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Instructions to Candidates 
1. Time allowed is three (3) hours (with an additional reading time of 15 minutes). 
2. Answer all questions in Part I and three (3) questions from Part II. 
3. The answers should be given in the English Language. 

 

Subject Subject Code 
Strategic Management Accounting  (SMA / SL 1) 

 
 

PART I 
 

Answer all questions 
 

Question No. 01 (40 Marks) 
 
Nihal Jayewardene founded his supermarket chain called “Needs Super” over 15 years ago in a small 
scale.  The supermarkets mainly operate in the Western province of Sri Lanka. The main focus of this 
business is to provide all fast moving consumer goods (FMCG) items including foodstuffs (varying from 
fresh vegetables and fruits, dry rations, animal products, etc) to its customers.  It has, now, 15 outlets in 
urban areas and 4 outlets in sub-urban areas. Further, it is expected to open 5 supermarkets in urban areas 
and 2 supermarkets in sub urban areas per year in the future. 
 

For the last 15 years, there has been commendable improvement in the growth of the company because 
competition from other supermarkets was negligible.  Now the situation has changed, especially due to 
the entry of new departmental stores in the Western province which offer various goods to customers 
under one roof. 
 

Nihal Jayewardene, the founder and the present managing director, is in ill health and knows that he must 
soon release their reins of the company.  However, none of his three children shows the slightest interest 
in involvement in the business so that it seems his successor must be an ‘outsider’.   
The management of “Needs Super” has hired you as a management consultant with a view to evaluating 
two strategic issues it faces currently.  
 

Issue 1- opening up of a franchise chain of pharmacies 
The company is planning to get a franchise of a chain of pharmacies, for a period of five years, from 
Healthgaurd Ltd at an annual cost of Rs. 20 mn plus 2% of the revenue from pharmacies. The adjustment 
to accommodate the pharmacies for the existing super markets or new ones will be borne by Healthgaurd. 
Also, the staff will be trained and be provided by Healthgaurd. 
 

It is expected that the pharmacies will be opened in all the supermarkets it has currently. The company 
undertook a market research incurring Rs. 1.5 mn from which the following information is revealed.  
Sales revenue generated from the pharmacies will be as follows. 

Metropolitan areas   Rs.  2 mn per annum per one pharmacy  
Sub urban area         Rs.  0.75mn per annum per one pharmacy 
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It is expected that annual sales per pharmacy will increase by 5% per annum. The operating expenses will 
be nearly 25% of the gross revenue per annum. Other fixed costs will be Rs. 2 mn per annum which will 
increase by 10% per annum.  
 
Applicable tax rate is 30% payable in the same year. The cost of capital is estimated to be 12%. 
 

In addition to the existing customers of “Needs Super”, it is expected that a new segment of customers for 
the pharmacies will be attracted, if the plan goes ahead. These new customers will buy foodstuff from 
“Needs Super”. 
 

Issue 2- quality problems of “Needs Agri” 
In 2008, “Needs Super” diversified into agri-processing production segment with the brand name “Needs 
Agri”. “Needs Agri” offers a range of tasty juices, jam, sauces, cordials and chutneys made from fresh 
fruits and vegetables directly handpicked from orchards. For this task the company has established 
collection centers island-wide.  At the beginning, the introduction of “Needs Agri” products resulted in 
better overall performance of “Needs Super”. However, it could be noticed that the contribution made 
from “Needs Agri” products were declining over the last few years. “Needs Super” had to face many 
difficulties with its suppliers due to poor information network. Further, there were some complains on the 
quality of the products which they produced in their factories. High labour turn has been a major problem 
for “Needs Super” over past several years. In some instances, the production process had to be halted due 
to the limited number of factory workers. Currently, the company is producing “Needs Agri” products 
with machineries which were bought at the inception of this unit. Those machineries were placed in 
separate building slots due to inadequate space.  
 

Performance appraisal of the agri-processing production segment is currently undertaken by the factory 
manager and it primarily focuses on profitability, sales revenue, and gross margin. 
 

Because of the new entrants to the market, “Needs Super” recognized the challenges that it has to face in 
the near future. Therefore, finally the management of “Needs Super” has begun to pay more attention on 
the production process of agri products which leads to improvement of its overall performance.  
 

You are required to: 
 
(a) Critically evaluate the current position of “Needs Super” and recommend alternative strategies that 

would be appropriate for current and expected business environment.        (12 Marks)  
                                            

(b) As the management consultant, you are to write a report to the management of “Needs Super” 
which; 

 
(i) Analyzes the proposal to start up the franchise chain of pharmacies from Healthgaurd using 

Ansoff matrix.                      (08 Marks) 
 

(ii) Advises “Needs Super” on the plan to get a franchise of a chain of pharmacies. Discuss your 
reservations on this proposal.      
(Your answer should include a financial evaluation of the proposed franchise chain of 
pharmacies with the assumptions clearly stated).              (10 Marks) 

 
(iii) Discusses how total quality approach can help “Needs Super” to minimize the current 

difficulties and improve its ability to provide better services to its customers.  Your answer 
should include other suitable remedial actions needed for agri-processing production.  

                     (10 Marks) 
 (Total 40 Marks) 

End of Part I 
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Part II   
 
Answer any three (3) questions 
 
Question No. 02 (20 Marks) 
 
Mandara Hotel, established in 1994 in the hill country of Sri Lanka, is the flagship hotel of Sonata Spande 
Hotel chain. Due to the environmental sensitive location of Mandara Hotel, it received public attention 
and even criticism when it was set up in 1993. Due to this heightened attention, the management of the 
hotel chain took various steps to reduce the environmental impacts on the nearby lake, reserved land area 
and villagers. Today, the hotel is world famous among the environmental loving tourists due to its 
strategic location and experience they receive. However, the management believes, though the hotel was a 
pioneer among the nature loving tourists, it is now losing the momentum due to opening up of new hotels 
with more attractive environmental strategies. Also, the guests of the hotel complain the high cost they 
have to pay for room nights and other facilities. The management of the hotel has also become aware of 
the regulations pertaining to environment which has intensified in number and scope covering waste 
disposal, water and energy conservation, etc. 
 
The management of the hotel hired you as a consultant in-charge of the environmental management 
activities of the organisation with a view to reducing the cost and devising better strategies to attract more 
green loving affluent guests in the future. After investigation, you identified that most of the environment 
related costs such as waste management, energy, water, maintenance of the ISO 14000 system, etc are 
recorded as general overheads and do not receive separate identification nor treatment. Further, you have 
noticed that these costs are collected in different divisions such as kitchen, laundry, lobby, room 
maintenance with very little exchange of information among these divisions. The management has paid 
little attention to the increasing expenditure on water and energy due to recently introduced tariff system. 
You have also identified when adding new investments the management has not incorporated any 
monetary value for environmental impacts, though attention is devoted to the projects marketability to 
lure green loving guests. To your amazement you learn that none of the managers involved in the 
environmental management activities including the accountant are aware of the tools and techniques of 
environmental management accounting (EMA).  
 
You are required to write a report to the management of the hotel which; 
 
(a) Evaluates the importance of environment on the sustainability of Mandara Hotel.       (08 Marks) 

  
(b) Recommends suitable strategies aimed at improving the present problems pertaining to the 

environmental management accounting practices in the hotel.         (12 Marks) 
                                                                                           (Total 20 Marks)                             
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Question No. 03 (20 Marks) 
 
Tilex Ltd is a manufacturer of ceramic tiles who supplies for both individual customers and commercial 
entities. The production of ceramic tiles needs the adherence of strict quality measures. Different tiles 
need different raw materials according to the requirement of the tile.  There are small variations for the 
same tile in the different production batches. 
 
Four years back, Tilex Ltd recruited Mohan as the Management Accountant who came from a 
competitive company in the tile industry.  Mohan was recruited to Tilex Ltd because of the talents he had 
in addressing financial issues in his former company. As his first assignment, the top management of 
Tilex Ltd requested him to prepare a balanced scorecard (BSC) for the company. He was glad about the 
assignment because he had experience of preparing the same in his former company. He introduced the 
same BSC that he used in his former company to Tilex Ltd without adequate consultation with other 
workers, especially the shop floor workers, in the company. After implementing the BSC there were 
problems in many staff layers of Tilex Ltd. There were some internal conflicts between senior and lower 
level workers about the span of their roles in this new system. Further, there were many communication 
issues between the factory and other departments in the company. Even though Mohan introduced the 
BSC in a hurry to satisfy the managements’ request, he was unable to update the BSC for last three years. 
Also, in the last few years the company was unable to invest in sophisticated information systems due to 
financial problems. 
 
Currently the company is facing huge losses and they are unable to maintain the quality of the products. 
The company culture, along with the information systems, struggled to satisfy new and varying demands 
of customers. Therefore, the top management got the advice from a management consultant to 
recommend solutions for these issues.  
 
You are required to As the management consultant of the company write a report to the management of 
Tilex Ltd which; 
 
(a) Critically evaluates the above situations of Tilex Ltd. 

(You are not required to discuss the issues related to BSC in this part).              (10 Marks)    
                                          

(b) Advises on the better implementation of a BSC.           (10 Marks) 
 (Total 20 Marks) 
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Question No. 04 (20 Marks) 
 
Monady is a family owned business which has diversified interest in the apparel sector in Sri Lanka. Over the 
recent years, the company has expanded into different areas in the country with well over two thousand 
employees. The head office, located in Homagama, has the responsibility of overseeing the reporting of 
management information of the four different factories. The factor managers are required to simply compile 
and fill the spreadsheet formats provided by the head office. However, most of the factory managers are 
reluctant to complete the templates owing to their busy schedules.  
 

The organisation has a separate section for management accounting in the finance division which is headed by 
the finance controller. The main task of the management accounting division is to generate variance analysis of 
daily performance that stems from the budgets. In addition, monthly budgets and variance analysis is 
performed. As a newly qualified CMA you joined the management accounting division of Monady recently. 
When you joined, you were strongly advised not to share any information with your colleagues if anyone is 
employed in the apparel sector. Recently the organisation refused to answer a questionnaire carried out by a 
university student primarily because of time constraints and fear of information leakage.  
 

With your little experience in the organisation, now, you have realised that most of the decisions are strongly 
influenced by the directors, who are family members and their close relatives. Also, they greatly have the 
contention of winning a contract through personal relationships which they have with various parties. So far, 
that has been the case of winning many profitable contracts. 
 

You are required to: 
 

(a) Critically evaluate the role of management accounting function of Monady.         (10 Marks)                                              

(b) Recommend suitable actions to improve management accounting function of Monady.  
(10 Marks) 

                                                                                        (Total 20 Marks) 
 
 
Question No. 05 (20 Marks) 
 
Haruni Ltd is a herbal cosmetic manufacture in Sri Lanka. The company started its production, long time ago, 
by launching special herbal oil which was highly accepted by the customers. Over the last decade, there has 
been an introduction of numerous cosmetics into the market by the company. To meet the accelerating 
demand, Haruni Ltd had to invest on special machineries in their factory. Concurrently, the company 
introduced a voluntary retirement scheme for their workers. At present, the competition for cosmetics has 
increased and the company wants to build a good reputation as the market leader in the cosmetics industry. In 
order to be successful in this competitive market, the senior managers recognize that they must improve the 
existing management accounting system.  
 
The company has a management accounting system that was first introduced in the 1980s when the company 
started its first production of herbal oil. It basically dealt with financial accounting, auditing and tax issues. At 
present, the accountant of the company handles both financial as well as management accounting matters. His 
main duty is handling routine accounting tasks. His belief of the management accounting role was only limited 
to follow procedures. Since he performs routine tasks he was not consulted at the top level discussions.  
 
The accountant joined the company as an accounts assistant. He was promoted to ‘Accountant’ position 
through many years of experience in the company. Further, he gave up his MBA degree, due to the high work 
load he had to undertake.  
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You are required to: 
 
(a) Critically evaluate present role played by the accountant at Haruni Ltd.        (10 Marks)    

                                          
(b) Advise on the role of a management accountant in a modern manufacturing environment. 

(10 Marks) 
                                                                                        (Total 20 Marks) 

End of Part II 
End of Question Paper 

 
 
 


