
PAPER� 5 : ADVANCED MANAGEMENT ACCOUNTING

Question No.1 is compulsory.  Answer any five questions from the rest.
Working notes should form part of the answer.

Question 1
(a) Bloom Ltd. makes 3 products, A, B and C.  The following information is available:

(Figures in Rupees per unit)
A B C

Selling price (peak-season) 550 630 690
Selling price (off-season) 550 604 690
Material cost 230 260 290
Labour (peak-season) 110 120 150
Labour (off-season) 100 99 149
Variable production overhead 100 120 130
Variable selling overhead
(only for peak-season) 10 20 15
Labour hours required for one unit of

production 8 11 7 (hours)

Material cost and variable production overheads are the same for the peak-season and
off-season. Variable selling overheads are not incurred in the off-season.  Fixed costs
amount to Rs. 26,780 for each season, of which Rs. 2,000 is towards salary for special
technician, incurred only for product B, and Rs. 4,780 is the amount that will be incurred
on after-sales warranty and free maintenance of only product C, to match competition.

Labour force can be interchangeably used for all the products.  During peak-season,
there is labour shortage and the maximum labour hours available are 1,617 hours.
During off-season, labour is freely available, but demand is limited to 100 units of A, 115
units of B and 135 units of C, with production facility being limited to 215 units for A, B
and C put together.

You are required to:

(i) Advise the company about the best product mix duringpeak-season for maximum
profit.

(ii) What will be the maximum profit for the off-season?
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(b) The cost matrix giving selling costs per unit of a product by salesman A, B, C and D in
regions R1, R2, R3 and R4 is given below:

A B C D
R1 4 12 16 8
R2 20 28 32 24
R3 36 44 48 40
R4 52 60 64 56

(i) Assign one salesman to one region to minimise the selling cost.
(ii) If the selling p[rice of the product is Rs. 200 per unit and variable cost excluding the

selling cost given in the table is Rs. 100 per unit, find the assignment that would
maximise the contribution.

(iii) What other conclusion can you make from the above?(12 + 8 = 20 Marks)

Answer
(a) Bloom Ltd.

Peak Season.
Statement of Contribution and BEP (in units)

Figures Rs.
Product A B C
A. Selling Price per unit 550 630 690

Variable Costs per unit:
Direct Material 230 260 290
Direct Labour 110 120 150
Variable Overhead�
Production

100 120 130

Variable Overhead-Selling   10   20   15
B. Total Variable Cost 450 520 585
C. Contribution / unit  (A� B) 100 110 105
D. Direct Labour hours /

required per unit
8 11 7

E. Contribution per  Labour
Hour (C / D)

12.5 10 15

F. Ranking 2 3 1
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GeneralFixed Overhead 20,000
Specific Fixed overhead 2,000 4,780    6,780

G. Total Fixed Overhead  26,780
H. BEP (units) (for only 1

Product at a time) (G/C) 200
100

20,000
 200

110
22,000

 236
105

24,780


Maximum units that can be produced of product C with limited labour hours 1,617.

= 231.
7

1,617


231 < Break Even units.

Hence, Bloom Ltd. cannot produce C.

Next rank = A

Maximum units of A that can be produced with limited labour hours =units.202
8

1,617


Break Even units of A = 200

 Profit if only A is produced
Rs.

Contribution = Rs. 202 100  20,200
Fixed Cost  20,000
Profit      200

Off Season
Bloom Ltd.
Off Season

Statement of Contribution and demand
Figures Rs. per unit

Product A B C

A Selling Price 550 604 690
Direct Material 230 260 290
Direct Labour 100 99 149
Production-Variable Overhead 100 120 130

B Total Variable Cost 430 479 569
C Contribution per unit (A B) 120 125 121

Ranking 3 1 2
Maximum demand 100 115 135
Overall limit of production 215 units
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Statement of profitability under different options
(limit of production = 215 units)

A B C Total Fixed
Cost

Profit
(loss)

Contribution per unit 120 125 121 -
Option 1: Units - 115 100 215
Contribution (Rs.) - 14,375 12,100 26,475 26,780 (305)
Option 2: Units 100 115 - 215
Contribution (Rs.) 12,000 14,375 - 26,375 22,000 4,375
Option 3: Units 80 - 135 215
Contribution (Rs.) 9,600 - 16,335 25,935 24,780 1,155
Best strategy is to produce 100 units of  product A and 115 units  of product  B during off-
season.

Maximum profit = Rs. 4,375.
(i) Best strategy for peak-season is to produce 202 units of A.
(ii) Maximum profit for off-season Rs. 4,375.

(b) (i)
4 12 16 8
20 28 32 24
36 44 48 40
52 60 64 56

Subtracting minimum element� each row.
0 8 12 4
0 8 12 4
0 8 12 4
0 8 12 4

Subtracting minimum element� each column,
0 0 0 0
0 0 0 0
0 0 0 0
0 0 0 0
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Minimum no. of lines to cover all zeros = 4 = order of matrix.  Hence optional
assignment is possible.
Minimum cost= 4 + 28 + 48 + 56 = 136.

= AR1 + BR2 + CR3 + DR4
Since all are zeros, there are 24 solutions to this assignment problem.
Viz. A B C D

R1 R2 R3 R4

R2 R3 R4 R1

R3 R4 R1 R2

R4 R1 R2 R3

R1 R3 R4 R2 etc.
A can be assigned in 4 ways, B in 3 ways for each of A�s 4ways.

(ii) SP� VC = 100 Rs.
A B C D

R1 96 88 84 92
R2 80 72 68 76
R3 64 56 52 60
R4 48 40 36 44

Subtracting the highest term
0 8 12 4
16 24 28 20
32 40 44 36
48 56 60 52

Subtracting minimum term of each row.
0 8 12 4
0 8 12 4
0 8 12 4
0 8 12 4

Which is the same as the earlier matrix
Maximum contribution = Rs. (96 + 72 + 52 + 44) = Rs. 264.
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Alternative Solution:

Maximisation of contribution is same as minimizing cost.  Hence, same assignments as in
(i) will be the optional solution.

Maximum Contribution Rs. (400� 136) = Rs. 264
(iii) (a) The relative cost of assigning person i to region r does not change by addition or

subtraction of a constant from either a row, or column or all elements of the matrix.
(b) Minimising cost is the same as maximizing contribution. Hence, the assignment

solution will be the same, applying point (i) above.
(c) Many zero�s represent many feasible least cost assignment.  Here, all zeros mean

maximum permutation of a 4 4 matrix, viz. 4 3  2  1 = 24 solutions are
possible.

Question 2
(a) Tripod Ltd. has three divisions X, Y and Z, which make products X, Y and Z

respectively. For division Y, the only direct material is product X and for Z, the only direct
material is product Y. Division X purchases all its raw material from outside.  Direct
selling overhead, representing commission to external sales agents are avoided on all
internal transfers.  Division Y additionally incurs Rs. 10 per unit and Rs. 8 per unit on
units delivered to external customers and Z respectively. Y also incurs Rs. 6 per unit
picked up from X, whereas external suppliers supply at Y�s factory at the stated price of
Rs. 85 per unit.

Additional information is given below:

Figures Rs./unit

X Y Z

Direct materials (external supplier rate) 40 85 135

Direct labour 30 50 45

Sales Agent�s commission 15 15 10

Selling price in external market 110 170 240

Production capacity 20,000 30,000 40,000 units

External demand 14,000 26,000 42,000 units

You are required to discuss the range of negotiation for Managers X, Y and Z, for the
number of units and the transfer price for internal transfers.

(b) Differentiate between �Traditional Management Accounting� and �Value Chain Analysis in
the strategic framework�. (11 + 5 = 16 Marks)
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Answer
Analysis of range of negotiation for Manager of Division X

(Figures in Rs.)
(a) Division X

Outside sales Sales to Y (Range)
Selling Price 110 70  79
() Commission   15  

Net Selling Price   95 70  79
Variable Cost   70 70  70
Contribution per unit   25   0   9
Units 14,000  6,000 6,000
Total contribution
(Units Contribution
per unit)

3,50,000 0 54,000

Analysis of Range of negotiation for Manager of Division Y
(Figures in Rs.)

Division    Y

Outside Sales Sale to Z

From
A

Fromoutside From
A

From
outside

Price range 70 79 85 70 79 85

Add: Transport   6   6    6   6 

76 85 85 76 85 85

Add: Direct Labour 50 50 50 50 50 50

126 135 135 126 135 135

Add: Delivery cost 10 10 10   8   8   8
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136 145 145 134 143 143

Add: Sales
Commission 15 15 15   

Total Cost 151 160 160 134 134 143 143

Selling Price 170 170 170 134 135 135 135

Contribution 19 10 10    0 +1 () 8 () 8

Range of Negotiations:
Manager of division X will sell 14,000 units outside at 110 Rs. per unit and earn
contribution of Rs. 3.50 lakhs.

Excess capacity of 6,000 units can be offered to Y at a price between 70 (the variable
manufacturing cost at X) and Rs. 95 (the maximum amount to equal outside
contribution).  But Y can get the material outside @ 85. So, y will not pay to X anything
above (Rs.85� 6) = Rs. 79 to match external available price.

X will be attracted to sell to Y only in the range of 71� 79 Rs. per unit at a volume of
6,000 units.

At Rs. 70, X will be indifferent, but may offer to sell to Y to use idle capacity.

Z will not buy from Y at anything above 135.  If X sells to Y at 70 per unit, Y can sell to Z
at 134 and earn no contribution, only for surplus capacity and if units transferred by X to
Y at Rs. 70 per unit.

Y Z
Sell 4,000 units to Z at 134
(Indifferent)

Buy 4,000 units from y at
134 (attracted)Provided X sells to

Y at Rs. 70 per unitSell 4,000 units to Z at 135 (willingly
for a contribution of Re. 1)

Indifferent, since market
price is also 135

For buying from X at 71� 79 price range, Y will be interested in selling to Z only at prices
136� 143, which will not interest Z.

Thus Y will sell to Z only if X sells to Y at Rs. 70 per unit and Y will supplyto Z maximum
4,000 units.

(b) Traditional management accounting focuses on internal information. It often places
excessive emphasis on manufacturing costs. It also assumes that cost reduction must be
found in the �value-added� process i.e. selling price less the cost of raw material. The
value chain analysis approach encompasses external and internal data, uses appropriate
cost drivers for all major value-creating processes, exploits linkages throughout the value
chain, and provides continuous monitoring of a firm�s strategic competitive advantages.




