Kirkton Jeans Ltd started in business on 1 November 2010 with share capital of £200000. It received £1,500,000 in enterprise grants from a regional enterprise company. This was received in 5 equal instalments from November to March.  The business has also negotiated a £1,000,000 overdraft facility from a local bank. The company is a fashion manufacturer specialising in the manufacture of denim jeans for the domestic market.


At the commencement of business, the company bought cutting and sewing machinery costing £130000 and fixtures and fittings of £11000. The machinery is to be depreciated at 20% per annum on the straight line basis and the fixtures and fittings at 10% also on the straight line basis.


The company will sell a small range of denim jeans, each with the same cost structure and sold at the same selling price:


						        	          £	   £
							
		Selling Price						75.00

		Marginal costs:
		     Direct labour			       32.50
		     Direct material		      	       16.25
		     Variable overhead		         7.50
									56.25
						

		Contribution						18.75



Fixed overheads are property expenses of £240000 per annum, paid monthly on 1st of each month and energy costs of £115200 per annum paid quarterly on the last day of February, May, August and November. 


As production of jeans did not begin until the first week of November 2010, the jeans which were sold in November and December were bought in from an outside supplier at a cost of £60 per pair. The supplier was paid for these goods in the month following the sale of the jeans. 


The first sale of jeans actually produced by the business was made in January 2011. 


The company produces goods two months before they are sold. The demand for the product fluctuates and the company decides to adjust its stocks to cater for this as follows:



Month					Nov	Dec	Jan	Feb	Mar	Apr


Increase / (decrease)  in		--	100	200	400	200	(100)
stocks  (units)


The company uses two suppliers in purchasing its raw materials -- half the goods are purchased from each supplier but one supplier extends a month credit period whilst the other requires payment in the month of purchase but gives a discount of 1% each month. Both suppliers charge the same price for the raw materials purchased


The direct labour costs are paid in the month incurred on the last day of each month


70% of the variable overhead is paid in the month of production and the reminder in the following month







Expected Sales in units are as follows:


	Nov				10000
	Dec				20000
	Jan				24000	
	Feb				24000
	March				22000
	April				20000
	May				26000
	June				28000



Three quarters of the sales will be on credit whilst the other quarter will be sold directly for cash. Of the credit sales, it has been decided to offer a 2% discount to debtors who pay on the month following the month of sale; it is anticipated that 75% of debtors will take up the discount and the remainder will pay one month later. 


Corporation Tax of £17500 is to be paid in April


Two company vehicles were purchased during the first year of business:  


	(1)	A Mercedes was bought in January for £16500 on which a 				deposit of £750 was put down on 15th January, the remaining 			balance being paid 2 months later

	(2)	A BMW was bought in April for £19750 on which a deposit of 			£900 was paid on 12th April, the remainder being due in 3 				months


Rent of £250 per month is due on the first day of each month


In December, the company received an interest free loan from the Welsh Development Agency of £900,000. Repayments on this loan will not commence until January 2012.


Advertising of £1800 was paid in November whilst advertising of £1250 was incurred in February but was paid for in the following month


The bank charges 1% interest per month on overdrafts based on the balance at the end of the month. Interest is taken from the bank account on the first day of the following month
Also, if the company exceeds its overdraft limit at the end of the month, a standard charge of £500 is made on the 1st day of the following month









REQUIREMENT


TASK 1 :

Prepare a cash budget for the first 6 months of trading of the new business showing each month separately

As part of your submitted answer, you should show one printout of the numbers in your cash budget and another printout detailing the formulae you have incorporated into your spreadsheet


N.B.  

Work to the nearest £

Show your workings as part of your answer


TASK 2:

Discuss the implications of the closing bank balances at the end of each month and suggest ways in which the business could avoid the high interest charges forecast for the first six months of trading

Also, what options are available to the business with regards making best use of the surplus funds available at the end of some months

