CERTIFICATE IN BUSINESS PERFORMANCE/MANAGEMENT

	Syllabus overview

This program primarily deals with the tools and techniques that generate information needed to evaluate and control present and projected performance. Thus, forecasting key variables, recognising uncertainties attached to future events, is a basis for budget construction; the budget is then used with costing systems to evaluate actual performance. Project appraisal relies similarly on future financial projections to provide the information on which managers can evaluate expected performance and actual outcomes. Both budgeting and project appraisal emphasise the critical importance of optimising cash flow and the final section of the paper continues this theme from the perspective of managing working capital.


Syllabus structure

The syllabus comprises the following topics and study weightings:

A Cost Accounting System
B Forecasting and Budgeting Techniques
C Project Appraisal 
A. COST ACCOUNTING SYSTEMS

LEARNING OUTCOME

On completion students should be able to:

1. Discuss costing methods and their results.

(a) Compare and contrast marginal (or variable), throughput and absorption accounting methods in respect of profit reporting and stock valuation;

(b) Discuss a report which reconciles budget and actual profit using absorption and/or marginal costing principles;

(c) Discuss activity-based costing as compared with traditional marginal and absorption costing methods, including its relative advantages and disadvantages as a system of cost accounting;

(d) Apply standard costing methods, within costing systems, including the reconciliation of budgeted and actual profit margins;

(e) Explain why and how standards are set in manufacturing and in service industries with particular reference to the maximisation of efficiency and minimisation of waste;

(f) Interpret material, labour, variable overhead, fixed overhead and sales variances, distinguishing between planning and operational variances;

(g) Prepare reports using a range of internal and external benchmarks and interpret the results;

(h) Explain the impact of just-in-time manufacturing methods on cost accounting and the use of ‘back-flush accounting’ when work-in-progress stock is minimal.

• Marginal (or variable), throughput and absorption accounting systems of profit reporting and stock valuation.

• Activity-based costing as a system of profit reporting and stock valuation.

• Criticisms of standard costing in general and in advanced manufacturing environments in particular.

• Integration of standard costing with marginal cost accounting, absorption cost accounting and throughput accounting.

• Manufacturing standards for material, labour, variable overhead and fixed overhead.

• Price/rate and usage/efficiency variances for materials, labour and variable overhead.

• Further subdivision of total usage/efficiency variances into mix and yield components.

(Note: The calculation of mix variances on both individual and average valuation bases is required).

• Fixed overhead expenditure and volume variances. (Note: the subdivision of fixed overhead volume variance into capacity and efficiency elements will not be examined).

• Planning and operational variances.

• Standards and variances in service industries (including the phenomenon of ‘McDonaldization’), public services (e.g. Health), (including the use of ‘diagnostic related’ or ‘reference’ groups), and the professions (e.g. labour mix variances in audit work).

• Sales price and sales revenue/margin volume variances (calculation of the latter on a unit basis related to revenue, gross margin and contribution margin). Application of these variances to all sectors, including professional services and retail analysis.

• Interpretation of variances: interrelationship, significance.

• Benchmarking.

• Back-flush accounting in just-in-time production environments. The benefits of just-in-time production, total quality management and theory of constraints and the possible impacts of these methods on cost accounting and performance measurement. Lead Component
2. Explain the role of MRP and ERP systems.

(a) Explain the role of MRP and ERP systems in supporting standard costing systems, calculating variances and facilitating the posting of ledger entries.

• MRP and ERP systems for resource planning and the integration of accounting functions with other systems, such as purchase ordering and production planning.

3. Apply principles of environmental costing.

(a) Apply principles of environmental costing in identifying relevant internalised costs and externalised environmental impacts of the organisation’s activities.

• Types of internalised costs relating to the environment (e.g. emissions permits, taxes, waste disposal costs) and key externalised environmental impacts, especially carbon, energy and water usage. Principles for associating such costs and impacts with activities and output.

B. FORECASTING AND BUDGETING TECHNIQUES
LEARNING OUTCOME

On completion students should be able to:
1. Explain the purposes of forecasts, plans and budgets.

(a) Explain why organisations prepare forecasts and plans;

(b) Explain the purposes of budgets, including planning, communication, co-ordination, motivation, authorisation, control and evaluation, and how these may conflict.

• The role of forecasts and plans in resource allocation, performance evaluation and control.

• The purposes of budgets and the budgeting process, and conflicts that can arise (e.g. between budgets for realistic planning and budgets based on ‘hard to achieve’ targets for motivation).

2. Prepare forecasts of financial results. (a) calculate projected product/service volumes employing appropriate forecasting techniques;

(b) Calculate projected revenues and costs based on product/service volumes, pricing strategies and cost structures.

• Time series analysis including moving totals and averages, treatment of seasonality, trend analysis using regression analysis and the application of these techniques in forecasting product and service volumes.

• Fixed, variable, semi-variable and activity-based categorisations of cost and their application in projecting financial results.

3. Prepare budgets based on forecasts. (a) prepare a budget for any account in the master budget, based on projections/forecasts and managerial targets;

(b) Apply alternative approaches to budgeting.

• Mechanics of budget construction: limiting factors, component budgets and the master budget, and their interaction.

• Alternative approaches to budget creation, including incremental approaches, zero-based budgeting and activity-based budgets.

C. PROJECT APPRAISAL

LEARNING OUTCOME

On completion students should be able to:

1. Prepare information to support project appraisal.

(a) Explain the processes involved in making long-term decisions;

(b) Apply the principles of relevant cash flow analysis to long-run projects that continue for several years;

(c) Calculate project cash flows, accounting for tax and inflation, and apply perpetuities to derive ‘end of project’ value where appropriate;

(d) Apply activity-based costing techniques to derive approximate ‘long-run’ product or service costs appropriate for use in strategic decision making;

(e) Explain the financial consequences of dealing with long-run projects, in particular the importance of accounting for the ‘time value of money’;

(f) Apply sensitivity analysis to cash flow parameters to identify those to which net present value is particularly sensitive;

(g) Prepare decision support information for management, integrating financial and non-financial considerations.

• The process of investment decision making, including origination of proposals, creation of capital budgets, go/no go decisions on individual projects (where judgements on qualitative issues interact with financial analysis), and post audit of completed projects.

• Identification and calculation of relevant project cash flows taking account of inflation, tax, and ‘final’ project value where appropriate.

• Activity-based costing to derive approximate ‘long-run’ costs appropriate for use in strategic decision making.

• Need for and method of discounting.

• Sensitivity analysis to identify the input variables that most affect the chosen measure of project worth (payback, ARR, NPV or IRR).

• Identifying and integrating non-financial factors in long-term decisions.

• Methods of dealing with particular problems: the use of annuities in comparing projects with unequal lives and the profitability index in capital rationing situations. 
2. Evaluate project proposals. (a) evaluate project proposals using the techniques of investment appraisal;

(b) Compare and contrast the alternative techniques of investment appraisal;

(c) Prioritise projects that are mutually exclusive involve unequal lives and/or are subject to capital rationing.

• The techniques of investment appraisal: payback, discounted payback, accounting rate of return, net present value and internal rate of return.

• Application of the techniques of investment appraisal to project cash flows and evaluation of the strengths and weaknesses of the techniques.

