CASH BUDGETS   --   TUTORIAL EXAMPLE 1




Craig Kelly , a skilled engineer with many years experience of his trade , has recently been made redundant , but proposes to start his own small business commencing on 1 July 2004 . He is aware that money will be a problem and asks you to help him produce a  cash forecast in the form of a budget over the next 6 months. He provides you with the following list of actions that he intends to take :



[bookmark: _GoBack](a)	The business will commence with £75000 in the bank made up of his personal 	savings , redundancy pay and a loan of £10000 obtained to aid small businesses. 	This is the maximum obtainable and cannot be increased in the 6 month period. 	He will immediately pay a deposit of £30000 on a building for conversion into a 	workshop and (commencing 15 July) a £250 per month mortgage repayment. He 	will purchase plant valued at £18000 and a motor van for £8000.  Other immediate 	payments to cover lubricating oil, stationery, a typewriter etc., will be £2000 and 	he expects to pay £150 per month on such items from August onwards.


(b)	Four staff will be employed , each paid £500 per month paid on the last day of the 	month .  Other staff costs will  be 10% of salaries and this is due the month after 	payment of salaries


(c)	Purchase of raw materials on credit and paid one month after receipt will be as 	follows :

		July			£18000
		August		£13000
		September		£16000
		October		£16000
		November		£16000
		December		£18000

(d)	Another machine costing £14000 will be paid for in October

(e)	Sales (units) will be as follows :

		July			2000
		August		2500
		September		2500
		October		2000		
		November		3000		
		December		3000
	50% of units will be sold for £10 each and cash received in the month following 	sale

	50% will sell at £12 each , receivable two months after sale


(f)	Mr Kelly will draw £600 per month and there will be an additional £70 per month 	payable to him one month in arrears	


(g)	Advertising will be £2000 per month for the first 3 months and £100 per month 	thereafter , paid for in the month incurred


(h)	Interest on the loan is 1 1/2% per month , payable on the 15th day of each month 	commencing July , but half the loan capital will be repaid on 31 October and the 	balance on 31 December



REQUIREMENT :


Construct a cash budget showing clearly the cash at bank position at the end of each month


