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Test Series: September, 2016 

MOCK TEST PAPER – 2 

FINAL COURSE: GROUP – II 

PAPER – 5: ADVANCED MANAGEMENT ACCOUNTING 

Question No. 1 is compulsory 

Answer any five questions from the remaining six questions 

Time Allowed – 3 Hours Maximum Marks – 100 

1. (a) A public company responsible for the supply of domestic gas has been approached 

by several prospective customers in a rural area adjacent to a high-pressure main. 

As a condition of its license to operate as a uti lity, the company is obliged to 

respond positively to current needs provided the financial viability of the company is 

not put at risk. New customers are charged Rs. 250 each for connection to the 

system. 

 Once a meter is installed, a standing charge of Rs. 10 per quarter is billed. Charges 

for gas are levied at Rs. 400 per 1,000 metered units. 

 A postal survey of the area containing, according to the rating authority, 5,000 

domestic units, elicited a 40% response rate. 95% of those who responded 

confirmed that they wished to become gas users and expressed their willingness to 

pay the connection charge. 

 Although it is recognized that a small percentage of those willing to pay for 

connection may not actually choose to use gas, it is expected that the average 

household will burn 50 metered units per month. There will be some seasonal 

differences. 

 The company‟s marginal cost of capital is 17% pa and supplies of bulk gas cost the 

company Rs. 0.065 per metered unit. Wastage of 15% has to be allowed to 

determine what the maximum capital project cost can be to allow the company to 

provide the service required.                        (5 Marks) 

(b)  Z Co. has prepared the following statement for the month of April 2016. 

Particulars Budget Details Static Budget Actual 

Units produced & Sold  4,000 3,200 

  Rs. Rs. 

Direct Materials 3 kg p.u. @ Rs. 15 per kg. 1,80,000 1,55,000 

Direct Labour 1 hr. p.u. @ Rs. 36 per hour 1,44,000 1,12,800 

Variable Overhead 1 hr. p.u. @ Rs. 22 per hour 88,000 73,600 
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Fixed Overhead  90,000 84,000 

Total Cost  5,02,000 4,25,400 

Sales  6,00,000 4,48,000 

Profit  98,000 22,600 

During the month 10,000 kg. of materials and 3,100 direct labour hours were 

utilized. 

Required 

Prepare a flexible budget for the month.                                                       (5 Marks) 

(c) Star Multinational Ltd. (SML) has two Divisions „Dx‟ and „Dz‟ with full profit 

responsibility. The Division „Dx‟ produces Component „X‟ which it sells to „outside‟ 

customers only. The Division „Dz‟ produces a product called the „Z‟ which 

incorporates Component „X‟ in its design. „Dz‟ Division is currently purchasing 

required units of Component „X‟ per year from an outside supplier at market price.  

 New CEO for Indian Operations has explored that „Dx‟ Division has enough capacity to 

meet entire requirements of Division „Dz‟ and accordingly he requires internal transfer 

between the divisions at marginal cost from the overall company‟s perspective.  

 Manager of Division „Dx‟ claims that transfer at marginal cost are unsuitable for 

performance evaluation since they don‟t provide an incentive to the division to 

transfer goods internally.  He stressed that transfer price should be „Cost plus a 

Mark-Up‟.  

 New CEO worries that transfer price suggested by the manager of Division „Dx‟ will 

not induce managers of both Divisions to make optimum decisions.  

Required 

 You are requested to help him out of the problem.                                       (5 Marks) 

(d) Find the dual problem for the following: 

 Minimize 

   Z = 2x1 − 3x2 + 4x3 

 Subject to the constraints 

   3x1 + 2x2 + 4x3 ≥  9 

   2x1 + 3x2 + 2x3 ≥  5 

   7x1 − 2x2 − 4x3  ≤  10 

   6x1 − 3x2 + 4x3 ≥  4 

   2x1 + 5x2 − 3x3 =  3 

   x1, x2, x3 ≥   0     (5 Marks) 
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2. (a) J-Parts Inc., Japan based firm, has just invented a new part „J-7‟. New part has a 

budgeted total profit of Rs.75,000 from the first 256 parts. The time taken to 

produce the first part was 112.50 hours. The labour rate is Rs.20 per hour. A 90% 

learning curve is expected to apply indefinitely. 

 Required 

Calculate the sensitivity of the budgeted total profit from the first 256 parts to 

changes in the learning rate.        (8 Marks) 

(b) Sha Tin Ltd. manufactures weighing machines of standard size and sells its 

products to two industrial customers namely LI Ltd. and FU Ltd. and to a dealer  

SU Ltd. having shops in different cities. The maximum retail price per unit of 

weighing machine is Rs. 11,000 and per unit average cost of production is  

Rs. 5,500 (40% is general fixed overhead cost). 

 The Finance Officer has been asked to undertake a customer profitability analysis 

and calculate and compare the profit margin per customer (before deducting 

general fixed overhead) to know about the real customer profitability.  

 Following are the additional overhead information: 

Delivery costs Rs. 200 per kilometer 

Emergency delivery cost (in addition to delivery cost) Rs. 21,000 per delivery 

Order processing cost Rs. 6,000 per order 

Specific discount and sales commission As per negotiation 

Product Advertisement cost Actual cost 

 The following data are available for each customer 

Particulars LI Ltd. FU Ltd. SU LTD. 

Sales (in units) 2,000 1,000 800 

Total delivery kilometer travelled  1,000 800 900 

No. of emergency delivery 2 1 0 

No. of orders processed 4 2 8 

Specific Discount  
(percentage of sales revenue) 

25% 20% 15% 

Sales Commission  
(percentage of sales revenue) 

15% 10% 5% 

Advertisement Costs (Rs.) 8,75,000 6,15,000 4,30,000 

Required 

 Analyse the profitability for each customer, which customer is the most profitable.  

(8 Marks) 
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3. (a) Super Roadways Services Pvt. Ltd. is planning to run a fleet of 15 buses in Agra 

City on a fixed route. Company has estimated a total of 2,51,85,000 passenger 

kilometers per annum. It is estimated buses to have 100% load factor. Buses are  

purchased at a price of Rs. 40,00,000 per unit whose scrape value at the end of 5 

years life is Rs. 5,00,000. Seating capacity of a bus excluding a Driver‟s seat is 42. 

Each bus can give a mileage of 5 kmpl. Average cost of fuel is Rs. 60 per liter. Cost 

of Lubricants & Sundries per 1,000 km would be Rs. 3,000. Company will pay  

Rs. 25,000 per month to Driver and two attendants for each bus.  

 Other annual charges per bus: Insurance Rs. 50,000, Garage Charges Rs. 30,000, 

Repairs & Maintenance Rs. 50,000. Route Permit Charges upto 20,000 km is  

Rs. 5,000 and Rs. 2,000 for every additional 5,000 km or part Thereof. 

Required 

(i)  Calculate a suggested fare per passenger/km taking into account markup on 

cost @20% to cover general overheads and sufficient profit.  

(ii)  The Transport Sector of Agra is highly regulated. The Government has fixed 

the fare @ Rs. 1.20 for next 2 years. Comment on the two year‟s profitability 

taking into consideration the inflation rate of 8%.  

 Note: Route permit charges is not subject to Inflation.  (8 Marks) 

(b) Shyam Telecom Ltd. is a leading cellular service provider having a global presence. 

It aims to be the most innovative and trusted telecom company in the world. To 

achieve this aim, it is constantly working on its overall functioning. It is trying to 

adopt best managements practices in the world. Following are some information 

related to the company‟s performance for a particular period:  

Particulars Current 
Year 

Base 

Year 

Target 

Operating Ratio 60% 54% Reduce it to 50% 

Average Revenue per User Rs. 225 Rs. 210 Increase it to Rs.250 

Unresolved consumer complaints  27,500 25,000 Reduce it by 20% 

Customer Relationship Centres 280 200 Take the total to 250 

Employee coverage under 
Training Programme  

10% 8% At least 15% 

Required 

Evaluate the performance of the company using Balance Scorecard approach.   

(8 Marks) 
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4. (a)  SFM Ltd. is producing a component called „FR‟. Estimated costs are: 

 Fixed Cost per year 

(Rs. ‘000) 

Variable Cost per ‘FR’ 

(Rs.) 

Production 32,000 3,600 

Distribution 2,000 200 

Direct labour costs are 40% of the variable production costs. In the production 

department machining and assembling of „FR‟, 90 men work 8 hours per day for 300 

days in a year. Each worker can machine and assemble 1 „FR‟ per uninterrupted 

180 minutes time frame. In each 8 hours working day, 20 minutes are allowed for 

coffee-break, 30 minutes on an average for training and 22 minutes for supervisory 

instructions. Besides 10% of each day is booked as idle time to cover checking in 

and checking out changing operations, getting materials and other miscellaneous 

matters. 

MFG Ltd. has been facing industrial relations problem as the workers of company 

have a very strong union. Company is faced with the possibility of a strike by direct 

production workers engaged on the assembly of „FR‟. The trade union is demanding 

an increase of 15%, back-dated from the beginning of financial year, but the 

company expects that if a strike does take place, it will last 25 Days after which the 

union will settle for an increase of 10% similarly back-dated. The only product of the 

company is being sold at Rs.6,000. 

If the strike takes place, Sales of 1,300 „FR‟ would be lost. The balance that would 

ordinarily have been produced during the strike period could, however be sold, but 

these „FR‟ would have to be made up in overtime working which would be at an 

efficiency rate of 90% of normal. This would entail additional fixed cost of 

Rs.1,00,000 and wage payments at time and one-half. 

Required 

 State, whether you would advise the management to allow the strike to go ahead, 

rather than to the union‟s demand.                                                               (8 Marks) 

(b) An organization producing 4 different products, viz., WW, WX, WY, and WZ having 

4 operators, viz., A,B, C and D who are capable of producing any of the four 

products, works effectively 7 hours a day. The time (in minutes) required for each 

operator for producing each of the products are given in the cells of the following 

matrix along with profit (Rs. per unit): 

Operator Product 

WW WX WY WZ 

A 3.0 5.0 7.0 6.0 

B 3.5 2.5 1.5 2.0 
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C 3.0 3.5 5.0 5.0 

D 10.0 5.0 7.5 7.5 

       Profit 1.5 1.0 2.0 0.5 

Required 

Find out the assignment of operators to product which will maximize the profit.   

 (8 Marks) 

5. (a) Managing Director of Superb-Tech Product Ltd (STPL) thinks that Standard Costing 

has little to offer in the reporting of material variances due to frequently change in 

price of materials.  

STPL can utilize one of two equally suitable raw materials and always plan to utilize 

the raw material which will lead to cheapest total production costs. However STPL is 

frequently trapped by price changes and the material actually used often provides, 

after the event, to have been more expensive than the alternative which was 

originally rejected. 

During last accounting period, to produce a unit of „X‟ STPL could use either 2.50 

Kg of „XG‟ or 2.50 kg of „XD‟. STPL planned to use „XG‟ as it appeared it would be 

cheaper of the two and plans were based on a cost of „XG‟ of Rs.  1.50 per Kg. Due 

to market movements the actual prices changed and if STPL had purchased 

efficiently the cost would have been: 

„XG‟   Rs.  2.25 Kg; „XD‟    Rs.  2.00 Kg 

Production of „X‟ was 1,000 units and usage of „XG‟ amounted to 2,700 Kg at a  total 

cost of Rs.  6,480/- 

Required 

Analyze the material variance for „X‟ by: 

(i) Traditional Variance Analysis; and 

(ii) An approach which distinguishes between Planning and Operational 

Variances.    (8 Marks) 

(b) K-2 Automobiles Ltd. is a leading manufacturer of commercial vehicles in India. It 

uses Standard Costing and Variance Analysis to measure its operating 

performance. Now management of K-2 Automobiles Ltd. wants to compete globally 

and changed its performance measurement system to Kaizen Costing.  

Required 

 State why Kaizen Costing could be more useful for performance measurement than 

the Standard Costing and Variance Analysis.                                      (4 Marks) 
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(c) “Cost is not the only criterion for deciding in favour of shut down”  – Briefly explain.  

          (4 Marks) 

6. (a) West Wood Appliances Ltd. (WWAL) manufactures consumer durable products in a 

very highly competitive market. WWAL is considering launching a new product „W-9‟ 

into the market and gathered the following data: 

Expected Market Price- Rs. 5,000 per unit 

Direct Material Cost- Rs. 1,850 per unit 

Direct Labour Cost- Rs. 80 per hour 

Variable Overhead Cost- Rs. 1,000 per unit  

Packing Machine Cost (specially to be purchased for this product)- Rs.5,00,000 

WWAL expects the selling price for the new product will continue throughout the 

product‟s life and a total of 1,000 units can be sold over the entire lifetime of the 

product. 

Direct labour costs are expected to reduce as the volume of output increases due to 

the effects of 80% learning curve (index is -0.3219). The expected time to be taken 

for the first unit is 30 hours and the learning effect is expected to end afte r 250 units 

have been produced. Units produced after first 250 units will take the same time as 

the 250th unit.  

Required 

(i) Calculate the expected total labour hours over the life time of the product  

„W-9‟. 

(ii) Profitability of product „W-9‟ that WWAL will earn over the life time of the 

product. 

(iii)  Average target labour cost per unit over the life time of the product if WWAL 

requires average profit of Rs. 800 per unit, to achieve its long term objectives.  

Note: 250 -0.3219 = 0.1691, 249 -0.3219 =0.1693       (8 Marks) 

(b) A cake vendor buys pieces of cake every morning at Rs.4.50 each by placing his 

order one day in advance (at the time of receiving his previous order) and sale 

them at Rs. 7.00 each. Unsold cake can be sold next day at Rs.2.00 per piece and 

there after it should be treated as no value. The pattern for demand of cake is given 

below: 

 Fresh Cake: 

Daily Sale 100 101 102 103 104 105 106 107 108 109 110 

Probability .01 .03 .04 .07 .09 .11 .15 .21 .18 .09 .02 

© The Institute of Chartered Accountants of India



8 

One day old cake: 

Daily Sale 0 1 2 3 

Probability .70 .20 .08 .02 

Use the following set of random numbers: 

Fresh Cake 37 73 14 17 24 35 29 37 33 68 

One Day Old Cake  17 28 69 38 50 57 82 44 89 60 

The vendor adopts the following rule. 

If there is no stock of cake with him at the end of previous day, he orders for 110  

pieces otherwise he orders 100 or 105 pieces whichever is nearest actual fresh 

cake sale on the previous day.  

Required 

Starting with zero stock and a pending order of 105 pieces, simulate for 10 days and 

calculate vendor's profit.                                                                              (8 Marks) 

7. Answer any 4 out of the following 5 questions: 

(a) The product mix of a Delta Ltd. is as under: 

 Products 

 M N 

Units 54,000 18,000 

Selling Price Rs. 7.5  Rs. 15 

Variable Cost Rs. 6 Rs. 4.5 

Find the break-even points in units, if the company discontinues product „M‟ and 

replace with product „O‟. The quantity of product „O‟ is 9,000 units and its selling 

price and variable costs respectively are Rs. 18 and Rs. 9. Fixed Cost is  

Rs. 15,000.      (4 Marks) 

(b)  Arrow X Ltd. is planning to introduce Kaizen Costing approach in its manufacturing 

plant. State whether and why the following are valid or not in respect of Kaizen 

Costing. 

(i) VP (Finance) is of the view that company has to make a huge initial investment 
to bring a large scale modification in production process. 

(ii) Head (Personnel) has made a point that introduction of Kaizen Costing does 
not eliminate the training requirement of employees. 

(iii) General Manager (Manufacturing) firmly believes that only shop floor employees 
and workers‟ involvement is prerequisite of Kaizen Costing approach. 
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(iv) Manager (Operations) has concerns about creation of confusion among 
employees and workers regarding their roles and degradation in quality of 
production.  (4 Marks) 

(c) Annora is a news reporter and feature writer for an economic daily. Her assignment 

is to develop a feature article on 'Product Life-Cycle Costing', including interviews 

with the Chief Financial Officers (CFO) and Operating Managers. Annora has been 

given a liberal budget for travel so as to research into company's history, 

operations, and market analysis for the firm she selects for the article.  

 Required 

 Annora has asked you to recommend industries and firms that would be good 

candidates for the article. What would you advice? Explain your recommendations.  

 (4 Marks) 

(d) Write a short note on alternate solution in “transportation problem”.   (4 Marks) 

(e) A project has the following time schedule: 

Activity Duration 

(in Weeks) 

1–2 2 

1–3 2 

1–4 1 

2–5 4 

3–6 8 

3–7 5 

4–6 3 

5–8 1 

6–9 5 

7–8 4 

8–9 3 

  Required 

Draw the arrow diagram.                                                                              

(i)  Draw the arrow diagram. 

(ii) Identify critical path and find the total project duration.                            (4 Marks) 
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