
Exercise walk-through

6.4
Budgeting

University Business



Managerial Accounting

Cost behaviour: date your assumptions
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TC = 1.20q + 4,200 with a step at 6,000; unit cost falls with volume.
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Managerial Accounting

Costing systems: choose your question

Job J-77: trace, then allocate

actual OH 7,400 vs applied 7,236:
under-applied 164

materials
950

direct labour
1,800

overhead pool 7,560
driver 2,100 DLH

= 3.60/hour

JOB J-77
950 + 1,800

+ 120h x 3.60 = 432
= 3,182

Absorption vs variable

variable
3.10

fixed
1.00

absorption unit 4.10

sell 3,000 of 4,200 made:
absorption 7,200 vs variable 6,000:

1,200 x 1.00 parked

Job J-77 costs 3,182; absorption parks 1,200 of fixed cost in stock.
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Managerial Accounting

Relevant costs: only changes get a vote

Relevant cost decides; the gates decide first

sunk costs (the packaging machine) and allocated fixed (4.10 absorption) are not consulted

OFFER: 800 meals at 3.60
relevant cost 3.10 + 0.15 = 3.25

GATE 1: idle capacity?
plan 4,020 in a 6,000 range - YES

GATE 2: price erosion?
sold outside normal channels - NO

ACCEPT: contribution 0.35 x 800 = +280

Pass both gates, then relevant cost 3.25 against 3.60 earns +280.
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University Business

Exercises 2.1·2.2

2 Practice
Sales forecasts (units): May 900, June 1,000, July 1,200, August 1,100. Price £18.
Collections: 75% in the month, 25% the following month. Closing finished inventory:
20% of next month’s sales. Materials £4 a unit; the production manager is bonused on
hitting the production budget.

2.1 Compute July’s production budget. [3]

2.2 Compute July’s cash receipts. [3]

2.3 Compute July’s materials purchases in pounds (ignore materials inventory). [2]

2.4 August demand collapses to 700 units. Compute the honest production budget, then
explain in two lines the parking that the manager’s bonus invites. [4]

2.5 In two lines: why does the cash budget differ from the profit budget even in a steady
month? [2]
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University Business

Exercises 2.1·2.2

2 Practice
Sales forecasts (units): May 900, June 1,000, July 1,200, August 1,100. Price £18.
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Solutions
2.1

• Closing = 20% × 1,100 = 220; opening = 20% × 1,200 = 240.
• Production = 1,200 + 220− 240.
• = 1,180 units.

2.2

• July sales £= 1,200× 18 = £21,600; June = £18,000.
• 0.75× 21,600 + 0.25× 18,000.
• = £20,700.

2.3

• 1,180× 4.
• = £4,720.

2.4

• Closing = 20% × 700 = 140; opening 220.
• Honest production = 700 + 140− 220 = 620 units.
• The bonus invites producing toward 1,180 anyway: ~560 extra units park fixed cost

in inventory.
• Reported profit rises while cash falls – the absorption trap meets the target (unit 6.3).

2.5

• Different measure: receipts/payments vs revenue/expense.
• Different timing: the 25% in transit and payment lags.
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University Business

Exercises 2.3·2.4

2 Practice
Sales forecasts (units): May 900, June 1,000, July 1,200, August 1,100. Price £18.
Collections: 75% in the month, 25% the following month. Closing finished inventory:
20% of next month’s sales. Materials £4 a unit; the production manager is bonused on
hitting the production budget.

2.1 Compute July’s production budget. [3]

2.2 Compute July’s cash receipts. [3]

2.3 Compute July’s materials purchases in pounds (ignore materials inventory). [2]

2.4 August demand collapses to 700 units. Compute the honest production budget, then
explain in two lines the parking that the manager’s bonus invites. [4]

2.5 In two lines: why does the cash budget differ from the profit budget even in a steady
month? [2]
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University Business

Exercises 2.3·2.4
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University Business

Exercise 2.5

2 Practice
Sales forecasts (units): May 900, June 1,000, July 1,200, August 1,100. Price £18.
Collections: 75% in the month, 25% the following month. Closing finished inventory:
20% of next month’s sales. Materials £4 a unit; the production manager is bonused on
hitting the production budget.

2.1 Compute July’s production budget. [3]

2.2 Compute July’s cash receipts. [3]

2.3 Compute July’s materials purchases in pounds (ignore materials inventory). [2]

2.4 August demand collapses to 700 units. Compute the honest production budget, then
explain in two lines the parking that the manager’s bonus invites. [4]

2.5 In two lines: why does the cash budget differ from the profit budget even in a steady
month? [2]
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University Business

Exercise 2.5

2 Practice
Sales forecasts (units): May 900, June 1,000, July 1,200, August 1,100. Price £18.
Collections: 75% in the month, 25% the following month. Closing finished inventory:
20% of next month’s sales. Materials £4 a unit; the production manager is bonused on
hitting the production budget.

2.1 Compute July’s production budget. [3]

2.2 Compute July’s cash receipts. [3]

2.3 Compute July’s materials purchases in pounds (ignore materials inventory). [2]

2.4 August demand collapses to 700 units. Compute the honest production budget, then
explain in two lines the parking that the manager’s bonus invites. [4]

2.5 In two lines: why does the cash budget differ from the profit budget even in a steady
month? [2]
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Solutions
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• Production = 1,200 + 220− 240.
• = 1,180 units.

2.2

• July sales £= 1,200× 18 = £21,600; June = £18,000.
• 0.75× 21,600 + 0.25× 18,000.
• = £20,700.

2.3

• 1,180× 4.
• = £4,720.

2.4

• Closing = 20% × 700 = 140; opening 220.
• Honest production = 700 + 140− 220 = 620 units.
• The bonus invites producing toward 1,180 anyway: ~560 extra units park fixed cost

in inventory.
• Reported profit rises while cash falls – the absorption trap meets the target (unit 6.3).

2.5

• Different measure: receipts/payments vs revenue/expense.
• Different timing: the 25% in transit and payment lags.
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