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Chapter 01: Section 2 

Strategic Management Accounting Techniques: Questions 

1. Activity Based Management (ABM) 

Practice Question 01:             
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Practice Question 02: 
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3. Life Cycle Costing 

Practice Question 03: 

 

 

 

Practice Question 04: 

ABC Manufacturing Ltd is planning to purchase a new machine for its production line and is considering 

two alternatives: Machine X and Machine Y. The company’s cost of capital is 12% per annum. Both machines 

have an expected useful life of 4 years. 

The estimated costs and benefits are as follows: 

Cost / Benefit Item Machine X (Rs.) Machine Y (Rs.) 

Initial Purchase Cost (Year 0) 4,800,000 6,000,000 

Annual Operating Cost (Years 1–4) 1,000,000 700,000 

Annual Maintenance Cost (Years 1–4) 250,000 180,000 

Major Repair (End of Year 2) 500,000 300,000 

Scrap Value (End of Year 4) 600,000 900,000 

 

Required: 

Using the Net Present Value (NPV) approach, calculate the total life cycle cost of each machine and advise 

which machine should be selected based on the lower discounted life cycle cost. 
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4. Target Costing 

Practice Question 05: 

 

 

5. Cost Behaviour and Breakeven Analysis 

Practice Question 06: 

Selling price per unit = Rs 100, Variable cost per unit = Rs 60,  Fixed cost per month = Rs 100,000 

Calculate breakeven units and revenue per month. 

Practice Question 07: 

A company produces a single product. The following data show the relationship between monthly units 

produced and total production cost: 

Units Produced Total Cost (Rs.) 

1,000 420,000 

2,000 560,000 

3,000 700,000 

4,000 840,000 
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Required: 

a) Using the high–low method, calculate the variable cost per unit and the fixed cost. 

b) Develop the total cost equation in the form: 

Total Cost = Fixed Cost + (Variable Cost per Unit × Units) 

c) Estimate the total cost of producing 3,500 units. 

d) Calculate the breakeven units and sales value if the selling price is Rs 220 

Practice Question 08: 
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6. Ensuring Strategic Resource Allocation / Capital Budgeting 

Practice Question 09: 

 

(Assume the projects are non divisible) 

Practice Question 10: 

Serendib Holdings PLC has a capital budget of Rs. 18,000,000 for the coming year to invest in several 

independent projects. The company is currently evaluating four projects, and the finance manager has 

estimated the Present Value (PV) of future cash inflows for each project. 

Project Initial Investment (Rs.) PV of Cash Inflows (Rs.) 

P 7,000,000 8,750,000 

Q 9,500,000 11,400,000 

R 5,500,000 6,600,000 

S 4,000,000 5,200,000 

 

Task: 

(a) Calculate the Net Present Value (NPV) and Profitability Index (PI) for each project. 

(b) Based on the capital budget constraint, determine the optimal combination of projects the company 

should undertake to maximize total NPV. 

 

 


