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Budgeting
Answers to Practice Questions

Task 1.1A 
Data
Answer

Inflation trends in UK
Office for National Statistics

Value Added Tax (VAT) rates
HMRC publications

Demand for our products
Market Research

Task 1.1B

Situation
Answer

You want to identify the production capacity of the firm.
Production planning manager

You want to forecast the price of raw materials.
Buyer

The draft budget is ready for review.
Budget committee
Task 1.1C






Task 1.1D
Situation
Answer

Holiday pay for production workers
Charge to production in a labour hour overhead rate

Material wastage in the production process
Direct cost

Cost of the purchasing department
Activity based charge to production cost centres

Administrative wages
Allocate to administrative overheads

Computing services
Allocate to administrative overheads

Production equipment maintenance
Charge to production in a machine hour overhead rate

Depreciation of production equipment
Charge to production in a machine hour overhead rate

Redecoration of the sales showroom
Allocate to marketing overheads

Task 1.1E

Overhead recovery should be based on Labour hours. The recovery rate will be £2 per hour.

Task 1.2A
	Units of product P
	
	
	
	
	

	
	Week 1
	Week 2
	Week 3
	Week 4
	Week 5

	Opening stock
	1,200
	1,500
	1,350
	1,650
	

	Production
	6,300
	4,850
	4,800
	5,950
	

	Sub-total
	7,500
	6,350
	6,150
	7,600
	

	Sales
	6,000
	5,000
	4,500
	5,500
	7,000

	Closing stock
	1,500
	1,350
	1,650
	2,100
	


Task 1.2B

	
	
	
	

	
	Month 1
	Month 2
	Month 3

	Required units
	72,000
	90,000
	81,000

	Manufactured units
	80,000
	100,000
	90,000

	
	
	
	


Task 1.2C

23,000m

Working

15,000 items @ 1,5 metres = 22,500m
22,500m x 100 / 90 (wastage) = 25,000
Less 2,000m stock reduction = 23,000m
Task 1.2D

300

Working

36,000 x 5/60 = 3,000 hrs basic time
3,000 – (15 x 180) = 300 hrs overtime
Task 1.2E

	Product
	Units
	Hours per Unit
	Hours required

	A
	140
	1.5
	210

	B
	210
	2.0
	420

	C
	170
	3.0
	510

	Total hours for department X
	1,140

	
	
	
	
	

	How many additional machines should be hired?
	2


Task 1.2F
	Workings schedules
	
	
	
	Operating budget
	
	

	
	
	
	
	
	Units
	£

	Materials
	Kg
	£
	
	Sales revenue @ £2.60 each
	29,000
	75,400

	Opening stock
	2,100
	2,000
	
	
	
	

	Purchases
	15,500
	27,125
	
	Opening stock of finished goods
	4,000
	7,000

	Sub-total
	17,600
	29,125
	
	
	
	

	Used
	16,600
	27,375
	
	Cost of production
	30,000
	

	Closing stock
	1,000
	1,750
	
	Materials
	
	27,375

	Closing stock to be valued at budgeted purchase price
	
	Labour
	
	26,400

	
	
	
	
	Overhead
	
	6,225

	
	
	
	
	Total
	
	60,000

	Labour
	Hours
	£
	
	
	
	

	Basic time @ £12 per hour
	1,600
	19,200
	
	Closing stock of finished goods*
	5,000
	10,000

	Overtime
	400
	7,200
	
	*Valued at budgeted production cost per unit

	Total
	2,000
	26,400
	
	Cost of goods sold
	
	57,000

	It takes 4 minutes to make each item
	
	
	
	
	

	8 staff work 200 basic hours each
	
	
	Gross profit
	
	18,400

	Overtime is paid time and a half (50% above basic rate)
	
	
	
	

	
	
	
	
	Overheads
	
	

	
	
	
	
	Administration
	
	3,000

	Overhead
	Hours
	£
	
	Marketing
	
	4,000

	Variable @ £1.50 per hour
	2,000
	3,000
	
	Total
	
	7,000

	Fixed
	
	3,225
	
	
	
	

	Total
	
	6,225
	
	Operating profit
	
	11,400


Task 1.4A


[image: image1]
Task 1.4B
	
	Budget for April

	Units sold
	2,000 

	Units produced
	2,500 

	
	£

	Sales
	40,000 

	
	

	Materials used
	8,000 

	Labour
	6,900 

	Variable production overhead
	3,000 

	Fixed overhead
	150 


Task 1.4C

	Cash Forecast
	May

	
	£

	Opening cash balance
	(480)

	
	

	Customer receipts
	3,250 

	
	

	Payments
	

	For purchases
	1,000 

	For wages
	520 

	For overheads
	660 

	For capital exp.
	0 

	Total
	2,180 

	
	

	Closing cash balance
	590 

	
	


Task 1.5

To:
Production Director

From:
Accounting Technician

Date:
xx/xx/xxxx
Direct Labour Budget

Budget submission

I attach the proposed direct labour budget for next year for your consideration and approval.

The agreed production plan indicates an increase in volume to 800,000 units next year. No change in productivity has been assumed. Therefore, the staffing level needs to increase by one to 23.

The manager of human resources estimates that average pay will increase by 6% next year to £26,500.

Please let me know if you need any further information.

Performance indicators

There are a range of useful measures to monitor cost, efficiency, effectiveness, and employee satisfaction. Staff hours and output data should be available on a daily basis. Labour rates are reviewed periodically. However, employee satisfaction is probably best canvassed once or twice a year. I recommend that we conduct a weekly review of performance based on:
· Minutes per unit

· Hours of overtime

· Percentage of good output (or similar quality measure)

· Average hourly rate

We should also commission a confidential employee satisfaction and involvement questionnaire.

A Technician
Task 1.6A

There is labour available to make 87,500 units in normal time. Therefore, 6,250 hours of overtime will be needed.

The raw material contract will provide enough material to make 75,000 units. Therefore, 50,000 kg will have to be purchased on the open market.

Quality control can test 96,000 units in the year. It will be necessary to make alternative arrangements for 4,000 units.

Task 1.6B

The forecast should be revised to £7,000,000.
Task 1.6C

The energy budget should be £198,000.
Task 2.1 

	Monthly Operating Statement
	

	
	
	
	
	

	Volume
	68,000
	
	
	

	
	
	
	
	

	
	Flexed
	Actual
	Variance
	

	
	Budget
	
	Fav/(Adv)
	

	
	£
	£
	£
	

	Turnover
	2,720,000
	2,856,000
	136,000 
	

	
	
	
	
	

	Costs
	
	
	
	

	Material
	476,000
	510,000
	(34,000)
	

	Labour
	612,000
	616,250
	(4,250)
	

	Distribution
	6,800
	7,000
	(200)
	

	Energy
	161,000
	164,000
	(3,000)
	

	Equipment hire
	36,000
	35,000
	1,000 
	

	Depreciation
	182,000
	180,000
	2,000 
	

	Marketing
	231,000
	235,000
	(4,000)
	

	Administration
	186,000
	189,000
	(3,000)
	

	Total
	1,890,800
	1,936,250
	(45,450)
	

	
	
	
	
	

	Operating Profit
	829,200
	919,750
	90,550 
	

	
	
	
	
	


Task 2.2
To 
Chief Executive



Date

(Today)

From
Budget Accountant


Subject

Review of Operation Statement

Reasons for variances
I have reviewed the results for May 2009. Profit in the month was £807,200 driven by a 10% price improvement over budget and increased volume. After flexing the original budget to allow for the increased volume, we are reporting adverse expense variances of £44,000. 

The only significant favourable expense variance is labour. This is one cost which you might expect to be adverse because increased workloads tend to create high overtime costs. This was avoided by using temporary workers and cost savings were made.

Material costs were 8% over budget. The increase in brass costs does not adequately explain this variance. We need to investigate whether the use of temporary workers, and the demotivating impact of this on the permanent staff, may have led to higher levels of material wastage. It may be preferable to use our own staff at overtime rates.

Marketing costs were £7,000 over budget, no doubt due to the costs of the advertising campaign, and this seems to be money well spent.

The administration overspend is worrying and needs to be investigated. It could have been a one-off. Alternatively, perhaps there are variable costs such as overtime or bonus that should not have been budgeted as fixed costs.
Recommendations

Budgets are useful for planning, coordination, authorisation and control. However, this requires the full and enthusiastic involvement of the management team. I suggest that you need to:
· Involve the whole team in the planning process.
· Insist that all known factors and plans (such as the advertising campaign) are built into the budget.
· Assign responsibilities to individuals for all aspect of the budget.
· Allow managers freedom to manage their budgets.
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Capital expenditure


Warehouse extension














Marketing


Advertising


Customer demand survey


Commission paid to sales staff














287,500





Cost of Production


Production wages


Raw material usage














Personnel


Printing recruitment application forms














Maintenance


Spare parts for production machines
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