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Thank you for downloading a copy of these ExPress notes and | hope you
find them useful for your studies.

We provide these ExPress notes free of charge to individual students
Steve Crossman as part of our CSR initiatives. The notes are designed to help students
CEO The ExP Group assimilate and understand the most important areas for the exam as
quickly as possible.

A word of warning though in that they have not been designed to cover
everything in the syllabus so you should only use these notes for either
an overview of the key areas before you start your main studies or as part
of your final revision in the run up to your exams.
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Using a wn mpemonic®™he qualities of goad infogrmation can be summarised in the word
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The process of identification, measurement, accumulation, analysis, preparation, interpretation
and reporting of information used by management to set targets, plan resource allocation,
evaluate investment choices and monitor/control the operating performance and the orderly
conduct of the business.

Differences in purpose and scope, compared to Financial Accounting

- Aimed at internal users (as opposed to financial accounting, which is aimed at external
stakeholders)

« Focused on present and future performance (as opposed to financial accounting, which
reports past performance)

« Not required by law and not regulated by accounting frameworks (as opposed to financial
accounting, which is a legal requirement and is regulated by accounting frameworks)
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« Focused on specific areas or activities (as opposed to financial accounting, which provides a
holistic view of company’s performance)

« Employs non-financial indicators as well financial, while financial accounting uses only financial
measures.

Managerial Processes
The key processes which face management can be divided into:
« Planning: Defining objectives and appropriate strategies for attaining them;

- Decision-making: Making choices, not only with regard to the selection of strategies, but also along the
way as implementation proceeds;
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Strategic - th& ture"”, long te®™m issues
and the whole company.
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Tactical - medium term and focuses on use of
resources.
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Operational - short term "day to day" issues.
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Related to the above is the notion of responsibility that attaches to each level of an organisation:

“Responsibility” centres

A
- ™

Cost Centres Revenue Centres Profit Centres Investment Centres

Cost centres: Responsible for current expenses only

Revenue cengam Responsible fg revenues, but not current expenses other than marketing expenses
Profit centresI
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Costs can be broken down into:

Costs can be broken down into:

Production costs: These are costs (both direct and indirect, also variable and fixed) which relate to the
production of goods; this is also referred to as manufacturing or factory cost. It is these costs, accumulated,
which provide the value at which goods are placed in inventory (prior to sale) and form the “cost of goods”
value when sold.

Non-production costs: These are expenses that are incurred independent of production and include
administrative, selling, distribution and finance costs. These costs can have the character of “period” costs,
as they relate to the period of time in which they occur.
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Direct costs: are costs that can be directly attributable to a product.

Indirect costs: these are costs that cannot be directly attributable to a product.

Fixed costs: are costs that remain constant regardless of the volume of production. A variety of indirect
costs are fixed.

Variable costs: vary in proportion with the volume produced. Direct costs are by their nature variable in
behaviour.

“Althou h aPIe cost increasesmvith the level of activity, the variable cost per unit remains fixed, while a
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Other types of costs:
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Step costs: costs that remain fixed within® defined range of production, but at a certain level of output
increase in a significa* to a new (fixed) level.

www.theexpgroup.com

Page 7



ACCA MA | ExPress Notes The ExP Group & @)

This chapter summarises various issues concerning the key area of cost accounting techniques.

P I
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The controls and procedures are designed to monitor inventory movements so as to minimise
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This is a method which seeks to minimize the costs associated with holding inventory.

To determine the total costs, the following data is required:
Q = order quantity
D = quantity of product demanded annually
P = purchase cost for one unit
C =fixed cost per order (not incl. the purchase price)

H = cost of holding one unit for one year
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The total cost function is as follows:
Total cost = Purchase cost + Ordering cost + Holding cost
which can be expressed algebraically as follows:
TC =PxD +CxD/Q +HxQ/2
It is this total cost function which must be minimized.
Recognising that:
« PD does not vary;
« Ordering costs rise the more frequently one places (during the year); and

« Holding cprse the fewer timeg one places orders (due to larger quantities being ordered each time),

wiotons ncfere | PN |@wmpages
F The optimal order quantity (Q*) is found where \ie Ordeig and Holilng costs equal eﬂther ie.

Rearranging the above ari solving for Q results in EOQ = \/(2CD / H)
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Direct labour refers to work which is directly involved in the manufacture of a product.

Indirect labour (e.g. the supervisor’s salary or that of a security guard) forms part of overhead costs.

This is one method which seeks to make the link between overheads and (product) cost units.
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