Question 1

Jim Hill is considering setting up a business to manufacture and sell leather saddles.  He has produced the following estimated information:

Unit Sales	
Month				1	2	3	4	5	6
	Number of saddles sold	3	3	4	6	7	9

Each saddle will sell for £500, with £100 payable as a deposit with each order, £200 payable the following month and the final £200 payable two months after the initial order.

Production
Jim cuts the leather for the saddles in his workroom.  He then sends the cut leather to outworkers for sewing and finishing.  The finished saddles are returned to Jim in the same month and the outworkers are paid cash on completion of the work.

Direct production cost per saddle:
	Materials				£200
	Outworkers’ wages			£  50
						£250

Jim intends to build up his inventory of leather during the first three months and will buy twice as much as he expects to need.  Thereafter, Jim will buy sufficient leather to meet the production requirements each month.  The leather suppliers are expected to give Jim one month’s credit.

Overheads
Jim estimates monthly overheads at £500 for the first three months, increasing to £550 for the next three months.  These overheads are payable in the month incurred.
In the first month Jim will have to spend £5,000 on machinery and £2,000 on display items.  He estimates that these will have useful lives of 5 years and 2 years respectively.

Finance
Jim has recently received a redundancy package worth £8,000.  He intends to spend £2,000 on a holiday and to pay the remaining £6,000 into a business bank account before the business starts trading.  Any negative cash balances each month will be financed by an interest free overdraft facility that his bank has offered him.

Requirements: 
1. Prepare a cash budget for the first six months of Jim’s planned business, showing the amount of any overdraft each month.
2. What are your recommendation to Jim based on the cash budget you prepared in requirement 1 above. 

Question 2: 

1. Describe how a company could operate the following budgeting techniques for its research projects (include the advantages and disadvantages of each budgeting process in your answer);
· Incremental budgeting/ budgets
· Zero-based budgeting (ZBB)

2. Explain the reason(s) why ZBB may be preferred to incremental budgets.
3. Explain how the company could operate a ZBB system for its projects.	   
4. Discuss the importance of encouraging employees to participate in budget setting?



Question 3: 

Discuss why budgeting is important for every organization, highlighting the stages/steps of preparing a budget, and the limitation of using this technique. 




