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Subject Subject Code 

Integrative Management Accounting  (IMA / ML 1 - 301) 
 
 

PART I 
 

Question No. 01 (40 Marks) 
 

Digital Sun (Pvt) Ltd has just completed a major change in its quality control process. Previously, 
products had been reviewed by quality control inspectors at the end of each major process, and the 
company’s 10 quality control inspectors were changed as direct labor to the operation or job. In an 
effort to improve efficiency and quality, a computerized video quality control system was purchased 
for Rs.500,000/-. The system consists of a minicomputer, 15 video cameras, other peripheral 
hardware, and software. The new system uses cameras stationed by quality control engineers at key 
points in the production process. Each times an operation changes or there is a new operation, the 
cameras are moved, and a new master picture is loaded into the computer by a quality control 
engineer. The camera takes pictures of the units in process, and the computer compares them to the 
picture of a “good” unit. Any differences are sent to a quality control engineer who removes the bad 
units and discusses the flaws with the production supervisors. The new system has replaced the 10 
quality control inspectors with two quality control engineers. 
 
The operating costs of the new quality control system, including the salaries of the quality control 
engineers, have been included as factory overhead in calculating the company’s plant wide 
manufacturing overhead rate, which is based on direct labor cost. The company’s president is 
confused. His vice president of production has told him how efficient the new system is. Yet there is a 
large increase in the overhead rate. The computation of the rate before and after automation is as 
follows: 
 

 Before After 

Budgeted manufacturing overhead (Rs.) 3,800,000 4,200,000 

Budgeted direct labor cost (Rs.) 2,000,000 1,400,000 

Budgeted overhead rate 190% 300% 

 
“Three hundred percent”, lamented the president. “How can we compete with such a high overhead? 
 
 
 
 



You are required to: 
 

(a) Define ‘manufacturing overhead’, ‘manufacturing overhead absorption’ and cite three examples 
of typical costs that would be included in manufacturing overhead.      (07 Marks) 
 

(b) Briefly explain the concept of predetermine overhead rates and explain why companies develop 
predetermine overhead rates.         (05 Marks) 

     
(c) Explain why the increase in the above rate should not have a negative financial impact on the 

company.            (04 Marks) 
                                 

(d) Explain how management could change its overhead application system to eliminate confusion 
over product costs.          (06 Marks) 

 

(e) Discuss how an activity based costing system might benefit Digital Sun (Pvt.) Ltd. (10 Marks) 
 

(f) Can there any possibility of non-value added costs included in the above budgeted 
manufacturing overhead? Discuss by giving at least four examples of such non value added 
costs.                           (08 Marks) 

                                                                                   (Total 40 Marks) 
End of Part I 

 
 
 
 
PART II 
 

Answer any three (3) questions 
 

Question No. 02 (20 Marks) 
 
Last year, Kamal de Silva established a furniture business and to date has achieved good sales and a 
small profit. While attending a recent business networking event, Kamal was advised to consider 
employing a management accountant to enhance and improve his business. Kamal has asked you for 
advice. He would like to understand why management accounting has become so important to 
achieving business success and how it differs from financial accounting. Kamal is also keen to know 
how employing a management accountant could improve his business. 
 
You are required to prepare a briefing note for Kamal De Silva. Your note should contain the 
following: 
 

(a) Outlines the changes in the business environment that have contributed to the growth and 
importance of management accounting.        (08 Marks) 
 

(b) Differentiate between financial accounting and management accounting.    (08 Marks) 
 

(c) Describes how the employment of a management accountant could enhance and improve a 
business.            (04 Marks) 

 (Total 20 Marks) 
 

 
 
 
 
 
 
 
 
 
 
 



Question No. 03 (20 Marks) 
 

Scott Ltd. manufactures a single multi-purpose tool used extensively by those involved in the 
construction industry. Given the current economic climate for this industry, the company is examining 
its projections and plans for the next financial period. The Directors are concerned about ensuring 
profitability and survival and have a number of questions and proposals about which they require 
advice. 
 

The following information has been provided for the next financial year. 
• 36,000 units of the product are expected to be sold at a uniform selling price of Rs.15/- per 

unit. 
• Production costs are budgeted at Rs.345,000/- of which Rs.30,000/- are regarded as fixed 

costs. 
• Selling and distribution costs are budgeted at Rs.114,000/- of which Rs.39,000/- are regarded 

as variable costs. 
• Administration costs are budgeted at Rs.36,000/- fixed costs plus Rs.6,000/- variable costs 

giving a total of Rs.42,000/-. 
 

You are required to: 
 

(a) Calculate the breakeven point in units and the margin of safety based on the original budgeted 
data noted above.           (05 Marks) 
 

(b) Provide a brief explanation of the term “Margin of Safety”.       (01 Mark) 
 

(c) Calculate the expected impact on profitability of a reduction in sales by 25%.   (03 Marks) 
 

(d) Scott Ltd. is considering a new marketing campaign to introduce the tool and reduce reliance on 
the construction industry in general. The relevant cost of the new campaign is estimated at 
Rs.30,000/-. Calculate the revised breakeven point and the number of additional units of sales 
required to cover the additional outlay.          (03 Marks) 
 

(e) Alternatively the company is considering two options which may allow it to concentrate solely 
on the construction industry: 

 

Option A - Offering a sales commission of Rs.1/- per unit to staff. 
Option B - Reduce the current selling price by Rs.1/- per unit. 
 

Option A is expected to increase sales by 20% whereas Option B will achieve an increase of 
30%. However, Option B will also require an additional fixed cost for advertising of Rs.5,000/-. 
Advise the company which option would provide the higher profit and support your answer 
with appropriate calculations.         (08 Marks) 

                                                                          (Total 20 Marks) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Question No. 04 (20 Marks) 
 

GCG Ltd specializes in manufacturing good quality pure cotton t-shirts that are sold to two top 
retailers. The company has recently been approached by a conference organizer to provide a quotation 
for the supply of 5,000 t-shirts over the next three months. As GCG Ltd is currently working at 80% 
of its full production capacity it seriously considering undertaking this short-term contract to boost its 
profit. The following information is available: 
1. The conference organizer requires the t-shirts to be in equal quantities of black and white 

cotton. To fulfill the contract, 2,000 meters of white cotton fabric and 2,000 meters of black 
cotton fabric is required. 
 

2. Currently, GCG Ltd. only manufactures white t-shirts and has plenty of fabric available which 
was purchased in bulk six months ago at Rs.225/- per meter. The current price of this cotton is 
Rs.240/-. 

 

3. The company does not have any black cotton fabric in stock. However, it could buy some from 
an existing supplier for Rs.260/- per meter but must purchase a minimum of Rs.2,500/- meters. 
At present the company has no use for any unused black cotton fabric. 

 

4. When manufacturing t-shirts, only white thread may be used to make white t-shirts and only 
black thread may be used to make black t-shirts. 

 

5. For each 1,000 t-shirts produced, 200 reels of cotton thread would be required. At present there 
are 2,000 reels of white cotton thread in stock which originally cost Rs.18,000/- in total some 
month ago. The purchase price has not increased since that time. 

 

6. As the company does not have any black cotton thread in stock it will have to purchase some 
and has been quoted a price of Rs.110/- per reel. A regular supplier has offered GCG Ltd an end 
of batch box of 1,000 reels of black cotton thread at a discount price of Rs.45,000/-. If the black 
thread is not used for this contract it cannot be used for producing any other products. 

 

7. To meet the labor requirement of the contract some skilled and unskilled workers are required. 
The estimated cost for skilled staff to work on the contract amount to Rs.92,500/-. The factory 
foreman has stated that it would be feasible for the existing skilled staff to work on the contract 
as there is sufficient idle time. Additional unskilled staff will have to be employed on a casual 
basis, as required, to work on the contract at a cost of Rs.150,000/- in total. 

 

8. Machinery not needed in the current production set up could be used for this contract. However, 
GCG Ltd has been offered Rs.150,000/- to use it for the next three months by another clothing 
manufacturer. 

 

9. Depreciation on machinery, noted at 8 above, amount to Rs.240,000/- per annum. 
 

10. The fixed production overhead applicable to the contract is Rs.52,500/-. This has been 
calculated using an overhead absorption rate of Rs.105/- per t-shirt. 

 

11. The conference organizer requires a logo to be applied to each t-shirt. The logos cost Rs.25/- 
each and the company would have to purchase them, in advance, from a specific supplier. If the 
logos are not used on the contract they can be returned to the supplier for a full refund. 

 

You are required to: 
 

(a) Briefly explain:  (i) Relevant cost  (ii) Limiting factor.     (04 Marks) 
 

(b) On the basis of the financial information provided above, calculate the lowest quotation that 
GCG Ltd can offer the contract without incurring a loss.           (12 Marks) 

 

(c) Outline four qualitative factors that GCG Ltd should take into consideration before going ahead 
with the contract.           (04 Marks) 

(Total 20 Marks) 



Question No. 05 (20 Marks) 
 
ABC plc wishes to expand its operations. Six possible capital investment projects have been 
identified, but the company only has access to a total of Rs.620 billion. The projects are not divisible 
and may not be postponed until a future period. After the projects end it is unlikely that similar 
investment opportunities will occur. 
 

Project A and E are mutually exclusive. All projects are believed to be of similar risk to the 
company’s existing cost of capital. 
 

Any surplus funds may be invested in the money market to earn a return of 9% per year. The money 
market may be assumed to be an efficient market. Cost of capital of the company is 12 per year. 
 

Expected net cash inflows (including salvage value), Rs. Billion 
 

Project Year 1 Year 2 Year 3 Year4 Year 5 Initial Outlay 

A 70 70 70 70 70 246 

B 75 87 64 - - 180 

C 48 48 63 73 - 175 

D 62 62 62 62 - 180 

E 40 50 60 70 40 180 

F 35 82 82 - - 150 

 
You are required to: 
 

(a) Calculate the expected net present value and the expected profitability index associated with 
each of the six projects.         (12 Marks) 
 

(b) Advice ABC recommending which projects should be selected.       (04 Marks) 
 

(c) A director of the company has suggested that using the company’s normal cost of capital might 
not be appropriate in a capital rationing situation. Explain whether you agree with the director. 

(04 Marks) 
             (Total 20 Marks) 

End of Part II 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Present value table  
  
Present value of 1.00 unit of currency, that is (1 + r)

-n 
where r = interest rate; n = number of periods until payment 

or receipt.  
  

Periods (n)  Interest rates (r) 
 

1%  2%  3%  4%  5%  6%  7%  8%  9%  10%  
 

1 0.990 0.980 0.971 0.962 0.952 0.943 0.935 0.926 0.917 0.909 
2 0.980 0.961 0.943 0.925 0.907 0.890 0.873 0.857 0.842 0.826 
3 0.971 0.942 0.915 0.889 0.864 0.840 0.816 0.794 0.772 0.751 
4 0.961 0.924 0.888 0.855 0.823 0.792 0.763 0.735 0.708 0.683 
5 0.951 0.906 0.863 0.822 0.784 0.747 0.713 0.681 0.650 0.621 
6 0.942 0.888 0.837 0.790 0.746 0705 0.666 0.630 0.596 0.564 
7 0.933 0.871 0.813 0.760 0.711 0.665 0.623 0.583 0.547 0.513 
8 0.923 0.853 0.789 0.731 0.677 0.627 0.582 0.540 0.502 0.467 
9 0.914 0.837 0.766 0.703 0.645 0.592 0.544 0.500 0.460 0.424 
10 0.905 0.820 0.744 0.676 0.614 0.558 0.508 0.463 0.422 0.386 
11 0.896 0.804 0.722 0.650 0.585 0.527 0.475 0.429 0.388 0.350 
12 0.887 0.788 0.701 0.625 0.557 0.497 0.444 0.397 0.356 0.319 
13 0.879 0.773 0.681 0.601 0.530 0.469 0.415 0.368 0.326 0.290 
14 0.870 0.758 0.661 0.577 0.505 0.442 0.388 0.340 0.299 0.263 
15 0.861 0.743 0.642 0.555 0.481 0.417 0.362 0.315 0.275 0.239 
16 0.853 0.728 0.623 0.534 0.458 0.394 0.339 0.292 0.252 0.218 
17 0.844 0.714 0.605 0.513 0.436 0.371 0.317 0.270 0.231 0.198 
18 0.836 0.700 0.587 0.494 0.416 0.350 0.296 0.250 0.212 0.180 
19 0.828 0.686 0.570 0.475 0.396 0.331 0.277 0.232 0.194 0.164 
20 0.820 0.673 0.554 0.456 0.377 0.312 0.258 0.215 0.178 0.149 

 

  
  

Periods (n)  Interest rates (r) 
 

11% 12% 13% 14% 15% 16% 17% 18% 19% 20% 

1 0.901 0.893 0.885 0.877 0.870 0.862 0.855 0.847 0.840 0.833 
2 0.812 0.797 0.783 0.769 0.756 0.743 0.731 0.718 0.706 0.694 
3 0.731 0.712 0.693 0.675 0.658 0.641 0.624 0.609 0.593 0.579 
4 0.659 0.636 0.613 0.592 0.572 0.552 0.534 0.516 0.499 0.482 
5 0.593 0.567 0.543 0.519 0.497 0.476 0.456 0.437 0.419 0.402 
6 0.535 0.507 0.480 0.456 0.432 0.410 0.390 0.370 0.352 0.335 
7 0.482 0.452 0.425 0.400 0.376 0.354 0.333 0.314 0.296 0.279 
8 0.434 0.404 0.376 0.351 0.327 0.305 0.285 0.266 0.249 0.233 
9 0.391 0.361 0.333 0.308 0.284 0.263 0.243 0.225 0.209 0.194 
10 0.352 0.322 0.295 0.270 0.247 0.227 0.208 0.191 0.176 0.162 
11 0.317 0.287 0.261 0.237 0.215 0.195 0.178 0.162 0.148 0.135 
12 0.286 0.257 0.231 0.208 0.187 0.168 0.152 0.137 0.124 0.112 
13 0.258 0.229 0.204 0.182 0.163 0.145 0.130 0.116 0.104 0.093 
14 0.232 0.205 0.181 0.160 0.141 0.125 0.111 0.099 0.088 0.078 
15 0.209 0.183 0.160 0.140 0.123 0.108 0.095 0.084 0.079 0.065 
16 0.188 0.163 0.141 0.123 0.107 0.093 0.081 0.071 0.062 0.054 
17 0.170 0.146 0.125 0.108 0.093 0.080 0.069 0.060 0.052 0.045 
18 0.153 0.130 0.111 0.095 0.081 0.069 0.059 0.051 0.044 0.038 
19 0.138 0.116 0.098 0.083 0.070 0.060 0.051 0.043 0.037 0.031 
20 0.124 0.104 0.087 0.073 0.061 0.051 0.043 0.037 0.031 0.026 

 
End of Question Paper                                                                                           

     
 

 
 
 


