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     SAMPLE EXAM MID-TERM

     1. A fundamental principle related to organizations is that

        a.    the types and number of physical assets must be limited in

              order to enhance organizational efficiency.

        b.    the organization consists of people bound together by a common

              objective.

        c.    all organizations have the same basic objectives.

        d.    the types of managerial accounting data needed to effectively

              manage the organization are virtually identical regardless of

              the organization's objectives.

     2. Managers involved in organizing and directing the organization's

        human and other resources typically would

        a.    organize such resources prior to the establishment of any

              short- or long-term plans.

        b.    organize such resources concurrent with the planning process.

        c.    ignore the planning process and would organize the entity's

              resources according to established models developed by experts

              in organizational development.

        d.    organize such resources in such a way as to most effectively

              carry out established plans.

     3. In decision making, managers use

        a.    financial accounting information exclusively since it is more

              objective and precise due to well-established principles and

              conventions.

        b.    information regarding the organization as a whole rather than

              segments of the organization in order to capture a broader

              perspective of the company's operations.

        c.    Nonmonetary information most frequently since monetary

              information ignores the effects of inflation and changes in

              technology.

        d.    whatever information is relevant to the decision even though

              the information does not conform to generally accepted

              accounting principles.
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     4. Rolf is the division manager of Division A of the Kuy Company.  A

        machine critical to one of the processes of Division A is old and is

        considerably slower than new machines on the market that perform the

        same function.  Although none of Kuy Company's competitors currently

        own any of the new machines, Rolf anticipates that these competitors

        will integrate the new machine into their production processes over

        the next five years.  Kuy is sufficiently strong financially to afford

        one of the new machines and the top management of Kuy would readily

        agree to the acquisition of the new machine if Rolf explained the

        situation and requested authorization for the purchase.  Rolf elects

        not to request that the new machine be purchased since purchase of

        the new machine would  increase depreciation charges and lower the

        net income of Division A.  Division A traditionally has been among

        the most profitable divisions of Kuy and Rolf is viewed by top

        management as largely responsible for the division's past success.

        As a result, Rolf likely will be promoted to a position in the

        corporate office during the next fiscal year.  The facts of the

        situation suggest that

        a.    Rolf has made the correct decision since he has acted to

              maintain the profitability of Division A.

        b.    the top management of Kuy should immediately centralize the

              equipment acquisition function and remove the authority for

              such acquisition from Rolf and the other division managers.

        c.    decentralization can result in less than optimal decisions for

              the organization as a whole even though the profitability of

              organizational subunits is maintained.

        d.    centralization always is preferable to decentralization since

              managers always act in their own best interests rather than that

              of the organization  as a whole.

     5. Budgets are a form of planning and

        a.    encompass both operating and financial matters relating to the

              organization.

        b.    consider only financial matters relating to the organization.

        c.    typically are not prepared on an annual basis.

        d.    typically are prepared for the organization as a whole and not

              for individual departments.

     6. A manager's initial need as regards managerial accounting information

        is for

        a.    detailed information rather than summaries of detailed

              information.

        b.    summaries of detailed information rather than detailed

              information.

        c.    both detailed information and summaries of detailed information.

        d.    information regarding general economic conditions that is

              obtained from a source external to the entity.
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     7. Managerial accounting focuses primarily on

        a.    reporting the activities for the entity as a whole.

        b.    reporting the activities of the relevant segments of the entity.

        c.    meeting established requirements for management reports

              established by professional standard-setting bodies.

        d.    determining the appropriate value at which inventory should be

              recorded.

     8. Managerial accounting reports are

        a.    required under the Foreign Corrupt Practices Act of 1977.

        b.    specified by the Securities and Exchange Commission.

        c.    governed by the requirements of generally accepted accounting

              principles.

        d.    designed to meet the needs of the managers using them and are

              not mandated by a regulatory body or outside agency.

     9. Management accounting in 1990s would be described most accurately as

        a.    a branch of financial accounting.

        b.    concerned primarily with the proper valuation of inventory.

        c.    a field of expertise separate from financial accounting and

              concerned primarily with management-oriented data rather than

              financially-oriented data.

        d.    a branch of industrial engineering.

     10. The role of managerial accounting for U. S. firms as a result of the

         creation the European Community will

         a.    decrease since U. S. firms will focus more on providing services

               rather than goods to consumers in the European Community.

         b.    decrease since U. S. firms will be more concerned with

               international accounting and reporting requirements.

         c.    increase since U. S. firms will focus more on mass markets

               rather than on "niche" markets.

         d.    increase since competition will be more intense and new costing

               systems  will be needed to provide a clear distinction between

               products that are profitable and those that are not.

     11. The Standards of Ethical Conduct for Management Accountants developed

         by the Institute of Management Accountants states that significant

         ethical issues should first be discussed with an immediate superior

         unless the superior is involved. If satisfactory resolution cannot be

         achieved when the problem is initially presented, then the issues

         should be

         a.    submitted to the next higher managerial level.

         b.    submitted to the chief executive officer of the firm.

         c.    submitted to the audit committee, executive committee, board of

               directors, or owners.

         d.    submitted to outside legal counsel.
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     12. The Standards of Ethical Conduct for Management Accountants developed

         by the Institute of Management Accountants states that when faced with

         significant ethical issues, management accountants should first

         a.    discuss such problems with the immediate superior except when

               it appears that the superior is involved.

         b.    clarify relevant concepts by confidential discussion with an

               objective advisor to obtain an understanding of possible courses

               of action.

         c.    follow the established policies of the organization bearing on

               the resolution of such conflict.

         d.    submit an informative memorandum describing the ethical issue

               to an appropriate representative of the organization and resign

               if no action is taken as a result of the memorandum.

     13. The cost of lubricants used to grease a machine used in the production

         process of a manufacturing company is an example of a

         a.       prime cost.

         b.       direct material cost.

         c.       an indirect material cost.

         d.       period cost.

     14. The amount paid by a manufacturing company for a factory building is

         considered

         a.       a sunk cost.

         b.       an opportunity cost.

         c.       a period cost.

         d.       an incremental cost.

     15. The controller of ABC Manufacturing would consider the cost of

         salaries paid to personnel in his/her department to be

         a.       direct and controllable.

         b.       direct but noncontrollable.

         c.       indirect and controllable.

         d.       indirect and noncontrollable.

     16. The production manager of ABC Manufacturing would consider the cost

         of salaries paid to personnel in the accounting department to be

         a.       direct and controllable.

         b.       direct but noncontrollable.

         c.       indirect and controllable.

         d.       indirect and noncontrollable.     

     17. Fixed costs expressed on a per unit basis

         a.       will react directly with changes in activity.

         b.       will react inversely with changes in activity.

         c.       are not affected by activity.

         d.

should be ignored in making decisions since they cannot

                  change.    
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     18. Product costs appear on the balance sheet

         a.       only if goods are partially completed at the end of the

                  period.

         b.       only if goods are unsold at the end of a period.

         c.       only if goods are partially completed, are unsold at the end

                  of a period, or both.

         d.       only in merchandising firms.

     19. Data for Cost A and Cost B are as follows:

               Number of Units

                  Produced      Unit Cost        Total Cost

         Cost A       1                ?            $       10

                     10                ?                   100

                    100                ?                  1000

                  1,000                ?                 10000

         Cost B

                  1                 5000                     ?

                 10                  500                     ?

                100                   50                     ?

              1,000                    5                     ?

         Which of the above best describes the behavior of Costs A and B?

         a.       Cost A is fixed, Cost B is variable.

         b.       Cost A is variable, Cost B is fixed.

         c.       Both Cost A and Cost B are variable.

         d.       Both Cost A and Cost B are fixed.

     20. The schedule of cost of goods manufactured of the MK Company shows the

         following balances for the year ended December 31, 19X5:

         Raw materials used in production      $900,000

         Direct labor                           560,000

         Total overhead costs                   750,000

         Ending work in process inventory       460,000

         Cost of goods manufactured           2,250,000

         The beginning work in process inventory was:

         a.       $500,000

         b.       $420,000

         c.       $1,250,000

         d.       $40,000
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     21. The following information is taken from the records of CL Company for

         the year ending December 31, 19X5:

         Direct materials                        $  5,000

         Manufacturing overhead                     6,000

         Total manufacturing costs                 17,000

         Beginning work in process inventory        1,000

         Cost of goods manufactured                 5,000

         What are the correct amounts for direct labor and ending work in

         process inventory?

                  Direct Labor             Ending Work in Process

         a.         $12,000                          $2,000

         b.         $11,000                          $2,000

         c.         $ 6,000                          $1,000

         d.         $ 6,000                          $3,000

     22. The following information is taken from the balance sheet of Fallows

         Manufacturing at September 30, 19X5:

                         Total assets                  $900,000

                         Cash                            20,000

                         Accounts receivable            105,000

                         Finished goods inventory       180,000

                         Work in process inventory       65,000

                         Prepaid expenses                15,000

                         Total long-term assets         500,000

         The raw materials inventory at September 30, 19X5 was

         a.       $30,000

         b.       $130,000

         c.       $15,000

         d.       $115,000

     23. A manufacturing company prepays its insurance coverage for a

         three-year period. The premium for the three years is $3,000 and is

         paid at the beginning of the first year.  Three-fourths of the

         premium applies to factory operations and one- fourth applies to

         selling and administrative activities.  What amounts should be

         considered product and period costs respectively for the first year

         of coverage?

                  Product         Period

         a.        $3,000          $  0

         b.        $2,250          $750

         c.        $1,500          $500

         d.        $  750          $250
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     24. Determining the basis for applying manufacturing overhead costs

         involves

         a.    primarily the accumulation of direct labor hours since virtually

               all overhead costs are driven by direct labor hours.

         b.    primarily the maintaining of accurate records of production

               volume since virtually all overhead costs are driven by the

               number of units produced.

         c.    the determination of a measure of activity that is a causal

               factor in the incurrence of overhead cost.

         d.    actual rather than budgeted levels of activity.

     25. Which of the following entries would record correctly the application

         of overhead cost?

         a.    Work in Process                     xxx

                           Accounts Payable                    xxx

         b.    Manufacturing Overhead              xxx

                           Accounts Payable                    xxx

         c.    Manufacturing Overhead              xxx

                           Work in Process                     xxx

         d.    Work in Process                     xxx

                           Manufacturing Overhead              xxx

     26. Overapplied overhead means that

         a.    the applied overhead cost was less than the actual overhead cost.

         b.    the applied overhead cost was greater than the actual overhead

               cost.

         c.    the estimated overhead cost was less than the actual overhead

               cost.

         d.    the estimated overhead cost was less than the applied overhead

               cost.

     27. The operations of the Kerry Company resulted in underapplied overhead

         of $5,000. The entry to close out this balance and the effect of the

         underapplied overhead on cost of goods sold would be

                                                               Effect on Cost

                 Entry                                          of Goods Sold

         a.    Manufacturing Overhead        5,000             Deduct $5,000

                     Cost of Goods Sold            5,000

         b.    Cost of Goods Sold            5,000             Deduct $5,000

                     Manufacturing Overhead        5,000

         c.    Cost of Goods Sold            5,000             Add $5,000

                     Manufacturing Overhead        5,000

         d.    Manufacturing Overhead        5,000             Add $5,000

                     Cost of Goods Sold            5,000
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     28. Which of the following statements is true?

         I.    Overhead application may be made slowly as a job is worked on.

         II.   Overhead application may be made in a single application at the

               time of completion of the job.

         III.  Overhead application should be made to any job not completed

               at year-end in order to properly value the work in process

               inventory.

         a.    Only statement I is true.

         b.    Only statement II is true.

         c.    Both statements I and II are true.

         d.    Statements I, II, and III are all true.

     29. As manufacturing moves toward automation, direct labor 

         a.    continues to be a major factor in the cost of products since

               supervisory  salaries are increasing.

         b.    continues to be a major factor in the cost of products since

               automation is not capable of totally supplanting production

               workers.

         c.    is becoming less of a factor in the cost of products since

               machines now perform various functions that once were

               performed by direct labor workers.

         d.    continues to be an appropriate base for computing overhead

               rates in all situations.

     30. Overapplied factory overhead would result if

         a.    the plant was operated at less than normal capacity.

         b.    factory overhead costs incurred were less than estimated

               overhead costs.

         c.    factory overhead costs incurred were less than overhead costs

               charged to production.

         d.    factory overhead costs incurred were greater than overhead

               charged to production.

     31. Under a job costing system, the dollar amount of the entry involved

         in the transfer of inventory from work in process to finished goods

         is the sum of the costs charged to all jobs

         a.    started in process during the period.

         b.    in process during the period.

         c.    completed and sold during the period.

         d.    completed during the period.
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     32. Emco Company uses direct labor cost as a basis for computing its

         predetermined overhead rate.  In computing the predetermined overhead

         rate for last year, the company misclassified a portion of direct

         labor cost as indirect labor.  The effect of this misclassification

         will be to

         a.    understate the predetermined overhead rate.

         b.    overstate the predetermined overhead rate.

         c.    have no effect on the predetermined overhead rate.

         d.    cannot be determined from the information given.

     33. If the work in process inventory is overstated at the end of an

         accounting period, the effect will be

         a.    finished goods will be overstated.

         b.    the cost of goods manufactured will be overstated.

         c.    the cost of goods sold will be understated.

         d.    cannot be determined from the information given.

     34. If a company applies overhead to production on the basis of a

         predetermined rate, a debit balance in the manufacturing overhead

         account at the end of the period means that

         a.    actual overhead cost was greater than the amount charged to

               production.

         b.    actual overhead cost was less than the amount of direct labor

               cost.

         c.    more overhead cost has been charged to production than has been

               charged to finished goods during the period.

         d.    actual overhead cost was less than the amount charged to

               production.

     35. On the schedule of cost of goods manufactured, the final cost of goods

         manufactured figure represents

         a.    the amount of cost charged to work in process during the period.

         b.    the amount of cost transferred from finished goods to cost of

               goods sold  during the period.

         c.    the amount of cost placed into production during the period.

         d.    the amount of cost of goods brought to completion during the

               current year  whether they were started before or during the

               current year.
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     36. Compute the amount of direct materials used during August if $25,000

         of raw materials was purchased during the month and the inventories

         were as follows:

                                       Balance           Balance

               Inventories             August 1          August 31

               Raw Materials          $ 5,000            $ 3,000

               Work in process         13,000             16,000

               Finished goods          25,000             27,000

         a.    $16,000

         b.    $19,000

         c.    $23,000

         d.    $27,000

     37. Precision Company used a predetermined overhead rate during 19x2 of

         $3 per direct labor hour, based on an estimate of 24,000 direct labor

         hours to be worked during the year.  Actual costs and activity during

         19x2 were:

         Actual manufacturing overhead cost incurred     $84,000

         Actual direct labor hours worked                 27,000

         The under- or overapplied overhead for 19x2 would be

         a.    $3,000 underapplied

         b.    $3,000 overapplied

         c.    $12,000 underapplied

         d.    $9,000 overapplied

     38. The work in process account of a manufacturing firm shows a balance

         of $3,000 at the end of an accounting period.  The job cost sheets

         of two uncompleted jobs show charges of $500 and $300 for materials

         used, and charges of $400 and $600 for direct labor used.  From this

         information, it appears that the company is using a predetermined

         overhead rate, as a percentage of direct labor costs, of

         a.    83%

         b.    120%

         c.    40%

         d.    250%     

     39. For 19x4, Parsons Company incurred $250,000 in actual manufacturing

         overhead cost.  The Manufacturing Overhead account showed that

         overhead was overapplied in the amount of $12,000 for the year.  If

         the predetermined overhead rate was $8.00 per direct labor hour, how

         many hours were worked during the year?

         a.    31,250 hours

         b.    30,250 hours

         c.    32,750 hours

         d.    29,750 hours
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     40. The Donaldson Company uses a job-order cost system.  The following

         data were recorded for July:

                               July 1                  Added During July    

                           Work in Process         Direct             Direct

         Job Number           Inventory            Materials          Labor 

         475                    $1,500             $  500             $  300

         476                    $1,000             $  700             $  900

         477                    $  900             $1,000             $1,500

         478                    $  700             $1,200             $2,000

         Overhead is charged to production at 80 percent of direct materials

         cost.  Jobs 475, 477, and 478 were completed during July and

         transferred to finished goods. Jobs 475 and 478 have been delivered

         to the customer. Donaldson's Work in Process inventory balance on

         July 31 was:

         a.    $7,280

         b.    $2,600

         c.    $3,160

         d.    $3,320

     41. Birk Co. uses a job order cost system.  The following debits (credit)

         appeared in Birk's work-in-process account for the month of April

         19x2:

                     April       Description             Amount

                         1       Balance                 $ 4,000

                        30       Direct materials         24,000

                        30       Direct labor             16,000

                        30       Factory overhead         12,800

                        30       To finished goods       (48,000)

         Birk applies overhead to production at a predetermined rate of 80%

         of direct labor cost.  Job No. 5, the only job still in process on

         April 30, 19x2, has been charged with direct labor of $2,000.

         What was the amount of direct materials charged to Job No. 5?

         a.    $3,000

         b.    $5,200

         c.    $8,800

         d.    $24,000

     42. A job order cost system uses a predetermined factory overhead rate

         based on expected activity and expected fixed cost.  At the end of

         the year, underapplied overhead might be explained by which of the

         following situations?

                  Actual activity        Actual fixed costs 

         a.    Greater than expected   Greater than expected

         b.    Greater than expected   Less than expected

         c.    Less than expected      Greater than expected

         d.    Less than expected      Less than expected
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     43. In a job order cost system, manufacturing overhead is

               An indirect       A necessary element

               cost of jobs         in production   

         a.          No                Yes

         b.          No                No

         c.          Yes               Yes

         d.          Yes               No

     44. A key concept of the JIT inventory system is:

         a.    the raw materials, work in process, and finished goods

               inventories of manufacturing companies act as buffers so that

               operations can proceed smoothly even if suppliers are late with

               deliveries or a department is unable to operate for a brief

               period due to breakdowns or other reasons.

         b.    the use of many suppliers in order to ensure rapid delivery of

               materials for production.

         c.    the maintenance of a stock of raw materials so that defective

               materials can be replaced quickly in order to maintain a high

               rate of productivity.

         d.    inventories are costly to carry and can be kept to minimum

               levels or eliminated entirely with careful planning.

     45. The flow of goods through a JIT system is based on:

         a.    a workstation efficiently completing its processing of a

               batch of units so that the units can proceed forward to the

               next workstation regardless of whether the next workstation is

               ready to receive them.

         b.    processing goods in large batch sizes rather than less

               economical small batches.

         c.    maintaining a stockpile of raw materials in anticipation of

               errors in  production.

         d.    producing to meet customer demand with no buildup of inventory

               at any  point in the production process.

     46. The plant layout under the JIT concept emphasizes:

         a.    a functional approach in which machines performing the same

               function are  grouped together.

         b.    a product approach in which all machines needed in the

               production of a particular product are grouped together.

         c.    a facilities approach in which all machines of a similar nature

               are located in one plant building.

         d.    a contractual approach in which the processing of certain

               subassemblies is performed by a small number of independent

               machine shops under contract to the manufacturing company.
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     47. Control over work in process inventories in a JIT environment is

         achieved through

         a.    detailed production reports showing the calculation of

               equivalent units and unit costs.

         b.    application of mathematical models to determine the appropriate

               level of  work in process inventories.

         c.    inspections by engineers to determine the amounts and levels of

               completion of work in process inventories.

         d.    visual control by the line supervisor.

     48. The term throughput means

         a.    the length of time required to turn materials into products.

         b.    the total volume of production through a facility during a

               period

         c.    the time involved in changing equipment, moving material about,

               and putting forms and jigs in place to accommodate the

               production of a different item.

         d.    production of goods without the accumulation of raw materials or

               work in process inventories.

     49. A company adopting the JIT philosophy would

         a.    produce large batches of products in order to recoup the costs

               associated with setup time involved with starting a production

               run of product.

         b.    attempt to reduce setup time in order to economically produce

               in smaller batches.

         c.    adapt a functional plant layout (all similar machines

               together)in order to enhance production flexibility.

         d.    provide specialized training to workers that would allow such

               workers to become highly specialized on a single machine.

     50. Which of the following statements regarding total quality control is

         not correct?

         a.    In a flexible manufacturing system, inspections on goods are

               performed manually by quality control inspectors.

         b.    Total quality control demands that suppliers provide prompt

               delivery of goods that are free of defects.

         c.    Components in the manufacturing process that are defective will

               halt the entire flow line.

         d.    The inspection function for incoming goods is shifted from the

               company to its suppliers.
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     51. Departmental overhead rates may not correctly assign overhead costs

         due to  the use of direct labor hours in allocating overhead cost to

         products rather than machine time or quantity of materials used.

         b.    the high correlation between direct labor-hours and the

               incurrence of overhead costs.

         c.    over reliance on volume as a basis for allocating overhead costs

               where products differ regarding the number of units produced,

               lot size, or complexity of production.

         d.    difficulties associated with identifying cost pools for the

               first stage  of the allocation process.

     52. Which of the following is not a step in the design of an

         activity-based costing system?

         a.    Conducting a process value analysis.

         b.    Identifying appropriate departments or operations as cost pools

               for the first stage of allocation.

         c.    Tracing costs to activity centers.

         d.    Selecting cost drivers.

     53. A cost driver

         a.    is a term that applies only to activity-based costing systems.

         b.    relates only to direct labor-hours or machine-hours.

         c.    is identified only for the first stage in cost assignment.

         d.    is identified for both the first stage and the second stage in

               cost assignment.

     54. An important consideration in selecting a cost driver is

         a.    whether the entity is a service or manufacturing entity since

               activity- based costing cannot be applied to service entities.

         b.    the need to spread overhead costs to high volume products.

         c.    the tendency of activity-based costing to cause fewer and fewer

               overhead

               costs to be directly traceable to individual products.

         d.    the degree to which the cost driver measures actual consumption

               by products

               of the activity involved.

                                                   Page 14     Version 1

     55. Book Co. uses the activity-based costing approach for cost allocation

         and product costing purposes.  Printing, cutting, and binding

         functions make up the manufacturing process.  Machinery and equipment

         are arranged in operating cells that produce a complete product

         starting with raw materials.  Which of the following are

         characteristic of Book's activity-based costing approach?

         I.    Cost drivers are used as a basis for cost allocation.

         II.   Costs are accumulated by department for purposes of product

               costing.

         III.  Activities that do not add value to the product are identified

               and reduced to the extent possible.

         a.    I only.

         b.    I and II.

         c.    I and III.

         d.    II and III.

     56. The relative proportion of variable, fixed, and mixed costs in a firm

         is known as the firm's

         a.    contribution margin.

         b.    cost structure.

         c.    product mix.

         d.    relevant range.

     57. The determination as to whether a cost is variable is based upon

         a.    whether the cost in total varies only with production or sales.

         b.    whether the cost per unit varies according to the number of

               units produced or sold.

         c.    whether the cost varies in total according to changes in the

               activity base  which may include bases other than units produced

               or sold.

         d.    whether the cost varies per unit according to changes in the

               activity base which may include bases other than units produced

               or sold.

     58. Which of the following types of firms likely would have a high

         proportion of variable costs in its cost structure?

         a.    Public utility.

         b.    Airline.

         c.    Fast food outlet.

         d.    Architectural firm.

     59. A disadvantage of the high-low method of cost analysis is that 

         a.    it typically results in totally inaccurate cost formulae.

         b.    it is too time consuming to apply.

         c.    it uses two extreme data points, which may not be representative

               of normal conditions.

         d.    it relies totally on the judgment of the person performing the

               cost analysis.
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     60. The least-squares method of cost analysis

         a.    uses all the plotted points representing cost and levels of

               activity to  fit a regression line by visual inspection.

         b.    uses only a sample of observed data as plotted points

               representing cost  and levels of activity to fit a regression

               line through the use of mathematical formulae.

         c.    uses all observed data as plotted points representing cost and

               levels of activity to fit a regression line through the use of

               mathematical formulae.

         d.    uses the squared values of the high and low points of activity

               and cost to estimate a cost formula.

     61. Which of the following is unlikely to be classified as a fixed cost?

         a.    Property taxes.

         b.    Depreciation.

         c.    Rent on factory building.

         d.    Supplies.

     62. Sales for 19x4 for Kallas Company were $300,000.  Net income totalled

         $50,000 and cost of goods sold was $132,000.  If Kallas Company's

         contribution margin equalled $120,000, total variable selling and

         administrative expenses must equal

         a.    $70,000.

         b.    $180,000.

         c.    $118,000.

         d.    $48,000.

     63. The degree of operating leverage

         a.    increases as sales and profits rise.

         b.    is lowest at the break-even point.

         c.    is greatest at the break-even point.

         d.    is constant across all levels of sales and profits.

     64. Calculation of the break-even point using the equation method requires

         that

         a.    the unit sales price, unit variable expenses, and total fixed

               expenses always must be known.

         b.    even though the dollar relationship between variable expenses

               and sales is not known, the percentage relationship between

               variable expenses and sales as well as the total amount of

               fixed expenses must be known.

         c.    only the sales and fixed expenses must be known.

         d.    only the total of variable and fixed expenses must be known.     

     65. The break-even point in units is calculated using

         a.    fixed expenses and the contribution margin ratio.

         b.    variable expenses and the contribution margin ratio.

         c.    fixed expenses and the unit contribution margin.

         d.    variable expenses and the unit contribution margin.
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     66. The calculation of the break-even point in terms of sales dollars is

         represented by which of the following?

         a.         Fixed Expenses     

               Unit Contribution Margin

         b.        Variable Expenses    

               Contribution Margin Ratio

         c.         Fixed Expenses      

               Contribution Margin Ratio

         d.          Gross Profit      

               Unit Contribution Margin

     67. Which of the following would be true of the contribution margin and

         variable costs of a capital intensive company as compared to a

         labor-intensive company?

               Contribution Margin      Variable Costs

         a.          Higher                  Higher

         b.          Lower                   Higher

         c.          Higher                  Lower

         d.          Lower                   Lower

     68. Which of the following is not an assumption typically made in

         cost-volume-profit analysis?

         a.    The behavior of both revenues and costs is linear throughout

               the entire relevant range.

         b.    The sales mix is constant.

         c.    Costs can be accurately divided into fixed and variable

               elements.

         d.    the number of units produced does not equal the number of units

               sold.

     69. Garth Company sells a single product.  If the sales price per unit and

         the variable cost per unit both increase 10% and fixed costs do not

         change, then

               Unit

               Contribution      Contribution      Break-even

               Margin            Margin Ratio       in Units 

         a.    increases         increases         decreases

         b.    no change         no change         no change

         c.    no change         increases         no change

         d.    increases         no change         decreases
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     70. The following monthly data are available for the W.K. Kent Company:

                                 Product A   Product B   Product C     Total

         Sales                   $100,000    $80,000     $40,000     $220,000

         Variable expenses         55,000     64,000      12,000      131,000

         Contribution margin      $45,000    $16,000     $28,000     $ 89,000

         Fixed expenses           ÍÍÍÍÍÍÍ    ÍÍÍÍÍÍÍ     ÍÍÍÍÍÍÍ       76,540

         Net income                                                  $ 12,460

                                                                     ÍÍÍÍÍÍÍÍ

         The break-even sales for the month for the company are:

         a.    $170,089.

         b.    $189,200.

         c.    $139,164.

         d.    $127,567.

     71. Carlton Company sells a single product at a selling price of $40 per

         unit. Variable costs are $22 per unit and fixed costs are $82,800.

         Carlton's break- even point is:

         a.    $184,000

         b.    3,764 units

         c.    $150,545

         d.    2,070 units

     72. Brown Company has sales of 2,000 units at $70 per unit.  Variable

         costs are 40% of the sales price.  If total fixed costs are $44,000,

         the degree of operating leverage is:

         a.    .79

         b.    1.40

         c.    3.50

         d.    2.10

     73. The records of the Dodge Company show the following results for the

         most recent year:

         Sales (16,000 units)          $256,000

         Variable expenses              160,000

         Net income                      32,000

         Given this data, the unit contribution margin was:

         a.    $16.

         b.    $4.

         c.    $2.

         d.    $6.
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     74. The Herald Company manufactures and sells a single product, Product

         G.  Product  G sells for $50 per unit and has a contribution margin

         ratio of 30%.  The company's monthly fixed expenses are $25,000.  If

         Herald desires a monthly target net income equal to 20% of sales

         dollars, sales in units will have to be (rounded):

         a.    2,500 units.

         b.    5,000 units.

         c.    1,666 units.

         d.    1,000 units.

     75. Patterson Company's variable costs are 55% of sales.  At a $400,000

         sales level, the degree of operating leverage is 5.  If sales

         increase by $30,000, the new degree of operating leverage will be

         (rounded):

         a.    5.00

         b.    3.18

         c.    2.91

         d.    3.91

     76. The Clyde Company's variable costs are 35% of sales.  Clyde Company is

         contemplating an advertising campaign that will cost $25,000.  If

         sales are expected to increase $75,000, the company's net income

         will increase by:

         a.    $26,250

         b.    $23,750

         c.    $1,250

         d.    $65,000
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     77. In the profit graph above, EF and GH represent the profit-volume

         lines of a single-product company for 19x1 and 19x2 respectively.

         If 19x1 and 19x2 unit sales prices are identical, how did total fixed

         costs and unit variable costs of 19x2 change compared to 19x1?

               19x2 total fixed costs        19x2 unit variable costs

         a.          Decreased                     Increased

         b.          Decreased                     Decreased

         c.          Increased                     Increased

         d.          Increased                     Decreased

     78. When production exceeds sales, the net income reported under

         absorption costing generally will be

         a.    less than net income reported under variable costing.

         b.    greater than net income reported under variable costing.

         c.    equal to net income reported under variable costing.

         d.    higher or lower because no generalization can be made.

     79. Selling and administrative expenses are considered to be 

         a.    a product cost under variable costing.

         b.    a product cost under absorption costing.

         c.    part of fixed manufacturing overhead under variable costing.

         d.    a period cost under variable costing.

     80. Which of the following are considered to be a product cost under

         absorption costing?

         I.    Variable manufacturing overhead.

         II.   Fixed manufacturing overhead.

         III.  Selling and administrative expenses.

         a.    I, II, and III.

         b.    I and III.

         c.    I and II.

         d.    I.

     81. When production exceeds sales, net income reported under variable

         costing generally will be

         a.    greater than net income reported under absorption costing.

         b.    less than net income reported under absorption costing

         c.    equal to net income reported under absorption costing.

         d.    higher or lower because no generalization can be made.     

     82. For external reporting on financial statements, a company is

         a.    allowed to cost units of product by either the absorption or

               variable costing methods.

         b.    required to use variable costing to cost units or product.

         c.    required to use absorption costing to cost units of product.

         d.    subject to no professional pronouncements nor government

               regulations regarding the costing of units of products.
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     83. George Company has no beginning inventory and manufactures a single

         product.  If the number of units produced during 19x4 exceeds the

         number of units sold, then net income under the absorption method

         for the year will

         a.    be equal to the net income under variable costing.

         b.    be greater than the net income under variable costing.

         c.    be equal to the net income under variable costing plus total

               fixed

               manufacturing costs.

         d.    be equal to the net income under variable costing less total

               fixed manufacturing costs.

     84. During 19x4, King Company had net income under absorption costing that

         was $3,500 lower than its income under variable costing.  The company

         sold 7,000 units during the year, and its variable costs were $7 per

         unit, of which $3 was variable selling expense.  If fixed production

         cost was $2 per unit under absorption costing, then how many units

         did the company produce during the year?

         a.    5,250 units.

         b.    8,750 units.

         c.    6,500 units.

         d.    6,125 units.

     85. In a situation where inventories are expected to change, the type of

         costing that provides the best information for breakeven analysis is

         a.    job order costing.

         b.    variable (direct) costing.

         c.    joint costing.

         d.    absorption (full) costing.

         e.    operation costing.

     Questions 86-87 refer to the following:

     At a sales volume of 30,000 units, Carne Company's total fixed costs

     are $30,000 and total variable costs are $45,000.  The relevant range

     for the product is 20,000 to 40,000 units.

     86. If Carne Company were to sell 32,000 units, the total expected cost

         would be:

         a.       $75,000

         b.       $78,000

         c.       $80,000

         d.       $77,000     

     87. If Carne Company were to sell 40,000 units, the total expected cost

         per unit (rounded to the nearest cent) would be:

         a.       $2.50

         b.       $2.25

         c.       $2.13

         d.       $1.88
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     Questions 88-89 refer to the following:

     The Clyde Company had the following data for the month of November,

     19x5:

     Inventories                      11/1/x5          11/30/x5

     Raw materials                    $17,000          $    ?

     Work in process                   14,000            12,000

     Finished goods                       ?               9,000

     Additional Data:

     Sales Revenue                                      $102,000

      Direct labor costs                                  10,000

      Manufacturing overhead costs                        12,000

      Selling expenses                                    14,000

      Administrative expenses                             16,000

     88. If the cost of raw materials purchased in November was $10,000 and

         the cost of goods manufactured was $40,000, then the inventory of

         raw materials on November 30 was:

         a.       $11,000

         b.       $23,000

         c.       $10,000

         d.       $12,000

     89. If the cost of goods manufactured for November was $40,000 and net

         income was $40,000, then the finished goods inventory on November 1

         was

         a.       $22,000

         b.       $9,000

         c.       $42,000

         d.       $1,000

     Question 90 refers to the following:

     Kaufmann Company recorded the following data for the month of

     January, 19X5:

     Inventories              1/1/X5          1/31/X5

     Raw Materials            22,000           21,000

     Work in process          16,000           13,000

     Finished goods           20,000           25,000

     Additional data:

     Sales revenue                 $200,000

     Direct labor costs              30,000

     Manufacturing overhead costs    70,000

     Selling expenses                15,000

     Administrative expenses         25,000
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     90. Assume that the cost of goods sold for January was $120,000. The net

         income for January would be:

         a.       $35,000

         b.       $65,000

         c.       $55,000

         d.       $40,000

     Questions 91-93 refer to the following:

     T accounts for Belson Company are as follows:

               Raw Materials                  Work in Progress

     ÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÂÄÄÄÄÄÄÄÄÄÄÄ       ÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÂÄÄÄÄÄÄÄÄ

     Beg. Bal   5,000 ³20,000 (2)        Beg. Bal    9,000 ³ ?  (7)

       (1)     17,000 ³                    (2)      13,000 ³

                      ³                    (4)      16,000 ³

                      ³                    (6)      29,000 ³

          Manufacturing Overhead             Cost of Goods Sold

     ÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÂÄÄÄÄÄÄÄÄÄÄÄ       ÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÂÄÄÄÄÄÄÄÄ

       (2)      7,000 ³29,000 (6)                          ³

       (3)     14,000 ³                                    ³

       (4)      6,000 ³                                    ³

       (5)      3,000 ³                                    ³

                              Accounts Payable

                         ÄÄÄÄÄÄÄÄÄÄÄÄÄÂÄÄÄÄÄÄÄÄÄÄÄ

                                      ³17,000 (1)

                                      ³ 3,000 (5)

                                      ³

             Finished Goods              Wages and Salaries Payable

     ÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÂÄÄÄÄÄÄÄÄÄÄÄ       ÄÄÄÄÄÄÄÄÄÄÂÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄ

     Beg. Bal  16,000 ³                            ³ 5,000   Beg. Bal

       (7)     60,000 ³                            ³31,000     (4)

     End. Bal  13,000 ³                            ³

          Sales Salaries Expense        Accumulated Depreciation (Factory)

     ÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÂÄÄÄÄÄÄÄÄÄÄÄ      ÄÄÄÄÄÄÄÄÄÄÄÂÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄ

       (4)      9,000 ³                            ³80,000   Beg. Bal

                      ³                            ³14,000     (3)

                      ³                            ³

     91. The cost of goods manufactured is:

         a.    $56,000

         b.    $58,000

         c.    $59,000

         d.    $60,000
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     92. The manufacturing overhead applied is:

         a.    $28,000

         b.    $29,000

         c.    $30,000

         d.    $38,000

     93. The cost of direct materials used is:

         a.    $12,000

         b.    $13,000

         c.    $16,000

         d.    $20,000

     Question 94 refers to the following:

     Loraine Company has only Job 484 in process on August 1, 19x4.  The

     job has been charged with $2,500 of direct material cost, $3,000 of

     direct labor cost, and $2,100 of manufacturing overhead cost.  The

     company assigns overhead cost to jobs at a predetermined rate of 70%

     of direct labor cost.  Any under- or overapplied overhead cost is

     closed to Cost of Goods Sold at the end of the month.

     During August, the following activity and amounts were recorded by

     the company:

     Raw materials (all direct materials):

           Purchased during the month                      $30,000

           Used in production                               31,000

     Labor:

           Direct labor hours worked during the month        3,000

           Direct labor cost incurred                      $27,000

           Indirect labor cost incurred                      6,000

     Manufacturing overhead costs incurred (total)         $19,000

     Inventories:

           Raw materials (all direct) August 31            $ 8,000

           Work in process, August 31                      $15,000*

                 *contains $6,000 of direct labor cost

     94. The entry to dispose of the under- or overapplied overhead cost for

         the month would include:

         a.    a credit of $100 to Cost of Goods Sold.

         b.    a credit of $6,000 to Manufacturing Overhead.

         c.    a debit of $6,000 to Cost of Goods Sold.

         d.    A credit of $100 to the Manufacturing Overhead Account.
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     Question 95 refers to the following:

     Nelson Company's activity for the first six months of 19x4 is as

     follows:

           Machine           Electrical

            Month               Hours                Cost

           January              4,000               $3,120

           February             6,000               $4,460

           March                4,800               $3,500

           April                3,800               $3,040

           May                  3,600               $2,900

           June                 4,200               $3,200

     95. Using the high-low method, the variable rate per machine hour would be

         a.    $.65

         b.    $.40

         c.    $.70

         d.    $.67

     Question 96 refers to the following:

     Stanley Company had the following data for the second quarter of 19x2:

     Sales                         $280,000

     Fixed manufacturing overhead    35,000

     Direct labor                    52,500

     Fixed selling expense           26,250

     Variable manufacturing overhead 21,000

     Variable administrative expense 28,000

     Direct materials                31,500

     Fixed administrative expense    24,500

     Variable selling expense        29,750

     96. The gross margin of Stanley Company for the second quarter of 19x2

         was:

         a.    $87,500

         b.    $171,500

         c.    $175,000

         d.    $140,000

     Questions 97-98 refer to the following:

     One of Matthew Company's competitors has learned that Matthew has a

     total expense per unit of $1.50 at the 15,000 unit level of activity

     and total expense per unit of $1.45 at the 20,000 unit level of

     activity.
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     97. What would be the competitor's prediction of variable cost per unit

         for Matthew Company?

         a.    $1.30 per unit.

         b.    $.77 per unit.

         c.    $1.50 per unit.

         d.    $1.45 per unit.

     98. What would be the competitor's prediction of total fixed cost per

         period?

         a.    $22,500.

         b.    $28,000.

         c.    $13,600.

         d.    $3,000.

     Questions 99-100 refer to the following:

                                  This Year   Last Year

     Units Sold                     250,000     200,000

     Sales Revenue               $1,250,000  $1,000,000

     Less: Cost of Goods Sold       875,000     700,000

     Gross Margin                  $375,000    $300,000

     Less: Operating Expenses       222,000     210,000

     Net Income                    $153,000    $ 90,000

     99. What are the company's total fixed operating expenses per year?

         a.    $60,000.

         b.    $174,000.

         c.    $150,000.

         d.    $162,000.

     100. What is the company's contribution margin for this year?

          a.    $315,000.

          b.    ($667,500).

          c.    $375,000.

          d.    $213,000.

     Questions 101-102 refer to the following:

     Monthly cost and revenue amounts for a textbook are as follows:

            Fixed Costs                          Variable Costs

     Copy editing      $3,000       Printing and binding        $1.60/copy

     Art work          $1,000       Bookstore discounts         $2.00/copy

     Typesetting       $36,000      Salespersons' commissions   $ .25/copy

                                    Author's royalties          $1.00/copy

     Each book sells for $10 per copy.
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     101. The contribution margin ratio for the textbook is:

          a.    41.5%

          b.    54.0%

          c.    71.5%

          d.    51.5%

     102. The degree of operating leverage (assuming sales volume of 10,000

          copies) is

          a.    4.48

          b.    3.48

          c.    4.22

          d.    8.70

     Questions 103-104 refer to the following:

     Sales                   $600,000

     Variable expenses        420,000

     Fixed expenses           126,000

     103. The contribution margin is:

          a.    $420,000

          b.    $54,000

          c.    $474,000

          d.    $180,000

     104. The break-even point in sales dollars is:

          a.    $420,000

          b.    $180,000

          c.    $546,000

          d.    $500,000

     Question 105 refers to the following:

     Sales                                     10,000 units

     Sales price                               $30 per unit

     Contribution margin ratio                 30%

     Margin of safety percentage               40%

     105. The break-even level in sales dollars is:

          a.    $180,000

          b.    $90,000

          c.    $210,000

          d.    $54,000

                                                   Page 27     Version 1

     Question 106 refers to the following:

     Sales                   2,000 units

     Sales Price             $60 per unit

     Variable Cost           $40 per unit

     Fixed Cost              $20,000

     106. If the dollar contribution margin per unit is increased by 10% and if

          total fixed cost is decreased by 20%, net income will:

          a.    increase by $2,000.

          b.    increase by $12,000.

          c.    increase by $8,000.

          d.    increase by $16,000.

     Question 107 refers to the following:

     Sales per period              1,000

     Selling price                 $35 per unit

     Variable cost of sales        $15 per unit

     Selling expenses              $5,000 + 5% of sales price

     Administrative expenses       $3,000 +10% of sales price

     107. The contribution margin ratio would be (rounded):

          a.    57%

          b.    58%

          c.    42%

          d.    62%

     Question 108 refers to the following:

     Barnes Corporation manufactures skateboards and is in the process of

     preparing next year's budget.  The pro forma income statement for the

     current year is presented below.

     Sales                                           $1,500,000

     Cost of sales:                                  

           Direct materials        $250,000

           Direct labor             150,000

           Variable overhead         75,000

           Fixed overhead           100,000             575,000

     Gross profit                                       925,000  

     Selling and G&A

           Variable                 200,000

           Fixed                    250,000             450,000

     Operating income                                $  475,000

                                                     ÍÍÍÍÍÍÍÍÍÍ
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     108. For the coming year, the management of Barnes Corporation anticipates

          a 10 percent increase in sales, a 12 percent increase in variable

          costs, and a $45,000 increase in fixed expenses.  The breakeven point

          for next year would be

          a.    $729,027

          b.    $862,103

          c.    $214,018

          d.    $474,000

          e.    $700,000

     Question 109 refers to the following:

     The Southern Company manufactures a single product.  Assume the

     following data for 19x5:

     Variable costs per unit:

           Selling and administrative               $14

           Production                               $38

     Fixed costs in total:

           Production                          $140,000

           Selling and administrative          $ 84,000

     During 19x5, 7,000 units were produced and 6,800 units were sold.

     109. Under absorption costing, the cost of goods sold for 19x5 would be

          a.    $258,400.

          b.    $394,400.

          c.    $353,600.

          d.    $398,400.

     Questions 110-111 refer to the following:

     During 19x2, Krepps Company manufactured 20,000 units and sold 15,000

     units.  Production costs for the year were as follows:

     Fixed Overhead                      $240,000

     Variable Overhead                   $200,000

     Direct Labor                        $110,000

     Direct Materials                    $170,000

     Sales totaled $825,000 for the year, variable selling expenses totaled

     $108,000, and fixed selling and administrative expenses totaled

     $165,000. There were no units in the beginning inventory.

     110. Under absorption costing, the inventoriable cost of one unit of

          product would be

          a.    $49.65.

          b.    $43.20.

          c.    $36.00.

          d.    $31.20
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     111. Under variable costing, the company's net income for the year would be

          a.    $101,250 lower than under absorption costing.

          b.    $60,000 lower than under absorption costing.

          c.    $101,250 higher than under absorption costing.

          d.    $60,000 higher than under absorption costing.
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