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You are employed as a trainee accountant with the Magic Lantern Co. Ltd. From the following information which relates to the company, you are required to prepare a month by month cash budget for the second half of 2011:



· A magic lantern sells for £40 and has a variable cost of £26 made up as follows :

· Materials		£20
· Labour		£4
· Overhead		£2


· Fixed production costs amount to £27000 per month and are paid on the 25th of each month


· Credit sales forecast for 2011 , in units are as follows :

· May				1000
· June				1200
· July				1400
· August			1600
· September			1800
· October			2000
· November			2200
· December			2600
· January			2400











· Production Quantities :

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


Month					Aug.	Sept.	Oct.	Nov.	Dec.

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


· Cash sales , at a discount of 5% , are expected to average 100 units a month


· Of the items which are sold on credit, payment is forecast to be received from customers in the following pattern:

· 60% of customers will pay one month after sale
· 39% of customers will pay two months after sale
· The balance is not normally received (i.e. it is a bad debt)

Also, those customers who pay within 1 month of sale will receive a discount from the company of 4%.


· Suppliers of materials are paid two months after the materials are used in production


· Wages are paid in the same month as the magic lanterns are produced


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


· Corporation tax of £18000 is to be paid in October 2011


· A new delivery vehicle costing £8000 was bought in June 2011and is to be paid for in August 2011. The old vehicle was sold for £600 , the buyer undertaking to pay in July 2011.

· The company is expected to receive an enterprise grant of £80000. 75% of this will be received in July 2011 and the remaining 25% in October 2011.

The company is also planning to make an issue of additional ordinary shares in September 2011.  50000 ordinary £1 shares will be issued at an expected value of £1.60 each. Shareholders will pay for their investment in instalments whereby 50% of the amount due will be payable by the end of September 2011 and the remainder not due until March 2012.

· Following the issue of additional share capital, the company has forecast that it will pay an interim ordinary dividend of 2pence per share in October 2011. At 1 July 2011, the company’s ordinary share capital consisted of 20000 £1 shares. It also plans to propose a final ordinary dividend at the end of December 2011 of 5pence per share. The proposed dividend will be paid in January 2012.

· The company currently rents its warehouse for a monthly payment of £1350. However, in September 2011 the company is planning to purchase the freehold of the building. This will be at an estimated market value of £367000. The company is planning to pay a cash deposit in September of £17000. A mortgage loan will be taken out for the remainder of the funds. It is forecast that the monthly mortgage repayments will amount to £830 and these will commence in October 2011.

· The company is expected to be £3000 overdrawn at the bank at 30 June 2011.

· If the business is overdrawn at the end of any month, it will be charged interest at an annual rate of 8.9%. This will be charged to the company’s account on the 3rd day of the subsequent month.
However, if the business is in credit at the end of the month, interest will be credited to its account on the 3rd day of the subsequent month calculated at an annual rate of 5.9%.





REQUIREMENTS


TASK 1


Prepare a cash budget for the business for the 6 month period to December 2011.

Ignore VAT during this assignment.

Work to the nearest £.

