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NIVERSITY OF
TRATHCLYDE




in Glasgow
Department of Accounting and Finance

40304 Accounting 7

	Friday 14th January 2005
	10.00am – 12.00noon    2 hours


There are SIX questions in all

Answer ONE question from Section A

AND

ANY TWO questions from Section B

Calculators must not be used to store text and/or formulae nor be capable of communication. 

Invigilators may require calculators to be reset
Section A Answer One question only

Question 1

Infrastructure Glasgow is a governmental agency whose task is to finance improvements to the crumbling transport infrastructure of Glasgow. Following extensive consultation with key stakeholders Infrastructure Glasgow have decided to adopt a multiple criteria decision making approach to project appraisal that allows them to meet their statutory responsibility to ensure that the project’s social and environmental impacts are taken into account.  

Infrastructure Glasgow has an annual budget of £2 billion of government funds to spend on transport initiatives. In the first year of operations they have received project proposals totalling £3 billion. It has been decided by the management board that projects will be ranked by the project efficiency ratio. The project efficiency ratio is calculated by dividing the total weighted improvement score by funds requested.

Infrastructure Glasgow has projected the outcome of not investing any funds in transport infrastructure using their evaluation criteria, see table 1 below. Note that a ten point scoring system is used for all criteria, with 1 representing poor performance and 10 representing maximum performance

Table 1 – Projected Outcome of not investing in Transport Projects

	
	Score
	Standard Weights

	Commuting Time savings
	1
	12

	Quality of travelling experiences
	3
	7

	Air Quality Outcomes
	3
	5

	Regional Economic Growth
	2
	25

	Community Identity and belonging
	3
	5

	Noise Outcomes
	2
	8

	Vehicle Operating Cost Savings
	2
	12

	Water Quality Outcomes
	3
	8

	Visual and Landscape Outcomes
	3
	3

	Sense of safety
	2
	15

	
	
	100


Required

a) Rank the two project listed below using the project efficiency ratio, showing all relevant workings.

1. Tram System – total funding requested £74 million

	
	Score

	Commuting Time savings
	8

	Quality of travelling experiences
	7

	Air Quality Outcomes
	9

	Regional Economic Growth
	5

	Community Identity and belonging
	7

	Noise Outcomes
	9

	Vehicle Operating Cost Savings
	10

	Water Quality Outcomes
	7

	Visual and Landscape Outcomes
	5

	Sense of safety
	6


2. Motorway Extension total funding requested £90 million


	
	Score

	Commuting Time savings
	6

	Quality of travelling experiences
	6

	Air Quality Outcomes
	4

	Regional Economic Growth
	9

	Community Identity and belonging
	7

	Noise Outcomes
	7

	Vehicle Operating Cost Savings
	8

	Water Quality Outcomes
	8

	Visual and Landscape Outcomes
	6

	Sense of safety
	8


(20 marks)

b) The Scottish Executive has separate funds available to subsidise motorway projects. Calculate the amount of subsidy that would make the motorway extension project efficiency ratio twice that of the tram system.





(5 marks)

c) Discuss the relative importance of the economic, social and environmental issues in Infrastructure Glasgow’s model, in particular commenting on the standard weights.








(10 marks)

d) Discuss other factors that should be taken into account when Infrastructure Glasgow are deciding which projects to fund.




(10 marks)

e) Briefly outline the advantages of a multiple criteria approach to investment appraisals.

(5 marks)

(Total: 50 marks)

Question 2

Old McDonalds manufactures a range of toy plastic animals. A recent change to environmental regulations has meant that significant reductions in their emissions are required. Environmental consultants have produced a report of the necessary changes to fully comply with these new regulations. The cost of implementing the consultant’s plans is estimated at £750,000. As part of the process of getting approval for this expenditure, the plant manager has to prepare a cost benefit analysis to submit to the Board of Directors. She  has gathered together the following pieces of information and requested your assistance in preparing this cost benefit report. 

Current Year Figures

	Annual Production & Sales


	500,000  animals
	£1,500,000

	Plastic Purchase


	100,000 kgs 
	£  200,000

	Energy Costs
	
	£300,000

	Staff Costs
	
	£250,000

	Current Waste Testing



	12 tests a year
	£ 12,000

	Water

	5,000 tonnes
	£50,000

	Current Land Value in Balance Sheet

	
	£750,000

	Cost of Recruiting Staff



	
	£ 25,000

	Current annual waste disposal
	
	£15,000

	Management Costs


	
	£50,000


The following points are identified in the manager's re-evaluation of the project;

i. There is a growing market for environmentally friendly toys. The consultants plan include using old coke and iron bru bottles as the plastic used in their toys. This will increase the cost per kilo of the plastic by 10%. However, they also estimate that sales could increase by 20% for at least the next two years, as a result of the new improved environmental credentials of their toys.

ii. Annual waste disposal charges will fall to £2,500 per annum 

iii. The consultants' plan involves a strategy of waste minimisation, which will reduce water use by 40%, energy use by 30% and improve product yield by 10%. 

iv. There has been a considerable rate of labour turnover as a result of the poor working conditions in the plant. The new plans will drastically improve the working conditions and half the labour turnover rate.

v. Two of Old McDonalds main customers have recently developed strong environmental policies that require annual supplier audits. These two customers account for 50% of the plants sales and in the event of a breach of environmental regulations they would cancel their contracts.

vi. In the event of further breaches of environmental regulations, the local authority has limited sanctions. These include an annual fine of £25,000, and more frequent compliance visits and testing. It is estimated that each set of tests cost Old McDonalds £1,000. The current test frequency is monthly, but this could be increased to weekly testing. 

vii. Managers estimate that 20% of their time is spent dealing with complaints about air and water emissions from the local community. Relations are very poor with the local community. The proposals will eliminate all toxic and damaging air and water emissions. 

viii. Currently, Old McDonalds dumps all waste plastic in an unlicensed landfill pit on site. The consultants' plans will result in a zero-waste production process. Digging up this waste plastic and remediating this landfill site are included in their plans. The value of land in the balance sheet does not take into account the potential liability of this unlicensed landfill. If prospective buyers became aware of this landfill it would reduce the resale value of the land by up to 50%. 

Required

a)  From the above information prepare a cost benefit report to evaluate the consultants’ report



(30 marks)

b)  Discuss the reliability of the values used in the report produced in part a and outline additional information required to improve your evaluation


(20 marks)

(Total:  50 marks)

End of section A

Section B answer any two questions

Question 3

The first step is to measure whatever can be easily measured. This is ok as far as it goes. 
The second step is to disregard that which can’t easily be measured or give it an arbitrary quantitative value. This is artificial and misleading. 
The third step is to presume that what can’t be measured easily really isn’t important. This is blindness. 
The fourth step is to say that what can’t be easily measured really doesn’t exist. This is suicide
Discuss whether McNamarra fallacy described above applies to management accounting, giving relevant examples of each of the four steps.



(25 marks)
Question 4

Discuss how management accounting techniques can be used to measure the performance of a Director of a Marketing Department.



(25 marks)

Question 5

Briefly evaluate how each of the following techniques addresses the weaknesses of conventional management accounting:

a) PEST analysis





(5 marks)

b) Life Cycle Costing 





(5 marks)

c) Benchmarking






(5 marks)

d) Balanced Scorecard





(5 marks)

e) NIMSAD






(5 marks)

(Total:  25 marks)

Question 6

Discuss key issues to be considered in designing a transfer pricing system.


(25 marks)
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