THEINSTITUTE OF CHARTERED ACCOUNTANTSOF PAKISTAN

Professonal Examinations Winter 2002

December 11, 2002

MANAGEMENT ACCOUNTING
PE-2 Paper 1

(MARK S 100)
(3 hours)

Q.1(a) Didinguish between the sdes vdue a split-off method and esimated net redizable vaue

method of dlocating joint costs. 04
(b) Give three reasons why the sdes vaue a split-off point method is preferred for dlocating
joint costs. (03)

(c) ABC Ltd. produces two joint products, COCO and SODA. A further product, CRUST, is
also made as a by-product of one of the processes for making SODA. Each product is sold
in bottles of one litre capacity.

It is now December 2002. Y ou are a cost accountant for ABC Ltd. Y ou have been instructed to
alocate the company’sjoint costs for the year October 2001 to September 2002 between COCO
and SODA, but not to the by-product CRUST.

During the year, 2 million litres of a raw materid, Neckter, coging Rs 3 million were
processed in Department Alpha with no wastage. The processng costs were Rs 1.675
million.

50% of the output of Department Alpha was unfinished COCO, for which there was no
external market. It was trandferred to Department Beta, where it was further processed a an
additiond cogt of Rs 8.1 million. Normad wastage by evaporation was 16% of the input of
unfinished COCO. The remaining good output of finished COCO was sold for Rs 10 per
litre in the outside market.

The other 50% of the output from the joint process in Department Alpha was in the form of
processed Neckter. It was dl transferred to Department Gamma, as there was no outside
market for processed Neckter. In Department Gamma it was further processed, with no
wastage, at cost of Rs 30.9 million.

72% of the output of Department Gamma was in the form of unfinished SODA, for which
there was no externa market. It was trandferred to Department Deta, where it was
subjected to a finishing process a a further cost of Rs 719,000. Normd spoilage of 16 2/3%
of the input to the finishing process was observed. The spoiled materid was disposed off
without charge, as effluent. The remaning finished SODA was sold in the outsde market
for Rs 60 per litre.

The remaining 28% of the output of Depatment Gamma was in the form of finished
CRUST, the by-product. It was sold in outsde market for Rs 8 per litre, but due to its
dangerous nature specid ddivery costs of Rs 70,000 were incurred in respect of it.

Required:
i.  To dlocate the appropriate joint costs between COCO and SODA on the bass of
relative saes vaue, treating net redlizable vdue of CRUST as an addition to the
salesvaue of SODA. (06)

ii.  To prepare a statement showing profit or loss attributed to each of three products and the
total profit or loss for the year on bass of the information above and alocating joint
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. To show with reasons whether ABC Ltd. should continue to produce all thr
products in the year October 2002 to September 2003 assuming that input/outp
relationships, prices and saes volume do not change.

JL Internationd Ltd has a number of divisons, each of which may purchase from or sl to
the other. Transfer prices are based on market price, s whether a divison sdls interndly or
externdly the same price is gpplicable. One of the mgor products in the company, Jaydl, is
one which is processed in Divison J and is finished in Divison L. Divison J «HIs a
consderable pat of the output to Divison L but it dso has a large externd market.
Divison L sdIsdl thefinished output of JL to externd markets.

In respect of Jaydll, the standard marginal costs are as follows:

DIVISION “J’ DIVISION “L”
Rupees Rupees
Direct materials 40 100
Direct wages 30 40
Variable overhead 10 10
Fixed costs budgeted for the year are: 600,000 400,000
Budgeted sdesfor the year are:
Divison J

Internal 20,000 units at Rs 100 each

Externa 30,000 units at Rs100 each
DividonL:

Externa 20,000 units at Rs 200 each

Required: Andyze thefallowing:

) The manager of Divison L is asked by the sdes manager of Supreme Ltd. to quote

b)

for a specid order for Jayell. This order will be on a long-term basis of 5,000 units
per anum based on a specid price of Rs140 per unit. It is not expected that these
additional sdles to Supreme Ltd will affect the company's sdes market because
Supreme Ltd plans to sdl the product under its own brand name in a country in
which JL does not operate.

There is aufficient cgpacity available in both divisons to undertake this contract if
management makes a decision to sdl to Supreme Ltd. Based on the above data,
would the manager of Divison L be advised to accept the offer if the divison is
autonomous? Would the decison be in the best interest of the company as awhole?

(07)
The manager of Divison L has been offered a contract to buy products from Fine
Ltd a a price of Rs 90. He has asked the manager of Divison J to reduce his
trandfer price from Rs 100 to Rs 85. The manager of Divison J feds that he is
unwilling to accept this price. What is the postion for L Internationd Ltd?  (07)

@ Briefly discuss the Balanced Scorecard Theory for measuring performance and the
four important perspectives for performance evauation. (08)
(b) Briefly discuss the principles and advantages of Zero Base Budgeting. (04)
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In a recent meeting of the board of directors of Rohsan Limited, the chair
proposed the acquidtion of Ujda Limited. During his presentation the charm
dated that ‘As a result of this takeover we will diversfy our operations and our
eanings per share will rise by 13 per cent, bringing great benefits to our
shareholders .

No bid has yet been made, and Roshan Limited currently owns only 2 per cent
of UjaaLimited.

A bid would be based on a share-for share exchange, which would be one
Roshan Limited share for every sx Ujda shares. Financid data for the two
companiesinclude:

Rsin million
Roshan Ujda
Turnover 560 420
Profit before tax 120 100
Profit available to ordinary shareholders 78 65
Dividend 32 34
Retained earnings _46 31
Issued ordinary share (Rsin million) 200 150
Market price per share (Rs)) 320 45
Par value per share (Rs)) 50 10
Required:
() Explan whether you agree with the charman of Roshan Limited when he says

that the takeover would bring ‘great benefits to our shareholders. Support
your explanation with relevant calculations State clearly any assumption that
you make.

@) On the bass of information provided, cdculate the likey post-acquistion

share price of Roshan Limited if the bid is successful.

(b) State the circumstances under which dilution of earnings per share might be
acceptable as the result of takeover or merger.

Briefly explain the fallowing:

(&  Decison Support System

(b) Expert System

(o)  Difference between intranet and extranet

(@  Define the term Business Process Reengineering (BPR) and the main stages of
BPR.

(b)  How can Information Technology be used in BPR?
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commissioned a firm of consultants to conduct a wide-ranging review of the col
public image and maket postion. Although this is not predominantly a financid r
the consultants need to examine the company's financid performance. The company has th
following summary informetion for the lagt five years

Year1l| Year2 | Year 3| Year 4| Year 5
Rs. in million
Turnover 51.2 583| 639| 75.2| 782
Cogt of sales 20.5 222 243| 30.1| 305
Sdaries'wages 154 16.8| 17.2 158| 15.2
Other costs 6.1 7.9 9.9 16.3| 179
Profit before interest and tax 9.2 114| 125 13.0| 146
Interest 15 1.6 1.3 0.3 0.2
Tax 2.5 3.2 3.7 4.2 4.8
Profit after interest and tax 52 6.6 7.5 8.5 9.6
Dividend payable 2.1 2.6 3.0 34 4.8
Average debtors 10.5 11.7| 133 148| 152
Average creditors 3.8 4.2 51 6.7 6.9
Shareholders fund 26.3 30.2| 347 50.8| 64.6
Long-term debt 15.0 150| 120 35 2.5
No. of sharesin issue (millions) 6.0 6.0 6.0 8.0 8.0
P/ Eratio:
* Company 8.0 8.5 9.0 9.2 9.5
* Industry 8.5 9.0 9.1 9.0 9.1
No. of employees 1,720 1,750| 1,820 1,720| 1,690
Average total assets 41.2 45.2 46.7 63.3 67.1
Notes

1 Each P/E ratio is the average for the year.

2 The increased equity in year 4 was the result of a Hor-3 rights issue a Rs 10 per
share, which took place a the beginning of the year. Some of the money raised was
used to reduce debt.

For the past five years, PDQ Ltd. has dtated its objectives as 'To maximize shareholder
wedlth whilst recognizing the respongbility of the company to its other stakeholders,

As one of the consultants working on this assgnment, you have been asked to assess
whether the company has achieved its objectives in the five-year period under review and to
discuss the key factors, which have determined your assessment.

Required:
0] Discuss whether the company has met its objectives, based soldy on the
information avalable. (14)
(i) Explan what other financid information you would need in order to provide your
client with a more accurate assessment. (05)
(THF FNID)
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