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	Practice activity 
Learning activities are the tasks and exercises that assist you in gaining a clear understanding of the content in this workbook.  It is important for you to undertake these activities, as they will enhance your learning.
Activities can be used to prepare you for assessments.  Refer to the assessments before you commence so that you are aware which activities will assist you in completing your assessments.
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	Collaboration 
Whether you discuss your learning in an online forum or in a face-to-face environment discussions allow you to create and consolidate new meaningful knowledge.
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	Self-check
A self-check is an activity that allows you to assess your own learning progress. It is an opportunity to determine the levels of your learning and to identify areas for improvement.
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	Readings (Required and suggested)
The required reading is referred to throughout this Student workbook. You will need the required text for readings and activities. 
The suggested reading is quoted in the Student workbook, however you do not need a copy of this text to complete the learning. The suggested reading provides supplementary information that may assist you in completing the unit.
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	Video
Links to videos will give you a deeper insight into subject matter discussed in this workbook. If you use the student workbook in a digital format you will be able to click on the link to the video. If you are working from a printed version you will need to look these up using the URL provided.




[bookmark: _Toc24552377]Introduction
This unit describes the skills and knowledge required to prepare and document operational budgets for a variety of organisations.
It applies to individuals who use specialised knowledge and systematic approaches to undertake a strategic financial activity for an organisation.
It is essential that you begin your training by becoming familiar with the industry standards to which organisations must conform. 
This student workbook covers the following topics:
1. Overview of budgeting.
2. Prepare operational budgets.
3. Budgeting and performance indicators.
There are a number of activities in this workbook that students can complete. A separate excel workbook, with templates, has been created and will be provided to you by your trainer. Students can then complete the activities on the templates found in the excel workbook. 
The file name of the excel workbook is FNSACC412_SW_1of1_SR1 .xlsx
Figure 1 Two people with a laptop
[image: 504522298-xl.jpg]


Topic 1
Overview of 
budgeting


[bookmark: _Toc24552378]Topic 1: Overview of budgeting
[bookmark: _Toc24552379]Definition of a budget 
A budget is a formal written statement of management’s plans for the future expressed in financial terms.
[bookmark: _GoBack]It shows the goal of the organisation, what it takes (expenditures) to achieve those goals and what it expects to make (income) when carrying them out. 
The budget sets spending limits and is usually broken down to the individual departments or business units. Typically, budget numbers are compared to actual results every month to determine how well the organisation is meeting its targets. 
To develop a budget, an organisation needs to look at the following: 
Goals—what you are trying to achieve. 
For example, sales of $10,000, 150 new customers or 1% defect rate. Use the SMART technique for goal setting Specific, Measurable, Attainable, Realistic, and Time-driven. 
Revenues that you are likely to generate with your products or services. When market conditions are tough and revenues are likely to be less, there will be less money available to pay for expenses. 
Costs—how much would it cost to pay for resources you need to reach your goals? To accurately cost resources, you will need to break down your goals into smaller components. 
For example, to reduce the level of defects, you might need to allocate funds for training staff, hiring a consultant to review internal processes or change the supplier for raw materials you use.
Figure 2 Budgeting is a team effort – Group of people in discussion at a table.
[image: Business people huddled around paperwork on table : Stock Photo]

	[image: ] 	Practice activity
[bookmark: _Toc24552380][bookmark: _Toc877353][bookmark: _Toc11228380]Activity 1.1: Budget definitions
Conduct some research and find definitions for the following terms:
1. Statistical analysis

2. Operational budgets

3. Budget variance

4. Forecasting

5. Budget milestones

6. Stakeholders	



7. Featherbedding, as it applies to budgeting

8. Static budget

9. Flexible budget

10. Zero based budgets

11. Continuous budgeting	

12. Master budget





	[image: ] 	Practice activity
[bookmark: _Toc24552381]Activity 1.2: Budget goals
1. What are SMART goals?

2. A business wants to increase profits next year by 5%. Develop a set of 5 subsidiary goals that could be included in a budget that will help achieve the increase in profits by 5%. Remember they should be SMART goals.

[bookmark: _Toc24552382]What are Budgets used for?
Budgets can be used for a number of purposes, including:
· Planning
· Organising
· Leading
· Control
Planning
Budgets are a planning tool used by businesses. They are
A means of broadcasting the goals of the business to staff.
Expressing business goals in concrete terms – usually in numbers.
Identifying how the business will achieve its goals.
Clearly identifying what each team or person must achieve in order to reach the business goals.


Organising
Budgets are a useful tool that a business can use to:
· Identify the relationships between the different teams and departments in a business.
· Encourages the different teams and departments to work together. For example, the production department will need a sales forecast from the sales and marketing department before they can prepare their production budgets — labour, raw materials, overheads.

Leading
Budgets are a tool that management can use to:
· Communicate and articulate where the business is heading and how it plans to get there.
· Motivate staff to work toward business goals. Achievement of budgets can be used as a way to reward staff by paying bonuses or by recognising staff through staff awards.

Control
Management can use budgets as a tool to:
identify if the business is on track to achieve its goals
identify where the business is not working as efficiently as it should
identify where corrective actions need to be taken to get the business back on track to achieve its goals.


[bookmark: _Toc24552383]Budgeting process

Figure 3 Budget process.
	[image: ] 	Practice activity
[bookmark: _Toc24552384]Activity 1.3: The budget process
1. In your own words explain what the above diagram is showing

Here is an example of a budgeting process for a retail organisation.
1. The general management develops a strategic plan with input from branch managers.
2. Each branch manager develops a budget that includes planned activities and costs to meet goals set in the strategic plan. This process will involve forecasting customer demand, sales, purchases and operational expenses. It is produced in collaboration with marketing, procurement, HR, finance and other departments.
3. Capital expenditure budget will also be prepared.
4. The general manager, with the assistance from the accountant will review and compile submitted budgets into one financial budget. This budget would include a budgeted income statement, balance sheet and cash budget. The aim of all this work is to ensure that the organisation’s master budget meets all statutory and legislative requirements as well as the organisation’s goals.
 [image: ]	Video
The link below is to a video which introduces budgets, detailing the difference between short term and long term budgets and the importance of the budgeting process.
1. Video —  Introduction to budgeting



There are two approaches to budget preparation
Top-down
Budget targets and standards are imposed by top management onto workers.  With this approach, those that are responsible for meeting the budgeted targets are not involved in the setting of the budget. 
The advantages of this method include:
Budgets that are focussed on organisational goals.
It avoids errors from inexperienced managers.
It avoids problems when managers that do not agree with, or understand, the strategic goals of the company.
The disadvantages include:
A reduction in the motivation of the “owners” of the budget targets. The workers who are tasked with actually achieving a budget target may be less motivated to do so as they have had no input into setting the target.
A potential lack of detail as the person developing the budget target is not directly involved in the work being budgeted for. 
Bottom-up
Management sets overall corporate objectives and provides structural guidelines for preparing the budget. Staff at various levels can then base their budgets on management’s framework.
These budgets then become integrated vertically with the master budget. Some senior managers may be uncomfortable with this method of budgeting as it is seen as a loss of control by senior managers.
Managers may also build “slack” into their budgets to make them easier to achieve.  However, if a manager is involved in creating the budget they are to work to, the budget may be more accurate and the manager more motivated to achieve the goals set.


	[image: ] 	Practice activity
[bookmark: _Toc24552385]Activity 1.4: The budget process
1. What are the main differences between the ‘top down’ and ‘bottom up’ approaches to budgeting?

2. Which do you think is a better way to budget — top down or bottom up?


[bookmark: _Toc24552386]Goals of budgeting
Goals of budgeting are: 
provide organisational estimates of revenues, expenses, human resource needs, and equipment requirements
provides the basis to develop coordinated management procedures and policies for both the short term and the long term
Provides methods of control for comparison and evaluation of actual operating results.


What makes a good budget?
brings attention to where it is needed 
clear 
flexible 
informative 
involves the right people 
links objects and resources 
realistic 
timely 
understandable.
[bookmark: _Toc24552387]Advantages and disadvantages of budgeting
Table 1 List of advantages and disadvantages.
	Advantages
	Disadvantages

	encourages participation and enhances communication among management, employees, and customers 
allows comparison between the standards developed and actual results 
may provide a variety of different operating scenarios 
forces the organisation to look into the future 
requires those involved to be aware of the internal and external factors affecting the organisation.
	the time and resulting costs in preparing the budget may be considerable 
based largely on "unknown" information and estimates 
may require the use of confidential information 
behavioural aspects—there could be a tendency to "spend to the budget".





[bookmark: _Toc24552388]Budgeting polices and procedures
Budgeting is of critical importance for many businesses. It is a document that sets out the goals of the business and how they plan to achieve those goals. Managers and employees can have their income, advancement and status within a business determined by how they perform in comparison to the business budget.
Most businesses will have a clear policy and procedure for budgeting. This policy and procedure will set out the basics of the budgeting process including:
The timeframes for the preparation and acceptance of the budget. Budgets can take many months to prepare, timetables need to be developed to ensure the task stays on track and is completed on time. 
The development phases of the budget – who is responsible for what, and when it should be done. Building a budget is a complex task requiring input from across the organisation. Some parts of the budget cannot be completed until other parts have been completed. A plan needs to be in place so those interdependencies are identified, all are aware of them and participants in the process know what is expected of them.
How forecasts are be generated. There are a multitude of ways to forecast. Most businesses will want forecasting to be carried out in a consistent manner that is clearly understood by all who use the budget forecasts.
The systems and templates to be used in gathering budget information.
What the budget will look like, what form it will take (online, paper based etc.)?
The approval process, who is responsible for the approval and distribution of the budget. How will people know when the budget is approved?
What happens after the approval of the budget, how can it be amended if it needs amendment?
Budget analysis. How will the budget be reviewed? The frequency of the review process, how the review is to take place, what happens when there are variations from budget, what will be the consequences of a budget variance.
How one year’s budget process will feed into the next year’s budget cycle?
[image: ] 	Suggested reading
In appendix 2 of this workbook you will find a series of links to some examples of documents which sets out budgeting policies and procedures. Review these links and documents to get an idea of how different organisations go about preparing their budgets.
	[image: ] 	Practice activity
[bookmark: _Toc24552389]Activity 1.5: Budget policy and procedure
Go to the Campbelltown City Council (South Australia) web site and locate their ‘Budget Preparation Policy”.  
Link https://www.campbelltown.sa.gov.au/webdata/resources/files/Budget%20Preparation%20Policy.pdf
Skim read the policy to get an idea of what sort of things are included in the policy
1. Read section 1 of the policy, in your own words, what is the purpose of the policy?

2. Read the section on ranking projects, summarise the rules on how projects are ranked.

3. If you worked for Campbelltown City Council, would this policy provide you with all the information you would need to create a budget for the council?


	[image: ] 	Practice activity
[bookmark: _Toc24552390]Activity 1.6: Budget policy and procedure
Go to the web site for the budget policy for the University of Technology Sydney. 
Link https://www.fsu.uts.edu.au/procedures/budgeting-forecasting-reporting-procedures.pdf
1. This is a much more comprehensive document. How many pages does it have?

2. Go to chapter 4 ‘Planning and budget cycle’, section 4.2 ‘Budget overview’. 
3. When does the budget cycle start?

4. When is that budget actually implemented?

5. Explain in your own words what happens in the budget process during January.

6. Why do you think the budget follows a calendar year and not a financial year?



7. Look at section 7.2 ‘Budget development by Faculties and Divisions’. Scroll down to the sub heading ‘Budgeting Principles’. Read the first 5 dot points. What is the purpose of these points?


8. If you were asked to prepare a budget for a division at the university, and you did not understand what some of these points meant, what would you do?

9. After reading dot points 1 to 5, summarise the obligations a budget preparer has when creating their budget?


	[image: ] 	Practice activity
[bookmark: _Toc24552391]Activity 1.7: Prepare a budget policy and procedure
Click on the link to accounting tools 
Link:  https://www.accountingtools.com/articles/2017/5/16/budgeting-procedure
Read this article, it sets out what is usually found in a budgeting policy and procedure.
Click on the link to the template for the budget policy and procedure 
Link: Template Budget policy and procedure
Think of a business or organisation you are familiar with. Think about how it might go about the process of preparing a budget.
TASK: Fill in the template for a budget preparation policy for your chosen business. It does not need to be detailed policy. 
[image: ] 	Practice activity
[bookmark: _Toc24552392]Activity 1.8: Benefits and disadvantages of budgets
Think about the diagram below and answer questions 1 to 4 below
[image: ]
Figure 4 Benefits and disadvantages of budgeting

1. Using the table below, write in the most important disadvantages and advantages of preparing a budget
2. Give each advantage and disadvantage a score of 1 through to 5, with 1 being of the least importance, and 5 being of the most importance. You can use the same score (1, 2, 3, 4 or 5) as many times as you think appropriate
3. Tally up the scores on the table
Table 2 Advantage & disadvantages of budgeting
	Advantages
	Score
	Disadvantages
	Score

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	TOTAL
	
	TOTAL
	



4. Is budgeting a worthwhile exercise?


[bookmark: _Toc24552393]Forecasting techniques
Factoring in historical data
When budgeting, using historical data could make the process easier. Using previous financial information could reveal trends that could help you determine specific budget numbers. For example, if sales have steadily increased by 10% over the last three years, this can be used to assume that it will happen again. 
 Historical data could also come from external sources, such as industry data and market research publications. When using historical data, it is essential to ensure that it is reliable and comes from a good source and that the current market/industry has not changed significantly.
Internal and external factors affecting forecasting
There are several factors affecting forecasting. 
Internal:
· past sales levels and trends for the company
· new products planned by the company
· the intended pricing policy of the company 
· capabilities of staff to handle new strategic goals
· planned advertising and product promotion.

External:
· general economic trends
· economic trends relating to the industry
· political and legal events
· expected activities of competitors and customers.
Budgets are generally created either using some sort of software package, the two most common solutions are:
· A spreadsheet application, like MS Excel. This is generally used for small scale budgets where only limited numbers of people are involved and the budget is not a complex document.
· The second option is to use specialised accounting packages which incorporate a budgeting option. SAP is an example of one such software package. These packages allow far greater collaboration and input from large numbers of people across the organisation. Other advantages of using these sorts of packages are:
 it allows the  centralisation of all information in the one system, 
it can avoid duplication, 
it can clearly indicate what budget figures have been approved or are still draft, 
reduces calculation errors and allows for quick analysis. 
Several software applications come with reporting features able to give a quick visual representation in graphs and tables. 
[bookmark: _Toc24552394]Forecasting methods
Forecasting is essential in assessing how much the budget should be. Various techniques and tools can be used to help forecast costs. A budget is an estimate and no technique is a guarantee. However, using a standard tool allows for consistency in forecasting. 
Forecasting methods can be qualitative or quantitative. In practice, a combination of methods can be used.  Qualitative methods are generally based on knowledge or experience, whereas quantitative methods are based on numbers and analysis of the numbers. 
Qualitative methods include: 
Jury of executive opinion—a select group of managers, meets and arrives at an estimate of demand.
Sales force composite—each salesperson submits an estimate of sales.
The Delphi technique—experts’ opinions are sought by the use of questionnaires.
Market research—customers and potential customers are asked about their proposed buying behaviour.


Quantitative methods include:
Using the average—taking the average of actual yearly numbers can help to forecast what the next budget could be. 
For example, you can take information from the past five years and average it. 
Another approach would be calculating the average percentage change in revenue over the past 5 years and then use this average to increase the revenue budget from the current years revenue. You will need to factor in changes to economic variables like inflation or changes in taxes.
Table 3 Sales revenue of ABC Pty Ltd.
	Year
	Revenue 

	20X2
	$101,500

	20X3
	$114,500

	20X4
	$98,750

	20X5
	$103,400

	20X6
	$112,500

	20X7
	$???



To calculate sales forecast for 20X7, add actual sales for 20X2-20X6 and divide by five (5).
($101,500 + $114,500 + $98,750 + $103,400 + $112,500) ÷ 5 = $106,130.
Alternatively, use the percent change method.
Table 4 Sales revenue of ABC Pty Ltd, including percentage change.
	Year
	Revenue
	Percentage change

	20X2
	$101,500
	

	20X3
	$114,500
	13%

	20X4
	$98,750
	-14%

	20X5
	$103,400
	5%

	20X6
	$112,500
	9%

	20X7
	$???
	???%


Average percent change is 3%, then sales forecast for 20X7 is $112,500 + $112,500 × 3% = $116,033.
[image: ] 	Practice activity
[bookmark: _Toc24552395]Activity 1.9: Forecasting using quantitative methods
Look at the following data set and answer the questions below:

Table 5 Sales data
	Year
	Sales $
	Percentage increase/ decrease

	20X1
	785,500
	

	20X2
	799,000
	

	20X3
	787,500
	

	20X4
	801,000
	

	20X5
	800,500
	

	20X6
	
	



1. Calculate the percentage increase in sales from year to year. Enter the answer on the table.
2. Calculate the average percentage increase in sales over  the period 20X1-X5

3. Estimate the sales for 20X6 based on the average percentage increase over 20X1-X5

[image: ] 	Practice activity
[bookmark: _Toc24552396]Activity 1.10: Forecasting using quantitative methods
The following table contains the record of payments for electricity over the past 4 years:
Table 6 Electricity expense
	Year
	Electricity Bill
	Change in cost
	Percentage change in cost

	20X1
	$27,500
	
	

	20X2
	$27,800
	
	

	20X3
	$27,500
	
	

	20X4
	$32,800
	
	

	20X5
	
	
	



1. Examine and think about the data, in particular the rate of change in the costs from year to year. Complete the table by calculating the last two columns

2. Describe a statistical method that could be used to forecast the electricity bill for 20X5.


3. Forecast the electricity bill for 20X5.




4. Do you think this is a good forecast of what 20X5’s electricity bill will be? Explain.


Regression analysis
Regression analysis is a statistical tool used to find the relationships between variables. This tool is used to predict future values. Using this tool as a method of forecasting requires knowledge in statistics. MS Excel is very helpful for this analysis.
For example, you could look at the relationship between Sales of product A and cost of product B. If the cost of product B could be estimated, then using regression analysis, you could estimate sales of product A.
Like all other tools, it is not perfect as it uses a range of assumptions and disregards economic trends, differences in management styles and other factors.
If you wish to know more, you can read more at the MarketingProfs website.


[bookmark: _Toc24552397]Budget classifications
Budget timeframes
Budgets can be prepared for any number of time periods from a very short time frame, say 1 day, to very long periods of time, anything up to 30 — 40 years. A common classification is:
Short term — from 1 day to 1 year.
Medium term — from 6 months to 5 years.
Long term — from 5 years to 40 years.
Short term budgets are developed to cover daily, weekly, monthly, quarterly and yearly operations. The use of sophisticated information management systems allow businesses to monitor and report on things like revenues and costs down to the minute or hour, with a high degree of accuracy. This allows managers to measure performance against budgets in real time and take action to fix emerging problems. The supermarket industry is one that uses very short term budgets to monitor sales and make adjustments to things like inventory levels based on the feedback from their budgetary systems. 
Medium and long term budgets are far less accurate in their forecasts than short term budgets. The business environment is a dynamic one and making forecasts years into the future is a very uncertain exercise. However many businesses, governments and other organisations attempt it. The value of having a forecast, even one with great uncertainty attached to it, is seen as preferable to having no forecast. Before any major project such as a toll road, mine or hotel development is undertaken an attempt will be made to forecast the key revenues and costs such as traffic flows, commodity prices and tourist numbers well into the future.

Flexible budgets
One way of trying to reduce the uncertainty around budget forecasts is to produce a flexible budget. These budgets show expected results for a range of levels of activity, usually revenue. In effect there are a range of budgets prepared based on different levels of activity. An estimate is made of the lowest level of activity expected and a budget is prepared on that low level of activity. Another budget is prepared on the assumption that activity will be at a high level. A number of additional budgets can also be produced for activity levels somewhere in between the high and low levels.  
The amount of work needed to produce this range of budgets can be lessened by classifying costs as either fixed or variable.
Fixed costs are those costs that do not change over the specified range of activity. For example rent on a shop, the rent will stay the same no matter how many customers are served. The capacity of the shop to serve customers is between 1 and 75,000 customers. At any level of activity between 1 and 75,000 customers rent is a fixed cost, it does not change. At 75,000 customers the shop might reach its capacity, any increase in the number of customers over 75,000 will require an additional or larger shop to be rented. We say that rent is a fixed cost over the range of 1 to 75,000 customers. If activity goes above 75,000 customers rent will not remain at its original fixed cost. Examples of costs that are usually classified as fixed costs are things like:
Council rates
Insurance
Managers salaries
Variable costs. These are the costs that rise proportionally with increases in the level of activity. An example is sales commissions. A business might pay its sales staff a 2% commission on each dollar of sales they make, if they sell $100 worth of goods they receive $2 in commission, if they make $200 worth of sales they receive $4 commission. Examples of costs that are sometimes classified as variable costs include
Cost of goods sold
Packaging and wrapping costs for sales
Delivery costs for sales made
The classification of costs into variable and fixed can make it easier to create a number of budgets over a range of activity levels. For example:



Kembla Wholesale Confectionary — Flexible Budget 20X1 for Super Sours
Table 7 Kembla Wholesale Confectionary Flexible Budget
	
	Unit cost/ price
$
	Sales of 10,000 units 
$
	Sales of 50,000 units 
$
	Sales of 100,000 units $

	Sales
	5.00
	50,000
	250,000
	500,000

	Cost of goods sold
	2.00
	20,000
	100,000
	200,000

	Delivery costs
	0.50
	5,000
	25,000
	50,000

	Gross profit
	
	25,000
	125,000
	250,000

	
	
	
	
	

	Other variable costs
	0.10
	1,000
	5,000
	10,000

	Rates and Taxes
	
	2,000
	2,000
	2,000

	Rent
	
	10,000
	10,000
	10,000

	Managers salaries
	
	50,000
	50,000
	50,000

	Other fixed costs
	
	30,000
	30,000
	30,000

	Net Profit/Loss
	
	(68,000)
	28,000
	148,000



[image: ]	Video
The link below is to a video on flexible budgeting.
Video — Flexible budgeting

1. 

[image: ] 	Practice activity
[bookmark: _Toc24552398]Activity 1.11: Flexible budgets
Using the following information and the template below, create a flexible budget for Basement Curtains and Blinds. 
Table 8 Budget details Basement Curtains & Blinds
	Item
	Value $

	Sales revenue
	775.00 per job

	Cost of goods
	260.00 per job

	Delivery & installation
	70.00 per job

	Rent
	15,000 PA

	Office expenses
	25,000 PA

	Advertising
	1% of revenue

	Commissions 
	2% of revenue

	Communication expenses
	6,000 PA

	Rates & taxes
	2,500 PA



Figure 5- Production of a budget may take more time and effort than first thought.
[image: 500667366-xl.jpg]


Basement Curtains and Blinds – Flexible budget 20X1
Table 9 Basement Curtains & Blinds Flexible Budget
	
	Unit cost/ price $
	Sales of 150 units $
	Sales of 300 units $
	Sales of 500 units $

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	Net Profit/Loss
	
	
	
	



Static budgets
Static budgets assume one level of activity and are created based on that one level of activity. To use a static budget means there is a high degree of confidence that the forecasted level of activity will eventuate.
Zero based badgets
Zero based budgets are budgets that are created from scratch each year. Past budget figures are not considered relevant, or are not available from previous years. Each budget forecasts is developed based on research into the market the product is being sold into. Zero based budgets are common when a new product or business is being established and there is no previous data to use. The confidence in the forecasts is usually less with zero based budgets, rather than those forecasts based on previous years data.

Rolling budgeting
Rolling budgets are common in medium term and long term budgeting. An existing budget is updated periodically, or when new or more accurate information comes to hand. 
The Australian Government produces an annual budget with detailed forecasts for the following year for things like tax receipts and government expenditures. They also produce what are called forward estimates which are less detailed predictions of some receipts and expenditures for up to 10 years into the future. The forecasts that are further into the future have a higher degree of uncertainly attached to them. Each year the forward estimates are reviewed and updated. As the forward estimates get closer to being the forecasts that make up the next years budgets, they are refined further still. By the time they are included in the budget, there has been considerable amounts of work done on refining the forecasts to make them as accurate as possible.
Businesses can carry out the same sort of process where long term predictions are made for revenues and costs. These predictions are revised each year to take account of changed business, market and cost conditions. By the time the long term predictions get to be the next year’s budget they will have been revised many times and are hopefully now a far better estimate of what will actually happen. 
[image: ] 	Practice activity
[bookmark: _Toc24552399]Activity 1.12: Approaches to budgeting

1. Describe the difference between a zero based budget approach and a rolling (continuous) budget approach.

2. When would it be appropriate to use a:
a. Zero based budget approach.
b. Rolling (continuous) budget approach.

Master budgets

A master budget is the overall budget of an organisation or business, it is more a collection of a number of different budgets rather than one single budget. These individual budgets feed into each other, one budget will rely on information from another budget. For example the sales budget will determine the level of activity for the cost of goods sold budget.
The types of budgets found in a master budget will vary from organisation to organisation and will depend upon the characteristics of the organisation. For example a shoe retailer will not have a manufacturing budget where as a bakery will have a manufacturing budget.
[image: ]	Video
The link below is to a video which introduces the topic of master budgets.
Video — Master budgets
Figure 6 The master budget will require the production of several budgets
[image: CUAACD301 Produce drawings to communicate ideas.jpg]


Topic 2
Prepare operational 
budgets


[bookmark: _Toc24552400]Topic 2: Prepare operational budgets
[bookmark: _Toc24552401]Types of budgets
A master budget is a combination of all budgets for an organisation.
[image: ]
Figure 7 Master budget retail.
Budgets that are prepared for a retail organisation may include: 
1. Sales budget that estimates future sales. This is usually broken down into units and dollars. This is the first budget to prepare, as it will be used as the basis for all other budgets in the organisation.
2. Purchases budget estimates how many units must be purchased to support projected sales. It is usually different to sales units as it includes opening and closing level of inventory. It can be prepared in units and dollars.
3. Cost of goods sold budget estimates cost of projected sales.
4. Operating expenses budgets estimate the cost of marketing, administration and financial expenses to support revenue generation.
5. All these operating budgets are consolidated in the budgeted income statement. Preparation of operating budgets and the income statement is the purpose of this unit.
6. A cash budget is prepared next. It predicts future cash receipts and payments. It helps a business determine whether revenues will be sufficient to cover expenses and if the company needs to get a loan to cover expenses. It will also include capital items, such as the purchase of non-current assets, repayments of borrowings, payments of dividends and other cash movements.
7. Budgeted balance sheet and budgeted cash flow statements are prepared. Some small businesses only prepare operating budgets.

Manufacturing organisations prepare additional budgets for direct materials, direct labour and factory overheads to calculate the cost of finished goods. The budgeting structure for a service organisation is given below.
[image: ]
Figure 8 Master budget service.


[image: ] 	Practice activity
[bookmark: _Toc24552402]Activity 2.1: Master budget
The master budget is a combination of all the budgets for a business. Use the following table as a guide:
1. List all of the subsidiary budgets that would need to be prepared for a master budget for hardware retail business. 

2. Indicate in the last column the order in which the budgets should be prepared. Use a sequence code (1 for the first and 5 for the last, you may use the same number multiple times if the budgets can be prepared simultaneously).
Table 10 Master budget sequence
	Master Budget — Hardware retailer

	Subsidiary Budget 
	Sequence (1 to5)

	
	

	
	

	
	

	
	

	
	

	
	

	
	





[bookmark: _Toc24552403]Sales budgets
The sales budget is the first budget to be prepared. Following is an example of how to prepare a sales budget. 
Example 2.1
Henderson’s Bikes Pty Ltd are retailers of road and mountain bikes and they are preparing their quarterly sales budget. They market two types of bikes, the RB7 for use on the road and the MB2 mountain bike for use on rough terrain. 
Sales figures are also divided into two regions, NSW and VIC. Management uses its historical sales to assist in preparing the sales forecast. The sales for the quarter ended March 20X7 were as follows: 
Table 11 Henderson’s Bikes actual sales 20X7
	Henderson’s Bikes Actual Sales Figures 20X7

	Sale Price RB7 
	420
	

	Sale price MB2
	750
	

	 
	January
	February
	March
	Quarter

	NSW
	RB7
	MB2
	RB7
	MB2
	RB7
	MB2
	RB7
	MB2

	Sales Revenue
	25,200
	15,000
	20,580
	15,000
	21,000
	21,750
	66,780
	51,750

	Sales Volume
	60
	20
	49
	20
	50
	29
	159
	69

	Victoria
	 
	 
	 
	 
	 
	 
	 
	 

	Sales Revenue
	21,000
	15,750
	16,800
	6,750
	16,800
	8,250
	54,600
	30,750

	Sales Volume
	50
	21
	40
	9
	40
	11
	130
	41


Additional information
Predictions are that with increased interest in bikes sales volume for the RB7 model will increase on last years by 17% in January and by 15% for both February and March in both NSW and VIC.
For the MB2 model, sales volume in NSW will increase by 20% each month on last year’s sales but in VIC the sales volume will remain the same as last year.
The selling price for the RB7 model will rise to $450 per unit in March 20X8 in both states. No change is expected for the price of model MB2.
Prepare a sales budget for the March 20X8 quarter.
Write your answer in the excel spreadsheet file FNSACC412_SW_1of1_SR1. There is a prepared template on worksheet “EXAMPLE 2.1 Henderson’s Bikes”. Please do not look at the solution before you attempt this example.



Solution
Before we begin, let us work out how to increase and decrease a number by a certain percent.
Example one (1)
Let us increase the 60 units sold in January 20X7 by 17% to calculate the projected number of units to be sold in January 20X8.
First, you need to calculate what 17% is of 60. To do this we multiply 
60 × 17% or 60 × 0.17 = 10.2. 
As we are selling bikes, no one wants to buy 0.2 of a bike so we have to round our answers to the nearest whole number in this case 10.
This means our total projected sales in 20X8 is  equal to 60 + (60 x .17), which is 60 + 10, so projected sales are 70 in January 20X8. As we are using an excel spreadsheet our formula would be:
	=60*1.17
When we actually enter our formulae in the cells we will use cell references for the calculation so it will look more like this:
	=C30*1.17
Example two (2)
Let’s decrease January sales of Bike MB2 of 1,500 by 5% for 20X8.
Firstly, calculate the decrease: 1500 × 5% = 75.
Secondly, calculate units to be sold in 20X8.
1500 − 75 = 1425 bikes.
Alternatively, in 20X8, the company will sell 100% − 5% = 95% of bikes in 20X7.
1,500 × 95% =1,425.
There are two spreadsheet views shown below, one with the actual budget numbers for 20X8 and the other is in formula view, so you can see how the calculations were made.


 Table 12 Henderson’s sales budget 20X8
	SALES BUDGET
	
	
	
	
	
	

	Henderson’s Bikes Sales Budget 20X8
	
	
	
	

	Estimated sale price Bike RB7
	450
	
	
	
	
	
	

	Estimated sale price Bike MB2
	750
	
	
	
	
	
	

	 
	January
	February
	March
	Quarter

	 
	RB7
	MB2
	RB7
	MB2
	RB7
	MB2
	RB7
	MB2

	NSW
	 
	 
	 
	 
	 
	 
	 
	 

	Sales in Units
	70
	24
	56
	24
	58
	35
	184
	83

	Sales Revenue
	31,590
	18,000
	25,358
	18,000
	25,875
	26,100
	82,823
	62,100

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Victoria
	 
	 
	 
	 
	 
	 
	 
	 

	Sales in Units
	59
	21
	46
	9
	46
	11
	151
	41

	Sales Revenue
	26,325
	15,750
	20,700
	6,750
	20,700
	8,250
	67,725
	30,750

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Total Revenue
	57,915
	33,750
	46,058
	24,750
	46,575
	34,350
	150,548
	92,850





Table 13 Henderson’s sales budget formula 20X8
	SALES BUDGET
	
	
	
	
	
	

	Henderson’s Bikes Sales Budget 20X8
	
	
	
	

	Estimated sale price Bike RB7
	450
	
	
	
	
	
	

	Estimated sale price Bike MB2
	750
	
	
	
	
	
	

	 
	January
	February
	March
	Quarter

	 
	RB7
	MB2
	RB7
	MB2
	RB7
	MB2
	RB7
	MB2

	NSW
	 
	 
	 
	 
	 
	 
	 
	 

	Sales in Units
	=B30*1.17
	=C30*1.2
	=D30*1.15
	=E30*1.2
	=F30*1.15
	=G30*1.2
	=B11+D11+F11
	=C11+E11+G11

	Sales Revenue
	=B11*$C$5
	=C11*$C$6
	=D11*$C$5
	=E11*$C$6
	=F11*$C$5
	=G11*$C$6
	=B12+D12+F12
	=C12+E12+G12

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Vic
	 
	 
	 
	 
	 
	 
	 
	 

	Sales in Units
	=B34*1.17
	=C34
	=D34*1.15
	=E34
	=F34*1.15
	=G34
	=B15+D15+F15
	=C15+E15+G15

	Sales Revenue
	=B15*$C$5
	=C34*$C$6
	=D15*$C$5
	=E34*$C$6
	=F15*$C$5
	=G34*$C$6
	=B16+D16+F16
	=C16+E16+G16

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Total Revenue
	=B12+B16
	=C12+C16
	=D12+D16
	=E12+E16
	=F12+F16
	=G12+G16
	=B18+D18+F18
	=C18+E18+G18




[image: ]	Video
The links below are to 3 videos which explores the sales budget. It is a good idea to watch the videos in sequence.
1. Video — Sales budget part 1
2. Video — Sales budget part 2
3. Video — Sales budget part 3
[image: ] 	Practice activity
[bookmark: _Toc24552404]Activity 2.2: Prepare a fees income budget
Jolly Feet Pty Ltd has asked you to prepare its fees income budget for next year (20X2). The rate charged per lesson last year was: 
Ballet $18.
Hip hop $16.
Drama and singing $20.
It is proposed to increase all fees by $2 per lesson for the coming year (20X2). The number of lessons given during the quarter ending 30 September last year (20X1) were:
Table 14 Lesson summary 20X1 for Jolly Feet Pty Ltd.
	Lesson
	July
	August
	September

	Ballet 
	160
	140
	150

	Hip-Hop 
	110
	125
	130

	Drama and singing 
	60
	50
	65


The company employed a new hip hop dance teacher who became a finalist in “Australia can dance” TV show. It is anticipated that students will switch from ballet to hip hop and this and other factors will decrease ballet lessons by 10% and increase hip hop lessons by 15%.
At the same time, due to the popularity of “Australia can sing” TV show, there will an increase in the number of singing lessons by 20% despite the fees increase.
PART 1
I. Open the excel file FNSACC412_SW_1of1_SR1, select the worksheet Activity 2.2. 
II. Using the templates on the worksheet Activity 2.2, prepare a fees income budget, month by month and by type of lesson, for the quarter ending 30 September 20X2. Round calculations to the nearest whole dollar. 
PART 2
After you completed the budget in part 1, you found out that the new teacher declined the job offer from Jolly Feet and started with a competitor instead. The director estimated that ballet lessons would drop by 10% anyway as originally planned, but also, hip hop lessons would also drop by 10% on last year’s figures. 
To keep the remaining students, there will be no price increase to ballet and to hip hop lessons. No changes are estimated for drama and singing from the original forecast. 
I. Open the excel file FNSACC412_SW_1of1_SR1, select the worksheet Activity 2.2. 
II. Using the templates under the heading PART 2 on the worksheet Activity 2.2, prepare the amended budget.
[image: ] 	Practice activity
[bookmark: _Toc24552405]Activity 2.3: Prepare a sales budget
Car Seats Pty Ltd makes and sells two types of children’s car seats: The-infant-only-rear-facing-seat and the-convertible-car-seat. The seats are sold to retail shops around Australia. Sales are recorded by area: metropolitan, country and interstate.
The selling price of both seats is currently $180 each, but a price increase of $10 will be effective from 1st August.
Car Seats Pty Ltd is currently preparing its sales budget for the coming year and has estimated that there should be an increase over the previous year of 20% for ‘The-infant-only-rear-facing-seat’ for all sales areas for each month, but they expect a decrease in sales of ‘the-convertible-car-seat’ of 10% for metropolitan and interstate for July. Other sales are expected to be the same as in the previous year.
Actual sales in the previous year were as follows.


Metropolitan:
Table 15 Metropolitan sales.
	Month
	The-Infant-Only-Rear Facing-Seat, units 
	The-Convertible-Car Seat, units 

	July
	3,000
	1,500

	August
	3,500
	1,200


Country:
Table 16 Country sales.
	Month
	The-Infant-Only-Rear Facing-Seat, units 
	The-Convertible-Car Seat, units 

	July
	700
	500

	August
	800
	600


Interstate:
Table 17 Interstate sales.
	Month
	The-Infant-Only-Rear Facing-Seat, units 
	The-Convertible-Car Seat, units 

	July
	6,000
	4,500

	August
	7,500
	6,500



1. Open the excel file FNSACC412_SW_1of1_SR1, select the worksheet Activity 2.3
2. Using the template found on worksheet Activity 2.3, prepare the sales budget for July and August by product and area.
[image: ] 	Practice activity
[bookmark: _Toc24552406]Activity 2.4: Price volume relationships
[bookmark: _Toc5611395]Examine the following sales figures
Table 18 Price volume data
	Year
	Average Price $
	Volume
	Total $ Sales

	20X1
	50.00
	500
	25,000

	20X2
	50.00
	600
	30,000

	20X3
	45.00
	500
	22,500

	20X4
	55.00
	500
	27,500

	20X5
	35.00
	850
	29,750



1. What relationship do you expect between the price of a product and the volume sold?


2. What do you think would concern a manager more, a drop in price or a drop in volume?




3. Why might a retail business need to drop its price?


4. What other factors does a business need to consider, apart from sales volume, when it sets its selling price?


[image: ] 	Practice activity
[bookmark: _Toc24552407]Activity 2.5: Factors affecting revenue
You have been asked to prepare a revenue budget for ‘Out of This World Beauty Therapies’ 
This business will provide the following services:
Thai massage
Pedicures
Manicures
Facials – mud packs and the like.
As this is a new business there is no historical data to look at.
1. List and explain the factors that you will need to consider when determining the demand for the businesses services?

2. Which of these factors will be the most important in determining demand for their services?


3. What factors will need to be considered when the price of the services is set?


[image: ] 	Practice activity
[bookmark: _Toc24552408]Activity 2.6: Seasonal sales budget
Surf Dive and Sink
Look at the sales budget data for “Surf Dive and Sink Swim Wear” for 20X4
Table 19 Surf Dive and Sink sales budget
	Product
	Sales $
	Notes

	Wet suits
	125,000
	Dec, Jan & Feb 35% of sales
March April & May 30% of Sales
June July & Aug 20% of Sales
Sept Oct & Nov 15%

	Bikinis
	325,000
	Dec, Jan & Feb 50% of sales
March April & May 10% of Sales
June July & Aug 5% of Sales
Sept Oct & Nov 35%

	Hoodies
	275,000
	Dec, Jan & Feb 10% of sales
March April & May 25% of Sales
June July & Aug 45% of Sales
Sept Oct & Nov 20%

	T shirts
	635,000
	Dec, Jan & Feb 35% of sales
March April & May 30% of Sales
June July & Aug 10% of Sales
Sept Oct & Nov 25%

	TOTAL
	1,360,000
	



The percentage break-up of sales is based on the previous 3 years sales data.
1. Open the excel file FNSACC412_SW_1of1_SR1, select the worksheet Activity 2.6
2. Using the template found on worksheet Activity 2.6, prepare the sales budget for Surf Dive and Sink for each quarter by product
[image: ] 	Practice activity
[bookmark: _Toc24552409]Activity 2.7: The Cranky Barista
Examine the following sales statistics for “The Cranky Barista”. This shop sells speciality coffees, coffee paraphernalia (coffee pots, filters, cups etc) and books on coffee. The store has 3 branches:
· Shellharbour
· Wollongong
· Nowra
For the past 2 years sales data is as follows. All figures are in ‘000:
20X1
Table 20 Cranky Barista sales data
	
	Shellharbour
$
	Wollongong
$
	Nowra
$
	Total
$

	Coffee
	125
	250
	100
	475

	Accessories
	52
	85
	50
	187

	Books
	12
	21
	8
	41


20X2
Table 21 Cranky Barista sales data
	
	Shellharbour
$
	Wollongong
$
	Nowra
$
	Total
$

	Coffee
	131
	249
	98
	478

	Accessories
	55
	80
	51
	186

	Books
	15
	21
	7
	43


 
The following factors are relevant to future sales:
· The refurbishment of the Shellharbour store was completed in late 20X1 and was fully operational  in 20X2.
· The competition from online shopping is strong, particularly in books.
· The number of people drinking high end coffee is increasing.
· The TV show “Coffee Express” is very popular (it’s all about speciality world coffees).
· The population of Shellharbour is increasing, particularly with people who have a high level of disposable income.
· Several businesses in Nowra have closed and unemployment is expected to remain high, or even increase.
· Competition from carob drinks and speciality teas is increasing.

1. Open the excel file FNSACC412_SW_1of1_SR1, select the worksheet Activity 2.7
2. Using the template found on worksheet Activity 2.7, prepare a sales forecast for:
I. Shellharbour store total
II. Nowra Books
III. Wollongong Coffee

3. From the above list of factors, identify the 2 most important factors in determining the sales estimate you made for:
I. Shellharbour store total
II. Nowra Books
III. Wollongong Coffee



4. Give a brief explanation of why these are the most important






5. Explain how you think the refurbishment affected sales at Shellharbour





Figure 9 Cranky Barista
[image: Coffee cup]


[bookmark: _Toc24552410]Purchases budgets

Figure 10 Overview purchasing budget
Once you know the expected sales, you can look at how many units the company needs to purchase and how much it would cost. The number of units purchased is not always the same as the number of units to be sold because of closing and opening stock requirements.
For example, if a company expects to sell 100 units in October, but they already have 20 units on hand as at 30th of September, they only need to purchase 100 − 20 = 80 units.
Also, the company will want to have some units in the shop at the end of the month to ensure that customers can be served the next day. Assuming that this company would like to have 30 units on hand on the 31st of October, they need to purchase 100 − 20 + 30 = 110 units.
Units to be sold + ending inventory − beginning inventory = units to be purchased.
Purchases budget can be prepared in units OR dollars.


[bookmark: _Toc24552411]Cost of goods sold budget

Figure 11 Cost of goods sold budget
.
Cost of goods sold budget is very similar to purchases budget. It is required for the budgeted income statement.
Example 2.2
Frames and Corners Corporation has provided you with the following details about a single product: 
Frames and Corners Corporation—Purchases budget (in units).
Table 22 Frames and Corners corporation purchases.
	
	April 
	May 
	June 
	July 

	Sales in units 
	10,100
	12,000
	8,000
	18,200

	Selling price per unit 
	$10
	$12
	$8
	





Inventory management policy.
The inventory budget states that stock on hand at the beginning of each month should be equal to 60% of current month sales. Stock on hand at 1st April is expected to agree with this. The cost of the product is currently $6 per unit. 
Prepare the following:
a. Purchases budget (in units and dollars).
b. Cost of goods sold budget.
Solution
Let us start with the template. Then insert sales in units.
Table 23 Purchases budget in units.
	Frames and Corners Corporation

	Purchases budget (in units)

	
	April
	May
	June
	QTR

	Sales (units) 
	10,100
	12,000
	8,000
	30,100

	Ending inventory 
	
	
	
	

	Total requirements 
	
	
	
	

	Less beginning inventory
	
	
	
	

	Purchases (units) 
	
	
	
	


Now, let’s calculate the beginning inventory using the information about the inventory management policy given in the question.
Beginning inventory is 60% from current month’s sales, so for April, beginning inventory is 10,100 × 60%.
Please note that beginning inventory for the quarter is also 10,100 × 60% as 1st April is the first day of the month and the quarter.


Table 24 Purchases budget in units.
	Frames and Corners Corporation

	Purchases budget (in units)

	
	April
	May
	June
	Qtr

	Sales (units) 
	10,100
	12,000
	8,000
	30,100

	Ending inventory 
	
	
	
	

	Total requirements 
	
	
	
	

	Less beginning inventory
	=10,100 × 0.6
	=12,000 × 0.6
	=8,000 × 0.6
	6,060

	Purchases (units) 
	
	
	
	


Let’s examine closely beginning stock in May. We calculated it as 12,000 × 60% = 7,200 units.
Inventory on 1st May is the same as at the end of the day on 30th April, so we can say that ending inventory in April is the same as beginning inventory in May. 
Please note that the ending inventory for the quarter on 30th June is the same as ending inventory for June.
Table 25 Purchases budget in units.
	Frames and Corners Corporation

	Purchases budget (in units)

	
	April
	May
	June
	Qtr

	Sales (units) 
	10,100
	12,000
	8,000
	30,100

	Ending inventory 
	7,200
	4,800
	=18,200 × 0.6
	

	Total requirements 
	
	
	
	

	Less beginning inventory
	6,060
	7,200
	4,800
	6,060

	Purchases (units) 
	
	
	
	




Complete the table and a purchases budget in units is ready.
Table 26 Purchases budget in units.
	Frames and Corners Corporation

	Purchases budget (in units)

	
	April
	May
	June
	QTR

	Sales (units) 
	10,100
	12,000
	8,000
	30,100

	Ending inventory 
	7,200
	4,800
	10,920
	10,920

	Total requirements 
	17,300
	16,800
	18,920
	41,020

	Less beginning inventory
	6,060
	7,200
	4,800
	6,060

	Purchases (units) 
	11,240
	9,600
	14,120
	34,960


To prepare the purchases budget in dollars, we need to convert the above units to their dollar values by multiplying the number of units by their cost of $6.
Table 27 Purchases budget in dollars.
	Frames and Corners Corporation

	Purchases budget (in dollars)

	
	April
	May
	June
	QTR

	Sales ($) (at cost)
	$60,600
	$72,000
	$48,000
	$180,600

	Ending inventory ($)
	$43,200
	$28,800
	$65,520
	$65,520

	Total requirements ($)
	$103,800
	$100,800
	$113,520
	$246,120

	Less beginning inventory ($)
	$36,360
	$43,200
	$28,800
	$36,360

	Purchases ($) 
	$67,440
	$57,600
	$84,720
	$209,760




Finally, using the above information, cost of goods sold budget is shown below: 
Table 28 Cost of goods sold budget in dollars.
	Frames and Corners Corporation

	Cost of goods sold budget (in dollars)

	
	April
	May
	June
	QTR

	Beginning stock ($) 
	$36,360
	$43,200
	$28,800
	$36,360

	Purchases ($)
	$67,440
	$57,600
	$84,720
	$209,760

	Total requirements ($)
	$103,800
	$100,800
	$113,520
	$246,120

	Less ending stock ($)
	$43,200
	$28,800
	$65,520
	$65,520

	Cost of goods sold ($) 
	$60,600
	$72,000
	$48,000
	$180,600



[image: ] 	Practice activity
[bookmark: _Toc24552412]Activity 2.8: Purchases and COGS budget
AAA Pty Ltd has provided you with the following details about their single product.
Table 29 Sales budget (extract) for the quarter ended 30th June.
	
	April 
	May 
	June 
	July 

	Selling price per kg 
	$8.00
	$8.00
	$8.00
	$8.00

	Value of sales 
	$24,000
	$28,000
	$32,000
	$26,400


The inventory budget states that stock on hand at the beginning of each month should be equal to 70% of the current month’s sales.
Stock on hand at 1st April is expected to agree with this. The markup on cost is 100%.


1. Open the excel file FNSACC412_SW_1of1_SR1, select the worksheet Activity 2.8
2. Using the template on worksheet Activity 2.8, prepare a purchases budget in units for the quarter ended 30th June, showing full details of quantity and cost for each month and the quarter.
3. Prepare the statement of the budgeted cost of goods sold for the quarter ended 30th June.
[image: ] 	Practice activity
[bookmark: _Toc24552413]Activity 2.9: Purchases and COGS budget
BBB Pty Ltd has provided you with the following details about their single product.
Table 30 Sales budget extract for the quarter ended 31st December.
	
	Oct
	Nov
	Dec
	Jan

	Value of sales 
	$24,000
	$28,000
	$32,000
	$26,400


The inventory budget states that stock on hand at the end of each month should be equal to 30% of the next month’s sales. Stock on hand at 1st Oct is expected to agree with this. The mark-up on cost is 60%.
1. Open the excel file FNSACC412_SW_1of1_SR1, select the worksheet Activity 2.9
2. Using the template on worksheet Activity 2.9, prepare a purchases budget in dollars for the quarter ended 31st December.
3. Prepare the statement of the budgeted cost of goods sold for the quarter.


[image: ] 	Practice activity
[bookmark: _Toc24552414]Activity 2.10: Purchases and COGS budget
Gracie’s Boutique Pty Ltd is preparing its quarterly budgets and provides the following information. 
Actual (May & June) and projected sales (July, August & September)are as follows:
Table 31 Sales for Gracie’s Boutique Pty Ltd.
	Months 
	Units 
	$ 

	May 
	10,000 
	200,000 

	June 
	11,000 
	220,000 

	July 
	8,000 
	160,000 

	August 
	7,500 
	150,000 

	September 
	8,000 
	160,000 

	October 
	9,000 
	180,000 

	November 
	9,500 
	190,000 


The company requires that closing inventories for each month (in units) are equal to 150% of the following month’s sales (in units). The cost of each unit of inventory is $10.
1. Open the excel file FNSACC412_SW_1of1_SR1, select the worksheet Activity 2.10
2. Using the template on worksheet Activity 2.10, prepare a purchases budget and a cost of goods sold budget for the quarter ended 30th September.

[bookmark: _Toc24552415]Raw materials and labour budgets
Businesses that are involved in the manufacture of products will need to prepare raw materials and labour budgets.
Once the level of production has been determined the next step is to analyse what raw materials and labour will be required to produce that level of production.


For example assume a business has a production budget of 190 units in the month, assume raw materials needed to produce 1 unit are:
Raw material A 1kg @ $5.00 per kg
Raw material B 2 kg @ $3.00 per kg
The raw materials budget for the month would be:
190 units x 1 kg x $5.00 = $950
190 units x 2 kg x $3.00 = $1,140
Total = $950 + $1,140 = $2090
A labour budget is much the same as the raw materials budget. Using the example above we could assume:
1 unit requires 3.5 hours of labour to produce
1 hour of labour costs $45.00

Labour cost budget is 190 units x 3.5 x $45 = $29,925.00
The budget may become more complex if the production process has different workers with different skills, earning different wage rates working on the product. For example assume that there are 3 stages in the production process, each requiring a different skilled worker who earns a different wage:
Stage 1 — 2.5 hours @$35.00 per hour
Stage 2 — 1 hour @$60.00 per hour
Stage 3 — 2 hours @$25.00 per hour.

The labour budget would be
· 2.5 hrs x $35 = $87.50
· 1 hour x $60 = $60.00
· 2 hrs  x $25 = $50.00
Total Labour budget per unit = $87.50 + $60.00 + $50.00 = $197.50
For 190 units the budget would be 190 x 197.5 = $37,525.00
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The Blowhard Fan Company manufactures industrial fans. 
Using the following information prepare a raw materials and labour budget for the month of August 20X1.
Enter your budget in the excel spreadsheet file FNSACC412_SW_1of1_SR1, worksheet Activity 2.11
Table 32 Cost data Blowhard Fan Company
	BLOWHARD FAN COMPANY — Cost data August 20X1

	Budgeted production
	125 fans

	Raw material A
	2.5 kg @$1.50 per kg

	Raw material B
	1 kg @$2.00 per kg

	Labourer - unskilled
	3.5 hrs @$25.00 per hour

	Skilled worker
	1.5 hrs @ $45.00 per hour


[bookmark: _Toc24552417]Operating expenses budget 
Operating expenses are often classified as marketing (selling and distribution), administrative or financial. It is necessary to prepare budgets for each of these categories so that the forecasted amounts of these expenses can be included in the budgeted income statement.
Operating expenses can be classified as either fixed expenses or variable expenses.

Fixed expenses do not change with the level of business activity over a specified range, for example:
Table 33 Rent as a fixed expense
	Number of units sold
	Rent Expense

	100
	$5,000

	250
	$5,000

	700
	$5,000

	925
	$5,000


Variable expenses will change with the level of business activity, for example, the cost of 1 unit is $10 so if you sell 100 units the cost of goods sold will be 100 x $10 = $1,000. If you sell 50 the cost of goods sold will be 50 x $10 = $500.
Table 34. Cost of goods sold as a variable expense
	Number of units sold
	Cost of goods sold

	100
	$1,000

	250
	$2,500

	700
	$7,000

	925
	$9,250



Sometime the variable expenses will be expressed as a percentage of sales, for example advertising expenses might be expressed as:
· 2.5% of sales, if sales are $450,000, advertising expenses will be $11,250
Forecasts of operating expenses are usually based on either:
· Previous years cost history, assuming the business environment has not changed. If the business environment has changed then adjustments need to be made to the forecasts.
· A formula based on the level of output or activity. The formula will be determined by the cost behaviours found in the past, for example an increase in production will cause a 2% increase in energy costs.



[bookmark: _Toc24552418]Budgeted income statement
Once the following budgets have been prepared the budgeted income statement can be prepared:
· Sales/revenue budget
· Production budget
· Cost of goods sold budget
· Operating expense budget.
The budgeted income statement will provide an estimate of net profit
Table 35 Budget income statement example.
	My Company

	Budget income statement

	
	Jan
	Feb
	Mar
	QTR

	Sales 
	
	
	
	

	COGS: 
	
	
	
	

		Begin Inventory ($) 
	
	
	
	

		Add Purchases ($) 
	
	
	
	

		Goods Available for sale ($) 
	
	
	
	

		Less ending inventory ($) 
	
	
	
	

	Cost of goods sold ($) 
	
	
	
	

	Gross profit 
	
	
	
	

		Less operating expenses: 
	
	
	
	

		Marketing (Selling and distribution)
	
	
	
	

		Administrative
	
	
	
	

		Financial 
	
	
	
	

	Total operating expenses 
	
	
	
	

	Net profit
	
	
	
	




Example 2.3
Peter and Sons Pty Ltd is in the process of preparing their budgets for the coming year (July to June) and have determined the following information about their operating expenses:
Table 36 Behaviour of expenses overview.
	Expense 
	Behaviour of expense 

	Marketing salaries and wages.
	$12,000 per month + $4,000 per week.

	Depreciation on sales vehicles.
	20% × $50 000 per annum.

	Depreciation on shop fittings.
	10% × $45 000 per annum.

	Advertising.
	1% × sales.

	General office salaries.
	$20,000 per month + $6,000 per week.

	Depreciation of office furniture.
	10% × $8,000 per annum.

	Rent.
	$5,000 per month.

	Discount allowed.
	0.5% × sales.

	Bank interest.
	$300 per week.


Budget sales:
Table 37 Sales amounts by month summary.
	Month
	Number of weeks
	Amount

	July
	4
	$900,000

	August
	5
	$1,200,000

	September
	4
	$960,000




Cost of goods sold budget is:
Table 38 Cost of goods sold summary.
	
	Jul
	Aug
	Sep

	Beginning inventory ($) 
	$240,000
	$192,000
	$220,000

	Add purchases ($) 
	$592,000
	$840,000
	$672,000

	Goods available for sale ($)
	$832,000
	$1,032,000
	$892,000

	Less ending inventory ($)
	$192,000
	$220,000
	$210,000

	Cost of goods sold ($)
	$640,000
	$812,000
	$682,000


Prepare a classified schedule of budgeted operating expenses for the quarter ended 30th September and then the budgeted income statement.
Figure 12 Cost of goods sold
[image: _MG_8668]


Solution
Table 39 Peter and Sons operating expenses solution.
	
	Jul
	Aug
	Sep
	QTR

	Marketing

	Marketing salaries and wages 
	$28,000
	$32,000
	$28,000
	$88,000

	Depreciation on sales vehicles 
	$833.33
	$833.33
	$833.33
	$2,500.00

	Depreciation on shop fittings 
	$375
	$375
	$375
	$1,125

	Advertising 
	$9,000
	$12,000
	$9,600
	$30,600

	Total marketing
	$38,208.33
	$45,208.33
	$38,808.33
	$122,225

	Administrative 

	General office salaries 
	$44,000
	$50,000
	$44,000
	$138,000.00

	Depreciation of office furniture 
	$66.67
	$66.67
	$66.67
	$200

	Rent 
	$5,000
	$5,000
	$5,000
	$15,000

	Total administrative 
	$49,066.67
	$55,066.67
	$49,066.67
	$153,200

	Financial

	Discount allowed 
	$4,500
	$6,000
	$4,800
	$15,300

	Bank interest 
	$1,200
	$1,500
	$1,200
	$3,900

	Total financial 
	$5,700
	$7,500
	$6,000
	$19,200

	Total operating expenses 
	$92,975
	$107,775
	$93,875
	$294,625




Table 40 Budget income statement example solution.
	Peter and Sons

	Budget income statement

	
	Jul
	Aug
	Sep
	QTR

	Sales 
	$900,000
	$1,200,000
	$960,000
	$3,060,000

	COGS: 
	
	
	
	

		Begin Inventory ($) 
	$240,000
	$192,000
	$220,000
	$240,000

		Add Purchases ($) 
	$592,000
	$840,000
	$672,000
	$2,104,000

		Goods Available for sale ($) 
	$832,000
	$1,032,000
	$892,000
	$2,344,000

		Less ending inventory ($) 
	$192,000
	$220,000
	$210,000
	$210,000

	Cost of goods sold ($) 
	$640,000
	$812,000
	$682,000
	$2,134,000

	Gross profit 
	$260,000
	$388,000
	$278,000
	$926,000

		Less operating expenses: 
	
	
	
	

		Marketing (Selling and distribution)
	$38,208
	$45,208
	$38,808
	$122,225

		Administrative 
	$49,067
	$55,067
	$49,067
	$153,200

		Financial 
	$5,700
	$7,500
	$6,000
	$19,200

	Total operating expenses 
	$92,975
	$107,775
	$93,875
	$294,625

	Net profit
	$167,025
	$280,225
	$184,125
	$631,375
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[bookmark: _Toc24552419]Activity 2.12: Budgeted income statement
ABC Pty Ltd has asked you to prepare its annual operational budgets for the coming year. You are provided with the following information:
Table 41 Quarter sales and expenses summary.
	
	20X1 Actuals — Income and Expenses

	
	1st quarter 
	2nd quarter 
	3rd quarter 
	4th quarter 

	Sales (units) 
	65,000
	80,000
	90,000
	100,000

	Sales manager’s salary 
	15,000
	15,000
	15,000
	16,500

	Administration salaries 
	60,000
	60,000
	66,000
	66,000

	Insurances 
	3,000
	3,000
	3,000
	3,000

	Rent 
	3,500
	3,500
	3,500
	3,500

	Depreciation of equipment 
	2,000
	2,000
	2,000
	2,000

	Miscellaneous expenses 
	13,100
	13,200
	13,300
	13,400

	Interest expenses 
	14,000
	13,000
	12,000
	11,000


Advertising costs are $1.50 per unit.
Sales commission are 5% of sales.
Bad debts equal 2% of sales.
Average selling price per unit is $12.00.
The mark-up on cost is 100%.
Beginning inventory should be 80% of that quarter’s sales.
Purchases are estimated to be 100% of the quarters sales.
Sales for each quarter are estimated to increase by 5% from the actuals sales figures in 20X1.
Estimated sales for the first quarter of 20X3 is 62,000 units.


1. Open the excel file FNSACC412_SW_1of1_SR1, select the worksheet Activity 2.12
2. Using the template on worksheet Activity 2.12, prepare a budgeted income statement for ABC Pty Ltd for 20X2.
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 “Comfort For Your Home” has provided you with estimated expense details:
Table 42 Comfort for your home budget data
	Comfort for Your Home

	EXPENSE
	CURRENT YEAR
	NEXT YEAR

	Administrative wages
	$400,000
	
	Increase by
	6%

	Depreciation
	
	
	
	

	· Sales rep vehicles
	20%
	PA on $90.000
	No change
	

	· Admin office equip
	10%
	PA on $120,000
	No change
	

	Telephone & Stationery
	$16,400
	
	Decrease by 
	5%

	Sales rep salary
	$550,000
	
	Increase by 
	6%

	Labour on costs
	
	
	To each payroll category allocate
	20% of payroll

	Rent
	$62,000
	
	Increase by
	4%

	Bank interest
	$500
	Per month
	Increase by 
	2%

	Bad Debts
	
	
	1% of sales
	

	Sales commissions
	
	
	5% of sales
	

	Sales are budgeted at
	
	
	$9,700,000 PA
	

	Opening stock, predicted 
	
	
	$1,100,000
	

	Closing inventory will be
	
	
	$1,250,000
	

	Purchases will be 
	
	
	$5,735,000
	


Comfort For Your Home uses the periodic inventory system.
All expenses are to be organised in marketing, administrative and financial categories.
1. Open the excel file FNSACC412_SW_1of1_SR1, select the worksheet Activity 2.13
2. Using the template on worksheet Activity 2.13 prepare a budgeted income statement for next year, with full disclosure of the cost of goods sold. 

[bookmark: _Toc24552421]Cash budgets
One of the most critical budgets an organisation prepares is the cash budget. The effective management of cash is critical to all organisations. Cash flow problems are one of the leading causes of business failure.
Any successful organisation must be able to forecast receipts of cash, expected outgoings of cash and be able to manage any cash shortfalls or excess build ups of cash. Organisations that cannot do this will find that they may not be able to pay bills as they fall due, this creates a risk of bankruptcy.
The cash budget is made up of a number of parts, these are:
1. Cash receipts—collections from cash sales and accounts receivables.
2. Cash Payments—paying accounts as they fall due.
3. Cash balances.

Cash receipts
Cash receipts are inflows of cash to an organisation, generally, these inflows come from the operations of the organisation and they include:
Cash receipts from operations, this can be cash sales, fees collected, interest earned, rents collected and dividends earned.
Accounts receivable collections. Collections from previous sales that have been made on credit. The actual amount collected will depend upon the level of previous sales levels, the terms and conditions of the credit sale, level of late payments and bad debts.
Cash collections from investments that mature and the sale of assets.
Organisations create schedules of predicted cash collections. These predictions are usually based on historical data of when and how much cash has been collected, given previous levels of activity.
Example 2.4
Bulli Industries wants to create a budget of cash collections for the March quarter. Ignore GST in this example.
The business has provided the following information.
Bulli Industries sells its product for cash sales and on credit. The credit terms are payment is due 30 days from the date of sale. Bulli Industries has found that in the past, 80% of credit sales are collected in the month following the month of sale. The remaining 20% of credit sales are collected two months after the month of sale. Cash sales are collected in the month of sale.
The following table shows the predicted sales level for January, February and March. The November and December sales figures are actual figures and need to be shown so the credit sales collections can be calculated in January and February. From these predicted and actual sales figures, we can estimate the cash collections for the March quarter.


Table 43 Actual and predicted sales figures.
	
	November
	December
	January
	February
	March
	Total for March Quarter

	Total sales
	100,000
	120,000
	90,000
	85,000
	110,000
	285,000

	Credit sales
	70,000
	80,000
	60,000
	70,000
	85,000
	215,000

	Cash sales
	30,000
	40,000
	30,000
	15,000
	25,000
	70,000

	Cash collections
	
	
	
	
	
	

	Cash sales collections
	
	
	30,000
	15,000
	25,000
	70,000

	Credit sales collections form the previous month (80%)
	
	
	64,000 (80,000 × 80%)
	48,000 (60,000 × 80%)
	56,000 (70,000 × 80%)
	168,000

	Credit collections from two (2) months previous (20%)
	
	
	14,000 (70,000 × 20%)
	16,000 (80,000 × 20%)
	12,000 (60,000 × 20%)
	42,000

	Total cash collections
	
	
	108,000
	79,000
	93,000
	280,000
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[bookmark: _Toc24552422]Activity 2.14: Cash collections budget 
Prepare a cash collections budget for Keira Enterprises. 
The details of the cash collections are:
a. 80% of sales are credit sales, 20% are cash sales.
b. Cash sales are collected in the month they are made.
c. Credit sales are collected in the month following the sale.
d. Ignore the effects of GST for this exercise.
These types of budgets are usually calculated using a spreadsheet application. Once a template is created, it can be adapted to a multitude of examples. 
Table 44 Sales data Kiera Enterprises
	 
	March
	April
	May
	June
	Total for June Quarter

	Total sales
	15,000
	12,000
	14,000
	20,000
	46,000



1. Open the excel file FNSACC412_SW_1of1_SR1, select the worksheet Activity 2.14
2. Using the template on worksheet Activity 2.14 prepare a cash collections budget for Kiera Enterprises for the June quarter (April, May & June).
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Prepare a cash collections budget for Keira Enterprises for the quarter July, August & September. 
The details of the cash collections are:
a. 80% of sales are credit sales, 20% are cash sales.
b. Cash sales are collected in the month they are made.
c. Credit sales are collected in the month following the sale.
d. Ignore the effects of GST for this exercise.
Table 45 Sales data Kiera Enterprises
	 
	June
	July
	August
	September
	Total for September Quarter

	Total sales
	20,000
	18,000
	20,000
	16,000
	54,000



1. Open the excel file FNSACC412_SW_1of1_SR1, select the worksheet Activity 2.15.
2. Using the template on worksheet Activity 2.15 prepare a cash collections budget for Kiera Enterprises for the September quarter.

[bookmark: _Toc24552424]Goods and services tax (GST)
Most businesses will collect and pay GST when they engage in transactions. As GST is payable to the Australian Tax Office (ATO) it is common for businesses to show GST collections as a separate item on their cash collections budget. 
Depending upon the characteristics of the business, they may have to account for the GST on a cash basis or on an accrual basis.  This means some businesses will pay their GST obligations to the ATO in the month they make the sale, irrespective of when they collect the cash from the sale.
Other business will pay their GST obligations to the ATO only after they have collected the cash from the sale.
GST using a cash basis
Using the example of Bulli Industries above, we could include GST on a cash basis by adding an item “GST Collected” to our budget. GST is calculated at the rate of 10%. If it is calculated on a cash basis, it means that the business must remit to the ATO 10% of the cash collected from its sales.
Table 46 Actual and predicted sales.
	
	November
	December
	January
	February
	March
	Total for March Quarter

	Total sales
	100,000
	120,000
	90,000
	85,000
	110,000
	285,000

	Credit sales
	70,000
	80,000
	60,000
	70,000
	85,000
	215,000

	Cash sales
	30,000
	40,000
	30,000
	15,000
	25,000
	70,000

	Cash collections
	
	
	
	
	
	

	Cash sales collections
	
	
	30,000
	15,000
	25,000
	70,000

	Credit sales collections form the previous month (80%)
	
	
	64,000 (80,000 × 80%)
	48,000 (60,000 × 80%)
	56,000 (70,000 × 80%)
	168,000

	Credit collections from two (2) months previous (20%)
	
	
	14,000 (70,000 × 20%)
	16,000 (80,000 × 20%)
	12,000 (60,000 × 20%)
	42,000

	Total cash collections (excluding GST)
	
	
	108,000
	79,000
	93,000
	280,000

	GST collected @10% of cash collected from sales
	
	
	10,800
	7,900
	9,300
	28,000

	Total collections
	
	
	118,800
	86,900
	102,300
	308,000
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[bookmark: _Toc24552425]Activity 2.16: Cash collections including GST
GST collections will have an important impact on the cash collections of a business and should be included as a separate item in the cash collections budget.
Keira Enterprises operates on the cash basis for GST collections.
1. Open the excel workbook FNSACC412_SW_1of1_SR1 select the worksheet Activity 2.16. The Kiera Enterprises cash collections budget template has been copied to this worksheet. 
2. Modify this cash collections budget so it includes the collection of 10% GST on a cash basis.

GST using an accrual basis
Business can account for GST on an accrual basis; this means they incur a GST liability when an invoice is issued, or cash is received, whichever comes first. This may mean businesses have to pay their GST obligations to the ATO before they receive the cash from their customers.
If we were to use the Bulli Industries example and calculate GST on an accrual basis, it would look like this:



Table 47 Actual and predicted sales.
	
	November
	December
	January
	February
	March
	Total for March Quarter

	Total sales
	100,000
	120,000
	90,000
	85,000
	110,000
	285,000

	Credit sales
	70,000
	80,000
	60,000
	70,000
	85,000
	215,000

	Cash sales
	30,000
	40,000
	30,000
	15,000
	25,000
	70,000

	Cash collections
	
	
	
	
	
	

	Cash sales collections
	
	
	30,000
	15,000
	25,000
	70,000

	Credit sales collections form the previous month (80%)
	
	
	64,000 (80,000 × 80%)
	48,000 (60,000 × 80%)
	56,000 (70,000 × 80%)
	168,000

	Credit collections from two (2) months previous (20%)
	
	
	14,000 (70,000 × 20%)
	16,000 (80,000 × 20%)
	12,000 (60,000 × 20%)
	42,000

	Total cash collections
	
	
	108,000
	79,000
	93,000
	280,000

	GST collected @10% of sales
	
	
	9,000
	8,500
	11,000
	28,500



Discounts
It is common business practice for businesses that sell their products and services on credit. To encourage early payment by customers some businesses will give customers a discount  if they pay early or on time. The credit agreement between the seller and the buyer can provide for a discount in cases where the debtor makes payment prior to the due date.
The level of discount may vary depending upon how early the customer pays their bill. The terms of the discount need to be included in the credit agreement between the seller and the customer. The discount is usually expressed as a percentage and could be something like the following:
2% discount if payment is made with seven (7) days of the sale
1% discount if payment is made within 14 days of the sale.
The credit agreement may also include penalties for late payment. For the discounts and penalties to be legally enforceable, they need to be in the credit agreement and agreed to by both parties.
Discounts will affect the pattern and amount of cash collected from accounts receivable. Discounts are designed to encourage customers to pay their debts sooner; discounts also mean that less cash is collected from accounts receivable.
Example 2.5
Austinmer Fabrics sells to its customers on credit. Customers are allowed 30 days from the date of sale to pay for the good. If the customer pays within seven (7) days, they will receive a 5% discount.
From experience, 40% of customers will pay within seven days and receive the 5% discount and the rest will pay in the following month.

Table 48 Cash collections budget—Austinmer Fabrics March quarter.
	
	December
	January
	February
	March
	Total for March Quarter

	Credit sales
	30,000
	12,000
	14,000
	20,000
	46,000

	Credit collection within 7 day (40% of credit sales)
	12,000
	4,800
	5,600
	8,000
	

	5% discount
	
	240
	280
	400
	

	Cash collections within 7 days, less discount
	
	4,560
	5,320
	7,600
	

	Cash collections from previous month’s sales. These collections do not attract a discount
	
	18,000
(Dec sales 30,000 × 60%)
	7,200
(Jan sales 12,000 × 60%)
	8,400
(Feb sales 14,000 × 60%)
	

	Total cash collections
	
	22,560
	12,520
	16,000
	51,080
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[bookmark: _Toc24552426]Activity 2.17: Prepare a cash receipts budget
Predicted sales for Rilla Trading for July to September.
Table 49 Monthly predicted sales summary.
	
	June $
	July $
	August $
	September $

	Cash sale
	25,000
	20,000
	28,000
	31,000

	Credit sales
	82,000
	76,000
	94,000
	105,000


Cash sales are collected in the month they are made.
June is actual sales, July to September are projected sales.
If credit customers pay within the month of purchase, they receive a 3% discount.
Collections are expected to be:
· 40% of credit sales collected in the month the sale is made attracting a 3% discount
· 60% of credit sales are collected in the month following the sale (no discount is given)
· Rilla Trading is registered for GST on a cash basis.

1. Open the excel workbook FNSACC412_SW_1of1_SR1 select the worksheet Activity 2.17. 
2. Using the template on the worksheet Activity 2.17, prepare a cash collections budget for Rilla Trading.


Cash payments
The second part of the cash budget is the cash payment forecast. The cash payments forecast represents all of the expected payments made by the business in a period. The payments may be:
To sustain the operations of the business, such as purchases of inventory, payment of operating expenses including wages, utilities and communications expenses.
Purchase of non-current assets, such as plant and equipment, motor vehicles and the like.
The repayment of borrowings as they fall due.
Cash payments are usually easier to predict than cash receipts. Some payments are discretionary such as the purchase of new assets. Other payments are regular and predictable such as insurance and rates.
 Operating expenses are usually tied to the level of activity in a business and can be estimated with confidence. However, some expenses are not predictable and are not discretionary, such as the payment of essential repairs to equipment. It is essential that businesses have a cash buffer to meet these unexpected cash payments.
Proper planning and management of cash is one way to protect the business from these unexpected cash payments.


Example 2.6
Primbee Enterprises estimates that it will have the following cash payments over January, February and March.
Table 50 Cash expenses for Primbee Enterprises.
	Cash expense
	December ($)
	January ($)
	February ($)
	March ($)

	Wages
	
	30,000
	28,000
	31,000

	Fuel
	
	5,000
	4,000
	6,000

	Staff Amenities
	
	2,000
	1,500
	3,500

	Total cash expenses
	
	37,000
	33,500
	40,500


Table 51 Accounts payable for Primbee Enterprises.
	Accounts payable
	December ($)
	January ($)
	February ($)
	March ($)

	Inventory
	140,000
	125,000
	110,500
	138,000

	Communications
	5,000
	7,500
	5,500
	6,000

	Electricity
	21,000
	15,500
	14,000
	19,000

	Packaging
	4,500
	2,000
	1,500
	3,500

	Total accounts payable
	170,500
	150,000
	131,500
	166,500



accounts payable are paid in the month following the month they are incurred
cash payments are made in the month they are incurred
all expenses are subject to GST except wages
a bank loan of $50,000 is due for repayment in March.
Prepare a cash payments budget for Primbee Enterprises.


Table 52 Primbee Enterprises cash payments budget March quarter.
	
	January ($)
	February ($)
	March ($)
	Total for March Quarter

	Payments for cash expenses
	37,000
	33,500
	40,500
	111,000

	Payments for accounts payable
	170,500
	150,000
	131,500
	452,000

	Total payments from operations
	207,500
	183,500
	172,000
	563,000

	GST payable on all expenses @ 10% except wages
	17,750 (207,500-30,000 × 10%)
	15,550 (183,500-28,000 × 10%)
	14,100 (172,000 − 31,000 × 10%)
	47,400

	Repayment of loan
	
	
	50,000
	50,000

	Total payments
	225,250
	199,050
	236,100
	660,400


As with accounts receivable, accounts payable may also be eligible for a discount if they are paid early.
Adjust the cash payments budget for Primbee Enterprises for the following discounts:
40% of accounts payable are eligible for a discount if paid early. If the accounts payable are paid within the month they are incurred, the average discount received is 2%.
Assume Primbee will pay their accounts payable early to receive the 2% discount.
Rework the cash payments budget to account for the discount.
Accounts payable in December are $170,500.


Table 53 Primbee Enterprises cash payments budget March quarter.
	
	January ($)
	February ($)
	March ($)
	Total for March Quarter

	Payments for cash expenses
	37,000
	33,500
	40,500
	111,000

	Accounts payable eligible for discount(40% of total from current month)
	60,000 (150,000 × 40%)
	52,600 (131,500 × 40%)
	66,600 (166,500 × 40%)
	

	Discount for early payment @2%
	1,200 (50,000 × 2%)
	1,052 (52,600 × 2%)
	1,332 (66,600 × 2%)
	

	Payment less discount
	58,800
	51,548
	65,268
	175,616

	Payment for accounts payable from previous month—no discount
	102,300 (170,500 × 60%)
	90,000 (150,000 × 60%)
	78,900 (131,500 × 60%)
	271,200

	Total payments from operations
	198,100
	175,048
	184,668
	557,816

	Repayment of loan
	
	
	50,000
	50,000

	Total payments
	225,250
	199,050
	236,100
	660,400


Figure 13 Managing cash is one of the most critical tasks for business managers
[image: Poster Money]

[image: ] 	Practice activity
[bookmark: _Toc24552427]Activity 2.18: Prepare a cash payments budget
Berkeley Fisheries Ltd runs a fleet of fishing boats, they have provided you with the following information about their cash payments:
Cash payments are made in the month they are incurred.
Accounts payable are eligible for a discount from some suppliers. From past experience, 50% of the accounts payable will be eligible for a discount if payment is made early. The average discount is 3%. The discount will be received if payment is made for accounts payable in the month they are incurred.
A fishing boat needs a major overhaul in February, and it will cost $100,000, payable in February.
Table 54 Berkeley Fisheries Ltd cash payments.
	Cash expense
	December ($)
	January $
	February $
	March $

	Wages
	
	100,000
	90,000
	96,000

	Fuel
	
	15,000
	12,000
	18,000

	Bait
	
	10,000
	9,500
	12,000

	Total cash expenses
	
	125,000
	111,500
	126,000

	Accounts payable
	
	
	
	

	Repairs to boats
	40,000
	30,000
	25,000
	36,500

	Licenses and fees
	5,000
	6,500
	7,500
	8,000

	Electricity
	11,000
	10,500
	9,000
	12,000

	Freight
	9,500
	10,000
	8,500
	9,500

	Total accounts payable
	65,500
	57,000
	50,000
	66,000


1. Open the excel workbook FNSACC412_SW_1of1_SR1 select the worksheet Activity 2.18. 
2. Using the template on the worksheet Activity 2.18, prepare a cash payments budget for Berkeley Fisheries Ltd.
[image: ] 	Practice activity
[bookmark: _Toc24552428]Activity 2.19: Cash payments and cash receipts budget
Once the cash payments and cash receipts budget have been prepared, they can then be combined into one cash budget.
1. Open the excel file FNSACC412_SW_1of1_SR1, select the worksheet Activity 2.19. 
2. Using the template in the worksheet Activity 2.19, prepare a cash receipts budget for Calderwood Leisure Industries for the March quarter. The details of their cash collections are:
· Sales are expected to be 60% credit and 40% cash.
· December sales were $7,000.
· Accounts Receivable pay:
· 70% within the month of invoice
· 30% within 30 days after the month of sale
3. Prepare a cash payments budget for Calderwood Leisure Industries for the March quarter. The details of their cash collections are:
· Selling expenses are budgeted at 20% of sales and are paid in the month in which they are incurred.
· Other expenses are expected to be:	
· January	$3,000
· February	$4,500
· March	$2,000
· Depreciation is included in other expenses and is $1,500 per month.
· Machinery will be paid for on 1 February for $10,000.
4. Prepare a cash budget for January, February and March, combining the above cash receipts and cash payments budgets (ignore GST in this question).
· Cash at the end of December is $15,000.
5. Comment of the predicted cash flow position of Calderwood Leisure Industries over the March quarter.


6. What management strategies could be put in place to deal with the expected cash flow situation of Calderwood Leisure Industrie? 

7. The accuracy of the cash flow budget relies on a number of assumptions, what are those assumptions?


8. Are the above assumptions realistic?


 [image: ]	Video
The links below are to 2 videos. The first is on how to use a cash budget and the second is on the importance of budgets.
1. Video — Cash budgets
2. Video — Importance of budgeting


[bookmark: _Toc24552429]Breakeven analysis

Nearly all businesses will try to either make a profit or break even. The sales volume at which a business moves from making a loss to making a profit is one of the most critical pieces of information a manager can have.
Break even: This is the level of sales required by a business where its revenues are equal to it costs, at this level of sales the business makes zero profit, it also does not make a loss. Any sales that at made above this break even point will contribute to profits.
To find this breakeven point we need to break the costs of the business down into 2 categories:
· Variable Costs: Those costs that will increase or decrease with the level of activity in the business. A good example is sales commission. If sales commisssion is set at a percentage of sales, say 2%, then as sales increase so does sales commission. Other costs that are usually classified as variable costs are:
raw materials
postage and freight for the delivery of online sales
packaging of products for delivery
wages directly related to production, especially if it is paid at a piece work rate.
Fixed costs: These are costs that do not vary with the level of output, over a specified range. That is the cost remains the same independent of changes in the level of output, within a particular range. Rent is an example of this, a shop can cater for  between 1 and 10,000 customers a month, so the cost is fixed over the range of  1-10,000 customers. Should the business get another 1,000 customers a month, they will need an additional shop. Outside of the 1 to 10,000 level of activity rent ceases to be fixed. Examples of fixed costs are:
Rent
Building Insurance
Managers salaries
Rates
Some costs will show the charatceritics of both variable and fixed costs, these are called semi-variable costs. Electricity can be an example of a semi-variable cost. Some electricity is used to light and heat buildings and remain on when ever the building is used, this will be the fixed component of the cost. If electricity is used to run a machine that produces a product and only runs when it is making this product this will be the variable component of the cost.
Calculating the break even point
Another concept that needs to be understood when working out the breakeven point, is contribution margin.
Contribution Margin: When a product or service is sold, some of the sales revenue will be taken up paying for the variable costs incurred in getting the item to the point where it is sold. After the variable costs have been deducted you are left with the contribution margin. The contribution margin is then used to pay for the fixed costs of the business. After all the fixed costs have been paid for, the contribution margin is the profit from the sale. Contribution margin is worked out on a per unit basis.
Look at the example below:
A book store sells one book online. The books sold is “Budgeting is Fun”
	The sale price per book is $45.00
The variable costs assoicated with selling the book are:
	Cost of the book $12.00
Postage $3.00
Packaging $2.00
Total Variable ocosts are $17.00
The Contribution Margin = Sale Price – Variable cost per unit
In our example $45.00 — $17.00  = $28.00
This means for every book sold the bookshop has $28.00 left over from the sales revenue to pay for the fixed costs of the shop, such as rent, wages, rates and taxes, electricity etc.
Assume our book store has fixed costs of:
Rent $50,000
Electricity $40,000
Wages $100,000
Rates  $6,000
This gives the book shop total fixed costs of $196,000
For every book sold $28.00 is available from the sales revenue to pay for the fixed costs. How many books does the bookshop need to sell to cover their fixed costs? This point is called the break even point, and it can be calculated by:

	Breakeven point = Fixed Costs / Contribution Margin
Or
	Breakeven point = Fixed Costs / (Sales revenue per unit- variable costs per unit)

In our example the answer is:
	Breakeven point = $196,000 / $45.00 - $17.00
			= $196,000/$28.00
			= 7,000 books
This means that when the bookshop sells 7,000 copies of “Budgeting is Fun”, it will generate enough total revenue to cover the costs of the business and breakeven, that is it will not make a profit and it will not make a loss.

If we were to look at this in total revenue and costs terms it would look like this:
	Total Revenue = 7,000 x $45
			=  $315,000
	Total Costs = Fixed costs + Variable costs
		=$196,000 + (7,000 x $17.00)
		=  $196,000 + $119,000
		= $315,000
Profit = Total Revenue - Total Costs
		 = 315,000 - $315,000
		 = 0
This can be shown grapically, see below:


On this graph the total cost line is a combination of fixed and variable costs. The amount of fixed costs can be found by seeing where the total cost line intersets the vertical axis.
At any point, where sales volume is below where the total cost and total revenue lines intersect, then the business makes a loss. Where sales volume is more than the point where the two lines intereset then the business makes a profit. The distance between the total cost and total revenue line is equal to the profit or loss made. The more books sold the higher the profit.

[image: Graph of the break-even point.]
Figure 14 Breakeven graph


Example 2.7
Dunmore Plastics sells plastic plates.
The costs and revenues for Dunmore Plastics are:
Table 55 Dunmore Plastics cost data
	Cost Type
	Description
	Amount

	Fixed
	Rent
	$25,000

	Fixed
	Managers Salaries
	$120,000

	Fixed
	Equipment Lease Per Annum
	$100,000

	Variable
	Raw materials
	$0.50

	Variable
	Packaging
	$1.00

	Variable
	License fee per plate
	$1.50

	Variable
	Colouring
	$0.25



The plates sell for $5.00.
What is the:
I. Total Fixed costs — $25,000 + 120,000 + 100,000 = $245,000
II. Total Variable costs per plate — $0.50 + 1.00 + 1.50 + 0.25 = $3.25
III. Contribution margin per plate — $5.00 – 3.25 = $1.75
IV. Breakeven point — $245,000/$1.75 =  140,000 plates
 [image: ]	Video
The links below are to 2 videos. The first is on how to calculate the breakeven point and the second is how to interpret and use this information. It is recommended that you watch both videos in order.
1. Video — Breakeven calculation
2. Video — Breakeven analysis & intrepretation
[image: ] 	Practice activity
[bookmark: _Toc24552430]Activity 2.20: Breakeven analysis
Marshall Tyres has provided you with the following information:
Table 56 Marshall Tyres cost data
	Item
	Fixed/ Variable
	Amount

	Rent
	F
	75,000.00

	Insurance
	F
	10,000.00

	Rates & taxes
	F
	2,000.00

	Consumables per tyre
	V
	1.50

	Cost of tyre
	V
	65.00

	Wages per tyre fitted
	V
	15.00



1. Using the information above, calculate the following
· Total Fixed Costs.
· Total variable costs per unit.
· Contribution margin.
· Breakeven point.

2. If you sell 5,000 tyres what profit/loss will you make
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[bookmark: _Toc24552431]Topic 3. Budgeting and performance indicators
[bookmark: _Toc24552432]Updating the budget
Your budget is on track if variances are minor. Should there be a major variation between the budget and actual figures then something has gone wrong. Some of the options to explain this are:
The budget forecast did not take into account all of the circumstances that impacted on the business.
Some unforseeable circumstance or accident has occurred causing the variance.
If circumstances change, the budget may need to be updated. 
Updating the budget requires a collaborative effort. You should seek out the right people and discuss options and solutions if the budget is beginning to get off track. 
telling others about your budget problem will begin a dialogue that will provide more opportunities for ideas that you can act on. Here are some people you can contact for help:
· your direct supervisor or manager 
· your accounting department 
· your budgeting team.
depending on the circumstances, you can take the following actions:
· do nothing if you determine that the variance will correct itself because there is not a strong trend or persistent situation
· create a new forecast or update your current one and analyse it against the budget
· create a proposal for a change in the budget
· monitor the budget
· communicate revised information to all budget stakeholders.


[image: ] 	Practice activity
[bookmark: _Toc24552433]Activity 3.1: Updating the budget
Budgets may need to be updated during the period the budget is being used.  
On the following table are a list of scenarios that could arise during the budget period. Look at the options 1 to 3 listed below, these are the actions a manager could take in response to the scenario.
 Next to each scenario list the option you would take if the scenario arose in your business.
Options:
I. Conduct additional research and create a new budget milestone/target for the affected item.
II. Leave the current budget milestones/targets as is – take no action.
III. Remove the current budget and complete a whole new budget.
Table 57 Business scenarios
	Scenario
	Option 1, 2 or 3

	The main manufacturing plant experiences a fire and is out of action for 2 months
	

	A new competitior moves into the market and takes 15% of your sales
	

	Raw material costs unexpectedly rise by 10% 6 months into the busget period
	

	Rent is increased by 5% 3 months from the end of the budget period
	

	In resposne to a technological change in the market a new product will be introduced into the product list of the business
	

	The economy experiences a down turn and business activity drops off
	

	A new law is passed making it compulsory for your business to change to using recycled materials in your maufacturing plant. This will add additioanl costs and complexity to your maufacturing process
	




[bookmark: _Toc24552434]Variance analysis
Variance analysis is a process of analysing differences between budgeted targets and actual performance. This analysis is to give management more information about the causes of the variance.
This information is found by comparing the detail behind the budgeted number and the detail behind the actual.  Variances can be caused by: 
“One off” differences caused by a management decision.
Legitimate business reasons, such as a change in supply costs since the budget was prepared.
A change in the basic assumption the budget was based on, e.g. change in expected growth.
An error in the budgeting procedure. The budget may need to be reviewed.
An error in the actual costs that need to be fixed.
Some expenses are dependent upon the level of activity that occurs, and will vary with variations in things like sales or revenue. For example, sales commissions are directly related to the level of sales made. If sales are greater than budgeted, then sales commissions will also be greater than what was budgeted for. This would be shown as an unfavourable variance in a performance report but it is not an indication of any problem with the level of sales commissions.

We can classify these difference as favourable (F) and unfavourable (U). Variances can be calculated in dollars and as a percent.
An unfavourable variance is one that reduces profit. This includes actual revenues being less than budget, or actual costs being greater than budgeted costs.
A favourable variance is one that increase profit. This includes actual revenue being gretaer than budgeted revenue, or actual costs being less than budgeted costs.


Example 3.1
The following table contains budget and actual data for Flinders Seafood Café.
Table 58 Variance overview Flinders Seafood Cafe.
	
	Actual
	Budget
	

	Income from meals:

	Eat-in
	$109,000
	$120,000
	

	Take-away 
	$95,000
	$90,000
	

	
	
	
	

	Cost of food preparation: 

	Ingredients 
	$17,100
	8%
	of all income 

	Head chef's wages 
	$82,000
	$80,000
	

	Wages (kitchen) 
	$21,500
	15%
	of all income 

	Kitchen overheads 
	$12,300
	5%
	of all income 

	 
	 
	 
	 

	Expenses:

	Advertising 
	$5,000
	5% 
	of all income 

	Depreciation 
	$1,400
	$1,500
	 

	Electricity 
	$1,100
	$1,300
	 

	Insurance 
	$2,100
	$2,000
	 

	Rent 
	$5,200
	$5,000
	 

	Wages (table service) 
	$22,000
	20%
	of eat-in income 




Using the above table we can create a performance report as shown below:


Table 59 Performance report Flinders Seafood Cafe.
	
	Budget, $ 
	Actual, $ 
	Variance $ 
	Variance % 
	Variance Type 

	Sales 
	$210,000
	$204,000
	6,000
	2.86%
	U

	Eat-in 
	$120,000
	$109,000
	11,000
	9.17%
	U

	Take-away 
	$90,000
	$95,000
	-5,000
	-5.56%
	F

	Less variable cost

	Ingredients
	$16,800
	$17,100
	-300
	-1.79%
	U

	Wages (kitchen)
	$31,500
	$21,500
	10,000
	31.75%
	F

	Kitchen overheads
	$10,500
	$12,300
	-1,800
	-17.14%
	U

	Advertising
	$10,500
	$5,000
	5,500
	52.38%
	F

	Wages (table service)
	$24,000
	$2,000
	2,000
	8.33%
	F

	Total variable costs
	$93,300
	$77,900
	15,400
	16.51%
	F

	Less fixed costs

	Head chef's wages
	$80,000
	$2,000
	-2,000
	-2.50%
	U

	Depreciation
	$1,500
	$1,400
	100
	6.67%
	F

	Electricity
	$1,300
	$1,100
	200
	15.38%
	F

	Insurance
	$2,000
	$2,100
	-100
	-5.00%
	U

	Rent
	$5,000
	$5,200
	-200
	-4.00%
	U

	Total fixed costs 
	$89,800
	$91,800
	2,000
	-2.23%
	U

	NET Profit 
	$26,900
	$34,300
	7,400
	-27.51%
	F





[image: ]	Video
The link below is to a video which explores the topic of budget varinace, how to calculate it and what it means. 
Video— Budget variance
[bookmark: _Toc518635972][image: ] 	Practice activity
[bookmark: _Toc24552435]Activity 3.2: Variance analysis
For each of the following variations between budget and actual figures suggest potential reasons that might have caused this variation
1. Favourable revenue variance.

2. Unfavourable revenue variance.


3. Favourable expense variance.

4. Unfavourable expense variance.



[image: ] 	Practice activity
[bookmark: _Toc24552436]Activity 3.3: Variance analysis
List possible strategies that a business might use to correct a negative variance in the following:
1. Sales results.

2. Expenses.


3. Manufacturing output.

4. Stock levels.


5. Debtor balances.

6. Wastage.

[image: ] 	Practice activity
[bookmark: _Toc24552437]Activity 3.4: Budgeted income statement performance report
Harry’s Hardware is suburban harware store. Below is a list of their budget and actual revenue and expenses for the period ending 30/6/20X1.
Table 60 Income statement performance report activity.
	Harry’s Hardware Business
Income statement performance report
for the year ended 30th June 20X1

	
	Budget 
	Actual 

	Revenue 
	$
	$

	Sales
	800,000
	855,000

	Less cost of goods sold 
	300,000
	310,000

	Gross profit
	500,000
	545,000

	Less Expenses 
	
	

	Rent 
	30,000
	32,000

	Wages 
	120,000
	164,000

	Repairs and maintenance  
	10,000
	8,500

	Utilities 
	10,000
	9,600

	Telephone 
	5,000
	5,250

	Advertising
	15,000
	24,450

	Cleaning
	15,000
	12,000

	Other
	20,000
	37,890

	Total expenses
	225,000
	293,690

	Net Profit 
	275,000
	251,310



1. Open the excel file FNSACC412_SW_1of1_SR1, select the worksheet Activity 3.4.
2. Using the template provided on the worksheet Activity 3.4, prepare a performance report. Enter formulae to calculate:
· Dollar variance
· Percentage Variance
· If the variance is favourable or unfavourable
3. In the comments section provide a possible cause for the variance and a possible corrective action to reduce the variance.

[bookmark: _Toc24552438]Benchmarking variances 
Once a variance has been identified it will be classified as favourable or unfavourable. The analysis of the budget report can then be taken to the next step which is to work out how bad the situation is. Should the variance be considered critical or not?
One way to do this is by comparing the performance of your business to an industry average or industry benchmark. Once you know what the expectation is amongst similar businesses you can make a judgement on whether the situation is critical or not. If it is critical then some actions needs to be taken to change the situation.
Industry benchmarks can be accessed through a number of sources. The Australian Taxation Office (ATO) has a small business benchmarks app that allows you to enter data about your own business and compare it to the data the ATO has collected, through taxation returns, on similar businesses. The link to the app is listed below:
https://www.ato.gov.au/Business/Small-business-benchmarks/
The ATO also has compiled tables of industry benchmarks for a range of industries, see the link below:
https://www.ato.gov.au/About-ATO/Research-and-statistics/In-detail/Taxation-statistics/Taxation-statistics-2016-17/?anchor=Industrybenchmarksdetailedtables#Industrybenchmarksdetailedtables
There are other sources of information on benchmarks and industry averages, a google search will help you locate some of these sources. Just be aware that some may change for the data and others will have benchmarks and averages based on data from overseas countries such as the United States or the United Kingdom.

Example 3.2
Click on the link below:
https://data.gov.au/data/dataset/taxation-statistics-2016-17/resource/ce349503-29a9-4fd6-9db2-4f76a970d96e
This is the site where the ATO’s data is stored. In the search field enter the search term ‘Retail Liquor’ and select ‘Go’

Figure 15 Data.gov industry ratios
[image: ]

Scroll down the data until you get to the line with an ID number 13354 (far left hand column). This data set is called ‘Wage to Profit Ratio and gives an industry average of 0.07 and an industry mean of 0.07. This means the industry average is 7% of revenue is spent on wages.
Should your wages costs be in-excess of 7% of your revenue you may have a problem. Before you decide if your business does have a problem you need to consider things like your business model as compared to the industry average. For example if the industry average is based on a business model where the owner works in the shop 40 hours a week  they will have lower wages bill than if the owner worked in the shop for only 5 hours a week and employed staff work the extra 35 hours. Once you are sure you are comparing like with like you can get a picture of how efficient your business is and where you should be looking to make improvements.


[image: ] 	Practice activity
[bookmark: _Toc24552439]Activity 3.5: Performance analysis
Click on the link below:
http://www.bizstats.com/
This site is an American business statistics site. 
Select the option ‘Corporation’.
Select the sector ‘Sporting goods, Hobby, Book and Music Stores’.
Select the option ‘General Merchandise Stores’.
Look at the income statement averages, you will see each expense is expressed as a percentage of revenue.

1. Examine Gains Music Store income statement, budget and actual, below. 
How does the Gains data compare to the US industry average? Use the actual figures for comparison. 
In the space below select 4 expenses and comment on the comparison between Gains Music and the industry average.
Suggest a reason for any differences you identify


Table 61 Gains Music Store budget report
	Gains Music Store
Income statement performance report
for the year ended 30th June 20X1

	
	Budget 
	Actual 

	Revenue 
	$
	$

	Sales
	400,000
	455,000

	Less cost of goods sold 
	300,000
	310,000

	Gross profit
	100,000
	145,000

	Less Expenses 
	
	

	Rent 
	10,000
	10,000

	Wages 
	41,000
	43,000

	Repairs and maintenance  
	3,000
	3,500

	Taxes and charges 
	5,000
	5,200

	Interest
	7,000
	7,100

	Advertising
	27,000
	25,500

	Bad debts
	2,400
	3,600

	Other
	2,000
	2,100

	Total expenses
	92,400
	100,000

	Net Profit 
	7,600
	45,000











[image: ] 	Practice activity
[bookmark: _Toc24552440]Activity 3.6: Budget performance report
The manager of Downside Tree Company has details of operating expenses for the year ended 30 June 20X1. He presents the information in a report as follows:
Table 62 Expense report summary.
	Sales report 

	Our expense total was over budget in some areas and under in others. We had budgeted for the following:
· manufacturing costs $184,600
· marketing expenses $33,800
· administration costs $162,500
· financial costs $21,500
· salaries and wages $328,200
· other staff expenses $29,000
· factory and office $27,100.
Our actual expenses were as follows:
· manufacturing costs $186,300
· marketing expenses $39,400
· administration costs $121,300 
· financial costs $42,800 
· salaries and wages $428,800
· other staff expenses $48,500
· factory and office $33,400.



The company’s revenues were projected to be $1,850,000. The actual revenue figures were $1,978,000.
1. Open the excel file FNSACC412_SW_1of1_SR1, select the worksheet Activity 3.6.


2. On the worksheet Activity 3.6, prepare a budget performance report for Downside Tree Company. This report should include:
· Budget figures
· Actual figures
· Dollar variances
· Percentage variances
· An indicator if the variance is favourable or unfavourable
· For all variances greater than 10% a commnetary needs to be included which identifies the possible casue of the variance and a possible strategy to get the expense back on budget.
Figure 16 Budget variance graph
[image: ]
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[bookmark: _Toc24552443]Appendix 1: Regression analysis
An introduction to regression analysis: MarketingProfs http://www.marketingprofs.com/Tutorials/Forecast/regression.asp

[bookmark: _Toc24552444]Appendix 2: Budgeting policies and procedures
1. What is usually found in a business’s policy and procedure for the preparation of a budget
https://www.accountingtools.com/articles/2017/5/16/budgeting-procedure

2. Policy and procedure for the preparation of the Campbelltown City Council (South Australia) Budget.
https://www.campbelltown.sa.gov.au/webdata/resources/files/Budget%20Preparation%20Policy.pdf

3. Budget Planning Policy. Template for a policy and procedure for the preparation of a Budgeting policy and procedure. https://www.google.com.au/url?sa=t&rct=j&q=&esrc=s&source=web&cd=25&ved=2ahUKEwjs1rL93b3jAhVy8HMBHUGvB-wQFjAYegQIBxAC&url=https%3A%2F%2Fwww.communitydirectors.com.au%2Ffiles%2Fpolicybank%2FBudgetPlanningPolicy2015.doc&usg=AOvVaw2z57j1FScUia4NDcuK_yBU
4. University of Technology Sydney Budget policy and procedure. https://www.fsu.uts.edu.au/procedures/budgeting-forecasting-reporting-procedures.pdf


[bookmark: _Toc24552445]Appendix 3: Text references
The following books may help your understanding of this topic:
PREPARE OPERATIONAL BUDGETS 7th Edition 2019. Richard Hughes & Tony Knight. National Core Accounting Publications ISBN 978 1 76073 0680
BUDGETING, 3rd Edition 2008. Alan Banks & John Giliberti. McGraw Hill 
ISBN 9780070172555
BUDGETING – A PRACTICAL APPROACH, 2nd Edition 2011. Russell Clowes & Vic Scriven. Pearson Australia ISBN978 1 4425 1703 5
INTRODUCTION TO BUDGETING 4th Edition 2005.Colin Bear, Peter Blythe & David Flanders. Thomson ISBN 0 17 011910 6
BUDGETING PRINCIPLES 2nd Edition. Jill Hart, Clive Wilson & Bruce Keers. Prentice Hall ISBN 1 74009 304 6
Video links:
Flexible budgeting https://www.youtube.com/watch?v=JHVaey2WdPE
Master budgets  https://www.lynda.com/Business-tutorials/master-budget/779742/3509079-4.html?srchtrk=index%3a1%0alinktypeid%3a2%0aq%3abudget+variance+analysis%0apage%3a1%0as%3arelevance%0asa%3atrue%0aproducttypeid%3a2
Sales budget part 1 https://www.lynda.com/Business-tutorials/Master-budget-exercise-sales-budget/779742/3507502-4.html?srchtrk=index%3a1%0alinktypeid%3a2%0aq%3abudget+variance+analysis%0apage%3a1%0as%3arelevance%0asa%3atrue%0aproducttypeid%3a2
Sales budget part 2 https://www.lynda.com/Business-tutorials/Factors-consider-your-sales-budget/779742/3509080-4.html?srchtrk=index%3a1%0alinktypeid%3a2%0aq%3abudget+variance+analysis%0apage%3a1%0as%3arelevance%0asa%3atrue%0aproducttypeid%3a2
Sales budget part 3 https://www.lynda.com/Business-tutorials/Closer-look-our-sample-sales-budget/779742/3507503-4.html?srchtrk=index%3a1%0alinktypeid%3a2%0aq%3abudget+variance+analysis%0apage%3a1%0as%3arelevance%0asa%3atrue%0aproducttypeid%3a2
Cash budgets https://www.lynda.com/Business-tutorials/Budgets-Realistic-benchmarks/777378/5027957-4.html
Importance of budgeting https://www.lynda.com/Business-tutorials/Budgets-Solving-problems-advance/777378/5027958-4.html
Breakeven calculation https://www.lynda.com/Business-tutorials/Break-even-analysis-Computations/777378/5027955-4.html
Breakeven analysis & interpretation https://www.lynda.com/Business-tutorials/Break-even-analysis-Interpretation-use/777378/5027956-4.html
Budget variance https://www.youtube.com/watch?v=3VnOhCr6FHE

[bookmark: _Toc24552446]Appendix 4: Berry medical budget
Berry Medical Services provides a range of medical services to the local community. The following trial balance was prepared on 30th June 20X1
	Account
	Debit
	Credit

	Bank
	13,500
	

	Accounts receivable
	32,000
	

	Loans to staff
	11,000
	

	Office equipment
	64,000
	

	Accumulated depreciation office equipment
	
	38,000

	Furniture & fittings
	46,500
	

	Accumulated depreciation Furniture & fittings
	
	21,500

	Investments in shares
	50,000
	

	Land & Buildings
	200,000
	

	Accounts payable
	
	4,000

	GST payable
	
	20,000

	Owners equity
	
	333,500

	TOTAL
	417,000
	417,000



The firm has asked you to prepare a budget for the third quarter of 20X1 (July, August & September 20X1)
The following information will assist you:
Fees earned (no GST is payable for these services) in the previous year, 20X0, were
July $80,000
August $135,000
September $ 150,000
Fee income is expected to increase by 15% in 20X1
All services provided on credit with 60% of the fee received in the month the service was provided and 40% in the following month
The business estimates the fees will be earned by providing the following services (20X1)

	Services
	Consultations by a Doctor
	Consultations by a Nurse

	July 
	600
	500

	August
	1100
	900

	March
	1200
	1000



Each doctor is paid $45 per consultation
The nurses are paid $25 per consultation
Other operating expenses are:
	Expense
	Amount

	Rates
	12,000 per year, paid monthly

	Electricity 
	550 per month

	Office supplies
	5% of the monthly fees collected

	Office wages 
	8,000 per month, with a wage increase of 10% on 1st September due

	Subscriptions
	3,000 per year  — apportion to and payable each month

	Motor vehicle expenses
	1,250 per month

	Insurances
	6,000 per year  — apportion to and payable each month

	Depreciation  Office equipment
	is calculated at 12.5% PA straight line

	Depreciation  furniture & fittings
	is calculated at 7.5%  PA straight line

	Other office expenses
	200 per month

	Total fee income earned in June 
	$95,000

	New office equipment will be purchased in August 
	25,000

	Dividend income
	500 per month

	Drawings
	10,000 per month



REQUIRED
For the 3rd quarter (July, August & September) prepare the following
1. A fees budget.
2. Labour budget.
3. Operating expenses budget.
4. Cash collections, cash payments and cash budget.
5. Budgeted income statement.
6. Classify each cost as either fixed or variable
7. Analyse the budgets you have created and provide an opinion on the profitability and financial soundness of this business. Provide reasons to support your opinion
8. Assume that all the fee income is received by the provision of a single service and the fee charged for that service is $80. The labour cost to provide that service is $50. All of the other costs associated with providing the service (fixed and variable) are as stated above. Calculate the quarterly:
I. Contribution margin
II. The breakeven point
III. Graph the breakeven analysis
Use a spreadsheet to prepare your answer, there is a worksheet in FNSACC412_SW_1of1_SR1 for this. It is called ‘Appendix 4’ but no template has been created, you need to create the template yourself.

Establish SMART goals


Prepare, review and approve budget


Measure actual performance against budget targets


Investigate differences - variance analysis


Take corrective actions 









Number of units to be sold


Add ending inventory requirements


Less beginning inventory


= Units to be purchased












Beginning inventory ($)


Add purchases ($)


Less ending inventory ($)


= Cost of goods sold ($)
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