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Absorption costing 

absorption bases, 128 

Accountabilities of senior managers, 12-13 

Accounting rate of return, 211-213 
Activity based budgeting (ABB), 20 

Activity based costing (ABC), 153 

background to, 153 

cost pools and cost drivers, 153 

service sector, 156 

Artificial intelligence (AI), 172 

Assessing quality, 246 

Asset turnover, 235 

Authority and responsibility, 14 

Average annual change, 273 

 

Balanced Scorecard, 254 

Basic standards 

implications, 85 

Budget  

accountant, 10 

centre, 16 
committee, 9 

cycle, 4 

holder, 16 

manual, 9 

preparation, 13 

timetables, 10 

 

Capital budget, 5 

Capital expenditure budget, 11,22 

Cash budget, 29, 33-35, 39, 48 

Cash flow budget, 22 

Closure of a business segment, 186 

Cloud accounting, 172 

Combination of limitations, 54 

Constraints, 51 

Contingency budgets, 21 

Control action, 71 

Controllability, 15 
Controllable costs, 16 

Cost centres, 15, 256 

Cost pools and cost drivers, 153 

Costing 

life cycle, 164 

target, 160 

Costs of quality, 248 

Creating budgets, 23 

 

Data 

external, 7 

internal, 6-7 

Data analytics, 172-173 

Decision making, 181 

life cycle costing, 165-166 

Decisions for services, 189-193 

Direct cost variances 
calculation, 92 

Direct labour efficiency variance, 97 

interpreting, 105 

Direct labour rate variance, 97 

interpreting, 105 

Direct material price variance, 93 

interpreting, 104 

Direct material usage variance, 94 

interpreting, 104 

Direct material variances, 92 

Discontinue service decision, 192-193 

Discounted cash flow (DCF), 204 

present value, 205 

Discounted payback period, 209 



 
 
 
 
 

Divisional performance, 257-260 

 

Economies of scale, 166, 226 

Effective budgeting, 12 

Ethical considerations, 253 

Expected value, 289-291 

 

Factors influencing forecasts, 54 

Feedback, 71 

Feedforward, 72 

Financial indicators 

adjusting to real terms, 287, 290 

Fixed and flexed budgets, 63 

Fixed budget, 5 

Fixed costs, 61,122 

absorption costing, 122 

marginal costing, 122 

Fixed overhead expenditure variance, 123, 127 

Fixed overhead variances 

absorption costing, 125 

marginal costing, 123 

Fixed overhead volume variance, 127, 128 

Fixed overheads, 122 

Flexed budget, 5 

Flexible budget, 63-65, 69, 74 

Functional budgets, 22 

Functional organisation and reporting, 14 

 graphical method, 201-202 

 

Ideal standards 

implications, 83 

Idle time variance, 100 

Impact of technology, 171-173 

Implications 

attainable standards, 85 

basic standard, 85 

ideal standard, 83 

Incremental budgeting, 18 

Index numbers, 284 

calculations, 286 

leading and lagging indicators, 285 

weightings of indices, 285 

Inflation, 284 

Internal rate of return (IRR), 210-211 

Interpreting variances, 86, 103 

direct labour efficiency variance, 105 

direct labour rate variance, 105 

direct material price variance, 104 

direct material usage variance, 104 

looking beyond the obvious, 106 

Inventory holding period, 239 

Inventory levels, 23 

Investment centre, 15, 256 

 

Key budget factor, 7 

 

Labour utilisation budget, 22, 27, 38 

Leading and lagging indicators, 285 

Learning effect, 226 

Least squares method, 278 

Life cycle costing, 164 

decision making, 165 

discounted cash flow, 169 

Limited finance, 51 

Limited labour, 53 

Limited materials, 51-52 

Limited production capacity, 53 

Limiting factor decisions, 193 

Limiting factors and buy-in decisions, 198-200 

Limiting factors, 7, 8 

Line of best fit, 277 

Linear programming, 200-204 

Linear regression, 277 

 

Machine utilisation, 29 

Make or buy decisions, 183 

Management action, 71 

Marginal costing 

closure of a business segment, 186 

limiting factor decision-making, 193 

make or buy decisions, 183 

Master budget, 22 

Materials purchase budget, 22, 25 

Materials usage budget, 21, 25, 38 



 
 
 
 
 

Moving averages, 281 

 

Non-financial indicators, 250 

Non-profit making organisations 

performance measurement, 252 

 

Objectives, 6 

Operating budget, 5 

Operational budget, 11 

Opportunity cost, 182, 195 

Overtime working calculations, 28 

 

Participation, 13 

Payables’ Payment Period, 239 

Payback period, 208-209 

Penetration pricing, 56 

Performance 

measuring, 227 

Performance indicators, 225 

Performance measurement 

effects on behaviour, 253 

non-profit making organisations, 252 

qualitative data, 251 

service organisations, 251 

Present value, 204 

Price skimming, 55 

Principal budget factor, 7 

Priority based budgeting, 20 

Probability and expected value, 289-291 

Probability distribution, 290 

Product choice 

limited resources, 194 

Product life cycle, 55-56 

Production budget, 21, 24 

Profit centre, 15, 256 

Purposes of budgets, 3 

 

Qualitative data, 227, 251 

Qualitative measures, 227 

Quality, 246-249 

appraisal costs, 248 

costs of, 248 

external failure costs, 248 

internal failure costs, 248 

prevention costs, 248 

total quality management (TQM), 247 

 

Ratio analysis, 229 

limitations, 246 

Ratios 

asset turnover, 235 

current assets and liabilities, 238 

inventory holding period, 239 

payables’ payment period, 239 

profitability, 230 

receivable collection, 238 

return on capital employed (ROCE), 233 

the whole picture, 240 

Receivable collection, 238 

relevant costs, 181 

Relevant costs, 181 

Residual income, 258-259 

Responsibility accounting, 14 

Responsibility centres 

budget centres, 16 

cost centres, 15 

investment centres, 14, 256 

profit centres, 15, 256 

Return on capital employed (ROCE), 233 

Return on investment, 257-258 

Revising a budget, 58 

Rolling budgets, 21, 58 

 

Sales budget, 21, 23 

Sales price variance, 140 

Sales variances, 139-143 

Sales volume variance, 141-142 

Seasonal variations, 278 

Sensitivity analysis, 292 

Service organisations 

performance measurement, 251 

 simultaneous equations method, 203 

Sources of data, 6 



 
 
 
 
 

Standard 

attainable, 85 

basic, 83, 85 

ideal, 82, 84 

setting, 82 

Standard cost card, 91 

Standard costing 

absorption costing, 89 

advantages, 81 

direct labour efficiency variance, 97 

direct labour rate variance, 97 

direct labour variances, 96 

direct material price variance, 93 

direct material usage variance, 94 

direct material variances, 92 

idle time variance, 100 

marginal costing, 89 

total direct labour variance, 96 

total direct material variance, 92 

Standard costing, 81 

Standard direct labour costs, 90 

Standard direct material costs, 90 

Standard setting, 82 

Stepped costs (or stepped-fixed costs), 60 

Strategy, 6 

Supply or buy-in services decisions, 189-192 

 

Target costing, 160 

advantages, 161 

value engineering, 158 

 

Time series analysis, 273 

average annual change, 273 

formula, 275 

graph, 274 

moving averages, 281 

seasonal variations, 278 

Total direct labour variance, 96 

Total direct material variance, 92 

Total quality management (TQM), 247 

benefits, 248 

Transfer pricing, 259-260 

Types of budget, 5 

 

Uncertainty, 57 

 

Value analysis, 158 

advantages, 159 

Value engineering, 158 

advantages, 159 

target costing, 163 

Variable overhead efficiency variance, 120 

Variable overhead expenditure variance, 120 

Variance, 63 

direct material, 68 

Variances 

causes, 102 

Visualisation, 173 

 

Weightings of indices, 285 

 

Zero based budgeting (ZBB), 19 

 
 


