[image: image19.png](a) Reasons for variances

[Inave reviewed the resuts for May 2009 Profitin the month was £807,200 driven by  10% price.
improvement over budget and increased volume. Afer flexing the original budget to allow for the increased
volume, we are reporting adverse expense variances of £44,000.

[The only significant favourable expense variance is labour. This is one cost which you might expectto be
[adverse because increased workioads tend to create high overtime costs. This was avoided by using
temporary workers and cost savings were made.

Material costs were 8% over budget The increase in brass costs does not adequately explain this
[variance. we need o investigate whether the use oftemporary workers, and the demotivating impact of
this on the permanent staff, may have led o higher levels of material wastage. It may be preferable to use
our own staff at overtime rates.

[Marketing costs were £7,000 over budget, no doubt due to the costs of the advertising campaign, and this
[seems to be money well spent.

The administration overspend s worring and needs to be investigated. It could have been a one-of.
[Atternatively, perhaps there are variable costs such as overtime or bonus that should not have been
budgeted as fixed costs.

(b) Recommendations.

[Budgets are useful for planning, coordination, authorisation and control. However, this requires the full and
enthusiastic involvement of the managementteam. | suggest that you need to:

- Involve the whole team in the planning process.

- insistthat al known factors and plans (such as the advertising campaign) are builtinto the budget.

- Assign responsibiliies to individuals for all aspect of the budget.

- Allow managers freedom to manage their budgets.





CBA Practice paper model answers 

Budgeting (BGT) 

Task 1.1
[image: image2.png]() Match the data in the first column with the appropriate source in the second column.

Data Source

[FVRC pubications
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Customs and
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products

Gross National
Product

Valus Added INew York Times
Tax (VAT) rates
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Office for
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Task 1.1 continued

[image: image3.png](b) Who would you contact in each of the following situations?
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Task 1.1 continued

[image: image4.png](c) Drag each item of revenue or cost

Cost

the list below and drop it into its appropriate budget.

[Cost of production

[Marketing

[Capital expenditure.

Production wages

[Advertising

[Warehouse exension

Raw material usage

Customer demand survey.

Commission paid to sales staff

[Personnel

[Wai

enance

Frinting recrutment application forms

Spare parts for production machines





Task 1.1 continued
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\J treatment for each of the following costs.
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Task 1.2
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(a) Complete the following production forecast for product P.

|opening inventory

© Question: 12

Section 1. Tasks and Questions.

IProduction

Isub-total

|sales

|Closing inventory

Closing inventory should be 30% of forecast sales volume for the following week.

‘The quarterly production requirements for product L are shown below.
10% of production fails the quality checks and must be scrapped.

(b) How many items of product L must be manufactured each month

Month1  Month2  Month3

[Required units 72000 90,000 81,000

Manufacturedunits | 80000 | 100000 | 90000

15,000 items of product M are to be manufactured in April
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[image: image7.png](b) How many items of product L must be manufactured each monith to allow for waste?

Month1  Month2  Month3

IRequired units 72000 o000 &1,000)

IManufactured units 80000 | 100000 | 80000





Task 1.2 continued

[image: image8.png](c) How much material must be purchased?

a111m

13011m

22,750m

23,000m

27,000m

36,000 items of product L are to be manufactured in May.
Each one takes 5 minutes to produce.
15 stafwill each waork 180 basic hours.

(@) How many overtime hours must be worked to complete the production?

180

300

360

3,000

7.200





Task 1.2 continued

[image: image9.png]{e) Calculate the machine hours needed to manufacture these

November.

Hours  Hours

Product Units perunit  required

I 140 1.5] 210
B 210 20 420
c 170 30 §10
[Total 1140

There are 3 machines in the department,
‘Addional machines can be hired i required.
Each machine can be used for 250 hours in Novernber.

How many additional machines should be hired? 2





Task 1.3
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(a) Complete these three working schedules.

Materials

Each unit produced requires 0 55kg of material.
Closing inventory will be valued atthe budgeted

purchase price.

Labour

Each item takes 4 minutes to produce. 8 staff work 200
basic hours each in the period. Overtime is paid at 50%

above the basic hourly ate.

Overhead

Candidate No: 1234656

© Question: 12

[Closing inventory of finished goods

Waterials Kg
[ovening inventory 2100 2000
Purchases 15.500) 27,12
|sub-total 17.600) 2912
[Used n production 16500 27200|

[ctosing inventory

1100]

Labour Hours
lBasic ime @ £12 per hour 1600) 19200
[overime 400) 7200|
frotal 2000 20400|

Overhead

|Variable @ £1.50 per hour

Hours,

Variable overhead s recovered on total labour hours. Fiea

(b) Now complete the operating budget.

Enter income, costs and inventories as positive

figures.

[Total

Operating budget

[sales revenue

£ per unit
29000 2.60)

[cost of goods sold:

[opening inventory offinished goods

[cost of proguction

wateriats

27200

lLabour

26400

loverneaa

6400|
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Task 1.3 continued
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Each item takes 4 minutes to produce. 8 staffwork 200

basic hours each in the period. Overtime is paid at 50%

above the basic hourly rate.

Overhead

|Variable @ £1.50 per hour

Variable overhead s recovered on total labour hours. Fiea

(b) Now complete the operating budget.

Enter income, costs and inventories as positive
figures.

Closing finished goods inventory wil be valued at
the budgeted production cost per unit

Use a negative figure to indicate 3 gross loss, for
example -500 or (500).

Use a negative figure to indicate an operating
loss, for example -500 or (500).

[Total

Operating budget

[sales revenue

£ per unit
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wateriats
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Task 1.4

[image: image12.png](a) Forecast the income for each quarter of next year.
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Task 1.4 continued

[image: image13.png]{b) Calculate these sales and cost budgets for April.

Budget for the year Budget for Apr

lunits sl 24,000 2,000
lUnits produced 25,000) 2,500
2 2
Isales 480,000 40000
[Materials used 80,000} 8000
lLabour 64,800 6900
[Variable production overhead 30,000} 3000
Fixed overhead 1,800 150





Task 1.4 continued

[image: image14.png](c) Prepare a cash forecast for May from the followi
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Task 1.5

[image: image1.jpg]aat





Task 2.1
[image: image15.png](a) Complete the following analysis.

There is labour available to make [37500 units in normal time. Therefore, [5250
hours of overtime will be needed,

“The raw material contractwill provide enough material to make 75000 units.
Therefore, [50000 kg will have to be purchased onthe open market

Quality control can test [apo00 units in the year. twill be necessary to make altermative
anrangements for [4000 units,

(b) From the following data,

evise the income forecast.

Nextyear income is forecast at £7,360,000. This assumes a 6% increase in selling price.
Inthe light ofincreasing competiion the marketing manager has decided notto make the increase.

The forecast should be revised to  [£;





Task 2.1 continued

[image: image16.png](c) From the following data revise the forecast for energy costs.

Nextyear energy costs are forecast at£ 228,800, This assumes a 4% increase in energy consumption and a
5% increass in gas and electricity tarifs

However energy saving measures are heing proposed. Instead of increasing, consumption should be
reduced by 10%.

‘The eneray budget should be [£198,000





Task 2.2
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favourable or adverse. The actual results have been entered for

Complete the Operating Report below:

‘Operating report for July

|sales revenue (68,000 units)

Flexed

budget £

Candidate No: 1234656 © Question: 12

[Raministration

[Total

[Operating profit

Enter adverse variances as negative,
for example -500.

|costs

Waterial

lLabour

Distribution

[Energy

[Equipment hire.

[Depreciation

Warketing

|Administration

[Total

|operating profit

Enter an Operating Loss as negative,

for example -500.
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Task 2.3
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To: Production Director Date: (Today)

From: Budget Accountant ‘Subject Review of Operation Statement

() Budget submission

| attach the proposed directlabour budgetfor next year for your consideration and approval

[The agreed production plan indicates an increase in volume to 800,000 units next year. No change in
productivty has been assumed. Therefore, the staffing level needs to increase by one to 23.

[The manager of human resources estimates that average pay willincrease by 6% next yearto £26,500.

(b) Performance indicators.

[There are a range of useful measures to monitor cost, eficiency, eflectiveness, and employee satisfaction.
Staff hours and output data should be available on a daily basis. Labour rates are reviewed periodically.
However, employee satisfaction is probably best canvassed once o twice a year. | recommend that we
conduct a weeky review of performance based on:

- inutes perunit

- Hours of overtime.

- Percentage of good output (or similar quality measure)

- Average noury rate.

We should also commission a confidential employee satisfaction and involvement questionnaire.
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