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Topic Break Down

Topic No. of Questions

Topic 1, The nature, source and purpose of management information 7

Topic 2, Data analysis and statistical techniques 2

Topic 3, Cost accounting techniques 41

Topic 4, Budgeting 11

Topic 5, Standard costing 8

Topic 6, Performance measurement 18

Topic 7, Mix Questions 13

Total 100
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QUESTION NO: 1

The annual salary paid to a business's financial accountant would best be described as:

A. A variable cost.

B. A fixed production cost.

C. Part of prime cost.

D. A fixed administrative cost.

ANSWER: D 

Explanation:

The annual salary paid to a business’s financial accountant is correctly classified as “A fixed administrative cost.” A 
financial accountant performs functions such as preparing financial statements, maintaining accounting records, supporting 
statutory reporting, and helping the business meet financial-reporting obligations. These activities support the organisation 
as a whole rather than being directly involved in making specific units of product or delivering a particular service. The cost is 
therefore administrative overhead.

An annual salary is normally agreed as a set amount for the relevant period and does not change in direct proportion to 
production or sales volume within that period. It consequently has fixed-cost behaviour, assuming the accountant remains 
employed and their contracted salary does not change. In management accounting, classifying costs by both function and 
behaviour is useful: this salary is administrative by function and fixed by behaviour. This supports budgeting, cost analysis, 
and preparation of internal management reports. The Association of Chartered Certified Accountants describes fixed costs 
as costs that remain constant over a relevant range of activity, while administrative costs relate to general management and 
administration of the business. See ACCA: Cost classification and AccountingCoach: Cost accounting explanation.

QUESTION NO: 2

Which of the following choices is likely to occur if cellular manufacturing is introduced as a result of a business process re-
engineering exercise?

A. Employees will develop highly specific skills

B. Production runs will be longer

C. Individual goals will be used for control purposes

D. Customer value will be improved

ANSWER: D 

Explanation:

Customer value will be improved. Cellular manufacturing arranges equipment and employees into cells that complete a 
family of similar products or a substantial sequence of production activities. This redesign replaces the functional hand-offs 
and queueing that commonly occur when work travels between separate departments. As a result, the process can achieve 
shorter throughput times, reduced work-in-progress inventory, simpler material movement, faster identification of quality 
problems, and more reliable response to customer requirements.

In a business process re-engineering context, the objective is not merely to relocate machines; it is to redesign the end-to-
end process around outcomes valued by customers. Manufacturing cells support this aim by bringing related operations 
together and enabling a team to take greater responsibility for producing a complete output. The resulting reductions in delay 
and non-value-adding activity can improve delivery speed, quality, flexibility, and cost—key dimensions of customer value. 
Employees in a cell are typically trained across several tasks so that the cell can operate flexibly and resolve problems 
promptly. The Association for Manufacturing Excellence describes cellular manufacturing as a lean approach that improves 
flow and reduces waste; see AME’s Lean Glossary. Further discussion of cellular layouts and their flow benefits is available 
from Lean Production.
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QUESTION NO: 3

Lukers Co is structured on a functional basis. Two of the departments are purchase and production. The directors wish to 
improve product quality, and are considering the introduction of an incentive scheme.

Which of the following performance measures would be an appropriate basis for the incentive scheme?

A. Company profit

B. Favourable material price variances

C. Volume of products returned by customers

D. Share price

ANSWER: C 

Explanation:

Volume of products returned by customers is an appropriate basis because it is a direct, outcome-based indicator of whether 
products meet customers’ quality expectations in use. A reduction in customer returns signals that defects, failures, or 
departures from required specifications are being prevented before products reach the market. It therefore aligns the 
incentive with the directors’ stated objective of improving product quality rather than with a purely financial or activity-based 
result. In a functional structure, purchasing decisions can affect input-material quality while production processes affect 
conformance and reliability. A customer-return measure encourages attention to quality across these connected activities, 
since both departments can influence the ultimate outcome. For the scheme to operate fairly, Lukers Co should specify a 
clear returns period, record the reason for each return, and measure returns relative to units sold where sales volumes vary. 
The target should reward sustained reductions in returns attributable to product quality, supported by reliable customer-
service and warranty data. This reflects the management-accounting principle that performance measures should be linked 
closely to organisational objectives and should capture relevant non-financial drivers of performance. See ACCA’s 
performance measurement guidance and IFAC’s performance-management resources.

QUESTION NO: 4

Consider the following statements relating to activity-based costing (ABC) in a manufacturing environment:

(i) ABC eliminates the use of volume as a means of measuring costs

(ii) More accurate cost estimates will always be produced using ABC than absorption costing

Which of the following combinations is correct?

A. Statement (i) = True, Statement (ii) = True

B. Statement (i) = False, Statement (ii) = False

C. Statement (i) = True, Statement (ii) = False

D. Statement (i) = False, Statement (ii) = True

ANSWER: B 

Explanation:

Statement (i) = False, Statement (ii) = False is correct. Activity-based costing assigns overhead costs to activities and then 
assigns activity costs to products or services using cost drivers that reflect the consumption of each activity. This approach 
does not remove volume-based measures altogether. Production volume may remain an appropriate driver for costs that 
vary with units produced, machine hours, or labour hours. In particular, unit-level activities can use volume-related drivers 
where those drivers have a sound cause-and-effect relationship with the resource consumption being measured.

Activity-based costing can improve the relevance of product-cost information when overhead is substantial and products 
consume activities in significantly different patterns. However, its estimates depend on appropriately identifying activities, 
selecting meaningful cost drivers, and obtaining reliable data. Consequently, its use does not guarantee more accurate 
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estimates in every setting; the appropriate costing approach depends on the organisation’s cost structure and the decision 
for which the information is needed. The Chartered Institute of Management Accountants describes activity-based costing as 
assigning costs to products according to the activities required to produce them, with cost drivers used to trace those costs: 
CIMA: Activity Based Costing. Further guidance on cost allocation and the role of cost drivers is available from OpenStax 
Managerial Accounting.

QUESTION NO: 5

A recent variance report includes an adverse materials usage variance and a favorable labor efficiency variance.

The following have been suggested as possible reasons for these variances:

i) Better quality materials than standard were purchased, requiring additional handling procedures

ii) The labor force was paid a bonus based on production volume

Which of the above statements are possible explanations for these variances?

A. (i) and (ii)

B. (i) only

C. (ii) only

D. neither (i) nor (ii)

ANSWER: C 

Explanation:

(ii) only is the possible explanation for the combination of variances reported. A bonus linked to production volume gives 
employees an incentive to maximise output, commonly by working more quickly. This can reduce the actual labour hours 
used for the output achieved relative to the standard hours allowed, producing a favourable labour efficiency variance. 
However, an emphasis on speed and quantity can also lead to less careful use of materials, such as increased spoilage, 
avoidable waste, or excess material being used in processing. Actual material usage can therefore exceed the standard 
quantity allowed for actual production, resulting in an adverse materials usage variance.

This illustrates that operational incentives can affect both labour time and material consumption simultaneously. Variance 
analysis should consequently consider behavioural and production-process causes, rather than treating variances in 
isolation. The relevant management-accounting approach is to compare actual quantities and hours used with the standard 
quantities and hours permitted for the actual output, then investigate practical causes of significant differences. ACCA’s 
Management Accounting study resources include variance-analysis coverage: ACCA Management Accounting exam 
resources. Further guidance on management accounting and performance measurement is available from ACCA technical 
articles.

QUESTION NO: 6

Which of the following statements about divisionalization is/are correct?

(i) Divisionalization leads to head office managers having reduced control over operational decisions in an operating unit.

(ii) Achieving corporate goals will be the only factor considered by divisional managers when they are making decisions.

(iii) Divisionalization allows operating decisions to reflect the local conditions of an operating unit.

A. (i) and (ii) only

B. (ii) and (iii) only

C. (i) and (iii) only

D. (i), (ii) and (iii)
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ANSWER: C 

Explanation:

The correct answer is (i) and (iii) only. Divisionalization is a form of decentralization in which responsibility for many day-to-
day operating decisions is delegated from head office to managers of separate divisions or operating units. Consequently, 
head-office managers retain strategic oversight and set overall policies, but they have less direct control over routine 
operational decisions made within each division. This makes statement (i) correct.

A central benefit of delegating authority is that divisional managers are closer to their markets, customers, suppliers, staff, 
and local regulatory or competitive environment. They can therefore make decisions using timely, locally relevant 
information, allowing operations to respond appropriately to the specific conditions faced by that operating unit. This supports 
statement (iii). Divisionalization can also improve managerial development and responsiveness by giving managers 
meaningful decision-making responsibility, while performance measures and reporting systems help connect divisional 
activity with the organisation’s wider objectives.

For further discussion of decentralization, responsibility centres, and delegated decision-making, see OpenStax: 
Decentralization and Delegation and ACCA: Decentralisation.

QUESTION NO: 7

At 31 May 2010 the non-current assets of Solace Co were reported on the statement of financial position at a value of 
$1,643,800. The assets had cost $2,200,000. Taxation allowances of $1,200,000 had been claimed.

The tax rate is currently 22%, and is expected to reduce to 20% in the near future.

The deferred tax liability at 31 May 2009 was $200,000.

What value should be reported on the income statement for the year to 31 May 2010 for deferred taxation?

A. $58,364

B. $71,240

C. $102,364

D. $111,240

ANSWER: B 

Explanation:

$71,240 is correct. The tax base of the non-current assets is calculated as original cost of $2,200,000 less tax allowances 
already claimed of $1,200,000, giving $1,000,000. The carrying amount is $1,643,800, so there is a taxable temporary 
difference of $643,800. This difference will result in taxable amounts when the assets are recovered, and therefore gives rise 
to a deferred tax liability.

Deferred tax must be measured using the tax rate expected to apply when the temporary difference reverses, provided that 
rate has been enacted or substantively enacted by the reporting date. As the applicable expected rate is 20%, the closing 
deferred tax liability is $128,760 ($643,800 × 20%). Compared with the opening deferred tax liability of $200,000, this is a 
decrease of $71,240. The decrease is recognised in profit or loss as deferred-tax income (a credit), assuming the underlying 
asset-related amounts were recognised in profit or loss. Thus, the income-statement deferred-tax amount is $71,240. IAS 12 
sets out the requirements for recognising taxable temporary differences and measuring deferred tax using expected reversal 
rates; see IAS Plus: IAS 12 Income Taxes and IFRS: IAS 12 Income Taxes.

QUESTION NO: 8

Henlow plc manufactures two products, Click and Flick. It intends to produce 2,000 units of each product in the next year to 
meet the sales budget. 
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Each Click requires 2 kg of material Z and 1 kg of material Y and each Flick requires 3 kg of material Z and 4 kg of material 
Y. At present there are 200 kg of Z and 500 kg of Y in inventory. 

Henlow plc intends to increase the inventory levels of these materials by the end of the year to 600 kg of Z and 800 kg of Y. 

Material Z costs $4 per kg and material Y costs $5 per kg. 

What is the total materials purchase for the next year?

A. $86,900

B. $90,000

C. $93,100

D. $96,400

ANSWER: C 

Explanation:

$93,100 is the total planned materials purchase cost. A materials-purchases budget starts with the quantity needed for 
planned production, adds the required closing inventory, and deducts opening inventory. Production of 2,000 Click units 
requires 4,000 kg of material Z and 2,000 kg of material Y. Production of 2,000 Flick units requires a further 6,000 kg of Z 
and 8,000 kg of Y. Thus, total production requirements are 10,000 kg of each material.

For material Z, the company must purchase 10,000 kg for production plus its desired 600 kg closing inventory, less the 200 
kg held at the beginning: 10,400 kg. At $4 per kg, this costs $41,600. For material Y, required purchases are 10,000 kg plus 
800 kg desired closing inventory, less 500 kg opening inventory: 10,300 kg. At $5 per kg, this costs $51,500. Combining the 
two purchase costs gives $93,100.

This approach reflects the standard inventory relationship used in budgeting: purchases must cover production usage and 
the intended inventory increase. See The Open University’s material on budgeting and OpenStax’s budgeting-process 
guidance.

QUESTION NO: 9

Faron Co is considering a one-off contract to produce 500 units. The company has spare labour capacity.

The contract requires 800 kg of material R. Material R is currently held in inventory and was purchased for $7 per kg. It is not 
used in normal production, but it could be sold immediately for $2 per kg. Variable overhead for the contract would be $3 per 
unit and special packaging would cost $1.50 per unit.

What is the relevant cost of accepting the contract?

A. $2,250

B. $3,850

C. $7,450

D. $9,050

ANSWER: B 

Explanation:

$3,850 is correct. Relevant costs are future cash flows that will arise only if the contract is accepted. The original purchase 
cost of $7 per kg is a sunk cost and is not relevant.

Using the inventory would sacrifice its resale value of 800 kg × $2 = $1,600. Variable overhead would be 500 units × $3 = 
$1,500, and special packaging would be 500 units × $1.50 = $750. The total relevant cost is therefore $1,600 + $1,500 + 
$750 = $3,850.
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No additional labour cost is relevant because the company has spare capacity and no additional labour payment is stated. 
See OpenStax: Relevant Costs for Decision-Making.

QUESTION NO: 10

Coolbreeze Co manufactures refrigerators. The company is organized on a divisionalised basis and has two divisions 
(compressor and cabinet). 

The compressor division transfers 65% of its output to the cabinet division for $85 per unit, and sells the rest of its output to 
external companies for $92 per unit.

The cabinet division sells the final product at an average selling price of $495 per unit. In the next month, it expected that the 
compressor division will produce 27,000 units. The variable cost of manufacturing compressors is $62 per unit.

Assuming that the divisions operate with total autonomy, which of the following options is the most likely reason for making 
internal transfers at a value which is less than the external selling price of the compressor division?

A. Head office has imposed the transfer price.

B. The management of the compressor division are seeking to restrict the quantity produced.

C. Some additional costs are incurred on external sales.

D. The transfer price has been set to allow the cabinet division to compete through lower prices.

ANSWER: C 

Explanation:

Some additional costs are incurred on external sales. Under divisional autonomy, an internal transfer price would ordinarily 
be agreed at a level that both divisions can accept. Although the compressor division’s external invoice price is $92 per unit, 
that amount need not represent the net benefit it earns from an external sale. Selling outside the group can require 
incremental costs such as sales commissions, advertising, distribution, packaging, invoicing, credit administration, and bad-
debt risk. These costs are avoided when a compressor is supplied to the cabinet division.

Consequently, an $85 internal transfer price can be economically equivalent to, or better than, an external sale at $92 after 
the avoidable external-selling costs have been deducted. For example, if the relevant additional cost of an external sale is $7 
per unit, the compressor division receives the same net return from an $85 internal transfer as from a $92 external sale. This 
supports a negotiated internal price below the quoted external price while preserving divisional autonomy and allowing the 
overall business to avoid costs that arise only in the outside market.

The principle is consistent with the use of market prices adjusted for costs avoided on internal transfers, as discussed in 
ACCA’s transfer-pricing guidance and the OpenStax discussion of decentralisation and transfer pricing.
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