Budgetary control

Student exercise - 7

The following data has been extracted from the opening budgets of the Lupercus
Organisation for 2021

	
	Sales
	Purchases
	Wages
	Overheads
	Depreciation

	January
	60,000
	35,000
	7,000
	5,000
	4,000

	February
	58,000
	31,000
	8,000
	5,700
	4,000

	March
	64,000
	39,000
	9,400
	6,200
	4,000

	April
	68,000
	37,000
	10,400
	6,600
	4,000

	May
	80,000
	45,000
	11,800
	7,100
	4,000




The following information needs to be taken into account:

i)	It is estimated that 60% of sales are received on a cash basis and the remaining 	40% will be received after one month.
ii)	40% of purchases are paid for in cash and the other 60% are on one month’s credit 	terms.
iii)	Wages are paid monthly in cash.
iv)	Overheads are acquired on two months’ credit.
v)	On 1st January 2021 new non-current assets will be purchased costing £70,000. 
	The company will pay £20,000 in April and the balance in May.
vi)	The bank overdraft on 1st March 2021 is expected to be £8,000
vii)	Stocks of materials are expected to be as follows:
· on 1st March 2021    	£9,000
· on 31st May 2021  	£15,000


Required:

a)	Prepare a budgeted cash flow statement for the three months ending 31st May 2021								

b)  	Prepare a budgeted profit and loss account for the same period.											

c)  	Write a brief memorandum from yourself to the Lupercus senior management team, explaining the difference between ‘cash flow’ and ‘profit’ with particular reference to the budgeted statements prepared above.


