Topic A09: Cost Accounting for Decision-making                          Topic Overview P.1

Learning Objective:

To apply costing concepts and techniques for decision-making under business environment.
Overview of Contents:

Lesson 1
Prepare Marginal Costing Statements to Make Drop Out Decisions of a Product

Lesson 2
Distinguish Sunk Costs from Future Costs for Decision Making in Selling an Additional Product Line
Lesson 3

Apply the Concept of Opportunity Costs for a Selling Decision
Resources:

· Topic Overview, Teaching Plan and Answers to Student Worksheet
· PowerPoint Presentation

· Student Worksheet
Suggested Activities:
· Group Discussion

· Matching

· Case Study

	Topic Overview

	Topic
	BAFS Elective Part – Accounting Module – Cost Accounting
A09: Cost Accounting for Decision Making –Application of Costing Concepts and Techniques in Decision Making

	Level
	S5 / S6

	Duration
	3 lessons (40 minutes per lesson) 


	Lesson 1

	Theme
	Prepare Marginal Costing Statement to Make Drop Out Decision of a Product

	Duration
	40 minutes


Expected Learning Outcomes:

Upon completion of this lesson, students will be able to:

1.
Define and classify expenses into variable cost, specific fixed cost and general fixed cost; 

2.
Identify variable and specific fixed costs, which are relevant for a product drop out decision and general fixed costs, which are irrelevant for such decisions; and

3.
Prepare marginal costing statement to determine if a particular product should be eliminated by the business.

Teaching Sequence and Time Allocation:

	Activities
	Reference
	Time

Allocation

	Part I: Introduction

	· Teacher starts the lesson by asking and recalling students’ understanding on marginal costing and types of cost of a manufacturing business under marginal costing system.
· Under marginal costing, the calculation of net profit of a business is gone through. 
· Teacher shows students that for manufacturing businesses, costs can be classified into variable costs and fixed costs under marginal costing. 

	PPT #1-3
	5 minutes

	Part II: Content

	· Teacher explains the meaning of variable costs, specific fixed costs and general fixed costs.

· Case Study – The Lunar New Year Stall

· The class plans to sell three products (Models A, B and C) in the Lunar New Year Fair. However, the Draft Income Statement shows that Model B produces a net loss of $6,600.  The theme of this case study is to see whether the class can earn more profit (original $4,200) if it does not sell Model B.
· This product drop out decision can be made if the income statement is prepared by using marginal costing concepts. In order to alert and guide students to prepare a revised income statement, brain-storming discussions are designed in Activities 1 and 2 while preparation of the said statement in Activity 3.
	PPT#4-5

PPT#6

Student

Worksheet

pp.1-2


	8 minutes



	· Activity 1 - Discussion
· Students are asked to think whether each cost item of Model B can be eliminated if this model is dropped. 
· Aim of this activity is to alert students that some costs can change when the number of units change while some costs cannot be reduced even when the number of units reduces to zero.
	PPT#7-8

Student

Worksheet

p.3


	6 minutes



	· Activity 2 - Discussion
· Teacher reminds students about the calculation of net profit under marginal costing.
· Two formats of income statements under marginal costing are provided and students are required to identify the correct one to facilitate the drop out decision of Model B.
	PPT #9-11

Student

Worksheet

pp.4-5


	6 minutes



	· Activity 3 - Preparation of Income Statement to facilitate Drop Out Decision of Model B of the Lunar New Year Stall Case
· Students are required to classify all costs inside the Draft Income Statement into variable cost, specific fixed cost and general fixed cost in Task 1 and then prepare a revised income statement with recommendation in Task 2.
	PPT #12-15

Student

Worksheet

pp.6-7


	13 minutes



	Part III: Conclusion

	· Teacher concludes the lesson by explaining:

· Variable and specific fixed costs are relevant for the drop out decision because they will change as a result of the decision.
· General fixed costs are irrelevant for the drop out decision because they remain unchanged by the decision.
	PPT#16
	2 minutes


	Lesson 2

	Theme
	Distinguish Sunk Costs from Future Costs in Decision Making in Selling an Additional Product

	Duration
	40 minutes


Expected Learning Outcomes:

Upon completion of this lesson, students will be able to:

1. Classify costs into future costs, incremental costs and sunk costs; and
2. Apply future costs and incremental costs in decision making when selling an additional product.
Teaching Sequence and Time Allocation:

	Activities
	Reference
	Time

Allocation

	Part I: Introduction

	· Teacher starts the lesson by asking students to offer some examples of variable costs, specific fixed costs and general fixed costs learnt from last lesson.
	PPT #17-19
	5 minutes

	Part II: Content

	· Teacher explains the meaning of future costs and sunk costs. Teacher tells students that only future costs are relevant to decision making.
· Case Study
· Students are divided into groups of four or five.  They read a case of an additional product, Model D, to be sold in a Lunar New Year Stall. The case study theme to determine whether or not sales of Model D will earn a profit. It is important that only costs which are relevant to this decision are taken into account.
· Activity 4 – Costs of Materials of Model D
Students are requested to distinguish between future costs from sunk costs of materials to be used for making Model D. Teacher reminds students that only future costs are relevant to the sales decision of the product.
· Teacher checks the results with students
	PPT#20-21

PPT#22

PPT#23

Student
Worksheet

pp.8-9

PPT #24-25
	5 minutes

8 minutes



	· Teacher explains the meaning of incremental costs and explains that they are relevant to decision making.

· Activity 5 - Additional charges of general fixed costs arising from the sales of Model D
· Students are asked to identify incremental costs of two general fixed expenses because they are relevant to the decision making of selling Model D.
· Teacher checks the results with students
	PPT #26-27

PPT #28

Student Worksheet pp.10-11

PPT#29
	3 minutes

8 minutes



	· Activity 6 - Selling of Model D in Lunar New Year Fair
· Students are asked to advise whether Model D should be sold in Lunar New Year Fair by preparing an income statement. They are reminded that only costs that are relevant to the sales decision are included in the statement.
· Teacher checks the results with students
	PPT#30

Student Worksheet pp.12

PPT #31
	8 minutes

	Part III: Conclusion

	· Teacher concludes the lesson that future costs and incremental costs are relevant to decision making whereas sunk costs are irrelevant to decision making.
	PPT #32
	3 minutes


	Lesson 3

	Theme
	Apply the Concept of Opportunity Costs for a Selling Decision

	Duration
	40 minutes


Expected Learning Outcomes:

Upon completion of this lesson, students will be able to:

1. Identify opportunity costs; and
2. Apply the concept of opportunity cost in a selling decision.
Teaching Sequence and Time Allocation:

	Activities
	Reference
	Time

Allocation

	Part I: Introduction

	· Teacher starts the lesson by revisiting the concept that incremental costs are relevant to decision making.
	PPT #33-35
	5 minutes

	Part II: Content

	· Teacher explains the meaning of opportunity costs and tells students that they are relevant to decision making.

· Activity 7 – Identify the Opportunity Costs
· Students are divided into groups of four or five.  They are required to read a case of a summer sales to be organised by Student Union. They are requested to identify opportunity costs of two sales items, namely folders and pencil cases, in order to fix their selling price.
· Teacher checks the results with students.
	PPT #36
PPT #37
Student

Worksheet

pp.13-14
PPT #38
	5 minutes

8 minutes



	· Activity 8 - Soft toys to be sold in Summer Clearance Sales?
· Students are asked to identify the opportunity costs for another sales decision. In this case, Student Union has to determine whether or not to sell soft toys at summer sales.
· Teacher checks the results with students
	PPT #39

Student
Worksheet

pp.15

PPT #40-41
	8 minutes



	· Teacher tells students that opportunity costs and incremental costs are relevant to decision making. 
· Activity 9 - Discussion
· Students are requested to prepare an income statement to see whether any loss will arise from paying salaries to Student Union members in summer sales. Students are reminded that both opportunity costs and incremental costs that are relevant to the decision should be included in the statement. 
· Teacher checks the results with students
	PPT #42

PPT #43

Student
Worksheet

p.16

PPT #44
	3 minutes

8 minutes

	Part III: Conclusion

	· Teacher concludes the lesson that as incremental costs and opportunity costs are changed by a decision, they are relevant to decision making.
	PPT #45-46

	3 minutes


	Answer to Student Worksheet



Activity 3: Preparation of Marginal Costing Statement to facilitate Drop Out Decision of Model B of the Lunar New Year Fair Case

	Revise Income Statement

	
	Model A
(2,000

units)
	
	Model B
(1,000

units)
	
	Model C
(700

units)
	
	Total

	
	$
	
	$
	
	$
	
	$

	Sales
	40,000
	
	30,000
	
	35,000
	
	

	
	
	
	
	
	
	
	

	Less: Variable Cost
	
	
	
	
	
	
	

	Purchase cost
	17,000
	
	--
	
	--
	
	

	Materials
	--
	
	26,000
	
	18,200
	
	

	Royalty charge 
	5,000
	
	--
	
	--
	
	

	Contribution
	18,000
	
	4,000
	
	16,800
	
	

	Less: Specific Fixed Cost
	
	
	
	
	
	
	

	One set of special tools 
	--
	
	1,000
	
	--
	
	

	Hire charge of a special equipment
	--
	
	--
	
	4,800
	
	

	Contribution after Specific Fixed Cost
	18,000
	
	3,000
	
	12,000
	
	33,000

	Less: General Fixed Costs
	
	
	
	
	
	
	

	Materials for fixing and decorating the stall
	
	
	
	
	
	
	3,000

	Transportation expense
	
	
	
	
	
	
	4,800

	Rental of the stall
	
	
	
	
	
	
	21,000

	Net Profit / (Loss)
	
	
	
	
	
	
	4,200


	Answer to Student Worksheet


Activity 6
	
	
	Model D

	
	
	$

	Sales
	
	22,500

	
	
	

	Less: costs
	
	

	
-Material X
	0
	

	
-Material Y
	23,000
	

	
-Incremental costs on decoration materials
	1,000
	

	
-Incremental costs on transportation expenses
	
0
	24,000

	Net Loss
	
	1,500


	Answer to Student Worksheet


Activity 9 

	Relevant costs

1. Opportunity costs
	$

	- Folders
	2,000

	- Pencil cases
	3,500

	- Soft toys
	8,000

	
	

	2. Incremental costs of salaries to be paid to  the five members
	1,500

	Relevant costs
	15,000

	
	

	Less: Sales revenue 
	16,000

	Profit 
	1,000
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