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Test Series: September, 2022 

MOCK TEST PAPER – 1 

FINAL COURSE: GROUP – II 

PAPER – 5: STRATEGIC COST MANAGEMENT AND PERFORMANCE EVALUATION 

Question No. 1 is compulsory 

Answer any four questions from the remaining five questions 

Time Allowed – 3 Hours Maximum Marks – 100 

1. The Board of Studies (BoS) at National Law Institute (NLI) has recently revamp the one of its certification 

course on ‘law applicable to fin-tech transactions’ into ‘law applicable to transactions involving fin -tech 

especially the application of Blockchain’. NLI is expecting increase in enrollment. It expect around 1000 

candidates will enroll for course in each of upcoming batch, due to enhanced coverage of quality content 

which is more relevant in current scenario. NLI has printing division which operates the printing press 

for the printing of study material only. The estimate of cost of printing the study material for revised 

certification course is ` 1,750/- per set*, but ` 2,000/- is added to the course fee as fee for self-learning 

material. BoS always argue the cost of dispatching/posting the study material to candidates’ postal 

address is always more than ` 250/- in the majority of cases, hence ` 2,000/- is subsidies price and 

such difference is met with grants from government agencies. Since the study material is developed by 

external resources persons and industry experts, hence royalty will be paid by NLI to such authors.  

*The break-up of cost and other relevant information are as follows: 

▪ Direct Material Cost is ` 560/- (largely paper, supply of which is taxable at rate of 12%)  

▪ Direct Labour Cost is ` 265/- 

▪ Variable Overheads are ` 725/- (including royalties fee of 200/-) 

▪ Total Fixed Overheads (absorbed based on ABC) attributable to printing of 1 ,000 set of study 

material of revised certification course is ` 2,00,000/-, out which 1,20,000 are committed in nature, 

hence can’t be avoided.  

Material costs are on CIF basis; since the books are exempt from GST hence credit is neither booked 

nor claimed by the printing division of NLI. 

Considering the expected registrations, Director BoS signed the requirement to print 1000 set and send 

the same for approval of Chairperson’s office. In meantime government came-up with notification that 

grant and aids to NLI will be dispensed and NLI shall stand-out as autonomous and self-financing 

institute. Chairman is concerned with cost efficiency and consider printing is neither a value -generating 

nor strategic activity for NLI, hence it is beneficial to outsource prin ting of study material; if economically 

cheap. Hence on office order to advertise for e-tender signed by chairman, copy of which sent to 

governing body. 

Mr. Gurumurthy, one of members of governing council oppose chairman stating what about the quality 

and confidentiality. Mr. Vyas, another member also argues that cost of in -house printing will also come 

down due to learning curve, but out-source supplier will keep on charging same price. Chairperson 

mentioned that during recent days, while reading about pros and cons of outsourcing contracts; he read 

about Gain Sharing Arrangement (GSA). He further mentions a GSA clause shall be inserted in 

outsourcing contracts, but Mr. Vyas highlight the high failure rate of GSA; whereas some other members 

said they don’t know GSA actually means.  

Against the tender, an out-sourcing proposal from ‘Janta Press’ is also received in which they offer to 

print 1000 set at a total cost of INRs 14.50 lakhs. The cost include insurance and freight till delivery at 

NLI stores. Royalties are still to be paid by NLI to authors but at time of sale of set. Janta Press is in 
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same business for last 20 years and renowned for quality. Janta Press is also awarded by local 

government and other agencies for using 100% recycled paper.  

Required 

You are working in the finance department as a management accountant. Chairperson asks you to - 

(i) Evaluate the outsourcing proposal from ‘Janta Press’ and advise the governing body whether the 

same shall be accepted or not.          (4 Marks) 

(ii) Considering the facts mentioned in the case study and argument raised by the members of 

governing body, identify to high-light and evaluate the non-monetary aspects of the outsourcing 

(the printing of 1000 set of study material to ‘Janta Press’) to draft a  case  

(i) For, and                                                                                                   (4 Marks) 

(ii) Against                                                                                                   (4 Marks) 

(iii) Advise governing  body why do GSA fails and what NLI can do to make gain sharing clause work 

effectively                                                                                    (8 Marks) 

2.  The “K” Ltd. offers a range of beauty parlor services like hair care, body care, manicures/ pedicures, 

skincare, etc. It has 150 Centre/s across the country. The business of beauty parlor is extremely 

competitive in all region. Each centre operates autonomously and managers are able to offer customize 

services.  

 “K”’s mission statement is “to inspire and enhance beauty by using knowledge and experience”. To 

establish long term relationship of trust and commitment with clients, “K” wants to provide their client 

highest level of satisfaction with emphasis on; 

- Service Customization 

- Professionalism, Work, and Clinical Responsibility 

- Client’s Feedback 

 Company has developed a website where it creates blogs, post high-quality content related to beauty 

tips. Website is also connected to social media to reach customers. If a customer searches “K”’s services 

on search engine, it automatically redirects to the place of nearest service center. “K”’s all services are 

presently booking through online channel. 

 Results for one of the center, ““X””, are given below. The column headed “Centre” shows the average 

figures for all Centre/s: 

Particulars “X” 

Oct’22 

Centre  

Oct’22 

Revenue (`) 91,26,000 1,08,66,900 

Gross profit (`) 48,50,400 51,37,740 

Number of senior Beauticians 90 110 

Number of junior Beauticians  60 55 

Number of website hits 15,010 19,260 

Total number of services booked online and completed 9,915 12,270 

Number of services taken from repeat customers  1,510 1,605 

Total time spent completing jobs (hours) 24,120 25,880 

Number of new service packages 3 2 

Customer percentage in terms of feedback forms showing score of 9 or 10 86% 77% 
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Notes 

(1) Beauticians are categorized as ‘senior’ if they have been qualified for more than three years. 

(2) ‘Junior’ Beauticians includes both trainee beauticians and beauticians who have been qualified for 

less than three years. 

(3) The “X” launched three new service packs during the year: 

– free coupon of worth `600 for services over and above `1,200. 

– a head massage costing only `240, instead of the usual `480, for 10 days advanced 

bookings. 

– a haircut `120 will be charge, which usually costs `360, for all customers booking hair spa. 

 These three new service packs produced revenues of `7,92,000; `6,96,000 and `6,48,000 

respectively. Two comparable new service packs developed by other centre/s produced 

revenues of `5,28,000 and `5,04,000. 

(4) Customers to rate the particular centre from 1 to 10 in an online feedback form with 10 being the 

best. 

The Chief Executive Officer (CEO) of “K” has recently attended a webinar and heard about Building 

Block Model of Performance Management. The CEO is interested to know how the dimensions block 

could be applied at “K” Ltd.  

Required 

(i) ANALYZE “X”’s performance relative to the other Centre/s.                      (12 Marks) 

(ii) EXPLAIN how the Standards and Rewards blocks support the Dimensions block in case of 

Building Block Model.                                                               (8 Marks) 

3.  Generation X Technologies Ltd. develops cutting-edge innovations that are powering the next revolution 

in mobility and has nine tablet smart phone models currently in the market whose previous year financial 

data is given below: 

Model Sales (`’000) Profit-Volume (PV) Ratio  

Tab - A001 5,100 3.53% 

Tab - B002 3,000 23.00% 

Tab - C003 2,100 14.29% 

Tab - D004 1,800 14.17% 

Tab - E005 1,050 41.43% 

Tab - F006 750 26.00% 

Tab - G007 450 26.67% 

Tab - H008 225 6.67% 

Tab - I009 75 60.00% 

 Required 

(i) Using the financial data, carry out a Pareto ANALYSIS (80/20 rule) of Sales and Contribution.    

(8 Marks) 

(ii) DISCUSS your findings with appropriate RECOMMENDATIONS.                 (12 Marks) 

4.  (a) (i)  “M” is a leading manufacturing company. Under increasing pressure to reduce costs, to 

contain inventory and to improve service, “M”’s Costing Department has recently undertaken 

a decision to implement a JIT System.  
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The management of “M” is convinced of the benefits of their changes. But Supplies Manager Mr. 

Bee fears with the Costing Department’s decision. He said: 

“We’ve been driven by suppliers for years ... they would insist that we could only purchase in 

thousands, that we would have to wait weeks, or that they would only deliver on Mondays!”  

Required 

Is Mr. Bee’s view- point correct? COMMENT.                                        (5 Marks) 

(ii) ‘N’ manages the school canteen (approximately 1,600 students) at Noida. The current cash 

payment system requires three clerks (each paid `90 per hour), employed for about 4 hours 

a day. The canteen operates approximately 240 days a year.  

 ‘N’ is considering a Wireless Cash Management System (WCMS), where a student could just 

swipe an ID Card for payment. This system would cost `1,25,000 to setup and `36,000 per 

year to operate. ‘N’ believes that he could manage with one clerk if he were to implement the 

system. 

Required 

 ADVISE ‘N’ on the choice of a plan, assuming working life of WCMS as 5 years. (Ignore the 

time vale of money)                                                               (5 Marks) 

OR 

 Olderhelp India is a leading charity working with and for the disadvantaged elderly for over 5 

decades. Olderhelp advocates for their needs for universal pension, quality healthcare, action 

against elder abuse and many more. Olderhelp collects donations and funds and utilises them 

for the welfare of elders. The governing body of Olderhelp has setup four performance 

objectives for the three months to 30 Sep 2022: 

- to achieve a level of donation of `30,00,000 

- to keep advertisement cost not more than 3% of donation 

- to keep welfare cost more than 85% of donation 

- to achieve 90% of respite care requested from the community 

 Actual results were as follows: 

 July Aug Sep 

Donation (`) 7,00,000 13,00,000 11,00,000 

Advertisement Costs (`) 17,500 52,000 33,000 

Elder’s welfare cost (`) 5,74,000 10,92,000 979,000 

Respite care requests (days) 1,120 1,140 1,200 

Respite care provided (days) 896 1,003 1,104 

The aim is to serve elder needs in a holistic manner, enabling them to live active,  dignified 

and healthier lives. 

Requirement 

PREPARE a statement to assist the manager in evaluation performance against objectives.   

    (5 Marks) 

(b) NAC miners operates two divisions, one in Japan and other in United Kingdom (U.K.). Mining 

Division is operated in Japan which is rich in raw emerald.  
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 The other division is United Kingdom Processing Division. It processes the raw emerald into 

polished stone fit for human wearing.  

 The cost details of these divisions are as follows:  

Division Japan Mining Division United Kingdom Processing 

Division 

Per carat of raw emerald Per carat of polished emerald 

Variable Cost  2,500 Yen 150 Pound 

Fixed Cost  5,000 Yen 350 Pound 

 Several polishing companies in Japan buy raw emerald from other local Mining Companies at 9,000 

Yen per carat. Current Foreign Exchange Rate is 50 yen = 1 Pound. Income Tax rates are 20% 

and 30% in Japan and the United Kingdom respectively.  

It takes 2 carats of Raw Yellow emerald to yield 1 carat of Polished Stone. Polished emerald sell 

for 3,000 Pounds per carat.  

 Required  

(i)  COMPUTE the transfer price for 1 carat of raw emerald transferred from Mining Division to 

the Processing Division under two methods - (a) 200% of Full Costs and (b) Market Price.  

     (2 Marks)  

(ii)  1,000 carats of raw emerald are mined by the Japan Mining Division and then processed and 

sold by the U.K. Processing Division. COMPUTE the after tax operating income for each 

division under both the Transfer Pricing Methods stated above in (i).       (8 Marks) 

5.  (a)  AB Chemicals, is engaged in manufacturing many chemical products. It is using many chemicals 

some of which are fast moving, some are slow moving and few are in non-moving category. The 

firm has a stock of 10 units of one non-moving toxic chemical. Its book value is `2,400, realizable 

value is `3,500 and replacement cost is `4,200.  

 One of the customers of the firm asks to supply 10 units of a product which needs all the 10 units 

of the non-moving chemical as an input. The other costs associated with the production of the 

product are:  

 Allocated overhead expenses `16 per unit  

Out of pocket expenses `50 per unit  

 Labour cost `40 per hour. For each unit two hours are required.  

 Other material cost `80 per unit.  

 The labour force required for the production of the product will be deployed from among the 

permanent employees of the firm. This temporary deployment will not lead to any loss of 

contribution.  

Required  

(i)  RECOMMEND the minimum unit price to be charged to the customer without any loss to the 

firm.                                                                                 (4 Marks) 

(ii)  ANALYSE with reasons for the inclusion or exclusion of each of the cost associated with the 

production of the product.                                         (4 Marks) 

(iii)  ADVICE a pricing policy to be followed by AB Chemicals in perfect competition.   (2 Marks) 
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(b) Y Ltd., based in Kuala Lumpur, is the Malaysian subsidiary of Japan's NY corporation, 

headquartered in Tokyo. Y's principal Malaysian businesses include marketing, sales, and after -

sales service of electronic products & software exports products. Y set up a new factory in Penang 

to manufacture and sell integrated circuit ‘Q50X-N’. The first quarter’s budgeted production and 

sales were 2,000 units. The budgeted sales price and standard costs for ‘Q50X-N’ were as follows: 

 RM RM 

Standard Sales Price per unit  50 

Standard Costs per unit   

Circuit X (10 units @ RM 2.5) 25  

Circuit Designers (6 hrs. @ RM 2) 12 (37) 

Standard Contribution per unit  13 

Actual results for the first quarter were as follows: 

  RM ’000  RM ’000 

Sales (2,000 units)  158 

Production Costs (2,000 units)   

   Circuit X (21,600 units) 97.20  

   Circuit Designers (11,600 hours) 34.80 (132) 

Actual Contribution (2,000 units)  26 

The management accountant made the following observations on the actual results–  

“In total, the performance agreed with budget; however, in every aspect other than volume, there 

were huge differences. Sales were made at what was supposed to be the highest feasible price, 

but we now feel that we could have sold for RM 82.50 with no adverse effect on volume. The Circuit 

X cost that was anticipated at the time the budget was prepared was RM 2.5 per unit. However, 

the general market price relating to efficient purchases of the Circuit X during the quarter was RM 

4.25 per unit. Circuit designers have the responsibility of designing electronic circuits that make up 

electrical systems. Circuit Designer’s costs rose dramatically with increased demand for the 

specialist skills required to produce the ‘Q50X-N’, and the general market rate was RM 3.125 per 

hour - although Y always paid below the normal market rate whenever possible.  In my opinion, it 

is not necessary to measure the first quarter’s performance through variance analysis. Further, our 

operations are fully efficient as the final contribution is equal to the original budget.” 

Required 

COMMENT on management accountant’s view.                                           (10 Marks) 

6.  (a) HEL Limited is a manufacturing company that produces a wide range of consumer products for 

home consumption. Among the popular products are its energy efficient and environment friendly 

LED lamps. The company has a quality control department that monitors the quality of production. 

 As per the recent cost of poor quality report, the current rejection rate for LED lamps is 5% of units 

input. 5,000 units of input go through the process each day. Each unit that is rejected results in a 

`200 loss to the company. The quality control department has proposed few changes to the 

inspection process that would enable early detection of defects. This would reduce the overall 

rejection rate from 5% to 3% of units input. The improved inspection process would cost the 

company `15,000 each day. 
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 Required 

(i) ANALYSE the proposal and suggest if it would be beneficial for the company to implement it.   

     (4 Marks) 

(ii) After implementation, ANALYSE the maximum rejection rate beyond which the proposal 

ceases to be beneficial?                                                     (6 Marks) 

(b)  Established in the year 1998, Exceptional Woodcraft Limited (EWPL) is one of the distinguished 

manufacturers and suppliers of an unlimited array of Wooden Furniture Items. Product compilation 

comprises of Modular Furniture, Workstations, and Cafeteria Furniture. Moreover, it is also 

engaged in presenting Furniture Services that include Interior Fit Out, Office Interi ors and 

Corporate Interior Designing. Since inception, it has strived to proffer an excellent blend of optimum 

quality and price, and successfully established the company as the preferred choice of customers 

in the past years. This is the reason that its products and services are applauded in the industry 

for its flawlessness. 

 At EWPL, a world-class infrastructure is set up with different types of latest technology based 

machines and equipment, which provide great support in hassle-free production and storage of the 

proffered assortment. Besides the spacious workspace, it has recruited a team of skilled and 

experienced professionals, who are magnificently trained to understand and meet the diverse client 

requirements within the committed time period. It aims to attain complete client satisfaction and 

put in its best efforts to achieve the same by offering outstanding product range & feasible services.  

 EWPL’s Budgeting Process for Sales 

1) Each salesgirl makes a customer-wise listing of sales for the last few years. Based on this 

information and her knowledge about customer’s requirements, she determines an overall 

sales goal. 

2) The sale manager, W Robert, gathers all this information and modifies it a bit. Particularly, W 

looks at variance in sales growth and modifies low projections to be in line with the average. 

He, of course, discusses this correction with the concerned salesgirl. The usual approach is 

to hold up the other forecasts and attribute lack of sales growth to lower talent.  

3) W then meets with J Donald, Managing Director. By this time, J already back out of his sales 

expectations for next year based on his desired profit. J discusses the overall target with the 

W. The usual result is a 7% to 10% increase in projected sales, which the W allocates among 

the salesgirls based on their past performance. 

4) Of course, J desires that the W discuss and negotiate any alteration with the sales force. He 

believes that with appropriate logics, not high but attainable targets for his sales team can be 

met.  

 Required  

(i) DISCUSS the participative nature of the sales budgeting process at EWPL.   (6 Marks) 

(ii) ADVISE on best approach from EWPL’s perspective that may be adopted.  (4 Marks) 
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