SOLUTIONS FOR CA FINAL MAY 2014 ADVANCED MANAGEMENT ACCOUNTING PAPER
Material for CA Final AMA May 2014 Video Lecture (Part I) 

THE FOCUS OF THE LECTURE
Normally students of AMA (Group 2, Paper 5) consider it 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 AMA paper can be handled getting more than 60% in the worst scenario with a reasonable/ average preparation, a proper strategy in the three hours during the exam and preparation for the exams. 
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 questions in the paper (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. The Questions are very lengthy. Most students who try to solve all the questions invariably end up getting less than 40 marks. It is because they are in a hurry, time is running out, not sure of questions already attempted resulting in numerous mistakes ending up in failure. 
By chance a student wrongly chooses tough questions first by thinking that he knows them well and then in the middle goes blank, 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. This is what is happening to most of the students who are failing, in spite of the fact the questions asked were already asked several times earlier.   
Why don’t you think like this? Take two hours for solving 60% but be sure you are going to get above 50 in that, then solve the balance 40% marks in one hour. In any problem, there will be one or two difficult adjustments and in case you are not sure wait, think and apply common sense. 
CASE 1
Question 1A. 
The Main adjustments in this problem are increased allocation of fixed overheads of Rs. 25000, this is a sunk cost. Because allocated fixed overheads are always sunk. Student may read it as, incremental fixed cost and take it for computation. Even in such a situation, by cross verification one can decide the answer because the inspection cost will come negative. 
Special purpose tools costing Rs. 10000 should not be considered as it is mentioned that they are reusable. 
Question 1A. 
A student may be fumbled by seeing so many calculations. By chance he is not sure of the final answer, still he can score 3 marks by opening process 1, 2, 3 and 4 accounts. Since, this is a compulsory question one should give a try and leave some space to solve the balance problem later at the end. 
The focus of my lecture is to give some inputs, scientific strategies to perform very well in the worst situations for details view the video. 
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 (even if it is of very poor quality and confusing). Full marks are being awarded. I have explained the technique in detail in the lecture. 
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.







QUESTION 1A. 
STEP 1
Working Note: Profit at present 
	Particulars
	Amount

	Sales     (100 x 1650) (a)
	165000

	Direct material                              
	90000

	Direct labour                                   
	32000

	Tools / consumables                     
	16400

	Variable overheads                          
	9600

	Fixed overheads (allocated)          
	15000

	Total Cost (b)
	163000

	Profit  (a - b)
	2000



Note 2: Find out the Variable Cost of Executing the export offer 
	Direct Material                            
	(900)

	Direct Labour                              
	(320)

	Tools/ consumables  6400/100 
	(64)

	Variable over heads                      
	(96)

	Special Packing
	(20)

	
	1400

	Desired Profit 10% of Rs. 1600
	160

	Total Incremental Cost
	1560


                           	 
Note 3: 
The Main adjustments are increased allocation of fixed overheads of Rs. 25000, this is a sunk cost. Because allocated fixed overheads are always sunk. Student may read it as, incremental fixed cost and take it for computation. Even in such a situation, by cross verification one can decide the answer because the inspection cost will come negative. Special purpose tools costing Rs. 10000 should not be considered as it is mentioned that they are reusable. 
                                                        
Note 4:
Maximum amount payable for Inspection is as under,
Inspection = Rs. 1600 - Rs. 1560 = Rs. 40 x 300 Kits = Rs. 12000

Note 5
Let the Revised selling price be x, and to earn a profit of 10% the selling price should be 

= 1400+10%x =   x
= 1400/9= Rs. 155.56.

QUESTION 1B. 
STEP 1
In process 1, for every 100 kgs of input the output will be 90 kgs comprising of 
	A       (3/5) x 90 = 54
	B       (2/5) x 90 = 36
STEP 2 
 54 kgs. Of A produced in process 1 will be further processed in Process 2 and after a loss of 48 Kgs [(12.5/112.5) x 54] will be produced into C and D in to ratio of 5:3 which is 30 Kgs and 18 Kgs respectively            	

STEP 3
30 Kgs of C is further processed into 28.5 kgs in Process 3, whereas 18 kgs  of D will be further processed into 16 Kgs in Process 4 (After normal loss).
STEP 4
The Overall position of production for every 100 kgs of input equated with the actual input of 2,00,000 kgs. will be as under, 
	PRODUCT
	PERCENTAGE
	
	Rs.

	B
	36
	0.36 x 200000
	72000

	C
	28
	0.285 x 200000
	57000

	D
	16
	0.16 x 200000
	32000

	Balance (Loss)
	19.5
	0.195 x 200000
	39000

	TOTAL
	
	
	200000



	After Processing   
	C
	
	D

	Revenue                                        57000 x 66
	3762000
	32000 x 55
	1760000

	Incremental FC
	(395600)
	
	(382500)

	Net Realizable Value
	3366400
	
	1377500

	At Split off 
	
	
	

	Revenue                                        60000 x 55
	3300000
	36000 x 40
	1440000

	Net Surplus/ (Deficit on further processing)
	    66400
	
	 (62500)

	
	Accept
	
	Reject


	       									
QUESTION 2A.
ISSUE IN THE PROBLEM: 
The company is presently making the components A,B,C and D.  The same can also be purchased from outside.  The hours available are limited to 2,20,000 only (Key factor). We have to decide the component that should be manufactured and their order.
STEP: 1.       CALCULATE VARIABLE COST AND COMPARE IT WITH THE PURCHASE PRICE AS SHOWN BELOW:
	
	A
	B
	C
	D

	Material 
	40
	42
	46
	40

	Labour
	33
	44
	51
	50

	Variable OH
	6
	8
	6
	8

	Total Variable Cost
	79
	94
	103
	98

	Sub Contract Price
	85                   
	95
	101
	100

	Savings per unit made
	+6
	+1
	--
	+2

	Hrs/ Unit
	1.5
	2
	1.5
	2

	Contribution per Hour
	4
	0.5
	--
	1

	Ranking
	I
	III
	--
	II


                          			
CONCLUSION:   We have to purchase component C from outside and manufacture the other components in the order of A, D and B. 
STEP: 2.   ALLOCATION OF HOURS FOR A, B & D
	A               40000 x 1.5
	  60000

	D                30000 x 2
	  60000

	B                50000 x 2
	100000

	         Total 
	220000



STEP 3: CALCULATION OF BREAK EVEN POINT   
In the present situation, in 220000 Hours we can produce 120000 Units falling in the second range where the fixed cost is only 1250000. So, to cover this Fixed cost the company will have to produce 55769 units as shown below, 

	
	
	Rs.

	A        
	40,000 x (100 - 79)
	8,40,000

	D       
	15,769 x (124 - 98)
	4,10,000

	TOTAL
	55,769                   
	12,50,000



STEP 4: BEST STRATEGY TO MAXIMISE THE PROFITS
			
	Product
	A	Comment by Krishna: 
	B
	C
	D
	TOTAL

	Market Price
	100
	109
	121
	124
	

	Variable Cost/ Purchase Price
	79
	94
	103
	98
	

	Contribution per unit
	21
	15
	18
	26
	

	Units
	40000
	55000
	36000
	30000
	

	Total Contributions
	840000
	825000
	648000
	780000
	3093000

	Total Fixed Cost
	
	
	
	
	(1250000)

	Total Profit
	
	
	
	
	1843000



QUESTION 3A.
STEP 1: ISSUE IN THE PROBLEM:
During 2014, Selling Price, Material and Overhead Rates increased by 15%, 15% and 5% respectively. From the following calculation we can find out that the actual sales volume at budgeted prices was Rs. 2850 Lakhs, 150 lakhs or 5% less than 2013. We therefore should expect the actual material and variable OH cost at budgeted prices should be less by 5% and the balancing figure should be Material costs and Variable OH Cost variances. 
Note 1: Sales
Actual Sales  3277.50, The Increase in sales due to sales price is Rs. 427.50 (F) Lakhs {(3277.50/0.115) x 15}, hence the difference is 2850 Lakhs at Budgeted Selling Price, whereas the actual figures for 2013 are 3000, 5% less in volume. 
Note 2: Materials
On the same basis as above, we have to calculate for materials. The Price variance works out to Rs. 307.50 (A) Lakhs {(2357.50/0.115) x 15}.   
Note 3: Variable OH	
 On the same basis as above, the Variable OH Expenditure Variance will be RS. 25 (A)Lakhs {(525/0.105) x 5}.
Note 4: Fixed OH
The Entire difference of Rs.67.5 (A) lakhs is on account of expenditure variance only.
Note 5:  
We have to calculate Sales margin volume variance (5% of Rs. 200 Lakhs) and Fixed OH Volume Variance (5% of Rs. 300 Lakhs) for the purpose of reconciliation as shown below,

RECONCILIATION STATEMENT WORKINGS
	
	2013 (1)
	DUE TO VOLUME (2)
	TOTAL (1- 2)
(3)
	BALANCING FIGURE (5- 3)
(4)
	ACTUALS (5)

	SALES
	3000                        
	150(A)             
	2850
	427.50 F              
	3277.50

	MAT
	2000
	100 A
	1900
	457.50  A  
	2357.50

	VOH
	500
	25 A
	475
	50 A             
	525.00

	FOH
	300
	_
	300
	67.50 A
	367.50   



FINAL RECONCILIATION STATEMENT
	
	
	

	Profit for the Year 2014
	
	200.00

	Sale price variance            
	427.50 F                            
	

	Sale margin volume variance           
	10.00 A                           
	

	Material Cost Variance
	457.50 A
	

	Variable Overhead Cost Variance
	50.00 A
	

	Fixed Overhead Expenditure Variance
	67.50 A
	

	Fixed Overhead Volume Variance
	15.00 A
	172.50

	Profit for the Year 2014
	
	27.50


           

QUESTION 5A.
ISSUE IN THE PROBLEM: 
The Total capacity of division X is 35000 Components, Division X must supply 20000 Units to Division Y and also cater to the external demand. The Transfer price for Division Y will be at Variable Cost when there is a surplus capacity. If there is any shortage we have to divert the open market sale resulting in a loss of Rs. 143 Contribution per unit which is considered as opportunity cost. Following is the Table for calculating the weighted average price 
	         
	SITUATION A
	SITUATION B
	SITUATION C

	TOTAL CAPACITY         
	       35000             
	35000
	35000

	EXTERNAL Demand
	15000
	19000
	35000

	Y’s Demand
	20000
	20000
	20000

	Total Requirement
	35000
	39000
	55000

	Shortage 
	-- 
	4000
	20000

	Opportunity Cost
	--
	143 x 4000 
	143 x 20000

	Variable Cost
	35000 x 157
	35000 x 157
	35000 x 157




CALCULATION OF WEIGHT AVG PRICE
	Units (1)
	VC per Unit (2)
	(1) X (2)
(3)
	OPP COST (4)
	TOTAL (3) + (4)
(5)
	Weighted Average Price
(5)/(1)

	35000
	157
	54,95,000
	--
	54,95,000
	157.00

	35000         
	157
	54,95,000
	4000 x 143                   
	60,67,000
	173.33    

	35000
	157
	54,95,000
	20000 x 143                    
	83,55,000
	238.70         


                                                                                     
OVERALL PROFIIT STATEMENT FOR DIVISION Y 
	            PARTICULARS
	SITUATION A
	SITUATION B
	SITUATION C

	Units
	10000
	10000
	10000

	Selling Price per unit
	1200
	1200
	1200

	Variable Cost Y 
	(375)
	(375)
	(375)

	                         X  (2 units)
	(314)
	(314)
	(314)

	Contribution/ Unit
	511
	511
	511

	Total Contribution
	51,10,000
	51,10,000
	51,10,000

	Opportunity Cost
	- 
	(5,72,000)
	(28,60,000)

	Fixed Cost
	(13,50,000)
	(13,50,000)
	(13,50,000)

	Profit
	37,60,000
	31,88,000
	9,00,000


             
QUESTION 1C, 5C. BOTH THEORY ARE EXPLAINED IN THE VIDEO LECTURE
[bookmark: _GoBack]A list of item is given below. You are required to name type of cost and state whether it is relevant or not in calculating the cost of the given housing project:
	SI NO
	ITEM 
	TYPE OF COST 
	RELEVENT(R)/IRRELEVANT(IR)

	1
	Food and hotel expenses.    Rs 3,750
	
	

	2       i
	Material z:550 kg* Rs 580/kg
	
	

	        ii
	Material z:550 kg* Rs 650/kg
	
	

	3       i 
	Engineer’s salary Rs 47,500
	
	

	        ii
	Engineer free time cost   60/150*47500
	
	

	4       i
	Design Cost Rs 30,000
	
	

	        ii             
	Design Cost Rs 50,000
	
	









· This is only Part I of the Lecture,
· For question paper download from CA CLUB INDIA.
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