Q1 Solution
(a) Current Profit
£
Selling Price				 45.00
Variable Costs				(21.00)
Contribution				   24.00
No. of Units				 30,000
Total Contribution			720,000
Fixed Costs				(42,000)
Profit					 678,000
Increase in Costs						Fixed Costs
Materials		 9.68					£42,000 to £44,520
Labour 		12.83
Direct Costs		  1.64
Variable Costs		  1.25
			25.40
C 30,000 = 42,000 + 44,520
C                       £2.88
Variable Costs £25.40
Selling Price    £28.28

(b) Answer should evaluate the results from (a)
(c) The answer should make reference to the following:
Elasticity and inelasticity of pricing
The effect of price increase on sales i.e. If the price is raised, the demand for the product may be adversely affected. Make reference to the points provided in the question related to the expectations of the company/impact on sales if selling price is increased.
Make reference to the results of points a) and b) in support of the answer
The answers should reflect the increase in the number of units needed to sell (due to the increased variable costs and reduced contribution) in order to achieve the previous profit figure selling by selling at the previous selling price.

Q2 Solution
(a) The stock budget for the six months to 30 November is:
	
	May
	June
	July
	Aug
	Sept
	Oct

	
	£000
	£000
	£000
	£000
	£000
	£000

	Opening balance
	118
	96 
	80 
	63 
	43 
	32 

	Stock purchased
	98 
	104  
	104 
	103 
	112 
	115 

	
	 216 
	200  
	184 
	166 
	155 
	152 

	Cost of Stock sold
	
	
	
	
	
	

	(70% of sales)
	(120)
	(120)
	(121)
	(123)
	(123)
	(126)

	Therefore Closing stock
	96   
	80  
	63    
	43 
	32 
	26 



(b) The cash budget for the period to 30 November is:
	
	May
	June
	July
	Aug
	Sept
	Oct

	
	£000
	£000
	£000
	£000
	£000
	£000

	Cash receipts 
Sales net of 0.3 x  2.5% (Note 4)
	
179 
	
 169
	
 170
	
171 
	
175 
	
 173

	Cash payments
Administration (Note 5)
	(30)
	(30)
	(31)
	(31)
	(30)
	(32)

	Stock purchased (Note 2)
	(90)
	(98)
	(104)
	(104)
	(103)
	(112)

	Repayments of loan (Note 4)
	(9)
	(9)
	(9)
	(9)
	(9)
	(9)

	Selling expenses (Note 6)
	(14)
	(14)
	(16)
	(15)
	(14)
	(16)

	Taxation paid
	-
	-
	(20)
	-
	-
	-

	Interest payments
	(2)
	(2)
	(2)
	(2)
	(2)
	(2)

	Shop refurbishment
	 -
	  (46)
	 (46)
	    (47)
	       -
	       -

	Cash surplus (deficit)
	34 
	(30) 
	(58) 
	 (37)
	 17
	2

	Opening balance
	(40) 
	(6) 
	(36) 
	(94) 
	(131) 
	(114) 

	Closing balance
	(6) 
	 (36)
	(94) 
	 (131)
	(114) 
	(112) 



(c) [bookmark: OLE_LINK1][bookmark: OLE_LINK2]The (accruals-based) budgeted Profit & Loss Account for the six months ending 30 November is:
	
	£000
	Calculation

	Sales 
	1,048 
	 

	Cost of goods sold
	(    734)
	therefore  1,039 x 70%

	Gross profit
	314 
	                                      (Note 3)

	Selling expenses
	(     90)
	 

	Admin Expenses
	(     214)
	 

	Credit card charges
	 (     13)
	                                        (Note 4)

	Operating profit
	(3)
	

	Interest payable
	   ( 11)
	                                         (Note 4)

	Profit for the period
	(14) 
	


 
b) The answers should make reference to the following:
· the elimination of the bank overdraft by the end of October. The answers should also make reference to the sales figures achieved during the period and possible reasons for any variations.
· Consider the stock levels and whether the organisation has achieved the preferred minimum level for each of the last three months.
· Refer to the budgeted Profit & Loss Account and what the results reveals for the period. Consideration to the ratio of sales to profit could be mentioned, stating whether it is sufficient.
· Make recommendations with regard to the refit i.e. is the timing appropriate, how does the spending affect the business within that period.
· Consider whether the administration expenses are appropriate.
· Indicate that any reduction in overhead expenses will have a beneficial effect on cash flows and profit.
c) The conditions necessary for the success of a system of budgeting are as follows.
· Management must have made a plan for the future.
· The plan must be shown in financial terms.
· It must be possible to make reasonably accurate forecasts, especially of sales, upon which other forecasts are likely to depend. Also, the organisation must not be subject to too rapid change.
· Managers responsible for each area of an organisation must be willing to co-operate with the budgeting process and with each other.
· The budgetary system must be comprehensively documented and a Budget Manual should be available to all users.
· The process should be led by a responsible person who can liaise with, and co-ordinate the input of the various areas of the organisation. This person should be suitable senior and have the support of the senior management team.
· The organisation must be able to produce regular, timely, accurate financial information.
· There must be good communication throughout the organisation.
· The various areas of the organisation must be able to change their performance to the plan.
· The system must not pressurise those given responsibility to achieve unrealistic targets.
Some of the behavioural considerations of budgeting are as follows.
· Managers may attempt to build in some “slack” to their expenditure estimates and then try to spend all of their “allowance” to ensure that it is not reduced in future periods.
· The budgetary system may be seen as a device used by management to force staff to work harder. Conversely, staff may believe that higher productivity and efficiency may mean the organisation requires fewer staff for the same output hence they may work more slowly.
· Operational managers may resent budgets being imposed on them by remote managers without them having been part of the budget setting process. This could result in negative attitudes.
· Achieving the department targets may come to have paramount importance, encouraging rigidity and discouraging flexibility in decision making and innovation.













Q3 Solution
Traditional Method
Machine Hours
W		 40 x 4 =      160
X		 60 x 5 =      300
Y		 90 x 4 =      360
Z		 360 x 3 =   1,080
			       1,900	OAR = 32,000/1,900 = £16.84 per machine hr
Product Cost
H		I		J		K
Materials   		1,200		2,400 		7,200 		36,000
Labour 		240		1,080		1,620 		 8,640
OH 			505.2	 	673.6		1,347.2	  1,684
Total Costs 		1945.2 	4,153.6 	10,167.2	46,324
Units 			40 		60 		90 		   360
Cost per unit 	64.84 		69.23	 	112.97 	  128.68

ABC Approach
Cost Drivers
Labour Hours
H	 	40 x 1 =           40
I	 	60 x 3 =       	  180 
J	 	90 x 3 =    	  270
K 		360 x 4 =  	1,440
1,930
Short run variable costs 6000/23 = 260.87
Set Up Costs 9,000/23 = 391.30
Scheduling Costs 8,000/1,900 = 4.21
Materials Handling 9,000/1,930 = 4.66
H	 	I		J	 	K
Materials   		1,200		2,400 		7,200 		36,000
Labour 		240		1,080		1,620 		 8,640
Short Run 		1,565.22 	782.61	 1,565.22 	2,086.96
Set Up 		2,347.5 	1,173.9 	2,347.8 	3,130.4
Scheduling 		673.6	 	1,263	 	1,515.6 	4,546.8
Materials hand 	186.4		838.8 		1,258.2 	6,710.4
Total Cost 		6,212.72 	7,538.31 	15,566.82 	61,114.56
Units 			40 		60 		90 		360
Cost per Unit 	155.32 	125.64 	172.30 	169.76
 Part a) 20 marks
b) The answers should put forward relevant methods used for costing. 2 marks per point made in relation to the methods, including subsequent analysis of the method/
Part b) 10 marks

