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This document should be read in conjunction with the examiner’s suggested answers and marking guidance.
General comments
The Operational case study (OCS) examinations for February 2020 were based on the company Lottie Graphite, a manufacturer of
graphite and coloured pencils based in Gawland, a country in Western Europe. The company manufactures just under three hundred
million pencils a year at its single factory site and sells them throughout most of the world through its own extensive distribution network.
The company brand is recognised globally, and the products are acknowledged as premium quality. Lottie Graphite’s products include
a full range of graphite pencils, coloured pencils in regular and artist grades and the PEXECO HB pencil which was launched five years
ago. Financial results throughout the history of the company have been buoyant. In the financial year to 31 December 2019 the
company reported an annual revenue of G$151.4 million and a profit before tax of G$12.3 million.
For this exam session, three variants based on Lottie Graphite were set. The focus for each variant was as follows:
•
•

•

Variant 1: expansion into a new market in Feland, a large country that had only recently allowed foreign trade.
Variant 2: the PEXECO pencil and the setting up of a new production facility.
Variant 3: this variant focused on issues arising from the launch and sale of the S-Pencil (a digital stylus with an inner
electromagnetic resonance core).

Each variant was based on the new OCS blueprint and covered all core activities in accordance with the weightings prescribed. This
was the first exam session where a levels-based approach was used for marking candidate answers. Each variant consisted of four
tasks and each of these tasks was broken down into between two and four elements. Each element of a task was then broken down
into between one and three traits for marking. For each trait there was a detailed marking guide which split the total mark available into
three levels: level 1, level 2 and level 3. It was also possible to achieve a score of 0 for a trait if there was no rewardable material.
To achieve a level 3 in most traits it was expected that a candidate would demonstrate good technical understanding of the topic being
tested through clear and comprehensive explanation and apply this technical understanding to the Lottie Graphite business and the
particular scenario within the task. If a candidate scored only at a level 1 on a trait it is likely that they did one or all of the following:
•
•
•

Demonstrated some technical understanding, but with gaps in knowledge.
Explained issues too briefly or with a lack of clarity.
Failed to relate their answer to the task scenario and the specifics of Lottie Graphite.
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Overall, performance across the three variants was reasonably good. Specific topic areas where candidates demonstrated good
technical understanding and application to the scenario include beyond budgeting, costing for a digital cost object, the use of and
limitations of expected value, recognition of capital expenditure under IAS16, assessing the working capital position of a company
using ratios, raw material variances and for the most part KPIs. This is encouraging, especially in relation to the new topic areas.
There were however, a number of topic areas where candidates demonstrated a lack of technical understanding. These included sales
mix and quantity variances, fixed overhead efficiency and capacity variances, IFRS 16 and accounting for leased assets, digital costing
systems, activity-based budgeting and time series analysis. In addition, there would appear to be confusion regarding tasks about
decision making where there is either risk or uncertainty. As a rule of thumb, if the task gives payoff tables without probabilities this is
decision making under uncertainty and therefore maximax, maximin and minimax regret will be relevant. If the task gives probabilities,
expected values, standard deviations and coefficients of variation then this is about decision making where there is risk and maximax,
maximin and minimax regret approaches are not appropriate. Instead, risk attitudes should be considered.
It must be stressed that demonstrating good technical understanding is not enough on its own to pass. Candidates need to demonstrate
technical understanding in the context of the scenario and the particulars of the issue being addressed. Information given to candidates
as part of the task is there for a reason and should be as far as possible incorporated into answers, along with relevant inf ormation
from the pre-seen. Application to the scenario is key to achieving high level 2 and level 3 scores. For this session, for the most part
where candidates had the technical understanding they did reasonably well with application. Clearly where there were gaps in
knowledge, application wasn’t possible and therefore the importance of candidates ensuring that their knowledge base is complete
needs to be stressed.
One other area worthy of mention is candidates’ ability to explain. At the Operational level many of the tasks require explanation and
to achieve high level 2 and level 3, it is expected that this will be clear and comprehensive. It should also be an explanation rather than
a description. There were a number of tasks this session where the level of candidate explanation was poor. For example, in variant
1, task two, a considerable number of answers on the benefits of using absorption costing contained the statement “it is easier and
quicker” and this earned no credit because it was not an explanation of a benefit. For this to have any value this statement should have
explained how and why it was “easier” and “quicker”, what being “easier” and “quicker” would bring in the case context and also
explained what it was “easier” and “quicker” than.
With respect to the core activities, candidate performance was typically best for F (working capital) and B (budgeting). The weaker core
activities appeared to be A (costing) and D (financial reporting and tax).

CIMA Operational case study – Examiner’s report – February 2020 exam session

2

Variant 1
Task 1
The first element of this task asked for an explanation of the advantages and disadvantages of participative budgeting in the context
of setting up an operation and selling pencils in a new country. This tested core activity B. Most answers did contain a range of
advantages and disadvantages indicating that candidates had good technical knowledge. However, many candidates failed to score
at level 2 or higher because they presented a textbook list that was not applied to the context of the case scenario. For example,
answers asserted that an advantage of the approach to setting budgets was that the managers setting the budget would have a b etter
operational knowledge but failed to explain that as Feland was a new market with no trading record, that this would be vital knowledge
when setting a budget for the first time. Similarly, answers stated that there was a danger of budgetary slack being introduced but failed
to explain that this was a particular problem as bonuses were linked to the achievement of the budget for the managers in this new
location.
The second element of this task asked for an explanation of given time series information (consisting of three tables) and the limitations
of using this analysis to predict future demand for pencils in Feland. This tested core activity B. In order to score at a level 3, candidates
were expected to comment on all three tables as well as the limitations. Unfortunately, many candidates chose to only explain one or
two of the tables, although most did make a good attempt at explaining the limitations.
Task 2
The first element of this task asked for an explanation of how leased equipment should be recorded in the financial statements fo r the
year ending 31 December 2020 and subsequent years. This tested core activity D. Candidates either scored very well or very badly
because they either knew the correct treatment of leases or did not. Some candidates stated that this was probably an operational
lease. In accordance with the new financial reporting standard on leasing, IFRS 16, operational leases are no longer relevant when
considering how a lessee records a lease. Only a minority of candidates did well here and clearly this is a technical area that futu re
candidates would be advised to revise.
The second element of this task asked for an explanation of the reasons why absorption cost and marginal cost profits were different
based on given data, whether marginal costing always gave a lower profit and the benefits of using absorption costing for the business.
This tested core activity A. Most candidates could explain the principles that caused the difference in profit reasonably well. However,
it was disappointing that so few candidates could give a good explanation of the benefits of absorption costing to the business. The
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fact that the company used absorption costing was clearly highlighted in the pre-seen and therefore it was hoped that candidates would
ensure that they were prepared for a question on this part of the syllabus.
The third element of this task asked for an explanation of the principles of throughput accounting and its potential benefit to the business.
This tested core activity A. This was quite well answered as most candidates could explain the basic principles of throughput accounting
and made a good attempt to apply these to the production processes at Lottie Graphite.
Task 3
The first element of this task asked for an explanation of the principles underlying a production schedule, how it had been used to
determine the number of batches of three different types of pencil to make and whether it would be worthwhile paying a G$14 overtime
premium. This tested core activity E. To gain a level 3 score, candidates needed to have answered all three parts. Most candidates
scored at a level 1 because they only produced a description of the table and not an explanation; an explanation adds value to a
description, and this was lacking in many answers. Many candidates also failed to comment at all on the overtime premium.
The second element of this task asked for an explanation of how the financial statements would be affected by an issue regarding
inventory that had been incorrectly labelled. This tested core activity D. Candidates did not appear to appreciate that IAS 2 would be
an appropriate standard and when it was used, it was explained in a scattergun and incomplete manner. Only a very few candidates
achieved a level 3 because they could explain the principles of IAS 2 and the effect on the financial statements in the context of the
case. Excellent answers considered that the net realisable value of the inventory was likely to be below the cost because they knew
the average cost of a batch of graphite pencils as detailed in the pre-seen.
The third element of this task asked for an explanation of expected value tables and the limitations of using this information to decide
whether to investigate mislabelling with the rest of the inventory. This tested core activity E and was generally well answered. Most
candidates were able to correctly interpret and explain the expected value tables. The limitations were also quite well explained and
as a result many candidates achieved level 3. Candidates that answered this question but were only awarded a level 2 failed to apply
any of the limitations of expected value to the case context.
Task 4
The first element of this task asked for an explanation of how sales price, mix and quantity variances were calculated, what they meant
and reasons for the variances. The task also asked for an explanation of the usefulness of these variances for measuring the
performance of the sales teams in the month. This tested core activity C. Sales variances, including the subdivision of the volume profit
variance into quantity and mix should be an area that candidates are comfortable explaining and interpreting given the large number
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of previous questions they could use as practice. However, this appeared to be far from the case. Few candidates achieved a level 3
mark because they failed to address all parts of the task: the calculation, meaning, reasons for and appropriateness of these variances
as a performance measure for the sales team. It was disappointing to note how many candidates failed to use the case information to
explain the reasons for the variances preferring instead to use generic possible causes. As always, candidates need to apply technical
understanding to the facts presented in the case to gain high marks. They also need to understand the difference between a sales
profit volume variance and a sales profit quantity variance.
The second element of this task asked for an explanation and justification of three KPIs that could be used to measure the performance
of the sales team. This tested core activity C. Future candidates should be aware that when asked for KPIs appropriate to a situation,
generic answers will not score above a level 1. In this case the KPIs were required to assess the performance of the sales te am and
therefore “cost of production”, “cost per mileage of distribution” and “quality rejection rates” did not apply to their activities. Also, KPIs
that actually contradict the facts presented in the case, such as “discounts on list price offered to customers”, are not considered valid.
Answers must be applied to the context of the case.
The third element of this task asked for an explanation of how to improve the receivable days for the Feland customers. This tested
core activity F. Answers here were disappointing as many candidates did not answer the task and often contradicted the facts presented
in the case. A high proportion of answers suggested that outsourcing the credit control function to a factor would improve receivable
days. While this may be true, it could not be awarded any marks as the scenario made clear that the company would be keeping the
in-house credit control staff. Likewise, many answers suggested invoice discounting and explained how this would improve the liquidity
problem, despite the fact that the scenario did not state that there was a liquidity problem.
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Variant 2
Task 1
The first element of this task asked for an explanation of the meaning of raw material and fixed production overhead variances and
reasons for each variance. This tested core activity C. Most candidates understood how the raw material variances were calculated
and the reasons why they may have arisen and therefore scored at level 2 or 3. However, as a point for the future, candidates need to
be more precise in their explanation of variances to clearly demonstrate their technical understanding. For example, some candidates
did not make it clear that the material price variance was in respect of the actual material purchased or that the standard usage was
for the actual level of output. The fixed overhead variances were less well explained , and most candidates were not able to clearly
demonstrate technical understanding of the variances. As a result, many struggled to get above a level 1 for this trait. Many candidates
failed to recognise that the overhead absorption rate was based on machine hours and when discussing the efficiency variance referred
to labour hours rather than machine hours. Understanding of the capacity variance was very weak.
The second element of this task asked for explanation of three decision criteria that could be used to make a decision about which
resin supplier to select. This tested core activity E and was less well answered than might have been expected for an area that is
regularly assessed. This was partly due to the failure to recognise that the question was about minimising cost rather than maximising
contribution, despite that fact that the task clearly stated this. There was also however a significant number of candidates who tried to
answer the question based on risk attitude even although the details given did not include any probabilities. In order for candidates to
score at level 3, they needed to clearly demonstrate their understanding of the application of the decision criteria to the information
given in the scenario. A significant proportion obviously did not clearly understand the criteria and how they are applied. This was
particularly evident for the minimax regret criterion where many stated that the quantity with the lowest regret would be chosen or that
the regrets would be added and the lowest of the totals chosen.
The third element of this task asked for explanation of two non-financial factors to be considered before contracting with a new supplier.
This tested core activity E. Most candidates were able to clearly explain two non-financial factors to be considered and consequently
this part of the task scored highly with many candidates achieving a level 3.
Task 2
The first element of this task asked for an explanation of how two asset disposals and expenditure incurred on reconditioning a third
asset should be treated in the financial statements. This tested core activity D. Most candidates were able to demonstrate a good
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knowledge of the recognition criteria in IFRS 5: Assets held for sale, although some descriptions of these criteria were incomplete. The
application of these recognition criteria to the specific scenario was less well answered. Many candidates did not seem to appreciate
that the question required the position at 31 December 2020 (which is when the financial statements would need to be prepared) and
therefore discussed whether the assets could be classified now as held for sale. This meant that the production conveyor was often
described as not being sold within 12 months and so should not be held for sale. The packing equipment was better dealt with as most
candidates noted that it would be sold soon, although candidates forgot to depreciate up to the point of reclassification/sale and so
described a gain of G$75,000 - G$70,000. The accounting treatment was described well with most candidates understanding that
depreciation stops once the asset is classified as held for sale, although the description of where in the financial statements to present
the assets held for sale was often inaccurate. The treatment of the additional expenditure on the mixing machinery was generally well
answered, although it was not always clearly explained why the G$6,000 “moving” costs were added to the capital cost. Candidates
need to be more precise in their answers if they want to score at level 3.
The second element of this task asked for an explanation of how the current costing system works, how digital costing might change
this and the benefits of doing this for the business. This tested core activity A and was very poorly answered. Many candidates did not
seem to understand what the question was about and made some very general points about the benefits of improved systems. Most
candidates explained the current system in terms of an absorption costing system and sometimes then explained the weakness of a
traditional absorption costing system. Few candidates explained how standards were set and could then link this to a digital co sting
system. Some candidates confused digital costing systems with the costing of digital products which resulted in an answer that was
completely irrelevant. Other candidates thought that a digital costing system was similar to an activity-based costing system.
Task 3
The first element of this task asked for an explanation of the effect of changing assumptions on budgeted profit and why “what if”
analysis was more appropriate than sensitivity analysis in the situation. This tested core activity B. Few candidates scored highly here,
with many only achieving level 1. The explanations of the revised profit figures were generally very limited with many candidates merely
restating the figures in the table. Better answers discussed the impact of cost behaviour on the revised figures. Most candid ates
understood the difference between what-if analysis and sensitivity analysis but failed to relate this to the specific scenario.
The second element of this task asked for explanation of expected values based on two different courses of action and how risk attitude
would affect the decision about which course of action was most appropriate. This tested core activity E and answers here were mixed.
Some candidates tried to apply decision criteria for dealing with uncertainty to the figures despite the fact that the question was clearly
about risk attitude. Most candidates could describe how the expected values were calculated and that a risk-neutral decision-maker
would base their decision on expected value. Some also knew the approach that would be taken by a risk-taker although many stated
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that they would choose to reduce the selling price by 10% since this gave the highest expected value of E$1,889 at a 15% volume
change. Few candidates were able to explain the approach that a risk-averse decision-maker would take. As a result, very few
candidates scored at level 3 for this task.
The third element of this task asked for explanation of how the budget for maintenance employee cost in the new production facili ty
could be established using an activity-based budgeting approach. This tested core activity B. Many candidates could explain the steps
involved in activity-based costing in general terms, however this scored few marks because the task was about creating a budget for
maintenance staff costs using activity-based budgeting. Most candidates failed to consider the information given in the scenario about
the number of services and of those that did, few then considered the need for estimates of time taken for each type of service and the
number of services required each period. Those few candidates that explained the process of building up the budget for the cost pool
(rather than establishing a cost driver rate for product costing) scored at level 3. However, the vast majority of candidates scored at
level 1.
Task 4
The first element of this task asked for explanation of how two events after the reporting period would affect the financial statements
for the year ended 31 December 2020. This tested core activity D. Most candidates clearly explained how to determine an adjusting
and a non-adjusting event and applied the definitions correctly to the scenario. Unfortunately, how these events affected the financial
statements was not so well explained, especially the adjusting event, which was often thought to relate to an irrecoverable debt rather
than a dispute with a supplier.
The second element of this task asked for suggestions for three KPIs to monitor the performance of suppliers. This was generally well
answered with a significant minority of candidates scoring a high level 2 or level 3. The tested core activity C. The majority of candidates
described three relevant issues relating to suppliers that an entity would want to monitor and could explain why these were i mportant
for the business. In many cases however, the actual description of the KPI was not given. For example, many mentioned that quality
was an issue and went on to describe why it was important to monitor quality. However clear explanations about how quality would be
measured were often missing.
The third element of this task asked for an explanation of a potential supplier’s working capital position and the risks associated with
this that might affect the decision to use them as a supplier. This tested core activity F and was also well answered. Candidates that
scored poorly failed to provide an evaluation of the supplier’s financial position and simply described the trends. It is not enough to just
restate the figures in the question. Stronger candidates explained why the supplier may have different figures (for example, operating
JIT or having longer credit periods to generate revenue). Risks were not always clearly identified as risks for Lottie Graphics and were
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more general. Most candidates spotted the fact that the supplier was overtrading but did not go on to explain how this would affect
Lottie Graphics if they used them.
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Variant 3
Task 1
The first element of this task asked for explanation of the difficulties associated with establishing a cost per app for the S-Pencil and
the types of cost still to be incurred for the app. This tested core activity A. Most candidates appeared well prepared for this type of
task (especially in respect of the future costs) and given that this is a new area in the P1 syllabus, this was very pleasing to see.
Stronger candidates separated their answers into two clear parts and could clearly identify the costing issues and future costs. Indeed,
many candidates scored at level 3 in respect of the future costs part of their answers. Weaker candidates confused these two criteria
and tried to answer them together. Other weaker candidates, failed to realise that the subject of the task was the app, choosing to
explain costings for the tangible S-Pencil product instead.
The second element of this task asked for explanation of what given time series information on the PEXECO and HB graphite pencils
meant and how useful it would be to predict sales volumes for the S-Pencil. This tested core activity B. The first part of this was not as
well answered as might have been expected given that this type of task has been set many times before. Many candidates approached
this poorly, with few candidates able to expand further than explaining the seasonal variations in a general sense (often explanations
of the trend were inaccurate). Some candidates were able to apply the scenario to explain why there were peaks and troughs in the
seasons, but only a small proportion considered further the implications these fluctuations would have on Lottie Graphite. As a result,
most candidates could only score at level 1 or 2 for this part. The second part of this was better answered. The majority of candidates
were able to understand that the S-Pencil would have a different market, and would likely be a one-off purchase, so therefore, the
previous data could not predict the future sales. Weaker candidates did not apply the scenario to their solution and just discussed the
positive factors about using time series data in general.
Task 2
The first element of this task asked for an explanation of Line A on a profit volume chart and the information that this gave based on
the original budget. It also asked for explanation of how the revised budget, represented by Line B, changed the analysis. This tested
core activity E and was well answered. Many candidates demonstrated a good understanding of the profit-volume charts and what was
shown in relation to the scenario and data provided. Weaker candidates were able to only identify the fixed costs but were unable to
clearly demonstrate their understanding of what the breakeven points showed.
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The second element of this task asked for explanation of how expenditure associated with new baking equipment will be initially
recorded in the statement of financial position and how to depreciate the asset. This tested core activity D and was broken down into
two marking traits. Many candidates scored level 3 for the first trait on recognition of the expenditure, showing that candidates were
well prepared for this topic. However, for the second trait, other than explaining how depreciation would work, most candidates were
not able to identify that there were different components to the asset that would have different depreciation treatments. As a result,
many candidates could only achieve a level 2.
The third element of this task asked for explanation of how disposal of the warehouse building would affect both the tax charge for the
year and the financial statements for the year ended 31 December 2020. This tested core activity D and was generally poorly answered.
Most candidates were able to demonstrate their accounting knowledge, however, very few candidates were able to show how a capital
gain would arise and be treated, displaying a lack of ability to apply their understanding when tested together. Candidates should be
better prepared for tasks on tax treatments.
Task 3
The first element of this task asked for explanation of what sales price, mix and quantity variances meant and the reasons for their
occurrence. It also asked for explanation of whether two actions undertaken by the Sales & Marketing Director had been successful in
relation to two customer groups. This tested core activity C and was surprisingly poorly answered. Few candidates were able to
accurately explain the variances beyond the price variance. Most candidates demonstrated a clear lack of technical understanding in
respect of the sales mix and quantity variances, which is disappointing given that this has been tested many times before. Some
candidates ignored the second part of this about the success of the actions taken and therefore did not score well here.
The second element of this task asked for explanation of how the profile of aged receivables had changed over the last three months,
reasons for these changes, the potential implication of these changes and two measures that could be taken to manage these
implications. This tested core activity F. Many candidates answered this fairly well, demonstrating good understanding of what the aged
receivables report showed. Weaker candidates assumed that the customers were paying late due to extended credit terms which would
not be a factor. Many candidates had a reasonable understanding of the implications that this would have for the company and ways
in which these impacts could be reduced.
Task 4
The first element of this task asked for explanation of how to decide which provider of IT administrative services to use und er different
attitudes to risk, what the decision would be under each risk attitude and the limitations of this analysis for selecting the provider. This
tested core activity E. Given that this is a common type of task in the Operational case exam, it was surprising how few candidates
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were able to correctly interpret the data that was presented to them. As already noted for variant 2, some candidates tried to apply
decision criteria for dealing with uncertainty to the figures despite the fact that the question was clearly about risk attitude, this is
disappointing. A distinct lack of understanding of the coefficient of variation (COV) was displayed by most candidates and indeed many
candidates ignored it altogether. Regarding the limitations of the analysis, many candidates did little more than comment on the
limitations of expected values, when they could have commented on the subjectivity of the data and non-financial factors as well. This
narrow focus limited many to a low level 2 here.
The second element of this task asked for suggestions and justifications for three KPIs to measure the performance of the IT
administrative services provider for the S-Pencil app. This tested core activity C and was answered well by many candidates who had
clearly thought about the nature of what the IT administrative services provider would be doing. Weaker candidates, however, did not
use the scenario and looked at KPIs for the app itself rather than for the provider of administrative services.
The third element of this task asked for explanation of what beyond budgeting is and how it might be applied. This tested core activity
B and was once again well answered. Most candidates demonstrated a good understanding of beyond budgeting and how it would be
useful for Lottie Graphite to adopt rather than its current incremental budgeting processes. Clearly candidates were prepared for this
and many scored at level 3 here.
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Tips for future candidates
There are a number of key points to take into account when preparing for future Operational case study examinations. These points
are:

•

Key to achieving a score at level 2 and above is to ensure that:
o

You have the technical knowledge and understanding of all topics included in each of the core activities. It is not sufficient
to rely on the fact that you remember it from the OTQ exams, because the chances are you won’t. You need to revise
technical material: if you don’t have the knowledge, you can’t possibly to score well.

o

You are able to apply your technical knowledge and understanding within the case study context. Simply reproducing
rote-learned answers or pure knowledge of a topic area will score very few, if any, marks. Similarly taking a scattergun
approach to an issue and commenting on everything that you know about it from a theoretical point of view will score
few marks.

o You are able to explain with clarity and comprehensively rather than making unsupported statements. Writing comments
such as, “this improves decision making”, “this graph is essential” or “planning is enhanced” is not enough to gain any
marks. Candidates must explain “how” and “why” this is the case. Explanations can quite often be improved by adding
“because of ….” at the end of a sentence. Explanations should also utilise the information given to you within the case
study itself, especially financial information. For example, reasons for variances are often given to you in the unseen
information, the skill is to pick this out and use it.
•

To help you achieve this you need to:
o

Study the pre-seen material in depth. Ensure that you are very familiar with the business, especially the financial
information, before the exam as this will help you with applying your knowledge and will save you time. Similarly, an
awareness of the industry that the business is in will help you to think of the wider issues that might impact on decisions
that you could be asked to comment on.

o

Practise, practise, practise past OCS exam tasks. Whilst this is a new syllabus and a new blueprint, many of the old P1
tasks and a number of the old F1 tasks are still relevant. Practising past tasks and then checking against the published
answers will help you to understand what the examiner is looking for.
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•

On the exam day:
o

It is important to take time to plan your answer so that you are able to apply your knowledge to the specifics of the case.
I suggest that for certain tasks you plan your answers in the answer screen itself. For example, if you are asked for the
potential benefits and problems of activity-based costing, I suggest that you first note down headings for benefits and
problems. Under each heading list your benefits and problems; these will become your sub-headings. Then you can
write a short paragraph under each sub-heading. This will allow you time to think about all of the points that you want to
make and will help to give your answer a clear format. Ultimately, it should save you time.

o Please take care over how your answer looks. Whilst this examination is not a test of English, some answers are difficult
to read because of poor spelling and grammar. It is important that answers are presented well so that markers can see
that you have demonstrated a clear understanding of the issues.
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1.

Your role
You are a Finance Officer working within the Finance Department of Lottie Graphite, where
your role changes regularly. For the past few months you have been principally responsible
for preparing budgets, weekly and monthly management accounts and providing cost
information to management as required. However, as part of your career programme you will
also be expected to work on non-management accounting tasks as and when required. For
example, you may be expected to assist with the preparation of the financial statements and
answer queries regarding financial reporting. You may also be expected to assist with the
analysis of information such as purchases, sales and payroll information and involved with
decision making.
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2.

Introduction
Lottie Graphite is a manufacturer of graphite and coloured pencils. The company is based in
Gawland in Western Europe where the home currency is the G$.
The company was founded in 1902 by Frederich Von-Fearn who named it after his beloved
sister Charlotte. The company remains in the ownership of the founder’s family and the current
Managing Director is Charlotte’s great-granddaughter.
Although little has changed in wooden pencil technology for almost three hundred years the
production technologies used to manufacture them has. Lottie Graphite has always embraced
change and taken every opportunity to automate processes in order to improve production
efficiencies and the quality of the product. Innovations in pencil technology have been
incremental rather than transformational in nature throughout the life of the company. These
include designing hexagonal rather than round shaped pencils, using water-based paints and
developing anti-break spindles (cores). Five years ago, the company launched PEXECO an
eco-pencil manufactured using an extrusion process rather than woodwork. To build on the
success of this innovation the directors are working on adapting the PEXECO for use as a
stylus for laptops and tablets.
All products are manufactured on a site close to the location where the company first began
to produce pencils. Although Gawland is a high wage economy the directors have refused any
suggestion that the company should relocate to countries where factors of production are
cheaper. They believe that the culture of the company is key to its success and that this would
die if removed from its native soil and its dedicated workforce. Lottie Graphite runs a public
factory tour once a week.
The company manufactures just under three hundred million pencils a year and sells them
throughout most of the world through its own extensive distribution network. The company
brand is recognised globally, and the products are acknowledged as premium quality. Lottie
Graphite employs over 1,000 employees, The majority of employees are based in Gawland
from where products can easily be distributed to all of mainland Europe. The remaining
employees work in company offices in North America, South America and Australasia
supervising procurement, inventory management, distribution and sales at the local level.
Financial results throughout the history of the company have been buoyant. In the financial
year to 31 December 2019 the company reported an annual revenue of G$151.4 million and
a profit before tax of G$12.3 million. This compares to an annual revenue of G$149.4 million
and profit before tax of G$11.7 million in the year to 31 December 2018
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3.

The directors

Mia Schmied, Managing Director, is responsible for
the company's future direction and growth. She is
the fourth generation of the same family to run
Lottie Graphite and has been educated and trained
for this post since her teens.

Diane Rechnung, Finance Director is a CIMA
qualified accountant who has held this post for
seven years. Prior to joining the company she held
senior posts in publicly owned companies in retail
and technology.

Jack Berlin, Production Director is the longest
serving director on the board. Jack is an engineer
by profession and worked in a car manufacturing
company and another pencil manufacturer prior to
joining Lottie Graphite in his current role 16 years
ago.

Bridget Laden, Procurement Director is
responsible for the procurement of all inputs
needed to run the company. Bridget is also an
engineer by profession and had extensive
experience in the constuction industry before
joining Lottie Graphite six years ago.
Binar Apparat, IT Director, is the first noneuropean board member of the company. Her
responsibilities cover all aspects of IT from the
systems used for accounting to the GPS and
logistics software as well as the control of the
robotics and production systems. Binar has been
with the company for four years

Ben Thakar, Sales and Marketing Director, is
responsible for global sales and marketing strategy.
He also oversees development of new products
and has worked for the company for 12 years.
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4.

Key management teams
Finance
Diane Rechnung
Director of Finance

Julie Welk
Head of Finance

Cameron Scott
Finance Manager

An Mutty
Finance Manager
Cameron Scott is responsible for most of the management accounting information and reports
produced, whereas An Mutty is responsible for transactions and preparation of the financial
statements. However, there are times when their roles overlap, usually for specific new
projects. There are 24 Finance Officer grade staff working in the Finance Department.
Approximately 70% of staff are functional specialists who have specifically assigned roles
while the remaining staff are regularly rotated into different roles. This ensures functional
flexibility and enables excellent cross team cooperation and employee development.

Production

Jack Berlin
Production Director

Ader Singh
Head of Spindle

Nic Hubad
Head of Raw
pencil

Barney San
Head of
Finishing and
packaging

Cho Amanja
Head of
PEXACO
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George East
Head of
Maintenance

5.

Company products
At present the company manufactures three types of pencil: graphite, coloured and PEXECO.
Graphite pencils
Although all graphite pencils look identical, they can have a range of different cores (called
spindles). Spindles are manufactured using a combination of graphite and clay in differing
proportions in order to vary the hardness and blackness of the pencil when it writes.
The measure of the spindle hardness and blackness is known as the graphite grading scale.
The harder the spindle, the higher the H number. The softer the spindle the blacker the mark
it can make and the higher the B number. A harder pencil spindle has a higher proportion of
clay mixed with the graphite. As the spindles are delicate and easily broken, they are protected
by a cedar wood case. The wooden case is 17.6 cm long and is painted a distinctive shade of
blue with a gold capping. Every pencil is embossed with the graphite grading and the company
name and logo. Each pencil is also embossed with a barcode for production, inventory and
distribution tracking purposes. The most popular pencil in Europe is a pencil in the mid-range
of the HB grading scale: the HB pencil. However, different countries tend to have their own
spindle preference. Lottie Graphite manufactures 21 different pencils grades ranging from 9H
to 9xxB. The selling price of the pencils in the middle of the range tend to be identical or similar
as the price is market driven. Demand for the pencils at the extreme of the grading scale is
quite low, as use of these is restricted to artists and specialists, although the selling price is
usually much higher. A batch of these is produced less than once a year.
Coloured pencils
These pencils are identical to the graphite pencils in every way except that the spindles are
made with clay, wax and colour pigment and the wooden case is painted to match the pigment
colour. The company makes coloured pencils in two grades:
•

Regular grade A range of colouring pencils used primarily, but not exclusively, by
children. Currently there are 20 different colours in the range, although this changes
with fashion.

•

Artist grade This range is used by professional and amateur artists, usually adults,
who require a higher density pigmentation in a much wider spectrum of colours. Lottie
Graphite manufactures 109 different coloured spindles in this range. This range is
acknowledged as the world’s finest quality and commands a premium price.
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PEXECO pencils
This product is a graphite pencil, but the spindle is encased in a wood plastic composite (WPC)
rather than a cedar wood case. The name PEXECO is derived from the words: “pencil”,
“extrusion” and “ecological”, which reflects the fact that they are environmentally friendly
pencils made using a different technology to the traditional graphite pencil.
The cases are not made from slats of wood and painted like the traditional graphite pencil.
Instead wood that would not usually be used for pencil manufacture (such as twigs, bits of tree
trunks/branches, off-cuts and wood with poor grain properties) is ground to fine granules and
mixed with a polymer resin. This mixture is extruded at the same time as the graphite spindle
and a soft outer coating.
This pencil sharpens better, suffers less breakages and is smoother to write with than the
standard pencils although it is slightly heavier. PEXECO pencils are currently only available
with 2H, HB and 2B grade spindles.
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6.

Extract from the public factory-tour guidebook: The production
process for graphite and coloured pencils
There are three key areas involved in the production of a graphite and coloured pencil: spindle
production (creating the core of the pencil), raw pencil production (adding the wooden case)
and finishing.

Spindle
The spindle is the material that runs through the centre of a pencil, the part that actually writes,
draws or colours. There are separate spindle production facilities for graphite and coloured
spindles.
The spindle of a graphite pencil is made up of a mixture of clay and graphite. Although the
spindle is almost universally referred to as the “lead” of the pencil, lead has never been used
in the manufacture of pencils. The shepherds who discovered graphite in the Cumbrian hills
in the mid sixteenth century believed that they had found lead and the name stuck.
To make the spindle there are a number of different processes:

Mixing

Extrusion

Drying and baking

Molten wax bath
Mixing: To make a graphite pencil spindle we mix graphite powder, clay and water in a giant
mixing machine. A single batch takes the same number of hours to complete regardless of the
batch size. We want to use our machinery efficiently and therefore usually mix the maximum
amount possible, enough mix for 200,000 pencils. The output from the mixing process looks
like small grey pebbles.
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If we are making coloured pencils the process is exactly the same, except we mix together
clay, wax and colour pigment. Here at Lottie Graphite we can mix every colour of the rainbow.
Generally, we plan our production schedule so that we mix light colours then medium colours
and then dark colours. When the machine has mixed a dark colour, it has to be thoroughly
cleaned before a light or medium colour can be mixed otherwise there is a risk of colour
contamination.
Extrusion: The clay/ graphite mixture (or the wax and pigment mixture) is squeezed through
a die immediately after the mixing process. This forms the mixture into long thin cylinders. At
this stage the spindle is soft and wobbly.
Drying and baking: The spindles are placed in drying tins in a dryer and heated at 100
degrees Celsius to gently remove the water. It is important that the water is removed because
otherwise the spindles could explode when baked.
Graphite spindles are baked in batches in a blast furnace, at a temperature of 1,000 degrees
Celsius, for approximately three hours until they are hard and brittle. Coloured spindles are
baked at a lower temperature and for less time, but the process is exactly the same.
Molten wax bath: At this stage in the process the spindles have tiny microscopic holes which,
if left unattended, would make writing with the finished pencil uneven and bumpy and likely to
tear the paper!
To prevent this happening the spindles are lowered into a molten wax bath where the holes
fill with beeswax. We hold very little spindle inventory as it is so easily damaged. Usually, as
soon as they are drained and dried, bundles of spindles are transported immediately to the
raw pencil area.
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Raw pencil
Although it is possible to use the spindles to write and draw, it would be a frustrating exercise
because they are brittle and snap easily. Therefore, we protect the spindle by encasing it in
wood, which involves the following processes:

Encasing
Drying chamber
Trimming
Encasing: Here at Lottie Graphite we use cedar to make all of our pencils. Cedar is finely
structured and stable which means that our pencils sharpen easily and do not split or crack.
All the wood that we use is sourced from sustainable forests and for every tree we cut down,
we plant two more.
The wood is delivered to us in 8 cm by 18 cm slats which are loaded into a machine that sands
them smooth. Every slat then has nine 1mm deep grooves cut along the length into which a
tiny amount of glue is squeezed. Half of the slats have a spindle inserted into every groove
and an empty slat is then dropped onto this making a sort of nine-pencil sandwich.
Drying chamber: One hundred nine-pencil “sandwiches” are stacked into each niche of the
drying chamber where they are heated at about 60 degrees Celsius. A vice squeezes the
sandwiches together to bind the two slats. The slats are slowly rotated and heated until the
glue is set.
Trimming: Here the pencil ‘’sandwiches’’ are trimmed to 175 mm and passed to a shaping
machine where knives cut the slats into individual hexagonal shaped pencils. Lottie Graphite
has always made hexagonal pencils rather than round ones because we have always
understood the frustration caused by pencils that roll off and under a desk!
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Finishing
At this stage in the process we have perfectly functional pencils, but they are naked. This third
section in the manufacturing process is all about dressing them up and making them shine.
All graphite pencils are finished in the famous Lottie Graphite livery and all coloured pencils
are painted to match their spindle shade.
This finish is not only for aesthetic reasons, it is also more hygienic. The hard, shiny surface
means that germs are not absorbed by the wood of the pencil. Research shows that over 78%
of people who use pencils put them in their mouth . Our shiny finish helps prevent germs
spreading! The finishing processes are:

Painting

Embossing
Rounding and
Sharpening

Packaging
Painting: Every pencil receives two coats of primer, four coats of topcoat and a coat of
lacquer. Pencils are individually pushed though the paint and passed through a heated
chamber after each coat is applied to speed up the drying process.
In the late 1980’s Lottie Graphite was the first pencil manufacture to use only water-based
paints to finish pencils. This is an environmentally friendly alternative and it also ensures that
children, who tend to suck and bite pencils as well as write with them, cannot be hurt by the
chemical toxins present in oil-based paints.
Embossing: Pencils are embossed with the company name and logo, the graphite grading
(or pencil colour), a barcode and the legend “made in Gawland”. The barcode records every
detail of the manufacture, down to the names of the operatives on shift in the section when
the embossing was added.
Rounding and sharpening: The ends of the pencils are rounded and then put into trays that
hold 138 shafts before being dipped into metallic gold paint. Every Lottie Graphite pencil has
the same distinctive gold cap. Look closely and you will see the lasers that automatically
measure the paint level, this information is passed to the machine that dips the pencils,
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ensuring that every pencil has a cap that is the same depth. Sharpening is the final process
production each pencil is sharpened using a series of rotating razor blades. This is fascinating
to watch, like a dance in the snow!
Packaging: All pencils are packaged into appropriately sized cartons depending on the
customer preference and type of pencil.

PEXECO pencil production
Our ecologically friendly pencils are not made from slats of wood and so have a different
production process. Spindle and pencil bodies are made entirely by extrusion in a separate
PEXECO production facility. As the colour is already in the material of the body, PEXECO
pencils do not need painting and varnishing.
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7.

Company operations
Manufacturing and packaging: The company manufactures all of its graphite and coloured
pencils in a huge custom-built state of the art production facility in Gawland. Next door is a
much smaller production facility where PEXECO pencils are made. The current facilities are
located only three kilometres from the original factory that was opened when the company
was formed. Although the activities required to manufacture have not changed since the
company was founded, the production methods have. Almost every aspect of manufacture is
now automated and much of the production flow is managed by robotics with minimal human
involvement in the process.
One area which is not yet fully automated is the packaging department. After manufacturing
is complete the pencils are packaged in a number of different sized bundles and combinations.
While HB pencils can be packed into cardboard packaging, in quantities exceeding 100 they
can also be shrink wrapped in a set of three. The artist coloured pencils have a number of
combinations of colours that are sold as sets of different quantities, some of which are sold in
special presentation tins, as well as being sold as single pencils or boxes.
Lottie Graphite does not manufacture for any other brand.
Sales and marketing: Lottie Graphite has tens of thousands of different customers throughout
the world. At one extreme it is possible to buy a single coloured pencil through the company
website, while at the other extreme a local authority in Gawland has just contracted to buy a
million pencils over the next three years.
The Lottie Graphite brand is global, and products are sold in almost 100 countries worldwide.
The company has sales offices in 20 countries and trades in most currencies. Lottie Graphite
also operates its own warehouses for distribution in strategic locations. In addition, sales are
also made through the company website which is accessible in different languages depending
on the location of the customer.
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Breakdown of sales volume worldwide customer type
Other
Local authorities

16%

Website

Specialist art shops

28%
6%
7%

19%

24%

Office suppliers

Large retailers
With such a wide range of customer types, and so many different locations, the sales teams
have to negotiate a range of different credit terms. However, most business customers are
granted standard terms of between 30-60 days.
Logistics: All products are transported from the manufacturing facilities to warehouses and
distributors by road. Lottie Graphite owns and maintains its own transport fleet, although it
also sub-contracts transportation in some locations. Local courier firms are used for smaller
orders placed on the company website.
The company logistics system is highly sophisticated. It tracks the movement of goods from
the receipt of raw material through the production process to delivery to customers. Raw
material and all work-in-progress inventories are held at the manufacturing facilities at
Gawland. Finished goods inventories are held at the warehouse adjacent to the manufacturing
facilities and at the other warehouses. All finished goods inventory is monitored and identified
using the barcode that is embossed onto every pencil made.
Finance: The financial information systems are integrated with the production and inventory
systems. Lottie Graphite is able to generate information from daily sales and production cost
data to the comprehensive management accounts and annual financial statements. The
company operates a standard absorption costing system and departmental overhead
absorption rates are applied based on machine hours.
Budgets are produced by the Finance Department on an annual basis using incremental
budgeting. The company operates a top-down approach to budgeting and functional
managers have extremely limited budget responsibility. Senior managers provide the
information required to construct the budgets and budgets are submitted to the Board for
approval.
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Procurement: Material costs are a significant cost of manufacture and therefore, the
Procurement Department’s competence is of vital importance to the success of the company.
Wood is the most significant cost and the company’s commitment to sustainability means that
it is sourced only from forests that are managed according to the Forest Stewardship Council’s
strict guidelines. Lottie Graphite believes that using sustainable resources helps safeguard
the raw materials and therefore keep prices stable in the long-term. Lottie Graphite uses cedar
wood for the manufacture of its graphite and coloured pencils as its grain is finely structured
and stable. This means that the pencils will sharpen easily and are less likely to split. Wood is
bought-in in 8 by 18 cm slats from a number of suppliers, most of whom are based in South
America. PEXACO pencils are not made from slats of wood but from wood traditionally
considered unsuitable for pencil manufacture which would often end up in landfill. This is
sourced from the same wood suppliers as the slats.
Other raw material inputs include graphite, wax, clay and pigment. Most of the graphite is
purchased from suppliers in Siberia. This is supplied in powder form and is of extremely high
purity. The wax purchased is beeswax and is sourced from sustainable bee farmers
worldwide. To be suitable for use in a pencil the clay used must be of a type to not split during
drying or firing and yet be elastic enough to enable correct extrusion. In addition, the clay
particles must be compatible with the graphite particles in order to ensure optimal smoothness
when writing. Lottie Graphite sources the clay from various suppliers worldwide. All of the
pigments purchased for coloured pencil production are plant or mineral based in origin and
vary considerably in price depending on the density of the colour and the rarity of the plant or
mineral needed.
Supplier payment terms vary significantly and range between 30 and 90 days. Lottie Graphite
takes full advantage of all credit terms granted.
Future growth and development: Since the launch of PEXECO the Directors have been
committed to the development of other new products and markets that would utilise or
complement the company’s core competences. Currently there are three opportunities that
may come to fruition in the near future.
Firstly, the expansion of the PEXECO technology to create a stylus for use on laptops and
tablets. A stylus is currently in development and will have a case and outer shell made from
the same materials as the PEXECO graphite pencil. The spindle will contain an
electromagnetic resonance technology (EMR) that ensures that the tip of the pencil can always
be accurately located by the tablet or computer screen. The stylus (currently called the SPencil) looks and feels exactly like a PEXECO pencil and therefore the writing experience is
very natural. The S-Pencil captures handwriting accurately and, like a normal graphite pencil,
is responsive to pressure. It does not need charging or a battery and is compatible with most
tablets and touch screens. The app that will ensure that the S-Pencil works properly with
computer hardware is still being perfected by a technology company commissioned by Lottie
Graphite.
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Secondly, there are ongoing talks with Wellys, a large retailer of pharmaceutical, personal
care and cosmetic products, to manufacture all of the cosmetic pencils that it currently sell in
800 stores across Gawland. Cosmetic pencils are pencils which are used to define eyes and
lips that come in a range of colours. The processes needed to manufacture eye and lip pencils
are exactly the same as for other coloured pencils but there is a statutory requirement to
adhere to more stringent hygiene practices. For this reason, the production of cosmetic
spindles will have to be kept separate from other spindle production and machines in common
production will need to be cleaned more frequently when manufacturing cosmetic pencils. If
an agreement to produce for Wellys is made it will also be viable to make cosmetic pencils for
other companies and to start selling cosmetic pencils worldwide.
Finally, there are opportunities to open sales and distribution centres in Feland. Until quite
recently countries in the same region as Feland did not encourage foreign trade and Lottie
Graphite did not trade directly with them. However, with the development of many countries
in the Feland region, demand for status goods has increased, including Lottie Graphite pencils.
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8.

The pencil industry
Customers
Although pencils are often automatically associated with children and schools, the users of
pencils are found in all age ranges and professions. All of the big five pencil manufacturers
understand the scope of their customers and their needs very well: from architects to artists
and from joiners to journalists, pencils are always in demand. The trend for pencils during the
twenty-first century has been a steady upward demand. However, changes in fashions in
unrelated areas have had a significant impact on this modest trend. For example, the rise in
mindfulness as a means of overcoming the stresses of everyday modern life, triggered the
demand for adult colouring books, which in turn has led to a significant increase in demand
for quality colouring pencils.
Competition
There are thousands of pencil manufacturers worldwide but the five largest account for 80%
of global pencil production. Lottie Graphite is the smallest of these five. There have been well
publicised court actions involving some of the big five pencil manufacturers based around
brand and image. For example, the claim to be the oldest pencil producer in the world is
disputed by Graf-Dietrich the world’s largest producer and Zimmerman the second largest.
However, the big five have never engaged in price wars, preferring instead to compete on
quality and to develop new markets across the globe.
Throughout the twentieth century there were many occasions where technological
advancement appeared to herald the demise of the pencil: the ballpoint pen, the typewriter,
and word processing. However, global demand for the pencil has continued to grow at a
steady rate. Over the past decade the slower growth rates in Europe and North America have
more than been compensated for by the growth in South America and Africa.
Competition from lower cost producers in the Far East, while a concern, has not had a
significant impact on the big five. Cheaper pencils tend to have quality issues such as: casing
that splits and splinters easily, difficulty in sharpening, uneven spindle particles that tear paper
and a much higher level of spindle breakage. Many end consumers choose to pay a higher
price for a pencil that writes well and lasts, especially since a low-quality pencil does not save
much money compared to a high quality one.
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9.

Financial Statements for the year ending 31 December 2019
Lottie Graphite
Statement of profit or loss for the year ended 31 December 2019
2019
2018
G$000
G$000
Revenue
151,440
149,436
Cost of sales
(83,956)
(83,374)
Gross profit
67,484
66,062
Distribution and marketing costs
(37,731)
(37,819)
Administrative expenses
(16,558)
(15,673)
Operating profit
13,195
12,570
Finance costs
(937)
(897)
Profit before tax
12,258
11,673
Income tax expense
(3,146)
(2,895)
Profit for the year
9,112
8,778
Lottie Graphite
Statement of financial position at 31 December 2019
2019
G$000
ASSETS
Non-current assets
Intangible assets
Tangible assets
Current assets
Inventory
Trade receivables
Other receivables
Cash and cash equivalents

23,340
23,395
1,084
15,112

Total assets
EQUITY AND LIABILITIES
Issued ordinary G$1 share capital
Retained earnings
Total equity
Non-current liabilities
Borrowings
Current liabilities
Trade payables
Accruals and deferred income
Current tax liabilities
Total equity and liabilities

2019
G$000

2018
G$000

2,519
25,435
27,954

62,931
90,885

2,600
21,677
24,277
22,398
23,412
1,079
16,850

1
54,274
54,275
19,889
7,362
5,745
3,614

19,889

16,721
90,885

2018
G$000

63,739
88,016

1
51,227
51,228
19,913
7,389
6,545
2,941
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19,913

16,875
88,016

Lottie Graphite
Statement of cash flows for the year ended 31 December 2019
Cash flows from operating activities
Profit before tax

G$000

G$000
12,258

Adjustments
Depreciation
Amortisation
Loss on sale of tangible assets
Finance costs

3,719
81
9
937

Movements in working capital
Increase in inventory
Decrease in trade and other receivables
Decrease in trade and other payables

(942)
12
(827)

4,746

Cash generated from operations

(1,757)
15,247

Tax paid
Finance costs paid
Net cash inflow from operating activities

(2,473)
(937)
11,837

Cash flows from investing activities
Purchase of property, plant and equipment
Proceeds on disposal of tangible assets
Net cash outflow from investing activities

(8,000)
514

Cash flows from financing activities
Repayment of borrowing
Dividend paid
Net cash outflow from financing activities

(24)
(6,065)

(7,486)

(6,089)

Net decrease in cash and cash equivalents

(1,738)

Cash and cash equivalents at the start of the year
Cash and cash equivalents at the end of the year

16,850
15,112

Notes on the financial statements
Lottie Graphite depreciates items of property, plant and equipment over their useful economic
lives on a pro-rata basis.
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10. Management accounting information for the year ending 31
December 2020
Company summary budget
Graphite
pencils

PEXECO

Regular
coloured
pencils

Artist
coloured
pencils

Total

G$000

G$000

G$000

G$000

G$000

Total sales revenue

106,525

12,494

28,093

7,091

154,203

Direct material

(27,520)

(2,752)

(9,235)

(1,682)

(41,189)

Direct labour

(1,128)

(152)

(372)

(68)

(1,720)

Variable overhead

(6,104)

(470)

(1,701)

(255)

(8,530)

(23,838)

(1,623)

(5,547)

(832)

(31,840)

47,935

7,497

11,238

4,254

70,924

Fixed production
overhead
Gross Profit
Selling Costs

(40,093)

Administration costs

(16,808)
14,023

Operating profit
Gross profit margin

45%

60%

40%

60%
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Examples of standard cost cards
Graphite pencil
HB: 100 boxes of 10 pencils
(1,000 pencils)
Direct material
Graphite
Clay
Cedar
Other materials
Packaging
Total direct material

Quantity

Price/rate
G$

Total
G$

1.5 kilogrammes
1.5 kilogrammes
228 slats

4.00
0.42
0.51

100 boxes

0.09

0.11 hours
0.06 hours
0.22 hours

16.00
16.00
14.00

1.76
0.96
3.08
5.80

Variable overhead
Spindle
Raw pencil
Finishing
Total variable overhead

11.99 machine hours
22.37 machine hours
35.41 machine hours

0.68
0.71
0.21

8.15
15.88
7.44
31.47

Fixed overhead
Spindle
Raw pencil
Finishing
Total fixed overhead

11.99 machine hours
22.37 machine hours
35.41 machine hours

3.88
2.41
0.62

46.52
53.91
21.95
122.38

Direct labour
Spindle
Raw pencil
Finishing
Total direct labour

Total production cost
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6.00
0.63
116.28
9.64
9.00
141.55

301.20

PEXECO
HB: 100 boxes of 10 pencils
(1,000 pencils)
Direct material
Graphite
Clay
Wood/plastic composite
Outer shell
Other materials
Packaging
Total direct material

Quantity

Price/rate
G$

Total
G$

1.5 kilogrammes
1.5 kilogrammes
4 kilogrammes
0.2 kilogrammes

4.00
0.42
22.00
80.00

100 boxes

0.09

0.23 hours
0.22 hours

16.00
14.00

3.68
3.08
6.76

Variable overhead
Pencil production
Finishing
Total variable overhead

23.09 machine hours
2.62 machine hours

0.78
1.08

18.01
2.83
20.84

Fixed overhead
Pencil production
Finishing
Total fixed overhead

23.09 machine hours
2.62 machine hours

2.69
3.78

62.11
9.90
72.01

Direct labour
Pencil production
Finishing
Total direct labour

Total production cost
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6.00
0.63
88.00
16.00
2.47
9.00
122.10

221.71

Regular coloured pencil
H82: 50 boxes of 20 pencils
(1,000 pencils)
Direct material
Pigment
Clay/Binder
Wax
Cedar
Other materials
Packaging
Total direct material

Quantity

Price/ rate
G$

Total
G$

48 grams
1.5 kilogrammes
1 kilogramme
228 slats

0.12
0.42
20.00
0.51

50 boxes

0.21

0.09 hours
0.06 hours
0.30 hours

16.00
16.00
14.00

1.44
0.96
4.20
6.60

Variable overhead
Spindle
Raw pencil
Finishing
Total variable overhead

9.28 machine hours
22.37 machine hours
35.41 machine hours

0.74
0.71
0.21

6.87
15.88
7.44
30.19

Fixed overhead
Spindle
Raw pencil
Finishing
Total fixed overhead

9.28 machine hours
22.37 machine hours
35.41 machine hours

2.41
2.41
0.62

22.36
53.91
21.95
98.22

Direct labour
Spindle
Raw pencil
Finishing
Total direct labour

Total production cost
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5.76
0.63
20.00
116.28
10.73
10.50
163.90

298.91

Artist coloured pencil
JS644: 50 tins of 20 pencils
(1,000 pencils)
Direct material
Pigment
Clay/Binder
Wax
Cedar
Other materials
Packaging
Total direct material

Quantity/ Hours

Price/rate
G$

Total
G$

52 grams
1.3 Kilograms
1.1 Kilograms
228 slats

0.18
0.42
20.00
0.51

50 tins

0.80

0.09 hours
0.06 hours
0.40 hours

16.00
16.00
14.00

1.44
0.96
5.60
8.00

Variable overhead
Spindle
Raw pencil
Finishing
Total variable overhead

9.28 machine hours
22.37 machine hours
35.41 machine hours

0.74
0.71
0.21

6.87
15.88
7.44
30.19

Fixed overhead
Spindle
Raw pencil
Finishing
Total fixed overhead

9.28 machine hours
22.37 machine hours
35.41 machine hours

2.41
2.41
0.62

22.36
53.91
21.95
98.22

Direct labour
Spindle
Raw pencil
Finishing
Total direct labour

Total production cost
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9.36
0.55
22.00
116.28
10.75
40.00
198.94

335.35

Notes on preparation of standard cost cards and budget
1. Standards for the purchase cost of material inputs and labour hour rates are updated
annually in January.
2. Packaging costs vary depending on the number and type of boxes or tins required per
1,000 pencils.
3. Normal losses are included in the standard cost of each product.
4. All direct labour overtime premium is treated as overhead.
5. Fixed overheads are allocated and apportioned to cost centres and absorbed based
on machine hours. Production cost centres in the main production facility are graphite
spindle production, coloured spindle production, raw pencil production and finishing.
In the separate PEXECO production facility the production cost centres are pencil
production and finishing. Each production cost centre has its own fixed production
overhead absorption rate.
6. Budgeted selling prices are based on achieving the margins detailed in the budget.
However, in reality prices vary depending on location and type of customer. The more
specialist pencils, those at the extreme ends of the graphite grading scale, tend to
command higher selling prices.

February 2020 Operational Case Study Exam – Pre-seen material
© CIMA 2019. No reproduction without prior consent
25

11. E-mail from the Procurement Director of Wellys
To: Mia Schmied
From: James Owen
Date: 19 February 2020
Subject: Contract for lip and eye pencils

Dear Mia
The board wanted you to know that today we have voted unanimously to grant Lottie Graphite
the contract to make all of our cosmetic pencils. We are delighted to welcome you as our new
partner and wanted you to know our decision immediately. We will be confirming this officially
later this week.
Your company’s capacity to produce quality cosmetic pencils in the volumes we are likely to
need was the main reason we reached our decision. However, your assurance that we can
track the progress of our orders through the intranet system was also a valuable factor.
The professionalism and speed of response to all queries your tender team managed
throughout these negotiations made it the best supplier negotiation I have ever taken part in.
We all look forward to working with you.
Kind regards
James Owen
Procurement Director
Wellys
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12. Tax regime in Gawland
•

The corporate tax rate to be applied to taxable profits is 30%.

•

Unless otherwise stated below, accounting rules on recognition and measurement are
followed for tax purposes.

•

The following expenses are not allowable for tax purposes:
o accounting depreciation
o amortisation
o impairment charges
o entertaining expenditure
o donations to political parties
o Taxes paid to other public bodies.
Tax depreciation allowances are available on all items of plant and equipment at a rate of
25% per year on a reducing balance basis. Tax depreciation allowances are not available
for property assets.

•

•

•
•

Where a business sells a property asset a chargeable gain or loss will arise. A chargeable
gain can be reduced by indexation allowance, but the indexation allowance cannot be used
to create a chargeable loss. Chargeable gains are subject to capital tax at a rate of 30%.
Chargeable losses can be carried forward indefinitely to offset against future chargeable
gains.
Tax losses can be carried forward indefinitely to offset against future taxable profits from
the same business.
Sales tax is charged on all standard rated goods and services at a rate of 15%. Tax paid
on inputs into a business can be netted off against the tax charged on outputs from that
business. All businesses are required to pay over the net amount due on a monthly basis.
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OPERATIONAL CASE STUDY February 2020
Variant 1

Section 1
The advantages and disadvantages of using participative budgeting for the
operations in Feland
Participation refers to the extent that managers are able to influence the figures that are
incorporated into their budgets or targets. A budget where the manager participates is referred
to as a bottom-up budget whereas a non-participatory approach is referred to as top-down
budget. A bottom up approach may prove more beneficial for a number of reasons.
If the sales forecast is wrong this will lead to poor budgeting. This is because the sales forecast
is the first step in the budgetary process and all functional budgets are based on it. Therefore,
it makes sense that the sales budget is compiled by those managers that are established in
Feland because these managers will have a much greater understanding of the likely
customer demand and buying behaviour. Similarly, those managers who have been
establishing the best site for the distribution centre will already understand staff and transport
costs better than the more senior managers in Gawland.
As the managers are already earmarked as responsible for their own areas, participation in
the budget setting process is likely to ensure a strong buy-in or ownership of the budget; they
are more likely to work to succeed with their own budget than one they view as poorly
conceived or unrealistic. Thus, participation in the budget setting process is likely to motivate.
There are drawbacks to participative budget setting: it can take longer than a top-down
approach because the managers may not have the skills to build a budget or the time to
coordinate with other managers to ensure that all aspects of the budget are considered
properly. Lower level managers often lack the strategic vision that senior managers have and
thus budgets can lack a clear purpose and direction.
A final point is that often performance against budget is linked to performance reviews and
financial reward. Therefore, there may be a tendency to build slack into the budget as a margin
for error and managers may deliberately underestimate revenues and overestimate costs to
1
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give themselves targets that can be easily achieved. This problem is exacerbated by our
intention to include a bonus related to the achievement of budget targets in manager’s
remuneration packages. Thus, the budgets set by lower level managers may be less accurate.
In the circumstances I think the best approach would be to allow the budget holders (with the
help of the accounting department as required) to prepare the first draft of the budgets for the
Feland operation, that is to say to take a participative approach. This would allow us to benefit
from local knowledge and get the budget holders to buy in to the budget. Budget holders could
then present their budgets to senior managers where their assumptions and performance
levels could be challenged. At the end of this process we can produce an “agreed” budget.

Time series analysis
Explanation of Tables 1,2 and 3: Table 1 shows us the volume of pencil sales in Neland.
Sales are growing but there is a lot of seasonal variation with quarter 2 always having the
highest sales of the year, and quarter 3 the lowest. Quarter 2 coincides with the start of the
academic year in Neland and the high sales are possibly explained by schools, universities
and students building up their supplies of pencils. Lower sales in later quarters could similarly
be due to them not needing further supplies.
The trend represents the long-term movement in sales through the period and excludes the
impact of seasonality on sales. We can see that the trend reveals a rapid growth in sales
during the period. Seasonal variation represents the difference between trend and actual sales
volume. This confirms that sales are above trend in quarter 2 and below trend in other quarters
particularly quarter 3.
In Table 2 the regression equation models the behaviour of the trend:
•
•

a = 2,000 tells us that in quarter 0 (the last quarter of 2016) the trend value is 2,000,000
pencils.
b = 108 tells us that in each subsequent quarter the trend value of sales increased by
108,000 pencils.

Table 3 shows the average seasonal variation for each quarter and confirms that there is a
strong seasonal element in sales. Over the three years quarter 2 sales are on average 1.872
million pencils higher than the trend whereas quarter 3 sales are on average 1.080 million
pencils below trend.
Average seasonal variation has been analysed on an additive basis, that is it is stated as an
absolute number of pencils. This is not appropriate when the trend in sales is rising rapidly.
Table 1 shows that as the trend increases so does the absolute size of the seasonal variation.
For example, quarter 1 is 209,000 units below trend in 2017, falling to 254,000 in 2018 and
293,000 in 2019. Using an average of these three figures would give inaccurate results if used
to forecast future sales.
In these circumstances it would be better to measure seasonal variation in a multiplicative way
to show that seasonal variation increases in proportion to sales.
The limitations of using this information to predict future demand for pencils in Feland:
Firstly, the time series information has been gathered from a different country, albeit one of a
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similar size and with similar cultural traits. This mean that several factors that affect demand
for pencils could be completely different in Feland to Neland. For example, the competitive
environment may be completely different in Feland which may mean lower or higher demand
for our pencils. Similarly, if the spike in sales during quarter 2 is due to the start of the school
year it is probable that the spike in sales in Feland would be in quarter 3. Therefore, basing
Feland forecasts on Neland trend and seasonal variation could lead to inaccurate budgets.
Secondly, Neland is a rapidly developing country with a young population where we have
traded successfully for over a decade. Growth in the trend of sales is rapid but consistent. We
are only just about to start trading in Feland and are unlikely to experience the same trend in
sales as in Neland. This means that we can expect lower sales in the first year or two following
launch than we would hope to achieve once established.
Thirdly the data we have used is historic and it is possible that future sales will not resemble
past sales. Assuming that past trends in sales growth will continue in the future may well be
wrong. Time series analysis does not consider the underlying drivers of pencil sales. The age
structure of the population, the income per head in the country, the literacy rate are all likely
to drive sales in the long run. If any of these change then the trend in sales will change.

Section 2
Accounting treatment of leased equipment
As the baking machine is leased, we must apply IFRS16: Leases. Leased assets give rise to
both a right-of use asset and a lease liability. The right-of use-asset represents the value of
our right to use the baking machine for the four years of the lease and the lease liability reflects
our obligation to pay the future lease payments.
The value that will be credited to the lease liability is the present value of the four lease
payments, discounted at 5%. We should use a discount rate implicit in the lease agreement,
but as this is not evident, we can use 5% as this is our incremental borrowing rate. The value
that will be debited to the right-of use-asset will be the present value of the four lease payments
discounted at 5% plus the G$3,000 direct costs to obtain the lease. The G$3,000 direct costs
to obtain the lease will be credited to cash or payables.
As we are not due to make a lease payment until 30 April 2021, in the financial statements for
the year-ended 31 December 2020 we will simply charge the profit or loss account with eight
months of the interest charge and add the same amount in the statement of financial position
to the lease liability.
In subsequent years each of the four G$100,000 lease payments will be deducted from the
lease liability and the interest payable, accrued at 5%, will be added to the lease liability. Thus,
at the end of each year the lease liability will reduce by the amount paid less the interest
incurred. The right-of-use asset will be depreciated over the shorter of the lease term or the
useful economic life of the asset. In our case the four-year lease is the shorter of the two, and
eight-months depreciation will be charged for the year.
IFRS 16 allows two exceptions to the above treatment: where the lease is either short-life
(where the lease term is less than 12 months) or low value. Although there is not absolute
definition of “low value”, our baking machine is unlikely to fall into this category.
3
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Absorption costing versus marginal costing
Differences in the profit statements:
Both statements are compiled using the same data: the units produced and sold, the number
of units in opening inventory and the total variable and fixed costs. The difference between
the two methods is the way in which the fixed overhead is treated. In the absorption costing
statement, an element of fixed overhead is included in the cost of each unit whereas the
marginal costing statement shows the fixed overhead as a weekly cost (G$474,000 in week
one and G$476,000 in week 2). The opening inventory, production cost and closing inventory
values are all higher in the absorption costing statement than in the marginal costing statement
because they contain this fixed cost element.
In both weeks the inventory level is decreasing, and this means that less fixed overhead is
being carried forward in closing finished goods inventory valuation than is being brought
forward in opening finished goods inventory. This results in a higher cost of sales and a lower
profit than under marginal costing.
Marginal costing will not always give us a higher profit figure than absorption costing, for the
same reasons given above. In times where inventory levels are rising, marginal costing profit
will be lower and when inventory levels are static, both methods will produce the same profit.
Benefits of using absorption costing in our business:
The fixed production overheads at Lottie Graphite are budgeted to be G$31,840,000 which is
approximately 38% of total production cost. This is a significant value and if we did not absorb
this overhead into our product cost, we would run the risk of not measuring and controlling our
product costs. Presently we use fixed overhead variances to monitor and control costs. In
addition, understanding the full product cost is an important aspect of pricing.
Although absorption costing is a crude method of calculating each product’s share of fixed
overhead, it is largely appropriate to our business. As over 90% of our products (by sales
revenue) are wooden pencils, they all pass through the same raw material and finishing
departments. Given that graphite and coloured pencil vary little in production methodology, it
is debatable whether the cost of using a more sophisticated method of overhead costing would
be worthwhile in our business.
Absorption costing conforms to the matching concept. As described above, the adjustment to
closing inventory ensures that cost of sales are matched to the sales value when the pencils
are sold. This stabilises our figures and avoids extreme profits and losses being reported.
Given we have an element of seasonality in our business this is particularly important as there
are likely to be periods where our inventory levels fluctuate significantly.
IAS 2 requires that conversion costs are included in inventory valuation. This includes fixed
production overhead so long as it is allocated on a systematic and consistent basis. Our use
of absorption costing, rather than marginal costing, ensures that the financial statements
conform to accounting standards.
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The principles of throughput accounting and its potential benefit to our business
The aim of throughput accounting is to maximise throughput contribution (sales revenue less
direct materials), while at the same time reducing operational expense and investment.
Operating expense is the cost incurred to convert the raw material into the finished pencil.
Operating expense usually comprises of labour and production overhead. Investment is the
monetary value invested in inventory and non-current assets, in other words the money tied
up in assets in order that Lottie Graphite can make the throughput.
As we are expecting demand to increase, we might eventually find that some of our production
processes cause delay to the throughput. A process that delays throughput is a bottleneck
and throughput accounting would give us the information to identify the bottleneck and improve
performance. We could benefit from using throughput accounting in the following ways:
The product mix can be optimised by maximising the throughput contribution per hour of
bottleneck resource. This is calculated in the same way as limiting factor analysis, where the
bottleneck is the limiting factor. Therefore, we benefit by maximising our short-term profits by
using throughput accounting to determine the optimal production plans.
Management’s focus will be set to alleviating the pressure on a bottleneck as this will reduce
delays in the production process that reduces the throughput. This may mean finding ways to
ensure that the bottleneck is fully utilised. For example, if the bottleneck was the baking
process, we would make sure that the blast furnace was operated 24 hours a day, filled to
capacity every bake and loaded and unload as quickly as possible. Alternatively, there may
be the need to invest in a new blast furnace.
Any process that occurs prior to the bottleneck will also be examined. For example, if raw
pencil were the bottleneck it would be pointless producing more spindles than could be
processed as this would increase inventory cost. Therefore, management will reduce activity
in the processes that occur before the bottleneck which in turn will usually reduce costs.
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Section 3
Limiting factor analysis
The principles behind the production schedule
The production schedule has been compiled using a short-term decision-making technique
known as limiting factor analysis. It is a decision-making technique that prioritises production
based on maximising the contribution obtainable from a single scare resource, in our case
packaging labour. The technique uses contribution and not profit as we assume that fixed
costs do not change in the short-term and are therefore irrelevant.
However, before we use the technique, we have to make the batches needed in order to fulfil
the high priority orders. The schedule show that we need 700 minutes to produce the 9H
pencils, 700 minutes to produce the 4H pencils and 1,600 minutes to produce the 8H pencils.
This means that we have 5,950 minutes remaining to allocate to non-priority demand.
For each grade of pencil, the contribution per batch was divided by the time needed to package
a batch, in order to calculate the contribution generated by a minute of packing labour. As
these are specialist pencils, we can assume that the packing time varies across the three
grades of pencil due to the differing packaging sizes and types needed by our customers. After
we calculated the contribution per minute of packing time, we ranked the three pencil grades
in order of highest contribution first. This will be the order that we want to manufacture the
pencils, as this will maximise the total contribution and therefore profit earned.
From the schedule we can see that the line labelled, “Packing time allocated after making
priority orders (minutes)” allocates the packing time up to the maximum demand for each
grade of pencil. The 9H and 4H pencil demand is fully satisfied but 5 batches of 8B will not be
completed as there is insufficient packing labour.
Offering overtime premium of G$14 an hour
An overtime premium of G$14 is the same as the standard hourly rate for the finishing
department. In effect the packers would be earning double their normal rate. If we offered this
premium solely to complete the 5 batches of 8B pencils, needed to fulfil next week’s demand,
it would be financially beneficial. This is because each minute of packaging labour that can be
used making these pencils will generate G$12.48 contribution and this is considerably more
than G$14 an hour. However, this only applies to the packaging labour needed to complete
the 8B pencils (which is 40 minutes X 5 batches). After this time there is no evidence that
overtime will generate any contribution at all and paying a G$14 an hour overtime premium
would reduce profit.
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Inventory valuation in the financial statements for the year ended 31 December
2020
The fundamental principle of IAS2: Inventories, is that inventory should be stated at the lower
of cost and net realisable value (NRV). If we were going to dispose of all the incorrectly labelled
pencils the NRV would have been zero and this is still the case for the 40% of pencils that are
being donated to the educational charity. These pencils should now be excluded from the
finished goods inventory valuation. This will have the effect of lowering our finished goods
inventory, which will increase our cost of sales and reduce our profit for the year ended 31
December 2020.
The remaining 60% of inventory can be salvaged and therefore we need to consider the NRV
in more detail to establish whether or not it is less than cost. As the buyer of the pencils is
offering only G$300 per thousand, the NRV is likely to be below our cost of production as the
average full production cost for a graphite pencil is over G$300.
NRV is the estimated selling price in the normal course of business, less the estimated cost
of completion and the estimated cost necessary to make the sale. The cost of Barney San’s
procedures for erasing the embossing needs to be deducted from the selling price, as does
any anticipated packaging or selling costs. This write down to NRV will be recognised as an
expense in the year ended 31 December 2020 as this is the period in which the inventory was
impaired. The effect will be to reduce the value of the inventory in the statement of financial
position and to reduce the profit for the period.

Expected values
The expected value of each decision, to investigate or not to investigate, is the sum of the
weighted averages of all outcomes, where the weighting is by probability. To determine
whether or not to investigate the barcoding error we need to compare the expected value cost
of both options and select the one that gives us the lowest cost. In this case the lowest cost is
the option not to investigate as this is G$75,000 compared to G$76,000 (G$73,000 + G$3,000)
to investigate.
Limitations of using this information to make the decision
The expected value alone gives no indication of the range of possible outcomes. The expected
value is not the most likely result, it is the long run average outcome if the same event was to
be repeated over and over. Although the error with barcoding has occurred previously it cannot
be considered a recurring event and the costs incurred could be significantly different to this
weighted average. This is particularly true as the expected values for both options are so
close.
It should also be borne in mind that the probabilities used in the calculation of the expected
value for each option are subjective in nature. A subjective probability can be inaccurate, and
these are simply estimates compiled based on a previous event. While it is useful to frame the
decision like this and is invaluable as a trigger for discussion about the problem we face, they
are not accurate.
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When using expected values there is an assumption that the decision maker is risk neutral
and therefore is not interested in the range of possible outcomes. In this instance, if we were
to choose not to investigate there is a 15% chance of barcoding errors costing G$300,000 and
this may be totally unacceptable if we take a risk averse view.
This information gives us a decision based upon costs that we can quantify financially.
However, there are other factors that we need to consider such as customer dissatisfaction
and loss of reputation.
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Section 4
Sales variances
Sales price variance G$4,620 Adverse: This variance calculates the effect on profit due to
selling at a different price to standard. The variance is calculated by multiplying the actual
number of units sold by the difference between the standard selling price and the actual selling
price. In January this was an adverse variance as PEXECO pencils were on a promotion from
the middle of the month and were being sold at below list price. The likely effect of this
promotion is that a higher volume of PEXECO pencils were sold than expected.
The sales price variance cannot be used to assess the performance of the sales team because
they do not have the authority to change the sales price. The only product that was priced
differently to the list price was the discounted PEXECO pencils and this was a Head Office
initiative. During January the overall sales performance might have been improved if the sales
team had been able to match the new competitor’s price for regular coloured pencils.
Sales profit quantity variance G$512 Favourable: This variance calculates the effect on
profit of selling a different total quantity, in standard mix, to the budget. The variance is
calculated by multiplying the standard weighted average profit by the difference between
actual sales and budgeted sales. In January we have sold 2,000 (700,000 - 698,000) more
pencils than budgeted and therefore the variance is favourable.
Sales quantity is the basis of the sales team’s bonus and as sales quantity is the one aspect
that members of the team have some control over, it is a reasonable if basic performance
measure. It must be recognised that the sales volume increases due to the PEXECO
promotion and the sales volume reduction due to the actions of a competitor are outside the
control of the sales team and therefore, are not good indicators of performance. However, it
is possible that the excellent sales volume of the artists pencils are a result of good
performance by the sales team.
Sales profit mix variance G$9,616 Favourable: This variance calculates the effect on profit
of the actual sales volumes of the different products being sold in a different proportion to the
budgeted proportion. For each product the difference between the actual quantity sold and the
budgeted mix for the actual quantity sold is multiplied by the standard profit. In January the
variance is favourable because we have sold more of the two products with the highest
standard profit and less of the product with the lowest standard profit. Most of this additional
profit is due to the PEXECO pencil promotion. The lower proportion of sales of the regular
coloured pencils would indicate that the concern that the sales team are focusing on selling
the lower value products, is unfounded.
The sales team can improve this variance by selling more of the more profitable products and
they may have done this with the artists coloured pencils. However, in January the reduction
of the relatively low profit items and increase in the relatively high PEXECO was not due to
the sales team’s actions and is therefore not a reflection of their performance
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Three key performance indicators (KPI) for the Feland sales team
Number of visits to potential customer per month. As growth and winning new customers
is a specific objective in the Feland market we need to measure the sales team’s input, the
effort that they expand in winning the new business. Over time this KPI will tell a story as the
proportion of visits to new customers reduce and the “maintenance” and repeat business to
existing customers increase.
The percentage of visits to potential new customers that result in a sales order. This
KPI measures the effectiveness of the sales team’s techniques. The higher the percentage of
visits resulting in a sale, the more we can deduce that the sales team are correctly interpreting
and addressing customer needs.
Average value of sales each week. There is a suspicion that sales orders are being
deliberately delayed and not passed for despatch/ invoicing in a timely manner. The
consequence of this , if it is true, is that customers will be waiting longer for their orders than
necessary. This could mean that we lose customers and future orders. Monitoring the value
of sales in the pipeline each week will help managers to identify abnormal swells in outstanding
orders. If the first or final weeks in a month shows a spike or slump, this might indicate that
the sales team are manipulating the sales quantities processed and action can be taken to
stop this. However, this is a useful indicator even if the sales team are not regulating the speed
of orders submitted, as it is a leading indicator. Weekly sales orders, sales in the pipeline
indicate future sales and measure sales growth which is linked to the Feland sales goals.
Improving the receivables days in Feland
As we intend to keep the credit control department, we need to ensure that staff members are
trained to execute the duties of the credit control function efficiently and effectively.
The credit control department should have processes in place to enable customers to pay on
time. For example, the credit control department must confirm that the customer is fully aware
of the credit terms and that processes are in place to guarantee that invoices are accurate and
sent to customers on-time. Where applicable, invoice disputes should be resolved, and credit
notes raised in a timely manner. Likewise, statements should be accurate and sent to
customers as soon as feasible. This will ensure that customers have no excuse to withhold or
delay payment.
If customers have exceeded the credit terms, there should be set processes in place to chase
the payment. For example, when an amount due is five days late, a reminder letter should be
issued. At ten days a second, more strongly worded, letter should follow, at 15 days a
telephone call to the customer asking for reasons for the delay, and so on. Usually this process
will also include the more severe sanctions of stopping all supply to the customer and
ultimately taking court action to recover the monies owed. However, these more extreme
actions should be avoided if possible as they rarely result in a successful long-term
relationship for the parties involved. It should also be considered that the customers in Feland
may be used to exceeding the credit limit by this length of time. Culturally 65 days credit might
be the norm and therefore chasing the outstanding debt too enthusiastically may offend
customers.
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Offering a prompt payment discount to credit customers might encourage at least some of
them to pay earlier, which would reduce the receivable days and also the risk of irrecoverable
debt. However, we would need to consider the benefits to be gained against the cost of giving
away the discount.
More extreme option may be to employ an external debt collection agency to collect specific
overdue debt. As the quality of the service offered by debt collection agencies differ, care must
be taken when employing one as this can damage the relationship with the customer
irrevocably. This is unlikely to be an option that we take as there is no evidence to suggest
that the Feland customers are refusing to pay the debt, only that they are paying late.
Finally, we could take legal action when a customer refuses to pay an overdue amount. Again,
this is not likely to be a realistic option.

11
©CIMA 2020 – no reproduction without prior consent
February 2020 Operational Case Study

OPERATIONAL CASE STUDY February 2020
Variant 2

Section 1
Pexeco production facility variances
Resin: raw material variances
The price variance for resin is adverse which means that we paid more per kilogramme for
resin than standard for the actual quantity purchased. This is a direct result of the price
increase from the resin supplier.
The usage variance for resin is also adverse which means that we used more resin that we
should have compared to standard for the Pexeco pencils that were produced in the month.
This adverse variance will have arisen because the quality of the wood cut-offs used to create
the composite in February meant that there needed to be a greater proportion of resin in the
composite mix. Therefore, each pencil will have required more resin than standard.
Fixed production overhead variances
The total fixed production overhead is adverse which means that we have under-absorbed
overheads for the month. The reasons for this are related to the three following variances.
The fixed overhead expenditure variance is the difference between actual fixed overhead
incurred in February and the budgeted overheads. The variance is adverse which means that
we incurred a higher level of overhead than we had budgeted for the month. One reason for
this is that external engineers were called in to increase the speed of the production machinery
and this presumably would not have been foreseen at the time the budget was set. Also, as a
result of some machinery breaking down, we had to hire additional equipment, the cost of
which would not have been included in the budget.
The efficiency variance looks at the efficiency of the chosen absorption bases which in our
case is machine hours. It compares the actual hours used with the hours that we thought we
would need to produce the actual output based on the standard. This difference in hours is
then valued at the overhead absorption rate. The variance is adverse which means that overall
we used more machine hours to produce the pencils than compared to standard. In other
1
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words, the machinery was not as efficient as it should have been. Overall it would appear that
despite the engineers attempts to speed up production, the machinery worked more slowly
than it should have. It’s possible that this was due in part to the new direct employees not
operating the machinery properly.
The capacity variance is the difference between the originally budgeted machine hours and
the actual machine hours for the month, multiplied by the standard absorption rate. The
variance is favourable which means that we got more hours out of our machinery compared
to the original budget. This is because the capacity of the production line has increased overall
as a result of the engineer’s work.
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Decision regarding resin supply
Maximax
A decision maker that uses the maximax criterion is an optimist because they will choose the
option which maximises the maximum pay-off available. Because this decision is based on
cost, this criterion will be to select the option which gives the lowest total cost for resin, in other
words, the minimum of the minimum costs.
Therefore, under this criterion, we would choose Quantity 1 as this gives the lowest possible
cost of G$804,800.
Maximin
A decision maker that uses the maximin criterion is a pessimist because they will choose the
option which maximises the minimum pay-off available. Again, because this decision is based
on cost, this criterion will be to select the option which gives the lowest of the highest costs
under each option, in other words, the minimum of the maximum costs.
Therefore, under this criterion, we would choose Quantity 2 because this gives the lowest cost
of G$1,080,000.
Minimax regret
A decision maker that uses the minimax regret criterion is often referred to as a ‘bad loser’
because they are concerned about making the wrong decision. Regret (as shown in the regret
table) represents the cost of getting the decision wrong. For example, if production levels end
up being high, then the best option would be Quantity 2. If we had chosen Quantity 3, then
this will cost G$4,800 more than if we had chosen Quantity 2.
With this decision criterion we want to minimise the maximum regret and would therefore
choose Quantity 1. This is because the maximum regret here is an additional cost of G$56,000
which is the lowest of the maximum regrets for the other two options.
Other factors to consider
Before deciding to contract with this supplier, we need to assess the quality of the resin that
they will supply. There is little point in paying a lower price for the resin if its poorer quality
results in either wasted resin or wasted production.
We also need to consider how the resin will be delivered. If it is delivered in one go, there will
be implications for us in terms of needing to store the resin. If delivery is throughout the period,
we need to be confident that this supplier can deliver the resin when we need it. We do not
want to find ourselves in a position that there is significant lead time that could disrupt
production schedules.
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Section 2
Accounting treatment of Pexeco non-current assets
Assets held for sale
To be reclassified as an asset held for sale, an asset needs to be available for immediate sale
in its present condition and its sale must be highly probable. A sale is highly probable when:
management are committed to sell the asset; there is an active programme to find a buyer;
the asset is marketed at a reasonable price; the sale is expected to take place within 12
months; and it is unlikely that the plan to sell the asset will change.
The packing equipment will become ‘available for immediate sale in its present condition’ on
1 September 2020 which is when we will no longer need it for production. There is already a
buyer for the asset which has presumably agreed the price of G$75,000 and therefore the sale
is highly probable at a reasonable price. Therefore, strictly speaking, the packing equipment
becomes an asset held for sale on 1 September 2020 and depreciation should cease.
However, given that it is expected to be sold in early September we would simply record this
as an asset disposal. Therefore, assuming that it is sold in very early September 2020, the
asset will be derecognised on that date and a profit on disposal calculated as the difference
between its sales price of G$75,000 and it’s carrying amount (G$70,000 less G$2,500 x 8
(representing depreciation to the point it becomes available for sale)).
The production conveyor line will cease to be used on 31 August 2020 but will not be available
for immediate sale in its present condition until it has been dismantled. It would appear that
there is a management plan to sell the asset and that a buyer is being sought, presumably at
a reasonable price. In addition, the sale is expected to happen within 12 months. Therefore,
once it has been dismantled the production conveyor line asset will be reclassified as an asset
held for sale and depreciation will stop. At 31 December 2020 it is unlikely that the asset will
have been sold and therefore, it will be recorded in the statement of financial position as an
asset held for sale within current assets. It will be recorded at the lower of its carrying amount
at the date that is reclassified as held for sale (which is after it has been dismantled) and fair
value less costs to sell (which is G$130,000 less the costs of dismantling of G$8,000). If fair
value less costs to sell are lower than carrying amount the difference is written off to profit or
loss.
Additional expenditure on the mixing machinery
IAS 16: Property, plant and equipment, normally requires expenditure on an asset already
recognised to be charged to profit or loss as incurred. However, if that expenditure is expected
to increase the future economic benefit of the asset in excess of the originally assessed level
of performance, then it can be added to the carrying value of the asset. In our case, the mixing
equipment is to be reconditioned, the effect of which is to increase its capacity and to extend
its useful economic life by four years compared to our original assessment. Therefore, the
future economic benefit that will be derived from this asset is increased and hence this
subsequent expenditure on the asset can be capitalised.
In addition, we can also capitalise the additional expenditure of G$6,000 for moving the
equipment as this is directly attributable to getting it ready for its intended use. The new
carrying amount for the mixing machinery asset will be depreciated over its newly assessed
remaining economic life.
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Digital costing
Current costing system
Currently we use a standard costing system. We have standard cost cards in which we set
expectations, or in other words, standards, for all of the inputs that go into making 1,000 of
each type of pencil that we produce. For example, we set the standard that 1,000 HB graphite
pencils will require 1.5 kilogrammes of graphite at a cost of G$4.00 per kilogramme. The
standard cost card also includes a share of variable and fixed production overheads based on
the expected level of expenditure and the number of machine hours required to make the
1,000 pencils. These standard cost cards are currently only updated once a year and are used
to assist in setting our budget, valuing inventory and to allow reporting by exception where
actual performance is not in line with the standard (this is highlighted through variance
reporting).
How this could be changed through a digital costing system
A digital costing system is dynamic and involves linking our internal digital systems (for
example, our digital production machinery, purchasing and sales systems) with those of our
suppliers, customers and the market. In a digital costing system, data is gathered from all of
these sources and from the internet in real time to give up-to-date costing information which
reflects current information. For example, our production systems could give us up-to-date
information about time in production, purchasing and supplier systems would give us current
input prices for say graphite. Linking this to information on the internet would also allow us to
compare prices with alternative suppliers. Purpose built digital costing systems can be
developed which allow all of this to happen. However, it must be noted that we would still use
standard costing as our costing method. All that would be different is that these standards
would be up-to-date.
The benefits of doing this for our business
Sourcing supplies and suppliers could be improved because we will be able to identify the
best price or the best lead times. Some digital costing systems can even make intelligent
suggestions for supply options through the use of artificial intelligence.
Standards can be regularly updated. Currently standards are only changed once a year and
therefore can potentially be out of date quite quickly where prices are changing. Furthermore,
these standards are used to calculate variances which are in turn used to hold our
procurement and production operations accountable for performance. By using digital costing,
information used to set standards are always appropriate for the time (that is, reflect ruling
market prices and current operating conditions). Knowing these standards, managers will be
aware of the current environment and should act accordingly in terms of purchasing and
operating decisions. As a result of the standards being real time there should be no planning
variances and any operational variances will arise because the manager is not acting in
accordance with the current environment. Instead of holding a procurement manager
responsible for a large graphite price variance based on an out of date standard, the
performance of this manager can be assessed against the current standard and through
detailed information about how the cost of graphite per kilogramme is being controlled over
time.
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In addition, it will allow us to better understand the factors or activities that are driving cost.
This is particularly important for overhead costs (which for us is a significant proportion of total
production cost). The system will give us information that allows us to see where cost is being
incurred and therefore where focus should be directed in managing cost. Digital costing also
gives us better information to allow us to use dynamic pricing of our products so that we can
change prices as soon as costings change or the market changes.
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Section 3
What – If Analysis
The revised profit figures in the analysis
Table 1 shows what would happen to each of the figures in the PEXECO budget under
different ‘what-if’ assumptions. The assumption A column shows what would happen to profit
if we assume that a 5% reduction in selling price leads to a 15% increase in volumes sold.
The assumption B column uses the assumption of a higher selling price reduction and
therefore a higher increase in sales volumes as well as a 5% increase in fixed costs. Table 1
indicates that under assumption A, sales revenue would increase by 9% and under
assumption B by 17%: these changes are affected by both the increase in volume and the
reduction in selling price. Variable costs would increase under both assumptions by the same
proportion as volumes. Fixed costs would only increase at the higher increase in volume
because it is recognised that there will be an increase if volumes increase by more than 20%.
The percentage increase in budgeted profit under each assumption is bigger than the
percentage increase in contribution. For assumption A fixed costs stay the same and given
that volumes have increased this means that fixed cost per unit has decreased. The effect is
more complex for assumption B because the increase in volume also leads to an increase in
fixed costs, although given that these only increase by 5% this is not enough to outweigh the
positive affect of the increased volumes on fixed cost per unit. Overall, the analysis shows that
reducing selling prices by 10% would have the largest positive impact on budgeted profit.
Why ‘what-if’ analysis is more appropriate than sensitivity analysis in this situation
Sensitivity analysis involves changing one variable at a time and seeing how this change will
affect budgeted profit. Such an approach is limited because it ignores the inter-dependence
of the variables. For example, a reduction in selling price is likely to lead to an increase in
volumes. An increase in volume might then lead to a step increase in fixed costs (as expected
when volumes increase by more than 20% in our case) or could result in bulk purchase
discounts for raw material inputs or additional overtime (affecting variable costs). ‘What-if’
analysis allows more than one variable to be changed at a time and allows us to model all of
these potential inter-relationships. Our ‘what if’ analysis is relatively simple in that we are
changing only three variables (selling price, volumes sold and fixed costs) but it could be
extended to include other impacts such as volume related changes to variable costs.

Expected values analysis
The figures in the analysis
Tables 2 and 3 show the expected value of budgeted profit based on reductions in selling price
of 5% and 10% respectively. With this analysis, the impact of these selling price reductions on
volume is broken down into different possible outcomes with probabilities of occurrence
assigned. Looking at Table 2, this shows that if selling prices reduce by 5% there is a 20%
probability of no change in sales volumes, a 50% probability of a 7.5% increase in volume and
a 30% probability of a 15% increase in volume. Table 3 shows that, where the sales price
reduction is 10%, the probability of no change in volume is reduced to 10% (a reduction from
Table 2 because presumably because a higher sales price reduction will have more impact
on the market), however the probability of the maximum change in sales volume of 30% is
also reduced to 10% (presumably because this is such a significant increase in volume). The
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expected value in the end column of each table is calculated as the sum of budgeted profit at
each outcome multiplied by the probability of occurrence of that outcome.
Whether decreasing prices by 5% or 10% gives the best result
Whether decreasing prices by either 5% or 10% is the best course of action depends upon
the directors’ attitude to risk. A risk seeker would select the option which gave the best result
irrespective of the probability of it happening, which would be to reduce selling prices by 10%
because this gives the best budgeted profit of G$2,759,000. This is consistent with Ben
Thakar’s view and also with the what-if analysis. A risk neutral decision maker would ignore
risk and select the option with the highest expected value, which is G$2,420,000, and reduce
selling prices by 5%. A risk averse decision maker would select the option where the risk is
lowest, which is usually determined from calculating standard deviation and coefficient of
variation, statistical measures based on the spread of possible of outcomes. Here it is clear
that reducing selling prices by 5% has the lowest spread of possible outcomes and therefore
is likely to have the lowest risk.

Activity based budgeting for maintenance employee costs
The first step when using activity based budgeting is to establish the activities that drive the
cost that is being budgeted. For machinery maintenance these will be routine services and
repairs. The next step is to calculate the number of routine services and the number of repairs
expected in the period. For routine services this is relatively straightforward because by nature
a routine service means that it happens at regular intervals. In our case our plan is to routinely
service each piece of equipment three times a year to ensure its best performance. For
repairs, it is a little more complex because repairs could be required for all sorts of reasons.
In addition, this is a new production facility with new machinery and so, certainly initially, we
might expect the number of repairs to be minimal.
Once the level of activity is quantified, the total time required to meet this level of activity needs
to be calculated. We should be able to easily establish how long a routine service will take for
each type of machine. The total hours for routine services will be calculated as the sum of the
time per service multiplied by three for each type of machine in the facility. For repairs,
establishing total hours required is a little more difficult because each repair is different and
will require a different amount of time. However, although this is a new production facility, it is
using much the same machinery as our main production facility and the old PEXECO
production facility. Therefore, we can estimate time taken based on previous experience,
assuming that we have kept this information.
The final step is to work out the total number of hours required for machinery maintenance to
determine how many employees are required to achieve this. We should bear in mind though
that an employee will not work 52 weeks a year, because of holidays and training. We also
need to make sure that adequate set up time between activities is included and to allow for
unforeseen issues such as a major machine break down. The total budgeted cost for the
machinery maintenance employee cost will be the number of employees multiplied by the
annual wage or salary, including national insurance and pension costs.
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Section 4
Impact of legal case and fire on Financial Statements
Because the financial statements for the year ended 31 December 2020 are still to be finalised
it is possible to make adjustments for events happening after the reporting period as long as
these are adjusting events in accordance with IAS 10: Events after the reporting period.
Fire
The small fire which occurred in the PEXECO production facility happened on 10 January
2021 which is after the end of the reporting period. This is a non-adjusting event because the
fire is independent of any condition existing at the reporting date.
Any impairment as a result of the damage caused will be charged to profit or loss in the year
ending 31 December 2021 rather than 2020. This impairment is unlikely to be significant
enough to disclose in the financial statements for the year ended 31 December 2020.
Settlement of legal case
The settlement of the legal case against Jacksters on 10 February 2021 represents an
adjusting event. It is adjusting because the settlement of the case is an event which gives
evidence of a condition that existed at the reporting date of 31 December 2020. The case was
initially taken out in December 2020 and therefore was outstanding at the reporting date.
Because this is an adjusting event, the G$25,000 received from Jacksters should be credited
to profit or loss for the year ended 31 December 2020.

KPI measures
Three measures which would be used as KPIs to assess the performance of our individual
suppliers are as follows:
Number of late deliveries
Many of our suppliers are based in other countries (some even on the other side of the world)
and therefore it is inevitable that there will be a period of time between ordering and receiving
raw materials (in other words, lead time). However, it is important for our production planning
and to ensure that we don’t end up holding excessive inventory levels, that our suppliers keep
to these lead times. Therefore, a useful performance measure would be to keep track of the
number of late deliveries (as measured against expected lead time) for each supplier.
Percentage of returns due to poor quality
The quality of our raw materials is central to the quality of all of the pencils that we produce.
We should therefore be making sure that the quality of all raw materials received is as
expected and return any that fail this inspection. Regular tracking of the percentage of returns
against total deliveries by supplier will allow us to assess which suppliers are failing in terms
of delivering poor quality raw materials.
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Number of supplier queries taking more than two days to resolve
One of the issues with Jacksters was that it was very difficult for our procurement employees
to talk to someone. Therefore, another performance measure for all of our suppliers could be
linked to how quickly and efficiently they deal with queries. We need to have suppliers which
we can work collaboratively with.

BGF Graphite working Capital Management
Working capital position of BGF Graphite
BGF Graphite’s inventory days were, until 2020, consistent with that of the industry as a whole.
However, in 2020, inventory days have almost halved to 18 days. Given that graphite is a raw
material that does not deteriorate quickly, there is no need to hold such low inventory levels
for obsolescence reasons. Therefore, potentially the reduction in inventory days is due in part
to BGF Graphite’s rapid growth in revenue and its lack of cash. Perhaps BGF Graphite is not
able to purchase enough raw material inventory.
Receivable days have grown across the three-year period and in 2020 are higher than the
industry average. BGF Graphite has standard credit terms of 30 days and therefore it would
appear that it is not as efficient at credit control as it should be. There has been significant
growth in revenue over the same period and therefore it is possible that extended credit terms
have been offered to attract new business which will have lengthened receivable days. We
might be able to benefit from this.
Payable days have also grown across the three-year period, which could be a symptom of
overtrading. Perhaps BGF Graphite has been unable to pay its suppliers as quickly as it would
like given its poor cash position. However, even when it had cash, BGF Graphite was slower
to pay its suppliers than the industry average and this could indicate that this business has
taken advantage of its suppliers.
Risks of BGF Graphite’s working capital position
There are indications that this business is overtrading: significant and quick growth in revenue,
depletion of cash, paying suppliers later and a worsening of credit control. The business
appears not to have had enough resources to manage the rapid growth and as a consequence
cash flow has suffered.
The risk associated with this is that unless BGF Graphite secures finance to support cash flow,
it might not be able to continue to trade as it will be unable to pay its liabilities. Clearly this
could have serious consequences for our business if we become reliant on this supplier.
There is a risk that BGF Graphite will not be able to supply us with all of the graphite that we
need at any one time. Its inventory levels are relatively low which means that the risk of BGF
Graphite not being able to meet orders or delaying delivery is quite high.
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OPERATIONAL CASE STUDY February 2020
Variant 3

Section 1
Costing of the digital app
Difficulties of establishing a cost per app for the S-Pencil
The S-Pencil app is a digital product without physical form. There are significant indirect costs
associated with developing the app (including FirstApps contractual development fee of
G$250,000), but once developed, the app can be reproduced without incurring additional
direct production cost because there are no raw materials and negligible labour is involved.
Each time we sell an S-Pencil (with the app included for free), we will incur a royalty fee, but
this is the only direct cost that can be associated with the app.
To establish a cost per app we will need to firstly establish any direct costs, which in this case
will simply be the royalty fee per app. We then need to establish how much of the indirect
costs associated with the app, which include development and future support costs (see
below), relates to a single app. To do this we will need to the determine the total indirect cost
associated with the app and divide this by the number of S-Pencils that we expect to sell over
the app’s lifetime. However, there are two main issues with this.
•

•

Firstly, the indirect costs associated with the app can be spread over a number of
periods and hence it can be difficult to establish up-front what these costs are. The
cost associated with design and development is G$250,000, but other costs such as
testing and operating the app will be spread into the future. Given that this is the first
time that we have operated an app, these will be especially difficult to estimate.
Secondly, it is difficult to determine the lifespan of our app. If the S-Pencil is not
successful or other products come onto the market which supersede it, then the app
may have a short-life. On the other hand, it could operate for years. Alternatively, it
might need to be redeveloped if different types of technology emerge in the future.
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Types of cost still to be incurred
Infrastructure services: The infrastructure required for operating our app will include the
platform and servers which support the hosting of the app, data storage and data delivery. In
addition, our app will include the facility to make payments for additional content. The more
complicated the platform and what we want the app to do, the higher the cost will be.
IT support services: Operating our app will require ongoing technical IT support services.
Firstly, in the form of testing the app and dealing with any bugs that are present (which is what
FirstApps is about to do). After launch, there will be on-going IT support required regarding
the maintenance and monitoring of servers, data storage and image data.
Administrative services: Our app is designed so that users can purchase additional drawing
and colouring tools. This content will need to be managed through an administrative
dashboard, which will also manage functionality, app updates and user profiles.
Royalties: For every app that is actioned by S-Pencil users, FirstApps will charge a small
royalty fee which as noted above will be a direct cost.

Time series information
The trend
The regression trend line represents the trend in the sales volumes for HB Graphite and HB
Pexeco pencils over the past three years. The trend is the average position over time with
seasonal variations smoothed out.
The first number in each equation represents the number of each type of pencil sold in the
first quarter of 2017: 30 million HB Graphite pencils were sold and 5 million HB Pexeco pencils.
The second part of each equation represents the trend in sales units since this starting point.
For HB Graphite pencils that means that for each successive quarter the trend is for the
volume sold to fall by 168,000: a fall because this is taken away from the starting position. For
HB Pexeco pencils the other hand the trend is for the volume sold to increase by 210,000 in
each successive quarter.
The trend lines show that based on the last three years of data, there is a downward trend in
sales of Graphite pencils and an upward trend in the corresponding time periods for the
Pexeco pencil. This is to be expected given that our Pexeco pencil carries out exactly the
same function as our graphite pencil and that they are substitutes for each other. The fact that
the decrease in volumes for Graphite is more than compensated for by the increase in volumes
for Pexeco indicates that certainly for the HB pencil we are not losing market share in what is
a relatively stable market.
Seasonality
The second part of the analysis looks at how seasonality affects the trend. For example,
looking at HB Graphite pencils we can see that in the period April to June sales were on
average 20% lower than the trend, but in the following month were 15% higher than the trend.
Both types of pencils have similar seasonality profiles. Many of our customers are
organisations such as local authorities and large businesses which are likely to buy in bulk
once or twice a year, quite often when budgets have been released: this could be affecting
2
©CIMA 2020 – no reproduction without prior consent
February 2020 Operational Case Study

seasonality. In addition, our large stationary retail customers cater to students and school
children and therefore are likely to stock up before school and college years start.
Usefulness of this information for predicting S-Pencil sales volumes
The S-Pencil is a different type of product to our normal HB pencils because it is a stylus to
be used on a screen rather than on paper. There are some similarities with the products in
that the S-Pencil will feel like a Pexeco pencil and will have the same look and branding as
our Graphite pencils.
However, the market for stylus type pencils is likely to be quite different to normal writing
pencils in that a stylus will be a relatively expensive one-off purchase, whilst normal writing
pencils are not. In addition, stylus pencils are a relatively new innovation compared to the
normal writing pencil. There will also possibly be a greater seasonal affect for stylus type
pencils, given that that this type of product would make a good gift at Christmas. Taking all of
these factors into account, this time series analysis is not really that useful for forecasting SPencil sales volumes.

Section 2
Multi-product break-even
Line A
Line A shows the combinations of profit and revenue based on the original budget that will be
generated if we sell our pencils in the order of their c/s margin. For the original budget this will
be Pexeco, then artist coloured, followed by graphite and finally regular coloured. The line
starts on the y axis at negative G$6 million which represents the originally budgeted fixed
costs for the month. The line ends at the total amount of revenue and profit as originally
budgeted for the month: revenue of approximately G$12.5 million and profit of approximately
G$2.2 million.
Based on the original budget the breakeven position based on the assumption of selling in the
order of c/s ratio is approximately G$8.8 million. The margin of safety is reasonably high as
revenue would need to fall from around G$12.5 million to the breakeven of G$8.8 million
before a loss was made. Line A also indicates that in our original budget sales revenue from
graphite pencils equates to probably more than half of total revenue (because it’s share of the
line is probably longer than the other shares combined).
How the revised budget changes the analysis
Line B represents the combinations of revenue and profit based on the revised budget, selling
our pencils in the following order: S-Pencil, Pexeco, artist coloured, graphite and regular
coloured. The order hasn’t changed from the original budget other than the addition of the SPencil, as the most profitable product, being sold first.
The c/s ratios have changed as a result of the revision to the budget (although the order of
profitability hasn’t). Compared to the original budget, the c/s margins of graphite and regular
coloured have fallen, indicating that the selling prices for these pencil types have been reduced
(given that variable costs have not been changed in the revised budget). The Pexeco and
artist coloured c/s margins have increased, showing an increase in selling price. These
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changes in c/s ratio are reflected in different slopes on the line. For example, graphite for line
A has a steeper gradient than line B indicating that the c/s margin has fallen.
This has clearly had a knock-on effect on volumes and the mix of pencil sales. Revenue from
graphite pencils appears to be a lesser proportion of sales than the original budget because
this product’s share of the line is smaller than Line A. This will be partly due to the price
reduction but might also indicate lower volumes. Similarly, Pexeco’s share of overall revenue
has increased (because the length of its portion of the line is longer). This will be the result of
the price rise but could also be due to increased volumes.
Line B also shows that fixed costs are approximately G$6.8 million in the revised budget and
that total budgeted revenue is greater than originally budgeted. The breakeven position for the
revised budget has increased to nearly G$10 million. This increase in breakeven position is
because the level of fixed costs has increased: more contribution is needed to make a profit.
The changes to the c/s margins will also affect the breakeven, although from the chart it is
difficult to establish this effect. The margin of safety is now from approximately G$13.8 million
to G$9.9 million (which is a slightly higher differential than the original budget indicating a slight
increase in margin of safety).
Expenditure on new baking equipment
Initial measurement
The baking equipment will be recognised as a tangible non-current asset in accordance with
IAS 16: Property, plant and equipment, because it is probable that future economic benefit will
flow into our business and because the asset can be reliably measured. The amount that the
asset is initially recorded at will be its purchase price (G$160,000) plus any expenditure which
is directly attributable to getting the asset ready for its intended use. The directly attributable
costs are the costs of installation and testing of G$5,000 because both of these are required
to get the asset ready for its intended use. The G$2,000 spent on additional ventilation will
also be included in the cost of the asset because this expenditure is required to ensure that
the site of the baking equipment is safe. Presumably the equipment cannot be used without
this ventilation and therefore this expenditure is also directly attributable to getting the baking
machinery ready for its intended use.
Depreciation
The asset will need to be depreciated from the date that the baking equipment is available for
use (even if it isn’t being used from that date) over its useful economic life. Where an asset
has elements to it which have different useful economic lives, IAS 16 states that the initial
carrying amount of the asset should be split into its separate elements and depreciated
separately. In this instance the baking equipment itself has a useful economic life of 15 years,
however the lining only has a useful life of three years (because it then needs to be replaced).
Therefore, we need to establish how much of the total cost of the baking equipment relates to
the lining and treat this as separate asset depreciated over three years. The remaining cost
will be depreciated over 15 years.
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Disposal of warehouse property
Impact on our tax charge
The sale of our warehouse property will give rise to a capital gain which will be chargeable to
tax at the corporate tax rate of 30%. The amount of the capital gain will be the proceeds of
sale (G$600,000) less the property’s original cost of G$350,000 less the indexation allowance
available for the period from the date of purchase of the property until the date of sale of 31
May 2020. This indexation allowance will be calculated as the indexation percentage relevant
to the time period multiplied by G$350,000.
Impact on our financial statements
In terms of accounting treatment, we will depreciate the property up until the date of disposal
and calculate a profit on disposal of G$600,000 less G$140,000 (which is the property’s
carrying amount at the disposal date). The asset will be derecognised in the statement of
financial position and the profit on disposal will be recognised in the statement of profit or loss.
In addition, the statement of cash flow will show the G$600,000 as proceeds from the sale of
property, plant and equipment.
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Section 3
Sales variances
Sales price variances
For large retailer customers there is no variance, which means that actual and budgeted sales
prices were the same. Given that there are only three customers that have remained the same
throughout the period, this is not surprising: prices will have been negotiated and agreed with
these customers up front. There are however adverse variances for small retailers (which
represents 100 customers at the end of the period) and for website customers, meaning that
average selling prices for these groups were lower than we expected. The variance for website
customers can be directly linked to the decision by Ben Thakar to authorise a special
promotion during the period. The variance for small retailers will be due to the sales teams
negotiating with new customers and offering discounts.
Sales mix variances
This variance is adverse for the large retailers and means that for our total sales, a lower
proportion was to large retailers than we had expected. For both small retailer and website
customers the opposite is true: the favourable variances mean that we sold proportionately
more to these customers than expected. Overall the variance is favourable which means that
we sold proportionately more to the customers with the higher profit margins (website and
small retailer customers) and proportionately less to the customers with the lower profit margin
(large retailers). There are two main reasons why the mix of sales to customers has changed.
Firstly, there was a specific sales promotion targeted at website customers, which will have
boosted sales volumes for this type of customer. Secondly, the sales teams have been more
successful than we anticipated securing small retailer customers, although there has been no
change in the number of large retail customers.
Sales quantity variances
This variance is best considered in total and indicates that gross profit is increased by
G$245,625 for the three-month period as a result of selling more S-Pencils in standard mix
than we expected to. One reason for this is that we have increased the customer base for
small retailers and the website as a result of the specific promotion and the sales teams’ efforts
as already explained above.
Overall impact
Overall, Ben’s authorised price promotion and the activities of the sales teams will have
increased actual profit for the three months compared to that budgeted. The reduction in profit
from sales price discounts given is more than compensated for by both the increase in
volumes sold and the change in the mix towards customers that generate a higher gross profit
per pencil. This increase in sales volume, however, is not universal for all customer types:
there is an adverse volume variance for large retailers (because the adverse mix variance is
bigger than the favourable quantity variance) and indicates that sales volumes were lower to
these customers. Given that there has been no change to the individual large retailer
customers in the period, this reduction in volume is slightly concerning. It would be interesting
to look at an analysis by customer to see if this relates to just one customer or all three.
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Receivables management
Profile of the aged receivables report
There are two main changes to the profile of aged receivables. Firstly, whilst the number of
large retailer customers has remained the same, the number of small retailer customers has
increased considerably during the period. This is because the sales teams successfully
secured new customers. Small retailers are often family owned, independent businesses and
this means typically that they are more at risk of ceasing to trade than a large retailer business.
Secondly, the proportion of receivables that are overdue has increased considerably over the
three-month period. New small retailer customers have been given extended credit terms,
although this will not have affected the profile because aged receivables are reported by
amounts overdue. However, it would appear that customers are taking longer to pay us which
could indicate that our receivables management is not as efficient as it should be (especially
as the three large retailer customers also have a greater proportion of the receivables
overdue). It could also be that some of the new customers taken on are not as reliable as we
would like them to be (perhaps stringent creditworthiness checks were not carried out in order
to boost sales).
The potential implications of these changes in profile are:
•

•

Our cash flow could be adversely affected because money from our customers is
received later that it should. This increases our investment in working capital and
reduces our cash balance.
The risk for receivables being irrecoverable is increased. Ultimately this could have the
effect of reducing profit if receivable balances end up being written off.

Two suggestions of how to manage the implication
We could factor our S-Pencil receivable balances. Factoring involves a factor advancing us
say 75% of the value of invoices as they are raised which means that we would receive a
significant proportion of the monies due to us earlier than normal: this would help in managing
cash-flow. A factor would also take over responsibility for managing the receivables ledger
and because they are experts in credit control this means that it is likely they would recover
more of the monies owed to us. We could even take out a ‘without recourse’ arrangement
which would mean that the factor has responsibility for irrecoverable debts: this would
eliminate our risk to irrecoverable debts. However, factoring is expensive, and we would need
to consider the cost of this against the benefits to cash flow and reduced risk.
Offering a prompt payment discount might encourage at least some of our customers to pay
earlier than they would normally which means that cash comes into the business more quickly,
however not all customers will take advantage of it. It might also mean that some customers
end up paying before they run into difficulties and the debt becomes irrecoverable, although
this is likely to apply in only a small number of cases. As with factoring we would need to
consider the benefits to be gained against the cost of giving away the discount (which at a
potential 1% or 2% of invoice value could amount to a significant amount).
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Section 4
IT app administration supplier decision
How to make the decision and the decision under different risk attitudes
When making a decision such as this there are three approaches that we could adopt: risk
neutral, risk seeking and risk averse.
If we have a risk neutral attitude to this decision, we could consider all possible outcomes and
choose the provider that would give us the best expected value. We would ignore risk and the
coefficient of variation and would choose Provider C which has the lowest expected value of
the cost of supply at G$1,624,000.
If we have a risk seeking attitude to this decision, we would choose the option which would
give us the best outcome no matter how small the likelihood of it occurring. We would choose
the provider which gives us the lowest overall cost, which is also Provider C (when there are
900,000 users). This provider has the highest coefficient of variation therefore is the riskiest
option, which is consistent with it having the largest spread of outcomes: a risk seeking
decision maker would ignore this.
If we have a risk averse attitude to this decision, we would choose the provider which given
the same level of cost has the lowest level of risk. We would use the coefficient of variation
and choose the option with the lowest measure because this represents the amount of risk for
each G$1 of additional cost that we would incur. We would therefore choose Provider A.
Limitations of the analysis
The decisions identified above are based on assumptions about the number of app users and
probability of occurrence. These are all internal estimates based on information that we have
available now. However, twelve months in the life of a new product is a relatively long time
and therefore it’s possible that these estimates are wrong.
There are also issues of using expected value and coefficient of variation approaches to make
the decision. Expected value gives no indication of the range of possible outcomes, it is not
the most likely result, but the long run average outcome if the same event was to be repeated
over and over: therefore, it is of limited use when making a one-off decision. Coefficient of
variation assumes a linear relationship between risk and return and that decision makers will
be willing to risk more when the return is higher: this is not necessarily practical.
Finally, this analysis ignores other non-financial factors, such as the quality of the service that
each provider will supply. We should consider issues such as reliability and the speed of
dealing with queries. We might also want to consider credit terms offered as well.
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KPIs
Number of user complaints: The IT app administration service provider will be managing the
administration of the app that allows the S-Pencil to function. If app updates are not managed
properly or the functionality of the app fails, the users of our S-Pencil will not be happy and
complain. The level of complaints is therefore a good indicator of how well the provider is
administering the app.
Percentage of user complaints dealt with within a target time: Where there are complaints
it is important that they are dealt with quickly and efficiently. A target can be set about how
quickly we expect queries to be dealt with and the provider’s performance measured against
this. The higher this percentage is greater our confidence that the provider to appropriately
dealing with our customers.
Percentage of users that make in-app purchases: Part of the administration of the app will
include promoting in-app purchases. Clearly the greater the number of in-app purchases the
greater our revenue. We would want as many of our users to make in-app purchases as
possible and therefore this measure would indicate how successful the provider was in
achieving this.

What is beyond budgeting and how might we apply it
Currently we take a traditional approach to budgeting in that we set our standards on an annual
basis and create the budget using a top-down approach from these standards. We report
variations against budget in the form of variance reporting which means that our control
system is very backward looking rather than forward looking.
Beyond budgeting is an approach to budgeting which seeks to address some of the limitations
of traditional budgeting such as it being backward looking and rigid. Under such an approach,
rolling forecasts on a monthly or quarterly basis, are used as an alternative to the annual
budget. These rolling budgets will use the latest information each time (for example, latest
prices for graphite, cedar and all out other inputs as well as latest sales and production
forecasts). This means that are budgets will be more up-to-date and should result in better
resource allocation and allow us to adapt to changes more quickly. Also, the budgets are more
forward looking.
Additionally, under a beyond budgeting approach, instead of just evaluating performance
against budget targets (through variance reporting) the focus is on a wide range of
performance measures or key performance indicators (KPIs), such as customer returns and
production times. We already do this to a limited extent and using this approach would expand
this throughout the business. We should look at external targets set by our competitors when
setting these targets. For example, if our main competitor promised next day delivery then we
should be setting similar targets.
Beyond budgeting also involves participation across the business. At the moment we take a
central approach to budgeting where the annual budget is set by the directors and the Finance
Department each year, with little input from the rest of the business. Under a beyond budgeting
approach this would change as the people within the business with the detailed knowledge
would be involved in creating the rolling budgets.
9
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Operational Level Case Study February 2020
Marking Guidance
Variant 1
About this marking scheme
This marking scheme has been prepared for the CIMA 2019 Professional Qualification Operational Case Study [Feb 2020].
The indicative answers will show the expected or most orthodox approach; however the nature of the case study
examination tasks means that a range of responses will be valid. The descriptors within this level -based marking scheme are
holistic and can accommodate a range of acceptable responses.
General marking guidance is given below, markers are subject to extensive training and standardisation activities and
ongoing monitoring to ensure that judgements are being made correctly and consistently.
Care must be taken not to make too many assumptions about future marking schemes on the basis of this document. While
the guiding principles remain constant, details may change depending on the content of a particular case study examination
form.
General marking guidance
•

Marking schemes should be applied positively, with candidates rewarded for what they have demonstrated and not
penalised for omissions.

•
•

All marks on the scheme are designed to be awarded and full marks should be awarded when all level descriptor
criteria are met.
The marking scheme and indicative answers are provided as a guide to markers. They are not intended to be
exhaustive and other valid approaches must be rewarded. Equally, students do not have to make all of the points
mentioned in the indicative answers to receive the highest level of the marking scheme.

•

An answer which does not address the requirements of the task must be awarded 0 marks.

•

Markers should mark according to the marking scheme and not their perception of where the passing standard may
lie.
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•

Where markers are in doubt as to the application of the marking scheme to a particular candidate script, they must
contact their lead marker.

How to use this levels-based marking scheme
1. Read the candidate’s response in full
2. Select the level
• For each trait in the marking scheme, read each level descriptor and select one, using a best-fit approach.
• The response does not need to meet all of the criteria of the level descriptor – it should be placed at the level when it
meets more of the criteria of this level than the criteria of the other levels.
• If the work fits more than one level, judge which one provides the best match.
• If the work is on the borderline between two levels, then it should be placed either at the top of the lower band or the
bottom of the higher band, depending on where it fits best.
3. Select a mark within the level
•
•
•

Once you have selected the level, you will need to choose the mark to apply.
A small range of marks may be given at each level. You will need to use your professional judgement to decide which
mark to allocate.
If the answer is of high quality and convincingly meets the requirements of the level, then you should award the
highest mark available. If not, then you should award a lower mark within the range available, making a judgement on
the overall quality of the answer in relation to the level descriptor.
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Summary of the core activities tested within each sub task
Sub Task

Section 1
(a)
(b)
(c)
Section 2
(a)
(b)
(c)
Section 3
(a)
(b)
(c)
Section 4
(a)
(b)
(c)

Core Activity

Sub task
weighting
(%
section
time)

B. Explain the advantages and disadvantages of participatory budgeting
B. Explain time series information
B. Explain the limitations of time series analysis for predicting future demand

36%
40%
24%

D. Explanation of the accounting treatment of IRFS16
A. Comparing the effect on profit of using marginal costing compared to absorption costing
A. Explain throughput accounting

40%
40%
20%

E. Short-term decision making using limiting factor analysis
D. Inventory valuation IAS 2
E. Short-term decision making using EV and probability distribution

40%
28%
32%

C. Interpretation of sales price mix and quantity variances
C. Justify appropriate KPIs to enhance the performance information given by the variances
F. Explain how to improve receivables management

44%
24%
32%
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SECTION 1
Task (a): Explain the advantages and disadvantages to Lottie Graphite of using a participative approach to budget setting in these
circumstances. Please also explain whether you think participative budgeting would be an appropriate method for setting the budgets for
the operations in Feland.
Trait
Participatory
Level
Descriptor
Marks
budgets
No rewardable material
0
Level 1
Explains a limited number of points without application to the context of the scenario.
1-3
Level 2
Explains a reasonable number of points that include both advantages and
4-6
disadvantages. Some limited application to the context of the preseen and/or scenario.
May not contain consideration of whether participative is an appropriate approach.
Level 3
Explains fully both the disadvantages and advantages and applies the detail provided in
7-9
the preseen and scenario to illustrate the points made in context. Contains a clear
consideration of whether participative is an appropriate approach.
Task (b): Explain what tables 1, 2 and 3 of the attached schedule tell us about the demand for pencils in Neland and whether the
calculation of seasonal variations on an additive basis is appropriate.
Trait
Time series
Level
Descriptor
Marks
No rewardable material
0
Level 1
Demonstrates limited understanding of what the time series information shows. No or
1-3
poor explanation of the appropriateness of the additive model.
Level 2
Demonstrates reasonable understanding of what the time series information shows. No
4-7
or limited comments about the multiplicative or additive seasonal variation methods.
Level 3
Demonstrates good understanding of what the time series information shows.
8-10
Demonstrates a good understanding of the multiplicative and additive seasonal variation
in context.
Task (c): Explain the limitations of this analysis for use in predicting future demand for pencils in Feland.
Trait
Level
Descriptor
Marks
Limitations
No rewardable material
0
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Level 1
Level 2
Level 3

Limitations are limited to a text-book list, which may be correct but either not applied or
applied badly to the scenario context.
At least one well applied and correctly explained limitation of the data is included
although there may also be text-book limitations that are less well applied.
The limitations of the data are correctly identified in the context of the scenario.
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3-4
5-6
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SECTION 2
Task (a): Explain how the leased equipment shown in table 1 of the attached schedule will be recorded within the financial statements for
the year ending 31 December 2020 and subsequent years.
Trait
IFRS 16
Level
Descriptor
Marks
No rewardable material
0
Level 1
Demonstrates some technical understanding of the principles of initial and subsequent
1-3
recognition of the right of use asset and lease liability. The explanation lacks clarity and is
unlikely to identify the need to pro rata for 2020.
Level 2
Demonstrates reasonable technical understanding of the principles of initial and
4-7
subsequent recognition of the right of use asset and lease liability. The explanation might
not be clear and is unlikely to identify the need to pro rata for 2020.
Level 3
Demonstrates good technical understanding of the principles of initial and subsequent
8-10
recognition of the right of use asset and lease liability. The explanation is clear and
probably identifies the need to pro rata for 2020.
Task (b): Explain
• the reasons for the differences between the marginal and absorption profits shown in the two profit statements in table 2, for each
of weeks 1 and 2.
• whether marginal costing will always show a higher profit than absorption costing.
• the benefits of using absorption costing to our business.
Trait
Differences MC
& AC

Level
Level 1

Level 2

Descriptor
No rewardable material
Demonstrates some technical understanding of the difference between profit under
marginal costing and absorption costing. Limited use of figures within the reference
material. No application of the benefits of absorption costing to Lottie Graphite.
Demonstrates reasonable technical understanding of the difference between profit under
marginal costing and absorption costing. Uses the figures within the reference material

©CIMA 2020. No reproduction without prior consent

Marks
0
1-3

4-7

6

but may omit some elements. Some limited application of the benefits of absorption
costing to Lottie Graphite.
Level 3
Demonstrates good technical understanding of the difference between profit under
8-10
marginal costing and absorption costing. Utilises fully the figures in the reference material
and applies the benefits of absorption costing to Lottie Graphite.
Task (c): Explain the principles of throughput accounting and its potential benefit to our business. Use examples in our business to
illustrate where possible.
Trait
Throughput
Level
Descriptor
Marks
accounting
No rewardable material
0
Level 1
Explains some of the characteristics of throughput accounting but there is no application
1-2
to Lottie Graphite.
Level 2
Explains the concept of throughput accounting with reasonable technical accuracy. There
3-4
is an attempt to use the company to explain the benefits.
Level 3
Explains BOTH the concept of throughput accounting and the benefits that Lottie
5
Graphite can expect to gain, using examples of the business processes to illustrate.
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SECTION 3
Task (a): Explain the principles behind the production schedule (appendix 1) and how it has been used to determine the number of
batches that should be made for each of the three types of pencil grade. Please also explain whether, from a financial perspective, it is
worth offering members of the packing department the G$14 overtime premium.
Trait
Limiting factor
Level
Descriptor
Marks
No rewardable material
0
Level 1
Demonstrates some understanding of the principles of limiting factor analysis but without
1-3
application of these principles to the information in the schedule. The explanation of the
overtime rate is either not given or is incorrect for the context given.
Level 2
Demonstrates reasonable understanding of the principles of limiting factor analysis and
4-6
gives an explanation of how the technique has been applied in the context of the
incorrectly embossed pencil grades. Incomplete explanation of the use of the overtime
rate and lack of application to the context of the 5 batches of 8B.
Level 3
Demonstrates good understanding of the principles of limiting factor analysis plus a
7-10
comprehensive application of the technique to appendix 1 in order to explain the
production schedule. A good explanation of the use of the overtime rate in the context of
the 5 batches of 8H pencils.
Task (b): Explain how the financial statements for the year ended 31 December 2020 will be affected by the incorrectly embossed graphite
pencils. Please make reference to the appropriate financial reporting standards.
Trait
IAS 2
Level
Descriptor
Marks
No rewardable material
0
Level 1
Explains some of the principles of IAS 2 but does not apply to the two different parts of
1-2
the inventory (the 60% and 40%).
Level 2
Explains most of the principles of IAS 2, with a reasonable definition of NRV. Applies the
3-5
rules to the two parts of the inventory under review fairly well. May not mention that there
will be a reduction in profit for the period.
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Level 3

Explains IAS 2 principles clearly and applies them well to the two different parts of
6-7
inventory. Clearly explains the effect on inventory and debates the lower of cost V NRV in
the context of the information in the case. Clearly explains the effect on profit for the
period.
Task (c): Explain what the expected values as shown on appendix 2 mean, and the limitations of using this information to decide whether
to investigate the coloured pencil inventory.
Trait
Expected
Level
Descriptor
Marks
values
No rewardable material
0
Level 1
Explains some of the limitations of EV but there is limited or no application of these to the
1-3
situation. Might not explain the concept of EV.
Level 2
Explains most of the limitations of EV with some application to the situation. There will be
4-6
a reasonable explanation of the concept of EV and this will use the table data.
Level 3
Explains the limitations of EV with technical accuracy and clearly explains how these
7-8
apply in this situation. There will be a good explanation of the concept of EV and this will
use the table data. The answer will include a clear decision that based on EV the
investigation should not go ahead.
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SECTION 4
Task (a): Explain how each of the three sales variances in the attached schedule have been calculated and what they mean. Please also
comment on what may have caused these variances and how useful they are for measuring the performance of the sales team in
January.
Trait
Variances
Level
Descriptor
Marks
No rewardable material
0
Level 1
Explains one or two of the variances with technical accuracy. Reasons given for the
1-4
variances might be missing or not linked to the correct variance. No or limited application to
sales team performance.
Level 2
Explains at least two of the variances with technical accuracy with reasonable explanation of
5-8
what these variances mean. Reasons given for the variances might not be drawn from the
information presented or maybe missing in some cases. No or limited application to sales
team performance.
Level 3
Explains each of the three variances with technical accuracy with good explanation of what
9-11
these variances means in terms of the sales team’s performance in January. Reasons given
clearly relate to the specific variance and are drawn from the information presented in the
task.
Task (b): Explain three KPIs that we can use to measure the performance of the sales team. Please explain and justify each KPI.
Trait
KPIs
Level
Descriptor
Marks
No rewardable material
0
Level 1
Identifies at least two KPIs although these may lack a timescale or quantification. Offers
1-2
some justification but this may not be linked to the sales objectives of the Feland business as
set in the scenario.
Level 2
Identifies three KPIs although these may lack good quantification and/or time. Some
3-5
justification linked to the sales, and to some extent the objectives, of the Feland business
detailed in the scenario.
Level 3
Identifies and justifies three KPIs that are quantified and/or time assigned. All three KPIs are
5-6
relevant to the detail given in the scenario and linked to the objectives of sales growth/new
business and/or address the concern re the withholding of sales orders.
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Task (c): Explain how to improve the receivable days of the Feland customers.
Trait
Receivable
Level
Descriptor
days
No rewardable material
Level 1
Explains at least one way to improve receivable days but explanation may lack clarity. Little
or no application to the context of the scenario.
Level 2
Explains at least one way to improve receivable days although explanation may lack some
clarity. Some attempt to link these processes to the facts in the scenario.
Level 3
Explains more than one way to improve receivable days using a clear rationale. Reference is
made to the scenario.
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Operational Level Case Study February 2020
Marking Guidance
Variant 2
About this marking scheme
This marking scheme has been prepared for the CIMA 2019 Professional Qualification Operational Case Study [Feb 2020].
The indicative answers will show the expected or most orthodox approach; however the nature of the case study
examination tasks means that a range of responses will be valid. The descriptors within this level -based marking scheme are
holistic and can accommodate a range of acceptable responses.
General marking guidance is given below, markers are subject to extensive training and standardisation activities and
ongoing monitoring to ensure that judgements are being made correctly and consistently.
Care must be taken not to make too many assumptions about future marking schemes on the basis of this document. While
the guiding principles remain constant, details may change depending on the content of a particular case study examination
form.
General marking guidance
•

Marking schemes should be applied positively, with candidates rewarded for what they have demonstrated and not
penalised for omissions.

•
•

All marks on the scheme are designed to be awarded and full marks should be awarded when all level descriptor
criteria are met.
The marking scheme and indicative answers are provided as a guide to markers. They are not intended to be
exhaustive and other valid approaches must be rewarded. Equally, students do not have to make all of the points
mentioned in the indicative answers to receive the highest level of the marking scheme.

•

An answer which does not address the requirements of the task must be awarded 0 marks.

•

Markers should mark according to the marking scheme and not their perception of where the passing standard may
lie.
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•

Where markers are in doubt as to the application of the marking scheme to a particular candidate script, they must
contact their lead marker.

How to use this levels-based marking scheme
1. Read the candidate’s response in full
2. Select the level
• For each trait in the marking scheme, read each level descriptor and select one, using a best-fit approach.
• The response does not need to meet all of the criteria of the level descriptor – it should be placed at the level when it
meets more of the criteria of this level than the criteria of the other levels.
• If the work fits more than one level, judge which one provides the best match.
• If the work is on the borderline between two levels, then it should be placed either at the top of the lower band or the
bottom of the higher band, depending on where it fits best.
3. Select a mark within the level
•
•
•

Once you have selected the level, you will need to choose the mark to apply.
A small range of marks may be given at each level. You will need to use your professional judgement to decide which
mark to allocate.
If the answer is of high quality and convincingly meets the requirements of the level, then you should award the
highest mark available. If not, then you should award a lower mark within the range available, making a judgement on
the overall quality of the answer in relation to the level descriptor.
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Summary of the core activities tested within each sub task
Sub Task

Section 1
(a)
(b)
(c)
Section 2
(a)
(b)
Section 3
(a)
(b)
(c)
Section 4
(a)
(b)
(c)

Core Activity

Sub task
weighting
(%
section
time)

C. Explain raw material and fixed production overhead variances
E. Apply decision criteria under conditions of uncertainty
E. Explain non-financial factors for a decision

48%
36%
16%

D. Apply the rules in IFRS 5 and IAS 16 in respect of asset disposals and additional expenditure
A. Explain digital costing and its benefits

48%
52%

B. Explain what-if analysis
E. Explain expected value and attitudes to decision making
B. Explain the application of activity-based budgeting

36%
32%
32%

D. Apply IAS 10
C. Identify and explain KPIs
F. Interpret working capital ratios

24%
32%
44%
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SECTION 1
Task (a): Explain what each of the six variances on my schedule means and gives reasons for each variance.
Trait
Raw materials Level
Descriptor
Marks
0
No rewardable material

Fixed
production
overhead

Level 1

Explains the raw material variances with some technical accuracy
but with limited explanation of how these variances have arisen.

1

Level 2

Explains the raw material variances with reasonable technical
accuracy. There are reasonable explanations of the reasons why
these variances have occurred. Reasons given might not relate to
the correct variance or might not be drawn from the information
presented in the task.

2-3

Level 3

Explains the raw material variances with technical accuracy. There
are good explanations of the reasons why these variances have
occurred. Reasons given clearly relate to the specific variance and
are drawn for the information presented in the task.

4

Level

Descriptor
No rewardable material
Explains the fixed production overhead variances with some
technical accuracy but with limited explanation of how these
variances have arisen.
Explains the fixed production overhead variances with reasonable
technical accuracy. There are some explanations given of the
reasons why these variances have occurred. Reasons given might
not relate to the correct variance or might not be drawn from the
information presented in the task.
Explains the fixed production overhead variances with technical
accuracy. There are a number of explanations given of the reasons
why these variances have occurred. Reasons given clearly relate to

Level 1

Level 2

Level 3
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Marks
0
1-3

4-6

7-8

4

the specific variance and are drawn for the information presented in
the task.
Task (b): Explain three decision criteria that we could use, given the uncertainty over production levels, and how each of
these could help us decide, based on cost, which resin quantity to purchase. Please state the quantity we would purchase
under each of these decision criteria.
Trait
Decision
Level
Descriptor
Marks
criteria
No rewardable material
0
Level 1
Demonstrates some technical understanding of the decision
1-3
criteria. Either there has been no attempt to state the decision or
the decisions are inaccurate.
Level 2
Demonstrates reasonable technical understanding of each of the
4-6
three decision criteria and mostly selects the correct decision under
each criterion.
Level 3
Demonstrates good technical understanding of each of the three
7-9
decision criteria and mostly selects the correct decision under each
criterion.
Task (c): Explain two non-financial factors we should consider before contracting with the new supplier.
Trait
Other factors
Level
Descriptor
Marks
No rewardable material
0
Level 1
Explains, either briefly or with a lack of clarity, one non-financial
1
factor.
Level 2
Explains at least one non-financial factor, with reasonable clarity
2-3
and depth.
Level 3
Explains clearly and fully two non-financial factors to be
4
considered.
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SECTION 2
Task (a): Explain whether the two asset disposals identified in the attachment will need to be reclassified as assets held
for sale and the impact of these disposals on the financial statements for the year ended 31 December 2020. Please also
explain how the additional expenditure reconditioning the third asset will be treated in the same financial statements.
Trait
Assets held
Level
Descriptor
Marks
for sale
No rewardable material
0
Level 1
Demonstrates some understanding of the recognition criteria of
1-3
IFRS 5 in respect of assets held for sale but they are incorrectly
applied to the asset disposals. The impact of the disposals on the
financial statements is only partially or incorrectly explained.
Level 2
Demonstrates reasonable understanding of the recognition criteria
4-6
of IFRS 5 in respect of assets held for sale and attempts to apply
these to the asset disposals. The impact of the disposals on the
financial statements is explained but explanation lacks some detail
or accuracy.
Level 3
Demonstrates full understanding of the recognition criteria of IFRS
7-8
5 in respect of assets held for sale and applies these correctly to
the asset disposals. The impact of the disposals on the financial
statements is comprehensively explained.
Additional
Level
Descriptor
Marks
expenditure
No rewardable material
0
Level 1
Explains the recognition rule for capitalisation of subsequent
1
expenditure in IAS16 with no application to the scenario.
Level 2
Explains how the subsequent expenditure on the asset can be
2-3
capitalised in accordance with IAS 16 but explanation lacks clarity.
The costs of dismantling might not be mentioned.
Level 3
Explains fully how the subsequent expenditure on the asset can be
4
capitalised in accordance with IAS 16 and that the cost of
dismantling can also be included as this is directly attributable.
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SECTION 2 (continued)
Task (b): Explain how our current costing system works, how digital costing might change this and the benefits of doing
this for our business.
Trait
Current and
Level
Descriptor
Marks
digital?
No rewardable material
0
Level 1
Demonstrates some understanding of the current standard costing
1-2
system. Little or no reference made to digital costing.
Level 2
Demonstrates a reasonable understanding of the current standard
3-4
costing systems. Some understanding of the features of digital
costing.
Level 3
Demonstrates a clear understanding of the current standard costing
5-6
system. Reasonable understanding of the features of digital costing
system and how this might change the current standard costing
system.
Benefits of
Level
Descriptor
Marks
digital costing
No rewardable material
0
Level 1
Explains at least one benefit associated with digital costing but the
1-2
explanation lacks clarity, or the benefits are general rather than
specific to costing.
Level 2
Explains more than one benefit associated with digital costing with
3-5
reasonable clarity of explanation. Some of the benefits may be
general rather than specific to costing.
Level 3
Explains a range of benefits associated with digital costing in a
6-7
clear and comprehensive manner.
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SECTION 3
Task (a): Explain the revised profit figures shown in Table 1 of my schedule and why ‘what-if’ analysis is more appropriate
than sensitivity analysis in this situation.
Trait
What-if
Level
Descriptor
Marks
analysis
No rewardable material
0
Level 1
Demonstrates some understanding of what-if analysis and gives a
1-3
limited explanation of the figures in Table 1. Explanation of why
what-if analysis is more appropriate may be limited or generic
rather than linked to the scenario.
Level 2
Demonstrates reasonable understanding of what-if analysis and
4-6
gives a reasonable explanation of the figures in Table 1.
Explanation of why what-if analysis is more appropriate may be
generic rather than linked to the scenario.
Level 3
Demonstrates comprehensive understanding of what-if analysis
7-9
and gives a detailed and accurate explanation of the figures in
Table 1. Explains why what-if analysis is more appropriate with
good reference to the scenario.
Task (b): Explain the figures shown in Table 2 and Table 3 and how our attitude to risk will affect our decision about which
reduction in selling price would potentially give us the best result.
Trait
Expected
Level
Descriptor
Marks
value and
No rewardable material
0
attitudes to
Level 1
Explains some of the figures in Tables 2 and 3 in the context of the
1-3
decisionscenario. Explanation of the best result under each attitude is
making
possibly missing or completely inaccurate.
Level 2
Explains most of the figures in Tables 2 and 3 in the context of the
4-6
scenario. Explanation of the best result under each attitude is
mostly accurate, but sometimes inaccurate or missing.
Level 3
Explains comprehensively the figures in Tables 2 and 3 in the
7-8
context of the scenario. Accurately explains what would be
considered the best result for each attitude.
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SECTION 3 (continued)
Task (c): Explain how the budget for the maintenance employee cost in the new production facility could be established
using an activity-based budgeting approach.
Trait
Application of
Level
Descriptor
Marks
ABB
No rewardable material
0
Level 1
Demonstrates some understanding of an activity-based budgeting
1-3
approach. There may be an attempt to apply this to explain how to
establish the budget but this explanation is poor. Little or no
reference is made to the scenario.
Level 2
Demonstrates reasonable understanding of an activity-based
4-6
budgeting approach and makes a reasonable attempt to apply this
to explain how to establish the budget. Explanation makes
reference to the scenario.
Level 3
Demonstrates clear understanding of activity-based budgeting and
7-8
applies this to explain how to establish the budget. Explanation is
clearly linked to the scenario and recognises that this is a new
production facility.
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SECTION 4
Task (a): Explain how the two events identified above will affect the financial statements for the year ended 31 December
2020.
Trait
Application of
Level
Descriptor
Marks
IAS 10
No rewardable material
0
Level 1
Explains correctly how at least one of the events will affect the
1-2
financial statements for the year ended 31 December 2020.
Explanation of why the events are adjusting/non-adjusting is either
missing or poor.
Level 2
Explains correctly how at least one of the events will affect the
3-4
financial statements for the year ended 31 December 2020. The
reasons why the events are adjusting/non-adjusting are explained,
although the explanation might lack some clarity.
Level 3
Explains mostly accurately how BOTH of the events will affect the
5-6
financial statements for the year ended 31 December 2020. The
reasons why the events are adjusting/non-adjusting are
comprehensively explained.
Task (b): Suggest the three key performance indicators (KPIs) that we can establish to monitor the performance of our
suppliers. Please include a justification of why each KPI that you suggest is appropriate.
Trait
Identify and
Level
Descriptor
Marks
explain KPIs
No rewardable material
0
Level 1
Identifies one or two KPIs which are relevant for measuring the
1-3
performance of suppliers but the measure might not be clearly
stated and/or the justification is either missing or not clear.
Level 2
Identifies two or three KPIs which are relevant for measuring the
4-6
performance of suppliers but the measure might not be clearly
stated and/or justification lacks some clarity.
Level 3
Identifies three KPIs which are appropriate for measuring the
7-8
performance of suppliers which are well justified.
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SECTION 4 (continued)
Task (c): Explain BGF Graphite’s working capital position based on the information in the attached schedule. Please also
explain any risks associated with this position that might affect our decision to use them as a supplier.
Trait
Interpretation
Level
Descriptor
Marks
No rewardable material
0
Level 1
Explains briefly, or with a lack of clarity, the supplier’s working
1-2
capital position with reference to each element of working capital
days. There is little or no reference to the nature of the supplier or
attempt to interpret the figures.
Level 2
Explains the supplier’s working capital position with reference to
3-4
each element of working capital days. There is some attempt to link
the explanation to the nature of the supplier and to interpret the
figures.
Level 3
Explains fully the supplier’s working capital position with reference
5-6
to each element of working capital days and to the nature of the
supplier.
Risks
Level
Descriptor
Marks
No rewardable material
0
Level 1
Explains at least one risk associated with the supplier’s working
1-2
capital position but overtrading has not been identified. Little or no
reference is made to Lottie Graphite and the supplier decision.
Level 2
Explains more than one risk associated with the supplier’s working
3-4
capital position but this might not make reference to overtrading.
Some reference is made to the supplier decision.
Level 3
Explains fully at least two different risks associated with the
5
supplier’s working capital position, including the fact that it is
potentially overtrading. The explanation identifies how this risk
could affect our decision to use them as a supplier.
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Operational Level Case Study February 2020
Marking Guidance
Variant 3
About this marking scheme
This marking scheme has been prepared for the CIMA 2019 Professional Qualification Operational Case Study [Feb 2020].
The indicative answers will show the expected or most orthodox approach; however the nature of the case study
examination tasks means that a range of responses will be valid. The descriptors within this level -based marking scheme are
holistic and can accommodate a range of acceptable responses.
General marking guidance is given below, markers are subject to extensive training and standardisation activities and
ongoing monitoring to ensure that judgements are being made correctly and consistently.
Care must be taken not to make too many assumptions about future marking schemes on the basis of this document. While
the guiding principles remain constant, details may change depending on the content of a particular case study examination
form.
General marking guidance
•

Marking schemes should be applied positively, with candidates rewarded for what they have demonstrated and not
penalised for omissions.

•
•

All marks on the scheme are designed to be awarded and full marks should be awarded when all level descriptor
criteria are met.
The marking scheme and indicative answers are provided as a guide to markers. They are not intended to be
exhaustive and other valid approaches must be rewarded. Equally, students do not have to make all of the points
mentioned in the indicative answers to receive the highest level of the marking scheme.

•

An answer which does not address the requirements of the task must be awarded 0 marks.

•

Markers should mark according to the marking scheme and not their perception of where the passing standard may
lie.
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•

Where markers are in doubt as to the application of the marking scheme to a particular candidate script, they must
contact their lead marker.

How to use this levels-based marking scheme
1. Read the candidate’s response in full
2. Select the level
• For each trait in the marking scheme, read each level descriptor and select one, using a best-fit approach.
• The response does not need to meet all of the criteria of the level descriptor – it should be placed at the level when it
meets more of the criteria of this level than the criteria of the other levels.
• If the work fits more than one level, judge which one provides the best match.
• If the work is on the borderline between two levels, then it should be placed either at the top of the lower band or the
bottom of the higher band, depending on where it fits best.
3. Select a mark within the level
•
•
•

Once you have selected the level, you will need to choose the mark to apply.
A small range of marks may be given at each level. You will need to use your professional judgement to decide which
mark to allocate.
If the answer is of high quality and convincingly meets the requirements of the level, then you should award the
highest mark available. If not, then you should award a lower mark within the range available, making a judgement on
the overall quality of the answer in relation to the level descriptor.
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Summary of the core activities tested within each sub task
Sub Task

Section 1
(a)
(b)
Section 2
(a)
(b)
(c)
Section 3
(a)
(b)
Section 4
(a)
(b)
(c)

Core Activity

Sub task
weighting
(% section time)

A. Costing of a digital cost object
B. Time series analysis

52%
48%

E. Multi-product break-even
D. Purchase of plant and equipment
D. Disposal of property

44%
32%
24%

C. Sales variances
F. Receivables management

52%
48%

E. Short term decision making
C. KPIs
B. Beyond budgeting

48%
28%
24%
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SECTION 1
Task (a): Explain the difficulties associated with establishing a cost per app for the S-Pencil and the types of cost still to be
incurred for the app.
Trait
Difficulties
Level
Descriptor
Marks
No rewardable material
0
Level 1
Explains at least one difficulty of measuring the cost per S-Pencil
1-2
for the app, but this explanation may lack clarity. The explanation
makes little or no reference to the scenario
Level 2
Explains more than one difficulty associated with measuring the
3-5
cost per S-Pencil for the app, but this explanation may lack some
clarity. The explanation makes some reference to the scenario.
Level 3
Explains with clarity a range of difficulties of measuring the cost per
6-7
S-Pencil for the app. The explanation makes good reference to the
scenario.
Types of cost
Level
Descriptor
Marks
No rewardable material
0
Level 1
Explains at least one future cost associated with the app. The
1-2
explanation may demonstrate little understanding of the digital
aspects such as infrastructure and IT support. An answer at this
level may just explain testing and royalty costs.
Level 2
Explains at least two future costs associated with the app. The
3-4
explanation demonstrates some understanding of the digital
aspects such as infrastructure and IT support.
Level 3
Explains at least three future costs associated with the app. The
5-6
explanation clearly demonstrates understanding of the digital
aspects such as infrastructure and IT support.
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SECTION 1 (continued)
Task (b): Explain what the attached time series information means and how useful it is to enable us to predict sales
volumes for our new S-Pencil.
Trait
Trend and SV Level
Descriptor
Marks
No rewardable material
0
Level 1
Explains the trend and seasonal variation data with some technical
1-2
accuracy. Reasons for and implications of the trend and seasonal
variations may be missing.
Level 2
Explains the trend and seasonal variation data technically
3-5
accurately for the most part. Reasons for and implications of the
trend and seasonal variations are given, but these might not be
always relevant to the scenario and the products.
Level 3
Explains the trend and seasonal variation data with technical
6-7
accuracy. Reasons for and implications of the trend and seasonal
variations are given which are relevant to the scenario and the
products.
Usefulness
Level
Descriptor
Marks
No rewardable material
0
Level 1
Demonstrates some understanding of the usefulness of using time
1-2
series data to forecast sales in a general sense, but there is little
reference to the S-Pencil product.
Level 2
Demonstrates reasonable understanding of the usefulness of using
3-4
this time series data to forecast sales for the S-Pencil with some
consideration of the nature of this particular product and its market
compared to normal graphite pencils.
Level 3
Demonstrates understanding of the usefulness of using this time
5
series data to forecast sales for the S-Pencil with detailed
consideration of the nature of this particular product and its market
compared to normal graphite pencils.
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SECTION 2
Task (a): Explain Line A on the profit-volume chart and the information that this gives us based on the original budget.
Please also explain how the revised budget, represented by Line B, changes your analysis.
Trait
Line A
Level
Descriptor
Marks
No rewardable material
0
Level 1
Demonstrates some understanding of the multi-product break-even
1
chart. The answer makes some attempt to explain Line A and /or
identify the break-even point but lacks clarity. Margin of safety
unlikely to be commented on.
Level 2
Demonstrates reasonable understanding of the multi-product
2-3
break-even chart. The answer explains what Line A represents with
reference to the scenario and identifies the break-even point, but
sometimes lacks clarity. Margin of safety may not be commented
on.
Level 3
Demonstrates good understanding of the multi-product break-even
4
chart. The answer is comprehensive, clearly explains what Line A
represents with reference to the scenario and identifies the breakeven point. Margin of safety may not be commented on.
Line B
Level
Descriptor
Marks
No rewardable material
0
Level 1
Demonstrates some understanding of what Line B represents but
1-2
little reference is made to compare this to Line A. Explanation is
likely to be brief and lack clarity.
Level 2
Demonstrates reasonable understanding of what Line B represents
3-5
and makes some attempt to compare to Line A to establish the
impact of the differences in volume, selling price and fixed costs.
Explanation may lack clarity.
Level 3
Demonstrates clear understanding of what Line B represents and
6-7
makes a good attempt to compare to line A to establish the impact
of the differences in volume, selling price and fixed costs.
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SECTION 2 (continued)
Task (b): Explain how the expenditure associated with the new baking equipment will be initially recorded in our financial
statements and how we should depreciate the asset.
Trait
Initial
Level
Descriptor
Marks
recognition
No rewardable material
0
Level 1
Explains the recognition rules of IAS 16 but does not apply this to
1
the scenario.
Level 2
Explains the recognition rules of IAS 16 and applies these to
2-3
explain recognition of the baking equipment as a non-current asset
and/or how each type of expenditure will affect the amount
capitalised. There may be a lack of clarity in the explanation.
Level 3
Explains the recognition rules of IAS 16 and applies these to clearly
4
explain recognition of the baking equipment as a non-current asset
and how each type of expenditure will affect the amount
capitalised.
Trait
Depreciation
Level
Descriptor
Marks
No rewardable material
0
Level 1
Explains the principle of depreciating over the UEL of an asset but
1
does not apply this to the scenario.
Level 2
Explains the principle of depreciation and attempts to apply this to
2-3
the scenario. Explanation of splitting of the asset into component
parts may be missing.
Level 3
Explains the principle of depreciation and applies this to the
4
scenario to clearly and fully explain the splitting of the asset into
component parts.
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SECTION 2 (continued)
Task (c): Explain how the disposal of the warehouse building will affect both the tax charge for the year and our
statements for the year ended 31 December 2020.
Trait
Tax impact
Level
Descriptor
Marks
No rewardable material
Level 1
Demonstrates some understanding that this gives rise to a capital
gain. Little else is explained.
Level 2
Demonstrates reasonable understanding that this gives rise to a
capital gain and explains how this will be calculated and/or taxed.
Level 3
Demonstrates good understanding that this gives rise to a capital
gain and explains how this will be calculated and taxed.
Accounting
Level
Descriptor
Marks
impact
No rewardable material
Level 1
Demonstrates some understanding that this gives rise to a profit on
disposal. Little else is explained.
Level 2
Demonstrates reasonable understanding that this gives rise to a
profit on disposal and explains how this will be calculated and
reflected in the financial statements, although not all impacts may
be noted.
Level 3
Demonstrates good understanding that this gives rise to a profit on
disposal and fully explains how this will be calculated and reflected
in all of the financial statements, including the statement of cash
flows.
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SECTION 3
Task (a): Explain what the sales price, mix, quantity and volume variances mean and the reasons for their occurrence.
Please also comment on whether you think that Ben’s two actions have been successful, with reference to each of the
customer groups.
Trait
Sales price
Level
Descriptor
Marks
variance
No rewardable material
0
Level 1
Demonstrates some understanding of the sales price variances but
1
is unlikely to provide any reasons or the reasons are not valid.
Level 2
Demonstrates reasonable understanding of the sales price
2
variances and provides at least one reason for the variance which
is linked to the scenario.
Level 3
Demonstrates good understanding of the sales price variances and
3
provides reasons for the variance which are linked to the scenario.
Sales mix and Level
Descriptor
Marks
quantity
No rewardable material
0
variances
Level 1
Demonstrates some technical understanding of the mix and
1-2
quantity variances but is unlikely to provide any reasons or the
reasons are not valid.
Level 2
Demonstrates reasonable technical understanding of the sales mix
3-4
and quantity variances and provides at least one reason for the
variances which is linked to the scenario.
Level 3
Demonstrates good understanding of the sales mix and quantity
5-6
variances and provides reasons for the variance which are linked to
the scenario.
Overall
Level
Descriptor
Marks
No rewardable material
0
Level 1
Explains that overall there is a positive impact on profit but does not
1
link this to the different types of variances.
Level 2
Explains that overall the negative impact of the discounts given is
2-3
outweighed by both the change in mix and the increase in volume.
The explanation may lack some clarity.
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SECTION 3 (continued)
Level 3

Explains clearly and comprehensively overall the negative impact
4
of the discounts given is outweighed by both the change in mix and
the increase in volume. Identifies that overall the volume variance
for large retailer customers is adverse and the implications of this.
Task (b): How the profile of aged receivables has changed over the last three months, reasons for these changes and the
potential implication of these changes. Please also include two measures that we could take to manage these implications.
Trait
Profile
Level
Descriptor
Marks
No rewardable material
0
Level 1
Explains some aspects of how the aged receivables profile has
1-2
changed but there is little attempt to link this to the changes in
customer base. The implications for the business may not be
identified.
Level 2
Explains how the aged receivables profile has changed and
3-4
attempts to link this to the changes in customer base. The
implications of this for the business may not be identified.
Level 3
Explains comprehensively how the aged receivables profile has
5-6
changed and links this to the changes in customer base. The
implications for the business of this change in profile are identified.
Measures
Level
Descriptor
Marks
No rewardable material
0
Level 1
Explains at least one suggestion for how to manage the
1-2
implications of reduced cash flow and irrecoverable debts. The
explanation may lack clarity and is unlikely to consider that
cost/benefit analysis will be required.
Level 2
Explains at least one sensible suggestion for how to manage the
3-4
implications of reduced cash flow and irrecoverable debts. The
explanation may lack some clarity and might not consider that
cost/benefit analysis will be required.
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SECTION 3 (continued)
Level 3

Explains two sensible suggestions for how to manage the
implications of reduced cash flow and irrecoverable debts. The
explanation considers that cost/benefit analysis will be required.
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SECTION 4
Task (a): Explain how we could decide which supplier of IT administrative services to use under different attitudes to risk
using the data in the attached schedule and identify what the decisions would be using each attitude. Please also explain
the limitations of using this analysis for selecting the IT administrative services supplier.
Trait
The decision
Level
Descriptor
Marks
No rewardable material
0
Level 1
Explains how to make the decision using one of the risk attitude
1-2
approaches and identifies the correct decision for this approach.
Level 2
Explains how to make the decision using two of the risk attitude
3-4
approaches and identifies the correct decision for each of these
approaches.
Level 3
Explains how to make the decision using all three of the risk
5-6
attitude approaches and identifies the correct decision for each
approach.
Limitations
Level
Descriptor
Marks
No rewardable material
0
(Note this
Level 1
Explains at least one of the limitations (the subjectivity of the data,
1-2
relates to both
limitations with using EV and/or COV and ignores non-financial
a critique of
factors). The explanation may lack clarity.
the method
Level 2
Explains some of the limitations (the subjectivity of the data,
3-4
used and
limitations with using EV and/or COV and ignores non-financial
other factors
factors). The explanation may lack some clarity.
to be
Level 3
Explains a range of limitations that are well explained.
5-6
considered)
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SECTION 4 (continued)
Task (b): Suggest and justify three KPIs that we could introduce to measure the performance of the IT administrative
services provider for our S-Pencil app.
Trait
KPIs
Level
Descriptor
Marks
No rewardable material
0
Level 1
Identifies one or two KPIs which are relevant for measuring the
1-2
performance of the IT services supplier, but the explanation is
either missing or not clear.
Level 2
Identifies two or three KPIs which are relevant for measuring the
3-5
performance of the IT services supplier, but the explanation lacks
some clarity.
Level 3
Identifies three KPIs which are wholly appropriate for measuring
6-7
the performance of the IT services supplier which are well
explained.
Task (c) Explain what beyond budgeting is and how we might apply it.
Trait
Beyond
Level
Descriptor
Marks
Budgeting
No rewardable material
0
Level 1
Explains at least one of the key principles of beyond budgeting
1-2
(rolling budgets, expanded performance measures and
participation) and how this can be applied. The answer may lack
clarity and is unlikely to make reference to Lottie Graphite.
Level 2
Explains at least two of the key principles of beyond budgeting
3-4
(rolling budgets, expanded performance measures and
participation) and how this can be applied. The answer makes
some reference to Lottie Graphite.
Level 3
Explains clearly at least two of the key principles of beyond
5-6
budgeting (rolling budgets, expanded performance measures and
participation) and how this can be applied. The answer makes good
reference to Lottie Graphite.
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