
PAPER – 5: ADVANCED MANAGEMENT ACCOUNTING 

QUESTIONS 

Value Added/ Non Value Added 

1.  Queenstown Furniture (QF) manufactures high-quality wooden doors within the forests of 
Queenstown since 1952. Management is having emphasize on creativity, engineering, 
innovation and experience to provide customers with the door they desire, whether it is a 
standard design or a one-of-a-kind custom door. The following information pertains to 
operations during April: 

Processing time  9.0 hrs.* Waiting time  6.0 hrs.* 
Inspection time  1.5 hr.* Move time  7.5 hrs.* 
Units per batch 60 units  

 (*) average time per batch 

 Required 

 Compute the following operational measures: 
(i) Average non-value-added time per batch 
(ii) Average value added time per batch 
(iii) Manufacturing cycle efficiency 
(iv) Manufacturing cycle time 

Activity Based Costing at Hospital 

2.  ‘SM’ hospital is a primary medical care facility and trauma center that serves National Capital 
Territory. The hospital offers all the medical/ surgical services of typical small hospital. 

 Required 
(i) Using your (limited, moderate, or in-depth) knowledge of a hospital’s operations, 

identify 4 key activities that are important.   
(ii) For each of the activities, suggest an appropriate cost driver. 

Life Cycle Costing 

3.  In WM Ltd. the ‘OB’ equipment is about to be replaced either by ‘CF’ system or by an 
‘OF’ system. Finance costs 12% a year and the other estimated costs are as follows: 

 CF OF 

 (`) (`) 

Initial Cost  28,000 40,000 
Annual Operating Costs 24,000 p.a. 18,000 p.a. 

© The Institute of Chartered Accountants of India



2 FINAL EXAMINATION: NOVEMBER, 2016 

 Required 

 If the company expected the new system (either CF or OF) to last at least for 12 years, 
which system should be chosen? 

4. Examine the Validity of following statements: 
(i) In the introduction stage, usual marketing strategy is to strengthen the supply chain 

relationships to make the product easily accessible by target customers.  
(ii) In the introduction stage, competitors will purchase the product to carry out reverse 

engineering and understand how the product works, so that they can develop their 
own similar, but different product. 

(iii) In the introduction phase, the firm will seek to avoid this competition by maintaining 
its selling price at the end of the introduction stage. 

(iv) In the growth stage, if the product cannot be differentiated in other ways, the firm 
may need further reductions in selling price to maintain growth. 

(v) In the maturity stage, firms are tempted to engage in costly promotional price wars 
to wean away market share from competitors. 

(vi) In the decline stage, failing sales may induce firms to slash marketing expenditure. 
Brand loyalty will be exploited to create profits. 

JIT Production System > Backflush Costing System 

5.  Napier Company uses a backflush costing system with three trigger points: 
(a)  Purchase of Direct Materials  
(b) Completion of Good Finished Units of Product 
(c)  Sales of Finished Goods 
You are provided with the following information for July 2016. 

Direct Materials Purchased `2,64,000 Conversion Costs Allocated `1,20,000 
Direct Materials Used `2,55,000 Costs Transferred to 

Finished Goods 
`3,75,000 

Conversion Costs Incurred `1,26,600 Cost of Goods Sold `3,57,000 

Required 

(i) Prepared journal entries for July (without disposing of under allocated/ over 
allocated conversion costs).  

(ii) Under an ideal JIT production system, how would the amounts in your journal 
entries change from the journal entries in requirement (i)? 
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Note 

− There are no beginning inventories.  
− Assume there are no direct material variances. 

Cost Classification 

6.  Swastik Ltd. manufactures and sells 4 Valve Engine (DTK-I). Company appoints Mr. 
Watson to coordinate shipments of the DTK-I from the factory to distribution warehouses 
located in various parts of the India so that goods will be available as orders are received 
from customers. Swastik Ltd. is unsure how to classify his annual salary of `24,00,000 in 
its cost records. The company’s cost analyst says that Mr. Watson’s salary should be 
classified as manufacturing cost; the finance controllers says that it should be classified 
as selling cost; and the managing director says that it does not matter which way Mr. 
Watson’s salary cost is classified.  

 Required 

 Which view point is correct and why? 
7.  ANZB Financial Services Limited is an Indian banking and financial services company 

headquartered in Chennai, Tamil Nadu. Apart from lending to individuals, the company 
grants loans to micro, small and medium business enterprises. Listed below are several 
costs incurred in the loan division of ANZB Financial Services Limited.  
(i) Remuneration of the loan division manager. 
(ii) Cost of Printer Paper, File Folders, View Binders, Ink, Toner & Ribbons used in the 

loan division. 
(iii) Cost of the division’s MacBook Pro purchased by the loan division manager last 

year. 
(iv) Cost of advertising in business newspaper by the bank, which is allocated to the 

loan division. 
 Cost Classification 

Controllable by the loan 
division manager 

Direct cost of the loan division  
 

Sunk Cost 
 

Uncontrollable by the loan 
division manager 

Indirect Cost of the loan 
division  

Out of Pocket Cost 
 

Required 

For each Cost, indicate which of the above mentioned Cost Classification best describe 
the cost.  
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Note 

More than one classification may apply to the same cost item. 
Relevant Costing 

8.  Aves Airlines Ltd. operates its services under the brand ‘Yellow Bird’. The ‘Yellow Bird’ 
route network spans prominent business metropolis as well as key leisure destinations 
across the Indian subcontinent. ‘Yellow Bird’, a low-fare carrier launched with the 
objective of commoditizing air travel, offers airline seats at marginal premium to train 
fares across India.  

 Profits of the ‘Yellow Bird’ have been decreasing for several years. In an effort to improve 
the company’s performance, consideration is being given to dropping several flights that 
appear to be unprofitable. 

 Income statement for one such flight from ‘New Delhi’ to ‘Kullu’ (Y-09) is given below (per 
flight): 

 `  `  

Ticket Revenue  
(175 seats x 80% Occupancy x `7,000 ticket price)      

 9,80,000 

Less: Variable Expenses (`1,400 per person)  1,96,000 

Contribution Margin    7,84,000 

Less: Flight Expenses:   

 Salaries, Flight Crew 2,05,000  
Salaries, Flight Assistants  45,500  

Baggage Loading and Flight Preparation  72,000  

Overnight Costs for Flight Crew and Assistants at 
destination 

 18,000  

Fuel for Aircraft  2,55,000  

Depreciation on Aircraft 51,000*  

Liability Insurance 1,53,000  

Flight Promotion 35,000  

Hanger Parking Fee for Aircraft at destination 15,000  8,49,500 
Net Gain / (Loss)  (65,500) 

* Based on obsolescence 

The following additional information is available about flight Y-09. 
− Members of the flight crew are paid fixed annual salaries, whereas the flight 

assistants are paid by the flight. 
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− The baggage loading and flight preparation expense is an allocation of ground 
crew’s salaries and depreciation of ground equipment. 

− One third of the liability insurance is a special charge assessed against flight Y-09 
because in the opinion of insurance company, the destination of the flight is in a 
“high-risk” area. 

− The hanger parking fee is a standard fee charged for aircraft at all airports. 
− If flight Y-09 is dropped, ‘Golden Bird’ Airlines has no authorization at present to 

replace it with another flight. 
Required  

Prepare an analysis showing what impact dropping flight Y-09 would have on the airline’s 
profit.   

Qualitative Factors  

9.  State any 5 Qualitative Factors relevant for decision making.  
Budget & Budgetary Control 

10.  Country N's regional administration is organized in 10 states, with 9 of them subdivided 
into 210 municipalities. The municipal sector is a provider of vital services to the country 
N’s public. The municipalities have wide powers over the local economy, with the state 
exercising strict supervision. They have the right to tax and to use their resources to 
support education, libraries, social security, and public works such as streetcar lines, gas 
and electricity works, roads, and town planning, but they are usually aided in these 
activities by state funds. The municipalities submit a budget each year to respective state 
which forms the basis of the fund received.  

 The following information is available as part of the 2016 budget preparation about a 
municipality NZ. 

 Street Maintenance 
 Like all structures, streets deteriorate over time. Deterioration is primarily due to 

accumulated damage from vehicles, however environmental effects often contribute. In 
2016 it is anticipated that 5 km of the street will need maintenance but a contingency of 
extra 10% has been decided. 

 In 2015 the average cost of a street maintenance was `14 million per km maintained, but 
this excluded any cost effects of extreme weather conditions. The following probability 
estimates have been made in respect of 2016 

Weather Type Predicted Probability Increase in Maintenance 
Cost 

Good 0.65 0 
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Poor 0.05 +5% 
Lousy 0.30 +30% 

 Inflation on street revamping costs is anticipated to be 2% between 2015 & 2016. 
 New Streets 
  New streets are budgeted on a zero basis and will have to enter for funds along with 

other capital projects such as hospitals and libraries. 
 Required 

(i) Calculate the budgets for street maintenances for 2016. 
(ii) Explain the process involved for zero based budgeting. 

Variance Analysis in Activity Based Costing  

11.  N & S Co. (NSC) is a multiple product manufacturer. NSC produces the unit and all 
overheads are associated with the delivery of units to its customers.  

Particulars Budget Actual 

Overheads (`) 4,000 3,900 
Output (units) 2,000 2,100 
Customer Deliveries (no.’s) 20 19 

 Required 

Calculate Efficiency Variance and Expenditure Variance by adopting ABC approach. 
Interpretation of Variances 

12. State possible Impact on Variances in each of the following independent situations: 
(i) More units were produced than was budgeted. 
(ii)   Careless handling of materials by production personnel 
(iii)  The purchase of inferior quality material    
(iv) New competition entered the market. 
(v) New suppliers were used.  
(vi) New production staff were recruited. 
(vii) Market share has fallen from 20% to 18% 

13.  Explain whether a production manager should be accountable for direct labour and direct 
materials cost variances.  
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Balanced Score Card 

14. AEB Banking Corp. is the world's largest card issuer by purchase volume and having 
vision statement “to be leading provider of payment solutions in India”.  

 Required 

 Suggest performance indicators to include in the Balanced Scorecard. 
Linear Programming 

15.  In a chemical industry two products P and Q are made involving two operations. The 
production of Q also results in a by-product R. The product P can be sold at a profit of ` 

3 per unit and Q at a profit of ` 8 per unit. The by-product R has a profit of ` 2 per unit. 
Forecast show that upto 5 units of R can be sold. The company gets 3 units of R for each 
unit of Q produced.  The manufacturing times are 3 hrs per unit for P on each of the 
operation one and two and 4 hrs and 5 hrs per unit for Q on operation one and two 
respectively. Because the product R results from producing Q, no time is used in 
producing R. The available times are 18 hrs and 21 hrs of operation one and two 
respectively. The company desires to know that how much P and Q should be produced 
keeping R in mind to make the highest profit.  

 Required 

 Formulate LP model for this problem.   
Simulation 

16.  JCB Ltd. is considering a new project which will require an initial investment of ` 25,000. 
The company has determined the following probabilities for net cash flows for three years 
generated by this project: 

Annual Net Cash Flows  

Year 1 Year 2 Year 3 

CF Prob. CF Prob. CF Prob. 

7,500 0.20 10,000 0.10 7,500 0.10 
10,000 0.50 12,500 0.30 10,000 0.20 
12,500 0.30 15,000 0.20 12,500 0.50 

  17,500 0.40 15,000 0.20 

 The firm wants to perform 5 simulation runs of this project’s life. The firm’s cost of capital 
is 10%. 

 To simulate the probability distributions of annual net cash flows, use the following sets 
of random numbers   

 4, 4, 2;  9, 6, 3;  5, 7, 8;  0, 1, 6;  3, 1, 5   
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 Required 

 Using simulation results. Calculate the average NPV. 
 Note 

 Assign a value ranging from 0 to 9 (in digits) to each year’s cash flow in such a way that 
the number of digits assigned is proportionate to the probability of cash flow. 

SUGGESTED ANSWERS/ HINTS 

1. (i) Average Non Value Added Time per batch 

 = Inspection Time + Waiting Time + Move Time 
 = 1.5 hr. + 6.0 hrs. + 7.5 hrs. 
 = 15 hrs. 

 (ii) Average Value Added Time per batch 
  = Processing Time  

 = 9 hrs. 
 (iii) Manufacturing Cycle Efficiency 

 = ProcessingTime
ProcessingTime + Inspection Time + Waiting Time + Move Time

 

 =   9.0 hrs.
9.0 hrs.+ 1.5 hr.+ 6.0 hrs.+ 7.5 hrs.

 

 = 37.5% 
 (iv) Manufacturing Cycle Time 

 = Total Production Time
Units per Batch

 

 =   24 hrs.
60 units

 

 = 0.40 hrs. per unit 

2. Activities / Cost Drivers for ‘SM’ hospital 

Activities Cost Driver 

Purchase of medical supplies, maintain records/inventory 
(dispense medications) 

Number of medication 
orders filled 

Reservation/Scheduling, inpatient registration, billing and Number of patients 
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insurance verification (admit patients) admitted 
Prepare patient, perform ECG procedure, interpret results 
(administer ECG tests) 

Number of tests 

Obtain specimens, perform test, report results (administer 
laboratory tests)  

Number of test by type 

3. Calculation of Life-cycle Costs 

 CF OF 

 (`) (`) 

Initial Cost 28,000 40,000 
Add: Annual Operating Costs 1,48,656 

(`24,000 × 6.194) 
1,11,492 

(`18,000 × 6.194) 
Total Life Cycle Costs 1,76,656 1,51,492 

 The annuity of 12% finance costs for 12 years is 6.194. 
 Analysis 

 When we compare only the initial cost, we will tend to purchase CF system, for its cheap 
acquisition cost. But when we compare the total life-cycle costs, the OF system is most 
preferable, for its lowest total life-cycle costs. 

4. Valid or Invalid 

Sl. No. Statements Valid or Invalid 

(i) In the introduction stage, usual marketing strategy is to 
strengthen the supply chain relationships to make the 
product easily accessible by target customers. 

Valid 

(ii) In the introduction stage, competitors will purchase the 
product to carry out reverse engineering and understand 
how the product works, so that they can develop their own 
similar, but different product. 

Valid 

(iii) In the introduction phase, the firm will seek to avoid this 
competition by maintaining its selling price at the end of the 
introduction stage. 

Invalid 

(iv) In the growth stage, if the product cannot be differentiated in 
other ways, the firm may need further reductions in selling 
price to maintain growth. 

Valid 

(v)  In the maturity stage, firms are tempted to engage in costly 
promotional price wars to wean away market share from 
competitors. 

Valid 

© The Institute of Chartered Accountants of India



10 FINAL EXAMINATION: NOVEMBER, 2016 

(vi) In the decline stage, failing sales may induce firms to slash 
marketing expenditure. Brand loyalty will be exploited to 
create profits. 

Valid 

5.  (i)  Journal Entries for July are as follows 
                                                                                                           `                ` 

E.1 

Material and In-Process Inventory Control 
         Accounts Payable Control 
(Direct Materials Purchased) 

 
2,64,000 

 

 
 

2,64,000 
 

E.2 

Conversion Costs Control 
         Various Accounts  
(Conversion Cost Incurred) 

 
1,26,600 

 
 

 
 

1,26,600 

E.3 
Finished Goods Control  
         Materials and In-Process Inventory  
         Control Conversion Costs Allocated 
(standard cost of finished goods completed) 

 
3,75,000 

 
 
 

 
 

2,55,000 
1,20,000 

 
E.4 
Cost of Goods Sold 
         Finished Goods Control 
(standard cost of finished goods sold) 

 
3,57,000 

 
 

 
 

3,57,000 
 

(ii)  Zero inventory is the goal of an ideal JIT production system. Accordingly, entry (E.3) 
would be `3,57,000 finished goods production, not `3,75,000. If the marketing 
division could only sell goods costing `3,57,000, the JIT production system would 
call for direct materials purchases and conversion costs lower than `2,64,000 and 
`1,26,600, respectively, in entries (E.1) and (E.2). 

 

When a JIT system in created, the amount of inventory retained in a company drops 
continuously. Raw materials inventory is reduced because suppliers deliver only small 
quantities of parts as and when they are needed. Work-in-process inventory drops 
because the conversion to machine cells and the use of Kanban Cards greatly reduces 
the need to pile up inventory between machines. Finally, finished goods inventory drops 
because inventory is produced only when there are orders in hand from customers 
(though finished goods inventories are also allowed to build if a company experiences 
high seasonal sales). Consequently, the cost of maintaining inventory declines, which in 
turn reduces the overhead costs associated with inventories that are charged to products. 

© The Institute of Chartered Accountants of India



 PAPER – 5 : ADVANCED MANAGEMENT ACCOUNTING 11 

6. Selling Costs would include all costs necessary to secure customer orders and get the 
finished product into the hands of customers.  

 The responsibility of Mr. Watson as described in the problem is coordination of shipments 
of DTK-I from the factory to distribution warehouses and same would appear to fall in this 
class.   

 Accordingly, the finance controller is correct in his view point that the salary cost should 
be classified as selling cost. 

7. Cost Incurred – Cost Classification  

S. 

No. 

Cost Incurred Classification 1 Classification 2 Classification 3 

(i) Remuneration of the 
loan division manager. 

Uncontrollable by 
the loan division 
manager. 

Direct cost of 
the loan 
division. 

Out of Pocket 
Cost 

(ii) Cost of Printer Paper, 
File Folders, View 
Binders, Ink, Toner & 
Ribbons used in the 
loan division. 

Controllable by the 
loan division 
manager. 
 
 

Direct cost of 
the loan 
division. 

Out of Pocket 
Cost 
 

(iii) Cost of the division’s 
MacBook Pro 
purchased by the loan 
division manager last 
year. 

Controllable by the 
loan division 
manager. 
 
 

Direct cost of 
the loan 
division. 

Sunk Cost 
 

(iv) Cost of advertising in 
business newspaper by 
the bank, which is 
allocated to the loan 
division. 

Uncontrollable by 
the loan division 
manager. 
 

Indirect Cost of 
the loan division.  
 
 

Out of Pocket 
Cost 

8. Statement Showing Impact on Airline’s Profit if Flight Y-09 is Discontinued  

 ` `   

Contribution Margin lost if the flight is discontinued  (7,84,000) 
Less: Flight Costs which can be avoided if the flight is discontinued: 
 Flight Promotion………………………………………………………….. 35,000 
 Fuel for Aircraft………………………………………………………….2,55,000 
 Liability Insurance (1/3 x `1,53,000)………………………………………… 51,000 
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 Salaries, Flight Assistants………………………………………………. 45,500 
  Overnight Costs for Flight Crew and Assistants……………………….18,000    4,04,500 

     (3,79,500) 
If Aves Airlines Ltd. goes for discontinuation of flight K-09, its profit will go down by `3,79,500.   
Following costs are not relevant to the decision: 
− Salaries, flight crew - Fixed annual salaries which will not change 
− Baggage loading and flight preparation- This is an allocated cost, which will continue 

even if the flight is discontinued. 
− Depreciation of aircraft -Sunk Cost 
− Liability insurance (two third)  
− Hanger parking fee- This cost will be incurred regardless of whether the flight is made. 

9. Qualitative Factors may include: 
(i) The liquidity risk; 
(ii) The state of the economy, and its levels of inflation; 
(iii) Effect of new technological breakthroughs; 
(iv) Effect of a decision on employee morale, motivation, leadership and so on; 
(v) Effect of a decision on long-term future profitability;  
(vi)  Effect of a decision on a company’s public image and the reaction of customers.  

10.  (i) The street maintenance budget will be based on 5 km of street maintenance; it is 
common to include a contingency in case streets unexpectedly need maintenance.  

   The weather conditions could add an extra cost to the budget if poor or lousy 
conditions exist. 

 The adjustment needed is based on an expected value calculation: 
 (0.65 × 0%) + (0.05 × 5%) + (0.30 × 30%) = 9.25% 
 Hence the budget (after allowing for a 2% inflation adjustment) will be: 
 5 km × `14 million × 1.0925 × 1.02 = `7,80,04,500 
(ii) Zero based budgeting involves following main steps: 

− Determination of a set of objects is the pre-requisite and essential step in the 
direction of ZBB technique. 

− Deciding about the extent to which the technique of ZBB is to be applied 
whether in all areas of municipal activities or only in a few selected areas on 
trial basis. 
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− Identify those areas where decisions are required to be taken. 
− Developing decision packages and ranking them in order of decreasing 

benefits.  
 For example, The Municipality have to decide which of the activities offer the 

greatest value for money (VFM) or the greatest benefit for the lowest cost. 
 Legal obligations are ‘must do’ activities; others may be viewed as 

discretionary. 
− Preparation of budget that is translating decision packages into practicable 

units/items and allocating financial/resources. 
In real terms the Zero base budgeting is simply an extension of the cost, benefit, 
analysis method to the area of corporate planning and budgeting.  

11. Computation of Variances 

 Efficiency Variance  =  Cost Impact of undertaking activities more/ less than standard 
  =  (21 deliveries* – 19 deliveries) × `200 
  =  ̀ 400 F                                                                                      

 (*)  
20 Deliveries 2,100 units
2,000 units.

 × 
 

 

 Expenditure Variance =  Cost impact of paying more/ less than standard for actual  
  activities undertaken 

  =  19 deliveries × `200 – `3,900  
 = ̀ 100 (A)                                                                                    
12. Impact on Variances 

Sl. No. Independent Situations Impact on Variances 

(i) More units were produced than was 
budgeted. 

Favourable Fixed Overhead 
Volume 

(ii) Careless handling of materials by 
production personnel 

Adverse Material Usage 

(iii) The purchase of inferior quality material Adverse Material Usage 
Favourable Material Price 

(iv) New competition entered the market. Adverse Sales Price 
(v) New suppliers were used.  Adverse Material Price 
(vi) New production staff were recruited. Adverse Labour Efficiency 
(vii) Market share has fallen from 20% to 18% Adverse Market Share Variance 
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13. Performance should be measured against the element of direct cost which the manager 
can control. For example,  

 The purchase manager is responsible for the price of raw materials to be purchased at 
the time of purchase.  

 The production manager is responsible for the amount of raw material used, and this 
responsibility exercised when the materials are used in production. However, he/ she 
may not be able to influences the cost of material, the quality of the material, the cost of 
labour and the quality of labour.  

14. Balanced Scorecard ‘Credit Card Company’. 

Financial  

Indicators of Performance 

Customers 

Indicators of Performance  

Increase market share  Discourage businesses off cheques 
Reduce debt Focus on large spenders 
Increase % fee Issue more cards 

 

Learning and Growth  

Indicators of Performance 

Internal Processes 

Indicators of Performance 

Outsource IT jobs Increased marketing spend 
Improve staff training levels Achieve economies to scale 
Acquire other companies Offer more products 

15. Let y1, y2, y3 be the number of units produced of products P, Q and R respectively.  
Objective function: 

Then the profit gained by the industry is given by  
   Z =  3y1 + 8y2 + 2y3  
Here it is assumed that all the units of products P and Q are sold. 
Condition-1: 

In first operation, P takes 3 hrs of manufacturer’s time and Q takes 4 hrs of 
manufacturer’s time. Therefore, total number of hours required in first operation 
becomes- 
 3y1 + 4y2 
In second operation, per unit of P takes 3 hrs of manufacturer’s time and per unit Q takes 
5 hrs of manufacturer’s time. Therefore, the total number of hours used in second 
operation becomes 
 3y1 + 5y2 
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Since there are 18 hrs available in first operation and 21 hrs in second operation, the 
restrictions become 
 3y1 + 4y2 ≤ 18     
 3y1 + 5y2 ≤ 21     
Condition-2: 

Since the maximum number of units of R that can be sold is 5, therefore, 
 y3 ≤ 5      
Condition-3: 

Further, the company gets three units of by product R for every unit of product Q 
produced, therefore 
 y3 = 3y2     
Now, the allocation problem of the industry can be finally put in the following linear 

programming problem: 

Maximise  
  Z  =  3y1 + 8y2 + 2y3  
Subject to the Constraints: 

 3y1 + yx2 ≤ 18 
 3y1 + 5y2 ≤ 21 
 y3 ≤ 5 
  y3 = 3y2 
 y1, y2, y3 ≥ 0 

16. Assigning Digit Values to Cash Flows 

Year 1 Year 2 Year 3 

CF Prob. Digits CF Prob. Digits CF Prob. Digits 

7,500 0.20 0-1 10,000 0.10 0-0 7,500 0.10 0-0 
10,000 0.50 2-6 12,500 0.30 1-3 10,000 0.20 1-2 
12,500 0.30 7-9 15,000 0.20 4-5 12,500 0.50 3-7 

   17,500 0.40 6-9 15,000 0.20 8-9 

Identifying Cash Flows Matching Random Numbers 

Set Year 1 Year 2 Year 3 

R. No. CF R. No. CF R. No. CF 

1 4 10,000 4 15,000 2 10,000 
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2 9 12,500 6 17,500 3 12,500 
3 5 10,000 7 17,500 8 15,000 
4 0 7,500 1 12,500 6 12,500 
5 3 10,000 1 12,500 5 12,500 

Calculated Simulated Average NPVs 

Set Year 1 Year 2 Year 3 Initial 

Outflow 

NPV 

PVF* = 0.909 PVF* = 0.826 PVF* = 0.751 
CF PV CF PV CF PV 

1 10,000 9,090 15,000 12,390 10,000 7,510 25,000 3,990 
2 12,500 11,363 17,500 14,455 12,500 9,388 25,000 10,206 
3 10,000 9,090 17,500 14,455 15,000 11,265 25,000 9,810 
4 7,500 6,818 12,500 10,325 12,500 9,388 25,000 1,531 
5 10,000 9,090 12,500 10,325 12,500 9,388 25,000 3,803 

Total 29,340 
Average NPV 5,868 

* PVF (Present Value Factor) at 10% discount rate. 
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