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PART I 
 

Answer all questions 
 

Question No. 01 (40 Marks) 
 

Good Paper Company (GPC) has been manufacturing commodity grade papers for use in computer printers 

and photocopiers. GPC reported net operating losses for the last two years due to intense price pressure from 

large competitors. GPC‟s management team - including Keerthi Perera (CEO), Basil Perera (vice president of 

manufacturing), Anil Balasuriya (vice president of marketing), and Nimal Baddegama (CFO) - is 

contemplating a change in strategy to save the company from impending bankruptcy. Excerpts from a recent 

management team meeting are given below. 
 

Keerthi Perera: As we all know, the commodity paper manufacturing business is all about scale of 

economies. The largest competitor with the lowest cost per unit wins the game. Limited capacity of our order 

machines prohibits us from competing in the high-volume commodity paper grades. Furthermore, expanding 

our capacity by acquiring a new paper-making machine is out of the question given the extraordinarily high 

price tag. Therefore, I propose that we abandon cost reduction as a strategic goal and instead pursue 

manufacturing flexibility as the key to our future success. 
 

Nimal Baddegama: Manufacturing flexibility? What does that mean? 
 

Basil Perera: It means we have to abandon our “crank out as many tons of paper as possible” mentality.   

Instead, we need to pursue the low-volume business opportunities that exist in the non-standard, 

specialized paper grades. To succeed in this regard, we will need to improve our flexibility in three ways. 

First, we must improve our ability to switch between paper grades. Right now, we require an average of 

four hours to change over to another paper grade. Timely customer deliveries are a function of change 

over performance. Second, we need to expand the range of paper grades that we can manufacture. 

Currently, we can only manufacture three paper ranges of paper grades. Our customers must perceive that 

we are a “one-stop shop” that can meet all of their paper grade needs. Third, we will need to improve our 

yield (e.g. tons of acceptable output relative to total tons processed) in the nonstandard paper grades. I am 

certain that our percentage waste within these grades will be unacceptably high unless we do something to 

improve our processes. Our variable costs will go through the roof if we cannot increase our yield. 
 

Nimal Baddegama: Wait just a minute! These changes are going to destroy our equipment utilization 

numbers. 
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Anil Balasuriya: You are right Nimal, however, equipment utilization is not the name of the game when it 

comes to competing in terms of flexibility. Our customers do not care about our equipment utilization. Instead, 

as Basil just alluded to, they want just-in-time delivery of smaller quantities of a full range of paper grades. If 

we can shrink the elapsed time from order placement to order delivery and expand our product offerings, it will 

increase sales from current customers and bring in new customers. Furthermore, we will be able to charge a 

premium price because of limited competition within this niche from our cost-focused larger competitors. Our 

contribution margin per ton should drastically improve. 
 

Basil Perera: Of course, executing the change in strategy will not easy. We will need to make a substantial 

investment in training. It is imperative that we do not shortchange our commitment to training because 

ultimately it is our people who create our employees to make decisions that support our flexibility goals. 
 

Nimal Baddegama: If we adopt this new strategy, it is definitely going to impact how we measure 

performance. We need to create measures that motivate our employees to make decisions that support our 

flexibility goals. 
 

Keerthi Perera: Basil, you hit the nail right on the heat. For our next meeting could you pull together some 

potential measures that support on new strategy? 
 

Later that same day, Nimal shared the essence of the above conversation with the employees of his Finance 

Department. He indicated that he would welcome suggested performance measures from anyone within the 

department. As an employee in the Finance Department, you have decided to pursue this opportunity to 

enhance your career prospects within the organization. 
 

Further, GPC keeps careful track of the time to complete customer orders. The company has produced the most 

recent quarter, the following average times were recorded for each order. 
 

 Days 

Wait time 15 

Inspection time 0.4 

Process time 2 

Move time 0.5 

Queue time 5 
 

 You are required to: 
 

(a) List out the macro variables that may have influenced GPS to show low financial performance in 

the past.                  (05 Marks) 
                   

(b) Discuss an appropriate model to evaluate the industry attractiveness.               (05 Marks) 
 

(c) Discuss the merits and demerits of GPC‟s proposed manufacturing strategy compared previous 

strategy.                         (06 Marks) 
 

(d) Explain the time consumed for non-value adding activities at present.                 (04 Marks) 
                

(e) Compute the followings:  

(i) Throughput time  

(ii) Manufacturing cycle efficiency  

(iii) Delivery cycle time              (3 × 2 Marks = 06 Marks) 
 

(f) Construct a basic balanced scorecard for GPC.                    (08 Marks) 
 

(g) Explain how the balanced scorecard constructed in (f) above will contribute to strategic choice and 

strategy implementation of GPC.               (06 Marks) 

 (Total 40 Marks) 

End of Part I 
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Part II   
 

Answer any three (3) questions 
 

Question No. 02 (20 Marks) 
 

C Limited, a video production company, is considering purchasing the technological rights for software 

which, with the analysis of a golf swing expert, can diagnose problems in golfers‟ swings and advice on 

how to correct the same. The license can be purchased from a recently formed US company AMGOLF 

Incorporated, for a one off payment of Rs.10,000,000/-, plus a royalty per instructional DVD produced. 

The license is for three year duration. C Limited plans to market this technology throughout Sri Lanka. C 

Limited has a WACC of 5% and management insist that all proposed investments achieve; 
 

 a positive NPV if the  project ends in three years. 
 

 a cash payback of 2.5 years or less. 
 

The service will be offered through individual golf clubs. Each golf club that agrees to offer the service to 

members will set aside five days per year during the licensing period. During service visits to clubs, one 

video analyst and one swing expert will visit the club and offer the service to members. It is expected that 

100 clubs will be visited each year over the three year period. C Limited will recruit sufficient video 

analysts and swing experts each working 250 days per year to make the projected number of visits. Each 

club that agrees to obtain the service will pay C Limited, Rs.2,000/- per day for five days, fixed for three 

years. In addition, C Ltd will charge a nominal fee of Rs.200/- from a member to have their swing 

analysed. If they wish to receive a more detailed swing analysis (which is optional), an additional fee of 

Rs.500/- will be charged and a copy of their swing and related technical analysis on DVD will be given. 

The cost of purchasing each DVD to C Limited is Rs.20/-, plus the payment of a royalty of Rs.100/- per 

DVD produced, to be paid to AMGOLF INC. This royalty will remain fixed for the duration of the 

license. C Limited expects that 20 members from each club will visit its facility each day (over 5 days) 

and that 30% of those will purchase the DVD. Other relevant information includes: 
 

 The cost of purchasing DVDs for C Limited is expected to rise by Rs.10/- each year after year 1. 
 

 C Limited is confident that this is a relatively captive market and expects to increase prices 

charged to members purchasing the DVD by 20% each year, commencing in year 2. 
 

 C Limited plans to increase in year 2, visiting clubs by 400, and in year 3 to visit a further 100 

clubs. Video Analysts and Swing Experts are paid Rs.300,000/- and Rs.500,000/- per year 

respectively in year 1. All wage costs are expected to increase by 10% per year commencing from 

year 2. 

 

You are required to: 
 

(a) Advise C Limited on whether they should purchase the proposed license based on a financial 

analysis alone. (Ignore Taxation).                     (12 Marks) 

        

(b) Discuss four (4) qualitative factors that C Limited should consider before making a final decision 

whether or not to buy the proposed license.                                         (08 Marks) 

 (Total 20 Marks)                                                                     
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Question No. 03 (20 Marks) 
 

Kimberley Ltd. manufactures small boats. The company consists of two departments, namely the Frames 

Department which manufactures one type of boat frame and the Customisation Department which 

modifies the boat frames to each customer‟s individual specifications. In the Frames Department, the 

production equipment is operated at its maximum capacity of 12,000 boats per annum. The standard cost 

of a boat frame is given in the table below. 
 

 Rs. 

Direct materials 10,720 

Direct labour 600 

Variable overhead 1,500 

Depreciation of production equipment 9,000 

Miscellaneous department fixed overhead 750 

Total 22,570 
 

The production equipment in the frames department is in the final year of its useful life. The company is 

considering two alternative plans for next year: 
 

 Plan A: Close down the Frames Department entirely and buy all boat frames from an external 

supplier at an estimated cost of Rs.22,000/- each. 
 

 Plan B: Rent new production equipment with a maximum capacity of 18,000 boat frames per 

annum for Rs.135,000,000/- per annum, to enable the Frames Department to continue to operate. 

This new equipment would be highly efficient and would reduce the direct labour and variable 

overhead costs per boat by 20%, but the total annual miscellaneous department fixed overhead 

would be the same as at present (apart from the rent of the new production equipment).  
 

You are required to: 
 

(a) Assuming that Plan B is implemented, calculate the cost per boat frame at each of the following 

levels of output per annum: 12,000 units, 15,000 units and 18,000 units. Then, explain the 

circumstances in which (on the basis of cost alone) Plan B is preferable to Plan A.         (10 Marks) 
         

(b) Explain two (2) reasons (other than the cost per boat frame) why Kimberley Ltd. might prefer to 

implement Plan A rather than Plan B.                     (04 Marks) 
 

(c) Explain three (3) reasons (other than the cost per boat frame) why Kimberley Ltd. might prefer to 

implement Plan B rather than Plan A.                             (06 Marks) 

  (Total 20 Marks)                                                                     

 

 

Question No. 04 (20 Marks) 
 

The continual search for the most effective method of accomplishing a task through comparisons of 

existing method of performance levels with those of other organizations or with other subunits within the 

same organization is called benchmarking. Sometimes organizations benchmark their operations against 

similar organizations including their competitors. In other cases, organizations benchmark against a 

completely different type of organization. For example, a telecommunications company benchmarked its 

customer service operation against NASCAR (The National Association for Stock Car Auto Racing) pit 

crew. The idea was to see how the telecommunication company‟s customer service unit could improve its 

response time by learning from the NASCAR crew. The pit crew, of course, had honed its procedures 

meticulously to get the necessary service accomplished in the least time possible. This type of 

benchmarking study is sometimes referred as benchmarking „outside the box‟. 
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You are required to: 
 

(a) Explain how best a university could benefit from benchmarking against a similar institution of 

higher education?                       (08 Marks) 
 

(b) Explain how best a university could benefit from benchmarking outside the box? What 

departments, operations, or procedures might benefit from such a study? What non-educational 

organizations might be chosen for the benchmarking study?                 (12 Marks) 

(Total 20 Marks)                                                                     

 

 

Question No. 05 (20 Marks) 
 

Tyrone Ltd. manufactures specialized engineering products. The items produced are of high quality but 

are fragile by nature and therefore the packaging process must be carried out with some care. The 

company‟s product development staff recently completed design work on a new product (the “TLX”). 

Comparison with competitors‟ products indicates that Rs.2,000/- per unit is a realistic selling price for the 

TLX. The company requires a 35% margin on selling price from all products in order to ensure an 

adequate companywide return on investment. Production and sales of TLX are estimated at 13,000 units 

per annum. According to the design specifications, the TLX is to be produced in batches of 500 units and 

packaged in batches of 25 units. 
 

Overhead costs amount to Rs.200,000/- for each batch of 500 units produced and a further Rs.12,500/- for 

each batch of 25 units packaged. The design specifications also indicate that the manufacturing of each 

unit of TLX will require 3 units of Component 1 and 5 units of Component 2. Component 1 is a new item 

which Tyrone Ltd. will have to manufacture at a cost of Rs.20/- (variable) each plus Rs.400,000/- for each 

batch of 10,000 units of this component. 
 

Component 2 is used regularly by the company and can be purchased in any desired quantity from a 

reliable supplier for Rs.55/- each. The labour cost of fitting these components in the manufacture of TLX 

is estimated at Rs.45/- per unit of Component 1 and Rs.15/- per unit of Component 2. 
 

You are required to: 
 

(a) Prepare calculations to indicate whether Tyrone Ltd. will achieve the target cost for the TLX on the 

basis of the data provided.               (08 Marks) 
 

(b) Now assume that a “target costing task force” has suggested the following changes in order to help 

reduce the cost of the TLX: 

 Increase the production batch size so that each year‟s total output of TLX would be produced in 

just 24 batches; 

 Increase the packaging batch size to 75 units of TLX; 

 Modify the design of the TLX, such that 2 units of Component 1 would be replaced by the 

same number of units of Component 2 in each TLX. 
 

Calculate the total annual cost savings if all of these changes are implemented, and indicate whether 

the target cost would be achieved.               (08 Marks) 
 

(c) The Managing Director points out that no consideration has been given to the cost of delivering the 

product to customers. Discuss whether the company needs to give consideration to delivery costs as 

part of the target costing exercise. (Calculations are not required in your answer to this part).   

         (04 Marks) 

 (Total 20 Marks)                 
End of Part II 
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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   


