Question 2 (50 Marks) 
PD Ltd supplies building materials to large contractors in Ireland. The company is managed by Paedar and he has limited accounting experience. Paedar wants to buy a new computer system in November and estimates the equipment will cost €7,500. He is not sure whether the company will have enough cash available. He has provided the following budgeted information. 
	
	September (€)
	October (€)
	November (€)

	Sales
	3,000
	4,800
	3,600

	Purchase of material
	2,400
	2,800
	2,400

	General expenses
	[bookmark: _GoBack]1,500
	1,894
	1,688



Additional Information
· Sales are made on the basis of 80% cash and 20% credit. Credit customers will pay one month after the sale. 
· All purchase of materials are on credit. Tony will pay his suppliers one month after the purchase of materials. 
· General expenses are paid in the month in which they are incurred. 
· Tony calculates that the cash balance at 30th September will be €2,176.

(a) Prepare a cash budget for October and November, including the purchase of equipment and state if Paedar can afford the equipment.  					(26 Marks) 
(b) Write a report to Paedar explaining the following:
i. What is a budget and Five reasons why they are produced;		(6 Marks) 
ii. Suggest Six problems with budgeting; 					(6 Marks) 
iii. Suggest Two alternatives to traditional budgeting and give One advantages and One disadvantages of each.  							(6 Marks) 
Note: Your answer should make reference to any relevant articles advised and marks will be awarded for format.      
Define and explain Three factors that have changed the role of management accountants in organisations. 									(6 Marks)


















Solution:

a) Prepare a cash budget for October and November, including the purchase of the new computer system and state if Paedar can afford the system. 			(26 Marks) 

	
	October
	November
	Marks

	In 
	
	
	1 – Title

	Sales- Cash 
	3,840
	2,880
	4

	Sales – Credit 
	600
	960
	4

	Total 
	4,440
	3,840
	1

	Out
	
	
	

	Purchases - Credit
	2,400
	2,800
	4

	General Expenses
	1,894
	1,688
	4

	Computer
	0
	7,500
	4

	Total 
	4,294
	11,988
	1

	Net
	146
	(8,148)
	1

	Op Balance 
	2,176
	2,322
	1

	Cl Balance 
	2,322
	(5,826)
	1









