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Global contact details
continued from page 41.
■ India liaison office
11/12 Himalaya House
79 Palton Road
Mumbai 400 001
E: swati.ghangurde@
cimaglobal.com
T: +91 (0)22 2265 4343
F: +91 (0)22 2270 4195
■ Malaysia Division
123 Jalan SS6/12
Kelana Jaya Urban Centre
47301 Petaling Jaya
Selangor Darul Ehsan
E: kualalumpur@
cimaglobal.com
T: +60 (0)3 7803 5531/
5536
F: +60 (0)3 7803 9404
■ Republic of
Ireland Division
44 Upper Mount Street
Dublin 2
E: dublin@
cimaglobal.com
T: +353 (0)1 676 1721
F: +353 (0)1 676 1796
■ Singapore office
54-A South Bridge Road
Singapore 058685
E: singapore@
cimaglobal.com
T: +65 6535 6822
F: +65 6534 3992
■ South Africa Division
Postal: PO Box 745
Northlands 2116
Physical: Second Floor
Thrupps Centre
204 Oxford Road
Illovo
E: johannesburg@
cimaglobal.com
T: +27 (0)11 268 2555
F: +27 (0)11 268 2556
■ Sri Lanka Division
356 Elvitigala Mawatha
Colombo 05
E: colombo@
cimaglobal.com
T: + 94 (0)11 250 3880
F: + 94 (0)11 250 3881
■ CIMA Zambia
Box 30640
Lusaka, Zambia
E: lusaka@
cimaglobal.com
T: +260 1290 219
F: +260 1290 548
■ CIMA Zimbabwe
PO Box 3831
Harare, Zimbabwe
E: harare@
cimaglobal.com
T: +263 (0)4 250475
F: +263 (0)4 708600/
720379

Management Accounting
Fundamentals
(Also applicable to paper P1.) Break-even and variance analysis techniques can be
used in any case where a standard unit cost and selling price can be determined.

You and your fellow CIMA students
have been working so hard that
you have decided to arrange a
trip to the seaside to enjoy
some well-deserved rest and
relaxation. The thought of a
day off work, with
champagne on the beach
followed by a stroll along the
promenade and a few amusement
rides on the pier seems very
appealing when you’re studying every
evening after a long day at work, as well as most of
the weekend.
The plan is for everyone to travel to the seaside on a coach,
gather on the beach for champagne, disperse to enjoy the day
and return in the evening to catch the coach home. You have
produced some detailed costings for the event, from which
you hope to earn a small profit to donate to a local
charity. At worst, you want to break even.
Your uncle has offered to let you use one of
his 20-seater coaches at a cost
of £175, including fuel and a
driver. But he has
asked that you
should clean the
interior of the
vehicle before
returning it. There
will be no need to clean
the exterior. Your
younger brother is willing to do this
job after the trip. He will charge £6 per
hour and you estimate that the task will
take him four minutes for each seat
occupied. The only other cost associated
with the coach will be the parking fee: you
have booked a space in the coach park at a
cost of £20.
Now you have to think about the cost of the
champagne. You can obtain as many bottles as
you require on a “use or return” basis from the
local supermarket at a special price of £9 per

bottle. You estimate that you will need an average of one
bottle for each person, which should make some
allowance for spillages. You also decide to include
the cost of hiring deckchairs for the day:
60 pence per chair.
In order to add everything up,
you simply need to summarise
all your costings and work
out whether you will
make a profit. You
estimate that 18 people
will want to join the trip,
paying a price of £25
each. You are delighted with
the results of your
calculations, because you
conclude that this number of people will provide
a sufficiently wide margin of safety and a profit
of £75 for the day.
Did it all go as planned? The day went
smoothly and a good time was had by all. But
not all the costs and revenues worked out as you
had calculated. The sale of the tickets got off to a
slow start, so to drum up more custom you had
to reduce the ticket price for everybody to £22.
This reduction had the desired effect and you
ended up with a full coach of 20 passengers.
You paid your uncle the agreed £175, but you
managed to save some money on the deckchair hire
and the parking fee. Both these prices had been
based on the cost of a weekend trip. Because you
went on a weekday, the parking cost only £15 and
the deckchair hire was only 50 pence
per chair for 20 chairs.
You ended up paying for 22 bottles
of champagne, but you managed to
buy them at a discounted price of
£8.80 each.
The cleaning of the coach
caused a few problems. Some of
your friends decided to eat candy floss on
the way home and the result was a
dreadful sticky mess. Your brother demanded an
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increased rate of £6.20 an hour for this unpleasant task and he
took two hours to clean the coach.
Did you make a profit? Yes, but less than you’d expected.
The ticket income was 20 x £22 = £440. The
total cost came to £175 (coach) + £12.40
(cleaning) + £193.60 (champagne) + £15
(parking) + £10 (deckchairs) = £406. The
difference of £34 you donated to charity.
You’re probably familiar with calculating
variances for manufacturing and selling
tangible products, so let’s see how we can
apply the same methods to analyse the
variances that occurred on the day out.
In this analysis we will apply standard
marginal costing techniques. First, let’s
consider the champagne. We can treat

The cleaning of the coach caused
a few problems. Some of your
friends decided to eat candy
floss on the way home and the
result was a dreadful sticky
mess. Your brother demanded
an increased rate of £6.20 an
hour for this unpleasant task
this in the same way that we would treat direct materials in a
manufacturing situation. Instead of a material price variance, we
can calculate a champagne price variance. Instead of a material
usage variance, we can calculate a champagne usage variance.
Champagne price variance: 22 bottles at the standard cost of
£9 should have cost £198, but the actual cost was
£193.60. The champagne price variance was, therefore,
£4.40 favourable.
Champagne usage variance: 20 passengers should
have consumed 20 bottles but they actually drank 22
bottles. The champagne usage variance was,
therefore, two bottles x £9 standard = £18 adverse.
Now let’s consider the cleaning labour cost.
We can calculate a rate variance and an efficiency
variance in the same way that you have learned in
your studies.
Cleaning labour rate variance: two hours of
cleaning labour at the standard cost of £6 should have
cost £12, but the actual cost was £12.40. The cleaning
labour rate variance was, therefore, £0.40 adverse.
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Cleaning labour efficiency variance: cleaning 20
passenger seats at the standard rate of four minutes
per seat should have taken 80 minutes, but the
actual time taken was 120 minutes. The labour
efficiency variance was, therefore, 40 minutes x
(£6 ÷ 60 minutes) = £4 adverse.
Let’s move on to the cost of hiring deckchairs.
Because this varies in proportion to the
number of passengers, we can treat it as
a variable overhead cost and calculate a
variable overhead total variance.
At the standard cost of 60 pence per
deckchair, it should have cost £12 to hire out
20 deckchairs, but the actual cost was £10.
The variable overhead total variance was, therefore,
£2 favourable.
The last cost to consider is that of the fixed
overhead. The coach hire and the parking are both
fixed costs, because they are not affected by the
number of passengers (within the relevant range –
ie, up to 20 passengers). There was no variance on
the cost of hiring the coach, but we do have a
variance on the parking cost: £20 budget – £15
actual = £5 favourable fixed overhead
expenditure variance.
Now we need to think about the sales contribution
variance. To calculate this, we need to determine the standard
variable cost and standard contribution per passenger, which
are £10 and £15 respectively (see solution 1 on the next page
for the detailed calculation). We can then calculate the variance
as follows:
Actual ticket income
£440
Standard variable cost of 20 passengers (x £10)
£200
Actual contribution of passengers based on standard costs £240
Budgeted contribution of passengers (18 x £15)
£270
Total sales contribution variance
£30 adverse
Now you have seen how the variances that you have learned
in your studies of the Management Accounting Fundamentals
syllabus can be applied to analyse the reasons why the
financial side of a day trip to the seaside didn’t work out as
planned. So don’t be thrown if an assessment question asks you
to calculate variances in an unusual scenario that you haven’t
experienced before.
For a final test of your understanding, see if you can produce
a reconciliation statement as follows:
1 Check your calculations by using the ticket price and cost
information to determine the forecast profit, the break-even
point and the margin of safety, stating the last two in terms
of the number of passengers.
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2 (This type of calculation is needed only if you are studying for
paper P1, Management Accounting – Performance Evaluation.)
Sales volume contribution variance
= extra passengers x standard contribution per passenger
= 2 passengers x £15 per passenger = £30 favourable
Sales price variance
20 tickets should have sold for £500 but actually sold for £440
= £60 adverse
Check
£30 favourable + £60 adverse = £30 adverse
= total sales contribution variance
3 Statement reconciling budgeted profit with actual profit
£
£
Budgeted profit
75.00
Total sales contribution variance
(30.00)
Cost variances:
Champagne price variance
4.40
Champagne usage variance
(18.00)
(13.60)
Cleaning labour rate variance
(0.40)
Cleaning labour efficiency variance
(4.00)
(4.40)
Variable overhead total variance
2.00
Fixed overhead total variance
5.00
Actual profit achieved
34.00

Wish
you were
2 If you’re studying for managerial level paper P1,
Management Accounting – Performance Evaluation, you
should be able to analyse the total sales contribution
variance into its component parts: the sales price variance
and the sales volume contribution variance.
3 Use the calculated variances to produce a statement that
reconciles the budgeted profit of £75 for the day with the
actual profit of £34.

Note that the variances in brackets are adverse. FM
The solutions are as follows:
1 Standard variable cost per passenger
Cleaning £6 per hour x (4 minutes ÷ 60 minutes)
Champagne
Deckchair hire
Total variable cost
Contribution per passenger

£
0.40
9.00
0.60
10.00

£25 – £10 = £15

Fixed costs
Coach hire
Parking
Total fixed cost

£
175
20
195

Forecast profit

(18 x £15) – £195 = £75

Break-even point = fixed costs ÷ contribution per head
= £195 ÷ £15 per head = 13 passengers
Margin of safety = forecast passengers – break-even point
= 18 – 13 = 5 passengers
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Janet Walker is the author of the official CIMA Management
Accounting Fundamentals Study System.

C1 Recommended reading
J Walker, Management Accounting Fundamentals
Study System, fifth edition, CIMA Publishing, 2004.
C Drury, Costing: An Introduction, fourth edition,
International Thomson Business Press, 1998.
R Jenkins, Cost Accounting, Financial Training, 1986.
T Lucey, Costing (except chapter 22), fifth edition,
Letts Educational,1996.
D Wright, A Practical Foundation in Costing,
Routledge, 1994.
Visit www.cimaglobal.com/cps/rde/xchg/
SID-0AAAC564-4A4D5BD7/live/root.xsl/1379.htm
to view complete reading lists for all papers.

