     University of Illinois at Chicago

     AC 506 Sample Final Exam

     1. The term planning involves

        a.    the development of future objectives and the preparation of

              various budgets to achieve these objectives.

        b.    the steps taken to ensure that objectives set down by management

              are attained.

        c.    the steps taken to ensure that all parts of the organization

              function in a manner consistent with organizational policies.

        d.    comparing budgeted and actual results and taking steps to remedy

              unacceptable variations.

     2. Self-imposed budgets typically are

        a.    not subject to review by higher levels of management since to do

              so would contradict the participative aspect of the budgeting

              processing.

        b.    not subject to review by higher levels of management except in

              specific cases where the input of higher management is required.

        c.    subject to review by higher levels of management in order to

              prevent such self-imposed budgets from becoming too loose and

              allowing too much freedom in activities.

        d.    not critical to the success of a budgeting program.

     3. Which of the following statements is not correct?

        a.    The sales budget is the starting point in preparing the master

              budget.

        b.    The sales budget is constructed by multiplying the expected

              sales in units by the sales price.

        c.    The sales budget generally is accompanied by a computation of

              expected cash receipts for the forthcoming budget period.

        d.    The cash budget must be prepared prior to the sales budget

              since managers want to know the expected cash collections

              on sales made to customers in prior periods before projecting

              sales for the current period.

     4. The budgeted amount of raw materials to be purchased is determined by

        a.    adding the desired ending inventory of raw materials to the raw

              materials needed to meet the production schedule.

        b.    subtracting the beginning inventory of raw materials from the

              raw materials needed to meet the production schedule.

        c.    adding the desired ending inventory of raw materials to the raw

              materials needed to meet the production schedule and subtracting

              the beginning inventory of raw materials.

        d.    adding the beginning inventory of raw materials to the raw

              materials needed to meet the production schedule and subtracting

              the desired ending inventory of raw materials.
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     5. Which of the following is not correct regarding the manufacturing

        overhead budget?

        a.    Manufacturing overhead costs should be broken down by cost

              behavior and a predetermined overhead rate developed.

        b.    The manufacturing overhead budget should provide a schedule of

              all costs of production other than direct materials and direct

              labor.

        c.    A schedule showing budgeted cash disbursements for manufacturing

              overhead should be prepared for use in developing the cash

              budget.

        d.    Total budgeted cash disbursements for overhead is equal to the

              total of budgeted variable and fixed overhead.

     6. Which of the following is not correct regarding JIT purchasing?

        a.    Goods are delivered immediately before demand or use.

        b.    The number of suppliers is greatly decreased.

        c.    Careful inspection is made by the purchaser of each shipment to

              ensure proper quality and quantity.

        d.    Payments are batched for each supplier rather than being made

              for each individual shipment.

     7. The Boyd Company makes and sells a single product.  The company

        reported the following production costs for each unit of product:

                                            Quantity          Cost

        Direct materials                   10 pounds         $0.30 per pound

        Direct labor                       .6 hours          $10.00 per hour

        Manufacturing overhead             .6 hours               ? per hour

        Manufacturing overhead is applied to production on the basis of direct

        labor hours.  If the Finished Goods inventory on July 31 was $95,040

        (8,000 units), the manufacturing overhead cost per unit of finished

        product was:

        a.    $4.80.

        b.    $2.88

        c.    $11.88

        d.    $14.80

     8. The Nicola Company uses a fully developed JIT production system in

        maintaining its direct material inventories.  In manufacturing one

        unit of finished product, 3 pounds of raw materials are used.  Nicola

        has budgeted production of 2,040 units of finished product during

        September.  Given these data, the budgeted purchases of raw materials

        during September would be:

        a.    6,120 pounds.

        b.    2,040 pounds.

        c.    680 pounds.

        d.    cannot be determined from the information given.
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     9. The standard rate per hour for direct labor should be established

        such that:

        a.    a standard rate exists for each employee in each department.

        b.    employment taxes are excluded from the standard rate per hour.

        c.    both employment taxes and fringe benefits are excluded from the

              standard rate per hour.

        d.    a single rate exists for all employees in a department that

              reflects an expected mix of workers.

     10. A standard is:

         a.    unrelated to budgeting since standards are used for control

               purposes only.

         b.    normally set at the ideal rather than the practical level of

               cost, efficiency, or quantity.

         c.    normally not applied to the variable portion of overhead.

         d.    the budgeted cost for one unit of product.

     11. The terms "standard quantity allowed" or "standard hours allowed"

         means:

         a.    the actual output in units multiplied by the standard output

               allowed.

         b.    the actual input in units multiplied by the standard output

               allowed.

         c.    the actual output in units multiplied by the standard input

               allowed.

         d.    the standard output in units multiplied by the standard input

               allowed.

     12. The general model for calculating a price variance would be:

         a.    actual quantity of inputs x (actual price - standard price).

         b.    standard price x (actual quantity of inputs - standard quantity

               allowed  for output).

         c.    (actual quantity of inputs at actual price) - (standard quantity

               allowed for output at standard price).

         d.    actual price x (actual quantity of inputs - standard quantity

               allowed for output).

     13. The materials price variance should be computed:

         a.    when materials are purchased.

         b.    when materials are used in production.

         c.    based upon the amount of materials used in production when only

               a portion of materials purchased is actually used.

         d.    based upon the difference between the actual quantity of inputs

               and the standard quantity allowed for output times the standard

               price.
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     14. Which of the following statements is true?

         a.    A labor rate variance cannot possibly occur in a firm where

               workers are paid rates established by a union contract.

         b.    The labor rate variance is computed by multiplying the standard

               rate times the difference between actual hours of input and

               standard hours allowed for actual output.

         c.    Any overtime premium incurred should be charged to the direct

               labor account.

         d.    A labor rate variance can occur even in situations where labor

               rates are fixed by contract due to a change in the assumed mix

               of workers paid at various rates.

     15. A key objective of JIT/FMS performance measures is:

         a.    minimizing the magnitude of variances through proper management

               of materials and labor costs.

         b.    the use of standard costs as a measure of performance.

         c.    the use of engineered standards in establishing a standard cost

               system.

         d.    the use of target costs that highlight trends over time.

     16. Which of the following represents value-added time in the

         manufacturing cycle?

         a.    Inspection Time.

         b.    Queue Time.

         c.    Move Time.

         d.    Process Time.

     17. A static budget is most effective in measuring:

         a.    cost control.

         b.    production control.

         c.    cost control and production control.

         d.    neither cost control nor production control.

     18. The variable overhead spending variance is most effective in

         measuring:

         a.    price changes for overhead items during a period.

         b.    the efficiency with which the activity base was utilized in

               production.

         c.    excessive use of overhead materials.

         d.    the utilization of plant facilities.
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     19. The variable overhead efficiency variance is most effective in

         measuring:

         a.    the difference between actual variable overhead costs incurred

               during the period and the budget allowance based on actual

               input.

         b.    the difference between actual variable overhead costs incurred

               during the period and the budget amount based on the time that

               should have been expended in producing at a certain level of

               activity.

         c.    the difference between actual hours utilized in production and

               the standard hours allowed at a certain level of output.

         d.    excessive usage of overhead materials.

     20. The denominator level of activity applies to:

         a.    fixed overhead costs only.

         b.    variable overhead costs only.

         c.    both fixed and variable overhead costs.

         d.    actual but not standard costing systems.

     21. Application of overhead to work in process in a standard costing

         system is based upon:

         a.    actual hours times the predetermined rate.

         b.    standard hours allowed for the output of the period.

         c.    actual hours times the standard rate.

         d.    normal costing.

     22. The volume variance occurs whenever:

         a.    standard hours allowed for the output of a period differ from

               the denominator level of activity.

         b.    actual hours differ from the denominator level of activity.

         c.    standard hours allowed for the output of a period differ from

               the actual hours during the period.

         d.    actual fixed overhead costs incurred during a period differ

               from budgeted fixed overhead costs as contained in the flexible

               budget.

     23. For product costing purposes under absorption costing, fixed overhead

         is viewed as:

         a.    behaving as a variable cost.

         b.    behaving as a fixed cost.

         c.    behaving as a mixed cost.

         d.    being a period cost.

     24. The Santos Company erred in selecting a denominator level of activity

         and chose a much lower level than was realistic.  This error would

         most likely result in a large:

         a.    favorable variable overhead efficiency variance.

         b.    favorable fixed overhead budget variance.

         c.    favorable overhead volume variance.

         d.    unfavorable fixed overhead budget variance.
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     25. If 10,000 units, rather than 9,000 units, are sold during a month,

         then the budgeted amount of total fixed cost for the month would be:

         a.    $80,000.

         b.    $110,000.

         c.    $72,000.

         d.    $99,000.

     26. RedRock Company uses flexible budgeting for cost control.  RedRock

         produced 10,800 units of product during October, incurring indirect

         material costs of $13,000.  Its master budget for the year reflected

         indirect material costs of $180,000 at a production volume of 144,000

         units.  A flexible budget for October production would reflect

         indirect material costs of:

         a.    $13,000.

         b.    $13,500.

         c.    $13,975.

         d.    $11,700.

         e.    $15,000.

     27. When using a flexible budget, a decrease in production levels within a

         relevant range

         a.    decreases variable cost per unit.

         b.    decreases total costs.

         c.    increases total fixed costs.

         d.    increases variable cost per unit.

     28. During 1990, a department's standard costing system reported an

         unfavorable variable overhead spending variance and an unfavorable

         volume variance.  The activity level selected for allocating overhead

         to the product was based on 80% of capacity.  If 100% of capacity had

         been selected instead, how would the reported unfavorable spending and

         volume variances be affected?

               Spending variance       Volume variance

         a.    Increased               Unchanged

         b.    Increased               Increased

         c.    Unchanged               Increased

         d.    Unchanged               Unchanged

     29. Which of the following is evaluated in terms of rate of return in

         addition to the contribution income statement?

         a.  cost center.

         b.  profit center.

         c.  investment center.

         d.  revenue center.
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     30. The performance of the manager of Division A is measured by residual

         income.  Which of the following would increase the manager's

         performance measure?

         a.    Increase in sales.

         b.    Decrease in average operating assets.

         c.    Increase in minimum required return.

         d.    Decrease in net operating income.

     31. 

     32. Net operating income is defined as:

         a.    net income plus interest and taxes.

         b.    sales minus variable expenses.

         c.    sales minus variable expenses and traceable fixed expenses.

         d.    contribution margin minus traceable and common fixed expenses.

     33. Which of the following statements is correct?

         a.    Margin equals Stockholders' Equity divided by Sales.

         b.    Return on Investment equals Margin divided by Turnover.

         c.    Turnover equals Return on Investment divided by Margin.

         d.    Sales equals Turnover divided by Margin.

     34. Cabot company had the following results during 19X5: net operating

         income, $2,500; turnover, 4; and ROI, 18%.  Cabot Company's average

         operating assets during 19X5 were:

         a.    $50,000.

         b.    $200,000.

         c.    $12,500.

         d.    $10,000.

     35. Allargando Company recorded for the past year sales of $500,000 and

         average operating assets of $250,000.  What is the margin that

         Allargando Company needed to earn in order to achieve an ROI of 12%?

         a.    6.00%

         b.    12.00%

         c.    2.00%

         d.    8.33%

     36. Domingos Company has two product lines, C and J.  Line C has sales of

         $100,000 during March, a segment margin of 19%, and traceable fixed

         costs of $20,000.  The company as a whole had a contribution margin

         ratio of 25% and $105,000 in total contribution margin.  Based on this

         information, total variable expenses for product J must have been:

         a.    $61,000.    

         b.    $176,000

         c.    $315,000

         d.    $254,000
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     37. Bennett Company has two stores, P and Q.  During 19X4, Store P had a

         segment margin of $8,000 and variable costs equal to 65% of sales. 

         Traceable fixed costs for Store Q were $18,000.  Bennett Company as a

         whole had a contribution margin of 40%, a segment margin of $20,000,

         and sales of $180,000.  Given this data, the sales for store Q during

         19X4 were:

         a.    $157,143.

         b.    $60,000.

         c.    $30,000.

         d.    $120,000.

     38. The following information pertains to Bala Co. for the year ended

         December 31, 1991:

               Sales                             $600,000

               Net income                         100,000

               Capital investment                 400,000

         Which of the following equations should be used to compute Bala's

         return on investment?

         a.    (4/6) x (6/1) = ROI

         b.    (6/4) x (1/6) = ROI

         c.    (4/6) x (1/6) = ROI

         d.    (6/4) x (6/1) = ROI

     39. Which of the following regarding vertical integration is not correct?

         a.    Vertical integration assists a firm in controlling the quality

               of parts and materials used in the production process.

         b.    Vertical integration could result in a company with insufficient

               capacity being unable to obtain parts and materials during

               periods of heavy product demand.

         c.    Vertical integration may tend to direct attention away from

               periodic review of the make or buy decision for certain parts

               or materials.

         d.    All of the above are true.

         e.    None of the above is true.

     40. Which of the following regarding joint cost allocation is not true?

         a.    The sales value of the end products is the most common method

                used to allocate joint costs.

         b.    Inventory cost and cost of goods sold computations for internal

               reporting purposes require joint cost allocation.

         c.    Inventory cost and cost of goods sold computations for external

               reporting purposes require joint cost allocation.

         d.    Joint cost allocation is unnecessary in deciding to sell or

               process further beyond the split-off point.
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     41. Manor Company plans to discontinue a department that has a

         contribution margin of $24,000 and $48,000 in fixed costs.  Of the

         fixed costs, $21,000 cannot be eliminated.  The effect of this

         discontinuance on Manor's profit would be a(an)

         a.    decrease of $3,000.

         b.    increase of $3,000.

         c.    decrease of $24,000.

         d.    increase of $24,000.

     42. Buff Co. is considering replacing an old machine with a new machine. 

         Which of the following items is relevant to Buff's decision?  (Ignore

         income tax considerations.)

               Carrying amount   Disposal value 

               of old machine    of new machine

         a.          Yes               No

         b.          No                Yes

         c.          No                No

         d.          Yes               Yes

     43. In which of the following situations should a project be accepted

         under net present value method?

         I.   Net present value is positive.

         II.  Net present value is zero.

         III. Net present value is negative.

         a.  Only I.

         b.  Only II.

         c.  Both I and II.

         d.  Both II and III.

     44. The net present value method:

         a.   makes no allowance for recovery of the original investment.

         b.   requires the deduction of depreciation in order to provide for

              the recovery of the original investment.

         c.   provides for recovery of the original investment since each

              inflow is allocated between a return of principal and interest.

         d.   only makes allowance for return on the investment.

     45. If an investment project's cash flows are not identical every year,

         then:

         a.   a firm must resort to the net present value method since the

              time-adjusted rate of return is not useable.

         b.   neither the net present value nor the time-adjusted rate of

              return methods can be used.

         c.   the time-adjusted rate of return may become a problem

              involving both the present value of one or more different

              amounts, the present value of one or more annuities, or both.

         d.   the time-adjusted rate of return may still be calculated by

              dividing the investment required by the net annual cash inflows.
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     46. Which of the following does not represent an advantage of the net

         present value method over the time-adjusted rate of return?

         a.   The net present value method is easier to apply when cash flows

              are not uniform.

         b.   The net present value method provides a more convenient means of

              adjustment for risk through the use of higher discount rates

              applied to specific cash flows.

         c.   The net present value method provides a means of ranking

              investments.

         d.   The net present value method provides a specific dollar amount

              that can be used for decision-making purposes.

     47. The net present value method assumes that:

         a.   all cash flows generated by an investment project are

              reinvested in another project to yield a return at least

              as large as the discount rate used in the first project.

         b.   all cash flows occur at the beginning or end of a period.

         c.   all cash flows generated by an investment project are reinvested

              in another project to yield a return that is greater than the

              discount rate used in the first project.

         d.   both a and b are true.

         e.   both b and c are true.

     48. The management of a company considering an investment in automated

         equipment should consider:

         a.   primarily the reduction in direct labor cost since this

              reduction usually is sufficient to justify the investment.

         b.   only the quantifiable tangible aspects of the benefits of

              automation that can be used to calculate the net present value or

              the time-adjusted rate of return.

         c.   both the tangible and intangible benefits of automation including

              an attempt to quantify the intangible benefits.

         d.   the need for total automation rather than a piecemeal approach.

     49. Which of the following is not an advantage of the simple rate of

         return?

         a.   The simple rate of return uses income data rather than cash flow

              data.

         b.   The numbers used to calculate the simple rate of return relate to

              financial statement presentation.

         c.   The simple rate of return considers profitability.

         d.   The simple rate of return is easy to calculate and understand.
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     50. Which of the following regarding the postaudit review of an investment

         project is not correct?

         a.   The postaudit should be conducted by the individuals that

              proposed the project.

         b.   The postaudit will aid in identifying managers who are repeatedly

              optimistic or pessimistic regarding cash flow estimates.

         c.   The postaudit can direct management attention to projects in need

              of strengthening.

         d.   The postaudit can result in unsuccessful projects being

              terminated before excessive losses occur.

     51. Nolan Weller invested $60,000 to start a bookstore at the beginning of

         19x3.  Nolan withdrew $10,000 at the end of each year for the next

         five years.  At the end of the fifth year, Nolan sold the business for

         $100,000 cash.  At a 12% discount rate, what is the net present value

         of Nolan's business investment?

         a.   $60,000.

         b.   $36,050.

         c.   $56,700.

         d.   $32,750.

     52. The Allen Company purchased a piece of equipment with the following

         results:

         Useful life                   7 years

         Yearly net cash inflow        $40,000

         Salvage value                      -0-

         Time-adjusted rate of return      20%

         Cost of capital                   16%

         The initial cost of the equipment was:

         a.   $240,080.

         b.   $152,480.

         c.   $144,200.

         d.   Cannot be determined from the information given.

     53. The Laws company has decided to buy a machine costing $16,000.

         Estimated cash savings from using the new machine amount to $4,120 per

         year.  The machine will have no salvage value at the end of its useful

         life of six years.  If the cost of capital for Laws Company is 12%,

         the machine's time-adjusted rate of return is closest to:

         a.   12%.

         b.   14%.

         c.   16%.

         d.   18%.
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     54. The computation of the investment required for the profitability index

         should:

         a.    be reduced by the amount of any salvage recovered from the sale

               of old equipment.

         b.    be reduced by the amount of any salvage recovered from the sale

               of the new equipment at the end of its useful life.

         c.    be reduced by the amount of any salvage recovered from the sale

               of both the old and new equipment.

         d.    none of the above are correct.

     55. Which of the following is correct?

         a.    Use of the MACRS tables requires that salvage value be deducted

               in computing depreciation deductions.

         b.    Use of the optional straight-line method requires that salvage

               value not be considered in computing depreciation deductions.

         c.    The use of both the MACRS tables and the optional straight-line

               method requires that salvage value be deducted in computing

               depreciation deductions.

         d.    None of the above is true.

     56. The calculation of the net present value of an investment project

         requires that the depreciation tax shield be included at:

         a.    the amount of the depreciation with no adjustment for taxes.

         b.    the amount of the depreciation times one minus the tax rate.

         c.    the amount of the depreciation times the tax rate.

         d.    zero, since depreciation is not relevant to the calculation of

               net present value.

     57. The assumption that the cash flows from an investment project are

         reinvested at the company's cost of capital applies to:

         a.    both the time-adjusted rate of return and the net present value

               methods.

         b.    only the time-adjusted rate of return method.

         c.    only the net present value method.

         d.    neither the time-adjusted rate of return nor net present value

               methods.

     58. When computing depreciation deductions under the MACRS system,

         taxpayers must:

         a.    use the half-year convention under which taxpayers are allowed

               to take only a half year's depreciation in the first year of an

               asset's life.

         b.    use the half-year convention under which taxpayers are allowed

               to take only a half year's depreciation in the last year of an

               asset's life.

         c.    use the half-year convention under which taxpayers are allowed

               to take only a half year's depreciation in the first and last

               years of an asset's life.

         d.    calculate depreciation for partial periods using the exact

               number of days if the asset is acquired at some time other

               than the beginning or end of the fiscal year.
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     59. The Gomez Company is considering two projects, T and V.  The following

         information has been gathered on these projects:

                                                   Project T         Project V

         Initial investment needed                 $112,500          $75,000

         Present value of future cash inflows      

          at a 10% discount rate                   $168,000          $107,000

         Useful life                               10 years          10 years

         Based on this information, which of the following statements is (are)

         true?

         I.    Project T has the highest ranking according to the profitability

               index criterion.

         II.   Project V has the highest ranking according to the net present

               value criterion.

         a.    Only I.

         b.    Only II.

         c.    Both I and II.

         d.    Neither I nor II.

     60. A project requires an initial investment of $70,000 and has a

         profitability index of 1.932.  The present value of the future cash

         inflows from this investment is:

         a.    $70,000.

         b.    $36,231.

         c.    $135,240.

         d.    not determinable from the data provided.

     61. An asset is in the MACRS 7-year property class and is being

         depreciated using the MACRS tables.  The tax rate is 30%.  If the

         depreciation deduction in Year 3 is $18,000, then the depreciation

         deduction in Year 5 is:

         a.    $18,000.

         b.    $9,154.

         c.    $2,746.

         d.    $5,400.

     62. Capital budgeting methods are often divided into two classifications:

         project screening and project ranking.  Which one of the following is

         considered a ranking method rather than a screening method?

         a.    Payback method.

         b.    Net present value.

         c.    Time-adjusted rate of return.

         d.    Profitability index.

         e.    Accounting rate of return.
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     63. The profitability index is the ratio of:

         a.    net present value to net investment.

         b.    net investment to net present value.

         c.    present value of future net cash flows to net investment.

         d.    net investment to present value of future net cash flows.

         e.    future net cash flows to net investment.

     Question 64 refers to the following:

     Elbrege Company manufactures a single product.  Assume the following

     data for 19x4:

     Fixed costs in total:

           Selling and Administrative                $50,000

           Production                                $75,000

     Variable costs per unit:

           Selling and Administrative                      $4

           Production                                      $7

     There were no units in inventory on January 1.  During the year 25,000

     units were produced and 20,000 units were sold.

     64. At an activity level of 70,000 direct labor hours, the flexible budget

         for factory overhead would show the budgeted amount for utilities as:

         a.    $35,000.

         b.    $70,000.

         c.    $80,000.

         d.    $50,000.

     Questions 65-66 refer to the following:

     The Charade Company is preparing its Manufacturing Overhead budget

     for the fourth quarter of the year.  The budgeted variable factory

     overhead is $5.00 per direct labor hour; the budgeted fixed factory

     overhead is $75,000 per month, of which $15,000 is factory

     depreciation.

     65. If the budgeted direct labor time for December is 8,000 hours, then

         total budgeted factory overhead per direct labor hour is (rounded):

         a.    $14.38.

         b.    $9.38.

         c.    $12.50.

         d.    $16.25.
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     66. If the budgeted cash disbursements for factory overhead for December

         total $105,000, then the budgeted direct labor hours for December must

         be:

         a.    6,000 hours.

         b.    21,000 hours.

         c.    9,000 hours.      

         d.    3,000 hours.

     Question 67 refers to the following:

     Young Enterprises has budgeted sales in units for the next five months

     as follows:

                       June                    4,600 units

                       July                    7,200 units

                       August                  5,400 units

                       September               6,800 units

                       October                 3,800 units

     Past experience has shown that the ending inventory for each month

     must be equal to 10% of the next month's sales in units.  The

     inventory on May 31 contained 400 units.  The company needs to prepare

     a Production Budget for the second quarter of the year.

     67. The opening inventory in units for September is:

         a.    380 units.

         b.    6,800 units.

         c.    540 units.

         d.    680 units.

     Questions 68-69 refer to the following:

     The Carlquist Company makes and sells a product called Product K.

     Each unit of Product K sells for $24 dollars and has a unit variable

     cost of $18.  The company has budgeted the following data for

     November:

     I.    Sales of $1,152,000, all in cash.

     II.   A cash balance on November 1 of $48,000.

     III.  Cash disbursements (other than interest) during November

           of $1,160,000.

     IV.   A minimum cash balance on  November 30 of $60,000.

     If necessary, the company will borrow cash from a bank.  The borrowing

     will be in multiples of $1,000 and will bear interest at 2% per month.

     All borrowing will take place at the beginning of the month.  The

     November interest will be paid in cash during November.
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     68. The amount of cash needed to be borrowed on November 1 to cover all

         cash disbursements and to obtain the desired November 30 cash balance

         is:

         a.    $20,000.

         b.    $21,000.

         c.    $37,000.

         d.    $38,000.

     69. The number of units of Product A budgeted to be sold during November

         is:

         a.    48,000 units

         b.    38,000 units

         c.    64,000 units.

         d.    48,500 units.

     Questions 70-71 refer to the following:

     The International Company makes and sells only one product, Product L.

     The company is in the process of preparing its Selling and

     Administrative Expense Budget for the last half of the year.  The

     following budget data are available:

                                     Variable Cost Per           Monthly

     Item                                Unit Sold              Fixed Cost

     Sales Commissions                   $0.80

     Shipping                            $1.20

     Advertising                         $0.30                   $15,000

     Executive Salaries                    -                     $35,000

     Depreciation on Office Equipment      -                     $12,000

     Other                               $0.35                   $20,000

     All of these expenses (except depreciation) are paid in cash in the

     month they are incurred.

     70. If the company has budgeted to sell 24,000 units of Product L in

         September, then the total budgeted fixed selling and administrative

         expenses for September would be:

         a.    $63,600.

         b.    $55,000.

         c.    $70,000.

         d.    $82,000.

     71. If the budgeted cash disbursements for selling and administrative

         expenses for November total $154,180, then how many units of Product L

         does the company plan to sell in November (rounded to the nearest

         whole unit)?

         a.    58,181 units

         b.    26,000 units

         c.    27,238 units

         d.    25,000 units
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     Question 72 refers to the following:

     Richards Company had the following budgeted sales for the first half

     of 19x7:

                       Cash Sales        Credit Sales

     January           $80,000           $350,000

     February           60,000            200,000

     March              50,000            145,000

     April              45,000            130,000

     May                55,000            170,000

     June               50,000            150,000

     The company is in the process of preparing a cash budget and must

     determine the expected cash collections by month.  To this end, the

     following information has been assembled:

                 Collections on sales:   60% in month of sale

                                         30% in month following sale

                                         10% in second month following sale

     72. If 20,000 units are sold during April, total budgeted variable

         expenses will be:

         a.    $700,000.

         b.    $660,000.

         c.    $600,000.

         d.    $847,200.

     Questions 73-74 refer to the following:

     The Gomez Company, a merchandising firm, has budgeted its activity for

     December according to the following information:

     I.    Sales at $500,000, all for cash.

     II.   Merchandise Inventory on November 30 was $250,000.

     III.  Budgeted depreciation for December is $30,000.

     IV.   The cash balance at December 1, was $20,000.

     V.    Selling and administrative expenses are budgeted at $50,000 for

           December and are paid for in cash.

     VI.   The planned merchandise inventory on December 31 is $260,000.

     VII.  The invoice cost for merchandise purchases represents 75% of the

           sales price.  All purchases are paid for in cash.

     73. The budgeted cash receipts for December are:

         a.    $125,000.

         b.    $375,000.

         c.    $530,000.

         d.    $500,000.
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     74. The budgeted net income for December is:

         a.    $75,000.

         b.    $45,000.

         c.    $125,000.

         d.    $65,000.

     Questions 75-76 refer to the following:

     Berol Company plans to sell 200,000 units of finished product in July

     of 1992 and anticipates a growth rate in sales of 5 percent per month.

     The desired monthly ending inventory in units of finished product is

     80 percent of the next month's estimated sales.  There are 150,000

     finished units in inventory on June 30, 1992.  Each unit of finished

     product requires four pounds of direct material at a cost of $1.20

     per pound.  There are 800,000 pounds of direct material in inventory

     on June 30, 1992.

     75. Berol Company's production requirement in units of finished product

         for the three-month period ending September 30, 1992, is

         a.    712,025 units.

         b.    630,500 units.

         c.    664,000 units.

         d.    665,720 units.

         e.    862,025 units.

     76. Without prejudice to your answer for question 67, assume Berol Company

         plans to produce 600,000 units of finished product in the three-month

         period ending September 30, 1992, and have direct materials inventory

         at the end of the three-month period equal to 25 percent of the use in

         that period.  The estimated cost of direct material purchases for the

         three-month period ending September 30, 1992, is

         a.    $2,200,000.

         b.    $2,400,000.

         c.    $2,640,000.

         d.    $2,880,000.

         e.    $3,600,000.

     Question 77 refers to the following:

     Paradise Company budgets on an annual basis for its fiscal year.  The

     following beginning and ending inventory levels (in units) are planned

     for the fiscal year of July 1, 1992, through June 30, 1993.

                       July 1, 1992            June 30, 1993

     Raw material*       40,000                  50,000

     Finished goods      80,000                  50,000

      * Three (3) pounds of raw material are needed to produce each unit of

        finished product.
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     77. If Paradise Company plans to sell 480,000 units during the 1992-93

         fiscal year, the number of units it would have to manufacture during

         the year would be

         a.    440,000 units.

         b.    480,000 units.

         c.    510,000 units.

         d.    450,000 units.

         e.    460,000 units.

     Question 78 refers to the following:

     Standard quantity of materials                           5 lbs.

     Standard cost per lb.                                    $.20

     Standard direct labor hours                              .4

     Standard wage rate per hour                              $7.00

     Materials purchased                                      100,000 lbs

     Cost of materials purchased                              $.17 per lb.

     Materials consumed for manufacture of 10,000 units       60,000 lbs.

     Actual direct labor hours required for 10,000 units      3,900

     Actual direct labor cost per hour                        $7.20

     The materials price variance is recognized when materials are

     purchased.

     78. Nell's materials price variance for June was

         a.    $3,000 favorable.

         b.    $3,000 unfavorable.

         c.    $2,000 favorable.

         d.    $2,000 unfavorable.

         e.    None of these.

     Question 79 refers to the following:

     79. The material price variance for July was:

         a.    $5,360 favorable.

         b.    $5,360 unfavorable.

         c.    $5,040 favorable.

         d.    $5,040 unfavorable.
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     Question 80 refers to the following:

     The Maxwell Company has a standard costing system.  The following

     data are available for July:

     I.    Actual variable manufacturing overhead cost incurred:  $22,620.

     II.   Actual machine hours worked:  1,600.

     III.  Variable overhead spending variance:  $3,420 unfavorable.

     IV.   Total variable overhead variance:  $4,620 unfavorable.

     V.    Variable overhead is assigned to production on the basis of

           machine hours.

     80. The standard number of machine hours allowed for July production is:

         a,    1,500 hours.

         b.    1,600 hours.

         c.    1,700 hours.

         d.    2,270 hours.

     Questions 81-83 refer to the following:

     The Dresden Company uses standard costing for the single product the

     company makes and sells. The following data are for the month of

     April:

     I.    Actual cost of direct material purchased and used: $62,400.

     II.   Material price variance: $4,800 unfavorable.

     III.  Total materials variance: $14,400 unfavorable.

     IV.   Standard cost per pound of material: $6.

     V.    Standard cost per direct labor hour: $8.

     VI.   Actual direct labor hours: 3,800 hours.

     VII.  Labor efficiency variance: $1,600 favorable.

     VIII. Standard number of direct labor hour per unit of product: 2.

     IX.   Total labor variance: $680 unfavorable.

     81. The labor rate variance was:

         a.    $2,280 favorable.

         b.    $2,280 unfavorable.

         c.    $920 favorable.

         d.    $920 unfavorable.

     82. The total number of units of product produced during April was:

         a.    8,000.

         b.    12,000.

         c.    2,000.

         d.    3,800.
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     83. The standard quantity of material allowed to produce one unit of

         product was:

         a.    1 lb.

         b.    4 lbs.

         c.    6 lbs.

         d.    2 lbs.

     Question 84 refers to the following:

     Throughput time                     4 hours

     Delivery cycle time                 8 hours

     Process time                        1 hour      

     Queue time                          2 hours

     84. The combined inspection and move time for this operation would be:

         a.    4 hours.

         b.    1 hour.

         c.    2 hours.

         d.    cannot be determined from information provided.

     Questions 85-86 refer to the following:

     Pardoe, Inc., manufactures a product called Product A.  The company

     uses a standard cost system and has established the following

     standards for one unit of Product A:

                             Standard          Standard Price   Standard

                             Quantity             or Rate         Cost

     Direct materials        1.5 pounds        $3 per pound      $4.50

     Direct labor            0.6 hours         $6 per hour        3.60 

     Variable overhead       0.6 hours         $1.25 per hour      .75

                                                                 $8.85

                                                                 ÍÍÍÍÍ

     During March 19x3, the following activity was recorded by the company

     relative to the production of Product A:

     I.    The company produced 3,000 units during the month.

     II.   A total of 8,000 pounds of material were purchased at a cost of

           $23,000.

     III.  There was no beginning inventory of materials on hand to start

           the month; at the end of the month, 2,000 pounds of material

           remained in the warehouse unused.

     IV.   The company employs 10 people to work on the production of

           Product A. During March, each worked at an average of 160 hours

           at a rate of $6.50  per hour.  In the past, the 10 persons

           employed in the production of Product A consisted of four senior

           workers and six assistants.  During March, the company

           experimented with five senior workers and five assistants.

     V.    Variable overhead is assigned to Product A on the basis of

           direct labor-hours.  Variable overhead costs during March

           totaled $1,800.
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     85. The materials quantity variance for March is:

         a.    $4,500 F.

         b.    $10,500 F.

         c.    $10,500 U.

         d.    $4,500 U.

     86. The labor efficiency variance for March is:

         a.    $5,040 U.

         b.    $1,200 U.

         c.    $1,200 F.

         d.    $5,040 F.

     Questions 87-88 refer to the following:

     Jackson Industries employs a standard cost system in which direct

     materials inventory is carried at standard cost.  Jackson has

     established the following standards for the prime costs of one

     unit of product.

                             Standard          Standard Price    Standard

                             Quantity             or Rate          Cost

     Direct materials        5 pounds          $3.60 per pound   $18.00

     Direct labor            1.25 hours        12.00/per hour     15.00

                                                                 $33.00

                                                                 ÍÍÍÍÍÍ

     During May, Jackson purchased 125,000 pounds of direct material at a

     total cost of $475,000.  The total factory wages for May were

     $364,000, 90 percent of which were for direct labor.  Jackson

     manufactured 22,000 units of product during May using 108,000 pounds

     of direct material and 28,000 direct labor hours.

     87. The direct material quantity variance for May is

         a.    $7,200 unfavorable.

         b.    $7,600 favorable.

         c.    $5,850 unfavorable.

         d.    $7,200 favorable.

         e.    $7,600 unfavorable.

     88. The direct labor rate variance for May is

         a.    $8,400 favorable.

         b.    $7,200 unfavorable.

         c.    $8,400 unfavorable.

         d.    $6,000 favorable.

         e.    $6,000 unfavorable.
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     Questions 89-90 refer to the following:

     The Anthony Company is interested in preparing a Master Flexible

     Budget for January.  The following budgeted data are available for

     the month:

     Sales in units                     9,000   Variable-costs

                                                (total:)

     Sales in dollars                           Direct materials $ 90,000

     Fixed costs (total):            $450,000   Direct labor     $135,000  

       Manufacturing overhead         $72,000   Manufacturing    $ 45,000

                                                overhead

     Selling and administrative       $27,000   Selling and

                                                administrative   $ 18,000

     89. The totaled budgeted variable cost per unit sold is:

         a.    $30.

         b.    $43.

         c.    $32.

         d.    $38.

     90. The budgeted direct materials cost per unit sold is:

         a.    $25.

         b.    $10.

         c.    $32.

         d.    $30.

     Questions 91-92 refer to the following:

     The Hansen Company makes and sells a single product.  The company

     employs a flexible budgeting system which covers a relevant range from

     20,000 to 25,000 units sold each month.  Budget data for April of the

     current year (based on 22,000 units) is as follows:

     Direct materials                                          $18 per unit

     Direct labor                                              $12 per unit

     Manufacturing overhead                                $3 per unit plus

                                                         $132,000 per month

     Selling and administrative expense                    $2 per unit plus

                                                          $30,000 per month

     Sales price                                               $60 per unit

     91. If 25,000 units are sold during April, the budgeted contribution

         margin for the month will be:

         a.    $750,000.

         b.    $543,000.

         c.    $675,000.

         d.    $625,000.
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     92. If 20,000 units are sold during April, total budgeted fixed expenses

         will be:

         a.    $132,000.

         b.    $262,000.

         c.    $162,000.

         d.    $147,200.

     Questions 93-95 refer to the following:

     The Dodge Company makes and sells a single product and uses a flexible

     budget for overhead to plan and control overhead costs.  Overhead

     costs are applied on the basis of direct labor hours.  The standard

     cost card shows that 5 direct labor hours are required per unit of

     product.  The Dodge Company had the following budgeted and actual data

     for March:

                                   Actual            Budgeted

     Units produced                 33,000            30,000

     Direct labor hours            157,500           150,000*     

     Variable overhead costs      $136,500          $120,000      

     Fixed overhead costs         $ 78,000          $ 75,000

     *Represents the denominator activity for the month.

     93. The variable overhead efficiency variance for March is:

         a.    $6,000 U.

         b.    $6,000 F.

         c.    $12,000 U.

         d.    $12,000 F.

     94. The fixed overhead budget variance for March is:

         a.    $750 F.

         b.    $3,750 F.

         c.    $7,500 F.

         d.    $3,000 U.

     95. The fixed overhead volume variance for March is:

         a.    $7,500 F.

         b.    $1,500 F.

         c.    $3,750 U.

         d.    $7,500 U.
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     Question 96 refers to the following:

     The Cloward Company makes and sells a single product and uses standard

     costing.  During August, the company actually used 6,100 direct labor

     hours and produced 2,500 units of product.  The standard cost card for

     one unit of product includes the following:

      Variable factory overhead:  2.5 hours @ $3.00 per direct labor hour.

      Fixed factory overhead:  2.5 hours @ $2.50 per direct labor hour.

     For August, the company incurred $16,150 of fixed overhead costs and

     recorded a $625 favorable volume variance.

     96. The denominator level of activity in direct labor hours used by

         Cloward in setting the predetermined overhead rate for August is:

         a.    6,750 hours.

         b.    6,000 hours.

         c.    6,250 hours.

         d.    6,500 hours.

     Question 97 refers to the following:

     The Malcolm Company makes and sells a single product.  Overhead costs

     are applied to products on the basis of direct hours.  The following

     data applied to the company's activities for the month of July:

     Actual fixed overhead cost incurred                           $28,450

     Budgeted direct labor hours (denominator activity)              8,400

     Number of units of product completed                            2,900

     Fixed overhead budget variance                                3,250 U

     Standard direct labor hours allowed per unit of product       3 hours

     97. The fixed portion of the predetermined overhead rate for June is:

         a.    $3.11

         b.    $3.39

         c.    $3.77

         d.    $3.00
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     Questions 98-99 refer to the following:

     The Stephens Company makes a single product and has the following

     flexible budget (in condensed form) for factory overhead:

                                 Direct Labor Hours (DLH)

     Variable Overhead Costs       15,000     30,000

                                  $17,250    $34,500              

     Fixed Overhead Costs         $45,000    $45,000

     The following data concerning production are available for 19X5:

     1.  The company used a denominator activity of 22,500 direct labor

         hours to compute the predetermined overhead rate.

     2.  The company made 10,275 units of product and worked 21,300 actual

         hours during the year.

     3.  Actual variable overhead was $23,856 and actual fixed overhead was

         $46,275 for the year.

     4.  The standard direct labor time is 2 hours per unit of product.

     98. The fixed overhead cost applied to work in process for 19X5 was:

         a.    $20,550.

         b.    $41,100.

         c.    $45,000.

         d.    $46,275.

     99. The volume variance for 19X5 was:

         a.    $7,800 U.

         b.    $1,500 F.

         c.    $1,200 F.

         d.    $3,900 U.

     Question 100 refers to the following:

     Franklin Glass Works' production budget for the year ended November

     30, 1990, was based on 200,000 units.  Each unit requires two

     standard hours of labor for completion.  Total overhead was budgeted

     at $900,000 for the year, and the fixed overhead rate was estimated to

     be $3.00 per unit.  Both fixed and variable overhead are assigned to

     the product on the basis of direct labor hours.  The actual data for

     the year ended November 30, 1990, are presented below.

     Actual production in units           198,000

     Actual direct labor hours            440,000

     Actual variable overhead            $352,000

     Actual fixed overhead               $575,000
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     100. Franklin's variable overhead spending variance for the year is

          a.    $20,000 unfavorable.

          b.    $19,800 favorable.

          c.    $22,000 unfavorable.

          d.    $20,000 favorable.

          e.    $22,000 favorable.

     Question 101 refers to the following:

     The Northern Division of the Kimball Company reported the following

     data for last year:

     Sales              $800,000    Stockholders' Equity           $250,000

     Operating Expenses $600,000    Average Operating Assets       $400,000

     Interest Expens     $40,000    Minimum Required Rate of Return     14%

     Taxes Expense       $50,000

     101. The return on investment last year for the Northern Division was:

          a.    50%

          b.    80%

          c.    27.5%

          d.    44%

     Question 102 refers to the following:

     Sales                               $750,000

     Gross Margin                          65,000

     Net Operating Income                  45,000

     Stockholders' Equity                  75,000

     Average Operating Assets             250,000

     Residual Income                       15,000

     102. The minimum required rate of return for the past year was:

          a.    30%

          b.    12%

          c.    15%

          d.    6%
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     Questions 103-105 refer to the following:

     The Portland Division's operating data for the past two years is as

     follows:

                                   Year 1            Year 2

     Return on investment          12%               24%

     Stockholders' Equity          $500,000          $200,000

     Net operating income          ?                 $288,000

     Turnover                      ?                  2

     Sales 12%                     $1,600,000         ?

     The Portland Division's margin in Year 2 was 150% of the margin for

     Year 1.

     103. The net operating income for Year 1 was:

          a.    $192,000

          b.    $128,000

          c.    $266,667

          d.    $208,000

     104. The sales for Year 2 were:

          a.    $750,000

          b.    $2,000,000

          c.    $3,846,154

          d.    $2,400,000

     105. The average operating assets for Year 2 were:

          a.    $750,000

          b.    $400,000

          c.    $1,200,000

          d.    $800,000

     Questions 106-108 refer to the following:

     The Rialto Company's income statement for May 19X4, is given below:

                                    Total          Division O    Division M

     Sales                         $300,000        $165,000      $135,000

     Variable Expenses              153,000          99,000        54,000

     Contribution Margin           $147,000        $ 66,000      $ 81,000 

     Traceable Fixed Expenses        97,000          45,000        52,000

     Segment Margin                 $50,000         $21,000      $ 29,000

     Common Fixed Expenses           25,000         ÍÍÍÍÍÍÍ      ÍÍÍÍÍÍÍÍ

     Net Income                     $25,000

                                    ÍÍÍÍÍÍÍ
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     106. If sales for Division O increase $30,000 with a $9,000 increase in the

          Division's traceable fixed costs, the overall company net income will:

          a.    decrease by $4,000.

          b.    increase by $21,000.

          c.    increase by $3,000.

          d.    increase by $5,700.

     107. During May, the sales clerks in Division O received salaries totaling

          $25,000.  Assume that during June the salaries of these sales clerks

          are discontinued and instead they are paid a commission of 18% of

          sales.  If sales in Division O increase by $35,000 as a result of

          this change, the expected June segment margin for Division O will be:

          a.    $30,300.

          b.    $24,000.

          c.    $5,300.

          d.    $60,000.

     108. A proposal has been made that will lower variable costs in Division M

          to 37% of sales.  The reduction can be accomplished only if Division

          M's traceable fixed costs are allowed to increase $12,000.  If this

          proposal is implemented, and if sales remain constant, overall company

          net income will:

          a.    increase by $12,000.

          b.    increase by $16,050.

          c.    decrease by $7,950.

          d.    decrease by $12,000.

     Question 109 refers to the following:

     Miller Company has two sales areas: North and South.  During 19X4, the

     contribution margin in the North was $50,000, or 20% of sales.  The

     segment margin in the South was $15,000, or 8% of sales.  Traceable

     fixed costs are $15,000 in the North and $10,000 in the South.  During

     19X4, Miller Company reported total net income of $26,000.

     109. The total fixed costs (traceable and common) for Miller Company in

          19X4 were:

          a.    $49,000.

          b.    $25,000.

          c.    $24,000.

          d.    $50,000.
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     Question 110 refers to the following:

     Opening data from the Trendall Company for 19X5 follows:

                                           19x5      

     Sales                               $750,000

     Stockholders' Equity                 400,000

     Return on Investment                     12%

     Average Operating Assets                   ?

     Turnover                                 1.5

     Residual Income                            ?

     Minimum Required Rate of Return          10%    

     Total Assets                         600,000

     110. The margin for 19X5 was:

          a.    6.67%

          b.    16.67%

          c.    20.00%

          d.    8.00%

     Question 111 refers to the following:

     The Madison Company produces three products with the following costs

     and selling prices:

                                                    Product

                                          A           B           C

     Selling price per unit              $15         $20         $20

     Variable cost per unit                8          10          12

     Contribution margin per unit        $ 7         $10         $ 8

     Direct labor hours per unit           1         1.5           2

     Machine hours per unit              3.5           2         2.5

     111. If Madison has a limit of 10,000 direct labor hours but no limit on

          units produced or machine hours, then the three products should be

          produced in the order:

          a.    A, B, C.

          b.    B, C, A.

          c.    C, A, B.

          d.    A, C, B.
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     Question 112 refers to the following:

     The Key Company is considering the addition of a new line of product

     to its current product lines.  The expected cost and revenue data for

     the new product are as follows:

     Annual sales                           2,500 units

     Selling price per unit                  $304

     Variable costs per unit:

       Production                            $125

       Selling                                $49

     Avoidable traceable fixed costs per year:

       Production                         $50,000

       Selling                            $75,000

     Unavoidable allocated corporate

     costs per year                       $55,000

     If the new product is added to the existing product line, the

     contribution margin of the other existing product lines is expected to

     drop $65,000 per year.

     112. If the new product line is added next year, the increase in net income

          resulting from this decision would be:

          a.    $325,000.

          b.    $200,000.

          c.    $145,000.

          d.    $135,000.

     Questions 113-114 refer to the following:

     Bayshore Company manufactures and sells a product, Product K.

     Results for last year for the manufacture and sale of Product K are as

     follows:

     Sales - 10,000 units at $150 each      $1,500,000

     Less costs:

        Variable production costs              900,000

        Sales commissions - 15% of sales       225,000

        Salaries of line supervisors           190,000

        Traceable fixed advertising expense    175,000

        Fixed general factory overhead

        (allocated on the basis of square

        footage occupied)                      160,000

          Total Costs                       $1,650,000

        Net loss                             ($150,000)

                                             ÍÍÍÍÍÍÍÍÍ

     Bayshore anticipates no change in the operating results for Product K

     in the foreseeable future if the product is produced.  Bayshore is

     reexamining all of its product lines and is trying to decide whether

     to discontinue the manufacture and sale of Product K.
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     113. Suppose that the price of Product K drops next year to $120 per unit

          and all other conditions stay the same.  Total variable costs

          associated with production and sale of the product would be:

          a.    $1,125,000.

          b.    $900,000.

          c.    $225,000.

          d.    $1,080,000.

     114. Assume that discontinuing Product K as a product line would result in

          a $100,000 increase in the contribution margin of other product lines.

          How many units of Product K would have to be sold next year for the

          company to be as well off as if it just dropped Product K and enjoyed

          the increase in contribution margin from other products?

          a.    1,600 units.

          b.    5,600 units.

          c.    16,667 units.

          d.    2,400 units.

     Question 115 refers to the following:

     The Talbot Company produces wheels which are used in the production of

     bicycles.  Talbot's costs to produce 100,000 wheels annually are:

                 Direct materials            $ 30,000

                 Direct labor                  50,000

                 Variable overhead             20,000

                 Fixed overhead                70,000

                       Total                 $170,000

                                             ÍÍÍÍÍÍÍÍ

     An outside supplier has offered to sell Talbot similar wheels for

     $1.25 per wheel.   If the wheels were purchased from the outside

     supplier, $15,000 of annual fixed factory overhead could be avoided

     and the facilities now being used could be rented to another company

     for $45,000 per year.

     115. What is the highest price that Talbot could pay the outside supplier

          for the wheel and still be economically indifferent between making or

          buying the wheels?

          a.    $1.70.

          b.    $1.60.

          c.    $1.55.

          d.    $1.15.
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     Questions 116-117 refer to the following:

     The Melrose Company produces a single product, Product C.  Melrose has

     the capacity to produce 70,000 units of Product C each year.  If

     Melrose produces at capacity, the per unit costs to produce and sell

     one unit of Product C are as follows:

                 Direct materials                 $20

                 Direct labor                      17

                 Variable factory overhead         13

                 Fixed factory overhead            14

                 Variable selling expense          12

                 Fixed selling expense              8

     The regular selling price of one unit of Product C is $100.  A special

     order has been received by Melrose from Moore Company to purchase

     7,000 units of Product C during 19X7.  If this special order is

     accepted, the variable selling expense will be reduced by 75%.

     Melrose, however, will need to purchase a specialized machine to

     engrave the Moore name on each unit of product C in the special order.

     The machine will cost $10,500 and will have no use after the special

     order is filled.

     116. Assume Melrose can sell only 60,000 units of Product C to regular

          customers during 19X7.  If Moore company offers to buy the special

          units at $90 per unit, the effect of accepting the special order

          on Melrose's net income for 19X7 will be:

          a.    $42,000 increase.

          b.    $54,000 decrease.

          c.    $105,000 increase.

          d.    248,500 increase.

     117. Assume Melrose can sell only 68,000 units of Product C to regular

          customers during 19X7.  If Moore Company offers to  buy the special

          order units at $95 per unit, the effect of accepting the special order

          on Melrose's net income for 19X7 will be a:

          a.    $93,500 increase.

          b.    $104,000 increase.

          c.    $114,500 increase.

          d.    $294,000 increase.

     Question 118 refers to the following:

     Regis Company manufactures plugs used in its manufacturing cycle at a

     cost of $36 per unit that includes $8 of fixed overhead.  Regis needs

     30,000 of these plugs annually, and Orlan Company has offered to sell

     these units to Regis at $33 per unit.  If Regis decides to purchase

     the plugs, $60,000 of the annual fixed overhead applied will be

     eliminated, and the company may be able to rent the facility

     previously used for manufacturing the plugs.
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     118. If Regis Company purchases the plugs but does not rent the unused

          facility, the company would

          a.    save $3.00 per unit.

          b.    lose $6.00 per unit.

          c.    save $2,00 per unit.

          d.    lose $3.00 per unit.

          e.    save $1.00 per unit.

     Question 119 refers to the following:

     Evans Company is considering rebuilding and selling used alternators

     for automobiles.  The company estimates that the net cash flows (sales

     less cash operating expenses) arising from the rebuilding and sale of

     the used alternators would be as follows (numbers in parentheses

     indicate an outflow):

            Years 1-10        $100,000

               Year 11         (30,000)

               Year 12         110,000

     Evans Company would purchase production equipment costing $275,000 now

     to use in the rebuilding of the alternators.  The equipment would have

     a 12-year life and a $25,000 salvage value.  The company's cost of

     capital is 10%.

     119. The net present value of all cash flows associated with this

          investment (rounded to the nearest dollar) is:

          a.   $364,090.

          b.   $372,065.

          c.   $339,090.

          d.   $389,090.
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     Question 120 refers to the following:

     Westland College has a telephone system that is in poor condition.

     The system either can be overhauled or replaced with a new system.

     The following data have been gathered concerning these two

     alternatives:

                                   Present System      Proposed New

                                                         System

     Purchase cost new                   $150,000      $200,000

     Accumulated depreciation            $140,000             -  

     Overhaul costs needed now           $130,000             -

     Annual cash operating costs         $ 80,000      $ 70,000  

     Salvage value now                   $ 60,000             -

     Salvage value at the end of 8 years $52,000       $ 65,000  

     Working capital required                          $100,000

     Westland College uses a 10% discount rate and the total cost approach

     to capital budgeting analysis.  Both alternatives are expected to have

     a useful life of eight years.

     120. The net present value of the overhaul alternative is:

          a.   $321,084.

          b.   $(532,516).

          c.   $(560,536).

          d.   $(592,516).

     Questions 121-122 refer to the following:

     Overland Company has gathered the following data on a proposed

     investment project:

               Investment in depreciable equipment     $150,000

               Annual cash flows                       $ 40,000

               Life of the equipment                   10 years

               Cost of capital                               10%

     The company uses straight-line depreciation on all equipment.

     121. The payback period for the investment would be:

          a.   .27 years.

          b.   3.75 years.

          c.   10.00 years.

          d.   2.13 years.

     122. The time-adjusted rate of return on the investment, interpolated to

          the nearest tenth of a percent, would be:

          a.   23.4%.

          b.   25.4%.

          c.   22.7%.

          d.   22.1%.
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     Questions 123-124 refer to the following:

     Lambert Manufacturing has $100,000 to invest in either Project A or

     Project B.  The following data are available on these projects:

                                             Project A      Project B

     Cost of equipment needed now            $100,000       $60,000

     Working capital investment needed now       -           40,000

     Annual cash operating inflows             40,000        35,000

     Salvage value of equipment in 6 years     10,000          -

     Both projects will have a useful life of 6 years.  At the end of 6

     years, the working capital investment will be released for use

     elsewhere.  Lambert's required rate of return is 14%.

     123. The net present value of Project A is:

          a.   $51,000.

          b.   $60,120.

          c.   $55,560.

          d.   $94,450.

     124. Which of the following statements is (are) correct?

          I.   Project B is acceptable according to the net present value

               method.

          II.  Project A has a time-adjusted rate of return greater than 14%.

          a.   Only I.

          b.   Only II.

          c.   Both I and II.

          d.   Neither I nor II.

     Questions 125-126 refer to the following:

     Wilson Company is considering an investment in a machine costing

     $300,000.  The machine has an estimated useful life of seven years at

     the end of which it will have a salvage value of $15,000.  Anticipated

     yearly revenues associated with the machine amount to $250,000.

     Yearly costs amount to $150,000.  Extra maintenance costs of $60,000

     will be incurred at the end of the second and fourth years.

     125. The payback period for this investment would be (rounded to the

          nearest tenth of a year):

          a.   7.0 years.

          b.   3.0 years.

          c.   2.9 years.

          d.   4.2 years.
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     126. The net present value of this investment using a discount rate of 10%

          is:

          a.   $111,350.

          b.   $103,955.

          c.   $186,800.

          d.   $194,495.

     Questions 127-129 refer to the following:

     Carlson Manufacturing has some equipment that needs to be rebuilt or

     replaced.  The following information has been gathered relative to

     this decision:

                                        Present Equipment   New Equipment

     Purchase cost new                        $50,000          $48,000

     Remaining book value                     $30,000             -

     Cost to rebuild now                      $25,000             -

     Major maintenance at the end of 3 years  $ 8,000          $ 5,000

     Annual cash operating costs              $10,000          $ 8,000

     Salvage value at the end of 5 years      $ 3,000          $ 7,000

     Salvage value now                        $ 9,000             -

     Carlson uses the total-cost approach and a discount rate of 12% in

     making capital budgeting decisions.  Regardless of which option is

     chosen, rebuild or replace, at the end of five years Carlson

     Manufacturing plans to close its domestic manufacturing operations and

     to move these operations to foreign countries.

     127. If the new equipment is purchased, the present value of all cash flows

          that occur now is:

          a.   $(48,000).

          b.   $(39,000).

          c.   $(41,000).

          d.   $(37,000).

     128. If the new equipment is purchased, the present value of the annual

          cash operating costs associated with this alternative is:

          a.   $(28,840).

          b.   $(19,160).

          c.   $(14,420).

          d.   $(36,050).

     129. If the equipment is rebuilt, the present value of the annual cash

          operating costs associated with this option is:

          a.   $(36,050).

          b.   $ (7,210).

          c.   $(21,630).

          d.   $(14,420).
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     Question 130 refers to the following:

     Tam Company is negotiating for the purchase of equipment that would

     cost $100,000, with the expectation that $20,000 per year could be

     saved in cash-operating costs if the equipment were acquired.  The

     equipment's estimated useful life is 10 years, with no residual value,

     and would be depreciated by the straight-line method.  Tam's

     predetermined minimum desired rate of return is 12%.  Present value of

     an annuity of 1 at 12% for 10 periods is 5.65.  Present value of 1 due

     in 10 periods at 12% is .322.  Ignore income taxes.

     130. Net present value is:

          a.   $5,760.

          b.   $6,440.

          c.   $12,200.

          d.   $13,000.

     Question 131 refers to the following:

     Crown Corporation has agreed to sell some used computer equipment to

     Bob Parsons, one of the company's employees, for $5,000.  Crown and

     Parsons have been discussing alternative financing arrangements for

     the sale.  The following information is pertinent to these

     discussions:

               Present Value of an Ordinary Annuity of $1

     Periods   5%        6%        7%        8%

     1         0.952     0.943     0.935     0.926

     2         1.859     1.833     1.808     1.783

     3         2.723     2.673     2.624     2.577

     4         3.546     3.465     3.387     3.312

     5         4.329     4.212     4.100     3.993

     6         5.076     4.917     4.767     4.623

     7         5.786     5.582     5.389     5.206     

     8         6.463     6.210     5.971     5.747

     131. Crown Corporation has offered to accept a $1,000 down payment and set

          up a note receivable for Bob Parsons that calls for four $1,000

          payments at the end of each of the next four years.  If Crown uses a

          six percent discount rate, the present value of the note receivable

          would be:

          a.   $3,960.

          b.   $3,168.

          c.   $4,212.

          d.   $3,465.

          e.   $4,465.
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     Question 132 refers to the following:

     Yipann Corporation is reviewing an investment proposal.  The initial

     cost as well as other related data for each year are presented in the

     schedule below.  All cash flows are assumed to take place at the end

     of the year.  The salvage value of the investment at the end of each

     year is equal to its net book value, and there will be no salvage

     value at the end of the investment's life.  Ignore income taxes.

                              Investment Proposal

     Year Initial Cost   Annual Net Cash Flows    Annual Net Income

     0    $105,000            $     0             $     0

     1                        $50,000             $15,000

     2                        $45,000             $17,000

     3                        $40,000             $19,000

     4                        $35,000             $21,000

     5                        $30,000             $23,000

     Yipann uses a 24 percent target rate of return for new investment

     proposals.  The discount figures for a 24 percent rate of return are

     given below:

                                        Present Value of an

                    Present Value of    annuity of $1.00

                    $1.00 Received at   Received at the End      

     Year           the End of Period    of Each Period

     1              .81                      .81

     2              .65                     1.46

     3              .52                     1.98

     4              .42                     2.40

     5              .34                     2.74

     6              .28                     3.02

     7              .22                     3.24

     132. The payback period for the investment proposal is:

          a.   .875 years.

          b.   1.933 years.

          c.   2.250 years.

          d.   over 5 years.

          e.   some period other than those given above.

     Question 133 refers to the following:

     133. Assuming that Rich Corporation will record a loss for 19x5 prior to

          this donation, the after-tax net cash outflow of this donation would

          be:

          a.    $3,000.

          b.    $7,000.

          c.    $10,000.

          d.    $0.
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     Question 134 refers to the following:

     The Weston Company is analyzing projects A, B, and C as possible

     investment opportunities.  Each of these projects has a useful life of

     five years.  The following information has been obtained:

                                         Project A   Project B   Project C

     Initial investment required         $(500,000)  $(480,000)  $(630,000)

     Present value of future cash

       inflows at a 10% discount rate    $ 675,000   $ 520,000   $ 690,000

     Time-adjusted rate of return              18%         14%         16%

     134. Which project has the highest ranking according to the net present

          value and the profitability index criteria?

                      Net Present Value       Profitability Index

          a.                B                       B

          b.                C                       A

          c.                B                       A

          d.                C                       C

     Questions 135-136 refer to the following:

     Parsons Company bought $45,000 worth of equipment at the beginning of

     19x4.  This equipment has a useful life of 8 years and a salvage value

     at the end of its useful life of $5,000.  This equipment is in the

     MACRS 5-year property class.  The tax rate is 30%.

     135. What would be the depreciation expense (for tax purposes) recorded on

          this equipment for 19x6 if Parsons uses the MACRS tables?

          a.    $7,680.

          b.    $5,000.

          c.    $8,640.

          d.    $5,175.

     136. If the equipment is sold at the end of eight years for the expected

          salvage value of $5,000, then the after-tax cash inflow resulting from

          this sale would be:

          a.    $0.

          b.    $1,500.

          c.    $5,000.

          d.    $3,500.
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     Questions 137-138 refer to the following:

     Anderson Company is analyzing two investment projects, K and L.  The

     following data are available:

                                               Project K         Project L

     Investment in research equipment now      $210,000              -

     Investment in working capital now               -           $100,000

     Net operating cash inflows                $140,000          $ 55,000

     Life of the project                       10 years          10 years

     The research equipment will have a total salvage value of $10,000 at

     the end of ten years.  The equipment is in the MACRS 7-year property

     class and will be depreciated using the optional straight-line method.

     At the end of the ten years, the working capital will be released for

     use elsewhere. The income tax rate is 30% and Anderson's after-tax

     cost of capital is 12%.

     137. The present value of the after-tax annual operating cash inflows of

          Project K is:

          a.    $553,700.

          b.    $237,300.

          c.    $447,272.

          d.    $486,864.

     138. The profitability index for Project K (carried to two decimal places)

          is:

          a.    1.83.

          b.    0.35.

          c.    2.83.

          d.    3.07.

     Question 139 refers to the following:

     Martin Company purchased a new machine on January 2, 19x4.  Data

     relating to the machine are as follows:

                 Cost of machine               $175,000

                 Salvage value                   25,000

                 Useful life                   8 years

     This machine is in the MACRS 5-year property class.  Martin uses a 10%

     discount rate in capital budgeting analysis.  The tax rate is 30%.

     139. If Martin uses the optional straight-line method, what will be the

          present value of the depreciation tax shield recorded in 19x7?

          a.    $6,147.

          b.    $14,343.

          c.    $16,734.

          d.    $7,172.
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     Questions 140-141 refer to the following:

     Shields Company is considering the purchase of a new computer.  This

     computer will have a useful life of six years.  The computer will be

     depreciated using the MACRS tables, and it belongs in the MACRS 5-year

     property class.  The tax rate is 30%, and the company's after-tax cost

     of capital is 10%.  The new computer will provide annual savings in

     cash operating costs (before taxes) of $15,000.  The new computer has

     a cash purchase cost of $45,000; however, an old, fully depreciated

     computer can be sold now for a salvage value of $5,000.  At the end

     of six years, the new computer will have a salvage value of $4,000.

     The new computer requires a $3,000 cash investment in working capital

     which will be released at the end of six years for use elsewhere.

     140. The present value of the after-tax net cash flows (all cash inflows

          less all cash outflows) occurring during Year 2 (to the nearest

          dollar) is:

          a.    $20,567.

          b.    $15,611.

          c.    $12,241.

          d.    $7,285.

     141. The present value of the after-tax net cash flows (all cash inflows

          less all cash outflows) occurring during Year 6 (to the nearest

          dollar) is:

          a.    $7,943.

          b.    $8,056.

          c.    $9,193.

          d.    $9,635.
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