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1 Read Source A in the insert.

(a) State two purposes of preparing a cash budget.
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Workings:

[12]
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4

(c) Prepare the budgeted statement of profit or loss for the three-month budgeted period ending
31 January. Start your answer with the gross profit.

Workings:

[4]
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Additional information
To improve the future cash position the directors have two options.

Option 1 Offer a cash discount of 2.5% to credit customers if they pay one month after sales.
It is estimated that 80% of the credit customers will take the cash discount.

Option 2 Pay the suppliers two months after the purchases.

(d) Advise the directors which option, if either, they should choose. Justify your answer.

[Total: 25]
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2 Read Source B in the insert.

(a) State two benefits of variance analysis.
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[2]
(b) Calculate the following variances:
(i) sales price
..................................................................................................................................... [2]
(ii) sales volume (as a measure of change in profit)
..................................................................................................................................... [2]
(iii) direct material total
..................................................................................................................................... [2]
(iv) direct labour total
..................................................................................................................................... [2]
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(v) fixed overhead total.

Additional information
Each unit requires two standard labour hours. The actual labour hours are 3456.

(c) Explain the likely reasons for the direct labour total variance calculated in (b)(iv). Support
your answer with the calculation of other relevant variances.
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Additional information

The standard direct material used for each unit is 3 kilos at $6 per kilo. The actual price in July
was $6.40 per kilo. The existing supplier has announced that the direct material price it charges
will increase by 5% from August.

The directors have approached a new supplier who has quoted the price of $6.20 per kilo with a
minimum of 10000 kilos per order.

(d) Advise the directors whether or not they should change to the new supplier. Support your
answer with relevant calculations.

[Total: 25]
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