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Instructions to Candidates 

1. Time allowed is three (3) hours. 

2. Total 100 Marks. 
3. Answer all questions. 

4. Candidates are allowed to use non-programmable calculators. 
5. The answers should be given in English Language. 

 

Subject Subject Code 

Strategic Management Accounting  (SMA / SL 1) 

      

 

Question 1 

 

Sport and Leisure Pvt Limited (SL) is a private health, sports and leisure club in Colombo. 

SL was formed in 2005 by its two shareholders who are now the directors, Arnold 

Illukkubura and ManelIllukkubura. The first fitness club of SL was opened in Maharagama. 

Arnold and Manelpreviously were physiotherapists in a major football club and they used 

personal savings and mortgaged their houses to finance SL. They took an active role in 

supervising club members while advertising their previous professional experience. The 

Maharagama leisure club prospered over the past years and now it has about 50 members. 

Each member currently pays an annual subscription fee of Rs.25,000/-. The success of the 

business was due to a number of factors. First, it is the only fitness club in the town; second, 

the club received the personal day -to -day involvement of the owners, both of whom have a 

good reputation; and third, its staff, who are paid above the industry average, have a good 

knowledge on health and fitness aspects. In order to expand further, SL opened a second 

leisure club in 2008 in Horana and adopted the same general approach and level of fees as in 

Maharagama. In Horana there are no other health and fitness clubs. 

 

Health and fitness sector has experienced a significant increase in demand in Sri Lanka 

especially in the Western Province with annual membership growth over 10% in the recent 

years. Currently, it is estimated that only 0.12% of the Sri Lanka population are members of 

fitness clubs. This membership is highly concentrated on high income groups. On the supply 

side, there are several major famous leisure and sport clubs that operate in Colombo. These 

clubs while charging high fees tend to have the best equipment and highest number of 
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members. There are also many smaller fitness clubs around Colombo. A recent market survey 

suggests that there is still an undersupply with a potential to attain club membership of 3% of 

the total population of the country. 

 

A rival, medium-sized company, Premier Leisure (Pvt) Ltd (PL) has announced that it is to 

open a new fitness club in Maharagama in Six months’ time. It will use the latest equipment 

in contrast to SL’s facilities which are in need of some updating. It is learnt that PL will offer 

discounted membership fees for the first three months. However, in the long-term annual fees 

charged will be around Rs. 22,500/-, which is their usual fee. Charging a lower fee is made 

possible as PL operates with fewer and less qualified staff compared to SL. 

 

The performance of Horana club is disappointing from the inception. The membership is 

growing, but slower than had been anticipated. The first manager employed to run the club 

had focused more on operational activities and less on marketing and expanding membership. 

A replacement manager has recently been appointed. His remuneration package is yet to be 

decided but some incentive to expand membership, while maintaining the long term 

reputation, is being considered. At the same time, Filochem Plc has approached SL to 

negotiate a special discounted fee for its employees. Filochem has offered to pay a lump sum 

of Rs.50,000/- if SL offers half-price membership to any of its existing or ex-employees 

joining over the next year. Initial estimates indicate that 50 members will join the club under 

this scheme. Filochemis a major employer in the town, but recently it received adverse 

publicity due to some labour issues. 

 

The drafted accounts (Rs.’000) for the period ending 31
st
March 2017 are given below. 

 

 Maharagama Horana Total 

Fitness Activities    

Fees 1,250 500 1,750 

Less: Fitness salaries 575 450 1,025 

Net income 675 50 725 

Less: Overheads    

Lease rentals-building 125 125 250 

Depreciation 37 40 77 

Other 51 55 106 

Net Profit/loss 462 (170) 292 

 

 

You are required to: 

a) Discuss the usefulness of Strategic Management Accounting with reference to this case.

           (08 Marks) 

 

b) Evaluate the strategic position of each of SL’s two fitness clubs according to their life 

cycle and discuss how the pricing should be strategized.    (10 Marks) 
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c) Write a report to the directors, as an external consultant, advising on the two strategic 

issues. You are required to address the following points in your report: 

 

Issue 1: Poor performance of Horana club 

� The relationships between cost, revenue, and profitability 

� The Filochem proposal 

� Incentive scheme for the new club manager      (12 Marks) 

 

Issue 2: Imminent competition inMaharagama 

� Competitor analysis and competitive strategy 

� Long-term viability of the club 

(10 Marks) 

 (Total 40 Marks) 

 

Question 2 

Gentle is a diversified organization that has business interest in many sectors. Electrics Ltd, 

one of the subsidiaries of Gentle, is a company that manufactures electrical appliances 

forhouseholds. Thecompany has identified the following environmental-related information: 

 

i. Raw material requirement in tonnes for the production budget for the next quarter 

ii. Monthly cost savings achieved due to the solar panel system installed during last year 

iii. Quantity of carbon credits to be purchased from the world carbon markets next year 

iv. Cost of printing the integrated annual report of the next year according to the 

guidelinesof the International Integrated Reporting Council (IIRC). 

 

Required: 

a) Discuss the connection between physical and monetary Environmental 

ManagementAccounting (EMA) information, selecting one of the above cost items of 

your choice. 

            (04 marks) 

 

b) Analyze the above information in terms of the Comprehensive Framework forEMA as 

suggested by Burritt, Hahn, and Schaltegger, (2002).     (10 marks) 

 Note: You are supposed to draw the framework and map the information appropriately

 with justifications. 

 

c) Discuss the importance of carrying out an energy audit for Electrics Ltd.  (06 marks) 

 

(Total = 20 Marks) 

 

 

Question 3 
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Print Cool Ltd. manufactures various types of colour laser printers in highly automated 

facility.  The market for laser printers is competitive.  The various colour laser printers in the 

market are comparable in terms of features and price.  The company believes that satisfying 

customers with products of high quality at low costs is key to achieving its target 

profitability.  For 2015, Print Cool Ltd. plans to achieve higher quality and lower costs by 

improving yields and reducing defects in its manufacturing operations.  Print Cool Ltd. will 

train workers and encourage and empower than to take the necessary actions in this regard.  

Currently, a significant amount of Print Cool Ltd.’s capacity is used to produce products that 

are defective and cannot be sold.  Print Cool Ltd. expects that higher yields will reduce the 

capacity that Print Cool Ltd. needs to manufacture products.  Print Cool Ltd. does not 

anticipate that improving manufacturing will automatically lead to lower costs because Print 

Cool Ltd. has high fixed costs.  To reduce fixed costs per unit, Print Cool Ltd. could lay off 

some employees and sell equipments, or it could use the capacity to produce and sell more of 

its current products or improved models of its current products. 

 

Print Cool Ltd.’s balanced scorecard (initiatives omitted) for the just-completed fiscal year 

2015 follows: 

Objectives Measures 
Target 

Performance 

Actual 

Performance 

Financial Perspective 

Increase shareholder value 

 

Operating-income changes from 

productivity improvements 

Rs.1,000,000 Rs.400,000 

Operating-income changes from 

growth 

Rs.1,500,000 Rs.600,000 

Customer Perspective 

Increase market share  

 

Market share in colour laser 

printers 

5% 4.6% 

Internal-Business-Process Perspective 

Improve manufacturing 

quality 

Yield 82% 85% 

Reduce delivery time to 

customers 

Order-delivery time 25 days 22 days 

Learning-and-Growth Perspective 

Develop process skills Percentage of employees trained 

in process and quality 

management  

90% 92% 

Enhance information-system 

capabilities 

Percentage of manufacturing 

processes with real-time feedback 

85% 87% 

 

Required: 

(a) Discuss to what extent Print Cool Ltd. was successful in implementing its strategy in 

2015.           (06 marks) 
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(b) Evaluate the appropriateness of the balanced scorecard developed by Print Cool Ltd. in 

identifying the drop in market share in 2015.      (08 marks) 

 

(c) Recommend the suitable modifications for the existing balance scorecard.   

           (06 marks) 

(Total = 20 Marks) 

 

    

Question 4 

“Change is a learning methodology to understand how environmental factors shape internal 

processes within organizations. Management accountants had to face the challenge of 

changing their techniques and procedures to meet this change. Traditional costing methods, 

budgeting and control, and performances evaluation based on financial perspectives were no 

longer sufficient to meet the demand of emerging strategic dimensions of organization.” 

 

Some authors define Management Accounting change as a movement from mechanistic to 

post-mechanistic forms.”  

 

Required: 

(a) Discuss mechanistic and post-mechanisticapproaches stating clearly the main 

characteristics of each approach.      (10 marks) 

 

(b) Discuss two most popular techniques which have gone through this movement. 

(10 marks) 

(Total = 20 Marks) 

 

Question 5 

 

BIN is a large sized company engaged in manufacturing and distributing aluminum-ware 

used in construction and interior décor. It has a wide product range which involves a complex 

manufacturing process.   This has given rise to a few layers of delegation on the factory floor 

in particular.  Further, it has an island-wide distribution network using a fleet of lorries 

owned by the company. The company has always adopted a differentiation strategy and 

introduction of new products is common.  Owing to the free market policy adopted by the 

country there are many local producers waiting to join the industry. The country is also 

flooded with cheap imports. The company gives over 1,250 employees of all categories.  

The top management of BIN is of the view that its current Management Accounting System 

(MAS) is does not provide adequate and up-to-date information for use by the managers.  

You have been appointed as a consultant to BIN and assigned the task of reviewing the 

company’s Management Information System (MIS) and making suggestions for 

improvement.  
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Required:  

a) Discuss the type of a MAS in terms of sophistication that you would envisage for BIN?  

(10 marks) 

b) Discuss the type of resistance would you expect in introducing changes to the MAS?  

 (10 marks)  

    (Total = 20 Marks) 

 (Hint:  Apply the Contingency Theory and Institutional Theory)  

 


