
Paper Airplane International, Inc. makes handmade, designer paper airplanes which it sells to stores across the world.  
Each airplane sells for $7. The company predicts its sales for first four months of 2013 will be as follows: 
 
January  30,000 
February 55,000 
March  25,000 
April   30,000 
 
All sales are made on account. The company collects 60% of sales in the month of the sale and 40% in the following 
month. 
 
At the end of 2012, the company should have 3,000 airplanes in inventory. In order to avoid shipping delays, the 
company wishes to have 20% of next month’s sales in inventory at the end of each month.  
 
Each designer airplane uses half a sheet of imported, recycled, designer paper and four designer star decals. Each sheet 
of paper costs $1.00 and each decal costs $.20. The company would like to maintain materials inventory equal to 10% of 
next month’s production. At the end of 2014, the company believes it will have 1,500 sheets of paper and 20,000 stars in 
inventory. The company would like to have 2,500 sheets of paper and 7,000 stars on hand at the end of March. The 
company pays for 50% of its materials in the month purchased and 50% the following month. 
 
Each airplane is hand folded by one of PAI’s expert origami artists. It takes 15 minutes to make each airplane. Each 
origami artist is paid $10 per hour. 
 
The company has a variety of overhead costs relating to the folding of paper airplanes. The company estimates that 
variable overhead costs are $3.00 per direct labor hour and fixed overhead costs are $16,000 per month, of which 
$5,000 is depreciation on equipment. 
 
The company estimates the following operating expenses: 
Sales commissions and shipping costs are 3% of sales. Total fixed operating expenses are $9,000 per month, of which 
$1,500 is depreciation. 
 
The company wishes to purchase a new computer system on January 1, 2013. The system, which would be used for 
marketing and administration, is expected to cost $15,000. The depreciation for this system has already been added to 
the budgeted depreciation in operating expenses. 
 
Because of the slowdown in the economy, the company’s cash balance is expected to be lower than normal over the 
next few months. The company has approached its bank to open a line of credit. If the company expects its cash balance 
to fall below $10,000, it can borrow any funds it needs at the beginning of each month in $10,000 increments. 
Repayments should be made at the end of each month, as the company can afford while maintaining a balance of at 
least 10,000 in the bank at the end of the month. Interest is due at the time of repayment or at the end of each quarter 
if an outstanding balance remains. The annual interest rate is 9%. 
 
At the end of each month, the company will pay a dividend to its shareholders of $5,000. This dividend must be paid 
even if funds must be borrowed. 
 
 
 
  



The Balance Sheet for December 31, 2012 is provided below. 
 

 
 
 
Complete the following budgets for Paper Airplane International for the quarter ended June 30, 2013, including monthly 
information where appropriate. 
 

1. Sales budget with the schedule of cash collections 
2. Production budget 
3. Direct materials budget with the schedule of cash disbursements 
4. Direct labor budget 
5. Overhead budget 
6. Selling and administrative budget 
7. Cash budget 
8. Budgeted income statement 
9. Budgeted balance sheet 

 
 


