Suggested Answers

1.

	Poly Ltd

Cash Budget for the three months ended 30 September 2010

	
	July

$
	
	August

$
	
	September

$

	Opening balance

Receipts

Cash sales

Receipts from debtors
· payable within a month

· payable within two months

Receipts from disposal of building
	500,000

765,000

764,750

756,000

--
	
	280,350

900,000

847,875

724,500

--
	
	54,525

750,000

997,500

803,250

600,000

	
	2,785,750
	
	2,752,725
	
	3,205,275

	
	
	
	
	
	

	Payments

Cash purchases

Payments to creditors

Purchase of fixed assets
Administrative expenses

Selling and distribution expenses
	264,000

2,019,600

--

160,800

61,000
	
	220,000

2,376,000

440,000

192,200

70,000
	
	211,200

1,980,000

40,000

159,600

60,000

	
	2,505,400
	
	3,298,200
	
	2,450,800

	
	
	
	
	
	

	Balance before financing
	280,350
	
	(545,475)
	
	754,475

	Short-term loan
Repayment of short-term loan

Loan interest
	--
--

--
	
	600,000
--

--
	
	--
(600,000)

(12,000)

	Closing balance
	280,350
	
	54,525
	
	142,475

	
	
	
	
	
	


Workings:

	
	Sales

$’000
	Purchases

$’000

	May

June

July

August

September
October
	2,400

2,300

2,550

3,000

2,500

2,400
	2,024 (2300 x 0.8 x 1.1)

2,244 (2550 x 0.8 x 1.1)

2,640 (3000 x 0.8 x 1.1)
2,200 (2500 x 0.8 x 1.1)
2,112 (2400 x 0.8 x 1.1)


	Poly Ltd
Budgeted Income Statement for the three months ended 30 September 2010

	
	
	
	$
	
	$

	Sales (2550000 + 3000000 + 2500000)
	
	
	
	8,050,000

	Less: Cost of goods sold
	
	
	
	

	
	Opening inventory

Purchases (2640000 + 2200000 + 2112000)
	
	1,800,000

6,952,000
	
	

	
	8,752,000
	
	

	
	Less: Closing inventory
	2,312,000
	
	6,440,000

	Gross profit
	
	
	1,610,000

	Gain on disposal
	
	
	
	
	232,000

	
	
	
	
	
	1,842,000

	Less: Expenses
	
	
	
	
	

	
	Administrative expenses

Increase in provision for discounts allowed

Finance leases interest expenses

Short-term loan interest

Increase in provision for bad debts

Depreciation on fixed assets 

(20000 + 28000 + 22000)

Selling and distribution expenses
	
	510,500

137,375

8,000

12,000

253,750

70,000

191,000
	
	1,182,625

	Net profit
	
	
	
	
	659,375


Plan A’s net present value
= 500000 x 0.9259 + 900000 x 0.8573 + 950000 x 0.7938 + 1650000 x 0.7350 

- 2000000
= $1,201,380

Plan B’s net present value

= 3000000 x 0.9259 + 500000 x 0.8573 + 200000 x 0.7938 – 2000000

= $1,365,110
2.
	Marginal cost statement (original budget)

	
	
	Product A

$
	Product B

$
	Product C

$

	Sales
	
	15
	12
	11

	Less: Variable costs
	
	
	

	
	Materials

Labour

Variable overheads
	5

3

3.5
	4

2

2
	3

1.5

1.5

	
	
	11.5
	8
	6

	Total contribution
	
	3.5
	4
	5

	
	
	
	
	


	Marginal cost statement (without Product A)

	
	
	
	Product B

$
	Product C

$

	Sales
	
	
	12
	9.5

	Less: Variable costs
	
	
	

	
	Materials

Labour

Variable overheads
	
	4

2

2
	3

1.8

1.5

	
	
	
	8
	6.3

	Total contribution
	
	
	4
	3.2

	
	
	
	
	


	Statement showing the total contribution and profit (original budget)

	
	
	$
	
	$

	Total contribution
	
	
	
	1,230,000

	Less: Fixed costs
	
	
	

	
	Labour

Fixed overheads
	220,000

900,000
	
	1,120,000

	Total profit
	
	
	
	110,000


	Statement showing the total contribution and profit (without product A)

	
	
	$
	
	$

	Total contribution
	
	
	
	1,056,000

	Less: Fixed costs
	
	
	

	
	Labour

Fixed overheads
	160,000

850,000
	
	1,010,000

	Total profit
	
	
	
	46,000


	
Process 2

	
	Units
	$
	
	Units
	$

	Opening WIP

Transferred-in costs

Raw materials costs

Conversions costs
	1,200

112,000
	3,009

187,704

47,972

63,176
	Finished goods

Normal loss

Abnormal loss

(1.7641 x 600 + 0.4509 x 600)

Closing WIP

(1.7641 x 1600 + 0.4509 x 1600 + 0.596 x 1200)
	105,400

5,600

600

1,600
	296,273

--

1,329

4,259

	
	
	
	
	
	


Check figure:

TEU: Transferred-in costs 106400; Raw materials costs 106400; Conversion costs 106000

3.
	Statement calculating the value of stock as at 30 September 2008

	
	
	
	$
	
	$

	Stock value on 21 October 2008
	
	
	
	
	105,270

	Add:
	Sales despatched [(36250 – 2600)/1.25]

Goods on a sale or return basis

LIFO wrongly used
	26,920

300

1,900
	
	29,120

	
	
	
	
	
	
	134,390

	Less:
	Reduction in damaged stock (1700 – 1600)

Goods returned

Purchases 

{[(41000/2)] x 0.9 + [(41000/2) – 5000]}

Free samples
	100

1,440

33,950

7,000
	
	42,490

	Corrected stock value
	
	
	
	
	91,900


4.
	
	Cutting

$
	Assembly

$
	Finishing

$

	Service centre A
	25,500
	212,500
	340,000

	Service centre B
	306,000
	122,400
	183,600

	Total service cost
	331,500
	334,900
	523,600


	

	
	
	
	$
	
	$

	Direct materials

Direct labour
	
	
	
	
	20,000

372,000

	Fixed overheads
	· Cutting

· Assembly

· Finishing
	
	30,000

369,600

144,650
	
	544,250

	Depreciation
	· Cutting

· Assembly

· Finishing
	
	14,000

10,080

14,400
	
	38,480

	Total cost
	
	
	
	
	974,730


Fixed cost
= Fixed overhead expenses + depreciation

= $3,649,900

Contribution per unit

= 3649900/182495

= $20

Variable cost per unit

= [(26500 + 8500) + (5000 + 44000 + 40000) x 40]/250000

= $14.38

Selling price

= $34.38

Budgeted profit

= 20 x 250000 – 3649900

= $1,350,100
	
	Output level

	
	1
$
	2

$
	3

$
	4

$

	Sales
	100,000
	150,000
	225,000
	350,000

	Less: Variable costs
	40,000
	60,000
	90,000
	140,000

	Total contribution
	60,000
	90,000
	135,000
	210,000

	Less: Fixed costs
	72,000
	72,000
	72,000
	72,000

	Profit / (Loss)
	(12,000)
	18,000
	63,000
	138,000


Breakeven point in sales value

= 72000/0.6

= $120,000

Required sales

= (72000 + 30000)/0.6

= $170,000
5.
	
	$

	Material A

Material B

Direct labour

Variable overheads

Fixed costs
	216,200

71,440

141,000

84,600

200,000

	Total cost of production
	713,240

	
	


	
	$

	Actual fixed overheads (800,000 / 4)
Overhead absorption (9,400 x 5 x 4)
	200,000

188,000

	Under absorption
	12,000

	
	


	God Ltd
Trading account for the first three months

	
	
	
	$
	
	$

	Sales 
	
	
	
	950,000

	Less: Cost of goods sold
	
	
	
	

	
	Opening stock (2,000 x 74.6)
Cost of productions (9,400 x 74.6)
	
	149,200
701,240
	
	

	
	850,440
	
	

	
	Less: Closing stock (1,900 x 74.6)
	141,740
	
	

	
	708,700
	
	

	
	Add: Under – absorption
	12,000
	
	720,700

	Gross profit
	
	
	
	
	229,300


	
	Material price variance : 14,880 – (4 x 3,400) = 1,280 A

	
	Material usage variance : (4 x 3,400) – (4 x 420 x 8) = 160 A


	
	Labour rate variance : 6,600 – (8 x 850) = 200 F

	
	Labour efficiency variance : (8 x 8,500) – (8 x 420 x 2) = 80 A
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