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Advanced Management Accounting Exam Questions and Answers: A
Comprehensive Guide

Preparing for an advanced management accounting exam can feel like navigating a maze of complex concepts,
intricate calculations, and high-level analytical thinking. Whether you're tackling the ACCA Advanced Management
Accounting exam, the CIMA Advanced Management Accounting module, or a university-level course, the challenge
remains the same: demonstrate mastery of cost control, performance measurement, and strategic decision-making.

This article offers a deep dive into advanced management accounting exam questions and answers. we'll
explore the exam structure, highlight the core topics you'll encounter, provide realistic sample questions with
thorough explanations, and share proven study strategies to help you score high.

Understanding the Exam Landscape

Before diving into practice questions, it's essential to grasp the exam’s framework. Advanced management
accounting exams typically assess:

¢ Knowledge of advanced costing methods (activity-based costing, target costing, etc.)
Ability to analyze and interpret financial statements in a managerial context

« Skill in developing and evaluating performance measurement systems

 Proficiency in budgeting, forecasting, and variance analysis

e Strategic decision-making using financial and non-financial data

Most exams combine multiple-choice questions, short answer scenarios, and full case studies. Time management
is crucial: you'll often have 60-90 minutes to answer 30—40 questions, so practice under timed conditions.

Exam Format Overview

1. Multiple-Choice Section — 20—30 questions, 30—45 minutes.
2. Short-Answer/Scenario Section — 5-10 questions, 45-60 minutes.
3. Case Study Section — 1-2 extensive scenarios, 90-120 minutes.

Each section tests a different skill set: recall, application, analysis, and synthesis. A balanced preparation plan
should cover all these areas.

Key Topics Covered in Advanced Management Accounting Exams

Below are the primary subject areas you'll encounter. Familiarity with these topics is vital for success.

1. Costing Systems and Methods

» Standard costing and variance analysis
« Activity-based costing (ABC)

e Target costing and cost-to-serve

« Variable and fixed cost classification



¢ Cost-volume-profit (CVP) analysis

2. Performance Measurement and Management

e Balanced Scorecard (BSC)

e Economic Value Added (EVA)

¢ Return on Investment (ROI) and Return on Assets (ROA)
* Key Performance Indicators (KPIs) and benchmarking

* Non-financial performance metrics

3. Budgeting, Forecasting, and Variance Analysis

« Flexible budgeting and static budgeting

e Zero-based budgeting (ZBB)

¢ Rolling forecasts

¢ Variance analysis techniques (price, quantity, efficiency)
Capital budgeting decisions (NPV, IRR, Payback period)

4. Strategic Management Accounting

* Porter’s Five Forces and industry analysis
¢ Value chain analysis

 Strategic cost management

¢ Financial implications of strategic choices
¢ Risk assessment and scenario planning

5. Financial Analysis and Decision-Making

¢ Ratio analysis (liquidity, solvency, profitability, efficiency)
e Trend analysis and common-size statements

* Break-even analysis

Capital structure decisions

 Investment appraisal techniques

Sample Exam Questions and Answers

Below are realistic sample questions that reflect the difficulty and style of advanced management accounting
exams. Each question is followed by a detailed answer and explanation.

Multiple-Choice Questions

e A. $2 unfavorable per hour
» B. $2 favorable per hour

* C. $20 unfavorable per hour
e D. $22 favorable per hour

Answer: A. $2 unfavorable per hour

Explanation:Labor variance = (Actual rate - Standard rate) x Actual hours. Since the actual rate ($22) is higher
than the standard rate ($20), the variance is unfavorable.

Question: In activity-based costing, the cost driver for machine setup is:

e A. Number of units produced
e B. Number of machine hours
e C. Number of setups



* D. Direct labor hours

Answer: C. Number of setups

Explanation:The cost driver for machine setup is the number of setups, as each setup incurs costs independent
of production volume.

Short-Answer/Scenario Questions

* Product A: Sales revenue $500,000, Variable cost per unit $30, Fixed costs $200,000, Units sold 10,000.
e Product B: Sales revenue $300,000, Variable cost per unit $20, Fixed costs $150,000, Units sold 8,000.

Calculate the contribution margin ratio for each product and identify which product is more profitable on a per-unit
basis.

Answer:

 Contribution per unit for Product A = $500,000 / 10,000 — $30 = $50 — $30 = $20.

» Contribution margin ratio for Product A = $20 / $50 = 0.40 or 40%.

 Contribution per unit for Product B = $300,000 / 8,000 — $20 = $37.50 — $20 = $17.50.

» Contribution margin ratio for Product B = $17.50 / $37.50 = 0.4667 or 46.7%.

¢ Product B has a higher contribution margin ratio, indicating it is more profitable per unit sold.

Scenario:A company is evaluating a capital investment in a new production line. The projected cash flows over
five years are as follows:

* Year 0: —=$500,000 (investment)
Year 1: $150,000
Year 2: $180,000
Year 3: $200,000
Year 4: $220,000
Year 5: $250,000

Assuming a discount rate of 10%, calculate the Net Present Value (NPV) of the project.
Answer:

e NPV =:2,66, fE0w /(1 + r)) — Initial Investment

e Year 1 PV =150,000/1.10 = 136,364

* Year 2 PV =180,000/1.21 = 148,760

e Year 3 PV = 200,000/ 1.331 =150,351

e Year 4 PV = 220,000/ 1.4641 = 150,303

e Year 5 PV = 250,000/ 1.61051 = 155,253

e Total PV = 136,364 + 148,760 + 150,351 + 150,303 + 155,253 = 741,531

e NPV = 741,531 — 500,000 = $241,531 (positive, indicating a worthwhile investment).

Case Study Question

» Sales revenue: $4,200,000

 Variable manufacturing cost: $2,400,000

 Variable selling &amp; administrative cost: $600,000

¢ Fixed manufacturing overhead: $800,000

 Fixed selling &amp; administrative overhead: $300,000
Standard direct labor hours per unit: 4 hours at $15/hour



¢ Actual direct labor hours used: 18,000 hours
¢ Units sold: 12,000 units

Your task is to:

1. Calculate the contribution margin per unit.

2. Determine the labor rate and efficiency variances.

3. ldentify the top three cost drivers and propose cost-reduction strategies.
4. Recommend a strategic initiative to restore profitability.

Answer:

Contribution Margin per Unit

 Variable cost per unit = (Variable manufacturing cost + Variable selling &amp; administrative cost) / Units sold
Variable cost per unit = ($2,400,000 + $600,000) / 12,000 = $250,000 / 12,000 = $20.83

e Sales price per unit = $4,200,000 / 12,000 = $350

Contribution margin per unit = $350 — $20.83 = $329.17
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