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Introduction
Welcome to the Teacher’s Delivery Guide for Pearson LCCI Level 4 Certificate in
Management Accounting (ASE20102). We are delighted that you are interested in
teaching this qualification, and have provided this free resource – written by teachers
– to support your delivery of the specification. It was created to support both new and
existing LCCI teachers and is based on the content of the latest specifications.
LCCI qualifications (set up originally by the London Chamber of Commerce and
Industry) have an established reputation dating back to 1887, when the first exams
were set in Bombay (now Mumbai). In 2011 this qualification suite became part of the
Pearson portfolio, which also includes academic qualifications (e.g. GCSE and GCE
Level) and vocational qualifications (e.g. BTEC). Now, these qualifications are offered
in over 90 countries and over 250,000 LCCI exams are taken annually by learners all
over the globe.
Some of the key features and benefits of the new finance and quantitative qualifications include:
●

Comprehensive support – Each qualification in the new suite is supported by a free
Teacher’s Delivery Guide; marketing materials to help you recruit learners; and past
papers with mark schemes as well as full examiner reports following each exam.

●

Professional body recognition – We have received a number of exemptions from
Professional Bodies such as ACCA, CIMA and ICAEW. For more information, please
visit the Progression area within the Pearson website (qualifications.pearson.com/
lcci).

●

Higher body recognition – UCAS points are due to be confirmed on the new LCCI
Level 3 titles in 2016, so look on the website for details.

●

Employer recognition – LCCI qualifications have a long history of being sought
after by local employers, particularly in some countries where the brand is regarded
as the market-leading finance qualification.

●

100% external assessment – All the exams are set and marked by Pearson, which
gives the qualification credibility amongst external stakeholders (like employers,
Higher Education) and means you can be confident of the standards of the qualification. These qualifications will also follow the same awarding process as general
(academic) qualifications, and grade boundaries will be set for each exam and
published after the exam has been set, to ensure that standards remain consistent
over time.

●

Mapped to International Accounting Standards (IAS) – This will ensure learners
understand the accounting practices that countries are increasingly adopting.

●

Clear specification and exam format – The specification is laid out in a more
concise format, and the mark scheme clearly outlines how mark allocation works
and is consistent between the levels and qualifications.

v
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●●

Assessment objectives – These detail all the different ways that content may be assessed
in the exam. For example, listing ‘depreciation’ under assessment objective 1 (memorise) may require learners to recall or state methods of depreciation, whilst for assessment objective 2 (perform procedures) learners may be required to demonstrate using
methods of depreciation, and so on.

It is essential that you familiarise yourself with the full requirements of the specification
through close reading of the document. This guide is purely for support purposes and is
not designed to be a substitute for the specification itself.
Below is an overview of the different features to be included in the delivery guide
including:
●●

What’s new – provides a useful summary of key changes between the old and the new
specification, as well as highlighting the key aspects of the new course.

●●

Delivery guidance – provides suggestions on how to plan and teach the new LCCI suite
of qualifications.

●●

Scheme of work – contains a table illustrating how to deliver the qualifications within
the Guided Learning Hours (GLH) with ideas for possible activities and resources to use
with learners.

●●

Preparing learners for external assessment – guidance on how to help prepare
learners for the external assessment in the new LCCI qualifications.

●●

Command words – a list of the key command words and their definitions used in the
sample assessment material.

●●

Practice exercises – questions for you to use with learners to develop their skills, which
are additional to the questions provided in the student textbook.

●●

Further reading and resource suggestions – suggestions of further printed and online
resources that you may find beneficial when delivering the new LCCI qualification.

●●

IAS glossary – detailing the key IAS terminology used in the new suite.

We hope you find this guide of use when teaching.
We encourage you to check the Pearson website (qualifications.pearson.com/lcci)
and search for this qualification to download a range of free learner resources and further
support for your delivery of this qualification.

vi
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Chapter

1

What’s new

The Pearson LCCI Level 4 Certificate in Management Accounting (ASE20102) is a single
unit qualification which is part of the LCCI Finance and Accounting suite of qualifications.
It is for students who work in, or who want to work in, a supervisory or managerial role
within the area of management accounting.
This new qualification gives students advanced knowledge and understanding of
management accounting techniques in business, including budget setting, monitoring,
variance analysis and business performance. It is also recognised as an ACCA accredited
programme.
Students will gain the skills to use a range of techniques to prepare complex financial
information. They will:
●

Use standard costing to analyse performance.

●

Construct and interpret functional and flexed budgets for planning and control.

●

Apply appropriate accounting techniques to forecast information.

●

Use appropriate accounting techniques to measure performance and manage costs.

●

Analyse management accounting information to improve financial performance.

●

Evaluate different options and business scenarios to improve financial performance.

●

Prepare performance information for management, communicating information
effectively.

The syllabus has been divided into seven sections:
●

Standard costing

●

Budgets

●

Short-term decision making

●

Forecasting

●

Financial performance

●

Scenario planning

●

Corporate social responsibility.

These have been subdivided into subject content and ‘what the students need to learn’.
Specific detail is provided on each topic to facilitate smooth delivery. Teachers should
concentrate on, and deliver, the knowledge, skills and understanding outlined in the ‘what
students need to learn’ section of the specification to enable full understanding of the unit.

1
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Chapter

2

Delivery guidance

This new suite of LCCI ﬁnance and accounting qualiﬁcations aims to prepare learners
for the accounting profession. Qualiﬁcations range from Level 1 to Level 4 covering
aspects of manual and computerised bookkeeping, accounts and statistics. Levels 1–3 are
aimed at learners aged 16+. Level 4 is aimed at learners who are 18+ and already in the
workplace.
As these are vocational qualiﬁcations, it is imperative that you use a variety of delivery
methods to engage learners and ensure they develop the appropriate knowledge, understanding and skills, which will help them to be successful in their future careers.

Planning:
●

Prior to recruiting learners onto the course, it is important to establish what qualification level they are already working at and that they have the sufficient motivation and
interest in accounting to enable them to be successful. Their previous academic history
and prior qualifications will help you to determine this.

●

The minimum age of learners in the specification should be used as a guide for recruitment, rather than as a compulsory requirement.

●

It is essential that you read the whole specification to familiarise yourself with its
requirements.

●

If you are already experienced in delivering LCCI finance and quantitative qualifications,
it is worth familiarising yourself with the differences between the old and new specification, which is also summarised in the ‘What’s new’ section of the delivery guide.

●

It is important to plan sufficient time to deliver the whole course. The Guided Learning
Hours (GLH) for each qualification provides an indication of how long is needed to
deliver the course in its entirety. The example Scheme of Work provides you with a
suggestion of how to plan the time over the course.

Delivery:
●

Visit the website qualifications.pearson.com/lcci and search for this qualification to find
supporting resources to use with your learners.

●

Use International Accounting Standards (IAS) terminology with learners from the
outset of the course. A glossary is included in the qualification specification, in this
guide and on the qualification website that you can give to learners.

3
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●●

Recap the previous session at the start of each lesson. This will provide an opportunity to
monitor learner progress and encourage questions.

●●

Develop each new topic from simple to complex incorporating realistic examples.

●●

In order to engage learners you should incorporate a variety of delivery methods which
allow for different learning styles. For example, pair and group work. It is recommended
that you have a maximum group size of three as learners do not get enough chance to
speak in large groups.

●●

Change the pace of the lesson by breaking things up a bit, i.e. different activities, timed
tasks and different materials.

●●

Let the students make mistakes. They need to. We all learn best through making mistakes.

●●

It’s a good idea to let learners check their answers with each other before feeding back
to you.

●●

Use practice exercises to develop learners’ skills. These could be class based or set as a
homework assignment.

●●

You should encourage learners to complete additional tasks – for example, exercises from
suitable textbooks, real-life scenarios from business and financial pages in newspapers or
from websites to help contextualise the content for learners.

●●

At the end of each topic you can incorporate, into your teaching, a mini test to help
consolidate learning.

It is important that you ensure learners’ understanding over time and encourage learners
to develop good study skills from the beginning of the course. It will make it easier when it
comes to revision.

4
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Chapter

3

Scheme of work

LCCI Level 4 Certificate in Management Accounting
This scheme of work is intended to be an example and not prescriptive. It is provided to
help you make the most of your planning time. You can adjust the session order to suit your
circumstances and customise it by adding your own activities/lesson ideas to the ‘Activities’
column. There are opportunities to add subject matter individual to your students, e.g.
consolidation sessions. Note that the order of unit content given here may not be the same
as in the qualification specification.
This scheme of work assumes that students have prior knowledge of costing although it is
expected that the introductory sessions as well as early classes within many of the sections
will revisit some of the basic concepts.
Guided learning hours: 120

Lesson

Unit content
Introduction to
the unit

Number of lessons: 60 Duration of lessons: 2 hours

Activities

Suggested
resource
checklist

●

Icebreaker (approx. 30 minutes): an activity could be used to
introduce the members of the group to the teacher and each other

Icebreaker
Activities

●

Teacher presentation (approx. 15 minutes): to introduce the
unit: outline the nature of the key topics, terms and assessment
verbs. Outline the method of assessment in this unit

Specification

●

Group discussion: to assess any prior experience/learning/
knowledge

●

Teacher led activities: issue introductory costing activities that
enable the learners to become re-familiarised with concepts
including fixed and variable costs, absorption and marginal
costing and accounting for direct and indirect costs that were
covered at Level 3

1
and
2

Task sheets
and answers
(optional)
Flipchart

Provide support if required
Provide and encourage feedback
●

Student activities: to participate in classroom discussions and
feedback sessions
Complete tasks, individually or in pairs

●

Teacher led discussion: to review lesson and ensure
understanding

5
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Lesson

Unit content

Activities

Suggested
resource
checklist

1 Standard costing
1.1 Variance analysis
Standard costs:
overview

●●

Teacher presentation: (approx.10 minutes) to review
previous session

1.1a

●●

Teacher led activities: explanation of standard cost

1.1b

Encourage discussion on the advantages and disadvantages of
using standard costs

Flipchart
Task sheets
and answers
(optional)
Textbooks

Demonstration of how to prepare a standard cost card
involving material, labour and overhead costs and set exercises
3

Provide and encourage feedback to exercises
Introduce types of standard including ideal, target, normal
and basic and encourage discussion of advantages and
disadvantages of using them
●●

Student activities: to participate in class discussions and
feedback sessions
Complete given tasks, individually or in pairs

●●

Teacher activity: review lesson and ensure understanding

Variances:
overview

●●

Teacher presentation: (approx.10 minutes) to review
previous session

1.1c

●●

Teacher led activity: identify the reasons why standard and
actual costs might differ

1.1d

Explanation and demonstration of total sales variance and how
it can be divided into price and volume variance

1.1e
1.1g

Flipchart
Task sheets
and answers
(optional)
Textbooks

Explanation and demonstration of total material variance and
how it can be divided into quantity (usage) and price variances

1.1h (part)

Explanation and demonstration of total labour variance and
how it can be divided into efficiency and rate variances

4

Set exercises and provide support
Provide and encourage feedback to exercises
●●

Student activities: complete given tasks, individually or in
pairs
Participate in feedback sessions

●●

Teacher led discussion: to review lesson and ensure
understanding

6
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Lesson

Unit content
Material
and labour
variances
(revisited)

Activities
●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: explain why output levels might change
and standard quantities might need to be flexed, encourage
discussion of the importance of flexing budgeted figures

1.1e
1.1f
1.1g

Demonstration of the calculation of material and labour
variances for differing output levels

1.1h

Explanation and demonstration of idle-time variances

1.1m

Explanation and demonstration of calculation of standard and
actual costs and the use of variances to reconcile them

5

Suggested
resource
checklist
Flipchart
Textbook

Set exercises requiring students to use variances to reconcile
standard and actual costs and provide support
Set exercises requiring students to analyse why standard and
actual costs are different and provide support
Provide and encourage feedback to exercises
●●

Student activities: participate in classroom discussions
Complete given tasks, individually or in pairs
Participate in feedback sessions

●●

Teacher led discussion: to review lesson and ensure
understanding

Overhead
variances

●●

Teacher presentation: (approx.10 minutes) to review
previous session

1.1j

●●

Teacher led activity: introduction to overhead variances

1.1k

Explanation and demonstration of fixed overhead variances
including expenditure, volume, capacity and efficiency

1.1l

Task sheets
and answers
(optional)
Textbooks

Demonstration of role of overhead variances in reconciling
standard and actual costs both for absorption or marginal
costing

1.1m
6

Flipchart

1.1n

Set exercises and provide support
Provide and encourage feedback to exercises
●●

Student activities: complete given tasks, individually or in
pairs
Participate in feedback sessions

●●

Teacher led discussion: to review lesson and ensure
understanding

7

M03_LCCI6830_01_CUS_C03.indd 7

28/04/2016 16:01

Pearson LCCI Level 4 Certificate in Management Accounting (ASE20102): Teacher’s Delivery Guide

Lesson

Unit content
Standard costs,
variances and
control

Activities

Suggested
resource
checklist

●●

Teacher presentation: (approx.10 minutes) to review
previous session

Flipchart

●●

Teacher led activity: lead a classroom discussion as to why
variances occur

Task sheets
and answers
(optional)

1.1o
1.1p

Introduce the notion that material, labour and overhead
variances might be related and have one root cause

Case studies

Textbooks

Explore the criteria that managers should use to decide
whether to investigate a particular variance – size, trends and
control should be included
Set case studies requiring students to identify possible reasons
for variances and decide which should be investigated and
provide support

7

Provide and encourage feedback to case study
●●

Student activities: participate in classroom discussions
Compile a list of reasons for each variance, individually or in
small groups
Feedback results of case studies to main group

Communicating
variances:
overview

●●

Teacher led discussion: to review lesson and ensure
understanding

●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: explain the importance of effective
management communication and demonstrate the business
conventions regarding the layout of reports

1r

Set case studies for students to produce reports on variances
and their possible causes either in pairs or small groups

8

Provide and encourage feedback to case studies
●●

Student activities: produce reports based on the case studies
Pairs or groups to present their results to main group

●●

Teacher led discussion: to review lesson and ensure
understanding

8
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Lesson

Unit content
Processing and
communicating
variance
information

9

Activities
●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: identify the range of unknown values that
can be calculated from variance formulae (price and quantity)

1.1e-h (implied
or revisited)

Demonstration of how unknown values can be extracted for
material, labour and overhead variances

1.1j-n (implied
or revisited)

Set exercises and provide support

1.1r

Suggested
resource
checklist
Flipchart
Task sheets
and answers
(optional)
Textbooks

Provide and encourage feedback to exercises
●●

Student activities: complete given tasks, individually or in
pairs
Participate in feedback sessions

Standard
output and
production
ratios

●●

Teacher led discussion: to review lesson and ensure
understanding

●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: explain the role of output and production
ratios in assessing business performance; walk-through
example of a standard hours production

1.1i
1.1q

Flipchart
Task sheets
and answers
(optional)
Textbooks

Walk-through worked examples to calculate production
volume, efficiency, capacity and utilisation ratios
Promotion of discussion of usefulness and application of
output and production ratios

10

Set exercises and provide support
Provide and encourage feedback to exercises
●●

Student activities: participate in classroom discussions
Prepare a short report to interpret the results of output and
production ratios and the implications for a business
Complete given tasks, individually or in pairs
Participate in feedback sessions

Consolidation
session

11

●●

Teacher led discussion: to review lesson and ensure
understanding

●●

Teacher presentation: (approx.10 minutes) to review
standard costing and variances

●●

Student activity: completion of revision tasks on work
covered, either individually, in pairs or working in small groups

Task sheets
and answers
(optional)

●●

Teacher activity provide ongoing support

Textbooks

Flipchart

Provide and encourage feedback from learners
●●

Teacher led discussion: (approx.10 minutes) to review lesson
and ensure understanding

9
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Lesson

Unit content

Activities

Suggested
resource
checklist

2 Budgets
2.1 Preparation of budgets
Budgets and
the budgetsetting process

●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: explain the functions of a budget; the
types of budget, why they are important and the stages
involved in a budget’s production

2.1c

Flipchart
Task sheets
and answers
(optional)
Textbooks

Introduction to the notion of cost/income centres and budget
holders and their responsibilities
Issue budget case studies focused on the process of creating
a budget and the contribution of an effective budget-setting
process to improving performance and achieving business
objective

12

Provide support to students as they work through case studies
Provide and encourage feedback to case studies
●●

Student activities: participate in classroom discussions
Complete case studies, individually or in pairs
Present findings to main group, participate in feedback
sessions

13

Preparation
of budgets
– revenue,
production,
materials
and labour
(one activity,
multiple time
periods)

●●

Teacher led discussion: to review lesson and ensure
understanding

●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: introduction to different types of budget
and demonstration of how each budget is produced for one
activity (product) over a number of time periods

Flipchart
Task sheets
and answers
(optional)
Textbooks

Explanation of the concept of a limiting factor followed
by a walk-through example of how limiting factors can be
incorporated and demonstration of how limiting factors can be
incorporated into budgets

2.1d (part)

Set exercises and provide support
Provide and encourage feedback to exercises
●●

Student activities: complete given tasks, individually or in
pairs
Participate in feedback sessions

●●

Teacher led discussion: to review lesson and ensure
understanding

10
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Lesson

Unit content

14

Preparation
of budgets
– revenue,
production,
materials and
labour (multiple
activities, one
time period)

Activities
●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: introduction to different types of budget
and demonstration of how each budget is produced for
multiple activities (products) over a number of time periods
including the use of limiting factors

Suggested
resource
checklist
Flipchart
Task sheets
and answers
(optional)
Textbooks

Set exercises and provide support
Provide and encourage feedback to exercises

2.1d (part)
●●

Student activities: complete given tasks, individually or in
pairs
Participate in feedback sessions

Preparation
of budgets
– waste and
losses

●●

Teacher led discussion: to review lesson and ensure
understanding

●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: demonstration of how each type of
budget can be adapted to accommodate wastage of material,
lost labour time and the existence of defective units of output

2.1d (part)

Flipchart
Task sheets
and answers
(optional)
Textbooks

Set exercises and provide support

15

Provide and encourage feedback to exercises
●●

Student activities: complete given tasks, individually or in
pairs
Participate in feedback sessions

Preparation
of budgets –
cash budget
and income
statement

●●

Teacher led discussion: to review lesson and ensure
understanding

●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: importance of cash budgets and income
statements, promotion of classroom discussion
Demonstration of the production of cash budgets and income
statements

2.1d (part)

Flipchart
Task sheets
and answers
(optional)
Textbooks

Set exercises and provide support

16

Provide and encourage feedback to exercises
●●

Student activities: participate in classroom discussions
Complete given tasks, individually or in pairs
Participate in feedback sessions

●●

Teacher led discussion: to review lesson and ensure
understanding

11
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Lesson

Unit content

Activities

Reconciling
profit and cash

●●

Teacher presentation: (approx.10 minutes) to review
previous session

2.1e

●●

Teacher led activity: the importance of cash flow and
working capital for a business; factors affecting cash flow
and the impact on profit or loss; the difference between cash
accounting and accruals accounting and the implications for
cash reserves and profit levels

2.1f

Suggested
resource
checklist
Flipchart
Task sheets
and answers
(optional)
Textbooks

Demonstration of a case study

17

Set exercises and provide support
Provide and encourage feedback to exercises
●●

Student activities: participate in classroom discussions
Complete given tasks, individually or in pairs
Participate in feedback sessions

Flexing budgets

●●

Teacher led discussion: to review lesson and ensure
understanding

●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: introduction topic by encouraging
discussion into why budgets need to be flexed if activity levels
change

2.1g

Flipchart
Task sheets
and answers
(optional)
Textbooks

Demonstration of how to produce flexed budgets
Set exercises and provide support

18

Provide and encourage feedback to exercises
●●

Student activities: participate in classroom discussions
Complete given tasks, individually or in pairs
Participate in feedback sessions

Behavioural
aspects of
budgeting

●●

Teacher led discussion: to review lesson and ensure
understanding

●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: promotion of discussion that introduces
issues including goal-congruence, top-down and bottom-up
approaches to budget-setting, motivational aspects and targetsetting; the role of budget-setting in the planning process

2.1b

Flipchart
Task sheets
and answers
(optional)
Textbooks

Provide case studies on budget setting and get students,
either in pairs or small groups, to work through the case
studies and present their findings to the rest of the group

19

Provide and encourage feedback to case studies
●●

Student activities: participate in classroom discussions
Complete case studies, in pairs or small groups
Present findings to rest of group and participate in feedback
sessions

●●

Teacher led discussion: to review lesson and ensure
understanding

12
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Lesson

20

Unit content
Alternative
approaches
to budgeting
– zero-based,
rolling/
incremental
and activity
based

Activities
●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: introduction to various other approaches
to budgeting and demonstration of each method (zero-based;
rolling/incremental and activity-based)

Suggested
resource
checklist
Flipchart
Task sheets
and answers
(optional)
Textbooks

Set budgeting exercises and provide support
Provide and encourage feedback to exercises
Encourage discussion on the validity and benefits of each
approach

2.1a
●●

Student activities: participate in classroom discussions
Complete given tasks, individually or in pairs
Participate in feedback sessions

●●

Teacher led discussion: to review lesson and ensure
understanding

Activity-based
costing

●●

Teacher presentation: (approx.10 minutes) to review
previous session

2.1h

●●

Teacher led activity: review the concept and application of
absorption costing covered in Level 3

2.1i

Explain and demonstrate the main elements of activity-based
costing (ABC) both in terms of charging overheads to different
cost centres and to individual jobs

2.1j

Flipchart
Task sheets
and answers
(optional)
Textbooks

Set exercises and provide support

21

Provide and encourage feedback to exercises
Promote discussion of the benefits and drawbacks of this
approach
●●

Student activities: participate in classroom discussions
Complete given tasks, individually or in pairs
Participate in feedback sessions

Just-in-time
and stock
management

●●

Teacher led discussion: to review lesson and ensure
understanding

●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: introduction to the just-in-time (JIT)
approach to stock (inventory) management and the way it
contrasts with traditional inventory management

2.1k (part)
2.1l (part)

Flipchart
Task sheets
and answers
(optional)
Textbooks

Set case studies and provide support
Provide and encourage feedback to exercises

22

Promote discussion of advantages/disadvantages of the JIT
approach to inventory management
●●

Student activities: participate in classroom discussions
Complete given tasks, individually or in pairs
Participate in feedback sessions

●●

Teacher led discussion: to review lesson and ensure
understanding

13
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Lesson

Unit content

Activities

Suggested
resource
checklist

Total quality
management

●●

Teacher presentation: (approx.10 minutes) to review
previous session

2.1k (part)

●●

Teacher led activity: introduce the principles of total quality
management (TQM) and the implications for the business

Task sheets
and answers
(optional)

Set case studies and provide support

Textbooks

2.1l (part)

Flipchart

Provide and encourage feedback to exercises
23

Promote discussion of advantages/disadvantages of this
approach
●●

Student activities: participate in classroom discussions
Complete given tasks, individually or in pairs
Participate in feedback sessions

●●

Teacher led discussion: to review lesson and ensure
understanding

2.2 Budget planning and control
Using and
analysing
budgets

●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: explain how budgets can be used to
promote efficiencies within a business – through relaxation of
limiting factors and rescheduling of purchasing or production
activity

2.2a (part)
2.2b (part)

Flipchart
Task sheets
and answers
(optional)
Textbooks

Walk-through case study of the impact of budget re-structuring
and reconstruction on output and production ratios

24

Provide support
Provide and encourage feedback to exercises
●●

Student activities: complete given tasks, individually or in
pairs; produce a short management report justifying the need
for a budget restructuring
Participate in feedback sessions

Using and
analysing
budgets

●●

Teacher led discussion: to review lesson and ensure
understanding

●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: introduction to the idea that budgets can
be used to make decisions including judging performance,
re-allocating resources, ‘what-if’ scenarios and revising of
future budgets.

2.2a (part)
2.2b (part)

Flipchart
Task sheets
and answers
(optional)
Textbooks

Set budgeting exercises/case studies that require decisions to
be made and provide support

25

Provide and encourage feedback to exercises
●●

Student activities: complete given tasks, individually or in
pairs
Participate in feedback sessions

●●

Teacher led discussion: to review lesson and ensure
understanding

14
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Lesson

Unit content
Consolidation
session

Activities
●●

Teacher presentation: (approx.10 minutes) to review
budgeting

●●

Student activity: completion of revision tasks on the
construction and use of budgets, either individually, in pairs or
working in small groups

●●

Teacher activity: provide ongoing support

26

Suggested
resource
checklist
Flipchart
Task sheets
and answers
(optional)
Textbooks

Provide and encourage feedback from learners
●●

Teacher led discussion: (approx.10 minutes) to review lesson
and ensure understanding

3 Short-term decision making
3.1 Contribution theory
Contribution
and break even
analysis

●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: review cost, behaviour and functions of
different costs (covered at Level 3); CVP analysis as a planning
tool; how contribution can be used to identify the break-even
point and margins of safety in order to determine whether a
planned or actual activity is achievable or not

3.1b
3.1d

Flipchart
Task sheets
and answers
(optional)
Textbook

Set exercises and provide support

27

Encourage discussion of other factors that would need to be
considered when making this type of decision
●●

Student activities: participate in classroom discussions
Complete given tasks, individually or in pairs
Participate in feedback sessions

Contribution
and special
orders

●●

Teacher led discussion: to review lesson and ensure
understanding

●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: explanation and demonstration of how
the use of marginal costing and contribution can be more
reliable in determining whether special orders ought to be
accepted or not

3.1a
3.1d

Flipchart
Task sheets
and answers
(optional)
Textbook

Set exercises and provide support
Provide and encourage feedback to exercises

28

Encourage discussion of other factors that would need to be
considered when making this type of decision
●●

Student activities: participate in classroom discussions
Complete given tasks, individually or in pairs
Participate in feedback sessions

●●

Teacher led discussion: to review lesson and ensure
understanding

15

M03_LCCI6830_01_CUS_C03.indd 15

28/04/2016 16:01

Pearson LCCI Level 4 Certificate in Management Accounting (ASE20102): Teacher’s Delivery Guide

Lesson

Unit content
Contribution
and scarce
resources

Activities
●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: explanation and demonstration of what
limiting factors are and how they can be identified

3.1b

Demonstration of how contribution can be used to identify
which activities make the optimal use of scarce resources

Suggested
resource
checklist
Flipchart
Task sheets
and answers
(optional)
Textbook

Set exercises and provide support

29

Provide and encourage feedback to exercises
●●

Student activities: complete given tasks, individually or in
pairs
Participate in feedback sessions

Contribution
and product
mix

●●

Teacher led discussion: to review lesson and ensure
understanding

●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: demonstration of how contribution per
unit of scarce resource can be used to identify which is the
optimal product mix when existing resources are cut or extra
resources are provided

3.1c
3.1d

Flipchart
Task sheets
and answers
(optional)
Textbook

Set exercises and provide support
Promote discussions about the advantages and disadvantages
of using this approach and other factors that could be
considered

30

Provide and encourage feedback to exercises
●●

Student activities: complete given tasks, individually or in
pairs
Participate in feedback sessions

Consolidation
session

●●

Teacher led discussion: to review lesson and ensure
understanding

●●

Teacher presentation: (approx.10 minutes) to review
contribution and decision-making

●●

Student activity: completion of revision tasks on the
construction and use of budgets, either individually, in pairs or
working in small groups

●●

Teacher activity provide ongoing support

31

Flipchart
Task sheets
and answers
(optional)
Textbooks

Provide and encourage feedback from learners
●●

Teacher led discussion: (approx.10 minutes) to review lesson
and ensure understanding

16
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Lesson

Unit content

Activities

Suggested
resource
checklist

4 Forecasting
4.1 Forecasting methods
Using cost
behaviour

●●

Teacher presentation: (approx.10 minutes) to review
previous session

4.1b

●●

Teacher led activity: explain how an understanding of
the characteristics of different types of costs enable the
management accountant to predict changes in their value at
different levels of output

Flipchart
Task sheets
and answers
(optional)
Textbook

Demonstration of how fixed, variable, semi-variable and
stepped costs are influenced by changing output including the
high/low method

32

Set exercises and provide support
Provide and encourage feedback to exercises
●●

Student activities: complete given tasks, individually or in
pairs
Participate in feedback sessions

Time series
analysis:
overview

●●

Teacher led discussion: to review lesson and ensure
understanding

●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: explain the importance of forecasting
as a management function and how business data can be
manipulated to provide forecasts in the movement of key
business variables

4.1d

Flipchart
Task sheets
and answers
(optional)
Textbook

Walk-through example of the moving average approach to find
underlying trends and seasonal variations
Demonstration of de-seasonalising data to find underlying
performance

33

Set exercises and provide support
Provide and encourage feedback to exercises
●●

Student activities: complete given tasks, individually or in
pairs
Participate in feedback sessions

●●

Teacher led discussion: to review lesson and ensure
understanding

17
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Lesson

Unit content

Activities

Extrapolation
and forecasting

●●

Teacher presentation: (approx.10 minutes) to review
previous session

4.1c

●●

Teacher led activity: demonstration of how extrapolation can
be used to project trend data

4.1f

Demonstration of how the additive and multiplicative
approaches to seasonal variations can be used to produce
more accurate forecasts

4.1g

Suggested
resource
checklist
Flipchart
Task sheets
and answers
(optional)
Textbook

Set exercises and provide support

34

Explanation and promotion of discussion into other factors
that might affect business trends – should include cyclical and
random factors
●●

Student activities: participate in classroom discussions
Complete given tasks, individually or in pairs
Participate in feedback sessions

Linear
regression and
index numbers

●●

Teacher led discussion: to review lesson and ensure
understanding

●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: explanation and demonstration of the
concept of linear progression is and how it can be used to
predict one variable based on the value of another

4.1a
4.1e

Flipchart
Task sheets
and answers
(optional)
Textbook

How index numbers are used to identify movements in the
value of a data set over time; the notion of the index ‘base’
and how it is calculated; how index numbers can be used to
measure changes and make forecasts of material and labour
costs

35

Encourage discussions of the validity or usefulness of these
techniques
Set exercises and provide support
Provide and encourage feedback to exercises
●●

Student activities: participate in classroom discussions
Complete given tasks, individually or in pairs
Participate in feedback sessions

●●

Teacher led discussion: to review lesson and ensure
understanding

18
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Lesson

Unit content

Activities

Sampling
techniques

●●

Teacher presentation: (approx.10 minutes) to review
previous session

4.1h

●●

Teacher led activity: encourage discussion of how data can
be collected – this may involve contrasting the types and
advantages/disadvantages of primary and secondary data –
lead discussion into the need for sampling; terminology used in
the collection of business data (population; census; sampling)

Suggested
resource
checklist
Flipchart
Task sheets
and answers
(optional)
Textbook

Explanation and demonstration (using numerical examples) of
different methods of sampling
Set exercises requiring students to evaluate the use of various
sampling methods in different (case study) situations and
provide support

36

Provide and encourage feedback to exercises
Encourage discussion of the advantages or disadvantages of
different methods
●●

Student activities: participate in classroom discussions
Complete given tasks, individually or in pairs
Participate in feedback sessions

Consolidation
session

37

●●

Teacher led discussion: to review lesson and ensure
understanding

●●

Teacher presentation: (approx.10 minutes) to review
forecasting techniques

●●

Student activity: completion of revision tasks on work
covered, either individually, in pairs or working in small groups

Task sheets
and answers
(optional)

●●

Teacher activity: provide ongoing support

Textbooks

Flipchart

Provide and encourage feedback from learners
●●

Teacher led discussion: (approx.10 minutes) to review lesson
and ensure understanding

19
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Lesson

Unit content

Activities

Suggested
resource
checklist

5. Financial performance
5.1 Financial performance
Performance
indicators –
introduction
to accounting
ratios

●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: introduce the idea of using accounting
ratios to assess performance and demonstrate how to
calculate profitability and liquidity ratios; present a walkthrough case study of the performance and liquidity ratios
of a single business unit; compare the performance of the
businesses based in the same sector e.g. retailing and in
different sectors e.g. retail and manufacturing; students
to consider the reasons for differences in liquidity and
performance ratios in different sectors of the economy

5.1a (part)
5.1b
5.1c
38

Flipchart
Task sheets
and answers
(optional)
Textbooks

Set exercises and provide support
Provide and encourage feedback to exercises
Encourage discussion of advantages or disadvantages of using
these ratios
●●

Student activities: participate in classroom discussions
Complete given tasks, individually or in pairs
Participate in feedback sessions

●●

Teacher led discussion: to review lesson and ensure
understanding

●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

5.1a (part)

Teacher led activity: introduce the idea of using accounting
ratios to judge performance and demonstrate how to calculate
gearing and control (efficiency) ratios for two different
businesses and for the same business over two years

5.1b

Set exercises and provide support

5.1c

Provide and encourage feedback to exercises

Performance
indicators –
accounting
ratios
(revisited)

39

Flipchart
Task sheets
and answers
(optional)
Textbooks

Encourage discussion of advantages or disadvantages of using
these ratios
●●

Student activities: participate in classroom discussions
Complete given tasks, individually or in pairs
Participate in feedback sessions

●●

Teacher led discussion: to review lesson and ensure
understanding

20
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Unit content
Performance
indicators –
production
and quality
indicators

Activities
●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: using a case study, explain and
demonstrate some common performance indicators relating to
manufacturing, including unit costs of input and output; quality
indicators (e.g. ratio of defective products to output; ratio of
faulty goods returned to total sales)

5.1a (part)

Suggested
resource
checklist
Flipchart
Task sheets
and answers
(optional)
Textbooks

Encourage discussion of quality indicators – students to
suggest measures of quality

40

Set exercises and provide support
Provide and encourage feedback to exercises
●●

Student activities: participate in classroom discussions
Complete given tasks, individually or in pairs
Participate in feedback sessions

The balanced
scorecard
approach

●●

Teacher led discussion: to review lesson and ensure
understanding

●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: explain the four aspects of the balanced
scorecard approach

5.1d

Issue case studies that involve students in pairs or small
groups to suggest indicators under each of the four headings,
with the aim of identifying relevant performance indicators

Flipchart
Task sheets
and answers
(optional)
Textbooks

Provide support where required
Provide and encourage feedback to exercises

41

Encourage discussion of advantages or disadvantages of the
various measures
●●

Student activities: participate in classroom discussions
Complete given tasks, in pairs or small groups
Present findings to the rest of the group
Participate in feedback sessions

●●

Teacher led discussion: to review lesson and ensure
understanding

21
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Lesson

Unit content
Target costing

Activities
●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: introduction and demonstration of
how target costing can be used to identify how much the
organisation can spend on one input or the production of a
whole unit of product

5.1e

Suggested
resource
checklist
Flipchart
Task sheets
and answers
(optional)
Textbooks

Set exercises and provide support

42

Provide and encourage feedback to exercises
●●

Student activities: complete given tasks, individually or in
pairs
Participate in feedback sessions

Communicating
management
information

●●

Teacher led discussion: to review lesson and ensure
understanding

●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: walk-through case study identifying the
information needs of management at different levels in the
management hierarchy (i.e. supervisors; department heads;
senior managers; the Board) and in different functional areas
(e.g. marketing; HR; Production)

5.1f

Flipchart
Task sheets
and answers
(optional)
Textbooks

Set exercises requiring students to produce reports on
performance and provide support

43

Provide and encourage feedback to exercises
●●

Student activities: complete given tasks, individually or in
pairs
Participate in feedback sessions

Consolidation
session

44

●●

Teacher led discussion: to review lesson and ensure
understanding

●●

Teacher presentation: (approx.10 minutes) to review
performance indicators

●●

Student activity: completion of revision tasks on work
covered, either individually, in pairs or working in small groups

Task sheets
and answers
(optional)

●●

Teacher activity: provide ongoing support

Textbooks

Flipchart

Provide and encourage feedback from learners
●●

Teacher led discussion: (approx.10 minutes) to review lesson
and ensure understanding

22
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Lesson

Unit content

Activities

Suggested
resource
checklist

6 Scenario planning
6.1 Optimising profitability
Contribution
and
continuation of
activities

●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: explanation and demonstration of how
contribution can be used to determine whether apparently
loss-making activities should be continued or closed down in
the short and long term

6.1a

Flipchart
Task sheets
and answers
(optional)
Textbook

Set exercises and provide support
Provide and encourage feedback to exercises

45

Promote discussion about other factors that might be
considered when making these types of decisions
●●

Student activities: participate in classroom discussions
Complete given tasks, individually or in pairs
Participate in feedback sessions

●●

Teacher led discussion: to review lesson and ensure
understanding

Make or buy
decisions

●●

Teacher presentation: (approx.10 minutes) to review
previous session

6.1b

●●

Teacher led activity: explanation and demonstration of
how make-or-buy decisions work and the effect this has on
potential profit

Flipchart
Task sheets
and answers
(optional)
Textbook

Set exercises and provide support
Provide and encourage feedback to exercises

46

Promote discussion about other factors that might be
considered when making these types of decisions
●●

Student activities: participate in classroom discussions
Complete given tasks, individually or in pairs
Participate in feedback sessions

●●

Teacher led discussion: to review lesson and ensure
understanding

Life cycle
costing

●●

Teacher presentation: (approx.10 minutes) to review
previous session

6.1c

●●

Teacher led activity: explanation and demonstration of lifecycle costing technique

Task sheets
and answers
(optional)

Set exercises and provide support

Textbook

Flipchart

Provide and encourage feedback to exercises

47

Promote discussion concerning the validity of this technique
●●

Student activities: participate in classroom discussions
Complete given tasks, individually or in pairs
Participate in feedback sessions

●●

Teacher led discussion: to review lesson and ensure
understanding

23
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Lesson

Unit content

Activities

Handling
change

●●

Teacher presentation: (approx.10 minutes) to review
previous session

6.1d

●●

Teacher led activity: explanation and demonstration of how
‘what-if scenarios’ involving changes in selling price, quantities
and product can predict changes in profitability

Suggested
resource
checklist
Flipchart
Task sheets
and answers
(optional)
Textbook

Set exercises and provide support

48

Provide and encourage feedback to exercises
●●

Student activities: complete given tasks, individually or in
pairs
Participate in feedback sessions

Consolidation
session

49

●●

Teacher led discussion: to review lesson and ensure
understanding

●●

Teacher presentation: (approx.10 minutes) to review
performance indicators

●●

Student activity: completion of revision tasks on work
covered, either individually, in pairs or working in small groups

Task sheets
and answers
(optional)

●●

Teacher activity: provide ongoing support

Textbooks

Flipchart

Provide and encourage feedback from learners
●●

Teacher led discussion: (approx.10 minutes) to review lesson
and ensure understanding

7 Corporate social responsibility
7.1 Sustainability
Sustainability
and the
Brundtland
Report

●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: promote discussion on what is meant
by sustainability and account for its increasing importance as
a business objective; the triple-bottom-line and examples of
sustainable behaviour

7.1a

Flipchart
Task sheets
and answers
(optional)
Textbook

Set case studies and provide support
50

Provide and encourage feedback to case studies
●●

Student activities: divide students into pairs with each pair
undertaking internet research on a different aspect of the
Brundtland Report e.g. background and aims; implications;
impact; implementation issues for businesses
Present findings to rest of the group
Participate in feedback sessions

●●

Teacher led discussion: to review lesson and ensure
understanding

24
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Lesson

Unit content
Corporate
social
responsibility

Activities
●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: present the business case for corporate
social responsibility (CSR) with examples of good and bad
practice; costs and benefits of CSR and examples of good and
bad practice

7.1b

Suggested
resource
checklist
Flipchart
Task sheets
and answers
(optional)
Textbook

Set case studies on different aspects of CSR to cover
best practice and its impact; the results of poor practice;
stakeholder influence of CSR and the response of government

51

Provide and encourage feedback to case studies
●●

Student activities: complete given tasks, in pairs or small
groups
Present findings to rest of the group
Participate in feedback sessions

Sustainability
and the
budget-setting
process

●●

Teacher led discussion: to review lesson and ensure
understanding

●●

Teacher presentation: (approx.10 minutes) to review
previous session

●●

Teacher led activity: explain and demonstrate how applying
sustainable principles has affected the budget-setting process

Task sheets
and answers
(optional)

Set case studies and provide support

Textbook

7.1c

Flipchart

Provide and encourage feedback to case studies

52

●●

Student activities: complete given tasks, in pairs or small
groups
Present findings to rest of the group
Participate in feedback sessions

Consolidation
session

53

●●

Teacher led discussion: to review lesson and ensure
understanding

●●

Teacher presentation: (approx.10 minutes) to review
sustainability and corporate social responsibility

●●

Student activity: completion of revision tasks on work
covered, either individually, in pairs or working in small groups

Task sheets
and answers
(optional)

●●

Teacher activity: provide ongoing support

Textbooks

Flipchart

Provide and encourage feedback from learners
●●

Teacher led discussion: (approx.10 minutes) to review lesson
and ensure understanding

Review, revision and exam preparation
Exam
techniques and
study skills

●●

Teacher presentation: Structure of the exam and the keys to
successful preparation

●●

Teacher activity: provide practice tasks to cover one of the
main topic areas

54

invite each student to identify two topics that they would like
covered in the revision sessions
●●

Flipchart
Task sheets
and answers
(optional)
Textbook

Teacher activity: set tasks and provide ongoing support

25
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Lesson

Unit content
Revision tasks

55

Activities
●●

Teacher presentation: (approx.10 minutes) to review previous
session

●●

Teacher activity: review areas of revision requested by
students in preparation for final exams, providing a range of
example activities

–
60

Suggested
resource
checklist
Flipchart
Task sheets
and answers
(optional)
Textbook

Prepare students for mock examination
Provide support and feedback as required
●●

Student activity: practice tasks working individually or in pairs

26
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Chapter

4

Preparing learners for external
assessment
Learners will expect preparation for examinations and assessment and this should be
included in the delivery of the course. However your main focus must be on the eﬀective
learning of the full breadth and depth of the curriculum indicated by the specification and
example scheme of work provided for each qualification.
It is important that you encourage learners to develop their study skills from the
beginning of the course as this will assist in their revision later in the course.
At the beginning of the course you will lead in the incorporation of assessment/revision
based activities. As the course progresses learners should be able to take a greater responsibility for their own revision. This should be encouraged.
Each qualification specification has details about when assessment is available. To gain
access to the assessment, learners have to be entered by the entry deadline. Please refer
to the exam timetable and Operations Guide for Centres on the website. It is important to
enter learners for the examination when they are ready, and not just at the first available
assessment window.
The specification also details the expected characteristics of those working at either pass
or distinction grade (merit falls between the two, although it is not explicitly defined). This
is worth examining, as it will help you to identify which target grade your learners are likely
to be aiming for. Crucially, the assessment objectives in the specification illustrate all the
diﬀerent ways that content may be tested in the exam. It is important that you familiarise
yourself with them, so you can help learners prepare.
The following guidance is provided to help you prepare your learners for external
assessment. It is subdivided to distinguish between teacher-led, learner-led activities and
examination techniques.

Examples of teacher-led activities:
●

Explain the principles of assessment at induction so that learners have an understanding
of the assessment process.

●

Explain the rubric of the exam paper to your learners.

●

Use practice exercises to develop learners’ skills. This could be class based or set as a
homework assignment.

●

You should encourage learners to complete additional tasks – for example, exercises from
suitable textbooks, real-life scenarios from business and financial pages in newspapers or
from websites to help contextualise the content for learners.

27
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●●

Introducing assessment as early as possible in the course will help develop confidence
in learners.

●●

Use sample assessment materials as mock exams with learners, so they can practise their
exam technique and time management skills.
Over the lifespan of the specification, past papers along with accompanying mark
schemes and examiner reports will become available, which can also assist with practice.

●●

Help familiarise learners with the range of questions they may face in the exam by going
through the different question types in the sample assessment material. The specifications contain guidance on the typical command words used.

●●

The examination papers will include topics taken from any part of the specification. You
should not assume that all papers will be the same as the sample assessment provided.

●●

In order to engage learners, use a variety of delivery methods to help learners prepare
for the exam – for example, mock exams, pair and group work, and setting homework/
assignments to test learners’ understanding throughout the course.

●●

At the end of each topic you can incorporate, into your teaching, a mini test to help
consolidate learning.

●●

Clearly explain where your learners can make improvements.

●●

Recap the previous session at the start of each lesson as this will provide an opportunity
to monitor learner progress and encourage questions.

Examples of learner-led activities:
●●

Advise your learners how to put together a revision timetable to help plan their time
and study in preparation for the exam. This should include regular breaks and achievable targets (e.g. coverage of a particular area of content). Making a revision timetable
not only reflects a disciplined nature of studying but also makes the learner prepare
beforehand.

●●

Learners could revise in a variety of ways, including completing practice exercises,
creating revision notes/cards, and reading relevant reference materials to broaden their
understanding (e.g. textbooks and the internet).

●●

Through undertaking practice tests, it should be possible to identify learners’ weaker
areas of understanding. This will allow them to focus their personal revision and selfstudy on those areas.

●●

Help the learner identify subject topics which are not fully understood.

●●

You should encourage your learners to:
––
––
––
––
––
––
––
––

Give themselves enough time to study.
Organise a study space.
Plan a revision timetable.
Use diagrams: even in a financial environment these can be helpful.
Practice on old exam papers (where available).
Explain answers to others.
Take regular breaks during revision.
Make summary notes – making notes is by far the best way to memorise lots of information.
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●●

Advise learners of any special requirements for the examination, e.g. non-programmable
calculator, identification requirements and any change in venue.

Examination techniques for learners
Tell your learners to:
●●

Allow themselves plenty of time to get to the venue before the exam starts.

●●

Read the examination paper fully before starting.

●●

Identify the questions they can answer with the most ease, and answer those first.

●●

Be aware that the marks allocated to each question provide an indication of the time
required to complete it. Do not spend too much time on any one question.

●●

Be aware of the amount of time left.

●●

Aim to answer all questions on the paper even if some are left incomplete.

●●

Allow time at the end of the examination to check work.

●●

Be sure they answer the question as it is written, and not what they hoped it would be.

For more study skill advice and activities that you can download and give to your learners,
visit the website qualifications.pearson.com/lcci and search for this qualification.
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Chapter

5

Exam command words

Below is a list of some of the key command words and their definition that will be used
in the exam. It is worth taking time with your learners to make sure they understand the
definition and what is expected of them for each command word to help improve their exam
technique.
Prepare

This will involve preparing a management/financial statement and
preparing a budget or reconciliation. Candidates will use the appropriate
processes in their response.
May also involve some of the elements from an analyse- or
evaluate-type response.

Calculate

Work out numerical problems using mathematical processes and
formulae and show how they have worked out their answers.

Determine

Work out numerical problems using mathematical processes and
formulae and show how they have worked out their answers.
Candidates then analyse this information to come to a conclusion or
decision in relation to a solution or recommendation.
Each of the command words (above) should consider:
– Number of stages to complete the process
– Format needs to be considered
– Recall of a formula or formulae must be considered appropriate
– The question must specify whether any workings out must be shown
– Level of accuracy and units to be considered; question must state if
marks are to be attributed.

Describe

This will involve giving an account of something including a series of
features/points/trends/factors.

Identify

This will involve a single word answer and requires candidates to pick
out some key factor(s) or information.

Explain (generic)

Give more detail/understanding in responses which may require learners
to use linkage words such as ‘therefore’, ‘so that’ and ‘because’. This
applies in the context of explaining general accounting principles and
processes.
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Explain (applied)

Give more detail/understanding in responses which may require learners
to use linkage words such as ‘therefore’, ‘so that’ and ‘because’. This
applies where learners explain a justification or expansion in relation to
a specific accounting scenario.

Analyse

Examine in detail to discover the meaning or essential features of a
theme, topic or situation; break something down into its components;
examine factors methodically and in detail, identify separate factors, say
how they are related and how each one contributes to the topic.

Evaluate

Review information then bring it together to form a conclusion, drawing
on evidence including strengths, weaknesses, alternative actions,
relevant data or information; come to a supported judgement of a
subject’s qualities in relation to its context.
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Chapter

6

Questions

Please note: these exercises are intended for use in the classroom to embed knowledge, and are
not a replacement for exam preparation. To best prepare learners for examinations, please refer
to the Sample Assessment Materials and Past Papers, which can be found on the Pearson website
(qualiﬁcations.pearson.com/lcci)

Chapter 1
1.1

Felicidade plc manufactures a detergent in one of its factories. The information for
the year to 30 June 20X4 was as follows:
Sales in litres
Sales in $

Budget
80,000
480,000

Actual
75,000
480,000

The standard cost of manufacturing a litre was $3.10.
Calculate the price and volume variances for the year.
1.2

M06_LCCI6830_01_CUS_C06.indd 33

Calculate the materials variances from the following data:
(i) Material T:

Standard price per metre
Standard usage per unit
Actual price per metre
Actual usage per unit

$11
176 metres
$11
171 metres

(ii) Material U:

Standard price per tonne
Standard usage per unit
Actual price per tonne
Actual usage per unit

$42
50 tonnes
$45
50 tonnes

(iii) Material V:

Standard price per litre
Standard usage per unit
Actual price per litre
Actual usage per unit

$22
79 litres
$22
83 litres

(iv) Material W:

Standard price per metre
Standard usage per unit
Actual price per metre
Actual usage per unit

$8
41 metres
$10
41 metres

(v) Material X:

Standard price per tonne
Standard usage per unit
Actual price per tonne
Actual usage per unit

$29
60 tonnes
$30
60 tonnes
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(vi) Material Y:

1.3

$55
84 kg
$55
78 kg

Calculate the labour variances from the following data:

(i )
(ii)
(iii)
(iv)
(v)
(vi)

1.4

Standard price per kilo
Standard usage per unit
Actual price per kilo
Actual usage per unit

Job
Job
Job
Job
Job
Job

a
b
c
d
e
f

Standard
hours
450
660
150
510
420
810

Actual
hours
426
680
140
520
450
780

Standard
wage rate ($)
5.20
4.90
5.30
5.10
5.20
4.60

Actual
wage rate ($)
5.60
4.70
4.90
5.40
4.80
5.00

The following report has been prepared for the production department of Cabinets
Ltd in respect of the month of May Year 4:

Direct materials price
Direct materials usage
Direct labour rate
Direct labour efficiency
Fixed overhead expenditure

Actual costs or
quantities recorded

Variance
$

$2.80 per kg
11,200 kg
$9 per hour
3.5 hours per unit
$39,000

2,240
4,800
5,600
6,400
3,000

favourable
adverse
adverse
adverse
adverse

The department manufactures storage cabinets. When the budget was prepared, it
was expected that 1,800 units would be produced in the month but, due to a machine
breakdown, only 1,600 units were produced.
Required
(a) Reconstruct the original budget, giving as much information as may be derived
from the data presented above.
(b) Provide an interpretation of the performance of the production department
during the month of May Year 4.
1.5

Fixit Ltd is a manufacturing company which produces a fixed budget for planning
purposes. Set out below is the fixed monthly budget of production costs, together
with the actual results observed for the month of July Year 7.

Units produced
Costs:
    Direct materials
    Direct labour
    Variable production overhead
    Fixed production overhead
    Depreciation

Budget

Actual

5,000
$

5,500
$

20,000
60,000
14,000
10,000
4,000

22,764
75,900
14,950
9,000
4,000
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In preparing the fixed budget, the following standards were adopted:
Direct material
Direct labour
Variable production overhead
Fixed production overhead
Depreciation

10 kg of materials per unit produced.
2 hours per unit produced.
A cost rate per direct labour hour was calculated.
A cost rate per unit was calculated.
Straight-line method is used for all assets.

The following additional information is available concerning the actual output:
(a) the actual usage of materials in July was 54,200 kg; and
(b) the nationally agreed wage rate increased to $6.60 per hour at the start of July.
Required
(a) Prepare a flexible budget in respect of Fixit Ltd for the month of July Year 7.
(b) Analyse and comment on cost variances.
1.6

Concrete Products Ltd manufactures heavy paving slabs for sale to local authorities
and garden paving slabs for domestic use.
The board of directors meets early in each month to review the company’s performance during the previous month. In advance of each meeting, the directors
are presented with a computer printout summarising the activity of the previous
month. The computer printout in respect of the month of December Year 8 is set
out below:
Heavy paving
Actual
Budget

Garden paving
Actual
Budget

Sales volume
Production volume

tonnes
29,000
29,000

tonnes
27,500
27,500

tonnes
10,500
10,500

tonnes
8,500
8,500

Revenue
Variable cost of sales
Contribution

$000s
720
280
440

$000s
690
270
420

$000s
430
170
260

$000s
300
127
173

Further information
(a) The actual fixed costs incurred during the month equalled the budgeted fixed
costs of $310,000.
(b) Inventory stocks are valued at standard cost.
You have recently been appointed a director of Concrete Products Ltd. At an earlier
meeting with the finance director you received an explanation of the basis for the
company’s monthly budget and you are satisfied that the budget has been prepared
on a realistic basis.
Required
(a) Prepare, from the information contained in the computer printout, your analysis
and comments on the company’s performance during the month of December
Year 8, as background for the board meeting.
(b) List, with reasons, three questions you would ask at the meeting in order to give
you a fuller understanding of the company’s performance during the month.
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1.7

Nu-Line Ltd purchases manufactured machine tools for conversion to specialist use.
The converted tools are sold to the textile industry. The following information relates
to the month of July Year 3.
Purchases of machine tools
Completed production
Sales
Stock of finished goods at 1 July Year 3
Stock of finished goods at 31 July Year 3

Budget (units)
180
180
130
15
65

Actual (units)
180
140
150
15
  5

There was no inventory of purchased machine tools or work in progress at either the
start or the end of the month.
Finished goods are valued at full standard cost of production. The standard cost of
one completed production unit is:
Purchased machine tool
Direct labour
Fixed production overhead
Variable production overhead

$
600
300
200
100
1,200

The fixed production overhead per unit was determined by reference to the budgeted
volume of production per month.
A standard selling price of $2,000 per completed unit was specified in the budget and
was achieved in practice.
Actual costs incurred during the month were as follows:
Invoiced price of machine tools purchased
Direct wages paid
Fixed production overhead
Variable production overhead

$
86,800
47,500
35,000
13,000

Required
(a) Prepare a statement of the budgeted profit and the actual profit for the month of
July.
(b) Using variances, reconcile the budgeted profit with the actual profit.

Chapter 2
2.1

How does activity-based costing (ABC) differ from the traditional approach? What is
the underlying difference in the philosophy of each of them?

2.2

The use of activity-based costing in helping to deduce full costs has been criticised.
What has tended to be the basis of this criticism?

2.3

The following budgeted accounting statements were submitted to the board of
directors of Alpha Ltd on 1 October Year 4:
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Budgeted income statement for the year to 30 September Year 5
$
15,600,000
(10,452,000)
5,148,000

Sales
Cost of sales
Gross profit
Expenses
Selling and advertising
General administration
Profit from operations
Finance costs
Royalties on sales
Profit for the period

(1,500,000)
(1,094,500)
2,553,500
(135,000)
(780,000)
1,638,500

Budgeted statement of financial position at 30 September (Year 5)
with comparative figures at 1 October (Year 4)
$
$
$
$
Non-current assets
1,715,000
1,350,000
(Note 1)

Current assets
Inventory
Trade receivables
Cash in bank

3,200,000
2,600,000
1,854,750

Non-current liabilities
Loan
Current liabilities
Trade payables
Total equity and liabilities

4,000,000
2,200,000
        
7,654,750
9,369,750

Total assets
Equity
Share capital
Retained earnings

(Note 2)

4,400,000
3,313,500

6,200,000
7,550,000

4,400,000
1,765,000
7,713,500

6,075,000

1,000,000

1,000,000

656,250
9,369,750

475,000
7,550,000

Note 1: Accounting for accumulated depreciation of $585,000
Note 2: Accounting for accumulated depreciation of $450,000

At 31 March Year 5 the following information was available in respect of the first six
months of the trading year:
(a) Sales were 20% below the budgeted level, assuming an even spread of sales
throughout the year.
(b) The gross profit percentage was two percentage points below the budgeted
percentage.
(c) Actual advertising expenditure of $100,000 was 50% below the budgeted
amount. All other selling expenses were in line with the budget.
(d) General administration costs were 10% below the budgeted level.
(e) Trading stock at 31 March was $200,000 higher than the budgeted level. It
was assumed in the budget that inventory would decrease at a uniform rate
throughout the year.

37

M06_LCCI6830_01_CUS_C06.indd 37

28/04/2016 16:02

Pearson LCCI Level 4 Certificate in Management Accounting (ASE20102): Teacher’s Delivery Guide

(f) Trade receivables at 31 March were equivalent to two months’ actual sales,
assuming sales were spread evenly throughout the six months.
(g) Trade payables at 31 March were equivalent to one month’s actual cost of goods
sold, assuming costs were spread evenly throughout the six months.
(h) On 1 January Year 5 the rate of interest charged on the medium-term loan was
increased to 16% per annum.
The budget for the second six months was revised to take account of the following
predictions:
(a) Revenue during the second six months would continue at the level achieved
during the first six months.
(b) Cost control measures would be implemented to restore the gross profit
percentage to the budgeted level.
(c) Advertising, selling and general administration costs would be maintained at the
levels achieved in the first six months.
(d) Trading stocks would be reduced to the level originally budgeted at 30 September.
(e) Trade payables would be reduced to the equivalent of one month’s sales.
(f) Trade receivables would be maintained at the equivalent of one month’s cost of
goods sold.
(g) Interest on the medium-term loan would remain at 16% per annum.
The directors of the company wish to know what change in the cash in bank will
arise when the revised budget for the second six months is compared with the consequences of continuing the pattern in the first six months.
Taxation has been ignored.
Required
1 Prepare an accounting statement for the six months to 31 March Year 5 comparing
the actual results with the original budget.
2 Prepare a revised budget for the second six months and compare this with the
actual results which would have been achieved if the pattern of the first six
months had continued.
2.4

Holyrood Products Ltd makes cassette recorders. The management accountant has
produced the following summary of the company’s trading in the year ended 30 June
Year 3:
$
Sales: 30,000 recorders
add: Increase in finished goods inventory
Deduct:
    Direct materials
    Direct labour
     Works and administration overhead
    Selling overhead
Trading profit

$
375,000
16,000
391,000

128,000
96,000
50,000
20,000
294,000
97,000

The following additional information is available:
(a) Works and administration overhead was 64% variable and 36% fixed, the latter
including $2,500 for depreciation of plant surplus to current requirements.
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(b) Selling overhead was 75% variable and 25% fixed.
(c) For management accounting purposes, finished goods inventory is valued at
variable cost excluding selling overhead.
(d) There was an increase of 2,000 units in finished goods inventory over the year.
The production manager has made the following estimates for the year to 30 June
Year 4 which show that:
(a) The excess plant will be utilised for the production of a radio and a watch in
quantities of 5,000 and 10,000 respectively. The variable costs are:
Radio
$
15,000
10,000
2,500
4,500

Direct materials
Direct labour
Works and administration overhead
Selling overhead

Watch
$
10,000
25,000
15,000
2,250

(b) Finished goods inventory of cassette recorders will remain unchanged and stocks
of radios and watches will be built up to 10% of production.
(c) Production of cassette recorders will be at the same level as that achieved in the
year to 30 June Year 3.
(d) Fixed overhead is as follows:

Works and administration
Selling

No change
60% increase

Cassette recorder
$

Radio Watch
$

8,000*
2,250

13,500*
6,750

* Note: excluding depreciation.

(e) Materials costs for cassette recorders will be increased by $1 per unit. Other
variable costs will be held at the level attained in the year ended 30 June Year 3.
The marketing director has advised that each product should be priced so as to
achieve a 25% profit on total cost.
Required
Prepare a statement of budgeted profit for the year ended 30 June Year 4.
2.5

Jerry’s Taxis Ltd operates a taxi service in a large provincial city. All of the taxis are
owned by the business and all the drivers are employees rather than owner drivers.
The managers wish to benchmark the operating efficiency of the business against
another taxi service. A suitable taxi service has been identified and has agreed to the
benchmarking exercise. It is highly successful and operates a similar business model
in a nearby city of similar size.
Required
Produce a checklist of ten measures of operating efficiency that could be used as the
basis for the benchmarking exercise. (Hint: When identifying measures, think about
the key factors of time, quality, income and costs.)

2.6

Comment critically on the following statements that you have overheard:
(a) ‘Direct labour hours are the most appropriate basis to use to charge indirect cost
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(b)
(c)
(d)
(e)

(overheads) to jobs in the modern manufacturing environment where people are
so important.’
‘Activity-based costing is a means of more accurately accounting for direct labour
cost.’
‘Activity-based costing cannot really be applied to the service sector because the
“activities” that it seeks to analyse tend to be related to manufacturing.’
‘Kaizen costing is an approach where great efforts are made to reduce the costs of
developing a new product and setting up its production processes.’
‘Benchmarking is an approach to job costing where each direct worker keeps a
record of the time spent on each job on his or her workbench before it is passed
on to the next direct worker or into finished inventories stores.’

Chapter 3
3.1

The Bed Company continues trading during Year 4. The statement of financial position
(balance sheet) at the end of Year 4, in its first draft, showed receivables (debtors) as
$4,850 and the provision for doubtful debts unchanged from Year 3 at $450. Enquiry
showed that during Year 4 some of the receivables (debtors) at the end of Year 3 had
been confirmed as bad. They amounted to $250 but nothing had yet been recorded. The
management wish to make the provision $550 at the end of Year 4. Other assets amount
to $12,000, ownership interest at the start of Year 4 is $10,550 and the profit is $5,750.
Required
Prepare an accounting equation spreadsheet to show the effect of the bad debt being
recognised and of the decision to make a provision at the end of Year 4.

3.2

A small engineering company has been monitoring its total costs over the last few
years on a quarterly basis together with a number of employees and production
level. In order to assist the company to evaluate alternative strategic and operational
options, the data has been put through a computer package to develop a multiple
regression model of the form
Costs = a + b1Employees + b2Production
The results of the regression are shown as follows:
Model fitting results for: Costs
Independent variable
Coefficient
Std. error
CONSTANT
Employees
Production

63.75
4.02926
0.04714

13.7861
0.8587
0.0057

t-value
4.6242
4.6923
8.2702

R-SQ. = 0.9633
24 observations fitted, forecast(s) computed for 0 missing val. of dep. var.

You have been asked to provide a short report to the company chairman explaining
both the principles of regression in this context and an evaluation of the results in
terms of their potential usefulness in decision making.
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Chapter 4
4.1

4.2

Refer to Flower Power’s, a local chain of floral shops, data below. Use the high-low
method to determine Flower Power’s cost equation for van operating costs. Use your
results to predict van operating costs at a volume of 16,000 miles.
Month

Miles Driven

Van Operating Costs

January .....................................
February ...................................
March .......................................
April ..........................................
May ...........................................
June ..........................................
July ...........................................

16,000
17,500
14,900
16,200
16,900
15,100
14,500

$5,490
$5,700
$4,910
$5,340
$5,820
$5,410
$4,920

Assume that Lipton performs a regression analysis on the next year’s data using Excel.
The output generated by Excel is as follows:
1
2
3
4
5
6
7
8
10
11
12
13
14
15
16
17
18

A

B
SUMMARY OUTPUT
Regression Statistics

Multiple R
R Square
Adjusted R Square
Standard Error
Observations
ANOVA
Regression
Residual
Total

Intercept
X Variable 1

df

C

D

E

F

G

0.9850814
0.9703853
0.9629816
1.429.1572
6

1
4
5

SS
267,705,038
8,169,961.7
275.875.000

Coefficients
3,234.06
2.024

Standard
Error
5,014,2749
0.1768124

MS
267,705,038
2,042,490.4

t Stat
0.6449698
11.448491

F
Significance F
131.068 0.000332189

P-value
0.55408
0.00033

Lower
95%
–10.688
1.5333

Upper
95%
1.7156
2.5151

Requirements
(a) Indicate the firm’s fixed cost.
(b) Indicate the variable cost per unit.
(c) Determine the cost equation (use the output from the Excel regression).
4.3

A large retail organisation is currently investigating a number of areas of its operations with a view to improving performance in terms of efficiency, sales and profits.
The organisation has been monitoring the monthly sales of one of its more profitable
products for the last few years with a view to trying to forecast future demand.
Someone in the organisation has applied time-series analysis to the monthly sales
figures and calculated both the trend and the seasonally adjusted sales figures for
the first five months of the current year (the latest available). These are shown in the
following table:
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Seasonally adjusted sales figures ($000s)

Jan
Feb
Mar
Apr
May

Actual sales

Trend

Seasonally adjusted sales

63
85
100
81
89

78.50
80.88
83.88
85.88
86.47

76.3
80.7
84.5
87.5
88.6

Unfortunately, the person who completed the analysis has left the company and none
of the senior managers understands the information provided. You have been asked
to provide a short briefing report to management.
(a) Explain in the context of the application what is meant by time-series analysis
and why it is important.
(b) Explain why the actual sales figures are of little value by themselves for forecasting
purposes.
(c) Explain what is meant by seasonally adjusted sales and how this information
could be used.
4.4

Cedar Rapids Implements Company produces farm implements. Cedar Rapids is in
the process of measuring its manufacturing costs and is particularly interested in the
costs of the manufacturing maintenance activity, since maintenance is a significant
mixed cost. Activity analysis indicates that maintenance activity consists primarily
of maintenance labor setting up machines using certain supplies. A setup consists
of preparing the necessary machines for a particular production run of a product.
During setup, machines must still be running, which consumes energy. Thus, the
costs associated with maintenance include labor, supplies, and energy. Unfortunately,
Cedar Rapids’ cost accounting system does not trace these costs to maintenance
activity separately. Cedar Rapids employs two full-time maintenance mechanics to
perform maintenance. The annual salary of a maintenance mechanic is $42,000
and is considered a fixed cost. Two plausible cost drivers have been suggested: ‘units
produced’ and ‘number of setups’.
Data had been collected for the past 12 months and a plot was made for the cost
driver –units of production. The maintenance cost figures collected include estimates
for labor, supplies, and energy. Cory Fielder, controller at Cedar Rapids, noted that
some types of activities are performed each time a batch of goods is processed rather
than each time a unit is produced. Based on this concept, he has gathered data on the
number of setups performed over the past 12 months. The plots of monthly maintenance costs versus the two potential cost drivers follow:
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Maintenance Department Costs
Cost Drivers: Production Units & Setups

Maintenance Costs (Thousands)

$30
25
20
15
Plant Closed
Three Weeks in April
Due to Storm Damage

10
5
0

0

1

2

3

4

Units Produced (Thousands)

Maintenance Costs (Thousands)

$30
25
20
15
Plant Closed
Three Weeks in April
Due to Storm Damage

10
5
0

0

5

10

15

20

25

30

Number of Setups

1. Find monthly fixed maintenance cost and the variable maintenance cost per
driver unit using the visual-fit method based on each potential cost driver.
Explain how you treated the April data.
2. Find monthly fixed maintenance cost and the variable maintenance cost per
driver unit using the high-low method based on each potential cost driver.
3. Which cost driver best meets the criteria for choosing cost functions? Explain.
4.5

The head of the warehousing division of Lachton, Co., was concerned about some
cost behaviour information given to him by the new assistant controller, who was
hired because of his recent training in cost analysis. His first assignment was to
apply regression analysis to various costs in the department. One of the results was
presented as follows:
A regression on monthly data was run to explain building maintenance cost as a function
of direct labor hours as the cost driver. The results are
Y = $7,810 – $0.47X
I suggest that we use the building as intensively as possible to keep the maintenance costs
down.
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The department head was puzzled. How could increased use cause decreased maintenance cost? Explain this counterintuitive result to the department head. What step(s)
did the assistant controller probably omit in applying and interpreting the regression
analysis?
4.6

eComp.com manufactures personal digital assistants (PDAs). Because these very
small computers compete with laptops that have more functions and flexibility, understanding and using cost behaviour is very critical to eComp.com’s profitability. eComp.
com’s controller, Kelly Hudson, has kept meticulous files on various cost categories and
possible cost drivers for most of the important functions and activities of eComp.com.
Because most of the manufacturing at eComp.com is automated, labor cost is relatively
fixed. Other support costs comprise most of eComp.com’s costs. Partial data that
Hudson has collected over the past 25 weeks on one of these support costs, logistics
operations (materials purchasing, receiving, warehousing, and shipping), follow:
Week
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Logistics Costs, Y
$23,907
18,265
24,208
23,578
22,211
22,862
23,303
24,507
17,878
18,306
20,807
19,707
23,020
20,407
20,370
20,678
21,145
20,775
20,532
20,659
20,430
20,713
20,256
21,196
20,406

Number of Orders, X
1,357
1,077
1,383
1,486
1,292
1,425
1,306
1,373
1,031
1,020
1,097
1,069
1,444
733
413
633
711
228
488
655
722
373
391
734
256

(a) Plot logistics costs, Y, versus number of orders, X. What cost behavior is evident?
What do you think happened in week 14?
(b) What is your recommendation to Kelly Hudson regarding the relevance of the
past 25 weeks of logistics costs and number of orders for measuring logistics cost
behavior?
(c) Hudson remarks that one of the improvements that eComp.com has made in the
past several months was to negotiate JIT deliveries from its suppliers. This was
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made possible by substituting an automated ordering system for the previous
manual (labor-intensive) system. Although fixed costs increased, the variable
cost of placing an order was expected to drop greatly. Do the data support this
expectation? Do you believe that the change to the automated ordering system
was justified? Why or why not?

Chapter 5
5.1

Create a Balanced Scorecard for an organisation of your choice. Identify four dimensions and justify the potential key ratios in each dimension that you have chosen.

Chapter 6
6.1

What are the key issues in target costing?

Chapter 7
7.1

Make or Buy
Suppose a BMW executive in Germany is trying to decide whether the company
should continue to manufacture an engine component or purchase it from Frankfurt
Corporation for €50 each. Demand for the coming year is expected to be the same as
for the current year, 200,000 units. Data for the current year follow:
Direct material
Direct labor
Factory overhead, variable
Factory overhead, fixed
Total costs

€ 5,000,000
1,900,000
1,100,000
  3,000,000
€11,000,000

If BMW makes the components, the unit costs of direct material will increase by
10%.
If BMW buys the components, 30% of the fixed costs will be avoided. The other
70% will continue regardless of whether the components are manufactured or
purchased. Assume that variable overhead varies with output volume.
(a) Prepare a schedule that compares the make-or-buy alternatives. Show totals
and amounts per unit. Compute the numerical difference between making and
buying. Assume that the capacity now used to make the components will become
idle if the components are purchased.
(b) Assume also that the BMW capacity in question can be rented to a local electronics
firm for €1,150,000 for the coming year. Prepare a schedule that compares the
net relevant costs of the three alternatives: make, buy and leave capacity idle, buy
and rent. Which is the most favourable alternative? By how much in total?
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7.2

Courcy Manufacturing Company produces two industrial solvents for which the
following data have been tabulated. Fixed manufacturing cost is applied to products
at a rate of $1.00 per machine hour.
Per Unit
Selling price
Variable manufacturing costs
Fixed manufacturing cost
Variable selling cost

XY-7

BD-4

$6.45
2.70
.70
1.80

$4.20
1.70
.20
1.75

The sales manager has had a $215,000 increase in her budget allotment for advertising and wants to apply the money on the most profitable product. The solvents are
not substitutes for one another in the eyes of the company’s customers.
(a) How many machine hours does it take to produce one XY-7? To produce one
BD-4? (Hint: Focus on applied fixed manufacturing cost.)
(b) Suppose Courcy has only 140,000 machine hours that can be made available to
produce XY-7 and BD-4. If the potential increase in sales units for either product
resulting from advertising is far in excess of these production capabilities, which
product should be produced and advertised, and what is the estimated increase
in contribution margin earned?
7.3

Suppose Nantucket Nectars Ltd has a machine for which it paid $160,000 several
years ago and is currently not being used. It can use the machine to produce 12 oz.
bottles of its juice cocktails or 12 oz. bottles of its 100% juices. The contribution
margin from the additional sales of 100% juices would be $90,000. A third alternative is selling the machine for cash of $75,000. What is the opportunity cost of
the machine when we analyze the alternative to produce 12 oz. bottles of juice
cocktails?

7.4

An administrator at Saint Jude Hospital is considering how to use some space made
available when the outpatient clinic moved to a new building. She has narrowed her
choices, as follows:
(a) Use the space to expand laboratory testing. Expected future annual revenue
would be $330,000; future costs would be $290,000.
(b) Use the space to expand the eye clinic. Expected future annual revenue would be
$500,000; future costs would be $480,000.
(c) The gift shop is rented by an independent retailer who wants to expand into the
vacated space. The retailer has offered $11,000 for the yearly rental of the space.
All operating expenses will be borne by the retailer.
The administrator’s planning horizon is unsettled. However, she has decided that the
yearly data given will suffice for guiding her decision.
Tabulate the total relevant data regarding the decision alternatives. Omit the concept
of opportunity cost in one tabulation, but use the concept in a second tabulation. As
the administrator, which tabulation would you prefer if you could receive only one?

7.5

Following are the unit costs of making and selling a single product at a normal level
of 5,000 units per month and a current unit selling price of $90:
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Manufacturing costs
   Direct materials
   Direct labor
   Variable overhead
    Fixed overhead (total for the year, $300,000)
Selling and administrative expenses
   Variable
    Fixed (total for the year, $480,000)

$35
12
8
5
15
8

Consider each requirement separately. Label all computations, and present your
solutions in a form that will be comprehensible to the company president.
(a) This product is usually sold at a rate of 60,000 units per year. It is predicted that
a rise in price to $98 will decrease volume by 10%. How much may advertising
be increased under this plan without having annual operating income fall below
the current level?
(b) The company has received a proposal from an outside supplier to make and ship
this item directly to the company’s customers as sales orders are forwarded.
Variable selling and administrative costs would fall 40%. If the supplier’s proposal
is accepted, the company will use its own plant to produce a new product. The
new product would be sold through manufacturer’s agents at a 10% commission
based on a selling price of $40 each. The cost characteristics of this product,
based on predicted yearly normal volume, are as follows.
Per Unit
Direct materials
Direct labor
Variable overhead
Fixed overhead
Manufacturing costs
Selling and administrative expenses
   Variable (commission)
   Fixed

$6
12
8
  6
$32
10% of selling price
$2

What is the maximum price per unit that the company can afford to pay to the supplier
for subcontracting production of the entire old product? Assume the following:
●●

●●

●●
●●

Total fixed factory overhead and total fixed selling expenses will not change if the
new product line is added.
The supplier’s proposal will not be considered unless the present annual net
income can be maintained.
Selling price of the old product will remain unchanged at $90.
All $300,000 of fixed manufacturing overhead will be assigned to the new product.
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7.6

Consider the following data regarding Orange County’s photocopying requirements.

Useful life, in years
Current age, in years
Useful life remaining, in years
Original cost
Accumulated depreciation
Book value
Disposal value (in cash) now
Disposal value in 3 years
Annual cash operating costs for power,
maintenance, toner, and supplies

Old equipment

Proposed replacement
equipment

5
2
3
$34,000
13,600
20,400
3,600
0
17,000

3
0
3
$14,700
0
Not acquired yet
Not acquired yet
0
11,000

The county administrator is trying to decide whether to replace the old equipment.
Because of rapid changes in technology, she expects the replacement equipment to
have only a 3-year useful life. Ignore the effects of taxes.
(a) Prepare a schedule that compares both relevant and irrelevant items for the next
3 years.
(b) Prepare a schedule that compares all relevant items for the next 3 years. Which
tabulation is clearer, this one or the one in requirement 1?
(c) Prepare a simple ‘shortcut’ or direct analysis to support your choice of alternatives.

Chapter 8
8.1

Undertake the necessary internet research to identify whether the following items
would be classified under the Labor Practices and Decent Work, Human Rights, Society,
or Product Responsibility subcategory of the Social G4 category on a GRI report.
(http://www.globalreporting.org/standards/G3 and G3-1)
a.
b.
c.
d.
e.
f.
g.
h.
i.
j.
k.
l.
m.
n.

Customer health and safety
Local communities
Customer privacy
Product and service labeling
Equal remuneration for women and men
Anti-competitive behaviour
Employment
Indigenous rights
Supplier human rights assessment
Marketing communications
Forced or compulsory labor
Diversity and equal opportunity
Supplier assessment for impacts on society
Training and education
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8.2

For each of the following examples of information, specify whether it would be included
in an environmental management accounting system as monetary information (M),
physical information (P), or not included in the environmental management accounting
system (NA).
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.
13.
14.
15.

8.3

Gallons of lubricants used in machinery
Tons of scrap metal recycled
Cost of sulfur used in erasers
Cost of wages for plant manager
Cost of materials used in lab to neutralize toxins
Costs of running a laboratory to develop alternative energy sources
Cost of the CEO’s salary
Pounds of cardboard recycled
Cost of shipping raw materials between company plants
Cost to upgrade factory equipment to reduce emissions
Cost of wages for quality control inspector
Gallons of toxic waste generated
Wages of workers to comply with new EPA standards
Cost of electricity used to power manufacturing facilities
Total kilowatt hours of electricity used

Doyle Beverages manufactures its own soda pop bottles. The bottles are made from
polyethylene terephthalate (PET), a lightweight yet strong plastic. The company uses
as much PET recycled resin pellets in its bottles as it can, both because using recycled
PET helps the company to meet its sustainability goals and because recycled PET is
less expensive than virgin PET.
Doyle is continuing to search for ways to reduce its costs and its impact on the
environment. PET plastic is melted and blown over soda bottle molds to produce the
bottles. One idea Doyle’s engineers have suggested is to retrofit the soda bottle molds
and change the plastic formulation slightly so that 25% less PET plastic is used for each
bottle. The average kilograms of PET per soda bottle before any redesign is 0.004 kg.
The cost of retrofitting the soda bottle molds will result a one-time charge of $3,086,
while the plastic reformulation will cause the average cost per kilogram of PET plastic
to change from $1.00 to $1.20. Doyle’s management is analyzing whether the change
to the bottle molds to reduce PET plastic usage should be made. Management expects
the following number of soda bottles to be used in the upcoming year:

Number of bottles to be produced

Quarter 1

Quarter 2

Quarter 3

Quarter 4

2,000,000

2,500,000

3,000,000

3,100,000

For the upcoming year, management expects the beginning inventory of PET to be
800 kilograms, while ending inventory is expected to be 1,770 kilograms. During the
first three quarters of the year, management wants to keep the ending inventory of
PET at the end of each quarter equal to 10% of the following quarter’s PET needs.
Requirements
(a) Using the original data (before any redesign of soda bottles), prepare a direct
materials budget to calculate the cost of PET purchases in each quarter for the
upcoming year and for the year in total.
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(b) Assume that the company retrofits the soda bottle molds and changes the plastic
formulation slightly so that less PET plastic is used in each bottle. Now prepare a
direct materials budget to calculate the cost of PET purchases in each quarter for
the upcoming year and for the year in total for this possible scenario.
(c) Compare the cost of PET plastic for Requirement (a) (original data) and for
Requirement (b) (making change to using less PET). What is the direct material
cost savings from making the change to using less PET? Compare the total
of those savings to the cost of retrofitting the soda bottle molds. Should the
company make the change?
Explain your rationale.
8.4

Classify each of the following sustainability key performance indicators (KPIs)
according to the balanced scorecard perspective it addresses. Choose from the
following four perspectives:
●●
●●
●●
●●
●●

Financial perspective
Customer perspective
Internal business processes perspective
Learning and growth perspective
and an additional ‘community perspective’ based upon corporate social responsibility values

KPI

Perspective

a. Number of green products
b. Percentage of general staff with sustainability training
c. Number of green products
d. Global in-kind donations as a percentage of total income
e. CO2 in metric tons
f. Product safety ratings
g. Waste disposal costs
h. Water use per ton of production
i. Percent of packaging from products reclaimed and/or recycled
j. Global charitable contributions as a percent of income
k. Percentage of management with sustainability training
l. Energy use per ton of production
m. Revenue generated through sale of recycled goods
n. Environmental fines paid (expense item on income statement)
o. Wastewater per ton of production
p. Percentage of total income donated to aid during natural disasters
q. Safety fines paid
r. Energy use efficiency percentage

50

M06_LCCI6830_01_CUS_C06.indd 50

28/04/2016 16:02

Chapter 6 Questions

Answers
Chapter 1
1.1
Actual units sold

75,000 x Budget price
75,000 x Actual price

$6.00 =
$6.40 =
$0.40

75,000 x Budget gross profit
80,000 x Budget gross profit

$3.30 =
$3.30 =

Favourable price variance
Actual units sold
Budget units sold
Adverse volume variance

$
450,000
480,000
30,000
247,500
264,000
16,500

1.2
(i)

Actual cost per unit
Standard cost per unit
Materials usage variance (favourable)
(ii) Actual cost per unit
Standard cost per unit
Materials price variance (adverse)
(iii) Actual cost per unit
Standard cost per unit
Materials usage variance (adverse)
(iv) Actual cost per unit
Standard cost per unit
Materials price variance (adverse)
(v) Actual cost per unit
Standard cost per unit
Materials price variance (adverse)
(vi) Actual cost per unit
Standard cost per unit
Materials usage variance (favourable)

171 x $11
176 x $11

(i)

24 x $5.20
426 x 40p

50 x $45
50 x $42
83 x $22
79 x $22
41 x $10
41x $8
60 x $30
60 x $29
78 x $27.5
84 x $27.5

$
1,881
1,936
55
2,250
2,100
150
1,826
1,738
88
410
328
82
1,800
1,740
60
2,145
2,310
165

1.3
Favourable labour efficiency variance
Adverse wage rate variance
Net adverse labour variance
(ii) Favourable wage rate variance
Adverse labour efficiency variance
Net favourable labour variance
(iii) Favourable wage rate variance
Favourable labour efficiency variance
This compares with: Standard cost
This compares with: Actual cost

660 x 20p
20 x $4.70
140 x 40p
10 x $5.30
150 x $5.30
140 x $4.90

$
124.80
170.40
45.60
132.00
94.00
38.00
56.00
53.00
109.00
795.00
686.00
109.00

continued
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(iv) Adverse wage rate variance
Adverse labour efficiency variance
Total adverse labour variance
(v) Favourable wage rate variance
Adverse labour efficiency variance
Net favourable labour variance
(vi) Favourable labour variance
Adverse wage rate variance
Net adverse labour variance

1.4

520 x 30p
10 x $5.10
420 x 40p
30 x $4.80
30 x $4.60
780 x 40p

156.00
51.00
207.00
168.00
144.00
24.00
138.00
312.00
174.00

Cabinets Ltd
Reconstructed budget for May Year 4
Production units budgeted

  1,800
$
32,400
43,200
36,000
111,600

Direct materials $3.00 × (9,600 × 1,800/1,600)
Direct labour $8.00 × (4,800 × 1,800/1,600)
Fixed overhead
Total budgeted cost

In the following tables, the figures in italics are the items which have been calculated
from a knowledge of the other items in the table.
Direct materials (total variance $2,560 adverse):
Price variance = AQ (SP – AP)
= 11,200 kg ($3.00 – $2.80)
= $2,240 favourable variance

Usage variance = SP (SQ – AQ)
= $3.00 (9,600 – 11,200)
= $4,800 adverse variance

Direct labour (total variance $12,000 adverse):
Rate variance = AH (SR – AR)
= 5,600 hours ($8.00 – $9.00)
= $5,600 adverse variance

Efficiency variance = SR (SH – AH)
= $8.00 (4,800 – 5,600)
= $6,400 adverse variance

Fixed overhead expenditure variance is $3,000 adverse, indicating the budget was
$36,000. One possible interpretation is that cheaper material was bought but resulted
in more wastage, the adverse effect on usage exceeding the price saving. The labour
rate increased, possibly due to an agreed wage rise, but the efficiency worsened,
perhaps because of the cheaper material. The adverse fixed overhead expenditure
indicates overspending which is not related to volume effects.
1.5

Fixit Ltd
Production in units
Direct materials
Direct labour
Variable production overhead
Fixed production overhead
Depreciation

Flexible budget
5,500
$
22,000
66,000
15,400
10,000
  4,000
117,400

Actual
5,500
$
22,764
75,900
14,950
9,000
  4,000
126,614

Variance
$
764 (A)
9,900 (A)
450 (F)
1,000 (F)
       –
9,214 (A)
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Analysis of variances
Direct materials (total variance $764 adverse):
Price variance = AQ (SP – AP)
= 54,200 kg ($0.40 – $0.42)
= $1,084 adverse variance

Usage variance = SP (SQ – AQ)
= $0.40 (55,000 – 54,200)
= $320 favourable variance

Direct labour (total variance $9,900 adverse):
Rate variance = AH (SR – AR)
= 11,500 hours ($6.00 – $6.60)
= $6,900 adverse variance

Efficiency variance = SR (SH – AH)
= $6.00 (11,000 – 11,500)
= $3,000 adverse variance

Variable overhead (total variance $450 favourable):
Rate variance = AH (SR – AR)
= 11,500 hours ($1.40 – $1.30)
= $1,150 favourable variance

Efficiency variance = SR (SH – AH)
= $1.40 (11,000 – 11,500)
= $700 adverse variance

Fixed overhead expenditure variance is $1,000 favourable, indicating underspending.
Comment. More expensive material may have produced better quality and caused
some offsetting in less material wastage. However, efficiency of working was lower
than expected, affecting both labour and variable overhead costs. The variable
overhead rate was lower than expected, suggesting some saving on the cost of
overheads, but the labour rate was higher than expected, suggesting an unexpected
pay award.
1.6

Concrete Products Ltd
Heavy paving

Sales volume
Production volume

Revenue
Variable cost of sales
Contribution

Actual
tonnes

Budget
tonnes

Variance

27,500
27,500

Flexible
budget
tonnes
29,000
29,000

29,000
29,000
$000s
720
280
440

$000s
690
270
420

$000s
727
285
442

$000s
7 (A)
5 (F)
2 (A)

Actual
tonnes

Budget
tonnes

Variance

10,500
10,500

8,500
8,500

Flexible
budget
tonnes
10,500
10,500

$000s
430
170
260

$000s
300
127
173

$000s
370
157
213

$000s
60 (F)
13 (A)
47 (F)

Garden paving

Sales volume
Production volume

Revenue
Variable cost of sales
Contribution
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Comment. The comparison between budget and actual must be made on the basis
of a flexible budget which allows for the revised levels of production and sales. In
both cases the activity has been greater than was expected when the budget was
set. Making comparison with a flexible budget shows that heavy paving made a
contribution which was $2,000 less than expected while garden paving made a
contribution which was $47,000 greater than expected.
Questions to ask
1 Has there been a change in the sales price of these items? If so the budget should
be revised to take account of the new price, and the variance for the period would
be $8,000 adverse.
2 Has there been a change in the cost of direct materials? If so the budget should
be revised to avoid giving the impression of an adverse variance of $8,000. The
usefulness of variance analysis lies in identifying controllable variances, not in
relating to outdated budgets.
3 On the presumption that there has been no change in the labour rate, is the
supervisory team working effectively? One explanation of the adverse cost
variance could be inefficient working in the production department.
1.7

Nu-Line Ltd
Calculation of cost of production
Flexible budget
Units of production
140
$
Cost of machine tools (for 140)
84,000
Direct labour
42,000
14,000
Variable production overhead
140,000
36,000†
Fixed production overhead
Total production cost
176,000
Add opening stock, 15 at $1,200
18,000
(6,000)
Less inventory, 5 items at $1,200 each
Cost of goods sold
188,000
300,000
Sales 150 at $2,000 each
112,000

Actual
140
$
67,510*
47,500
13,000
128,010
35,000
163,010
18,000
(6,000)
175,010
300,000
124,990

Variance
$
16,490 (F)
5,500 (A)
1,000 (F)
11,990 (F)
1,000 (F)
12,990 (F)

12,990 (F)
12,990 (F)

* Actual cost of $86,800 related to 180 units, but only 140 were used, so cost of 140 is taken
proportionately as $67,510.
† Fixed production overhead of $200 per unit multiplied by budgeted production at 180 units because
the fixed overhead budget is not flexible with volume of activity.

Calculation of units of inventory
Original budget
Stock of finished goods at start of year
15
Production
180
Sales
(130)
Stock of finished goods at end of year
65

Actual
15
140
(150)
5

Comment. The original sales level expected was 130 units. Additional profit has been
created by selling 150 units but beyond that there is a favourable variance of $12,990.
This is primarily due to the cost of purchased machine tools being less than expected
($482 rather than $600 each). The direct labour variance was adverse but we are
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not provided with sufficient information to break this down into rate and efficiency
variances. A similar limitation on analysis applies to the favourable variance on
variable production overhead. The fixed production overhead shows a marginal
saving on budget.

Chapter 2
2.1

ABC is a means of dealing with charging overheads to units of output to derive full
costs in a multi-product (job or batch costing) environment.
The traditional approach tends to accept that once identifiable direct costs,
normally labour and materials, have been taken out, all of the other costs (overheads)
must be treated as common costs and applied to jobs using the same formula,
typically, in practice, on the basis of direct labour hours.
ABC takes a much more enquiring approach to overheads. It follows the philosophy
that overheads occur for a reason. They must be driven by activities. For example, a
particular type of product may take up a disproportionately large part of supervisors’
time. The traditional approach would just accept that supervisory salaries are an
overhead that needs to be apportioned along with other overheads. ABC, however
would seek to charge the supervisors’ salaries according to how they are driven by
each particular type of product.

2.2

One criticism is the issue of the cost/benefit balance. It is claimed that the work
necessary to analyse activities and identify the cost drivers tends to be more expensive
than is justified by the increased quality of the full costs that emerge.
Linked to this is the belief of many that full cost information is of rather dubious
value for most purposes, irrespective of how the full costs are deduced. Many argue that
full cost information is flawed by the fact that it takes no account of opportunity costs.
ABC enthusiasts would probably argue that deducing better quality full costs is not
the only benefit that is available, if the overhead cost drivers can be identified. Knowing
what drives costs can enable management to exercise more control over them. This
benefit needs to be taken into account when assessing the cost/benefit of using ABC

2.3

Alpha Ltd
Budgeted profit and loss account
Original for
Actual for
half-year to
half-year to
31 March
31 March
$
$
Revenue
7,800,000
6,240,000
(5,226,000)
(4,305,600)
Cost of sales
Gross profit (original budget at 33%)
2,574,000
1,934,400
Fixed overheads:
Selling and advertising
(750,000)
(650,000)
(547,250)
(492,525)
General administration
Profit from operations
1,276,750
791,875
Interest payable on medium-term loan
(67,500)
(73,750)
(390,000)
(312,000)
Royalties payable on sales
819,250
406,125
Net profit for the period

Note

Down 20%
31%
Advtg-50%
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(Note the impact of the increase in stock levels has been ignored in this and the next
statement because it is a temporary fluctuation which is put right by the end of the
year.)

Revenue
Cost of sales
Gross profit (original budget at 33%)
Fixed overheads:
Selling and advertising
General administration
Profit from operations
Interest payable on medium-term loan
Royalties payable on sales
Profit for the period

Actual for
half-year
to 31 March
$
6,240,000
(4,305,600)
1,934,400

Revised budget
for half-year
to 30 Sept
$
6,240,000
(4,180,800)
2,059,200

(650,000)
(492,525)
791,875
(73,750)
(312,000)
406,125

(650,000)
(492,525)
916,675
(80,000)
(312,000)
524,675

The question asks only for the results at 31 March and the revised budget thereafter
but the information may be used to reply to the question asked by the directors in
relation to the cash flow impact.
You may find this more difficult but it is something which you can at least think
out in general terms. First of all the measures taken to restore the gross profit must
have an impact. Then the directors are controlling the level of inventory so that it
is not using up resources in the form of cash. Reducing the period of credit given to
trade debtors (trade receivables) will improve cash flow (basing the calculation on
the lower level of actual sales achieved and expected). Finally the cost of goods sold
has been controlled better in the second half. This will reduce the amount owing to
creditors (payables), even though the period of credit remains unchanged.
Statement of cash flow:
improvement through measures taken in second half
$
Additional profit generated through measures taken
Reduction in stock level
Reduction in trade receivables from two months to one
month 6,240,000/6
One month’s creditors based on cost of goods sold:
saving (4,305,600 − 4,180,800)/12
Improvement in cash flow due to measures taken at half-year

$
118,550

200,000
1,040,000

10,400
1,250,400
1,368,950

It may be seen that the most effective improvement in cash flow can be obtained by
paying attention to collection of debts, but other measures also have a beneficial
effect.
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Chapter 3
3.2

It is important that students are able to explain the general principles of regression –
and other quantitative techniques – to others who may be less familiar with them. Such
explanations should provide an understanding of the technique without necessarily
going into the statistical details. It is not simply a case of repeating the various stages
of regression analysis and providing an analytical assessment of the statistical results.
I find that this type of question provides a hard test of both knowledge and understanding for the student. In this case we might have an explanation like the following.
From a management perspective it is obviously important to be able to forecast
costs reasonably accurately into the future. It seems logical to assume that our
company’s costs will be influenced by, amongst other things, the number of employees
we have and the level of production. On a quarterly basis, we have collected actual
data for each of these. We can then apply a technique known as regression analysis
which will provide a mathematical equation allowing us to predict costs if we know
the number of employees and the likely production level. In our company’s case, the
equation works out at:
Costs = 63.75 + 4.03 Employees + 0.047 Production
The figure 63.75 represents the company’s fixed costs. If we employ no one and
produce nothing, we will still incur these costs. The figure of 4.03 for Employees
shows the extra cost we incur per employee employed and the figure 0.047 shows the
extra cost per unit of extra production. However, before we can use the equation we
have to be sure it is reliable, from a statistical perspective. From the analysis we would
conclude that the equation does look reliable. We can tell this first of all from the R2
figure of 0.9633. This figure could vary between 0 and 1. Zero would indicate that
none of the variability in Costs was linked to variability in Employees or Production;
1 would indicate that all the variability in Costs was associated with these two
variables. Clearly, the figure for our equation is very close to 1. This implies that
almost all of the variation in costs is linked to these two variables (with the rest linked
with some other variables that we haven’t included in the equation for simplicity).
If we know what we’re doing, we can also assess the reliability of the equation from
the computer output. It is difficult to explain in detail but we can tell from the t-value
figures shown that all the individual parts of the equations are valid. Using what is
known as statistical inference we can be 99 per cent confident that each part of the
equation is statistically significant.
In conclusion, we are reasonably confident that the equation would be reliable
for forecasting costs in the company. However, there are other parts of the analysis
that have not been made available to us (something known as the scatter plots and
the residual plots) and we would want to see these before making a final recommendation. Equally, the company would need to be aware that the equation is based
on historical data and that we would be assuming that the relationships between
costs, employees and production levels have remained unchanged since the data was
collected. If, for example, new production machinery had been introduced into the
company then this might alter the historic relationship between the variables that we
have produced.
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Chapter 4
4.1

High point = February (17,500 miles, $5,700); Low point = July (14,500 miles,
$4,920)
Determine the formula that is used to calculate the variable cost component.
Change in cost
Change in volume
÷
($5,700 – $4,920)
(17,500 – 14,500)

=

Variable cost (slope)
($0.26/mile)

Now determine the formula that is used to calculate the fixed cost component.
(Selecting high point here.)
Total operating cost
Total variable cost
–
$5,700
(17,500 x $0.26)

= Fixed cost $1,150

Use the high-low method to determine the company’s operating cost equation.
y = $0.26x + $1,150
Use the operating cost equation you determined above to predict van operating costs
at a volume of 16,000 miles.
The operating costs at a volume of 16,000 miles is $5,310, [($0.26 x 16,000) +
$1,150].
4.2

(a) Fixed cost = $3,243.06
(b) The variable cost per unit is $2.024
(c) y = 2.024x + 3243.06

4.4

A master of the scatter-diagrams with least-square regression lines and high-low lines
appears in Exhibit 1 on the following page.
This exercise enables a comparison of the high-low and visual-fit methods of
decomposing mixed-costs into fixed and variable parts. Students find it interesting
to compare their best guesses to the least-squares regression results. They find it
interesting that a fairly complete and accurate analysis is possible based on a scatterdiagram and a little common sense. We normally have the class determine a ‘class
best guess’ before showing the transparency of the regression results.
The exercise also introduces students to the concept of a hierarchy of activity levels,
although this topic is not covered in the text. The literature contains discussions of
four general levels of activities. Recognising each of these levels can be an aid in
choosing appropriate cost drivers. These levels and example cost drivers are:
(a) Unit-level activities – performed each time a unit is produced (units of product,
machine hours, labor hours).
(b) Batch-level activities – performed each time a batch of goods is processed or handled
(number of orders processed, number of setups, number of material moves).
(c) Product-level activities – performed as needed to support the production of
each different type of product (number of tests, number of parts, number of
engineering change notices, hours of design time, number of inspections).
(d) Facility-level activities – sustain a facility’s general manufacturing process (square
footage, number of employees, hours of training).
In this exercise, a batch-level activity is involved – setups.
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Exhibit 1 Maintenance costs (thousands)

1. Student answers will vary somewhat. Least-squares regression lines are given as
a standard for comparison. Based on regression, the cost functions are:
Maintenance costs = $13,108 + $2.17 × Units produced (000s)
Maintenance costs = $5,162 + $751 × Number of setups
	The April observation should be ignored since it does not represent a typical
month – it is an example of an outlier. Other examples would be strikes, abnormal
downtime, or scheduled plant closings.
2. The high-low method uses only the highest and lowest activity levels. Note that, if
one is using a scatter diagram, the high-low method can be used without knowing
the exact figures. Fixed cost can be easily estimated using a straight edge and
should be about $11,500 based on Units Produced and $7,500 based on Number
of Setups. Variable costs are estimated using the following computations:
Variable maintenance costs
		
Variable maintenance costs
		

= ($21,000 – $15,000)/(3,900 – 1,200)
= $2.22 per unit
= ($25,500 – $15,000)/(27 – 11)
= $656 per setup

3. Both cost drivers appear, on the surface, to be plausible. However, if maintenance
activity is primarily associated with a “batch-level” activity such as setups, the
setup driver is preferred. Of the three costs associated with maintenance activity,
supplies and energy are probably variable, so salaries are the primary fixed
costs. The monthly salary of two mechanics is $4,167 [(2 × $25,000)/12]. The
cost function based on setups estimates fixed costs of about $5,200 (visual-fit
method). This is much more plausible than the $15,200 estimate based on units
of production. Students may inquire as to the use of “setup time” as an alternative
to number of setups. Setup time is an acceptable alternative that is often used
when setup times differ among different products. Another consideration is data
availability. Setup times by product may not be easily obtained or maintained.
	  Just looking at the two graphs, a linear cost function seems to fit the second
graph much better than the first. Reliability of cost drivers is measured by the
coefficient of determination, R-Squared. In the regressions used in requirement
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1, only 21% of the past year’s variability in maintenance costs can be explained
by changes in the volume of units produced, whereas 85% of past fluctuations
in maintenance costs can be explained by the number of setups performed. This
confirms the visual observation.
4.5

The regression analysis results show that more was spent on building maintenance
in months of low production volume than in months of high volume. The assistant
controller erred in not thinking about the economic logic of this result. The result
does not imply that intensive use of the building decreases maintenance costs. When
production volume is low, workers do maintenance rather than work on production.
When volume is high, little maintenance is done because workers are busy on
production. This is a case where the regression analysis does not correctly separate
costs into fixed and variable components. Considering the economic plausibility of
a negative variable maintenance cost should make this readily apparent. A more
correct analysis would probably show that maintenance costs are not related to direct
labour, or, if there is a relationship, more labour should cause more maintenance
because it implies more intensive use of the production facilities.

4.6

(a)	See the accompanying graphs. One can see two different cost behaviours that
appear to mirror changes in the cost time series. Matching the cost table and
the graph shows that both the intercept and the slope of the cost function have
changed after week 13 – fixed costs have increased at the same time that variable
costs per order have decreased. In fact, logistics costs seem to be an almost purely
fixed cost after week 13.
30
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(b) The first 13 weeks of data appear to be irrelevant to current cost behaviour. Any
measures of cost behaviour that are to be used for current and future use should
be based on the most recent data (weeks 14–25) only.
(c) See the accompanying graph. The data do support Hudson’s expectations: Fixed
costs have increased, and variable costs have decreased. Regression analyses
(though on limited numbers of observations) confirm this.
Regression Output: Weeks 1–13
Constant
5,497.172
R Squared
0.8401874
X Coefficient(s)
12.9031643
Regression Output: Weeks 14–25
Constant
20,337.159
R Squared
0.1282178
X Coefficient(s)
0.5556408
However, average total logistics costs do not appear to have decreased. On
logistics cost behaviour alone, the switch does not seem to be justified. However,
the new ordering system may be more flexible and may contribute to cost and
quality savings in other departments. A full analysis of the benefits of the new
ordering system should try to capture those benefits as well. If the ordering
activity should increase greatly, the new system may be able to operate at lower
total cost than the old system, but this level of activity would be well outside the
relevant range of experience.
In the last 12 weeks, the average number of orders is 528 per month. Under
the old system, these would have cost $5,497 + (528 × $12.90) = $12,308.
Under the current system the cost is $20,337 + (528 × $0.56) = $20,633.

Chapter 5
5.1

A justified choice of ratios and measures (see the Tesco wheel).

Chapter 6
6.1

●
●●

●●
●●
●●
●●

Customer driven and starts with market research.
Expert team designs the item from scratch and clearly determined based on
customer needs.
Every element of cost must be justified.
There is a required target price, margin and target cost.
It is a modern management accounting approach to costing.
If it cannot be made according to the target cost then it will be re-engineered or
will not be produced.
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Chapter 7
7.1

(a)

Make
Total Per Unit

Purchase cost
Direct material
Direct labor
Factory overhead, variable
Factory overhead, fixed avoided
Total relevant costs
Difference in favor of making

€5,500,000
1,900,000
1,100,000
   900,000
€9,400,000
€ 600,000

€27.50
9.50
5.50
  4.50
€47.00
€ 3.00

Buy
Total Per Unit
€10,000,000
€50

         
€10,000,000

€50

The numerical difference in favor of making is €600,000 or €3.00 per unit. The
relevant fixed costs are €900,000, not €3,000,000.
(b)
Make
Rent revenue
Obtaining of components
Net relevant costs

–
€(9,400,000)
€(9,400,000)

Buy and Leave
Capacity Idle
–
€(10,000,000)
€(10,000,000)

Buy and Rent
€ 1,150,000
€(10,000,000)
€ (8,850,000)

	The final column indicates that buying the components and renting the vacated
capacity will yield the best results in this case. The favorable difference is
€9,400,000 – €8,850,000 = €550,000.
7.2

(a)	If fixed manufacturing cost is applied to products at $1.00 per machine hour, it
takes $0.70 ÷ $1.00, or 0.70 of an hour to produce one unit of XY-7. Similarly, it
takes $0.20 ÷ $1.00 or 0.20 of an hour to produce BD-4.
(b) If there are 140,000 hours of capacity:
XY-7: 140,000 hours ÷ 0.70 = 200,000 units.
BD-4: 140,000 hours ÷ 0.20 = 700,000 units.
Total contribution margins show that BD-4 should be produced, generating
$525,000 of contribution margin, which is $135,000 more than would be earned
by XY-7.
XY-7
BD-4

Per Unit
$6.45 – ($2.70 + $1.80) = $1.95
$4.20 – ($1.70 + $1.75) = $0.75

Units
200,000
700,000

Total
$390,000
$525,000

7.3

Opportunity cost is the maximum available contribution to profit forgone by using
limited resources for a particular purpose. In this case, the opportunity cost of the
machine when analyzing the alternative to produce 12-oz. bottles of Juice Cocktails
is $90,000, the larger of the $90,000 contribution margin from additional sales of the
100% Juices or the $75,000 proceeds from the sale of the machine. The $160,000
historical cost of the machine is a past cost and thus irrelevant.

7.4

The first tabulation is probably easier to understand, but the choice of a tabulation is
a matter of taste:
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Revenues
Expenses
Income effects per year

(a)
Expand
Laboratory
Testing
$330,000
290,000
$ 40,000

(b)
Expand
Eye
Clinic
$500,000
480,000
$ 20,000

(c)
Rent to
Gift
Shop
$11,000
      0
$11,000

Treating the gift shop as the forgone (rejected) alternative, the tabulation is:

Revenue
Expenses:
Outlay costs
Opportunity cost, rent forgone
Income effects per year

(a)
Expand
Laboratory Testing
$330,000
$290,000
  11,000

301,000
$ 29,000

(b)
Expand
Eye Clinic
$500,000
$480,000
  11,000

491,000
$  9,000

 he numbers favor laboratory testing, which will generate a contribution to hospital
T
income that is $20,000 greater than the eye clinic’s.
The numbers have been analysed correctly under both tabulations. Both answer
the key query: What difference does it make? As a general rule, we prefer using the
first tabulation. It is a straightforward presentation.
7.5

Note: Requirement (b) of this problem usually gives trouble to students; because
Requirement (b) takes considerable class time for a clear explanation, you may prefer
to assign Requirement (a) only.
(a) There are several ways to approach this problem. The easiest is probably
to concentrate on the difference in the total contribution margin. The total
fixed costs of $780,000, before considering the increase in advertising, will be
unaffected and may be ignored. Production and sales will decline by 10%, from
60,000 to 54,000 units:

Sales at $90 and $98, respectively
Variable costs at $70*
Contribution margin

60,000
Units
$5,400,000
4,200,000
$1,200,000

54,000
Units
$5,292,000
3,780,000
$1,512,000

Difference

$312,000

*$35 + $12 + $8 + $15

Advertising may be increased by $312,000 without affecting the current
operating income level of $420,000 (contribution margin of $1,200,000 minus
fixed expenses of $780,000).
(b) If the total fixed costs do not change, the company will need a total contribution
margin of $1,200,000 from the two products together. How many units of the
new product can be sold? The clue to the production capacity of the plant is in
how fixed factory overhead was unitised: $300,000 ÷ $6 per unit = 50,000 units
of expected sales.
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New product budget @ 50,000 Units:
Sales at $40
Variable costs at $30*
Contribution margin, new product

$2,000,000
1,500,000
$ 500,000

*Direct material
$ 6
*Direct labor
12
*Variable factory overhead
8
*Variable selling expense, 10% × $40   4
*Total variable costs per unit
$30
Therefore, the needed contribution margin on the old product is $1,200,000 –
$500,000, or $700,000.
Sales, 60,000 units at $90
Contribution margin needed
Total variable costs that can be sustained
Variable selling costs at $9*
Maximum that may be paid to the supplier

$5,400,000
   700,000
$4,700,000
   540,000
$4,160,000

*60% ×$15 = $9/unit or 60% ($15 × 60,000) = $540,000
Maximum unit purchase price, $4,160,000 ÷ 60,000 = $69.33.
If students do not accept the above analysis, the following proof may be helpful (in
thousands):
Sales
Variable costs
Contribution margin
Fixed manufacturing costs
Fixed selling costs
Total fixed costs
Operating income

Old
$5,400
4,200
$1,200
300
480
$ 780
$ 420

Difference
$2,000
2,000
$    –
–
     –
$    –
$    –

New
Product 1
Product 2
$5,400
$2,000
4,700*
1,500
$ 700
$ 500
–
300
380**
   100**
$ 380
$ 400
$ 320
$ 100

*An alternate approach to this whole solution is to use the above format and solve toward the
unknown purchases figure. The $4,700,000 is the maximum allowable variable cost. Because
$540,000 of the $4,700,000 represents selling expense, the remainder, $4,160,000 must be the
maximum amount paid to the supplier.
**This allocation uses the $2.00 unit cost figure for the new product and assigns the remaining fixed
costs to the old product. Note the allocation of the total fixed selling costs is irrelevant because total
fixed costs are unaffected by allocation methods or by how such costs are assigned to products.

7.6

(a)
Cash operating costs
Old equipment, book value:
Periodic write-off
as depreciation
or lump-sum write-off
Disposal value
New equipment, acquisition cost
Total costs

Keep
$51,000

20,400
–
       
$71,400

Three Years Together
Replace
$33,000

Difference
$18,000

–
20,400 *
–3,600*
14,700**
$64,500

3,600
–14,700
$ 6,900

*In a formal income statement, these two items would be combined as “loss on disposal” of $20,400
– $3,600 = $16,800.
**In a formal income statement, written off as straight-line depreciation of $14,700 ÷ 3 = $4,900 for
each of three years.
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(b)
Cash operating costs
Disposal value of old equipment
New equipment, acquisition cost
Total relevant costs

Keep
$51,000
–
       
$51,000

Three Years Together
Replace
$33,000
–3,600
14,700
$44,100

Difference
$18,000
3,600
–14,700
$ 6,900

This tabulation is clearer because it focuses on only those items that affect the
decision.
(c)
Benefits of the replacement alternative*
Deduct initial net cash outlay required**
Difference in favor of replacement

$18,000
11,100
$ 6,900

* 3 × ($17,000 – $11,000)
** $14,700 – $3,600

Also, the new equipment is likely to be faster, thus saving operator time. The latter is
important, but it is not quantified in this problem.

Chapter 8
8.1
a.
b.
c.
d.
e.
f.
g.
h.
i.
j.
k.
l.
m.
n.
8.2

Aspect
Customer health and safety
Local communities
Customer privacy
Product and service labeling
Equal remuneration for women and men
Anti-competitive behavior
Employment
Indigenous rights
Supplier human rights assessment
Marketing communications
Forced or compulsory labor
Diversity and equal opportunity
Supplier assessment for impacts on society
Training and education

Subcategory
Product Responsibility
Society
Product Responsibility
Product Responsibility
Labor Practices and Decent Work
Society
Labor Practices and Decent Work
Human Rights
Human Rights
Product Responsibility
Human Rights
Labor Practices and Decent Work
Society
Labor Practices and Decent Work

1. NA
2. P
3. M
4. NA
5. M
6. M
7. NA

65

M06_LCCI6830_01_CUS_C06.indd 65

28/04/2016 16:02

Pearson LCCI Level 4 Certificate in Management Accounting (ASE20102): Teacher’s Delivery Guide

8. P
9. NA
10. M
11. M
12. P
13. M
14. M
15. M
8.3

(a)

Units to be produced
x Quantity of DM needed per
unit
Quantity of PET needed for
production
Plus: Desired ending inventory
Total quantity needed
Less: Beginning inventory of
DM
Quantity to purchase
x Cost per kilogram
Total cost of DM purchases

(b)

Units to be produced
x Quantity of DM needed per
unit
Quantity of PET needed for
production
Plus: Desired ending inventory
Total quantity needed
Less: Beginning inventory of
DM
Quantity to purchase
x Cost per kilogram
Total cost of DM purchases

Doyle Beverages
Direct Materials Budget
For quarters 1 through 4
Quarter 1 Quarter 2 Quarter 3 Quarter 4
Total
2,000,000 2,500,000 3,000,000 3,100,000 10,600,000
0.004

0.004

0.004

0.004

0.004

8,000
1,000
9,000

10,000
1,200
11,200

12,000
1,240
13,240

12,400
1,770
14,170

42,400
1,770
44,170

(800)
8,200
$1.00
$8,200

(1,000)
10,200
$1.00
$10,200

(1,200)
12,040
$1.00
$12,040

(1,240)
12,930
$1.00
$12,930

(800)
43,370
$1.00
$43,370

Doyle Beverages
Direct Materials Budget
For quarters 1 through 4
Quarter 1 Quarter 2 Quarter 3 Quarter 4
Total
2,000,000 2,500,000 3,000,000 3,100,000 10,600,000
0.003

0.003

0.003

0.003

0.003

6,000
750
6,750

7,500
900
8,400

9,000
930
9,930

9,300
1,770
11,070

31,800
1,770
33,570

(800)
5,950
$1.20
$7,140

(750)
7,650
$1.20
$9,180

(900)
9,030
$1.20
$10,836

(930)
10,140
$1.20
$12,168

(800)
32,770
$1.20
$39,324

(c)
Savings from reducing PET content
of each bottle

Q1

Q2

Q3

Q4

Total

$1,060

$1,020

$1,204

$762

$4,046
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Total savings for the year – Cost of retrofitting the molds = Difference
$4,046 – $3,086 = $960
The company should make the change because the total of the savings is more than
the cost of retrofitting the molds.
8.4

a.
b.
c.
d.
e.
f.
g.
h.
i.
j.
k.
l.
m.
n.
o.
p.
q.
r.

Customer
Learning and growth
Customer
Community
Internal business
Community
Financial
Internal business
Customer
Community
Learning and growth
Internal business
Financial
Financial
Internal business
Community
Financial
Internal business
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7

Further reading and resource suggestions

The following texts cover various aspects of the topics covered in this unit. Be aware of any
new editions of these books released by their publishers.
(Note that the books listed here may not exclusively use IAS terminology, so please ensure
students are given the glossary available from the website at qualifications.pearson.com.)
●

Aubrey Penning, Janet Brammer (2013) Analysing Financial Performance
Tutorial
ISBN: 978-1- 909173-29-3 Osborne Books
This text provides the underlying knowledge and some practice activities covering
sections 1, 2, 5 and 6 and some elements of 3 and 6.

●

Aubrey Penning (2013) Analysing Financial Performance
Workbook
ISBN: 978-1- 909173-30-9 Osborne Books
This workbook provides practice activities to back up the tutorial texts.

●

Aubrey Penning, Janet Brammer (2013) Preparing and Using Budgets
Tutorial
ISBN: 978-1- 909173-27-9 Osborne Books
This text provides the underlying knowledge and some practice activities covering
sections 2, 4 and some elements of 3 and 6.

●

Aubrey Penning (2013) Preparing and Using Budgets
Workbook
ISBN: 978-1- 909173-28-6 Osborne Books
This workbook provides practice activities to back up the tutorial texts.

●

Jo Osborne (2013) Professional Ethics in Accounting
Tutorial
ISBN: 978-1- 909173-23-1 Osborne Books
Chapter 8 of this text provides the underlying knowledge and some practice activities
covering section 7.

●

John Burns (2013) Management Accounting
ISBN: 978-007712-161-7 McGraw-Hill

●

Colin Drury (2012) Management Accounting for Business
ISBN: 978-140804-856-6 Cengage Learning
These are all-round textbooks that cover a broad range of the syllabus.
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Helpful websites:
●●

http://accountancystudents.co.uk/
Accountancy Students is an accounting community with free resources for those studying
with professional accounting bodies. Content will reveal resources relevant to the LCCI
Level 4 syllabus.

●●

http://www.accaglobal.com/uk/en/student.html
Find support specifically for ACCA students. This section provides information, advice
and resources including syllabuses, study guides, past exam papers and more. Content
will reveal resources relevant to the LCCI Level 4 syllabus.

●●

http://www.osbornebooks.co.uk/home
Osborne Books is a leading educational publisher of learning resources for Accounting
qualifications and has a large range of online resources covering all levels including
Level 4.
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Appendix

1

Glossary of International Accounting
Standards terminology
The following is a glossary of the comparison between the International Accounting
Standards (IAS) terminology and the UK GAAP (Generally Accepted Accounting Practice in
the UK) terminology. IAS terminology is used in the content of the LCCI financial and quantitative suite of qualifications but not all terms are present in all levels of the qualifications.
Centres should be aware that these terms are also referred to as International Financial
Reporting Standards (IFRS), in certain contexts within the industry, however the definitions and meaning remain the same.
IAS terminology

Previously used UK GAAP terminology

Financial statements

Final accounts

Statement of profit or loss and other
comprehensive income

Trading and profit and loss account

Revenue

Sales

Raw materials/ordinary goods purchased

Purchases

Cost of sales

Cost of goods sold

Inventory

Stock

Work in progress

Work in progress

Gross profit

Gross profit

Other operating expenses

Sundry expenses

Allowance for doubtful debt

Provision for doubtful debt

Other operating income

Sundry income

Investment revenues/finance income

Interest receivable

Finance costs

Interest payable

Profit for the year

Net profit

Retained earnings

Profit/loss balance

Statement of changes in equity
(limited companies)

Appropriation account
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Statement of financial position

Balance sheet

Non-current assets

Fixed assets

Property

Land and buildings

Plant and equipment

Plant and equipment

Investment property

Investments

Intangible assets

Goodwill, etc.

Current assets

Current assets

Inventory

Stock

Trade receivables

Debtors

Other receivables

Prepayments

Bank and cash

Bank and cash

Current liabilities

Current liabilities/creditors: amounts due
within 12 months

Trade payables

Creditors

Other payables

Accruals

Bank overdraft and loans

Loans repayable within 12 months

Non-current liabilities

Long-term liabilities/creditors: amounts
falling due after 12 months

Bank (and other) loans

Loans repayable after 12 months

Capital or equity

Capital

Share capital

Share capital

Statement of cash flows

Cash flow statement

Other terms
Inventory count

Stock take

Carrying value

Net book value
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