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paper. 
 
      Answer FOUR questions – ANY 
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      All questions carry equal marks. 
       
      Silent calculators may be used. 
 
      No books or materials may be 
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Section A – answer ANY TWO questions 
 
Q1 PARADISE plc 
 
Paradise plc has recently raised RM350,000 from a rights issue, and the directors 
are considering three ways of using these funds. Three different projects (A,B and C) 
are being considered, each involving the immediate purchase of equipment costing 
RM350,000. One project only can be undertaken and the equipment for each project 
will have a useful life equal to that of the project, with no significant final scrap value.  
The company’s cost of capital is 20% and it has a policy of straight-line depreciation 
for the write off of equipment. 
 
The following cash flow projections have been estimated: 
 
Year   Net Cash Flow  (RM,000) 
 Project A B C 
0   (350)   (350) (350) 
1    100    40  200 
2    110  100  150 
3    104  210  240 
4    112  260    40 
5    138  160   ---- 
6    160   ----   ---- 
7    180   ----   ----  
 
    
Required: 
  
For each project you are required to calculate the following: 
 
(i) Payback period                                    (3 marks)
  
(ii) Accounting rate of return                                   (6 marks) 
 
(iii) Net present Value                                    (6 marks) 
 
(iv) Internal rate of return                                  (6 marks) 
 

Briefly discuss the merits and limitations of each of  
these project appraisal techniques                                (4 marks) 
 

        TOTAL 25 MARKS 
 

Section A continued over 
PLEASE TURN THE PAGE… 
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Section A continued 
 
Q2 PRECISON CLOCKS plc 
 
The Precision Clocks plc has two divisions – Eastern Division, which manufactures a 
unique timing device and Western Division, which incorporates the timing device into 
a finished product which it sells. The timing device is never sold outside the company 
and it cannot be obtained from any other source. One device is used for each unit of 
final product. 
 
Most of Eastern Division’s costs are fixed and for any output up to 1,000 units its 
total costs are RM600. Thereafter, total costs increase at the rate of RM100 for each 
additional 1,000 units made. In the hope of optimising his division’s results, Eastern 
Division’s manager has set a transfer price of 50c/ unit. 
 
Western Division’s costs in assembling the timing device in the finished product and 
selling it are, in addition to the transfer price of the timing device, RM1,200 for any 
output up to 1,000 units and RM200 for every 1,000 units thereafter. Western 
Division finds that it can only increase its sales by spending more on promotion or 
reducing selling prices. Western Division’s sales forecast is as follows: 
 
  Sales  Net Sales Revenue   
  (units)  per thousand units 
    RM 
  1,000  1,900 
  2,000  1,700 
  3,000  1,500 
  4,000  1,250 
  5,000     960 
  6,000     770      
 
All costs, output rates and sales are per working day.  
 
 
 
 
 
 
 
 
 
 

Question 2 continued over 
PLEASE TURN THE PAGE… 
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Question 2 continued 
 
Required: 
 

(i) Prepare a schedule of Western Division’s costs (including purchases from 
Eastern Division), sales revenue and net income at the indicated sales 
levels. 

                                       (5 marks) 
  

(ii) State what level of sales maximises Western Division’s net income and 
calculate Eastern Division’s net income and the net income of the whole 
company at that level.  

(5 marks) 
                                          

(iii) Assume that the company’s divisional structure and transfer pricing is 
abandoned and prepare a further schedule of costs, sales and net income 
for the company as a whole, at the indicated sales levels. 

                                  (5 marks) 
 

(iv) State what level of sales maximises the company’s net income and explain 
why it differs from that calculated under the ‘two divisions’ approach above      

 
(5 marks) 

 
(v) State what transfer pricing policy will maximise the company’s net income 

under the divisional organisation.   
                                    (5 marks)       

 
                    TOTAL 25 MARKS 

 
 
 
 
 
 
 
 
 
 
 
 
 

Section A continued over 
PLEASE TURN THE PAGE… 
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Section A continued 
 
Q3 ASIAN FABRICATIONS plc  
 
 Asian Fabrications plc uses a standard costing system to control and report 

upon the production of  its single  product.  
 
The standard cost information is summarised as follows: 
      RM RM 
 Selling price per unit   400 
 Less: 8 kgs materials@RM20 per kg 160 
  12 hours labour@ RM7 per hour   84 
      ----- 244 
       ----- 
 Contribution per unit   156 
       ----- 
 
For April 2009 5,000 units were budgeted to be produced and sold but the actual 

production and sales were 5,700 units. 
 
The following information was also available: 
 
(a) At the commencement of April the normal material became unobtainable and it 

was necessary to use an alternative. Unfortunately, 1kg per unit extra was 
required and it was thought that the material would be more difficult to work 
with. The price of the alternative was expected to be RM16.50 per kg. In the 
event, actual usage was 49,800 kgs at RM18 per kg. 

 
(b)  Weather conditions, which were expected to be harsh, were unseasonally 

favourable with the result that a 50c per hour ‘harsh weather bonus,’ which 
had been allowed for in the original standard, did not have to be paid. 
Because of the difficulties expected with the alternative material, management 
agreed to pay the workers RM8 per hour for April only. During April 75,200 
hours were paid for.  

 
Asian Fabrications have been using traditional costing variances, but are 

contemplating extending its system to include planning and operational 
variances        

                           
 
 

 
Question 3 continued over 

PLEASE TURN THE PAGE…  
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Question 3 continued 
 
Required: 
 
(i)  Prepare a statement reconciling budgeted contribution for the period with 

actual contribution, using traditional material and labour variances.                       
(8 marks) 

 
(ii) Prepare a similar reconciliation statement using planning and operational 

variances 
                                        (10 marks) 

 
(iii) Evaluate the meaning of the variances shown in statement (ii) above and 

provide a general critical evaluation of the benefits and limitations of using 
planning and operational variances                                     

                                        (7 marks)  
 

       TOTAL 25 MARKS 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

PLEASE TURN THE PAGE... 
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Section B – Answer ANY TWO questions 
 
Q4 The ‘Modern Manufacturing’ business environment is characterised by more 

flexibility, a readiness to meet customers’ requirements, smaller batches, 
continuous improvements and an emphasis on quality. In such circumstances, 
traditional management accounting performance techniques are, at best, 
irrelevant and, at worst, misleading. 

 
Required: 
 
(i)  Critically evaluate the above statement, citing specific examples to support or 

refute the views expressed.  
      (10 marks)  

                                   
(ii) Identify the key features of the revised costing techniques that may be utilised 

by management accountants to adapt the services they provide to the new 
environment.       

      (15 marks)  
 

TOTAL 25 MARKS 
  
 
 
 
                                                                                       
                            
Q5 For the modern business manager to be able to make well-informed objective 

decisions, they must be confident that the Management Accounting Control 
Systems (MACS) are consistently delivering ‘Quality Information’. 

 
 
Required:  
 
Identify and critically review the various stages and key features of the procedures 
 by which MACS may ensure that raw data is converted, firstly into ‘Information’ and,  
thence, into ‘Quality Information.’   
         

     TOTAL 25 MARKS  
  `                                                                                                

 
 
 

Section B continued over 
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Section B continued 
 
 
Q6 Strategic Management Accounting is concerned with developing an 

awareness of ‘external’ influences on a business organisation’s operations 
and activities, in addition to the traditional ‘inward’ perspective of the 
Management Accounting function. Michael Porter has proposed the ‘Five 
Forces’ model to assist thie external analysis. 

 
Required: 
 
Identify and critically appraise the component elements of the ‘Five Forces’ model  
and the extent to which they may influence an organisation’s strategic development. 
 
                        TOTAL 25 MARKS 
 
 
 
 
 

END OF QUESTIONS 
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