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Example exercise The draft balance sheet of XYZ as at March 31 2014 is as shown below: Fixed Assets (Net Book Value) Current Assets: Stock of Finished Goods Stock of Raw Materials Debtors Cash



Share Capital Retained Profit Trade Creditors



C200, 000 74,800 5,200 30,000 40,000 350,000 220,000 118,000 12,000 350,000



The company is preparing its budget for the next 3 months April, May and June. Budgeted sales are as follows: April May June July August



20,000 units 50,000 units 30,000 units 25,000 units 15,000 units



1. The selling price of each unit is C10. 2. It is the company’s policy to maintain stock of finished goods to equal to 20% of the following month’s budgeted sales in units. Stock of finished goods at the end of March is 4,000 units. 3. 5kg of materials are required for each unit of product and each kg of material costs C0.40. It is the company’s policy to maintain material stock equal to 10% of the next month’s production requirements. Materials at the beginning of April were 13,000 Kg. 4. Each unit produced requires 0.05 hours of direct labour. The company has no layoff policy and in effect guarantee its direct labour employees that they will be paid for at least 40 hours per week at the direct labour rate of C10 per hour. In exchange for this guarantee the direct labour force has agreed to work overtime when required at the same rate of C10 per hour. In each of the months of April, May and June, the direct labour workforce has been guaranteed a total of 1,500 paid hours. 5. Variable manufacturing overhead is C1 per unit produced and fixed manufacturing overhead is C50, 000 per month. The fixed manufacturing overhead figure includes C20, 000 depreciation.



6. Variable selling and administrative expenses are C0.50 per unit sold and fixed selling and administrative expenses are C70, 000 per month. The fixed selling and administrative expenses include C10, 000 of depreciation. 7. (i) An open line of credit is available at a local bank which allows the company to borrow C75, 000 per quarter. (ii) The company must maintain a minimum cash balance of C30, 000 (iii) All borrowings attract an interest of 16% pa payable only at the time of paying the principal. (iv) For the purpose of calculating the interest, assume any borrowing is made at the beginning of the month and repayments are made at the end of the month. (v) Cash dividends in the amount of C49, 000 are to be paid in April (VI) Equipment purchases of C143, 700 are scheduled for May and C48, 300 for June 8. All sales are on credit. The company’s cash collection pattern is: 70% collected in the month of sale; 25% collected in the month following sale; and the remaining 5% is un-collectible. 9. Half of all purchases are paid for in the month of purchase; the other half is paid for in the following month. Required Prepare the following budgets for the months of April, May and June:       



Sales budget Production budget Direct materials purchases budget Direct labour budget Production overhead budget Selling and administration budget Master budget, comprising: o Cash budget o Profit and loss forecast o Balance sheet forecast
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