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MATERIAL FOR CA IPCC - CAFM 
SOLVED PAPER MAY 2014 PART I – FOCUS ON HOW TO SCORE CENTUM
Normally students find CAFM (Group 1, Paper 3) to be very difficult, invariably many of them are not able to solve the entire paper in 3 hours. But some students score above 90% which places them in the rank list. The Truth is the CA FM paper can be handled very easily getting more than 75% in the worst scenario with a reasonable/ average preparation with a strategy. 
This is what has been explained in detail in the video lecture, taking the May 2014 question paper.
Most students (who fail) know the answers before and after the exam but not in the exams, therefore the sole focus of this lecture is on developing skills to excel (do more than what you can) during the 3 hours.  
STEP 1: Planning the selection of the question papers (The First step that will make or break)
15 Minutes time given should be used very productively for planning the order of writing the questions. I would suggest a student should have planned like this in this exam, 
	Sno
	
	Marks allotted
	Sure of Getting
	Time Allowed
	Time needed

	1
	Theory  (Q.No.5)
	16
	14
	30 Mins
	20 Mins

	2
	Theory  (Q.No.7)
	16
	14
	30 Mins
	20 Mins

	3
	Compulsory question (Q.No.1)
	20
	20
	36 Mins
	45 Mins

	4
	Q.No. 2a & 2b
	16
	16
	30 Mins
	35 Mins

	5
	Q.No. 6a & 6b
	16
	16
	30 Mins
	35 Mins


Question 3 & 4 are lengthy, certainly difficult, by chance a student  wrongly chooses them thinking that he knows them well, certainly his performance will not be as it should have been because of wrong choice more time would be consumed resulting in tension and loss of confidence. 
STEP 2: Never ignore theory
Theory questions are always repetitive. The Student should always thoroughly prepare the questions asked in the past six exams and mostly write what is given in the study material. Full marks are being awarded. I have explained the technique in detail in the lecture. Many teachers discourage students regarding theory preparation but the truth is you are sure of getting full marks because the questions asked are repetitive and write as per CA material full marks are being given.
STEP 3: What is step wise presentation
A student can get above 80 marks without getting the answer fully correct. But he should know how to present the answer in stepwise manner. This is the real art and technique which a student must master. 
Solution and stepwise presentation of the questions as shown below
Question 1a. 
We have to calculate PVR by applying the formulae charge in profit / change in sales

                       Change in profit                  2,50,000 – 1,60,000                          90,000
   PVR =          ---------------------         =      -------------------------             =          ------------       =   18%      
                         Change in sales                 25,00,000 – 20,00,000                    50,00,000


1. Calculation of fixed cost
The above formulae is based on fixed cost remaining same for both the periods 
Sales X PVR – Profit                       =           Fixed Cost
25,00,000 X 0.18 – 2,500,00        =          2,00,000
20,00,000 X 0.18 – 1,60,000        =          2,00,000

2.                      Total Fixed Cost                          2,00,000
BEP        =   ----------------------             =         ------------           			=     ` 11,11,111    
                                            PVR                                         0.18

3. Profit when sales is 30,00,000
Sales X PVR – Total Fixed Cost
30,00,000 X 0.18 – 2,00,000           					=    ` 3,40,000

4. Sales when profit desired is  4,75,000
                           Fixed Cost + Profit                                 6,75,000
  Sales      =        ------------------------            =                --------------          	 =   ` 37,50,000
                                        PVR                                                   0.18

5. Margin of safety  (MOS)           =           It is the sales above 
Breakeven level                         =           Total Sales – BES (or) Profit / PVR
MOS                                             =           Profit / PVR   
                                                      =            2,70,000/0.18    			 =    ` 15,00,000

Question 1b.
Reconciliation Statement
	Particulars 
	Amount (`.)
	Amount (`.)

	Net Profit as per financial accounts 
	
	35,400

	Calculation of difference s
	
	

	Fixed overheads under absorption 
	
	30,500

	Administration overheads over absorption
	
	(65,000)

	Depreciation more in cost accounts (2,70,000 – 2,25,000)
	
	(45,000)

	Financial items
	
	

	Income tax
	52,400
	

	Transfer fees 
	(10,200)
	

	Abnormal loss
	20,700
	

	Notional rent in cost accounts 
	(54,000)
	8,900

	Opening stock difference
	
	

	More in cost accounts (1,38,000 – 1,15,000)
	
	(23,000)

	Closing stock difference
	
	

	More in cost accounts (1,22,000 – 1,12,500)
	
	9500

	Net loss as per cost accounts 
	
	(48,700)



(Or)
Memorandum of reconciliation a/c
                                                                            Dr.							Cr.
	Particulars 
	Amount  (`)
	Particulars 
	Amount  (`)

	To net loss as per cost accounts
	48,700
	By Administration overheads
	65,000

	To Fixed overheads
	30,500
	By depreciation over charged
	45,000

	To Income tax
	52,400
	By transfer fees
	10,200

	To Abnormal loss
	20,700
	By notional rent 
	54,000

	To Closing stock
	9,500
	By opening stock 
	23,000

	
	
	By net profit as per financial accounts
	(35,400)

	
	1,61,800
	
	1,61,800



Question 1c.
	Trading Profit & Loss A/c
                                                                            Dr.							Cr.
	Particulars 
	Amount  (`)
	Particulars 
	Amount  (`)

	To opening stock
	3,37,500
	By Sales
	31,25,000

	To Purchases
	26,06,250
	By Closing Stock
	6,00,000

	To Gross Profit
	7,81,250
	
	

	
	37,25,000
	
	37,25,000



Workings:
1. Stock turnover ratio
Net Profit             1                     X
-------------     =    ---     =       ----------- 
   Capital               4              25,00,000
                             4X    =       25,00,000
                               X    =         6,25,000
  

Net Profit            20          6,25,000    
-------------     =    -----    =   ------------ 
[bookmark: _GoBack]     Sales              100               X

                            20X  =   6,25,000
                                X   =  31,25,000

Gross Profit   = 	25% of Sales
                        = 	25% X 31,25,000    =   7,81,250

                                        Cost of goods sold                31,25,000
Stock turnover   =      ---------------------------     =      ---------------           =     5times  
                                          Average Stock                      Avg. Stock
		5X   =      23,43,750
                        X   =      4,68,750

Opening stock + Closing Stock 
-------------------------------------- 	 =       4,68,750
      		   2
 X + 6,00,000
   		         ---------------    			 =        4,68,750
     		                2 

X      =    4,68,750 X 2 – 6,00,000    	  =       3,37,500


Question 1d.
Step 1: Calculation of Cost of funds deployed

	Preference Share Capital (Given) (Kp)
	12.00%

	Debentures after tax 15 (1 – 0.3) (Kd)
	10.50%

	Convertible Debentures after tax  10 (1 – 0.3) (Kcd)
	7.00%

	Equity Share Capital (Given) (Ke)
	16.30%



Computation of Weighted Average Cost of Capital
	Capital
	Amount (a)
	Cost (b)
	Total (a x b)

	ESC
	65,00,000 
	0.163
	10,59,500

	PSC
	12,00,000 
	0.120
	1,44,000

	Debtors
	20,00,000 
	0.105
	2,10,000

	CD
	8,00,000 
	0.070
	56,000

	
	105,00,000
	
	14,69,500



                           14,69,500
 Ko            =         ----------------    x  100    =   14%
                          105,00,000   

Question 2b.
EPS = PAT – Preference dividend (Pd) 	= 8,40,00,000
                                                              No of Equity Shares                       50,00,000
                                                                                                                   = 16.80 %

	Particulars 
	Workings
	Amount

	Sales
	Total Assets x 2.5
20,00,000 x 2.5
	50,00,000

	Variable Cost                                
	65% of Sales
	32,50,000

	Contribution
	
	17,50,000

	Total Fixed Cost 
	
	4,00,000

	EBIT
	
	13,50,000

	Interest 
	15% of 10,00,000
	1,50,000

	EBT
	
	12,00,000

	Tax
	30% of 12,00,000
	3,60,000

	EAT
	
	8,40,000



	Degree of Operating Leverage (1)
	Contribution/EBIT
	(17.50/13.50)
	1.30 times

	Degree of Financial Leverage (2)
	EBIT/EBT
	(13.50/12.00)
	1.125 times

	Degree of Combined Leverage (1 x 2)
	Contribution/EBT
	(17.50/12.00)
	1.46 times




	


For clarifications, Part II of the Lecture Contact: CA CLUB INDIA
