CASH BUDGETS  --  LECTURE EXAMPLE




Squire Ltd is expecting to start in business on 1 January 2004 with issued share capital of £20000 which was paid into the company's bank. A machine costing £120000 and sundry fixtures and fittings costing £6000 are expected to be purchased .

The fixtures and fittings are expected to be fully paid for on 3 January . The payment terms for the machine will be 75% on delivery on 5 January and the remaining 25% one month later .

The company will manufacture stone roses , which have the following standard cost card based upon a budgeted production of 72900 units over the coming six months :


						     £		£

Selling Price							10.00

Marginal Costs :
    Direct labour				     2.50
    Direct material				     1.75
    Variable overhead			     0.75
								(5.00)

Contribution							 5.00

Fixed production overhead					(2.00)

Profit								 3.00



The fixed production overhead is :

(a)	50% due to factory rent and rates
(b)	45% due to light and power
(c)	5% due to depreciation of the machine


It is company policy not to depreciate fixtures and fittings


Rent and rates are paid monthly on the last day of the month to which they relate . Light and power is paid quarterly on the last day of the quarter . 


Expected sales in units are as follows :


	January			10000
	February			12000
	March				14000
	April				16000
	May				11000
	June				9000
	July				9000


Company policy will be to maintain stocks of 10% of the following month's sales . 

No stock of raw material is required


Half of the sales will be for cash and half on credit . Of the credit sales , it has been decided to offer a 2% discount to debtors who pay in 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.


All purchases of direct material are from one supplier who extends a one month credit period


Advertising costs of £1000 will be paid in February


Variable overheads and direct labour are paid in the month incurred


The bank charges 2% 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 


REQUIREMENT


Prepare a budgeted cash flow statement for the six months to 30 June 2004 , showing each month separately
