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CMA DECEMBER, 2019 EXAMINATION 
PROFESSIONAL LEVEL –II 

SUBJECT: 202. MANAGEMENT ACCOUNTING 

 
MODEL SOLUTION 

 
Solution of the Question No. 1 

(a) The key factors in identifying benchmarking partners are the size of partners, the number 
of partners, the relative position of partners within and across industries, and the degree 
of trust among partners. Choices on each of these variables will change from one 
benchmarking study to the next. Organizations will likely want to obtain information about 
a firm similar in size because of their comparable situations. It is useful to have a large 
number of participants in order to increase the amount of information obtained. 
Developing trust among partners is critical to obtaining truthful and timely information. 
Newcomers to an industry probably would like to see a wider variety of partners. 

(b)  

Req: (i) Contribution margin per unit: 
 
 Selling price  $250 
 Less variable costs:   
    Variable production costs $100  
    Variable selling and distribution costs 20 120 
 Contribution margin per unit  $130 
 
Req: (ii) Let X the sales volume at which the profit on sales is 10% 
        10% of 250x=25x  

  

Profit = 250X X

X

X X

X

X

   
   

 



120 200 000 62,500

01 250

130 262,500 25

105 262,500

2,500 units.

,

.
 

Req: (iii) (1) Single-shift operations 0 4,400  X : 

 Selling price $200  
 Variable costs 120  
  Contribution margin per unit $80  

 
    Fixed costs =  
    $200,000 + $62,500 + $17,500 = $280,000 
    Breakeven point = $280,000 ÷ $80 = 3,500 units 

note: 0   3500 4 400, ,   

 
  (2) Two-shift operations 4,400 8800  X , : 

 Selling price $200  
 Variable costs 120  
  Contribution margin per unit $80  

    Fixed costs =  
    $310,000 + $62,500 + $17,500 = $390,000 
    Breakeven point = $390,000 ÷ $80 = 4,875 units 

     

  

 800,8875,4,4004  :note 
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Req: (iv) Profit to sales ratio in September: 

    

         =17%    

  (1) Single-shift operations 0 4,400  X  

   

200 120 280 000 017 200

80 280 000 34

46 280 000

6 087

X X X

X X

X

X

   
 




, .

,

,

,  units  
 (Here 17% of 200 is 34) 
(Not acceptable because X cannot be more than 4,400 units with single-shift operations) 
 

  (2) Two-shift operations 4,400 8800  X ,  

   

200 120 390 000 017 200

80 390 000 34

46 390 000

8 478 units

X X X

X X

X

X

   
 




, .

,

,

,

 

    
 
Solution of the Question No. 2 
 
(a) 

Req:(i)Total profit and overhead 39,30,000; Total direct cost 19,650,000; So 

 Markup percentage = Tk. 3,930,000/Tk. 19,650,000 = 0.20, or 20% 

Req:(ii) Bid = Tk. 980,000 + (0.20)(Tk. 980,000) = Tk. 1,176,000 

 Walker should remind the customer that the 20 percent markup on direct costs is not 
pure profit. It includes overhead as well. In this industry, 20 percent overhead plus profit 
is not out of line. 

(b) 

Req: (i) Variable costs per chip = $720,000/1,600 = $450 per chip 

Profit = ($500 − $450) × 2,000 − $75,000 = $25,000 

Req: (ii) Fixed costs per chip = $75,000/2,000 = $37.50 per chip 
 
  Variable cost per chip $450.00 
 Fixed cost per chip      37.50 
 Reported cost per unit $487.50 
 

There is currently enough surplus capacity to produce the 200 units per week for the new 
order. The estimated increase in the company’s profit if it accepts the order is 
($480 − $450) × 200 = $6,000 per week. 

  


 








130 3 000 262 500

250 3 000

390 000 262 500

750 000

0 17

, ,

,

, ,

,

.

 800,8478,8,4004  :note 
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Req:(iii) Because there is not enough surplus capacity to produce the 600 units per week for 
the new order, the company faces an opportunity cost if it accepts the order. The company 
has surplus capacity of 2,000 – 1600 = 400 chips per week. If the company accepts the order, 
it will have to give up 200 chips per week of regular sales, at $500 revenue per chip. The 
company will gain ($480 – $450)  600 = $18,000 per week from the special order, but that 
gain will be offset by lost contribution margin from regular sales, ($500 – $450)  200 = 
$10,000, for a net gain of $8,000 per week. 
 
Solution of the Question No. 3 
 
(a) This is called zero-based budgeting because each year the charities to which you donate 

must reestablish their need. 
(b) 
 

Req: (i) Rust Manufacturing Co. 
BUDGET FOR ACE AND BELL 

For the Year Ending December 31, 2018 
   Ace Bell 

  Sales (1) $8,000,000 $2,000,000 
  Variable costs:   
    Direct materials (2) $1,600,000 $300,000 
    Direct labor (3) 2,000,000 500,000 
    Variable mfg. support (4)     200,000    50,000 
   $3,800,000 $850,000 
  Contribution margin $4,200,000 $1,150,000 
  Fixed costs:   
    Depreciation (5) $140,000 $60,000 
    Rent (6) 78,000 52,000 
    Other mfg. support (7) 200,000 50,000 
    Selling costs (8) 120,000 60,000 
    Gen. & admin. costs (9)     32,000       8,000 
   $570,000 $230,000 
  Pretax operating profit $3,630,000 $920,000 
     
 

  Supporting calculations: 
 

  (1) Ace: 200,000 units  $40/unit  $8M 
   Bell: 100,000 units  $20/unit  $2M 
  (2) Ace: 200,000 units  $8/unit  $1.6M 
   Bell: 100,000 units  $3/unit  $300K 
  (3) Ace: 200,000 units  2 hours  $5/hour  $2M 
   Bell: 100,000  1 hour  $5/hour  $500K 
  (4) Ace: $2M  10%  $200K 
   Bell: $500K  10%  $50K 
  (5) Ace: $200K  70%  $140K 
   Bell: $200K  30%  $60K 
  (6) Ace: $130K  60%  $78K 
   Bell: $130K  40%  $52K 

  (7) Ace:  
 M5.2$

 M2$
× ($500K – $250K) = $200K  

   Bell: 
 M5.2$

 K500$
 × ($500K – $250K) = $50K  

  (8) Ace: 200,000 units 
   Bell: 100,000 units 
   300,000 units 
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   Ace:  

   Bell:  

  

  (9) Ace:  

   Bell:  

 

  (Note: M stands for millions and K stands for thousands.) 
 
Req: (ii)  Ace Bell 
     
  Contribution margin per unit *$21.00 **$11.50 
  *CM 42,00,000/200000 =$21.00 

**CM11,50,000/1,00,000=$11.50 
(See Requirement (i) above) 

  

  Pretax operating profit per unit $18.15 $ 9.20 

Req:(iii) Decrease in contribution from 10% decrease in production and sales: 
  Ace:  

  Bell: 100 000 10% 5 000, $11. $115,    

Req:(iv) The above analysis relies on cost estimates based on allocation of other 
manufacturing support, selling support, and general and administrative costs between Ace 
and Bell that ignores the activities that result in these support costs and the relative demands 
placed by Ace and Bell for these manufacturing, selling, and administrative support activities. 
As a result, it is possible that the above costs misrepresent the true cost of operations for Ace 
and Bell. 
 
Solution of the Question No. 4 

(a) Firms may measure customer profitability when groups of customers differ in the amount 
and cost of services provided. A firm would not be interested in measuring customer 
profitability if all customers receive the same services at the same cost. 

(b) 

Req:(i)  Operating income: 
 
 Sales ..................................................................................................  $10,000,000 

 Less: Variable expenses ....................................................................   9,125,000* 

  Contribution margin .......................................................................  $ 875,000 

 Less: Fixed expenses .........................................................................   950,000** 

  Operating income ..........................................................................  $ (75,000) 
 
 *Variable expenses: 

  Commissions on first-year policies  
  (0.55 × 0.65 × $10,000,000) ..........................................................  $3,575,000 

  Commissions on second-year policies  
  (0.20 × 0.25 × $10,000,000) ..........................................................  500,000 

  Commissions on third-year policies  
  (0.05 × 0.10 × $10,000,000) ..........................................................  50,000 

  Payout on claims (0.5 × $10,000,000) ...............................................   5,000,000 

  Total variable expenses ................................................................  $9,125,000 

 ** Fixed Expenses(Advertising 5,00,000+Administrative4,50,000)=$950,000 
 
  

200

300
 $180 $120K K

100

300
 $180 $60K K

$8M

$10M
$40K $32K 

$2M

$10M
$40K $8K 

200 000 10% 000, $21 $420,  
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Req:(ii) Plan 1: 
 
 Sales ..................................................................................................  $10,000,000 

 Less: Variable expenses ....................................................................   8,225,000* 

  Contribution margin .......................................................................  $ 1,775,000 

 Less: Fixed expenses .........................................................................   1,200,000** 

  Operating income ..........................................................................  $ 575,000 
 
 *Variable expenses: 

  Commissions on first-year policies  
  (0.55 × 0.50 × $10,000,000) ........................................................  $2,750,000 

  Commissions on second-year policies  
  (0.20 × 0.15 × $10,000,000) ........................................................  300,000 

  Commissions on third-year policies  
  (0.05 × 0.35 × $10,000,000) ........................................................  175,000 

  Payout on claims (0.5 × $10,000,000) ...............................................   5,000,000 

  Total variable expenses ................................................................  $8,225,000 

  **Fixed Expenses(950,000+250,000 for improve customer service) 
 
 Plan 1 increases segment income by $650,000 ($575,000 + $75,000). 
 
Req:(iii) Plan 2: 
 
 Sales ..................................................................................................  $7,000,000 

 Less: Variable expenses* ...................................................................   3,500,000 

  Contribution margin .......................................................................  $3,500,000 

 Less: 

  Original fixed expenses .................................................................  (950,000) 

  Added administrative expenses ....................................................  (1,200,000) 

  Added advertising expense ...........................................................   (1,000,000) 

 Operating income ...............................................................................    $ 350,000 
 
 *Consists only of payout on claims; no commissions are paid. 
 
 Plan 2 increases segment income by $425,000 ($350,000 + $75,000) over the original 

segment income. However, Plan 1 is more profitable than Plan 2. 
 (Note that $75000 Loss cover in original plan). 
 
Solution of the Question No. 5 

(a) Both the theory of constraints and activity-based costing support aspects of process 
improvement and improved profitability, but differ in many other respects. The theory of 
constraints emphasizes the short-run optimization of throughput contribution, and 
downplays operating costs (except direct materials) because they are viewed as difficult 
to alter in the short-run. Consequently, analyses of activities and cost drivers are not 
conducted as they are in activity-based costing. Proponents of activity-based costing 
take a long-term perspective in which managers can alter capacity resources. Therefore, 
it is viewed as beneficial to produce accurate cost information by tying actual resources 
consumed to cost objects, such as products, services, channels, and customers. The 
theory of constraints and activity-based costing might conceivably be used together.  

(b)  Req. (1) Only the avoidable costs are relevant in a decision to drop the Kensington 

product line. These costs are: 
 

Direct materials………………………..                        £ 32,000 
Direct labor……………………………             200,000 

Fringe benefits (30% of labor) ……….    60,000 
Variable manufacturing overhead …….    30,000 

Royalies (5% f sales) ………………..    24,000 
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Product-line managers salaries ……..       8,000 

Sales commissions (10% of sales)……     48,000 

Fringe benefits (30% of salaries and commission)…  16,800 
shipping …        10,000 

advertising ….       15,000 

Total avoidable cost…………………                  £ 443,800 

The following costs are not relevant in this decision; 
 

Cost Reason not relevant 

Building rent and maintenance All products use the same facilities; no space 
would be freed up if a product were dropped 

Depreciation All products use the same equipment so no 

equipment can be sold. Furthermore, the 

equipment does not wear out through use. 

General administrative expenses Dropping the Kensington product line would 

have no effect on total general administrative 
expenses. 

 

Having determined the costs that can be avoided if the Kensington product line is dropped, we 

can now make the following computation: 
 

Sales revenue lost if the Kensington line is dropped £ 480,000 

Less costs that can be avoided (See above)….. 443,800 

Decrease in overall company net operating income if the kensington 

line is dropped  

£ 36,200 

 

Thus, the Kensington line should not be dropped unless the company can find more profitable 

uses for the resources consumed by the Kensington line. 
 

Req. 2) To determine the minimum acceptable sales level, we must first classify the avoidable 

costs into variable and fixed costs as follows: 
 

 Variable  Fixed 

Direct materials £ 32,000  

Direct labor 200,000  

Fringe benefits (30% of labor) 60,000  

Variable manufacturing overhead 30,000  

Royalties (5% of sales).. 24,000  

Product-line managers salaries  £ 8,000 

Sales commissions (10% of sales) 48,000  

Fringe benefits   

(30% of salaries and commissions) 14,400 2,400 

Shipping 10,000  

Advertising  15,000 

Total Cost £ 418,400 £ 25,400 
 

The Kensington product line should be retained as long as its contribution margin covers its 

avoidable fixed costs. Break- even analysis can be used to find the sales volume where the 

contribution margin just equals the avoidable fixed costs. 
 

The Contribution margin ratio is computed as follows: CM ratio = CM/sales = (£480,000-
£418,400)/ £480,000 = 12.83% 

And the break-even sales volume can be found using the break-even formula: 

BEP = FC/CM ratio = £25,400/0.1283 = £198,000 

Therefore, as long as the sales revenue from the Kensington product line exceeds £ 198,000, 
it is covering its own avoidable fixed costs and is contributing toward covering the common 
fixed costs and toward the profits of the entire company. 
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= THE END = 


