
Test Series: March, 2015 

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) ABC Ltd. is engaged in business of manufacturing branded readymade garments. It 
has a single manufacturing facility at Ludhiana. Raw material is supplied by various 
suppliers.  

 Majority of its revenue comes from export to Euro Zone and US. To strengthen its 
position further in the Global Market, it is planning to enhance quality and provide 
assurance through long term warranty. 

 For the coming years company has set objective to reduce the quality costs in each 
of the primary activities in its value chain.  

 State the primary activities as per Porter’s Value Chain Analysis in the value chain 
of ABC Ltd with brief description.      (5 Marks) 

(b)  A company processes different products from a certain raw material. The raw 
material is processed in process I (where normal loss is 10% of input) to give 
products A and B in the ratio 3 : 2. B is sold directly. A is processed further in 
process II (where normal loss is 12.5% of output) to give products C and D in the 
ratio 5:3. At this point C and D have sale values Rs. 55 and Rs. 40 per kg 
respectively. C can be processed further in process III with processing cost Rs.  
3,95,600 and normal wastage 5% of input and then be sold at  
Rs. 66 per kg. D can be processed further in process IV with processing cost Rs.  
3,82,500 and normal wastage 12.5% of output and then be sold at Rs. 55 per kg. 
The normal wastage of each process has no realizable value. During the production 
period, 2,00,000 kgs of raw material is to be introduced into Process I.  

 Using incremental cost-revenue approach, advise whether sale at split off or further 
processing is better for each of the products C and D.  (5 Marks) 

(c)  Metro Communication Limited is a state-owned large public company in the 
telecommunications sector. One of its main planning and control tools is the 
preparation and use of traditional annual budgets. Its divisional structure is as 
under: 
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 Division T, A and RD incur substantial amount on discretionary expenses.  
 Required: 
 Identify the possibilities of introducing a Zero Based Budgeting System for Division 

T, A and RD.  (5 Marks) 
(d) XL India Ltd. has just invented a new part ‘XL-85’. New part has a budgeted total 

profit of Rs. 93,750 from the first 256parts. The time taken to produce the first part 
was 112.50 hours. The labour rate is Rs. 25 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. 
 Note: The learning index for a 90% learning curve is -0.152  (5 Marks) 

2. (a) Jaya-Surya Ltd. (JSL) manufactures and sells two products ‘Jaya’ and ‘Surya’. Both 
Jaya and Surya use a regular machine while Surya uses another high-precision 
machine as well. The following information is available for the next quarter.  

 Jaya Surya  
Selling Price per unit (Rs.)  1,500  2,000  
Variable Manufacturing Cost per unit (Rs.)  900  1,600  
Variable Marketing Cost per unit (Rs.)  250  150  
Budgeted Allocation of Fixed Overhead Costs (Rs.)  18,00,000  85,00,000  
Regular Machine Hours per unit  2.0  1.0  

Further information is available as follows:  
− JSL faces a capacity constraint of 60,000 hours on the regular machine for the 

next  quarter and there is no constraint on the high precision machine for the 
next quarter.  

− Out of Rs. 85,00,000 budgeted allocation of fixed overhead costs to product 
Surya, Rs.60,00,000 is payable for hiring the high precision machine. This cost 
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is charged entirely to product Surya. The hiring agreement can be cancelled at 
any time without penalties.  

− All other overhead costs are fixed and cannot be changed.  
− A minimum quantity of 12,500 units per quarter of Jaya must be produced to 

fulfill a commitment to a customer.  
− Any quantity of any product can be sold at the given prices.  
Required:  
(i)  Calculate the product mix of Jaya and Surya which would maximise the 

relevant operating profit of JSL in the next quarter.  
(ii)  JSL can increase the quarterly capacity of regular machine by 30,000 hours at 

a cost of Rs.28,00,000. Calculate the new product mix and the amount by 
which the relevant operating profit will increase.    (12 Marks)  

(b) Identify the type of cost along with the reasons: 
(i) An advertising program has been set and management has signed the non 

negotiable contract for a year with an agency. Under the terms of contract, 
agency will create 5 advertisements within the contract duration for the 
company and company will pay Rs.6,00,000 for each advertisement. 

(ii) A manager has to decide to run a fully automated operation that produces 
1,00,000 widgets per year at a cost of Rs.6,00,000, or of using direct labour to 
manually produce the same number of widgets for Rs.7,00,000. 

(iii) A Company had paid Rs. 7,50,000 a Marketing Research company to find 
expected demand of the newly developed product of the company.  

(iv) A company has invested Rs. 30 lacs in a project. Company could have earned 
Rs. 3 lacs by investing the amount in Government securities.  (4 Marks) 

3. (a) S. Ltd. operates a system of standard costing in respect of one of its products which 
is manufactured within a single cost centre, the following information is available: 

 Standard price of material is Rs. 2 per litre. The standard wage rate is Rs. 6 per 
hour and 5 hours are allowed to produce one unit. Fixed production overhead is 
absorbed at the rate of 100% of direct wages cost.  

 During the month just ended the following occurred -  

 Rs.  
Actual Price (paid for material purchased)  1.95 per litre 
Total Direct Wages Cost  1,56,000 
Fixed Production Overhead  1,58,000 
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Variance  Favourable 
 (Rs.) 

Adverse 
(Rs.) 

Direct Material Price 8,000 - 
Direct Material Usage - 5,000 
Direct Labour Rate - 5,760 
Direct Labour Efficiency 2,760 - 
Fixed Production Overhead Expenditure - 8,000 

Required: 
Calculate the following for the month: 
(i)  Budgeted output in units. 
(ii) Number of litres purchased. 
(iii) Number of litres used above standard allowed. 
(iv) Actual units produced. 
(v) Actual hours worked. 
(vi) Average actual wage rate per hours.   (8 Marks) 

(b) The Delhi Florist Company is planning to make up floral arrangements for the 
upcoming festival. The company has available the following supply of flowers at the 
costs shown:  

Type Number available Cost per flower 
Red roses 400 Rs. 0.40 
Gardenias 228 Rs. 0.20 
Carnations 2,000 Rs. 0.10 
White roses 460 Rs. 0.20 
Yellow roses 211 Rs. 0.30 

These flowers can be used in any of the four popular arrangements whose makeup 
and selling prices are as follows:  

 Arrangement  Requirements  Selling price  
 Economy  5 red roses Rs.10  

 3 gardenias   
 9 carnations 

 May time 9 white roses  Rs.12  
 6 gardenias  
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 11 carnations  
 5 yellow roses  

 Spring colour  10 red roses  Rs.13  
 11 carnations  
 10 white roses  
 7 yellow roses  

 Deluxe rose  13 red roses  Rs.15  
 13 white roses  
 13 yellow roses  

Formulate a linear programming problem which allows the florist company to 
determine how many units of each arrangement should be made up in order to 
maximize profits assuming all arrangements can be sold.  
The formulated LP problem is not required to be solved.   (8 Marks) 

4. (a) A company had planned its operations as follows: 
Activity Duration (Days) 

1−2 7 
2−4 8 
1−3 8 
3−4 6 
1−4 6 
2−5 16 
4−7 19 
3−6 24 
5−7 9 
6−8 7 
7−8 8 

(i) Draw the network and find the critical paths. 
(ii) After 15 days of working, the following progress is noted: 

(a) Activities 1−2, 1−3 and 1−4 completed as per original schedule. 
(b) Activity 2−4 is in progress and will be completed in 4 more days. 
(c) Activity 3−6 is in progress and will need 17 more days to complete. 
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(d) The staff at activity 3−6 are specialised. They are directed to complete 
3−6 and undertake an activity 6−7, which will require 7days.  This 
rearrangement arose due to a modification in a specialisation. 

(e) Activity 6−8 will be completed in 4 days instead of the originally planned 7 
days. 

(f) There is no change in the other activities. 
Update the network diagram after 15 days of start of work based on the 
assumption given above.  Indicate the revised critical paths along with their 
duration.   (10 Marks) 

(b) The budgeted results of A Ltd. as under: 
Product Sales Values (Rs.) P / V Ratio (%) 

X 3,25,000 34 
Y 5,20,000 50 
Z 7,80,000 30 

Fixed overheads for the period is Rs.6,52,860. 
The management is worried about the results. You are required to prepare a 
statement showing the amount of loss, if any, being incurred at present and 
recommend a change in the sale value of each product as well as in the total sales 
value maintaining the same sales– mix, which will eliminate the said loss.   (6 Marks) 

5. (a) Star Manufacturers & Co. (SMC) has Division ‘Dx’ and Division ‘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 2,500 
units of Component ‘X’ per year from an outside supplier at a cost of Rs. 35 per 
unit, less a 10 percent quantity discount. ‘Dx’ Division can sell its entire Component 
‘X’ to outside customers at the normal price i.e. Rs. 35. Costs associated with 
manufacturing of a unit of Component ‘X’ are as follows: 
Variable Expenses  Rs. 21 
Fixed (based on a capacity of 25,000 units per year) Rs.  9 
SMC’s new managing director agrees for internal transfer if an acceptable transfer 
price can be worked out. According, he requires solution of following questions:-  
1. If the ‘Dz’ Division purchases 2,500 units of Component ‘X’ per year from the 

‘Dx’ Division, what price should control the transfers? Why? 
2. Refer to your computations in (1). What is the lower limit and the upper limit for 

a transfer price? Is an upper limit relevant in this situation? 
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3. If the ‘Dx’ Division meets the price that the ‘Dz’ Division is currently paying to 
its supplier and sells 2,500 units of Component ‘X’ to the ‘Dz' Division each 
year, what will be the effect on the profits of the ‘Dx’ Division, the ‘Dz’ Division, 
and the company as a whole? 

4. If the intermediate market price for Component ‘X’ is  Rs. 35 per unit, is there 
any reason why the ‘Dx’ Division should sell to the ‘Dz’ Division for less than  
Rs. 35? Explain.  (8 Marks) 

(b)  Golden Bird Airlines Ltd. operates its services under the brand ‘Golden Bird’. The 
‘Golden Bird’ route network spans prominent business metropolis as well as key 
leisure destinations across the Indian subcontinent. ‘Golden Bird’, a low-fare carrier 
launched with the objective of commoditizing air travel, offers airline seats at 
marginal premium to train fares across India.  
Profits of the ‘Golden Bird’ have been decreasing for several years. In an effort to 
improve the company’s performance, consideration is being given to dropping 
several flights that appear to be unprofitable. 
Income statement for one such flight from ‘New Delhi’ to ‘Leh’ (GB - 022) is given 
below (per flight): 

 Rs. Rs. 

Ticket Revenue 
 (200 seats x 65% Occupancy x Rs. 4,850 ticket price)      

 6,30,500 

Less: Variable Expenses (Rs.900 per person)    1,17,000 

Contribution Margin    5,13,500 

Less: Flight Expenses:   

 Salaries, Flight Crew 1,65,000  

 Salaries, Flight Assistants 42,300  

 Baggage Loading and Flight Preparation 59,000  

 Overnight Costs for Flight Crew and Assistants at  
 destination 

17,000  

 Fuel for Aircraft 1,98,000  

 Depreciation on Aircraft  47,000*  

 Liability Insurance 1,48,470  

 Flight Promotion 19,000  

 Hanger Parking Fee for Aircraft at destination 10,000 7,05,770 

Net Gain / (Loss)  (1,92,270) 

* Based on obsolescence 
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The following additional information is available about flight GB-022. 
1. Members of the flight crew are paid fixed annual salaries, whereas the flight 

assistants are paid by the flight. 
2. The baggage loading and flight preparation expense is an allocation of ground 

crew’s salaries and depreciation of ground equipment. 
3. One third of the liability insurance is a special charge assessed against flight 

GB-022 because in the opinion of insurance company, the destination of the 
flight is in a “high-risk” area. 

4. The hanger parking fee is a standard fee charged for aircraft at all airports. 
5. If flight GB-022 is dropped, ‘Golden Bird’ Airlines has no authorization at 

present to replace it with another flight. 
Required: 
Using the data available, prepare an analysis showing what impact dropping flight 
GB-022 would have on the airline’s profit.  (8 Marks) 

6. (a) A Ltd. is going to introduce Total Quality Management (TQM) in its company. State 
whether and why the following are valid or not for the successful implementation of 
TQM.  
(i)  Some departments serve both the external and internal customers. These 

departments have been advised to focus on satisfying the needs of the 
external customers. 

(ii)  Hold a training program at the beginning of a production cycle to ensure the 
implementation of TQM. 

(iii)  Implement Management by Objectives for faster achievement of TQM. 
(iv) Eliminate wastage of time by avoiding documentation and procedures.  
  (4 Marks) 

(b) KYC Ltd. uses a standard absorption costing system. The following details have 
been extracted from its budget for year 2014-15.  
Fixed Overhead Cost  Rs. 3,60,000  
Production 18,000 units  
In 2014-15 the Fixed Overhead Cost was over-absorbed by Rs.1,600 and the Fixed 
Overhead Expenditure Variance was Rs.10,000(F).  What was the actual number of 
units produced in 2014-15?    (4 Marks) 

(c) A student has to take examination for three subjects X, Y and Z. He has three days 
available for study. He feels it would be best to devote a whole day to study the 
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same subject, so that he may study a subject for one day, two days or three days or 
not at all. His estimates of marks he may get by studying are as follows: 

No. of Days 
 

Subjects 
X Y Z 

0 50 60 50 
1 60 60 60 
2 60 80 80 
3 80 100 80 

How should he plan to study so that he maximize the sum of his marks?     (8 Marks) 
7. Answer any four out of the following five subdivisions: 

(a) What are the requisites for the installation of a uniform costing system?      (4 Marks) 
(b) How do you know whether an alternative solution exists for a transportation 

problem?    (4 Marks) 
(c) Why are conventional product costing systems more likely to distort product costs in 

highly automated plants?  How do activity-based costing systems deal with such a 
situation?    (4 Marks) 

(d) Explain ‘Multinational Transfer Pricing’.      (4 Marks) 
(e) “Cost is not the only criterion for deciding in favour of shut down” – Briefly explain.   
  (4 Marks) 
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