
Test Series: February, 2015 

MOCK TEST PAPER – 1 

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) If Cosmos Industries operates its plant at normal capacity it produces 2,00,000 units 
from the plant 'SEZ'. The unit cost of manufacturing at normal capacity is as under: 

  Rs. 
Direct Material  65 
Direct Labour 30 
Variable Overhead 33 
Fixed Overhead   7 

Total 135 

 Direct labour cost represents the compensation to highly-skilled workers, who are 
permanent employees of the company. The company cannot afford to lose them. 
One labour hour is required to complete one unit of the product. 

 The company sells its product for Rs.200 per unit with variable selling expenses of 
Rs.16 per unit. The company estimates that due to economic down turn, it will not 
be able to operate the plant at the normal capacity, at least during the next year. It 
is evaluating the feasibility of shutting down the plant temporarily for one year. 

 If it shuts down the plant, the fixed manufacturing overhead will be reduced to  
Rs.1,25,000. The overhead costs are incurred at a uniform rate throughout the year. 
It is also estimated that the additional cost of shutting down will be Rs.50,000 and 
the cost of re-opening will be Rs.1,00,000. 

 Required: 
 Calculate the minimum level of production at which it will be economically beneficial 

to continue to operate the plant next year if 50% of the labour hours can be utilized 
in another activity, which is expected to contribute at the rate of Rs.40 per labour 
hour. The additional activity will relate to a job which will be off-loaded by a sister 
company only if the company decides to shut down the plant. 
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 (Assume that the cost structure will remain unchanged next year. Ignore income tax 
and time value of money)      (5 Marks) 

(b) XL Polymers, located in Sahibabad Industrial Area, manufactures high quality 
industrial products. AT Industries has asked XL Polymers for a special job that must 
be completed within one week. 

 Raw material R1 (highly toxic) will be needed to complete the AT Industries’ special 
job. XL Polymers purchased the R1 two weeks ago for Rs.7,500 for a job ‘A’ that 
recently was completed. The R1 currently in stock is the excess from that job and XL 
Polymers had been planning to dispose of it. XL Polymers estimates that it would 
cost them Rs.1,250 to dispose of the R1. Current replacement cost of R1 is 
Rs.6,000. 

 Special job will require 250 hours of labour G1 and 100 hours of labour G2. XL 
Polymers pays their G1 and G2 employees Rs.630 and Rs.336 respectively for 42 
hours of work per week. XL Polymers anticipates having excess capacity of 150 [G1] 
and 200 [G2] labour hours in the coming week. XL Polymers can also hire additional 
G1 and G2 labour on an hourly basis; these part-time employees are paid an hourly 
wage based on the wages paid to current employees.  

 Suppose that material and labour comprise XL Polymers’s only costs for completing 
the special job. What is the minimum price that XL Polymers should bid on this job? 

(5 Marks) 
(c) A process industry unit manufactures three joint products: KA, KB and KC.  KC has 

no realisable value unless it undergoes further processing after the point of 
separation.  The cost details of KC are as follows: 

 Per Unit Rs. 
Upto Point of Separation   
 Marginal Cost 75 
 Fixed Cost 50 
After Point of Separation  
 Marginal Cost 38 
 Fixed Cost 12 

Total 175 

 KC can be sold at Rs.93 per unit and no more. 
(i) Would you recommend production of KC? 
(ii) Would your recommendation be different if KA, KB and KC are not joint 

products?  (5 Marks) 
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(d) Explain following statement- 
 “Assignment problem is special case of transportation problem; it can also be 

solved by transportation methods”             (5 Marks) 
2. (a) Computer Tec a manufacturing firm, has entered into an agreement of strategic 

alliance with Comp Inc. of United States of America for the manufacture of Super 
Computers in India. Broadly, the terms of agreement are: 
(i)  Comp Inc. will provide Computer Tec with kits in a dismantled condition. These 

will be used in the manufacture of the Super Computer in India. On a value 
basis, the supply, in terms of the FOB price will be 50% thereof. 

(ii)  Computer Tec will procure the balance of materials in India. 
(iii)  Comp Inc will provide to Computer Tec with designs and drawings in regard to 

the materials and supplies to be procured in India. For this, Computer Tec will 
pay Comp Inc. a technology fee of Rs. 8 crores. 

(iv) Comp Inc. will also be entitled total royalty at 10% of the selling price of the 
computers fixed for sales in India as reduced by the cost of standard items 
procured in India and also the cost of imported kits from Comp Inc. 

(v)  Computer Tec will furnish to Comp Inc. detailed quarterly returns. 
Other information available: 
(a) FOB price agreed $2,040. Exchange rate to be adopted $1 = Rs. 55.00 
(b) Insurance and freight – Rs. 2,000 per imported kit; 
(c) Customs duty leviable is 200% of the CIF prices; but as a concession, the 

actual rate leviable has been fixed at 40% of CIF. 
(d) The technology agreement expires with the production of 8,00,000 computers; 
(e) The quoted price on kits includes a 25% margin of profits on cost to Comp Inc. 
(f) The estimated cost of materials and supplies to be obtained in India will be 

150% of the cost of supplies made by Comp Inc. 
(g) 50% of the value in rupees of the locally procured goods represent cost of the 

standard items. 
(h) Cost of assembly and other overheads in India will be Rs. 8,000 per Super 

Computer. 
Required: 
Calculate the selling price, of a personal computer in India bearing in mind that 
Computer Tec Ltd has targeted a profit of 20% to itself on the selling price. 
Note: In making calculations, the final sum may be rounded to the next rupees. 

       (12 Marks) 
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(b) State whether the learning curve theory can be applied to .the following 
independent situations briefly justifying your decision:  
(i)  A labour intensive sculpted product is carved from the metal provided to the 

staff. The metal is sourced from different suppliers since it is scarce. The alloy 
composition of the input metal is quite different among the suppliers.  

(ii)  Pieces of hand-made furniture are assembled by the company in a far off 
location. The labourers do not know anything about the final product which 
utilizes their work. As a matter of further precaution, rotation of labour is done 
frequently.  

(iii)  Skilled workers have been employed for a long time. The company has 
adequate market for the craft pieces done by these experts.  

(iv)   A company funds that it always has an adverse usage of indirect material. It 
wants to apply learning curve theory to improve the way standards have been 
set.         (4 Marks) 

3. (a) Given below is an iteration in a simplex table for a maximization objective linear 
programming product mix problem for products X1, X2 and X3.  

Cj 6 4 10 0 0 0 

 
Basic  

Variable Quantity X1 X2 X3 S1 S2 S3 

0 S1 400 0 4/3 0 1 -1/3 0 
6 X1 400 1 2/3 2 0 1/3 0 
0 S3 400 0 5/3 0 0 -2/3 1 

Zj 2,400 6 4 12 0 2 0 
Cj - Zj  0 0 -2 0 -2 0 

Answer the following questions:  
(i) Is the above solution feasible? 
(ii) Perform one more iteration with X2 entering the solution to get a solution with 

the same value for the objective function. 
(iii) Indicate the shadow prices.  
(iv) If customer is prepared to pay higher price for product X3 then by how much 

should the price be increased so that the company's profit remains 
unchanged? 

(v) From the given table, derive any one original constraint inequality with the 
coefficients of variables in their simplest whole number forms.     (8 Marks) 
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(b) Fitness Solution is a family owned fitness club, founded in 2010 by Peter and Albert 
with traditional style equipment. Club commenced operations in February 2011 
within a shopping mall so that members after working out, can conveniently shop, 
dine, pick up their children from enrichment classes or go to the cinema.  

 Peter and Albert, the owners, pride themselves for providing a customized / tailored 
program by taking into account a person's medical history, present fitness level, 
fitness goals, fitness interests and offer many other small amenities that might be 
difficult to get in a larger Fitness Centre. They believe –  

  “Each individual is unique and requires a specialized program plan which should be 
customized and tailored to his/her needs.” 

 They have a number of loyal members even though it offers the traditional style 
equipment.  

 Peter and Albert take care of most of the routine operations, along with a small 
permanent staff, and temporary staff.  

 Required: 

(i) Identify at least three critical success factors for Fitness Solution.   
(ii) Construct a Balance Scorecard for Fitness Solution. (2 measures for each of 

the 4 perspectives are sufficient) (8 Marks) 
4. (a) The following information is available: 

Activity No. of days No. of Men 
Required per Day 

A 
(1–2) 

4 2 

B 
(1–3) 

2 3 

C 
(1–4) 

8 5 

D 
(2–6) 

6 3 

E 
(3–5) 

4 2 

F 
(5–6) 

1 3 

G 
(4–6) 

1 7 
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Required: 

(i) Draw the network and find the critical path. 
(ii) What is peak requirement of Manpower? On which day(s) will this occur?  
(iii) If the maximum labour available on any day is only 10, when can the project be 

completed?    
 Note: use time scale diagram   (10 Marks) 

(b) 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/- 
You are required to analyze the material variance for ‘X’ by: 
(i) Traditional Variance Analysis; and 
(ii) An approach which distinguishes between Planning and Operational 

Variances.    (6 Marks) 
5. (a) Fine Manufacturers Ltd. (FML) is specialist in the manufacturing of Industrial 

Products. They manufacture and market two types of products under the name ‘X’ 
and ‘Y’. Company produces two products from three basic raw materials ‘A’, ‘B’, and 
‘C’. Company follows a 13-period reporting cycle for budgeting purpose. Each 
period is four weeks long and has 20 working days. Data relating to the purchase of 
raw materials are presented below: 
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Raw 
Material 

Purchase 
Price 
(Per Kg) 

Standard 
Purchase 
Lot  (Kg) 
 

Reorder 
Point 
(Kg) 
 

Projected Inventory 
Status at the end of 
5th period (Kg) 

Lead Time 
in Working 
Days 

On  Hand On 
Order 

A Rs. 1.00 90,000 72,000 96,000 90,000 10 
B Rs. 2.00 30,000 45,000 54,000 - 30 
C Rs. 1.00 60,000 60,000 84,000 60,000 20 

Past experience has shown that adequate inventory levels for ‘X’ and ‘Y’ can be 
maintained if 40 percent of the next period’s projected sales are on hand at the end 
of a reporting period. Other relevant information is as follows: 

Product Raw Material 
Specifications 

Projected 
Inventory Levels 

Projected Sales 

A B C  At the end of 
current (5th ) 

period 

6th 
Period 

7th 
Period 

8th 
Period 

Kg Kg Kg Units Units Units Units 
X 1.25 0.50 - 18,000 45,000 52,500 57,000 
Y 2.00 - 1.50 16,800 42,000 27,000 24,000 

The sales of ‘X’ and ‘Y’ do not vary significantly from month to month. 
Consequently, the safety stock incorporated into the reorder point for each of the 
raw materials in adequate to compensate for variations in the sales of the finished 
products. 
Raw materials orders are placed the day the quantity on hand falls below the 
reorder point. FML’s suppliers are very trustworthy so that the given lead times are 
reliable.  
The outstanding orders for raw materials ‘A’ and ‘C’ are due to arrive on the 10th 
and 4th working day of the 6th period, respectively. Payments for all raw material 
orders are remitted by the 10th day of the delivery. 
You are required to determine the following items for raw materials ‘A’, ‘B’, and ‘C’ 
for inclusion in the 6th period report to management: 
1. Projected quantities (in Kg) to be issued to production. 
2. Projected quantities (in Kg) ordered and the date (in terms of working days) 

the order is to be placed. 
3. The projected inventory balance (in Kg) at the end of the period. 
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4. The payments for purchases with due date. (12 Marks) 
(b) State any four difference between Cost Control & Cost Reduction?   (4 Marks) 

6. (a) Aspire Ltd. 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.  

 You are requested to help him out of the problem.  (6 Marks) 
(b) Venus Medical Care Co. (VMCC) is operating its entire business through its four 

customers V1, V2, V3, and V4. V1 and V2 are small pharmaceutical stores while V3 
and V4 are large discount stores with attached pharmacies. VMCC prices its 
products at 25% above variable cost, although all four customers demand and 
receive a sizable discount off the list price. 

 The Finance Officer Mr. Albert has been asked to undertake a customer profitability 
analysis that shows the profit from each customer and each customer channel, 
stand-alone pharmaceuticals, and large pharmaceuticals attached to discount 
stores. 

 Mr. Albert identifies Rs.20,250 of general administration costs to small 
pharmaceuticals stores and Rs.48,375 of general administration costs to the large 
discount stores. 

 You are required to assist Mr. Albert in preparing a customer profitability report as 
desired. Also suggest some points to improve VMCC’s profit. 

Item Small 
Pharmaceuticals 

Large 
Pharmaceuticals 

Activity 
Rate 

V1 V2 V3 V4 
Number of Orders 4 9 6 3 Rs.750 
Order Size Rs.40,000 Rs.20,000 Rs.4,25,000 Rs.4,00,000 n/a 
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Average Discount 5% 10% 18% 12% n/a 
Regular Deliveries 4 9 6 3 Rs.375 
Expedited Deliveries  2 0 2 0 Rs. 1,250 

   (10 Marks) 
7. Answer any four of the following questions: 

(a) How is Pareto analysis helpful in pricing of products in the case of a firm dealing 
with multiple products?    (4 Marks) 

(b)  Discuss the benefits of Customer Profitability Analysis.    (4 Marks) 
(c)  Classify the following items appropriately under the three measures used in the 

Theory of constraints: 
(i) Research and Development Cost 
(ii) Rental Utilities 
(iii) Finished goods inventory 
(iv) Depreciation 
(v) Labour Cost 
(vi) Stock of Raw Materials 
(vii) Sales 
(viii) Cost of equipment and buildings       (4 Marks) 

(d)  Will the solution for a minimization problem obtained by Vogel's Approximation 
Method and Least Cost Method be the same? Why?   (4 Marks) 

(e)  In a 3x4 transportation problem for minimizing costs, will the R2C1 cell (at the 
intersection of the 2nd row and 1st column) always figure in the initial solution by the 
North West Comer Rule? Why? (4 Marks) 
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