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Budgeting - Lecture 
Question 1: Wood plc will commence manufacture of two new products starting at the beginning of April 2021.
The estimated revenue and costs relating to the two products are as follows:
	
	£ per unit of product

	
	Product 1
	Product 2

	
	£
	£

	Selling price
	60
	44

	Raw material A @ £24 per kg
Raw material B @ £6 per kg
	(24)
(6)
	(12)
(3)

	Direct labour @ £16 per hour
	(8)
	(4)

	Fixed overheads @ £8 per hour
	(4)
	(2)

	Profit
	18
	23



Wood plc expects to be able to sell 30,000 units of Product 1 and 40,000 units of Product 2 during the month of April 2021. The level of sales is then expected to increase at a rate of 3% per month.

The management accountant at Wood plc has provided you with the following additional information:
· It is company policy to end each month with finished goods inventory levels sufficient to meet 20% of the following month’s budgeted sales;
· The closing inventory levels for raw materials at the end of each month needs to be sufficient to meet the following month’s production requirements.

Prepare the following monthly budget information for each product for the months of April, May and June 2021:
i. The sales budget in units and in terms of revenue; 
ii. The production budget (in units).




