ‘
- name Purg?ab Purpose: Purpose: "
p - 1 . . .
. ‘ - i
ion yes no yes -, - no | yes no Fi
Purpose - ! ‘ h




3 ~ . .
5 - 1 . -WORK PURCHASE . PURCHASE 3
; ITEN ORDER REQUISITION ORDER
.11. suppliers/ . yes 'no yes no yes " no
sources Purpose: Purpose: |{Purpose:
12. address of yes mno . - | yes no- yes no .-
stipplier . Purpose:s. A% Purpose: Purpose: ,
¢ o3 T~ =
<. :;" )
* -; '}:\’; 7 L ~-~0
13. shipping yes  noi yes -« no _/yes no .
" address - [Purpose: : Purpose: Purpose:
» :{Lv-{ \' ”
(g,r\‘ - . .
o 7
. ' ;
»(v
Y ‘% L
:- A ’
, - - - ~ -
\ - - .
¢ . ' '
\ : ' : ' g L
L} . . . ‘:'A i
, ; ]
| 43 -



r' - . T{
- . . ) . “}

‘Purchasing Problem ‘ ‘ - e ' /

L : ) “ ‘ _

« " Note to instructor: The followling case has enough information in it to give.

P your participants” the Rjpportunfty to complete inventory cards, purchase
requisitions, and .purchyse ordgérs for various items of ‘materials and

"~ . supplies. If you desire} “of the information can beentered on_the
appropriate inventory cards and work orders in advance, leaving only the ~~
purchase orders and requisitions to complete. 1In any event, it is advisable

a2 to record the balance information on the inventory cards. - :

Case: , . ; - . ‘
. -+ Your city has received an order from a new housing.devélopment to fay
sewer-pipe; The sewer tile will be 1,000 feet long, with a manhole every
333 feet. -For each manhole, your employees will need two spacer rings,
. one manhole, and one manhole ring and cover. . In addition, there will be
eight connections of private sewer lines, all of .which need tapsaddles.

" On the attached work order, complete the necessary information -for
obtaining materials from the inventory. Check each item to the inventory
card, making sure enough are in stock” If the withdraw of materials from
the work grder put the item below the ‘economi¢ order point,. prepare a
purchase requisition for approval by the board. Assume that approval is
given for these items and prepare the appropriate purchase orgers.

‘ .
) /
™ .
N .’ t
- ’ - * .
0

Information fgr‘lnventony cards: .

. . . ).

Sewer tile - 8", 5-ft. sections Spacer rings - 4" &) '
Item No: 4561 - Item No. 4673 . s T

R Quantity on hand: 1325 feet. - Quantity on hand: 345 rings BT '
E0Q:+ 5,000 feet , E0Q: 250 rings '
EOP: 1,000 feet & EOP: 300 rings -

. .Tapsaddle - 4" ' : Manholes - 48 barrel

. Item'No. 4782 ' . Item No. 4790 - .
Quantity on hand: 27 o Quantity on hand: 145
EOQ: 15 . o . EOQ: 50 : :
EOP: 15 -~ . ° - EOP: 150
Manhole rings & covers - 24" ' 7
Item No. 4791 ' :
Quantity on hand: , 132 Co ’ v

a E0Q: 35 . .
0 EOP: "125 - : -

. ¥ o' '- ¢ N

e

oo n':.\- 4

2%
o

!
Sa
xS
W




Budgéting
1
I. Definitions: Ry ' b -
1. Whdt is the purpose of a budget? How could it help you
" as a plant manager? .~ - .

2. What' is "capital expansion"? How does it affect your
budget, espgcially when you use historical evidence?
. ! ° . ’ " t
, Why is it /[difficult to plan future expenditures for
materials/and suppligs using only‘histqg}cal evidence?

Why is _j#t important to include an escallation factor
in-budgeting for labor costs? :

Listing: . . \ ’ d

* ) - ' ~ ) )
. 1.’iist at least 10-different items of capital expansion
""which might have an effect upon budgeting.
1.,
2.
3.
4.

5 14

-

.
.
¢ —_— T

III. Multiple Choice:

xgé\l. It is important in budgeting to look atievents which have

. already ocgligred in order to determine their significance -
what might happen. These events are termed: L
Averagin o , .
Historical evidence: - o ) Lo
Escallation factors ' ' .
None of the ahove . -

M . 7 .

order to6'determine the amount to use as.a value for an
‘item or an expense, the price at the beginning of the year.
is added to the'price at the end of the year and the sum is
- divided by twé. This is called the: < -

"

1

" a. Average cost

b. Historical evidence

_c. Escallation factor' :

.d. None of the above : -

‘Inflation must be considered when budgeting., When this in- -
flation is a result of increased plant size or operations, -
it is termed:’ _— . R i

' -

a. Averaging

b. Historical evidence

c. Escallatipn factor
None of ';e above

-
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. ¢ .
Note. to Instructqg. Many objectives in this module lend themselves
very well to oral evaluation. If written evaluation becomes
) necessary, essay questions are best. =
. . -t 6 j‘
"« " Inventory: . . s \ —
N e ° | . ' ’
2 I. Essay or oral questions: ~

1. Adeuqate jnventory records are essent1a1 to a well-run
operatior., Defend this statement with at 1east twovﬁeasonsw\

v 2. Explaln the concept of a perpetual 1nventory You may com-
pare it to perlodlc 1nventory ”

[ ¢

. 3. Why is' it 1mportant to record your 1nventory on'an 1nventory
card? ,

II. Multiple Choice: : : ' .

1. When inventory is counted only oeca51ona11y, and estimates

C are made concerning the number of Efems_avallable for use,
.the operation is' said to use. Y o

- [

a. perpetual 1nventory T '
. - b. grouped inventory / : '
M c. periodic inventory ' .
S d. physical’ inventory . -
“ ©t ) ‘Q ) Cupcnts,
2. Sometimes small similar items Ain 1nventory are recgrded on
a s1ng1§ inventory card. Y‘Thls ‘method is called: -

E : a. perpetual inventory, . t

. b. grouped. inventory *, I ™~ T '
R - periodic 1nVentory o L ’
o . d. phy51ca1 _inwventory z — .

L .

, ¢« . 3. The time when it is nost advaftageous to order new items
L of 1nVentory is: [

e a. Bconom1c Order Quan rty... .
b.- Escdllation Factor . @ ~ :
« wCe Bcoﬁbylc Order Point. . ST - .
A None of the above . e ' :

3#. You must dqc1de how many 1tems you must pruchase 1n ordér
to max1mlze the.eff1c1ency of your inventory. This is called

a. Econom1c’0xder Quantlty ' . :
" b. Escallation Factor - .
" 7c. Bconomic Order Point . . ,
" d. None of the above S




\1; '[ o o '
¢ S

‘EEEV/Llstxng . o :
, ) )

14 List 4t least 5 advantages of'a perpetual 1nventory over a. .
periodic inventory when you_pse them for materlals and-

-

sgpplles.
1' > ’ 4 ‘ . /';?"fl -
. 2. . + . T J p 4
3. ’ N 7
. 4, ) : |
' 50 ; ’ .’ - .' i -
;';*3 ‘ ,
“ 2. List at least two advantages and two disadvantages of pur-
chasing from a single supplier. . .
1‘. B , . 1. . - »3- ' . .41 o
ke . 2. . _ . 2.. - S -
3. List at least two advantages and two d1sadvantages of pur-
chasihg w1th a competitive bid. .
1. | . I P ‘ “ ]
. 2. . 2. ;
| : . |
IV Matchlng . ) . ' |
v / ) ' y :
1. Each of the' 1tems in the colfmn .on the left is explained in . ;
the column on the right. There is only one correct response /) ;
for each item.. Place the letter of tﬂe explanation on the
line -to the left of ‘the iteém.
_ - 1. item number <? a. the day the item 'or items ’
2 2 usage to date ‘ ’ are checked out of 1nventorY>/
) .-, ' T3, sources . b. the number of items which
—___'4. date used - number used ~ have been cH’tked out thlS
s 5. date received ost per year - .
- ‘unit - number qé§1eved c. the number of items to- order
) 6. item name , when your supply is low
7. item spec1f1cat10ns d. the information you can learn
B - 8. balarice .+ > 7 from the invoice ‘ -
9. Economic Order P01nt , e.’the internal 1nventony codlng <
10. Economlc Order Quantlty .used . |
. . , . . 7 f. a description of t1t1e of the i
’ A ) item i
/// ] ' "~ g. the restrlctlons in: 51ze,. -
, % shape, etc..which you must' |
, - ) L “use to. identify- inventory items )
. — ' h. a list of companiés where the . T
e . ‘ e - ¥tem-can-be purchased -
e 3o S i. the number of items you must
o ] . . obtain !
- x : " j. the number of items yog have-
v T T - % :




Below is a 1ist of other expenses.)lndicat

~

-

e on the line beside the expense

whether it.varies. from year ‘to year (V), or is fixed on a yearly basis (F).
P2 L ¢ . -
Depreciation - building .__Rent I
- Depreciation \Eq pt. | Interfst .
" Insurance \ g Miscellaneous ) o
‘ Materials dnd,S't/zpp_li es o : :
\ . s .
, v

rd

-

T

>
vy A
AP M )
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Problems: ' - ' C N

1. You have an item of inventory, X-15, which you order from ABC
! " Supply Co., 123-Main Street, Anywhere, IA. Qrdinarily it takes”
. 5 weeks-to get an order. Last year, you used 72 units of ,
. - X=15 regularly throughout thé year. .What is the Economic
%?; Order Point? ' _ '

.
-
o A -

-

. ¢ ‘ .l‘
- - L " . . ) I , ‘x'
s
- ‘ R . < ce ' - .
2. In Problem #1, fBu also must pay $36 per ‘order to ABC Sapply,
‘and it Costs $2 per unit storage. What'is the Ecomomic Order
' Quantity?- S ’ o ? o
’ [ - - ‘ * AN
N oo - co- ~&§ . o~ , .
3..Usin% Item X-15 from above, you feel thdt competitive bidding
. would yield a  better per unit cost than purchasing from your
. regular supplier. How %ould you request competitive bids?"
< ¥ - ‘ - - __—

.. . 4. After completing Problem 3, yBu-find°your best buy is still--
frém ABC Suppliers, at $13.20 per unit. Write a letter and
order the quantity you determined in Problem 2. -

- , e . . . L4




Budgeting Probl

e

ens ' (?

The following 1nformat10n is requlred in order to complete the

- problems below.

1. Capital expenditures for the ‘past five years: . . o

1976-77
1975-76
1974-75
1973-74
1972-73

L3

$376,000

345,000

278,000

229,000 -

213,000

v
£

2. In planming, a remodeling of the downtown system will "~
begin in 1978 and must be completed.in 1979.
j) - cost is estimated to be §$14, 750 -

3. There were no extraordinary capltal,expenditures in
‘ 1976-77. ) ¢

4. For Matetial 713-A, there were 16,450 units used in

1976-77, and costs for this materiallyere:
’ i

»

. L 7/1/76 - $3.05/unit
. ) 6/30/77 - §4.18/unit .

> ?

. overtime’
Average
New labor contract calls for a 6.3% increase.

6. -The- electrlclty costs for 1976-77 were.$21,500. The ,
. Tate has 1ncreased by 15.5% in the last flscal year

<

Problems ' - TN ..
i ’ ) ] o .
. 1. Calcula&e the escallation, factor, u51ng the 1nformat10n -
above. / S S S R _ N
-, - L3 - ° .. 4 ‘;" - A’/(" \

2. Using the approprlate infoj matlon,

calcq@gﬁe a‘materlals
and supplies budget for 16 7 78. or

ﬁ'&“ ',\__

3. Using the appropriate- 1nformat10n,
for 1977-78. o ‘

+
L

4. Using the. ‘appropriate 1nformat10n,
' the varlable expense, electricity,

ce}cu&aﬁf&%blabor budget

calgﬁlate a budget for
97498,

- w .
> -
ol o . ’ q B s
! fﬁ ’ ’ , b .
. se 2«
) §
s ) ' 5'3‘; L° Y. <
. / e .
’ - 3 .
5208 < ; ’ PR 2 . :
‘&g ~ . / . < "/
N D 4 u ) g ” '
a 1]
oo ] _ :
b

The yearl
.‘572\\ y

abor cost per hour - §$6.87 (1nc1ud1ng overtlme)

‘a

Total laBor hours used, 1976-77 - 47,300 hoyrs (1nc1ud1ng T

-t

LY
.

v
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1. KEPT ALL THE TIME-EACH T

ITEM IS BOUGHT OR

&

U'S E D,
e

2, MG,ST COUNT EAC} ITEM EVERY YEAR

wTO

’

. N

COMPARE REAL T0 BOOK.

'\ *
3, ATWAY.S USE
CITEM

EACH
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used in the operation:of the plant and ancillar
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PERPETUKL.INVENTORy '
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Ipvehtory 35 a perplexing problem; the more we work with it, the more
there seems to _be done. It is essential -that each item  in the inventory
be controlled.in.order to maximize efficiency agd minimize costs. . \

.
M

~

In order to suhstiantiate’ your expeﬂ&es; you must match the cost of -
materials and supplies with ypur materials and supplies. budget. Without
adequate records, this would be impossible -'Ini/matching theSe ¢osts to the
budget, you must-also be careful to keep costs.in the right fiscal year - .
that of the use of the .materials. Inventory cards *do that.

Inventory records also control your matérials,and supplies.” When
your empldyees know you keep careful track of what they use, they will be
more caféfﬁl.//ﬁach job also has the documentation necessary to prove it's
cost from inventory cards. . - N , ‘

Almost all bléﬁtb receive public funds for operating purposes. When
you are ‘responsible either to gaSernmpntal agencies or the' general public,
you have an obligation to maintain adequate records. Often this .obligation

o

P Services ¥ It is thesé
items—of inventory which will be discussed in- the followifig module. It
should be clarified that.the terms "materials" and "supplies" are véry
encompassing. In general, however, tHey refer to things which §re consumed
in the operation of the plant. .It could be said that "materials'.are used
in plant and ancillary services maintenance - for ‘instance, repair parts

for pumps, etc. "Supplies' aye consumablé in and of themsSelves, rather
than for repairs - for instan

v o . w-. ~ . " 0- . v . A .
{ The mest common items in .your inventory aiiinmxerlals afid suppldies -

» chemicals for water treatment. However,
sofje items, such as sewer tiles, could be used for either new construction
iring d construgtion. That is why, inventory is almost .always
grouped as ""Mateérials and Supplies" rather than separated.

In keeping track of inventory you'havéﬁtwo choices. The first choice "

is used ofteh by private business concerns.

It consists of counting inven-

tory once each year, usually at the beginning of the

fiscal year.. This -

done periodically. . In periodic i

the person or persons responsible

)
’

method of recording inventory is called Periodic Inventory because it is’
ventory,
gch i1

for the inventory actually count tem in the inventory and record the
amount or quantity of .each item, plus.its cost, on a list. When the.total
inventory has been counted, ‘the total quantity and total dollar valué of
the inventory can be found by adding-the*lists. -

. Obviouslyy some items of inventory are virtually impossible tq_measfire
definitively. These items, such as liquids dn a barrel, or lengths ,of pipe,
mdy be estimated. However, these estimates must be made by a knowledgeable
person so that it is as accurate as possible. In addition; many times .an
independent, unintérested person:(often an auditor) is present at the time
of the physical(inventory to insure complete honesty.

s ) - ’ . B9 .
actual number of the items in inven-
.periodic inventory. Indged, in
the physical inventory. is.
Sometimes in a periodic inventery system the
much inventory is 1éftzis when an employee .
_ -The physical inventory, in addition,

. /

y . - )
- , P . .

, A physical inventory - eounting the
tory - is the most impdrtant element in a
most-businesses who use a peribdic inventory,
the.only thing that happens.
Only way supervisors know how

needs some supply which is all gone!
) L 4
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is a part of the other major method of recordinE—invehtory.

When every item of inventory is counted into and out of the inv®ntory
records, the inventory is considered to be a Perpetual Inventory. A sep- s
arate record is kept for-each item purchased, and each time that itém is
-used in the operation of the plant, the record is changed. Thereforegon"
any particular day the person responsible for the inventory can say ctly .
what is on hand. :

.

‘

The advantages of the perpetual inventory are many; the most obvious
.is that you would always know how close you are to your operating budget.
If some itém of your inventory suddenly began to disappear, you could check
on it right away. 1In addition, with a perpetual inventory it is easy to :
see when supplies are' low; new stock can be ordered before %ou run out,
which might cause problems. ' ) .

A third advantage of perpetual inventory is its control over the stock.
Most “supervisors want to have the ultimate say over the use of supplies
and materials, since they have the responsibility for the economical use,
of those supplies and materials. Also, a perpetual inventory encourages
employees to be m careful .with supplies. 1If.they know they have to have
each item taken out df inventory checked by their supervisor, they are less
likely to use more than %;onecessary, to break or damage materials, or to
"borrow" supplies for personal ‘'use. .

. One of the most difficult aspects of'haintaining'gn inventory is plan-
ning fer next year's consumption. With periodic inventory, you don't know
until the erd of the year exactly how much you have used, or exactly what
.you ‘have left. That does not help'much in planning! With a perpetual inven-
tory, you can see on a monthly basis how much you've used, and estimate from
that.. °

There are twq distinct disadvantages of the perpetual inyentory system.
The firstyis that it does entail extra work, both on the part Y%f the super-
visor and\on the part of the employee., The additional work,. however,. is'far
.outweighed' by the advantages it brings to the entire plant operation. The
second desadvantage is one of personnel management; the supervisor must .
‘encburage his emplqyees to maintain the system by completing the preliminary )
records necessary for its operation. With encouragement and careful expla- .
nation, employees can become enthusiastic about a perpetual inventory system. .

, { .t . i

Sometimes you might have small items of a similar nature as a part of
your supplies. In addition, the quantities of these small-items are so
small that to keep separate cards, for each item would seem very wasteful..
In that case, it is acceptable to group these \items together in one inven-
tory record. When you record inventory in nggps, you are.es3entially main-
taining a small section of periodic inventory in your perpetual inventory -
system, for you must still count items individually every jEE?T‘“it is im-
portant to remember that grouping can only work with items that are both
small in number and smaITEin cost. .

” .

< . - L}

Thusfar in the module, we have discussed how.fo .Keep track of numbers
in inventory; perhaps mention might be made pf the methods of valuing
inventory. . First, it is important to remember that any method of valuation
is fine as long as you do all of the inventory the same way. Consistercy
is the thing to strive .for. ' ‘ . ‘

You can‘value inventory at what it cost you on a unit-by-unit basis.
. . i ‘ . ,
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This is usually very easy for expersive, seldom-used items. (If you only
had two during the year, and each,one cost” $500, it's not hard to keep

- track!) However, most people prefer to average the cost of all the indi-
vidual items, and use the average cost as a guideline.

you bought 10-inch 'sewef tile as follows:

-#

- 1000 feet at §$1.89/foot = $1890
. : 2000 feet at’$1.96/foot = 3920 3
- . 1500 feet at $2.03/fg9t = 3045 -
/ 4500 feet . - §8855

Jor ingtance, if

el N A

the average cost would be $1.968 per foot . : ‘ g

. e 4 : ’ -\ )
If you buy supplies several times during the’year, yoy must change
your average cost each time, unless the change is'negligible (less than N
1% of the cost.) - . o7 . .- ‘ $€§
This module should help you to understand why inventory is,veiy' g*h
+ important. You should know why a perpetual inventory is superior in most

cases to the periodic inventory.

In following modules-you will learn how

.to. keep the inventory cards that are essential to erpetual inventory
system, how to order materials for a perpetual-ifiventory systém, and how

-to plan for the future.
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INVENTORY CONTROL RECORD

e

%

~"

Date

= 1972

\
I ' i Spencer, \lowa ok ,
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\ ~ Page. of Pages
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ECONOMIC ORDER QUANTITY
) In, order to maintdin adequate inventory records, you have learned how .

§ to use an inventory card. One of the advantages of .using inventory gards
is that yo® can use theém to maintain the proper inventory levelt Soon you
will -learn how to purchase materifals and supplies, but in the module you

. Will learn how much and when to order: , -

» - .. ECONOMIC ORDER POINT AND ’ L

Some plants have adequate storage spaceé for materials and supplies,

" and order such items only onge a year. Howeéver, frequently .storage space is

* limited, and supplies- must be ordered.perigdically during the year. . The
purpose of, Economic Order Point and E ic Order Quantity are to.determine
the best time and best amount to purchase. ' ' ’

To determine ‘the proper time to order, or the Economic Order Point, you

"must use' two factors.. First, you must determine the time span ‘between
ordering an item and its delivery. Then you must find out by estimating
from previous ugéﬁ
you can order at level to assure that you willﬁnevq; run out.

Example 1: It takes 4 weeks to.receive any size order for 8" N
sewer tile, 5' length. You use, on an average, 500' per week
for & city expansion project. You must order at_least when -

. your inventory reaches 400 tiles .(5" length), or a total of 4
2000 feet, so that you have enough-tiles to. last while you are -
waiting for deliver. (100 tiles - 500 feet - per week for 4 .
weeks) - Usually, to be safe, .you would build “in a safety mar-
gin - perhaps.50 tiles - to allowTor breakage or delayed de-

. ... livery. Therefore, your economic order point is 450 tiles.

c (When your inventory gets down to 450 tiles, you must place . -

-~ an order.) - S C oy - o [

The ecqnoﬁf% order point is .entered on yéu inventory «ard, so that you can

" always see when-it is time to order. . oL I

“

DA N

Several factors are used 'to determine economic order-quantity..  The
first is the cost of the.items to be purchased. Sometimes there are dis-
counts for large purchases. If S0, you will want to. buy as” many of that
item’ as possible to take advantage of the maximum discount. Also, there
might be costs in ordering such as minimum shTpping charges or order charges;

. ‘Which might increase with more frequent orders.. Additionally, there might
be.a cost for storing the materials. If the cost of storing the items~is

--more than the discéunt, there's no advantage .to buying more. The . third
factor. to study, is the rate of use of the item, or how many ire used each
year. The ‘ecorfomic order quantity may be calculated by computing the
combined costs of ordering and/storingn.~ ; . ‘

I " Example”2: a L .
’ : ©»  Material: 8" x 8" cap saddle N .
' -~ Units tequired during the year..... eeves. 1,200 .
. . - ~ Ordering ‘cost per order placed........... $10 .
S ‘ ¥Storage <¢ost perunit ,..... ... 0000....$.60 h
\ ) .' N , - /‘\\
~ . ’ ' ’ . ) ' <

.

e how much of the item you need. WitH that information,




"* Example 2 (con't.): - ’
Number of Number of Units !Average Units Order and Storage €osts -
T . ' . « Order. Storage Combined
" Units ’ Per Order in Inventory*1 Cost. Cost*<. Cost
-1 1,200 " 600 ' $10 $360 . $370
2 600 . o . 300 - 20- 180 . ,200
3 ' * 400 200 30 - 120 150
> T4 300 150 . 40 90 . 130
5 240 © 1209 .50 . ~72 - . 't122.
6 200 - 106 60 60 120 ’
7 2171 T 86 70 _° 52 o122 . -

x1 Average Units in Inventory = units per order ' . : .
. ! . R 2 . ) v

‘*Z-Stézité cost = Storage cost per unit x Average units in inventory. - ‘-
You could use Example 2 and calculate many sizes of orders for- each item

in invehtory; however, this would be extremely time consuming.- There is._
a formula whith you can use to calctilate the economica order quantity.

»

Example 3:- \ . ‘ ' : "
A . EQQ = 2 x Annual Units Reqﬁired x Cost per Order Place :
s = N - . ] Storage Cost Per Unit ] -
' 2 x 1200, x.$10. | .
c ‘ EOQ = $.60 -~ e N .
‘ . EOQ = 40,000 o, ,
. Q = 40,00 L | } o
.. “EOQ'= 200 ynits - .-

9 o
*The formula might seém overwhelming at first, but onte you've cal-
culated EOQ, the calculations need not be made again for several years. -,
- Remeber, too, that storage costs aren't-just costs you pay to somqgne'else;
they include costs ‘'you have at the plant for utilities im you store rooms. .

Estimates for all of the infbrﬁation>qsgd.to calculate both EOP ?nq .

EOQ are possible, but must .be reasonable. . . , . s
. . S o, - > * s .
(Many plant operators would shudder at the extra time it takes to cal- .
culate accyrately the proper time and properiamount to order. However, the
effects. of running out of an essential item of materials and supplies can be
extremely costly in time and money. In addition, a large surplus .of some .
. 1item which uses valuable storage space needlessly can also 'be costly as well .
. as annoying. - R . .
. r - < ) . ) . o

. <
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. COMPETITIVE BIDDING.¥S. PURCHASING o
'." ' g \ B .

s “

7

In addition to 'studying the varioys methods of recording .inventory, we
have studied how to determine the time and tke amount of each item to buy.
., Our assumption when we-studied economig order quantity was that we had to
. buy materials and supplies several times daring the year. ~Now we will study -
p ‘the several methods of determining who we %;qnld buy Afrom. .

With smali, ingxpensive items of inventory, plaﬁt' licy is usually to
. purchase gost conveniently, from a local supplier if p ssible.. However, ,
* many supplies and materials can be purchased much more} economic¢ally from .8
" large supply houses. There are tyo alternatives”to determine which supplier
to buy from. X . ‘ ‘

One of the wéys to prepare for purchasing is to dsk severa%iguppliers

bids. First, it takes .organization to prepare lists df needs. You can u
the bid ‘method quite well at the beginning of the fis¢al year when you must’
replenish your inventory of materials and supplies. uppliers. dre given
"lists of all your needs and must, by some,given date, ¥&s5pond with one price.
for jyour total list.  Then you can deteriine whic?/suppliér will give you
the best price. - .o ' -

\
\ .

% During the year, the competitive bid method is alsg possible, .but can ;
- be more, difficult. Often 'individual. itéms of inventory'do not require orders
simultaneously, so bids are on fewer different items. 1In addition, whep you,
ask for cohpetitive '-bids on the materials and supplies you need, you must
remember that the time between your recognition of need and the actual detliv-
} ery of those materials“is extended. e , :
~ > N - b '
. The m®re_common -method of purchaging materials and "supplies is by
ordéring from a catalog or price list. Each year suppliers furnish their

-catalogs and wholesale price lists; often .in addition, salesmen freém ‘the
. varioys' supply houses visit the plant occasionally. Tf you choose this

tory card. Then, when you reach the economic order point, you can place an

taken advantage of for each“itefl of inventory, .
There :are advantages and disadvantages to both competitive bid purchas-
.ing and buying from suppliers by order. Most often a combination of the
' two-methods cdn be developed to maximize efficiency and minimize cost. .
Inventory is always at a minimum at the end of the fiscal yeax, both because
-bhe-feW¢r~i£§ms there are in inventodry the easier it is to count and\because
budgets for‘\new purchases are expended by year end. Therefore, it is quite
logical to use the competitive gid'method"to replenish the inventory. 1In
-addition, phere are some items o0f invéntory which need tobe purchased only
once or twice per’ year. These items could e2sily and conveniently be pur -
-»chased on a.bid.basis. - R ‘ ) .

-

’ 3

"/The items in inventgry which must be purchased op-a frequent schedule

- would be awkward to.purchase with bids, because you have more important
things to do than to write multiple, Tetters' to suppliers requesting bids and
suppliers would get disgruntled with trying to answet all those letters.

price list method. v , -
. ’. : .

. L “ . . N o’

Q

(2]
¥
(@)
(2
A 3

. PR - - N

~for competitive bids. Several factors must be considdred when'fequestingéﬁﬁg'

method, you can record the various suppliers and their prices ®n the inven- y

" oxder for that one item of inventory which is low. 'The lowest price tan be -

These items could‘be ordered much.more conveniently tlirough the catalog and .




and’materials for the best price

-

your sart, you can. make ygur jo

[ 4
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No matter which method or combination of methods. you use to_determine
. ‘from whom you will oxrder, it is your responsib

With some p

easier."
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‘ SMALL PLANT OPERATIONS P
s - '\_).
: ) - L ¢ - ) . .
In the preceding modules we have discussed in inventory control concept.
Part of this concept” would seem to indicate .a large plant operation with many
employees. Just where does the small, one or two man aperation fit into®
this, concept? . = C ' ' ' -

[y
I3

" ) : N . .
Obviously, the checks and balances system to discourage employee pil-
ferage is unnecessary if there areqno employees. However, -the organization
and varification system is necessary no matter "how simple or how complex
your operation may be. Let us look at each of the procedures as if would
apply to a small operation. . - . ' '
First, a perpetual inventory is best for any size' inventory. In reality
a small operation's perpetual inventory is more simple than a larger plant's,
but run on exactly the same concept. The yearly.physical inventory is part
. € .

of every inventory system, too.

Inventory cards in a small plant v%ry often are manual rather than
machine or computer based. The inventory cards can be kept either by ther
plany operator or by theabookkeéier. It is essential in a small operation
as well as.a large one to keep carefulytrack of inventory usage, for often
small operations also have tight budgets. . ‘

Econofric order poiﬁ?nand economic order quantity can be a great help
to small op¥rators. Because they are ‘small, they veéry frequently are not
given order comsiderations as are large plants, so any money s3ved is a
bonus. Also, inventory levels are lower, sO_proper ordering can be extremely °
important. Even if the.economic order quantity is "guesstimated", _it is
still hetter to use some methodical method of ordering.

Ih a smal@[oﬁer tion, the ability to buy in quantity on a bid basis can
be extremely advantegeous. This cencept should be reviewed befotgﬂﬁt is
eliminated as a possibility. The purchase through a catalog can be facili-
tated with inventory cards.- ’ ‘ )

' < . .o ) - .

As a smidll plant operator, you could very well be guilty of one - 'major
fault: a.one‘person management system. All of us have a tendency to neglect
steps and written documentation if we're the only person involved. When
you look at an inventory spstem, youw might think that it is ‘'unnecessary to .
do all that paperwork, bedguse you~know what's going .on. However, an ‘‘in-
head" inventory sysfem can become ghaotic. For instance, if, you quit Your
job, who could possibly take over a system that was_not cd?gfully organized?
Also, for your own protection, yow should be able to prove every element.of * .
your operation. Without a-well-documented inventory system, you do not have

" that proof.. . . <

Most systems become far easier énce you start. In a small operatjon, " ..

-the evidence of a good, reliabe inventory system will substantiate your- "' #
%Piligiqs and prove your management capabilities. = *

>
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’ _ MAINTENANCE RECORD : <
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ITEM ORDERED
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mmmmx ‘- . CITY OF SPENCER, IOWA > FT.12
FUND: . » - 19 * * FH-8 p. 1,
SUPPLIER: R | : - e B

ADDRESS: _ L e ' Ne 21701
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AHach requisition to your itemized City of :Spencer . .
- invoice and- submit last Friday of - By :
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CAPITAL EXPANSION

N

BUDGETING., -

4
r o,

-7

*

-0

When someone says

"budget", everyone has an idea of his own,about how

to do.a budget and what should be in that budget.

In, school,’,children,

learn to budget'their own money,in the hope that some day those lesséns:
will apply to their adult 1ife. .However, most ‘of us ignore the practicality
of budgeting. Budgets are essential in every phase of life,' both personal
and professional, ;g'trqg growth is torachieved.” Let us review some of

.the basic purposes of %?e budget. ' S :

; - . -

A budget, most importantly, is an estimate of the future. -Usually a ¢

]

Ve

"budget" is for one-year or less.

"Planning" or '"forecasting'" is budgeting

for a long term, often five or ten years.

operations for the future.

Businesses must estimate many
A goal-oriented operation is so aé a result: of

careful budgeting, because goals ,are plans for a better fu

.A profit-

. able operation is one which has_budgeted inceme and expenditures .accurately,
and has }Jived within that budget)} , A good manager is one who can budget.
responsibly and who-cah relate that budget to his &mployees so that every-
one has 'a sense of responsibility in spending money. w

Most governmental opexatiéns hdve very stringent rules and restrictions
regarding formaf  and the\reporting of budgets to the county,. the-state, and.
federal .organizations.

In addition, revenues for budget purposes are deéter-.

mined by city clerks or utility accountants, and managers have very littre”
control over estimating or budgeting revenues. Therefore, budgeting C
reveniues will not be an element of this submodule. g ~

-

T

All budgeting is

. by employing .cash flow
get in' this manner bec
You can't become mor
can a manufacturing z
sibility to divide th
those areas are-capit

goncerned wifﬁ’money; in accounting terms, you budget
to determine profitability. It is necessary to bud-
ause, as a public utility, "your revenues are fixed.

profitable by making more of a” product to ,sell, as

t money into several areas of expenditures. Among:
expansion, materials and_ supplies;, labor, and other

expenses.

This unit will review capital. expansion.

"Capital ex

pansion" can -

include a multitude- of ideas,.but -should be considered as the increase of.

income-producing asséts in order it increase ,revenues.

In addition to.its -

effect:-upon revenues,
also.

-

capital expansion has repercussions upon’ expenditures,

e e

\ vy

- =

\

.Capital expdnsion can be léfge,.involving'several years fﬁr«compléfion,

or,of a'short term in-naturée. ‘In any event, apital expansion shouldfbe .
planned on. a long:term basis. The basis of this estimate is history; what .
has happened in the past usually has*an effect upon the future. The-fur-
ther a ead you.want rto plan, the further back you must Iook to see trends
and growth factors. First, determine a rate:6f capital growth on a eagrly
basis by determining a- percentage increase per year for the past yedrs.
JThis .percentage’ increase -can be the basis for your estimate of capital ‘
expenditures. ' Then you must determine what specific information you have-
_about - next year.which might affect capital expenditures. For instange,

if you know a new manufacturing company will complete a 1,000-employee fac-
tory, .you must plan for the Ffactory plus housing for new.employees. Then
‘you must determine 4if these specific_jtems will 'be a continuing factor _
or will 'be for only one year.  If.it" has long-térm use, ‘the capital growth®
must be cunsidered petrmanent and be a part of the percentage of “growth-as:

calculated historically.

However, some capital  expenditures have impact:

only$for one year. For ‘instance,

’ A} A
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L4

-
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no growth' factor, so caosts do not increase revenuess Obviously, in order
to iriclude*any future growth in,your estimates, you must have a good working
relationship with those people who control plannming. ‘

1 -3 . " @

"ﬁ// .You've looked into the future to see what might have an impact wupon
capital éxpenditures; however, one thing you must not forget is the past .
‘effect of capital expenditures. Your basic expenditures estimate is’ on an
historical growth factor. Now you must look in the.pdst and see if there
are any extraordinary expenditures which have ne éffect upon the present . @
or.the future. For instance, anmy extraordimiry replacement. costs last year
should be subtracted from;%é?&%a%*ex3§ﬁ5§%i¥§; for this year. Extragrdinary
items must only have.an effect upon one year, of they will become. a part L
of_the average gfowth factor. ) , : . S

Let us review the steps to follow in budgeting for capital expansion:

1. Determine capital expenditures for the past several years (perhaps .
five). Determine the increase ‘each ’year, and calculate an average
percentage gFowth«per year. Extend that percentage of increase to
next year by taking this year's capital expenditure times the per-
cent. . ¢

2. Check the general plan for the next year to determine any ney ex-

. penses which are planned. Determine the estimated cost of any new
- expenditures; are they routine, so that they are.in the géneral
_increase, or are they extraordinary, 'so that they must be .included?

Add any increase to your base figuni;
. . ~
.+ 3. Check.last year's capital expenditundes; was there any extraordinary
rexpense which must be omitted from this year's-figures? Subtract , K 3
-any extraordipary increase from last ar. °. :

‘.
9

4. Find the new total, subtract'1a§t“year's expenditure, and get a

percentage -change -- this is your escallation factor. S .
. ) 2 l\ . " - ° R . i /)/
*~—  Your capital expangion budget—i ~caiéulatéd7“kemember;/any—buggbt“‘f“’~,
is an ‘estimate; -you must use your knowledge of plant operations to determine .
what "is an extraordinary ‘expenditure. A layman .could, not-build ‘a budget for .
a-utility.; Your careful jmdgemgnt is your greatest tooly, ' , . ‘
Example: ‘ " . . . ' ’ ‘ ,
: ‘ 1. -Capital expenditures.fa; past 5 years . - . ‘ =
d LU ’ s . . ‘ - ' Cag o
1976-77 — 287,000 . e AR o
- 1975-76 264,000 8-7% v T
g ? 3.1% % .. average _ Cor
. 1974-75 256,000 10.8% o 8+
‘ _ 1973-74 231,000 77 e  DEEE : -
L p. e < 1972-73 207,000 el e : . "
SN . . O . 3 - . .
- . . ' //‘ -t - { * . .
S EstlmathsL.OOO x/ogyst = § 24,538.50 - |
. L T, .o gl 287,000.00
Sy Base p;Qjection;‘i§§7—28; S $311,538.50 , '
J PR » 3 . i -. 5 ? . . ’.&
~ ° ‘ % (8 - k4 % 3




f . .
o } - DA 3,
. ./ - - » ' 2
) I ;
. 2. In planning, a new subdivision will begin suilding in 1977-
/ /1978, and.new pipes, etc., must be completed by 1980. The .
yearly cost is estimated at $11, 500., - -Add to_ base -
; $323 038.50 - NS
L : )
/ 3. In 1976 -1977, complétion of a general repair program was ’
/ - achieved: This repair .program C3;I $20 540 last year ‘-
/ Subtradt - $302,588.50 -
$302, 588 50. > budgeted capltal expend1¥hres— h e
287,000.00 - last year's expenditures ’ ¥ .
. $ 15,558. 50_ - capital expansaon, 1977 78 .
) 215 ggg go = 5.4% escallation factor -
oz
ks . : S ( . ' '
. . i : . + ) ’» EXY . :
. . . ¢ 5 . , »
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* . BUDGETING < MATERIALS § SUPPLIES
. ~ 3 ‘

- -

¢ 4

. # . ‘ . a )
Materials and supplies are thé backbone of any plant's operation;
when you budget for materials and supplies,

There are three elements to budgeting for materials and supplies.Y The

first element to consider is historical evidence. .

P

Your basis for budgeting for materials and supplies is looking at

-what you've used this year. With good inventory, records, youxwill know
exactly how much has been used this year, both in numbers and in cost.

The easiest budget id3 to extend those figures to .next year. However, last -
‘Yyear's figures aren't enough. . s

The l
.. fetence
yeer.

i

-eXtended to next year. In-other words, each unit that you use-next year
will /probably cost more than it did this year. ’ ’ . ®

"7 expansion.

n Unit 1 of thié'submodule; you learne&%how to budget for capital
You will use -this figure, as a percent, as an escallation factor

in budgeting for materials and supplies.— For instance, if your cgpital -

expansion is 20%,~then you must use, 20% more materials ‘and supplies inlorder

_to maintain the new assets. Therefore, when your plant grows, you mys

.

. increasg the number of units of materials and supplies.

. * ¢

. Let us review the steps in preparing a materials ,and supplies budget:

’

1. Determine how much you used last year, both in units and in cost.

+

." ) - ‘.'- éi - M - . . : o
2. Determine the irncrease in cost for each unit during the past year

and extend that cost for next year. , S~

3. Use the percentage ingrease in, capital growth for.ihext yeaﬁgand -

use that percentage tJ .determine the new number of units which are
estimated for next yé€ar. - C e . meoe
'y & ! * / 3

o . ; o <. .
\g\\g;,Multiply the estimated number of units by the estimated, costs in

order to get the budget figurehigixthe year. - »~-

Ihe'materials;and suppiies budget nust be done by an éxpert, as,éll

-other budgets$. ' -A knowledgeable person must always look at the budgets to
see if they '"look tright": The materials and supplies bndgetﬁis seldom

.- precise, but must*be close enough so that .the hudget is neit

er so large

i

that you-have things you don't-need or wang or that you.run out before

'+ the end of the year,

_.Example: Material Xz=7 ' )

. . : 4

”
. T,
\ ,

.

i. Usagé in 1976-77 ;,.?3,560 units - $49,79¢, " -
. 2. Cost per-unit,,7/1/76 - $1787 cdst per umit, 6/30/77 * $2.26 ‘
' increase.‘Ng.?f‘vgverage for year - $.19.+ 2.26 = $2,45
- ' A ) " o, A\ ’ "z '?' & .
3. Capigfl increase<-5.4% x 23,560 =-1,272 units!"’ '

e -~ 25,560 L R
- 24,832 projected ugage

you have a great regponsibility.

{ o,

. . . : . - Lp T2
econd €lement in budgeting for next }ear'ls‘to look at the dif-.
in average cost'at the beginning of the year and at the-end of the ,
That is the increase in average cost throughout the year and must be .

)
N

»

»
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4. Projected usage x average cost increase
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24,832 x $2.45 = $60,838.40

$ increase - 22.2%
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BUDGETING - LABOR

<. . . ' @
Labor is usually the easiest part of ,your budgeting tasks, beca.ze it
i

is the most certain in the long run, and also often the part over whitch you

have the least control. Again, you must review the three elements of bud-

'geting. : * )

First, you myst looksat historical evidence. How much labor was used,

in hours and in cost,-la;t year, - When we look at labor hours, we must

assume: that your employees are paid by t hour, with overtime- elements to

consider. You should use the previous year's hours and rate for ’next year's .
- basis. . = ' 7

If your employeesgg;rgain collectively, you probibly will know’E% ad-
* vance how much the increase in'per hour rate you must budget for next year.
If youg employees' salaries are increased independently, it is still likely ‘
that you will know some time in advance what the incredse will be. If ybu ,
have po other /source, you can use the average rate of .inflation as an ‘esti- .
mate. : Co |
|
|

. ‘
3 1

Your other worry for estimating labor costs is the number of hours

used. -Capital expansion might increase the total number of jobs, so you
can estimate an increase in hours by an increase in men. Additionally, any
increase in job$ to do can increase the hours it takes to do them. This ©
increase in hours might be smiply{estimated by using the percentage escalla-
tion factor. ‘ . S
It is impossible fo budget accurately for labor needed for emergencies;
however, some 'buffer'" could be added to labor.estimates to take eme%quFips
into accourt. . P o ‘.
} . . y . w 9. ) : , /

» To review Labor budget steps: . e N 7

1. Determine labot hours and costs used last year. .
2. Calculate, the increase in cost pér hour from new labor ‘contracts.

¥
3. Determine the increase in hours worked using the escallation factor.

¢

4. Multiply the new f%%ﬁf cost per hour by the increased number of-
i

hours to be used. | - »
9:" ) Ce w ’ N F-3 A *
\"‘ (2% . - - .l -
E vdt r '
-3 ] ,/\};5, 3 .
. .':
9
AR
~ I
f Sl ' » ‘ ‘ ) 5

7 » 1 ‘
L ’ . 7 ) N . e . \ . p
L , . :
a2 ) * - . 5 N * . .
’ . # >, B . P . \
2 - L 4 L - P . o N " ,}, ]




T avergae cost per hour, - $6. 43 (including oWe t1meL’,

St

1 Total 1abor,,1976 ‘77 -
hours -- 42,000 hours (1nc1ud1ng overtlmef\

2. New 1abof contract‘settled a;’6 2% 1ncrease '
_ 6.43 x {062 =.§ . .
C 6. 43 A .

v . T $5 83 per hour - .

3. Cap1ta1 increase 5.4% x 42 000 houf%“‘“z 268. 00 3
2,000.00

x ' . m“, :

A .

4 Bstlmate hours x NeW‘labor cost .
44 268 x $6.83 = $302,350.44 ' .
$increase = 11. 9%

’
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.S . .
ital expansion occyrs, you don't have more expense

£

- @y

§
S

X

BUDGETING - QTHER EXPENSES

\-.W

In 6udéeting for expenses, you muét first analy
expesises remain €elatively static through the year;

<

/‘5& .

P C e . .

ze those/é;penses. Some
no gmatter how dnuch cap-
For example, you are.

probably responsible for a certain percentage of administr e expenses,
.includipg city clerks, accountants, and other offi¢e help. No matter 4
much-other work y won't~chdnge. , Many

u must,do, your percentage proba
other administraii!i.exppnses remain fixed for the year, regardléss of

ObvioU$®y, “thesse .expenses are{very easy.to budget because ygi .

know from year to year ‘eyactly whaf you must spend. Commonly, thesq expenses
are called Fixed E%penses. > : ' ;

operations.

* L
¢ 1

M - . »

‘Other expenses, such as materials and supplies and labor, vary as plant
operation’ and -capacity vary. There age various expenses, particularly
maintenance-type expenses, which also vary with operations. “Commonly, ‘
these expenses are classified as Variable Expenses. They must be budgeted

on an estimated-~basis, because we must estimate production for the year.

- R

}
-

“
<" v a
\ .
A

Variablé-expenises must be budgeted in much the same manner as the .
other ensegewe ahve discussed. The fQllowing steps should be followed:

1.

£}

& -

Dete ‘ng the expense for last year, in.cost and.by unit if
appllicable. T ’ ’ . x
Determine the increase in cost last, year from beginning to end of
year.~Average that increase and add tp last year's cost.

(Yo fﬁight have to trace increases to, bills$) .
. Useﬁthe esdallation factor to determine an increase in usage for

next yedr. - s '

€

. Add the increased

2.

usage to the iicreaspd cost to get the budgeted

‘/A‘

-

figure. _ ;.
Example:. o . ‘ ‘fg
1. Variable expense - electricity - cost was $17,350 for 1976-77. %
2. Rates havé increased 13% dn.the last fiscal year. - //
" 13%.+ 2 = 6.5% average ) .. )
. 6.5% x $17;35Q = $1,127.75 increase in cost
. Coa v (" \
y - 3. Escallation factor 5.4% x 17,350 = $936.90 increase in uisage
e - .
. 4. $17,350%00 - last year's expense 7
. 1,127.75 -_.increase’ in cost <
¢ » 936.90 - increase in usage ~
© $19,414.65 - budgetgimount 7 \ . | ‘
» t N . |
. . v - /
y o : N ; : .
79 8./ |
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. Summary: - It i% entirely possible to build a budget{<§sing cost increases

% (inflation) and plant growth (escallation), and find your new budget far
exceeds funds.available.- In these times, this is more often the case than
not. Then it becomes your obligation as 4 manager to see where you can
-afford to cut. Usually you can't decrease the-labor budget without firing
an employee; the matg{rials anﬁ:suppligs budget, if inventory ik accurate,
is a necessity. e §apital expansion budget cannot be”“cut without .
jeopardizing inéomg-pr ucing growth. Therefore, the "other expenses' bud-
‘gets are the first to suffer. Don't assume that just because you need more
money, you'll ‘get it. You must live within bounds."

-4

. Budgeting can get .extremely technical; every/éézounting text haé pages
outfini:g budget procedures. Essentially, however, a good manager learns
to instdnctively tedl which expenses must incredse and which must remain
the same. This instinct takes time, effoxt and careful thought on the part ’
,ﬁf-thgbmanager. Don't 'be afraid to ask "old timérs'" how they do it. ,
|
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