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Instructions to Candidates 
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3. Answer all questions in Part I and any three (3) questions from Part II. 

4. The answers should be in English Language. 
 

Subject Subject Code 

Strategic Management Accounting  (SMA / SL 1 - 401) 
 

PART I 
 

Answer all questions 
 

Question No. 01 (40 Marks) 
 

D & K Publishing recently made a significant lump-sum payment to the author of a novel which will be 

published shortly. The company‟s normal practice is to publish a hardback edition of each new novel in time 

for the Christmas market, followed by a paperback edition a year later. In this case, market research indicates 

that if the selling price of the hardback were set at Rs.500/-  then the company would not sell any copies and 

that a price reduction of Rs.10/- would increase demand by 1,000 copies. The research also indicates that if the 

selling price of the paperback were set at Rs.200/- then no copies would be sold, and that to increase demand 

by 1,000 copies the company would need to reduce the paperback‟s price by Rs. 5/-. 
 

D & K Publishing‟s justification for its practice of publishing separate hardback and paperback editions is that 

it believes that the most eager customers will purchase the higher-priced hardback edition and that this adds to 

total sales revenues over the product lifecycle of the book. However, Anil Gunasekara has pointed out that 

publishing separate hardback and paperback editions creates additional costs, and he suggests that D & K 

Publishing should not publish a hardback edition but should instead publish the novel in paperback 

immediately. It is estimated that, with this publishing strategy, a selling price of Rs.420/- would result in no 

copies being sold and that a price reduction of Rs. 60/- would increase demand by 10,000 copies. 
 

The artwork for the book cover will be completed at a cost of Rs.200,000/-; the same artwork will be used for 

the hardback and paperback editions if applicable. The book is 400 pages long and the cost of paper is Rs.10/- 

per page. The covers and binding for each copy of the book will cost Rs.15/- (hardback) and Rs.10/- 

(paperback), and the author will be paid a royalty of Rs.5/- per copy sold. The printing presses require a set-up 

operation prior to the publication of each new hardback or paperback edition. After set-up is performed, books 

are usually printed in batches of 10,000 copies, although smaller batches are printed if that is appropriate given 

anticipated sales demand. Last year, 36 new hardback editions and 44 new paperback editions were published. 

A total of 320 batches were printed last year. It can be assumed that the books published last year averaged 250 

pages in length and that they were printed in batches of 10,000 copies. 
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The following cost information for last year is available: 

Cost pool Cost driver Amount (Rs.) 

Set-up costs (hardbacks) Number of new hardback editions published 5,400,000 

Set-up costs (paperbacks) Number of new paperback editions published 4,400,000 

Batch-related printing costs Number of batches printed 80,000,000 

Printing ink Number of pages printed 160,000,000 

 

Typesetting is carried out some time prior to the publication of each new book, and once type is set it can 

be reused for hardback and paperback editions if required. Last year, a total of 9,000 pages of type were 

set at a cost of Rs.900,000/-. 

You are required to: 
 

(a) State six (6) factors influencing the price of a product.                (06 Marks) 
 

(b) Explain briefly the concept of target pricing.            (04 Marks) 
 

(c) Assume that separate hardback and paperback editions of the new novel will be published. 

Taking each edition separately, calculate the price which P & P Publishing will charge if it 

wishes to maximize its total sales revenue from that edition.           (10 Marks) 
 

(d) Assume that P & P Publishing accepts Paul Coleman‟s suggestion that it should publish the 

novel in paperback form only. Present calculations to show the price which P & P Publishing will 

charge if it wishes to maximize total sales revenue from this strategy.          (04 Marks)  
 

(e) On the basis of the information provided, calculate the cost driver rates associated with each of 

the activities involved in publishing the novel.             (08 Marks)  
 

(f) (d) Assume now that the company‟s accountant has used the result of your calculations at parts 

(c), (d) and (e) above to prepare the following estimates of the profit which P & P Publishing 

would earn from implementing each of the two alternative publishing strategies:  
 

 Strategy outlined in part (c) 
above (Rs.) 

Strategy outlined in part (d) 
above (Rs.) 

Sales revenues 8,250,000 7,350,000 

Costs 7,940,000 6,065,000 

Profit 310,000 1,285,000 
 

 

(N.B. you are not required to prepare calculations to confirm these estimates). Without preparing detailed 

calculations, suggest reasons why the “paperback-only” strategy in part (b) may be the more profitable of 

the two strategies in this case. Also, suggest reasons why, in practice, many other publishers find a two-

edition strategy similar to that outlined in part (c) to be the most profitable way of publishing a book, and 

suggest how P & P Publishing might find ways of identifying a more profitable two-edition strategy.  

(08 Marks) 

(Total 40 Marks) 

End of Part I 
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Part II   
 

Answer any three (3) questions 
 

Question No. 02 (20 Marks) 
 

The critical division is an online retailer of consumer products such as books and music. The division has 

exceeded its profit targets in recent years but the division manager, Mary Boyle, is not complacent about future 

prospects. Mary has just received the report of a consultant who she hired to carry out a strategic assessment of 

the division. The consultant was free to choose whatever metrics he felt provided the most important indication 

of the division‟s strategic performance. The data relates to the most recent financial year and has been 

collected for both the critical division and on an estimated basis for a major competitor. Both the critical 

division and the major competitor sell directly to the public from their websites and both offer customers 

completely free postage and packing. 
 

The following data has been provided by the consultant:  

 Critical 
Division 

Competitor 

Number of products offered for sale at any one time 20,000 15,000 

Digital media as a percentage of all items sold 10% 15% 

Average delivery cycle time for physical items (working days) 4 7 

Physical items returned by customers as damaged in transit 0.5% 0.25% 

Product prices as percentage of recommended retail prices (average) 90% 88% 

Average number of orders per customer per year 12 8 
 

You are required to: 
 

(a) State the advantages of divisional organizational structure.             (08 Marks) 
 

(b) Critically evaluate the importance of each of the six metrics listed above in terms of strategic 

performance and (for each metric) briefly assess the performance of the critical division as 

compared with its competitor.               (08 Marks) 
 

(c) Recommend and justify two other significant performance metrics which should be used to assess 

the strategic performance of the critical division and its competitor.          (04 Marks) 

(Total 20 Marks) 

Question No. 03 (20 Marks) 
 

The president of a company which engage in supermarket business has participated in a recent conference 

held in Colombo. At a management meeting, he summarized what he learn from the conference. I was 

surprised to learn that many companies in our industry no longer perform some traditional, internal 

service functions. They reportedly have reduced costs and maintained quality of service by contracting 

with external service providers.  
 

You are required to: 
 

(a) List six (6) traditional management accounting techniques.           (03 Marks) 
 

(b) Describe briefly Strategic Management Accounting.             (04 Marks) 
 

(c) Briefly explain three (3) strategic management accounting techniques.          (06 Marks)  
 

(d) Discuss four (4) components of Strategic Management Accounting.          (07 Marks) 

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

Chairman Ltd. manufactures an electronic product which it sells to wholesale customers. Production and 

sales are currently 8,000 units per month. The production of one unit of product requires 4 hours of 

machine time, 2.5 hours of direct labour time and 1.5 kilograms of raw material. In an average month, 

25% of units produced fail quality control tests at the end of the production process and have to be 

repaired before they can be sold. The repair of a unit requires an additional 2 hours of machine time, 1 

hour of direct labour time and 0.5 kilograms of raw material. The variable costs of production are as 

follows: 
 

  

 

The Marketing Manager has indicated that several customers would be interested in increasing their order 

sizes provided that the price remains at its current level of Rs.900/- per unit. However, the production 

manager argues that it is not possible to increase production because the company‟s machine capacity is 

already fully utilized at the existing level of output. Direct materials and direct labour are available in any 

desired quantity. 
 

When pressed further by the company‟s Managing Director, the Production Manager acknowledged that 

additional expenditure on preventive maintenance of machinery would be likely to decrease significantly 

the proportion of units which fail quality control tests at the end of the production process. This would 

make more machine hours available for production of additional output. 
 

You are required to: 
 

(a) Calculate the maximum monthly amount which Chairman Ltd. should be willing to spend on 

preventive maintenance in order to reduce the proportion of products which fail quality control tests 

at the end of the production process to 10%.                                                                      (12 Marks)  
 

(b) Explain why firms are typically more willing to incur prevention costs than other types of quality 

costs.                                                                                                                   (08 Marks) 

(Total 20 Marks) 

 

 

Question No. 05 (20 Marks) 
 

Cargill Ltd. is a divisionalized company. Each month the company‟s Chemicals Division manufactures 

60,000 tons of a product which it sells to external customers at a price of Rs.2,000/- per ton. The fixed 

costs of the Chemicals Division are Rs.28,800,000/- per month and the marginal costs of production and 

sale amount to Rs.900/- per ton. An absorption costing system is used to work out a „full cost per ton‟ on 

the basis of this level of cost and activity.  

 

Another division of the company (the Detergents Division) buys 20,000 tons of a very similar chemical 

from an external supplier each month at a price of Rs.1,500/- per ton. However, the Chemicals Division 

has sufficient spare capacity to enable it to supply the monthly needs of the Detergents Division. The 

transfer price which the Chemicals Division would charge would be the „full cost per ton‟ as calculated 

on the basis of the increased level of output. The Detergents Division has indicated that this transfer price 

would be acceptable.  

 

Direct wages Rs. 100 per direct labour hour 

Direct materials Rs. 200 per kilogram 

Overheads Rs. 20 per direct labour hour 
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You are required to:  
 

(a) Calculate the transfer price proposed by the Chemicals Division, and show that this transfer pricing 

arrangement will motivate both divisions to act in a manner which is in the best interests of Cargill 

Ltd. as a whole.                                                                                  (07 Marks)  
 

(b) Assume now that the two divisions cannot agree on transfer pricing arrangements for the 20,000 

tons. Specifically, the Chemicals Division will not accept any price lower than Rs.1,450/- per ton 

but the Detergents Division will not agree to pay any price higher than Rs.950/- per ton. Discuss 

whether, in these circumstances, the board of directors of Cargill Ltd. should intervene to order the 

divisions to make the transfer at the price calculated in your answer to part (a).               (09 Marks)                 

        

(c) Assume now that the Detergents Division requires a further 5,000 tons per month (in addition to the 

20,000 tons), but that the Chemicals Division has no additional spare capacity and therefore these 

5,000 tons could only be provided to the Detergents Division if the Chemicals Division were to 

reduce sales to its external customers by an equivalent amount. Assume also that the marginal cost 

to the Chemicals Division of supplying a ton to the Detergents Division is Rs.30/- lower than the 

cost of supplying a ton to an external customer. What is the appropriate transfer price per ton for 

these 5,000 tons? Explain your answer.                                                                              (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   


