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Chapter 33 - Mixture, Combination & Additional questions.
Q1 / Category - Classwork/ Star Rating -

⭐⭐⭐

1.

ICAI EXAM - NOV 2019.

2.

It is a problem on Divisional Performance i.e. responsibility division and MCE

3.

In part (i), we just have to compute divisional ROI currently. It is 32%

4.

In part (ii), We compute divisional ROI after we undertake to manufacture a new product. ROI of new
product is less, hence ROI will fall down to 28%. Hence, the manager will not be interested.

5.

IN part (iii), we say Residual Income will be far better. While computing RI, we take operating income and
subtract the Cost of Capital. If anything is left, we are interested else not. It is a better approach than ROI.

6.

We have to compute Manufacturing Cycle Efficiency (MCE) = Value added time / Total time = Processing
Time / Inspection Time + Process Time + Queue Time + Move Time. It comes to 35%. Ignore WAIT time

7.

NVA will be 100 - 35 = 65%

8.

Delivery cycle time will include all the times including wait time = 24 days

9.

We compute Revised MCE, which increases to 70%.

Q3 / Category - Classwork/ Star Rating -

⭐⭐⭐

1.

ICAI EXAM - NOV 2020

2.

There are two products that the company makes Z and D. It has limited machine hours and hence want to
use limiting factors properly.

3.

We find contribution per machine hour or throughput accounting ratio. Z is the first rank product.

4.

Company has already taken orders of 400 units for Z and 1200 units of D and hence allocate only the
remaining hours to Z.

5.

In part (ii), we have to say if we had not taken those orders of 400 units for Z and 1200 units of D, how much
profit would have increased. We can find out contributions once more based on ranks and without 400
units for Z and 1200 units of D. The difference is our answer.

6.

In part (iii), we have been asked to say ways to avoid loss of profit:
(i)

Increasing the selling price of Product D but the demand may fall.

(ii)

Reducing the material cost per unit as well as operating costs. However, there may be quality
issues.
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7.

8.

(iii)

Improving efficiency e.g. increasing the number of units that are made in each bottleneck hour.

(iv)

Raising up bottleneck so that more hours are available of bottleneck resource.

(v)

Subcontract D to the extent we cannot make it

In part (iv), we have been asked to tell ways to price customisation
a

Based on product line: When products are customized as per the customer’s requirements, pricing
can be adapted based on the customer’s specifications.

b.

Based on customer’s past behaviour: Customers with good payment records have established
their creditworthiness.

c.

Based on demographics: Different pricing strategies may be adopted based on age or social status.
For example, railway fare discounts for senior citizens or concessional price tickets for military
personnel.

d.

Based on time differential: Different prices for different time periods. If a customer extends a
long-term contract, an additional discount may be extended since the business is contracted for a
longer period of time.

In part (v), Product Z is given to be in the maturity stage. This third stage of the product life cycle is
characterized by an established market for the product. After rapid growth in sale volume in the previous
stages, the growth of sales for the product will saturate. Competition would be high due to a large number
of rivals in the market, this may lead to decreasing market share. The unit selling price may remain
constant since the market is well established. Occasional offers may be used to tempt customers,
otherwise, this stage will mark the consolidation of the market.
Product D is in the introduction stage, the first stage of the product life cycle.
Penetration pricing is adopted to charge a low price in the initial stage for penetrating the market as
quickly as possible. Penetration pricing will be suitable when:
(i)

Demand for the product is elastic, more demand when prices are low.

(ii)

Large scale production of the product yields economies of scale.

(iii)

Threat of competition requires prices to be set low. It serves as an entry barrier to prospective
competitors as well.

However, if Product D is a highly innovative product, it may adopt a Skimming price policy.
(i)

There seem to be no competitors providing similar products.

(ii)

Demand is inelastic.

Over time, competitors can reverse engineer and offer similar products. Therefore, the price may be
lowered in the long run to retain market share.
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Q4 / Category - Concept Builder / Star Rating -

⭐

1.

This is a problem with ABC + standard Costing. Under Activity Based Costing, Fixed
Overheads are treated as variable overheads by linking them with cost drivers. So instead of
having the format as hours, rate & amount, we have the format as Cost Driver, Cost Driver
Rate and amount. We compute our three normal variances of VOH if details are available
else not.

2.

VOH is still dependent on output by default.

3.

In this problem, we will have the Number of Customer delivery, Rate per delivery and Amount.

Q5 / Category - Classwork / Star Rating -

⭐⭐

1.

While computing planning variances, compare the original standard and the new standard.

2.

While computing operating variances, compare new standards and actual data.

3.

While computing variances based on ABC, use the cost drivers Orders executed and Setups for the material
handling cost and set up cost.

Q6 / Category - Classwork / Star Rating -

⭐⭐

1.

ICAI EXAM - NOV 2019

2.

It is a mixture question on ABC + standard Costing. For indirect materials, the cost driver is
the quantity of Material, for product testing, it is minutes of testing time and for energy cost,
it is machine time.

3.

All three variances depend on output i.e. 80000 units.

4.

Compute expenditure and efficiency variances separately for each type of expense.

5.

We have to comment about the efficiency variance of indirect material & product testing.

6.

a.

Indirect Material: This adverse variance could have been caused by the inferior quality, the result
of carelessness handling of materials by production workers or could as a result of the change in
methods of production, product specifications or the way in which the quality of the product is
checked or controlled.

b.

Product Testing: Favourable efficiency variance indicates that fewer testing minutes were
expended during the quarter than the standard minutes required for the level of actual output.
This may be due to employment of higher-skilled labour or improvement of skills of existing
workforce through training and development leading to improved productivity etc.

The last part is too easy. Just find %of variance over the revised amount. If more than 5%, then the
investigation is required.

Q7 / Category - Classwork / Star Rating -

⭐⭐⭐

1.

ICAI EXAM - MAY 2019

2.

Output is given as the number of deliveries

3.

We will make the revised standard for the actual number of deliveries i.e 948,000 deliveries.

4.

For receivables, we do not have details of the amount. Hence, we only have one variance.
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5.

For payables, the number of invoice batches is the cost driver and the cost driver rate is the rate per
batch or rate per invoice as an invoice must be prepared for each batch. Here, we have to do break up into
expenditure and efficiency variance.

6.

For travel expenses, the number of travel claims is the cost driver and the cost driver rate is the rate per
batch or rate per travel claim. Here, we have to do break up into expenditure and efficiency variance.

Q8 / Category - Classwork / Star Rating -

⭐⭐⭐

1.

RTP - MAY 2021

2.

We have been given OEE and asked to find out about unplanned downtime. It comes as a
difference of denominator and numerator in the availability ratio.

3.

First step is to find out the availability ratio as a balancing figure in OEE.

4.

Do remember in the denominator of the Availability ratio, we have planned production time, where we
subtract breaks and preventive maintenance from the available time. The denominator comes to 480
minutes. Then using the availability ratio, we compute the numerator which is 432 minutes. Hence,
unplanned downtime will be 480 - 432 = 48 minutes.

5.

For advice to reduce downtime, we tell that the company should introduce preventive maintenance.

6.

For part (ii), we have to find standard hours for 1 unit. We use the productivity or performance or efficiency
ratio. We have to find out the numerator of that ratio. Once you get it, divide by a number of units to get the
answer.

7.

In part (iii), we have to apply Goldratt TOC to remove the constraint.
a.

Identifying the System Bottlenecks

b.

Exploit the Bottlenecks

c.

Non-bottleneck activities are subordinate

d.

Elevate the bottleneck

e.

Repeat the process

Q9 / Category - Classwork / Star Rating -

⭐⭐⭐

1.

It is a problem where a company measures performance using ROI.

2.

ROI is in two parts:
a.

Profitability Ratio

b.

Investment turnover Ratio

3.

It is RI vs ROI. but then, there will be shortcomings for each and every method. So, you need to know the
advantages and disadvantages and each method.

4.

In end, we use the principles of a balanced scorecard to say that a company should use non-financial
measures also.
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Also spare a minute to review us on Google. It adds to a lot of confidence to our team that our efforts are
being appreciated by the students.
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