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PART I 
 

Answer all questions 
 

Question No. 01 (40 Marks) 
 

Saxex operates some 50 jewellery outlets in Sri Lanka. Products include: traditional jewellery of gold and 
gem stones, costume jewelry, watches, clocks, and silverware. The company currently manufactures some 
jewellery from gold and rough gem stones, but it also buys in jewellery ready for sale. Given the volume 
of its purchases it obtains significant discounts from all type of suppliers. While the company is 
profitable, its rate of growth has slowed significantly in recent years. The major reasons for this are 
 

1. There is an outlet in every city and most major towns in the country and Saxex has thus reached the 
point of market saturation. 
 

2. Products are essentially for mid- market and this has not been a growth area for the industry in 
recent years, It is particularly susceptible to a downturn in the economy. 

 

Jewellery in Sri Lanka is retailed through a variety of outlets. Retailers include smaller private firm and 
independence single outlet. There is also a very wide range of quality and prices in the industry. The 
board of Saxex is considering strategies to return the business to higher growth. The company does not 
have significant liquid resources and thus intends to use debt finance strategic development. 
 

The board is considering opening shops under a new name to sell up-market jewelery at a higher price 
and at a much greater profit margin than the existing business. As yet it is unsure whether to buy retailing 
space and create a new brand or buy an existing up-market jewellery chain. 
 

Cost information relating to an existing outlet and a new outlet under the proposed strategy is given 
bellow. The existing outlets generate a contribution margin of 25%. 
 

 Existing Up-market 

Annual fixed costs (Rs.) 24,000,000 36,000,000 

Expected sales volume (No. of items) 37,500 24,000 

Average variable cost per item (Rs.) 2,400 3,600 
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You are required to: 
 

(a) List six (6) significant environmental factors which create threats for Saxex.        (06 Marks) 
                   

(b) List four (4) significant environmental factors which create opportunities for Saxex.      (04 Marks) 
 

(c) Explain how Porter’s Five Forces model is relevant to the jewellery industry.         (10 Marks) 
 

(d) Average price that the new up-market outlet must charge per item in order to earn the same overall 
profit as the existing outlet                       (08 Marks) 

                
(e) Write a report to the Managing Director assuming that you are the management accountant by 

evaluating the proposed strategy under the following areas:  
(i) Marketing strategy  
(ii)  Risk  
(iii)  Growth by acquisition or by internal development; and conclusions  

(3 × 4 Marks = 12 Marks) 
 (Total 40 Marks) 

End of Part I 

 
 
 
Part II   
 

Answer any three (3) questions 
 

Question No. 02 (20 Marks) 
 

ME plc produces hand-held calculators. Three of the major electronic components are produced internally 
(components 2A34K, 5B22L, and 6C55M) required for calculators. There is a separate department in the 
plant for each component. The three manufactured components and other parts are assembled by the 
assembly department and then tested by the testing department. Any unit that fails the test is sent to the 
rework department where the unit is taken apart and failed component is replaced. Data from the testing 
department reveal that component 2A34K is the most frequent cause of calculator failures. One out of 
every 100 calculators fails because of faulty 2A34K component. Recently, BAD Kamal was hired to 
manage the 2A34K department. The plant manager told Kamal that he needed to be more sensitive to the 
needs of the department’s customers. This charge puzzled Kamal somewhat-after all, the component is 
not sold to anyone but is used in producing the plant’s calculator.  
 

You are required to: 
 

(a) Explain to Kamal who his “customers” are.            (03 Marks) 
        

(b) Discuss how Kamal can be sensitive to his customers.                                 (04 Marks) 
 

(c) Explain how increased sensitivity could improve the company’s time based competitive ability.  
                                 (06 Marks) 

 

(d) What role would strategic cost management play in helping Kamal be more sensitive to his 
customers?                                      (07 Marks) 

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

Several companies, which had engaged in significant amounts of trade with each other for over a decade, 
merged to form Canarias Group Ltd in early 2012. Each company within the group operates as an 
autonomous profit centre and, because of the significant amount of intra-group transactions, the Group’s 
Financial Controller is anxious to devise appropriate rules governing the transfer prices attached to such 
transactions.  
 

You are required to: 
 

(a) Explain the consequences for Canarias Group Ltd. of requiring transfer prices to be based on the 
full cost of goods transferred plus a mark-up. Use the following example of a possible transaction 
between two of the companies within the group to illustrate your answer: 
(i) Lanzarote Ltd. has spare production capacity which could be used to manufacture 12,500 

units of a component (which cannot be bought or sold outside Canarias Group Ltd.) each 
month. The variable cost of production would be Rs.270/- per unit, and Lanzarote Ltd. 
estimates that the fixed costs associated with this production capacity amount to 
Rs.1,000,000/- per month. 
 

(ii)  By using one unit of the component produced by Lanzarote Ltd. and incurring additional 
variable costs of Rs.150/- per unit, Tenerife Ltd. could manufacture a product which it could 
sell for Rs.600/- per unit. Tenerife Ltd. has plenty of spare production capacity. 
 

(iii)  Lanzarote Ltd. argues that the transfer price of components sold to other companies within 
the Canarias Group Ltd. should be calculated as full cost of production plus a 40% mark-up, 
which is the formula applied in determining selling prices of products sold to external 
customers. 

 (3 × 2 Marks = 06 Marks) 
                           

(b) Assume now that the Financial Controller of Canarias Group Ltd. is considering introducing a rule 
that transfer price should be based on the marginal cost of production up to the point of making the 
transfer plus the opportunity cost associated with making the transfer. Using the above example of 
Lanzarote Ltd. and Tenerife Ltd., explain why this rule would not necessarily result in behaviour 
by those two companies which is optimal for Canarias Group Ltd. as a whole.         (04 Marks) 
 

(c) Outline two other transfer pricing rules and explain why they may be more satisfactory for Canarias 
Group Ltd. than the rules applied in your answers to the previous parts of this question. Your 
answer to this part should include explanations of the advantages and disadvantages of these two 
other transfer pricing rules, and indications of the steps which Canarias Group Ltd. could take in 
order to minimize the impact of the disadvantages.                    (10 Marks) 

  (Total 20 Marks)                                                                    
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Question No. 04 (20 Marks) 
 

DMA is an Irish charity which establishes and operates certain types of charitable projects in third world 
countries. DMA has a particular interest in projects designed to bring about long-term health 
improvements in such areas as blindness and nutrition. The trustees of DMA are a group of highly 
successful business people who devote considerable time and effort to the charity. They accept no 
financial reward for their involvement and tend to be secretive (or at least discreet) about their 
involvement in case they are unfairly accused of being involved in the charity only for the sake of 
favourable publicity. The trustees use their expertise to help DMA to solicit donations and to recruit new 
volunteers to work in third world countries. In the last two years, however, it is noticeable that DMA has 
lost some “market share” (of both donations and new volunteers) to other charities. It has been suggested 
that one way for DMA to begin to recover this lost market share would be to regularly publish (in the 
national media) a set of financial and non-financial performance indicators to convince potential donors 
and volunteers that DMA is worthy of their support. 
 

 

You are required to: 
 

(a) Suggest four performance measures which could be used for the purpose described in the question 
above by explaining in detail why each measure would be likely to be useful for the purpose.     

(08 Marks) 
 

(b) Explain how the trustees of DMA could design and use a balanced scorecard. Your answer should 
include an explanation of each of the four sections of a balanced scorecard, illustrated by reference 
to DMA and include at least one possible performance measure for each section. (The performance 
measures outlined in your answer to part (a) should not be used in your answer to part (b).   

                     (12 Marks) 
(Total 20 Marks)                                                                    

 
 
Question No. 05 (20 Marks) 
 
CPA machine shop is a small metal working company producing drill bits for oil exploration. At present, 
the shop has four large manual lathes each operated by a skilled worker. The question faced by the 
Managing Director of CPA machine is whether the company should install a numerically controlled lathe 
to replace all manual lathes. The numerical lathe would require only one operator but with different skills 
in computerized automation. 
 
You are required to write a report explaining the types of analysis one has to undertake before taking 
the final decision.                   

 (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   


