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Budgeting Exercise 03 
 
Gross Profit Scenarios 
 

Here are three budgeting problems that introduce Gross Profit as an important factor in 
setting budgets where Sales of Products are involved. 

Reading about Gross Profit can be found at the URL:  

http://www.leoisaac.com/fin/fin040.htm 

As with all budgeting problems, utilise a spreadsheet wherever possible to set out your 
workings and perform your calculations.  

Case A – Simple Gross Profit calculation – No inventory (stock) involved 

A football club purchases the following items of clothing to resell to its members: 

• Shirts – quantity 200, costing $20 each, selling price $30 each 
• Shorts – quantity 200, costing $15 each, selling price $20 each 
• Socks  – quantity 200 (pairs), costing $6 each, selling price $10 each 

All items of clothing were sold. 

Your task is to calculate the Gross Profit in dollar and percent terms for each of the three lines of 
clothing. 

What is the overall Gross Profit in dollar and percent terms, and which line of clothing was the most 
profitable? 

Case B – Gross Profit calculation with changes of inventory(stock) involved 

A sport organisation runs a bar in its clubhouse. During 
the month of June, the accounts show that purchases 
and sales for the four categories of products that are 
sold from the bar were as in Table 1. 
 

A stock take was taken at beginning and 
end of June and the stock levels as shown 
in Table 2. 
Your task is to prepare a spreadsheet that 
calculates the Gross Profit for each category 
in dollar and percent terms, and the same 
for overall Gross Profit of the bar for the 
month of June. 

Table 1 

Category Purchases Sales 

Beer  6,000   10,000  

Wine  4,500   8,000  

Spirits 2,000  3,500  

Other    800  900  

Table 2 

 

Opening Stock 
01-Jun 

Closing Stock 
30-Jun 

Category $ $ 

Beer  500   800  

Wine 1,000  1,200  

Spirits  750  900  

Other  250  500  

Total  2,500  3,400  

Please turnover for Case C 

http://www.leoisaac.com/fin/fin040.htm�
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Case C – Increasing profit from the clubhouse bar  

A sport organisation runs a bar in its clubhouse which is open for business for 3 hours in the 
evening on Friday, Saturday and Sunday (a total of 9 hours per week). The amount of sales per 
hour is generally $500 per hour except on Saturday evening when sales rise to $600 per hour. 
Over the last one year, according to financial accounting records, the Gross Profit on bar sales is 
generally 36%.  Keeping the bar open requires one bartender paid at the rate of $25.00 per hour 
and it is also estimated that electricity costs $5.00 per hour. 
The management committee want to find more profit from the bar, and is trying to decide between 
two options. 
Option 1: Open one more hour on Saturday evening on the basis that the extra hour achieves the 
same sales per hour as other hours on Saturday ($600/hr). There would be no attempt to change 
bar prices to increase Gross Profit. 
Option 2: Keep the same opening hours for the three evenings but increase prices a small amount 
to achieve a Gross Profit of 40%. 
Prepare three spreadsheets that show the gross profit and net profit in the bar for (a) the existing 
scenario (b) the extra hour on Saturday scenario and (c) the increase in Gross Profit percentage 
from 36% to 40%. 
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