COMPREHENSIVE BUDGET PROBLEM
HAPPY VALLEY SENIOR SERVICES CENTER, INC. 
Background Information

Happy Valley Senior Services Center, Inc. (Happy Valley or the Center) is a tax-exempt, non-profit organization that provides a variety of services to senior citizens living in Anytown, USA, including: daily/monthly activities; daily lunch (for a fee); and prepared meals delivered five days per week to qualifying seniors.  Happy Valley’s fiscal year is the calendar year.  
Assignment

As part of your role as Executive Director, you are responsible for the preparation of the annual budget for the Center and must submit it to the Board of Directors for their approval.  Several Board members have indicated to you that they are very concerned about the financial position of the organization due to the overall weakened economy and increased demand for the services offered by the organization.  Generally, the Board is supportive of your efforts as Executive Director but would like to receive a copy of the proposed operating budget for next year as soon as possible.  
Based on the information provided below, prepare a budgeted Statement of Activities for Happy Valley for the upcoming fiscal year.  Pre-formatted worksheets have been prepared to assist you in this endeavor, including:

a) Revenue Budget Worksheet
b) Wages & Benefits Worksheet
c) Expense Budget Worksheet
d) Budgeted Statement of Activities.

Budget Information

· The organization consists of an Executive Director, an Associate Executive Director, an activities coordinator, kitchen manager, several part-time hourly workers for the kitchen, and one part-time delivery driver (paid; there are also several volunteer drivers who deliver meals during the year as needed).   
· Current compensation rates for the staff are as follows:
a) Executive Director—annual salary of $45,000.  

b) Associate Executive Director—annual salary of $40,000. 

c) Activities Coordinator—annual salary of $37,000.  

d) Kitchen manager—full-time, $14.00/hour.

e) Part-time kitchen help—$9.00/hour; 4 employees, all part-time; each employee works approximately 5 hours per day, 5 days per week.  
f) Part-time delivery driver—$9.00/hour; works 5 hours per day.  
g) NOTE: There have been no employee raises for the past two years.  The Chairman of the Board has asked you to include in the budget an inflationary increase of 2.5%, and the Board will consider it if it is “feasible.”
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· A very basic health insurance program is offered to the full-time employees.  The cost is $250/month for each covered employee (limited to full-time employees), and all full-time employees participate.  Additionally, the employees pay 20% of the monthly cost of their health care.   
· Payroll taxes average 10% of employee wages.
· The organization owns its building, which includes a kitchen, offices and a small recreation center.  Additionally, it rents a small building adjacent to Happy Valley which is used for storage.  Rent for the additional space must be paid 3 months in advance, at a rate of $1,000/month.  Thus, in January, the organization must pay $3,000 for January, February and March rent.  

· Happy Valley’s CPA firm has estimated depreciation expense on the organization’s building, equipment and other fixed assets for upcoming fiscal year.  Monthly depreciation expense is estimated at $850/month. 

· Monthly utilities at the organization’s location have averaged $1,500/month during the past twelve months.  

· The Executive Director and Associate Director will be attending a training conference in May.  Estimated cost of the training, including travel, meals, etc. is $1,100 per person, and will be paid in May.  

· The organization leases equipment that costs $750/month. 
· The delivery van has 140,000 miles on it, and the part-time delivery driver has advised you that “the van won’t last through the winter.”  Some initial quotes you have received include a lease option of $350/month (with an annual mileage cap of 15,000 miles/year) or an outright purchase price for a new van of $36,000.  Your van was driven approximately 18,000 miles during the past year.  One of your Board members has indicated that she can assist the organization with obtaining a grant to buy a new van, but “there is some paperwork involved—grant application, etc.”  Estimate that after applying for the grant, the van could be purchased in March.  It is anticipated that the new van will have an estimated useful life of six (6) years. The Center’s accounting policy is to use straight line depreciation.  
· Gas costs for the delivery van average approximately $150/week.  

· Repairs and maintenance for the last year on the van were $5,000.  Purchase of a new van is expected to significantly decrease these costs, as the new van will require only normal maintenance in the first two years.  Annual maintenance is therefore expected to decrease by 75% from last year’s annual cost.   The total budgeted maintenance cost can be spread evenly throughout the year for budgeting purposes.  
· The Center has a CPA firm perform an annual audit of its financial statements and prepare its Form 990 to be filed with the IRS.  The CPA firm performs their work outside of their traditional busy season and can do the work at a reduced fee as a result.  The fee for the upcoming year is estimated to be $5,500 and will be completed in June.   
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· Other operating expenses average approximately $1,900/month. 

· The building is in need of a new roof; the estimated replacement cost is $9,500.  The contractor advises that the roof will make it through the winter, but should be replaced in the spring (April).  Estimated useful life of the new roof is twenty years.  

· Food costs vary.  However, average food costs for the past two years have been approximately $18,000/month.  Additionally, the organization also receives some donations of food on a regular basis, which helps to maintain the average monthly cost.  

· The Center has a package insurance policy that covers its liability, workmen’s compensation, property, etc.  Total premium for the most recent year was $6,000; however, your insurance agent has advised that you should anticipate a 5% increase in the new year.  The insurance company bills you on a quarterly basis.  

· The Center receives its funding from a variety of other sources during the year, including:

a) Annual operating grant of $150,000 from a local foundation. The funds are received each year in January.  The best information from your contact at the Foundation is that the grant will be renewed again for the upcoming fiscal year, but with no increase in the amount.  The amount is paid to the Center in early January each year. 
b) Approximately 100 seniors buy lunch at the Center every day.  The Center charges $4.50 for lunch.  

c) The Center has an annual fund-raising appeal each year in September, which includes a mailing campaign and an annual dinner.  This effort is led by the Board of directors, and raised $25,000 each of the last two years.  The Board chairperson has advised you that he strongly believes $30,000 can be raised in the new fiscal year.  

d) The Center also delivers approximately 275 meals each day to seniors in the local community.  The Center has as annual contract with the County Agency on Aging to provide the meals, and receives a payment of $2.85/meal delivered.  The Center invoices the County on a monthly basis.  For budgeting purposes, assume a four week month except for March, May, August and October, which should be estimated based on five weeks per month.  
e) The Center receives miscellaneous donations of approximately $200/month throughout the year, except in November and December when it increases to approximately $500 and $2,500, respectively.  
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f) The Associate Executive Director is working on a grant application for $25,000 to collect information on senior health and nutrition in your community.  The grant will be funded by a local foundation.  The foundation has indicated a strong interest in making the grant, and would expect to provide the funding in May, with final reports due to the foundation in December.  There are some specific expenses related to the grant ($5,000 in July and $4,500 in September); the remaining amount of the grant may be used to offset the Center’s salaries and overhead costs.  
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