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CMA JUNE, 2019 EXAMINATION 

PROFESSIONAL LEVEL - IV 

SUBJECT: 402. STRATEGIC MANAGEMENT ACCOUNTING 

 
Model Solution 

 
 
Solution to the question No. 1 

Required (a) 

Memorandum 

To: Managing Director 

From: Management Accountant 

Date: 11 June 20xx 

Subject: The role and contribution of Management Accountant for strategic planning, controlling & Decision making. 

Dear Sir, 

The management of our company have historically concentrated on operational issues that are characterized by: 

 a predominantly internal focus 

 short-term concerns 

 frequently of a routine nature 

 limiting decision-making and utilising the use of existing resources 

 plans and control systems are precise and detailed 

 control and feedback can be immediate. 

New Management Accountant role will ensure the details plan with budgetary control system. Board of Directors will get 
information of future business and can control the cost for increasing the company profit. 

We will ensure long term strategic plan for 10-20 years 

The new role will not only make the plan & budget, it will ensure the proper implementation with execution, direction, 
monitoring & control for successful business outcome. We will report the plan vs actual that will get the variance for 
correcting the next business result. It may increase revenue 10% and cost saving 12% of Akwaba Ltd. It may increase 
10% net profit of the company. 

We will help for any kind of decision making as per below:  

1. New product pricing with details product costing 
2. New investment decision with NPV, IRR result. We will also ensure project management for getting the 

result/outcome 
3. Audit and compliance issue resolution,  
4. Profitability Analysis by product, customer & region wise that will help for top management or board for making 

the business decision.  
5. Management Reporting as per requirement 

Signed: Management Accountant 

 

Required (b) 
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Relevant costs’ can be defined as any cost relevant to a decision. A matter is relevant if there is a change in cash 

flow that is caused by the decision. 

The change in cash flow can be: 

 additional amounts that must be paid 

 a decrease in amounts that must be paid 

 additional revenue that will be earned 

 a decrease in revenue that will be earned. 

A change in the cash flow can be identified by asking if the amounts that would appear on the company’s bank 
statement are affected by the decision, whether increased or decreased.  

Irrelevant or Sunk, or past costs are monies already spent or money that is already contracted to be spent. A 

decision on whether or not a new endeavour is started will have no effect on this cash flow, so sunk costs cannot be 
relevant. 

For example, money that has been spent on market research for a new product or planning a new factory is already 
spent and isn’t coming back to the company, irrespective of whether the product is approved for manufacture or the 
factory is built. 

Committed costs are costs that would be incurred in the future but they cannot be avoided because the company has 
already committed to them through another decision which has been made. 

For example, if a company has two year lease for piece of machinery, that cost will not be relevant to a decision on 
whether to use that machinery on a new project which will last for the next month. 

 

Required (c) 

Responsibility accounting involves sub-dividing an organization into units of accountability. It is 
fundamental to control as it involves holding managers accountable for the performance of their respective 
units.  

The controllability principle stipulates that the evaluation of a manager should be based only on elements 
that are under the manager’s control. 

Budgetary slack is a built-in cushion in a budget that seeks to increase the chances of the actual 
performance being better than the budget. There are two ways to accomplish budgetary slack: 
underestimate the amount of revenue or income to be generated or overestimate the amount of expenses 
that are to be incurred 

 

Required (d) 

A balanced scorecard is a strategic management performance metric used to identify and improve various 
internal business functions and their resulting external outcomes. Balanced scorecards are used 
to measure and provide feedback to organizations 

The four perspectives of a traditional balanced scorecard are: 

1. Financial,  
2. Customer,  
3. Internal Process, and  
4. Learning and Growth. 
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Solution to the question No. 2 
 
(a) No, rewarding managers on the basis of their performance measures only, such as ROI, 

subjects them to uncontrollable risk because managers’ performance measures are also 
affected by random factors over which they have no control. A manager may put in a great 
deal of effort but her performance measure may not reflect this effort if it is negatively affected 
by various random factors. Thus, when managers are compensated on the basis of 
performance measures, they will need to be compensated for taking on extra risk. Therefore, 
when performance-based incentives are used, they are generally more costly to the owner. 
The motivation for having some salary and some performance-based bonus in compensation 
arrangements is to balance the benefits of incentives against the extra costs of imposing 
uncontrollable risk on the manager. 

(b) 
i.  
Operating income = (Contribution margin per unit × 150,000 units) – Fixed costs 

                              = ($720 – $500) × 150,000 – $30,000,000 = $3,000,000 
                      ROI = Operating income/ Investment 
                              = $3,000,000 ÷ $48,000,000 = 6.25% 
 
ii.  
                    Operating income = ROI × Investment 
[No. of pairs sold (Selling price – Var. cost per unit)] – Fixed costs = ROI × Investment 
 
                    Let $X = minimum selling price per unit to achieve a 25% ROI 
 
                 150,000 ($X – $500) – $30,000,000 = 25% ($48,000,000) 
                 $150,000X = $12,000,000 + $30,000,000 + $75,000,000 
                                                X = $780 
 
iii.  
                   Let $X = minimum selling price per unit to achieve a 20% rate of return 
                  150,000 ($X – $500) – $30,000,000 = 20% ($48,000,000) 
                $150,000X = $9,600,000 + $30,000,000 + $75,000,000 
                                                 X = $764 
(c) 
i. The minimum transfer price that the SD would demand from the AD is the net price it could 

obtain from selling its screens on the outside market: $100 minus $8 marketing and distribution 
cost per screen, or $92 per screen. The SD is operating at capacity. The incremental cost of 
manufacturing each screen is $65. Therefore, the opportunity cost of selling a screen to the AD 
is the contribution margin the SD would forego by transferring the screen internally instead of 
selling it on the outside market. 

 
Contribution margin per screen = $92 – $65 = $27 

 
      Using the general guideline,  

Minimum transfer price per screen =  
               Incremental cost per screen incurred up to the point of transfer  
                                             +  
              Opportunity cost per screen to the selling division 
              = $65 + $27 = $92 
 
ii. The maximum transfer price the AD manager would be willing to offer SD is its owntotal cost 

for purchasing from outside, $100 plus $7 per screen, or $107 per screen. 
 
iii.  
(a)  
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If the SD has excess capacity (relative to what the outside market can absorb), the minimum 
transfer price using the general guideline is: for the first 6,000 units (or 30% of output), $65 per 
screen because opportunity cost is zero; for the remaining 14,000 units (or 70% of output), $92 per 
screen because opportunity cost is $27 per screen. 
 
(b)  
From the point of view of Slate’s management, all of the SD’s output should be transferred to the 
AD. This would avoid the $7 per screen variable purchasing cost that is incurred by the AD when it 
purchases screens from the outside market and it would also save the $8 marketing and 
distribution cost the SD would incur to sell each screen to the outside market. 
 
(c)  
If the managers of the AD and the SD could negotiate the transfer price, they would settle on a 
price between the minimum transfer price the SD will accept and $107 per screen (the maximum 
transfer price the AD would be willing to pay). Any price in this range would be acceptable to both 
divisions for all of the SD’s output, and would also be optimal from Slate’s point of view. This would 
obviously apply to the ―split the difference‖ price as well. When the SD has excess capacity, this 
rule would suggest a price of ($65 + $107)/2 = $86; for the other 70% of output that SD can sell 
externally, the rule indicates a price of ($92 + $107)/2 = $99.5. From a practical standpoint, note 
that the latter price also works when SD has excess capacity; as a result, the firm might prefer it as 
a stable benchmark price, keeping in mind of course that it credits SD with too high a profit even at 
times of unused capacity. 
 
 
Solution to the question No. 3 
 (a) 

i. Profit lost by selling underworked defects  = (2,000 - 1,400)($38- $22) =  $9,600 
ii. Total rework cost = (1,400)($7) =$9,800 
iii. Cost of processing customer returns  = (650)($10) = $6,500 
iv. Total failure cost   = $9,600 + $9,800 + $6,500 + $70,000 + $50,000 = $145,900 
v. Total quality cost = $27,000 + $16,000 + $145,900 = $188,900 

 
(b) 
 i. Computation of the net annual cost savings: 
 

Savings in labor costs ($16 per hour × 20,000 hours) ................................  $320,000 

Savings in inventory carrying costs ............................................................   190,000 

Total ..........................................................................................................  510,000 

Less increased power and maintenance cost ($2,500 per month ×12 Months)    30,000 

Net annual cost savings.............................................................................  $480,000 

 
ii. 

 Year(s) 
Amount of 

Cash Flows 
20% 

Factor 
Present Value of 

Cash Flows 

Cost of the robot ........................................................................................  Now $(1,600,000) 1.000 $(1,600,000) 

Software and installation............................................................................  Now (700,000) 1.000 (700,000) 

Cash released from inventory ....................................................................  1 300,000 0.833 249,900 

Net annual cost savings.............................................................................  1-12 480,000 4.439 2,130,720 

Salvage value ............................................................................................  12 90,000 0.112       10,080 

Net present value ......................................................................................     $     90,700 

 
  Yes, the robot should be purchased. It has a positive net present value at a 20% discount rate. 
 

iii. Re-computation of the annual cost savings: 
 

Savings in labor costs ($16 per hour × 17,500 hours) ................................  $280,000 
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Savings in inventory carrying costs ............................................................   190,000 

Total ..........................................................................................................  470,000 

Less increased power and maintenance cost ($2,500 per month × 12 months)    30,000 

Net annual cost savings.............................................................................  $440,000 

 

Re-computation of the net present value of the project: 
 

 

 Year(s) 
Amount of Cash 

Flows 
20% 

Factor 
Present Value of 

Cash Flows 

Cost of the robot ........................................................................................  Now $(1,600,000) 1.000 $(1,600,000) 

Software and installation............................................................................  Now (825,000) 1.000      (825,000) 

Cash released from inventory ....................................................................  1 300,000 0.833       249,900 

Net annual cost savings.............................................................................  1-12 440,000 4.439    1,953,160 

Salvage value ............................................................................................  12 90,000 0.112       10,080 

Net present value ......................................................................................     $  (211,860) 
 

   

    Given the cost data at hand, it appears that the company did not make a wise investment, since 

the rate of return that will be earned by the robot is less than 20%. This problem shows the 

difficulty often encountered in estimating data going into capital budgeting analyses, and also 

shows what a heavy impact even seemingly small changes in the data can have on overall net 

present value. To mitigate these problems, some companies analyze several scenarios—one 

showing the ―most likely‖ results, one showing the ―best case‖ results, and one showing the 

―worst case‖ results. Probability analysis is also used when probabilities can be attached to the 

various possible outcomes. 

 

iv.  

 

 Additional present value required $211,860
 =  = $47,727

Factor for 12 years 4.439
 

 

   Thus, the intangible benefits in part (a) will have to be worth at least $47,727 per year in 

order for the robot to yield a 20% rate of return. 

 

 

 

Solution to the question No. 4 

(a)  

Materials requirements planning (MRP) systems use a ―push-through‖ approach that manufactures 
finished goods for inventory on the basis of demand forecasts. 
 

Just-in-time (JIT) production systems use a ―demand-pull‖ approach in which goods are 
manufactured only to satisfy customer orders. 
 

(b)    
i. MCE = Value-Added Processing Time /Total Processing Time  

 = 6,920/ 21,120= 32.77% 
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ii. PP = Total Frames Manufactured / Value-Added Processing Time 
 = 1,850,000/6,920 =  267.34 frames per minute of VA time 

iii. PQY = Good Frames Manufactured / Total Frames Manufactured 
=  1,731,000 / 1,850,000 = 93.57% 

iv. Throughput = Good Casings Manufactured / Total Processing Time 
=  1,731,000 / 21,120 = 82 frames per minute 

v. Throughput = MCE * PP * PQY 
            = .3277 *267.34 *  .9357 = 82 frames per minute 
 

(c)    
i.   
Under a MRP system: 
Annual cost of producing and carrying J-Pods in inventory 
= Variable production cost + Setup cost + Carrying cost 
= $50 × 48,000 + ($50,000 × 12 months) + [$20 × (4,000 ÷ 2)] 
= $2,400,000 + 600,000 + 40,000 = $3,040,000 
 
ii.   

Using an EOQ model to determine batch size: 

EOQ=   2 DP    =     ( 2*48,000* $50,000)/20  
                           C                  
 = 15,492 J-Pods per batch 
 
Production of 48,000 per year divided by a batch size of 15,492 would imply J-Pods would be 
produce 3.1 batches per year. Rounding this up to the nearest whole number yields 4 batches per 
year. 
 
Annual Cost of producing and carrying J-Pods in inventory 
= Variable production cost + Setup cost + Carrying cost 
= $50 × 48,000 + ($50,000 × 4) + [$20 × (15,492 ÷ 2)] 
= $2,400,000 + 200,000 + 154,920 = $2,754,920 
 
iii 
Under a JIT system 
Annual Cost of producing and carrying J-Pods in inventory 
= Variable production cost + Setup cost + Carrying cost 
= $50 × 48,000 + ($5,000 × 96 a) + [$20 × (500 ÷ 2)] 
= $2,400,000 + 480,000 + 5,000 = $2,885,000 
a production of 48,000 per year divided by a batch size of 500 would imply 96 setups per year. 
 
iv.  
The EOQ system resulted in the lowest costs, despite the fact that carrying costs were lower for 
the JIT model. However, the EOQ model, in this case, limits production to only once every four 
months. This would not allow managers to react quickly to changing market demand or economic 
conditions. The JIT model provides management with much more flexibility. JIT systems might 
also lead managers to improve processes, reduce costs and increase quality. 
 

 
= THE END = 


