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CMA Certification from ICMA

The Certified Management Accountant (CMA) certification provides accountants
and financial professionals with an objective measure of knowledge and compe-
tence in the field of management accounting. The CMA designation is recognized
globally as an invaluable credential for professional accountancy advancement
inside organizations and for broadening professional skills and perspectives.

The two-part CMA exam is designed to develop and measure critical thinking
and decision-making skills and to meet these objectives:

« To establish management accounting and financial management as recognized
professions by identifying the role of the professional, the underlying body of
knowledge, and a course of study by which such knowledge is acquired.

» To encourage higher educational standards in the management accounting and
financial management fields.

o To establish an objective measure of an individual’s knowledge and competence
in the fields of management accounting and financial management.

« To encourage continued professional development.

Individuals earning the CMA designation benefit by being able to:

o Communicate their broad business competency and strategic financial mastery.

 Obtain contemporary professional knowledge and develop skills and abilities
that are valued by successful businesses.

e Convey their commitment to an exemplary standard of excellence that is
grounded on a strong ethical foundation and lifelong learning.

» Enhance their career development, salary qualifications, and professional pro-
motion opportunities.

The CMA certification is granted exclusively by the Institute of Certified
Management Accountants (ICMA).
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Candidate Study Information

CMA Learning Outcome Statements (LOS)

The Certified Management Accountant exam is based on a series of Learning
Outcome Statements (LOS) developed by the Institute of Certified Management
Accountants (ICMA). The LOS describes the knowledge and skills that make up
the CMA body of knowledge, broken down by part, section, and topic. The Wiley
CMAexcel Learning System (WCMALS) supports the LOS by addressing the sub-
jects they cover. Candidates should use the LOS to ensure they can address the
concepts in different ways or through a variety of question scenarios. Candidates
should also be prepared to perform calculations referred to in the LOS in total or
by providing missing components of a calculation. The LOS should not be used as
proxies for exact exam questions; they should be used as a guide for studying and
learning the content that will be covered on the exam.

A copy of the ICMA Learning Outcome Statements is included in Appendix A
at the end of this book. Candidates are also encouraged to visit the IMA Web site
to find other exam-related information at www.imanet.org.

CMA Exam Format

The content tested on the CMA exams is at an advanced level —which means that
the passing standard is set for mastery, not minimum competence. Thus, there will
be test questions for all major topics that require the candidate to synthesize infor-
mation, evaluate a situation, and make recommendations. Other questions will test
subject comprehension and analysis. However, compared to previous versions, this
CMA exam will have an increased emphasis on the higher-level questions.

The content is based on a series of LOS that define the competencies and capa-
bilities expected of a management accountant.

There are two exams, taken separately: Part 1: Financial Reporting, Planning,
Performance, and Control; and Part 2: Financial Decision Making. Each exam is
four hours in length and includes multiple-choice and essay questions. One hun-
dred multiple-choice questions are presented first, followed by two essay questions.
All of these questions—multiple-choice and essay—can address any of the LOS for
the respective exam part. Therefore, your study plan should include learning the
content of the part as well as practicing how to answer multiple-choice and essay
questions against that content. The study plan tips and the final section of this
WCMALS book contain important information to help you learn how to approach
the different types of questions.

Note on Candidate Assumed Knowledge

The CM A exam content is based on a set of assumed baseline knowledge that candi-
dates are expected to have. Assumed knowledge includes economics, basic statistics,
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and financial accounting. Examples of how this assumed knowledge might be tested
in the exam include:

e How to calculate marginal revenue and costs as well as understand the rel-
evance of market structures when determining prices

o How to calculate variance when managing financial risk

o How to construct a cash flow statement as part of an analysis of transactions
and assess the impact of the transactions on the financial statements

Please note that prior courses in accounting and finance are highly recom-
mended to ensure this knowledge competency when preparing for the exam.

Overall Expectations for the CMA Candidates

Completing the CM A exams requires a high level of commitment and dedication of
up to 150 hours of study for each part of the CMA exam. Completing the two-part
exam is a serious investment that will reap many rewards, helping you to build a
solid foundation for your career, distinguish yourself from other accountants, and
enhance your career in ways that will pay dividends for a lifetime.

Your success in completing these exams will rest heavily on your ability to
create a solid study plan and to execute that plan. IMA offers many resources,
tools, and programs to support you during this process—the exam content speci-
fications, assessment tools to identify the content areas you need to study most,
comprehensive study tools such as the Online Test Bank, classroom programs, and
online intensive review courses. We encourage you to register as a CMA candidate
as soon as you begin the program to maximize your access to these resources and
tools and to draw on these benefits with rigor and discipline that best supports
your unique study needs. We also suggest candidates seek other sources if further
knowledge is needed to augment knowledge and understanding of the ICMA LOS.

For more information about the CMA certification, the CM A exams, or the
exam preparation resources offered through IMA, visit www.imanet.org.
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Updates and Errata Notification

Please be advised that our materials are designed to provide thorough
and accurate content with a high level of attention to quality. From
time to time there may be clarifications, corrections, or updates that
are captured in an Updates and Errata Notification.

To ensure you are kept abreast of changes, this notification will be
available on Wiley’s CMA update and errata page. You may review
these documents by going to Wiley.com/go/cmaerrata.



How to Use the
Wiley C(MAexcel Learning System

his product is based on the CM A body of knowledge developed by the Institute

of Certified Management Accountants (ICMA). This material is designed for
learning purposes and is distributed with the understanding that the publisher and
authors are not offering legal or professional services. Although the text is based
on the body of knowledge tested by the CMA exam and the published Learning
Outcome Statements (LOS) covering the two-part exams, the Wiley CMAexcel
Learning System (WCMALS) program developers do not have access to the current
bank of exam questions. It is critical that candidates understand all LOS published
by the ICMA, learn all concepts and calculations related to those statements, and
have a solid grasp of how to approach the multiple-choice and essay exams in the
CMA program.

Some exam preparation tools provide an overview of key topics; others are
intended to help you practice one specific aspect of the exams such as the questions.
The WCMALS is designed as a comprehensive exam preparation tool to help you
study the content from the exam LOS, learn how to write the CMA exams, and
practice answering exam-type questions.

Study the Book Content

The table of contents is set up using the CMA exam content specifications estab-
lished by ICMA. Each section, topic, and subtopic is named according to the content
specifications and the Learning Outcome Statements (LOS) written to correspond
to these specifications. As you go through each section and major topic, refer to the
related LOS found in Appendix A. Then review the WCMALS book content to help
learn the concepts and formulas covered in the LOS.

The Learning Outcome Statements Overviews provide a quick reference to
the LOS as well as key points to remember within them. These sections should not
replace the in-depth discussion of the material that is in this book. However, these
overviews do serve as a refresher on what has been learned and can be used as a
tool to reinforce the knowledge that you have obtained.

The knowledge checks are designed to be quick checks to verify that you under-
stand and remember the content just covered by presenting questions and correct

XV
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answers. The answers refer to the appropriate sections in the book for you to review
the content and find the answer yourself.

The practice questions are a sampling of the type of exam questions you will
encounter on the exam and are considered complex and may involve extensive
written and/or calculation responses. Use these questions to begin applying what
you have learned, recognizing there is a much larger sample of practice questions
available in the Online Test Bank (described in the next section).

The WCMALS also contains a bibliography and references in case you need
to find more detailed content on an LOS. We encourage you to use published aca-
demic sources. While information can be found online, we discourage the use of
open-source, unedited sites such as Wikipedia.

Suggested Study Process Using the WCMALS

|
LS R

Start course Review LOS and study Evaluate Complete all Complete all Take Online Proceed to
hook content by section  understanding with  topics in section questions at the end  Practice Test next section
and topic knowledge checks of a section for section

(After completion of
knowledge checks and
practice tests, if further
review is needed, return to
associated section/topic.)

Complete Comprehensive Complete all sections

Online Part Test

Take exam Register for
CMA Exam

WCMALS Book Features

The WCMALS books use a number of features to draw your attention to certain
types of content:

Key terms are bolded where they appear in the text with their definition, to allow
you to quickly scan through and study them.
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LOS
§A.1.A

Key formulas are indicated with this icon. Be sure you understand these formulas
and practice applying them.

Knowledge checks at the end of each topic are review questions that let you check
your understanding of the content just read. (They are not representative of the
type of questions that appear on the exam.)

Study tips offer ideas and strategies for studying and preparing for the exam.

Practice questions are examples of actual exam questions. Presented at the end of
each section, these questions help you solidify your learning of that section and
apply it to the type of questions that appear on the exam.

LOS icons appear in the body of the Sections to highlight where we address each
Learning Outcome Statement within the text.

Online Test Bank

Included with your purchase of the Wiley CM Aexcel Learning System Part 1 book
is an Online Test Bank made available to you through www.wileycma.com. This
test bank includes five section-specific tests that randomize questions from a
selected section only. The course also includes a comprehensive Part 1 test that
emulates the percentage weighting of each section on the actual Part 1 exam. All
questions are drawn from a bank of more than 800 questions, so that each time
you repeat the test, you will receive a different set of questions covering all the top-
ics in the section. All the multiple-choice questions provide feedback in response
to your answers.

It is suggested that you integrate the Online Test Bank throughout your study
program instead of leaving them until the end. The section-specific tests are
designed for you to practice questions related to the section content—read and
learn a section and then practice the online questions related to the section. This
also will help you identify whether further study of the section content is required
before moving to the next section.

The comprehensive Part 1 test is designed to help you simulate taking the actual
CMA exam. Try the comprehensive Part 1 test after you have studied all the Part
1 content. You can take this exam multiple times. Each time you will receive a dif-
ferent combination of questions. It is recommended that you set up your own exam
simulation—set aside four hours in a room without interruption, do not have any
reference books open, and work through the comprehensive part exam as if you
were taking the real exam. This will prepare you for the exam setting and give
you a good idea of how ready you are.

In addition, sample essay questions are provided that simulate the testing envi-
ronment. The correct answer is provided which will enable you to self-score your
answer.
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You are strongly encouraged to make full use of all online practice and review
features as part of your study efforts. Please note that these features are subscription
based and available only for a specific number of months from the time of registration.

Learn to Write the CMA Exam

The four-hour CMA exam will test your understanding of each part’s content using
both multiple-choice and essay questions. This means you must learn to write two
types of tests in one sitting. The WCMALS books contain tips, instruction, and
examples to help you learn to write an essay exam. Be sure to study the Essay Exam
Support Materials section so that in addition to practicing with the Online Test
Bank, you also learn to respond to the part content in essay format.
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Create a Study Plan

E ach part of the two-part CM A exam uses a combination of a multiple-choice for-
mat and an essay format to test your understanding of the part concepts, terms,
and calculations. Creating a study plan is an essential ingredient to planning a path
to success. Managing your plan is critical to achieving success. The next tips and
tactics are included to help you prepare and manage your study plan.

Study Tips

There are many ways to study, and the plan you create will depend on things such
as your lifestyle (when and how you can schedule study time), your learning style,
how familiar you are with the content, and how practiced you are at writing a formal
exam. Only you can assess these factors and create a plan that will work for you.
Some suggestions that other exam candidates have found helpful follow.

e Schedule regular study times and stay on schedule.

 Avoid cramming by breaking your study times into small segments. For exam-
ple, you may want to work intensely for 45 minutes with no interruptions, fol-
lowed by a 15-minute break during which time you do something different. You
may want to leave the room, have a conversation, or exercise.

o When reading, highlight key ideas, especially unfamiliar ones. Reread later to
ensure comprehension.

e Pay particular attention to the terms and equations highlighted in this book,
and be sure to learn the acronyms in the CMA body of knowledge.

« Create personal mnemonics to help you memorize key information. For exam-
ple, CCIC to remember the four ethical standards: Competence, Confidentiality,
Integrity, and Credibility.

e Create study aids such as flash cards.

e Use index cards, and write a question on one side and the answer on the other.
This helps reinforce the learning because you are writing the information as
well as reading it. Examples: Whatis ___ ? List the five partsof ____.

e In particular, make flash cards of topics and issues that are unfamiliar to you,
key terms and formulas, and anything you highlighted while reading.

 Keep some cards with you at all times to review when you have time, such as
in an elevator, while waiting for an appointment, and so on.

Xix
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Create a Study Plan

e Use a flash card partner. This person does not need to understand accounting.
He or she only needs the patience to sit with you and read the questions off the
flash card.

e Astest time approaches, start to eliminate the questions you can easily answer
from your stack so you can concentrate on the more challenging topics and
terms.

o If particular topics are difficult, tap into other resources, such as the Internet,
library, accountant colleagues, or professors, to augment your understanding.

e Use your study plan—treat it as a living document and update it as you learn
more about what you need to do to prepare for the exam.

e Use the knowledge checks in the book to assess how well you understand the
content you just completed.

e Use the Online Test Bank to test your ability to answer multiple-choice practice
questions on each section’s content as you finish it. After completing the first
40 questions presented, review areas in the book that you were weak on in the
practice test. Then try the section test again.

* Be sure to learn how to take a multiple-choice question exam—there are many
online resources with tips and guidance that relate to answering multiple-
choice exams.

o Make an attempt to answer all questions. There is no penalty for an incor-
rect answer—if you don’t try, even when you are uncertain, you eliminate the
potential of getting a correct answer.

o Create your own “simulated” multiple-choice trial exam using the full Part 1
Online Practice Test.

e Learn to write an effective essay answer.

o Use the Essay Exam Support Materials section of this book. This content
shows a sample grading guide and includes a sample of a good, a better, and
a best answer in addition to some helpful tips for writing an essay answer.

o Learn how points are awarded for an essay answer so that you can ensure
you get the most points possible for your answers, even when you are very
challenged by a question.

o Practice essay responses using the questions in this WCMALS book as well
as the Online Test Bank.

* Be sure to access the Online Test Bank and its Essay Questions until you are
comfortable with the content.

Ensure you are both well rested and physically prepared for the exam day as
each exam is four hours in length with no break for meals. Learning how to answer
a multiple-choice and essay exam and being mentally and physically prepared can
improve your grade significantly. Know the content and be prepared to deal with
challenges with a focused, confident, and flexible attitude.
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Introduction

w elcome to Part 1: Financial Reporting, Planning, Performance, and Control
of the Wiley CM Aexcel Learning System.
This Part 1 textbook is composed of five sections:

Section A: External Financial Reporting Decisions covers the four financial state-
ments (balance sheet, income statement, statement of changes in equity, and
statement of cash flows) as well as recognition, measurement, valuation,
and disclosure concepts.

Section B: Planning, Budgeting, and Forecasting looks at basic budgeting con-
cepts and forecasting techniques that provide the information a company can
use to execute its strategy and pursue its short- and long-term goals.

Section C: Performance Management deals with the methods of comparing actual
financial performance to the budget. It also describes tools that incorporate
both financial and nonfinancial measures to aid an organization in matching
its planning to its overall strategy.

Section D: Cost Management describes various costing systems that can be used to
monitor a company’s costs and provide management with information it needs
to manage the company’s operations and performance.

Section E: Internal Controls begins with a discussion of the assessment and man-
agement of risk. Understanding risk provides the basis for internal auditing
activities and the means of ensuring the security and reliability of the informa-
tion on which the company bases its decisions.

Many of these subjects, tested in the Part 1 CMA exam, provide a foundation
for the concepts and methodologies that will be the subject of the Part 2 exam.






External Financial
Reporting Decisions

T o perform their duties, management accountants must understand the four
external financial statements—the balance sheet, income statement, statement
of changes in equity, and statement of cash flows—and the concepts underlying
these statements. Concepts underlying the four financial statements include rec-
ognition, measurement, valuation, and disclosure as well as an understanding of
the key differences between U.S. generally accepted accounting principles (GAAP)
and International Financial Reporting Standards (IFRS).

Topics covered in this section include the financial statements themselves,
asset and liability valuation, income taxes, lease, equity transactions, revenue and
expense recognition, income measurement and determination, and U.S. GAAP
and IFRS differences.



4 CMAexcel Self-Study Part 1: Financial Reporting, Planning, Performance, and Control

Learning Outcome Statements
Overview: External Financial
Reporting Decisions

Note: within the Overview section below, each LOS appears in bold followed by

a brief review of the material. In the body of the Section, we address all LOSs in

greater depth. Readers can identify them with the LOS icon in the margin. §|Rc.:§a

Section A.1. Financial Statements

For the balance sheet, income statement, statement of changes in equity, and the
statement of cash flows, the candidate should be able to:

a. Identify the users of these financial statements and their needs.

A. The users of financial statements are the following:

o Investors

« Employees

o Lenders

« Trade creditors

o Customers

« Governments and governmental agencies

o The public

Investors require information to help them to decide whether to buy, sell,
or hold an interest in a corporation. Shareholders require information regard-
ing the corporation’s ability to pay dividends. Employees are interested in the
stability, sustainability, and profitability of employer organizations. Lenders
need to assess the borrower’s ability to pay debts in full and on time. Trade
creditors need information to determine whether they should sell on credit
and whether amounts owed them will be paid. Customers require informa-
tion regarding the organization’s continuity and sustainability. Governments
and their agencies need information to regulate organizational activities, to
determine tax policies, and for national income statistics. The public requires
information on an organization’s contributions to the local community and
its development.
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b. Demonstrate an understanding of the purposes and uses of each
statement.

A.

The purpose of the balance sheet is to show the financial position (assets
and claims on those assets) of an organization at a point in time. The
income statement shows the results of operations (revenues and gains
less expenses, losses, and taxes) for an organization for a period of time
(fiscal period). The statement of changes in equity shows the changes in
capital received and retained earnings for a fiscal period. Changes in
capital received include the issuance and repurchase of shares. Changes
in retained earnings include net income and dividends for the period. The
statement of cash flow presents the change in cash and cash equivalents,
which are classified as operations, investing, or financing.

c. Identify the major components and classifications of each statement.

A.

Balance sheet

i. Current assets—Assets that may be converted into cash, sold, or con-
sumed within a year or operating cycle, whichever is longer.

ii. Long-term assets—Assets that are not expected to be converted to cash,
sold, or consumed within a year or operating cycle, whichever is longer.

iii. Current liabilities—Debts that are due to be paid within a year or oper-
ating cycle, whichever is longer.

iv. Long-term liabilities—Debts that are to be paid at some date beyond
the longer of one year or one operating cycle.

v. Shareholder’s equity—Represents investments from shareholders and
retained earnings. Represents shareholders’ interest in the net assets of
the company.

Income statement

i. Sales—Total sales (revenues) from the ordinary course of business.

ii. Cost of goods sold—Direct costs related to the product sold or service
rendered.

iii. Operating expenses—Other necessary and ordinary expenses of a
company that are not included in cost of goods sold.

iv. Other revenues and expenses—Other inflows and outflows not related
directly to operations.

v. Taxes—Taxliability incurred in connection with the reported income.

Statement of cash flows

i. Operating activities—Cash flows related to the normal course of busi-
ness; cash from customers; cash paid to employees, suppliers, vendors,
and interest paid on debt.

ii. Investing activities—Cash flows related to long-term asset accounts;
sale and purchase of property, plant, and equipment, intangibles, and
investments.

iii. Financing activities—Cash flows related to long-term liability or equity
accounts; inflows from issuance of debt or stock, outflows from pay-
ment of debt, reacquisition of treasury stock, and payment of dividends
to shareholders.
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D. Statement of changes in shareholders’ equity
Beginning Equity + New Investments + Net Income — Dividends =
Ending Equity

Identify the limitations of each financial statement.

A. Allfour of the statements are limited by the use of historical costs, the use
of different accounting principles and methods, estimates, and judgments.
The balance sheet in particular excludes human capital and liabilities that
are handled off balance sheet.

Identify how various financial transactions affect the elements of each

of the financial statements, and determine the proper classification of

the transaction.

A. Financial transactions and their classification on financial statements are
covered in Topic 2: Recognition, Measurement, Valuation, and Disclosure.

Identify the basic disclosures related to each of the statements

(footnotes, supplementary schedules, etc.).

A. The footnotes or disclosures to financial statements are used when
parenthetical explanations would not suffice to describe situations
particular to the entity. Typical disclosures include contingencies,
contractual situations, accounting policies, and subsequent events.

Demonstrate an understanding of the relationship among the financial

statements.

A. The four financial statements are integrally related. The balance sheet
is connected to the income statement (net income) through the change
in retained earnings shown in the statement of changes in shareholders’
equity. The balance sheet change in cash and other changes in financial
position are presented in the statement of cash flow. Changes in capital
received in the balance sheet are shown in the statement of changes in
shareholders’ equity.

Prepare a balance sheet, an income statement, a statement of changes

in equity, and a statement of cash flows (indirect method).

A. Balance sheet

Robin Manufacturing Company
Balance Sheet
December 31, Year 1

Assets
Current assets:

Cash and short-term investments $24,628
Trade receivables, net of $30K allowance 552,249
Other receivables 18,941
Note receivable—related party 80,532
Inventory 252,567
Prepaid insurance 7500

Total current assets 936,417



Section A—External Financial Reporting Decisions

Fixed assets:

Property and equipment 209,330
Less: Accumulated depreciation (75,332)
Net fixed assets 133,998
Total assets $1,070,415
Liabilities and Equity
Current liabilities $175,321
Accounts payable 2,500
Accrued expenses
Current portion of long-term debt 36,000
Line of credit 145,000
Total current liabilities 358,821
Long-term debt 117343
Total current and long-term liabilities 476,164
Shareholders’ equity:
Common stock, par 25,680
Additional paid-in capital 360,320
Retained earnings 208,251
Total shareholders’ equity 594,251
Total liabilities and shareholders’ equity $1,070,415
Income statement
Robin Manufacturing Company
Income Statement For the Year Ended December 31, Year 1 (Y1)
Sales Revenue
Sales $2,808,835
Less: Sales discounts $22,302
Less: Sales returns and allowances 51,913 74,215
Net sales revenue 2,734,620
Cost of Goods Sold
Merchandise inventory, Jan. 1, Y1 424,321
Purchases $1,830,518
Less: Purchase discounts 17728
Net purchases 1,812,790
Freight and transportation—in 37363 1,850,153
Total merchandise available for sale 2,274,474
Less: Merchandise inventory, Dec. 31, Y1 450,536
Cost of goods sold $1,823,938
Gross profit on sales 910,682
Operating Expenses
Selling expenses
Sales salaries and commissions 186,432
Sales office salaries 54,464
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Travel and entertainment 45,025
Advertising expense 35,250
Freight and transportation—out 37912
Shipping supplies and expense 22,735
Postage and stationery 15,445
Depreciation of sales equipment 8,285
Telephone and Internet expense 11,238
Administrative expenses
Officers’ salaries 171,120
Office salaries 56,304
Legal and professional services 21,823
Utilities expense 21,413
Insurance expense 15,667
Building depreciation 16,614
Office equipment depreciation 14,720
Stationery, supplies, and postage 2,645
Miscellaneous office expenses 2,403

Income from operations
Other Revenues and Gains
Dividend revenue

Rental revenue

Other Expenses and Losses

Interest on bonds and notes

Income before income tax
Income tax

Net income for the year

Earnings per common share

416,786

90,620
67,077

C. Statement of cash flows

Statement of Cash Flows—Indirect Method

Operating Activities
Netincome

Adjustments to convert netincome to a
cash basis:

Depreciation and amortization charges*
Decrease (increase) in accounts receivable

Increase (decrease) in merchandise
inventory

Increase (decrease) in accounts payable

Increase (decrease) in accrued wages and
salaries payable

$151,330

75,332
(31,445)

(4,165)

6,740

4,543



