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Operational level integrated case study – Examiner’s report May 2015 exam session 

This document should be read in conjunction with the examiner’s suggested answers and marking guidance. 

General comments 

This was the second sitting of the Operational level case study examination. Each of the five variants deployed assessed the core competencies 

of technical, business, people and leadership skills in the proportions shown in the syllabus document. Each variant proved to be very similar in 

terms of their overall difficulty, as demonstrated by the scores achieved.  

There was a broad range of performance on each of the five variants, with some excellent answers as well as a number of poor or partially 

incomplete answers. It was pleasing to see that overall there appeared to be less very poor answers than the previous sitting of the Operational 

level case study examination in February. As expected, most answers were in the mid-range. 

On the whole, candidates appeared to be prepared for the fact that each section of the variant had its own time element, with the vast majority 

of candidates completing answers for each section. There was little evidence of time pressure, it appeared that incomplete answers were the 

result of a lack of knowledge.   

It was encouraging to see some good attempts at applying knowledge to the scenario of Batton Bicycles. On the whole application to the 

scenario was slightly improved from the first sitting of the Operational level case study, which is encouraging. Candidates who were able to link 

the scenario into their answers generally scored well and answers which simply reproduced knowledge without application to the specific 

situation of Batton Bicycles scored few marks. 

Overall, the competency which was demonstrated the most was business skills, closely followed by people skills. Demonstration of technical 

skills was mixed, although has improved from last time.  

There were three marks available for integration of knowledge within each variant. Candidates who commented around a subject area and 

brought in other relevant information from other subject areas or syllabi were awarded these marks. 
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Variant 1 

 

 Designed to test ability to: Competency being 
tested: 

Syllabus learning outcome: 

Section 1 Explain the information to be included in a variance 
report and analyse reported variances. 

Technical skills P1 – discuss costing methods and their results 

Section 2 Advise on the effectiveness of the existing 
overhead absorption rate. 

Business skills P1 - discuss costing methods and their results 

Explain how an activity based costing system can 
improve cost control. 

Technical skills P1 - discuss costing methods and their results 

Section 3 Explain the factors to be considered in pricing a 
new product. 

Business skills 
Technical skills 
 

E1 – demonstrate the purpose of the marketing 
function and its relationship with other parts of 
the organisation 
P1 – explain concepts of cost and revenue 
relevant to pricing and product decisions 
 

Advise on the appropriateness of digital marketing 
for a new product. 

People skills E1 – apply tools and techniques to formulate the 
organisation’s marketing strategies, including the 
collection, analysis and application of Big Data 

Section 4 Explain how to account for a refund of rent, the 
implication of acquiring a new factory on 
depreciation and the impact of future revaluations 
on the financial statements.   

Technical skills F1 – produce the primary financial statements of 
an individual entity incorporating accounting 
transactions and adjustments, in accordance with 
relevant international financial reporting 
standards, in an ethical manner 

Advise on the release of funds from management 
of cash flows. 

Leadership skills F1 – evaluate the working capital position of an 
entity and analyse the short term cash position of 
an entity  
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Rationale 

The central theme for variant 1 was the launch of a new folding bicycle and the impact of this on the business. The topic areas tested were 

variance reporting and analysis, absorption costing and activity based costing, product pricing, digital marketing, financial reporting in respect of 

tangible non-current assets and cash flow management. 

Comments on performance 

The analysis of the variances given in Section 1 was generally well answered, with the majority of candidates being able to suggest sensible 

causes for the variances given to them. Most were also able to discuss the possible interactions between the variances and this is clearly a topic 

area where candidates are comfortable. However, explaining how the report should be set out was not well answered. Very few candidates 

identified the need to flex the budget and many answers were very brief. It is important that candidates are able to comment on how 

information presented to them could be improved, as this demonstrates application of their knowledge.   

In Section 2 a minority of candidates did correctly conclude that the basis of the existing overhead absorption rate was suitable given the 

homogeneous nature of the products, but that there were potential flaws with the way that the rate had been measured. However, many 

candidates focused only on the rates unsuitability. Candidates must note that when asked about the suitability of something that it is just as 

likely to be suitable as unsuitable; answers need to be balanced. The element of this section relating to activity based costing (ABC) was 

reasonably well answered. Most candidates demonstrated a good understanding of ABC and many made sensible comments regarding its 

application to the paint process. Candidates who simply discussed ABC in general terms did not score many marks. 

In Section 3 many candidates were able to discuss issues around margins and potential brand issues in a general sense, but few adequately 

focused this towards the potential customer. In the second part of this section most candidates showed a good knowledge of digital marketing, 

but few were able to apply to this the specific scenario. 

Answers in Section 4 were surprisingly poor on the whole. Accounting for tangible non-current assets is a core element of F1, however candidate 

answers here were generally superficial. Candidates who stated how the accounting rules would apply to this transaction and affect the financial 

statements scored well. Many candidates failed to consider working capital management measures as a means of generating one off cash flow 

for the business. Clearly cash management and working capital management are linked and wherever cash flow management features in a case, 

candidates should always consider how changing working capital practices could affect the cash flow.  
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Variant 2 

 

 Designed to test ability to: Competency being 
tested: 

Syllabus learning outcome: 

Section 1 Discuss the treatment of overhead costs in 
respect of a pricing decision for a new product, 
where production of the product is outsourced. 

Technical skills P1 – discuss costing methods and their results 
P1 – explain concepts of cost and revenue 
relevant to pricing and product decisions 

Section 2 Explain the concept of Big Data and whether it 
might be useful for the marketing of all 
products. 

Leadership skills 
Business skills  
 

E1 - apply tools and techniques to formulate the 
organisation’s marketing strategies, including 
the collection, analysis and application of Big 
Data 

Explain and interpret a schedule showing 
expected values and standard deviations for two 
marketing options. 

Technical skills 
Business skills 

P1 – analyse information to assess risk and its 
impact on short-term decisions 

Section 3 Discuss the impact of taking early delivery of 
inventory on future cash flows and measures to 
mitigate any negative cash flow impacts. 

Technical skills F1 –analyse the short term cash position of an 
entity and evaluate the working capital position 
of an entity 

Section 4 Discuss the organisational factors arising from 
either outsourcing production overseas or 
setting up an operation overseas 

People skills E1 – discuss the different types of structure that 
an organization may adopt 

Discuss the contents of a Service Level 
Agreement with an outsource partner and 
benefits of such an agreement. 

People skills 
Business skills 

E1 – demonstrate the purpose of the operations 
function and its relationships with other parts of 
the organization 

Discuss the factors to be considered to decide 
whether a 50% investment is a subsidiary and 
how a subsidiary would affect the financial 
statements.  

Technical skills F1 –produce the consolidated statement of 
financial position and the consolidated 
statement of comprehensive income in 
accordance with relevant international financial 
reporting standards, in an ethical manner. 

 

 

Rationale 
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The central theme for variant 2 was the launch of a cheaper, mass produced bicycle, with production initially outsourced. The topic areas tested 

were the treatment of overhead costs when determining a selling price, the use of Big Data in marketing, the use of expected values and 

standard deviations in a short term decision, working capital issues, outsourcing and the determination of a subsidiary. 

Comments on performance 

In Section 1, many candidates focused solely on the relevant costing issues, rather than consider the wider issues in respect of the margin that 

was being generated. Whilst discussions on relevant costing principles were valid and scored marks, to gain a good mark candidates needed to 

identify that many of the items identified as annual costs were indeed not annual (for example, the equipment and tooling). Integration marks 

were given here for discussion of depreciation, amortisation and financial reporting issues. Some candidates scored very well here although the 

majority were in the mid-range. 

In Section 2, a number of candidates were unable to explain what Big Data is and as a result scored very poorly on this part of the section. Even 

where knowledge of Big Data was demonstrated candidates generally were not able to apply this to the specific scenario of a high quality bicycle 

manufacturer. The second element of this section was on the whole better answered, although many candidates did not adequately apply their 

knowledge of expected values in terms of its meaning for the decision and its limitations.  

As with variant 1, Section 3 on cash flows and the management of working capital was generally not well answered. This topic area is a 

significant part of the F1 syllabus and lends itself to this the real life style of the cash study examination. Candidates must be prepared to suggest 

ways in which the negative cash flow impact certain actions (in this case having to pay for goods earlier than expected) can be mitigated by 

either managing the cash flows (for example, delaying capital expenditures or  dividend) or managing working capital. Clearly answers must be 

applied to the scenario. 

Section 4 was reasonably well answered on the whole, which is encouraging. Candidates would appear to be well prepared for discussions about 

outsourcing, although in this instance many did focus on the general advantages and disadvantages of outsourcing compared to production in-

house rather than on the fact that this was a comparison of outsourcing against operating a production facility in the same country. Clearly 

issues surrounding cheaper labour costs were not relevant here. The element relating to the service level agreement was answered well. In the 

last element of this section, most candidates scored well on the impact of a subsidiary on the financial statements, but many failed to address 

the key issue of power to control operations in identifying the investment as a subsidiary. Only a small number of candidates questioned how 

the other 50% of the share capital was owned. 
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Variant 3 

 

 Designed to test ability to: Competency being 
tested: 

Syllabus learning outcome: 

Section 1 Discuss the costing implications of producing for 
work in progress inventory. 

Technical skills P1 – explain concepts of cost and revenue 
relevant to pricing and product decisions and 
analyse short term pricing and product decisions 

Explain the working capital and cash flow 
implications of producing for work in progress 
inventory. 

Technical skills F1 - analyse the short term cash position of an 
entity and evaluate the working capital position 
of an entity 

Section 2 Explain the concept of the strategic supply 
wheel and how it could assist the business. 

Leadership skills 
Technical skills 

E1 – demonstrate the purpose of the operations 
function and its relationship with other parts of 
the organization 

Describe the issues to consider in respect of 
staff retention. 

People skills E1 – apply the tools and techniques of HRM. 

Section 3 Explain the importance of brand image. Business skills E1 - apply tools and techniques to formulate the 
organisation’s marketing strategies, including 
the collection, analysis and application of Big 
Data. 

Explain why brand value cannot be included in 
the statement of financial position. 

Technical skills F1 -produce the primary financial statements of 
an individual entity incorporating accounting 
transactions and adjustments, in accordance 
with the relevant international financial 
reporting standards, in an ethical manner 

Section 4 Explain and analyse a schedule of maximax, 
maximin and minimax regret information in 
order to make a decision about the level of 
marketing spend.  

Technical skills 
Business skills 

P1 – analyse information to assess risk and its 
impact on short-term decisions 
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Rationale 

The central theme for variant 3 was a supply issue leading to working capital, staff retention and brand image issues. The topic areas tested were 

short term decision making, working capital management, supply chain management, the importance of brand value, brand accounting, staff 

motivation and retention and dealing with risk in short term decisions. 

Comments on performance 

Section 1 was the least well answered section in this variant. Very few candidates identified that the central concept was that by keeping 

production going and building inventory, the business was generating an asset and in effect deferring costs until the asset was sold. Most 

however did make sensible comments about fixed and variable costs and many did comment that once the tyres were available it would not 

take much time to complete the inventory ready for sale. Answers on the working capital and cash flow implications were mixed. There were 

some good answers but many lacked any kind of depth to score well. 

In Section 2 many candidates were unable to apply the strategic supply wheel to the business, although most were able to identify the 

component elements. Some candidates clearly had no idea of the strategic supply wheel but were still able to pick up some marks for sensible 

comments about supplier relationships and supplier management where they had set this in the context of Batton Bicycles. The element on staff 

motivation and retention was well answered on the whole. 

The importance of the brand to the business in Section 3 was well answered, although some answers were theory based and were not applied to 

the scenario and hence did not score well. Most candidates were able to identify the central issue of reliable measurement in respect of 

accounting for brands, but many said little else. 

In Section 4 answers where either very good or very poor. It was clear where candidates understood this topic and where they did not. It was 

encouraging to see how many candidates were also able to talk about risk preference in their answers and provide a balanced conclusion.   
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Variant 4 

 

 Designed to test ability to: Competency being 
tested: 

Syllabus learning outcome: 

Section 1 Explain how specific budgetary information 
could be improved and the potential benefits of 
using activity based costing. 

Technical skills 
People skills 

P1- discuss costing methods and their results 
P1 – discuss budgets based on forecasts 

Section 2 Describe the components of an effective 
induction programme and how a psychological 
contract can help a business achieve its 
objectives. 

People skills E1 - apply the tools and techniques of HRM 

Advise on the use of financial statements and 
other sources of information to assess the 
creditworthiness of a potential customer  

Technical skills 
Leadership skills 

F1 – evaluate the working capital position of an 
entity 

Section 3 Explain the difference between modified and 
unmodified audit reports, the grounds for 
qualification and how a modified audit report 
affects creditworthiness. 

Technical skills F1 – explain the need for and the process of 
regulating the financial reporting information of 
incorporated entities 

Section 4 Explain how time series analysis could be used 
to forecast future sales and potential advantages 
and disadvantages of using such a technique. 

Technical skills 
Business skills 

P1 – prepare forecasts of financial results 

Discuss the potential benefits and problems of 
operating as a divisional structure. 

Business skills E1 – discuss the different types of structure that 
an organisation may adopt 

 

Rationale 

The central theme for variant 4 was the acceptance of a major new customer leading to an acquisition of that customer. The topic areas tested 

were budget information, activity based costing, induction programmes, credit control procedures, audit reports, time series analysis and 

operating as a divisional structure. 
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Comments on performance 

 

In Section 1 many candidates discussed budgeting generally and gave little attention to Budget Statement 4, which had been specifically asked 

about. Many candidates did not adequately realise the implications of the effects of time on the statements, or discuss in detail the implications 

of the content of the budget statements. The activity based costing section was reasonably answered in that most candidates had a general 

knowledge of ABC but many failed to adequately apply it to the scenario. 

In Section 2 some candidates concentrated on training rather than induction, and some candidates produced very general answers about what 

the company did. There were however some very good answers. The psychological contract question was reasonably well answered on the 

whole, although some candidates did not mention it at all despite clearly asked to comment on it. The second element of Section 2, assessing 

creditworthiness, was generally well answered with many candidates understanding the implications of cash and cash flows, and sources of 

information. 

In Section 3 answers were either good or poor. Those candidates that knew the topic area generally did well, although comments linked to the 

accounting grounds for the qualified audit report were generally brief. Some candidates gave vey muddled answers, demonstrating a lack of 

knowledge in this area. 

Most candidates had an understanding of time series analysis and its uses in forecasting in Section 4. The discussion of seasonality tended to be 

very general and not based on the principles. The second element of this section was not well answered in many instances. Some candidates 

thought that a divisional structure entailed two separate companies, and many failed to identify and contrast the functional existing, and 

divisional possible advantages and disadvantages.  
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Variant 5 

 

 Designed to test ability to: Competency being 
tested: 

Syllabus learning outcome: 

Section 1 Explain the information needed to calculate a 
minimum price for a one-off contract. 

Technical skills P1 - explain concepts of cost and revenue 
relevant to pricing and product decisions and 
analyse short term pricing and product decisions 

Section 2 Discuss the appropriateness of the standard for 
labour cost. 

Technical skills 
 

P1 - discuss costing methods and their results 

Discuss the benefits of using activity based 
costing. 

Technical skills 
Leadership skills 

P1 - discuss costing methods and their results 

Explain how lean manufacturing techniques such 
as Kaizen could improve production processes. 

Business skills E1 – apply tools and techniques of operations 
management 

Section 3 Explain the impact of trading in foreign 
currencies on the recording of transactions, the 
finance function and budgets. 

Technical skills F1 - produce the primary financial statements of 
an individual entity incorporating accounting 
transactions and adjustments, in accordance 
with the relevant international financial 
reporting standards, in an ethical manner 
E1 – discuss the purpose of the finance function 
and its relationships with other parts of the 
organization 

Discuss the benefits and potential issues with 
outsourcing production overseas. 

People skills E1 - discuss the different types of structure that 
an organisation may adopt 

Section 4 Explain the appropriateness of bills of exchange, 
export factoring and documentary credits to 
finance overseas receivables. 

Technical skills F1 – describe the sources of short-term finance 
and cash investment 
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Rationale 

The central theme for variant 5 was the launch of a new City bicycle. The topic areas tested were relevant costing, standard costs, activity based 

costing, lean manufacturing, accounting for foreign currency transactions, outsourcing overseas and financing export sales. 

Comments on performance 

Section 1 was answered reasonably well. It was clear that most candidates were comfortable discussing relevant costing principles in this 

context.  

In the first element of Section 2, many candidates did not address the issue raised, often explaining in detail how the labour efficiency variance 

was calculated instead of focusing on the standard for labour. The other elements in this section were answered reasonably well. 

In Section 3 candidates either knew the accounting rules for foreign exchange transactions or did not, and the marks reflected this. Many 

candidates failed to comment on the impact on the finance function and budgets, presumably having not read the request fully.  

In Section 4 bills of exchange caused problems. Many candidates seemed to know what they were but had difficulty explaining them. Few 

candidates seemed to know what documentary credits were, with many commenting that they were a form of loan. Most candidates missed the 

fact that city bicycle contracts were with large city councils with government backing and hence the receivables were low credit risk.  
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Tips for future candidates 

There are a number of key points to take into account when preparing for future Operational level case study examinations, as follows: 

• Application to the scenario is key to achieving a good mark. Simply reproducing rote-learned answers or pure knowledge of a topic 
area will score very few, if any, marks.  

• When sitting an Operational level case study examination, 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. 

• Preparation on the pre-seen material is vital. 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. 

• The Operational level case study examination covers all of the P1, E1 and F1 syllabi and therefore no topic area is off limits to the 
examiner. Make sure that you do not leave topic areas out of your preparation.  

• The Operational level case study examination is weighted 64% technical skills. It is really important that your technical knowledge is 
comprehensive so that you can apply it to the scenario you are faced with. 

• Be prepared to give balanced arguments or appraisals. Quite often you will be asked whether a tool or technique is appropriate to 
the business – it is just as likely to be suitable as not suitable. 

• Make sure that when practicing you answer all elements being asked for. There were instances in this case where elements seemed 
to be missed. 


