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Chapter 9

How Are Operating Budgets Created?
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9.1 Planning and Controlling Operations

LEARNING OBJECTIVE

�� 0B89FGH5B8�<CK�CD9F5H=B;�6I8;9HG�5F9�IG98�:CF�D@5BB=B;�5B8�7CBHFC@�

*F6DE:@?��#7�J@F�92G6�6DE23=:D965�2�A6CD@?2=�3F586E	�J@F�<?@H�E96�:>A@CE2?46�@7�A=2??:?8�E@
249:6G6�J@FC�8@2=D���DDF>6�@?6�@7�J@FC�8@2=D�:D�E@�AFC492D6�2�?6H�42C��#E�:D�?@E�6?@F89�E@
D:>A=J�DE2E6	�O#�H2?E�E@�3FJ�2�?6H�42C�?6IE�J62C�P�#7�J@F�5@�?@E�A=2?�29625�7@C�2�3:8�6IA6?D6
=:<6�E9:D	�J@F�>2J�7:?5�E92E�J@F�5@?QE�92G6�6?@F89�>@?6J�7@C�2�C62D@?23=6�5@H?�A2J>6?E�@C
E92E�J@F�92G6�G6CJ�=2C86�>@?E9=J�A2J>6?ED��#7�J@F�A=2?�29625	�J@F�>2J�D66�E92E�H@C<:?8
D@>6�255:E:@?2=�9@FCD	�4FEE:?8�324<�@?�6?E6CE2:?>6?E	�@C�2�4@>3:?2E:@?�@7�3@E9	�2==@HD�J@F
E@�3FJ�E96�42C�2?5�2G@:5�E96D6�AC@3=6>D��(C82?:K2E:@?D�2C6�?@�5:776C6?E	�6I46AE�E96:C�?665D
E6?5�E@�36�>@C6�:?G@=G65�"@H�5@�@C82?:K2E:@?D�7@C>2==J�A=2?�7@C�E96�7FEFC6�

�BGK9F��'9HTG�@CC?�5H�%9FFMTG�$79��F95A�HC�5BGK9F�H<=G�EI9GH=CB��/<9�7CAD5BM�K5BHG
HC�=B7F95G9�G5@9G�B9LH�M95F
�6IH�K=@@�<5J9�8=::=7I@HM�8C=B;�H<=G�K=H<CIH�GCA9�HMD9�C:
D@5B
�C:H9B�75@@98�53F586E��� budget� =G�5�D@5B�C:�H<9�F9GCIF79G�B99898�HC�57<=9J9
H<9�CF;5B=N5H=CBTG�;C5@G���Boperating budget � =G�5�G<CFH�H9FA�6I8;9H��HMD=75@@M
CB9�M95F��H<5H�:C7IG9G�CB�H<9�85=@M�CD9F5H=CBG�C:�H<9�CF;5B=N5H=CB���9:CF9
DF9G9BH=B;�H<9�89H5=@98�G7<98I@9G�C:�5B�CD9F5H=B;�6I8;9H
�K9�:=FGH�8=G7IGG�<CK
CF;5B=N5H=CBG�IG9�6I8;9HG�HCA=2?5B84@?EC@=H<9=F�57H=J=H=9G�

The Planning Phase
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Business in Action 9.1
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9.2 The Budgeting Process

LEARNING OBJECTIVE
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9.3 The Master Budget
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REVIEW PROBLEM 9 .3
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Direct Materials Purchases Budget
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Capital Expenditures Budget
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Cash Budget
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Cash Collections from Sales
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Cash Payments for Purchases of Materials
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Other Cash Collections and Payments
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Wrap-Up of Chapter Example
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9.4 Budgeting in Nonmanufacturing Organizations

LEARNING OBJECTIVE
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Not-for-Profit Organizations
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Business in Action 9.3
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9.5 Ethical Issues in Creating Operating Budgets

LEARNING OBJECTIVE
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