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PART I 
 

Answer all questions 
 

Question No. 01 (40 Marks) 
 

Random Plc, a listed company on the Stock Exchange, is concerned about its share price deterioration 

over the year 2013 from Rs. 80 to Rs. 65 per share despite its profit increasing by 12% over the same 

period. 
 

The Managing of the company believes the main reason for this drop is the fact that the market has not 

incorporated the strategic aspects of the business in its estimation of the share price. 
 

The management accountant, Sunil Palliyaguru, has now been asked to come up with a “scratch-pad‟ 

analysis of strategic value, in order to ascertain if the Managing Director‟s beliefs are reasonable. Based 

on previous discussions with managers, Sunil Palliyaguru considers that the seven “Key Value Drivers” 

of the business are as follows: 

1. Sales Growth Rate  

2. Operating Profit Margin  

3. Tax Rate  

4. Fixed Capital Investment Rate  

5. Working Capital Investment Rate  

6. Cost of Capital  

7. Planning Period  

 

The cost of capital for the company is 8%, and the corporate tax rate is 40%. Sunil Palliyaguru believes 

that a two year planning period (i.e. 2015 and 2016) is sufficient and that the growth rates of the various 

drivers can be maintained at the same levels over the previous year. The depreciation in 2014 was Rs.12 

million and it is estimated that the depreciation for 2015 and 2016 Rs.17 million and Rs.22 million 

respectively. The financial information pertaining to the last two years is as follows: 
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 Rs. Million 

 2014 2013 

Sales 495 450 

Cost of goods sold and expenses (396) 360 

Operating profit 99 90 

Fixed capital 190.8 180 

Working capital 165 150 

Marketable securities 40 50 

Debt - Book value  100 90 

Debt – Market Value 120 100 

Capital and Reserve – Book Value 2,000 1,900 

   
Number of Shares issued (in millions) 10 9 

 

You are required to: 
 

(a) Briefly explain the concept of “Strategic Value Analysis”.                    (04 Marks) 
 

(b) Briefly explain the meaning of “Key Value Drivers”.             (04 Marks) 
 

(c) List six (6) sources of sustainable competitive advantage.                    (06 Marks) 
 

(d) Calculate the Value Driver rates of each value driver given that could be used in Strategic Value 

Analysis.                          (07 Marks) 

                                 
(e) Calculate the free cash flows during the planning period, and continuing value of the business at the end 

of the planning period.                              (06 Marks) 
 

(f) Calculate the value to shareholders and comment on the difference between the book, market and 

strategic aspects of the company‟s share value.                    (06 Marks) 
 

(g) „Activity Based Costing information system can provide relevant information for creating value to 

shareholder‟. Discuss this statement by referring to the entity given in the question.               (07 Marks) 

 (Total 40 Marks) 
End of Part I 

Part II   
 

Answer any three (3) questions 
 

Question No. 02 (20 Marks) 
 

Lynsar Corporation started as a single plant to produce its major components and then assembled its main 

product into electric motors. Lynsar later expanded by developing outside markets for some components used 

in motors. Eventually, the company reorganized into four manufacturing divisions: bearing, casing, switch, and 

motor. Each manufacturing division operates as an autonomous unit and divisional performance is the basis for 

year-end bonuses.  
 

Lynsar‟s transfer pricing policy permits the manufacturing divisions to sell either externally or internally. The 

price for goods transferred between divisions is negotiated between the buying and selling divisions without 

any interference from top management.  
 

Lynsar‟s profits for the current year have dropped although sales have increased and the increased profits can 

be traced almost entirely to the motor division.  J. Sumith, Lynsar‟s chief financial officer, has learned that the 

current motor division purchased switches for its motors from an outside supplier during the current year rather 

than buying them from the switch division, which is at capacity and has refused to sell to the motor division. It 

can sell them to outside customers at a price higher than the actual full (absorption) manufacturing cost that 

has always been negotiated in the past with the motor division. When the motor division refused to meet the 

price that the switch division was receiving from its outside buyer, the motor division had to purchase the 

switches from an outside supplier at an even higher price.  
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Sumith is reviewing Lynsar‟s transfer pricing policy because he believes that sub optimization has occurred. 

Although the switch division made the correct decision to maximize its division profit by not transferring the 

switches at actual full manufacturing cost, this was not necessarily in Lynsar‟s best interest because of the 

price the motor division paid for them. The motor division has always been Lynsar‟s largest division and has 

tended to dominate the smaller divisions. Sumith has learned that the casing and bearing divisions are also 

resisting the motor division‟s expectation to use the actual full manufacturing cost as the negotiated price. 
  
Sumith has requested that the corporate accounting department study alternative transfer pricing methods to 

promote overall goal congruence, motivate divisional management performance, and optimise overall 

company performance. Three transfer pricing methods being considered are given below. The one selected will 

be applied uniformly across all divisions.  

 Standard full manufacturing costs plus mark-up.  

 Market selling price of the products being transferred.  

 Outlay (out-of-pocket) costs incurred to the point of transfer plus opportunity cost to the seller, per 

unit. 
 

You are required to: 
 

(a) Discuss the positive and negative motivational implication of employing a negotiated transfer pricing 

system for the goods exchange between divisions.                           (04 Marks) 
 

(b) Discuss motivational problems that can result from using actual full manufacturing costs as a transfer 

price.                                (04 Marks) 
 

(c) Discuss the motivational issues that could arise if Lynsar Corporation decides to change from its current 

policy of covering the transfer of goods between divisions to a revised transfer pricing policy that would 

apply uniformly to all divisions.                                  (06 Marks) 
 

(d) Discuss the likely behaviour of both buying and selling divisional managers for each transfer pricing 

method being considered, if it were adopted by Lynsar.                    (06 Marks) 

(Total 20 Marks)                                                                     

 
 

Question No. 03 (20 Marks) 
 

“The Management Accountants are no longer just number-crunchers; they have moved across functional lines 

in the pursuit of relevance and value. They are more than just a scorekeeper of past performance. They are now 

information facilitators, rather than just information providers and they facilitate management actions, instead 

of just evaluating and controlling”. 

 

“Accountants bring unique skills to the business adviser role, as they are traditional information providers, 

competent in understanding financial information, disciplined in the use of control mechanisms and perceived 

to bring an independent, objective and credible approach. To maintain this advisory position, accountants must 

provide a value –added service in areas such as strategic business planning, customer profitability 

management, revenue generation strategies, cost management, information management, competitive 

intelligence, forecasting decision analysis, productivity improvements and cash flow maximization” 

 

You are required to write a report to the management on “role of the management accountants in modern 

organization”. Your report may include following areas. 

- Traditional skills required: Technical skills, Analytical skills, and Interpersonal skills. 

- Contemporary tools and techniques of Management Accountants. 

- Key challenges faced by Management Accountants.              (Total 20 Marks) 
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Question No. 04 (20 Marks) 
 

Asoka Plc manufactures gifts and souvenirs for both the tourist and commercial promotion markets. Many of 

the items are similar except that they are overprinted with different slogans, logos, and colours for the different 

customers and markets. For many years, it has been Asoka plc‟s policy to produce the basic items in bulk and 

then overprint them as required, but this policy has now been questioned by the company‟s new Finance 

Director. She has also questioned the current policy of purchasing raw materials in bulk from suppliers 

whenever the periodic stock review system indicates that the re-order level has been reached. 

 

She has said that it is most important in this modern environment to be as efficient as possible and that bulk 

purchasing and production strategies are not necessarily the most efficient strategies to be adopted. She has 

suggested that the company must carefully consider its approaches to production, and the associated costs. 

 

You are required to: 
 

(a) Compare and contrast the current strategies of Asoka plc for raw materials purchasing and production 

with those that would be associated with a just-in-time (JIT) philosophy.               (10 Marks) 
 

(b) Explain the concept of cost reduction.                       (04 Marks) 
 

(c) Explain how Asoka plc might introduce a cost reduction programme without affecting its customers‟‟ 

perceptions of product values.                                         (06 Marks) 

 (Total 20 Marks)                                                                     

 

 

Question No. 05 (20 Marks) 

 
You have been offered employment by your uncle, who operates Flower Power, a large fresh flower delivery 

service. Flower Power makes about 400 deliveries per day, often to corporate customers. The company is 

currently evaluating the monthly performance of each of its divisions using return on investment. You are 

employed at the main depot and over the past few weeks you have noticed that there appears to be a fair degree 

of wastage occurring. The business has been running at a loss and customer complaints have been increasing. 

You have suggested to your uncle that one way of managing this problem would be to design a new 

performance measurement system. To assist you in your task, you have been told that the critical success 

factors of Flower Power are product quality, customer responsiveness and a wide product range. The managers 

believe that if these factors are focused on, sales revenue and profit will follow. 

 
You are required to: 

 
(a) For each of the critical success factors, describe two performance measures that could be used. Make 

sure that your measures suit the particular products and operations of Flower Power.          (06 Marks) 

                         

 

(b) “Non- financial performance measures are better suited for monitoring the operations of a business and 

provide a more effective way of improving performance, compared with financial measures”.  Explain 

why some people believe the above statement.                           (04 Marks) 

 

(c) What are the arguments against the above statement given in (b)?           (04 Marks) 

 

(d) Explain the positive and negative effects associated with using return on investment for evaluating 

divisional performance.                              (06 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   


