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START
About ExPress Notes

We are very pleased that you have downloaded a copy of our ExPress notes f@r per.
We expect that you are keen to get on with the job in hand, so we will keep tiegftroduction
brief. *

First, we would like to draw your attention to the terms and cond@ age. It'sa
condition of printing these notes that you agree to the terms g ions of usage.

These are available to view at www.theexpgroup.com. Essg we want to help people
get through their exams. If you are a student for the A gxams and yo usmg these

notes for yourself only, you will have no problems co with our licy

You will however need to get our written permi a ce if v@o use these
notes as part of a training programme that re Mgliverin

WARNING! These notes are not des@ cover e \wg in the syllabus!
They are designed to help you assi nd under ost important areas for the
exam as quickly as possible. 0 from these nOggs onIy you will not have covered

everything that is in the AC@& syNgbus and stu@je for this paper.

Components of an effecti\e sigrdy system

, we provK&)IeEth the following learning materials:

otes for t paper

On ExP classroom

° recommendeg e notes / essential text or the ExPedite classroom
notes wh e published our own course notes for that paper
* he ExP recommerf@gd exam kit for that paper.

official publishers, but we do not necessarily give this as part of a classroom course,

\ addition, we will recommend a study text / complete text from one of the ACCA
0\6
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as we think that it can sometimes slow people down and reduce the time that they
are able to spend practising past questions.

EXP classroom course students will also have access to various online support materials,
including:

e The unique ExP & Me e-portal, which amongst other things allows “view again” of
the classroom course that was actually attended.
e ExPand, our online learning tool and questions and answers database
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Everybody in the World has free access to ACCA’s own database of past exam questions,
answers, syllabus, study guide and examiner's commentaries on past sittings. This can be

an invaluable resource. You can find links to the most useful pages of the ACCA database
that are relevant to your study on ExPand at www.theexpgroup.com.
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How to get the most from these ExPress notes

For people on a classroom course, this is how we recommend that you use t
learning materials that we provide. This depends where you are in terms of r gkam

preparation for each paper.

h

Q

L 4
Your stage in | These ExPress ExP ExP ACCA online
study for notes recommended recorgige past exams
each paper course notes, or exa @
ExPedite notes
Prior to Skim through Don’t use yet 'T use yet e a quick
study, e.g. the ExPress notes look at the two

deciding which
optional papers
to take

to get a feel for
what'’s in the
syllabus, the
“size” of the paper
and how much it
appeals to you.

At the start of
the learning
phase

Work throyg
each chapte
the ExPress no

't try to feel

get an idea
what you are
about to study.

Don’t make any
annotations on
the ExPress notes
at this stage.

that you hav &
underst O
everythi

eff§and each
asonably
well, but also make

are

sure that you can
recall key
definitions,
concepts,
approaches to exam
questions,
mnemonics, etc.

N\

most recent real
ACCA exam
papers to get a
feel for
examiner’s style.

body passes an
exam by what they
have studied — we
pass exams by
being efficient in
being able to prove
what we know. In
other words, you
need to have
effectively input the
knowledge and be
effective in the
output of what you
know. Exam
practice is key to
this.

Try to do at least
one past exam
question on the
learning phase for

each major chapter.

Don’t use at
this stage.
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Your stage in
study for each

paper

These ExPress
notes

ExP
recommended
course notes, or
ExPedite notes

ExP
recommended
exam kit

ACCA online
past exams

Practice phase

Work through
the ExPress notes
again, this time
annotating to
explain bits that
you think are easy
and be brave
enough to cross
out the bits that
you are confident
you'll remember
without reviewing
them.

Avoid reading
through your
notes again. Try
to focus on doing
past exam
questions first and
then go back to
your course notes/
ExPress notes if
there’s something
in an answer that
you don't
understand.

This is your most
important tool
at this stage. You
should aim to
have worked
through and
understood at
least two or
guestions,on
major

h

. Don’t be
Bted to fall

i ‘passives
revision at %
stag@ye.g.

0

redji tes or
lisggn CDs).
as vision
0 be a
aste of time.

Download glie

two mgs en
real
0 ESHiC d

aANgBwWerp.

Regd through the
echnical

rticles written

y the examiner.

Read through the
two most recent

through

me other older
ones. Try to see if
there are any
recurring
criticisms he or
she makes. You
must avoid these!

The night
before the real
exam

Read thr&s the@
0

u
the Ex ess’
not I

specifi

omust
% at your
cotMse notes. Give

understand. It's

i up on any areas
likely tq for0 that you still don't

Don’t touch it!

Do a final review
of the two most
recent
examiner’s
reports for the
paper you will be
taking tomorrow.

P too late now.
t oor of | Read quickly Avoid looking at Leave at home. Leave at home.
ejexam room through the full them in detall,
ore you go set of ExPress especially if the
n. notes, focusing on | notes are very big.

areas you've
highlighted, key
workings,
approaches to
exam questions,
etc.

It will scare you.
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Our ExPress notes fit into our portfolio of materials as follows:

exXpress ‘ expedite expe

Notes Notes Note
Provide a base Provide a Provi e
understanding of comprehensive coverage
the most important coverage of the o> ticm&ar technical
areas of the syllabus and @ nd are used
syllabus only. accompany our a@=Bur Professional
face to face eWelopment and

professional exam Executive
courses K Programmes.
Qe

S itional rces to help

To maximise your chances of success in the exam
www.theexpgroup.com where you will be able td
you in your studies.

START @Q

About Th oup

Born with a desire to |éading suppli@usmess training services, the ExP Group
delivers courses t efther one @f g p ent centres or onsite at a variety of
locations aroun world. Our clie age from multinational household corporate
names, thro al‘companie individuals furthering themselves through studying for
one of th us professio s or professional development courses.

$s ¢!l as courses for A arer other professional qualifications, our portfolio of expertise

CK-. areas of financial tPaining ranging from introductory financial awareness courses
-financial staff to high level corporate finance and banking courses for senior

Our expert team has worked with many different audiences around the world ranging from
graduate recruits through to senior board level positions.

Full details about us can be found at www.theexpgroup.com and for any specific enquiries
please contact us at info@theexpgroup.com.
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Chapter 1

Specialist Cost & Management
Accounting Techniques

; . O
Eseek b—4 ’
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il
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system expected —_— =
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method: &

maximum

Accounting
= ing Plug-in-and-go \'
: m'-gh: e ‘E»
< relating

30‘1
’ alternative

KEY KNOWLE 0\\

Act|V|ty ting (A

ABC is a method that to‘group over S accordlng to the activities causing

those costs. The aciii jving ris are called “cost drivers”. By linking costs to
becomes to charge costs to the agents undertaking those

activities (cost dgive&s
activities.

EXAMPLE

A factory clinic with total annual costs of $500,000 serves two Workshops A and B.
Workshop A has 200 employees and Workshop B has 300 employees.
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A conventional way of apportioning the cost would be on the basis of employees:
Workshop A: (200/500) x 500,000 = 200,000

Workshop B: (300/500) x 500,000 = 300,000
500,000

An ABC approach might look at the number of visits to the clinic by the employeeand
B.

Workshop A: 150 visits p.a.
Workshop B: 70 visits p.a.

In this case, the apportionment could be: 0

Workshop A: (150/220) x 500,000 = 340,909
Workshop B: ( 70/220) x 500,000 = 159,091
500,000

the two workshops.
ABC advantages: provides a more preus@t determ \O er unit of output,
especially since not all overhead co en by @ lumes.

Budgetary planning, prlcmg managmg&rmance are all facilitated by ABC.

The different levels of usage may reflect differ @ e occu% zard present in

ABC disadvantages: it ca be lex and cost plement It is not a “plug-in-and-go”
system! It is therefore m@eragve that ma carefully weigh the costs against the

(expected) benefits C beforK{ implement it.

@%&%ﬁ“

a market-oriented approach to costing which starts by identifying the likely price that
oduct can fetch in the market, deducts the profit that the product is expected to earn,
nd arrives at the maximum (target) cost of manufacturing the product.

Such a method usually requires successive iterations in order to close a “cost gap”, i.e
where the costs are above the targeted level. Product re-design, alternative materials and
production processes are examined in order to achieve the desired level of costs.

© 2012 The ExP Group. Individuals may reproduce this material if it is for their own private study use only. Reproduction by any means for any

other purpose is prohibited. These course materials are for educational purposes only and so are necessarily simplified and summarised. Always
obtain expert advice on any specific issue. Refer to our full terms and conditions of use. No liability for damage arising from use of these notes .

will be accepted by the ExP Group.



&
€xp ExPress Notes
ACCA F5 Performance Management

KEY KNOWLEDGE
Life-cycle costing

A product normally “lives” beyond one accounting period and the costs connected to it
development/design, launch and maintenance fall unevenly across time periods. This
method takes a comprehensive view of the costs relating to the product throughoo -
cycle.

2
KEY KNOWLEDGE Q
Back-flush Accounting
This is a simplified costing method which can be used i &lt;;s of shoggperational
cycles and low inventories. Companies working on a J - ¥me (JIT) b ay practise it,

as it avoids the detailed tracking of costs during preguStioy, Yhstead, it s costs when
rough% based on

goods are completed. These costs are then “ba @
standard costs. *

<
KEY KN @@ s\

Through ccounti

*
This method is also nt with Jl&ment and focuses on the bottlenecks in a
e
I

production process iminating t ttlenecks, it raises the amount of output that can
flow through the ss (assuming th demand for the output — the idea is not to
produce for iR ry!). {

The thro u accounch itself considers all costs (including direct labour) as

ﬁxw treats only dir atcrials as being variable in the short term.

N\
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Chapter 2
Decision Making Techniques
wing éariables q
("]
8exﬂmp|elncrea‘se Etermllm{gm involves
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ottleneck papar ither
%Pvasal materlalal S O E O_Eg]gerhe d OGJO[L.”UL ing
= — — h '
vfactorsE- 0T = 5. 51 terials
58S graphedEF‘zqrE'a_-l—J@‘-lqj__ﬁg 3> ropellers=
Wl : . — =
resoUrces v o == V5 @S 2 ribs
i cond%ggltllaonaloggcgg = O S0xs &\ Wlnc_o ;ﬁis
B prgeldcr;L'EEO% - {;-c)hlewig | v
value

I
seeks|
| b visually Bt rT]IﬂIr'IEJ ()
simultane _ 6

START, . @
Rel osts s\ﬁ
One of m ment’s respo s involves making decisions affecting the firm in the

short-r ed on rele
0
eIevance’P

Ievant cost is a cash cost which is uniquely incurred (or avoided) as a consequence of
ta ing a decision; cash, because it is the main determinant of value (unlike accounting

profit); and unigue in the sense that is not common to the alternative choices that are under
consideration.
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EXAMPLE

A company seeking to determine whether to continue to transport its products by tru&or

switch to the railroad discovers that insurance costs are identical in both choices; t

case, insurance costs are not relevant to the decision. gJ
e

If, however, there is a difference in the two insurance costs, then one can sp
difference between the two choices as being “incremental”; this differg @
some places as the “differential™) is relevant to the decision unde |

Future Q
Relevant costs refer to the future, i.e. they can be influ proSpectivel choice. It
follows that: %

lacefand canget

Qg/ersed.
Be nQt vant@&Ven if the timing of

- e
g ability” has& been established in the
f sun o%

costs therefor@involve cash, are incremental and

Sunk costs are not relevant: They have already,t¢

Committed costs, if they cannot be avoided, are
their occurrence is in the future. Their “
past (making them effectively the e

In keeping with the above lo
relate to the future. \
Relevant costs need tg b&idegtified with ¢ y may include opportunity costs.

\
XANROK

L 4

* @pany considers building a storage facility on the site of a parking lot. If the parking lot

\opportunity cost.
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been generating parking fees which will now be lost, then this foregone revenue is an

KEY KNOWLEDGE
Break-even Analysis
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Cost-Volume-Profit (CVP) Analysis

The breakeven formula

Nt

N

Total Costs = Fixed Costs + Unit Variable Cost x Number of Units O

Total Revenue = Sales Price x Number of Units 0
TC = Total Costs, 0

FC = Fixed Costs,

V = Unit Variable Cost,

X = Number of Units, QQ

*

TR = Total Revenue,

SP = Selling Price, \\
C = SP — V = Unit Contributi &0
CM%= C/SP = Contgih®gon Nargin,

*

Then the break-ev the out t( hich TR=TC) is:
In units = FC/C K

In do s: TR = F(Q%
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e Safety Margin = Budgeted Sales — Break-even point (units/dollars)

e Cis an important indicator, as it shows the contribution of each unit sold towards
covering fixed costs. Therefore, in the short run, the firm may prefer to produce/sell
below break-even in order to recover some of its fixed costs.

Relevant costs, incremental analysis and linear programming O
e Relevant costs are costs expected to vary with the action taken 0
0 Past (sunk) costs are irrelevant
0 Fixed costs are irrelevant if there is idle capacity *
0 Variable (marginal) costs are relevant

o

Opportunity costs (foregone benefits) are relevant
e Incremental analysis uses relevant costs in order to q e short-term effects of

business decisions taken. K
Applying incremental analysis in business decision-mal @ @\
e Accept or reject a special order
0 Accept if selling price exceed i roduw there is spare

capacity

¢ Make (in-sourcing) or buy (outs (@1) \
o0 Outsource least eﬁici@tivities if f @reached
e (Capital budgeting
o Invest if ma@of investir@elow marginal cost of not investing

(marginal bene regone)
e Disinvestment L 4
o Diveggj ginal re, ted + cost of resulting idle capacity +
seveRanC®payments ggeSgration costs) fall below marginal cost of

ion + sal\(va of assets

Determi ptimal mi @ ts where there are limiting factors

It&a ses the problem of Maximizing or minimizing a linear function subject to linear

. @ ints. The constraints may be equalities or inequalities.

START
Pricing decisions

The pricing of a product or service is crucially influenced by several factors:
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Internal: How much does it cost us to produce it?
External: How much is a customer willing to pay for it?

The latter is further influenced by how much the competition is charging for the same

similar) product or service.

KEY KNOWLEDGE 0
The price elasticity of demand (PED) Q ¢

This measures the sensitivity of (customer) demand to a c prlces There is usually
an inverse relationship: when price goes up, demand goe nd vic versa)
PED = % change in demand

% change in price

EXAMPLE

A cinema increases its tlcket@ 4 to $6; as&Qhe number of cinema goers

drops from 2,000 to 1,500 \
= 0.5¢( e + or — signs; take the absolute value)

In the above ex , demand is c&d inelastic, because the PED < 1. When PED >
1, then demaNCO sidered el{

KEY KNOWLEDGE
Demand Equation

Whereas the PED is expressed in percentages, the demand equation (or function) is
portrayed as a downward sloping straight line which shows price and demand combinations
in their full values. The equation is expressed as

P=a-bQ

Where:
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P = price — corresponding to the dependent variable (y-axis) on a graph;
Q = (Quantity) demanded — corresponding to the independent variable (x-axis);

a = the maximum price (where Q = 0) -- corresponding to the y-intercept; and

b = the slope of the (negatively-sloping) line (change in P / change in Q) O
EXAMPLE ¢
On an average Saturday night, a cinema (capacity: 225) O visitors at a price of

$5. If the price of the ticket is decreased by $0.50 then eople w ome.
In order to fill up the cinema, the ticket price Wouli e set at:

5 = a — (0.50/25) x 150; therefore, a = @ \\

P=28-0.02Q &0

At Q =225, P = $3.50

WLE%
| Cost F
uatlonian also be@d to express the relationship between total costs and

osts
’\6 Y=aX+b
Where:
Y = Total costs;
X = Output — corresponding to the independent variable;

a = fixed cost — corresponding to the Y-intercept;
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b = the variable cost per unit -- corresponding to the slope of the total cost line

EXAMPLE

The variable cost per unit of a bottling process is 10 cents per unit. Fixed cost to
$5,000. At an output level of 20,000 units, what is the total cost?

Y = $5,000 + ($0.10) x 20,000 TS

= $7,000 0
When working with bulk discounts and other sales volume iortant to make sure
that fixed costs remain unchanged over the output rang % ®. If they jngrease (as a
result of expanding the production capacity, for exam the new (h%level of
fixed costs need to be included in the calculation of to .

KEY KNOWLEDG + \6
Pricing Strategi 0\

There are a variety of pricir@s with wme should be familiar:

Cost plus: A mark-up i dedyto a given c@ hich can be variable or full production
cost).

Skimming: Ente arket at a hig ce’to catch customers willing and able to pay the
price.

Penetrd rcing: Go @y ow price to win market share.
3@ pricing: Maintain aWigh price due to the nature of the product.

et pricing: This method “backs into” the price by calculating the required profit and the
ssible production costs first.

Promotional Pricing: These are in support of campaigns to raise customer awareness of a
product.

Perceived value pricing: Plays on perception of value and what the market is willing to pay.

Value Pricing: Increasing the value content of the product so as to defend market share (in
times of difficult economic conditions or competition).
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Product-line pricing: Sell a “core” product cheaply and price high related products.
Volume-discounting pricing: The bigger the order, the lower the price per unit.

Discriminatory pricing: Pricing the same product at different levels in different markets
(geographical) or market segments (customers).

Psychological Pricing: Plays on the emotion of the consumer. O
Product Bundle Pricing: Combining products into one pack and pricing it over@
Complementary product pricing: This refers to products that are used ¢ juffction with
other products (e.g. printers and cartridges, razor grips and blades, §ta and staples,
automobiles and spare parts). Typically, the approach to pricing for the main

product and more expensive for the “re-fills”.

Relevant cost pricing: Basing the price on a keen (accur t tandln the real costs
of the product or service.

Make-Buy

A make-buy decision requires the determlna &
EXAMPLE& @

An automotive compone pwducer can %‘ externally with car heaters for $210

per unit. In consideg ther to ternally, the company calculates that an
equivalent unit can\ge ™ade in 2 Ia& rs using $100 worth of materials.

Labour is cu t full capaci producmg carburettors which generate contribution of
$100 Ac ttor take 2 o produce. Labour costs $10 per hour. The carburettor

abso ixed overk at the rate of $20 per labour hour.

ant costs are ($):

erials: 100
Contnbutlon lost (carburettors): 80
Labour (added-back): 20

200

It is cheaper to produce internally.

Shut Down decisions
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