PART 4A
DECISION THEORY AND INFORMATION SYSTEMS

261 QUESTIONS

[Fact Pattern #1]

Stewart Industries has been producing two bearings, 

components B12 and B18, for use in production.

                                    B12        B18

                                   ------     ------

 Machine hours required per unit     2.5        3.0

 Standard cost per unit:

   Direct material                 $ 2.25     $ 3.75

   Direct labor                      4.00       4.50

 Manufacturing overhead:

   Variable (See Note 1)             2.00       2.25

   Fixed (See Note 2)                3.75       4.50

                                   ------     ------

                                   $12.00     $15.00

                                   ======     ======

Stewart's annual requirement for these components is 

8,000 units of B12 and 11,000 units of B18. Recently, 

Stewart's management decided to devote additional 

machine time to other product lines resulting in only 41,000 

machine hours per year that can be dedicated to the 

production of the bearings. An outside company has 

offered to sell Stewart the annual supply of the bearings at 

prices of $11.25 for B12 and $13.50 for B18. Stewart 

wants to schedule the otherwise idle 41,000 machine hours 

to produce bearings so that the company can minimize its 

costs (maximize its net benefits).

Note 1. Variable manufacturing overhead is applied on the 

basis of direct labor hours.

Note 2. Fixed manufacturing overhead is applied on the 

basis of machine hours. 

[1] Source: CMA 0686 5-26 

(Refers to Fact Pattern #1)

The net benefit (loss) per machine hour that would result if 

Stewart accepts the supplier's offer of $13.50 per unit for 

Component B18 is 

   A. $.50. 

   B. $(1.00) 

   C. $(1.75). 

   D. Some amount other than those given. 

[2] Source: CMA 0686 5-27 

(Refers to Fact Pattern #1)

Stewart will maximize its net benefits by 

   A. Purchasing 4,800 units of B12 and manufacturing 

   the remaining bearings. 

   B. Purchasing 8,000 units of B12 and manufacturing 

   11,000 units of B18. 

   C. Purchasing 11,000 units of B18 and manufacturing 

   8,000 units of B12. 

   D. Purchasing 4,000 units of B18 and manufacturing 

   the remaining bearings. 

[3] Source: CMA 0686 5-28 

(Refers to Fact Pattern #1)

Assume that Stewart's idle capacity of 41,000 machine 

hours has a traceable avoidable annual fixed cost of 

$44,000 that will continue if the capacity is not used. The 

maximum price Stewart would be willing to pay a supplier 

for component B18 is 

   A. $10.50. 

   B. $14.00. 

   C. $14.50. 

   D. Some amount other than those given. 

[Fact Pattern #2]

Hermo Company has just completed a hydro-electric plant 

at a cost of $21,000,000. The plant will provide the 

company's power needs for the next 20 years. Hermo will 

use only 60% of the power output annually. At this level of 

capacity, Hermo's annual operating costs will amount to 

$1,800,000, of which 80% are fixed.

Quigley Company currently purchases its power from MP 

Electric at an annual cost of $1,200,000. Hermo could 

supply this power, thus increasing output of the plant to 

90% of capacity. This would reduce the estimated life of 

the plant to 14 years. 

[4] Source: CMA 1286 5-17 

(Refers to Fact Pattern #2)

If Hermo decides to supply power to Quigley, it wants to 

be compensated for the decrease in the life of the plant and 

the appropriate variable costs. Hermo has decided that the 

charge for the decreased life should be based on the 

original cost of the plant calculated on a straight-line basis. 

The minimum annual amount that Hermo would charge 

Quigley would be 

   A. $450,000. 

   B. $630,000. 

   C. $990,000. 

   D. Some amount other than those given. 

[5] Source: CMA 1286 5-18 

(Refers to Fact Pattern #2)

The maximum amount Quigley would be willing to pay 

Hermo annually for the power is 

   A. $600,000. 

   B. $1,050,000. 

   C. $1,200,000. 

   D. Some amount other than those given. 

[6] Source: CMA 0687 5-20 

Cohasset Company currently manufactures all component 

parts used in the manufacture of various hand tools. A 

handle is used in three different tools. The unit cost budget 

for 20,000 handles is

Direct material                              $ .60

Direct labor                                   .40

Variable overhead                              .10

Fixed overhead                                 .20

                                             -----

Total unit cost                              $1.30

                                             =====

R&M Steel has offered to supply 20,000 handles to 

Cohasset for $1.25 each, delivered. If Cohasset currently 

has idle capacity that cannot be used, accepting the offer 

will 

   A. Decrease the handle unit cost by $.05. 

   B. Increase the handle unit cost by $.15. 

   C. Decrease the handle unit cost by $.15. 

   D. Increase the handle unit cost by $.05. 

[Fact Pattern #3]

Gleason Co. has two products, a frozen dessert and 

ready-to-bake breakfast rolls, ready for introduction. 

However, plant capacity is limited, and only one product 

can be introduced at present. Therefore, Gleason has 

conducted a market study, at a cost of $26,000, to 

determine which product will be more profitable. The 

results of the study follow.

     Sales of Desserts            Sales of Rolls

       at $1.80/unit               at $1.20/unit

 ----------------------       ---------------------

 Volume     Probability       Volume    Probability

---------  ------------     ---------   ------------

 250,000        .30           200,000       .20

 300,000        .40           250,000       .50

 350,000        .20           300,000       .20

 400,000        .10           350,000       .10

The costs associated with the two products have been 

estimated by Gleason's cost accounting department and are 

shown as follows.

                                 Dessert       Rolls

                                 -------      -------

Ingredients per unit             $   .40      $   .25

Direct labor per unit                .35          .30

Variable overhead per unit           .40          .20

Production tooling*               48,000       25,000

Advertising                       30,000       20,000

*Gleason treats production tooling as a current operating 

expense rather than capitalizing it as a fixed asset. 

[7] Source: CMA 0687 5-21 

(Refers to Fact Pattern #3)

According to Gleason's market study, the expected value 

of the sales volume of the breakfast rolls is 

   A. 125,000 units. 

   B. 260,000 units. 

   C. 275,000 units. 

   D. Some amount other than those given. 

[8] Source: CMA 0687 5-22 

(Refers to Fact Pattern #3)

Applying a deterministic approach, Gleason's revenue from 

sales of frozen desserts would be 

   A. $549,000. 

   B. $540,000. 

   C. $216,000. 

   D. Some amount other than those given. 

[9] Source: CMA 0687 5-23 

(Refers to Fact Pattern #3)

The expected value of Gleason's operating profit directly 

traceable to the sale of frozen desserts is 

   A. $198,250. 

   B. $150,250. 

   C. $120,250. 

   D. Some amount other than those given. 

[10] Source: CMA 0687 5-24 

(Refers to Fact Pattern #3)

In order to recover the costs of production tooling and 

advertising for the breakfast rolls, Gleason's sales of the 

breakfast rolls would have to be 

   A. 37,500 units. 

   B. 100,000 units. 

   C. 60,000 units. 

   D. Some amount other than those given. 

[11] Source: CMA 0687 5-25 

(Refers to Fact Pattern #3)

The cost incurred by Gleason for the market study is a(n) 

   A. Incremental cost. 

   B. Prime cost. 

   C. Opportunity cost. 

   D. Sunk cost. 

[12] Source: CMA 0687 5-26 

(Refers to Fact Pattern #3)

The advertising expense estimated by Gleason for the 

introduction of the new products is an example of a(n) 

   A. Conversion cost. 

   B. Discretionary cost. 

   C. Committed cost. 

   D. Opportunity cost. 

[13] Source: CMA 0687 5-27 

(Refers to Fact Pattern #3)

Assuming that Gleason elects to produce the frozen 

dessert, the profit that would have been earned on the 

breakfast rolls is a(n) 

   A. Deferrable cost. 

   B. Sunk cost. 

   C. Avoidable cost. 

   D. Opportunity cost. 

[Fact Pattern #4]

Management accountants are frequently asked to analyze 

various decision situations including the following.

1. Alternative uses of plant space, to be considered in a make/buy

   decision.

2. Joint production costs incurred, to be considered in a sell-at-split

   versus a process-further decision.

3. Research and development costs incurred in prior months, to be

   considered in a product-introduction decision.

4. The cost of a special device that is necessary if a special order

   is accepted.

5. The cost of obsolete inventory acquired several years ago, to be

   considered in a keep-versus-disposal decision.

[14] Source: CMA 1288 5-12 

(Refers to Fact Pattern #4)

The costs described in situations 1 and 4 are 

   A. Prime costs. 

   B. Sunk costs. 

   C. Discretionary costs. 

   D. Relevant costs. 

[15] Source: CMA 1288 5-13 

(Refers to Fact Pattern #4)

The costs described in situations 2, 3, and 5 are 

   A. Sunk costs. 

   B. Discretionary costs. 

   C. Relevant costs. 

   D. Differential costs. 

[16] Source: CMA 1290 4-3 

Relevant or differential cost analysis 

   A. Takes all variable and fixed costs into account to 

   analyze decision alternatives. 

   B. Considers only variable costs as they change with 

   each decision alternative. 

   C. Considers all variable and fixed costs as they 

   change with each decision alternative. 

   D. Allows the decision maker to group all types of 

   costs together to facilitate decision making. 

[17] Source: CMA 1290 4-12 

Opportunity costs are 

   A. Not used for decision making. 

   B. The same as variable costs. 

   C. Equal to historical costs. 

   D. Relevant to decision making. 

[Fact Pattern #5]

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. 

[18] Source: CMA 0691 4-14 

(Refers to Fact Pattern #5)

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. 

[19] Source: CMA 0691 4-15 

(Refers to Fact Pattern #5)

If the plugs are purchased and the facility rented, Regis 

Company wishes to realize $100,000 in savings annually. 

To achieve this goal, the minimum annual rent on the facility 

must be 

   A. $10,000. 

   B. $40,000. 

   C. $70,000. 

   D. $190,000. 

[20] Source: CMA 1292 4-2 

What is the opportunity cost of making a component part in 

a factory given no alternative use of the capacity? 

   A. The variable manufacturing cost of the component. 

   B. The total manufacturing cost of the component. 

   C. The total variable cost of the component. 

   D. Zero. 

[21] Source: CMA 1293 4-1 

Copeland, Inc. produces X-547 in a joint manufacturing 

process. The company is studying whether to sell X-547 at 

the split-off point or upgrade the product to become 

Xylene. The following information has been gathered.

1. Selling price per pound of X-547.

2. Variable manufacturing costs of the upgrade process.

3. Avoidable fixed costs of the upgrade process.

4. Selling price per pound of Xylene.

5. Joint manufacturing costs to produce X-547.

Which of these items should be reviewed when making the 

upgrade decision? 

   A. 1, 2, and 4. 

   B. 1, 2, 3, and 4. 

   C. 1, 2, 3, 4, and 5. 

   D. 1, 2, 4, and 5. 

[22] Source: CMA 1285 5-29 

The opportunity cost of making a component part in a 

factory with no excess capacity is the 

   A. Variable manufacturing cost of the component. 

   B. Total manufacturing cost of the component. 

   C. Cost of the production given up in order to 

   manufacture the component. 

   D. Net benefit forgone from the best alternative use 

   of the capacity required. 

[Fact Pattern #6]

Leland Manufacturing, uses 10 units of Part Number KJ37 

each month in the production of radar equipment. The unit 

cost to manufacture 1 unit of KJ37 is presented below.

 Direct materials                     $ 1,000

 Materials handling (20% of direct

   material cost)                         200

 Direct labor                           8,000

 Manufacturing overhead

   (150% of direct labor)              12,000

                                      -------

 Total manufacturing cost             $21,200

                                      =======

Material handling represents the direct variable costs of the 

Receiving Department that are applied to direct materials 

and purchased components on the basis of their cost. This 

is a separate charge in addition to manufacturing overhead. 

Leland's annual manufacturing overhead budget is one-third 

variable and two-thirds fixed. Scott Supply, one of 

Leland's reliable vendors, has offered to supply Part 

Number KJ37 at a unit price of $15,000. 

[23] Source: CMA 1287 5-28 

(Refers to Fact Pattern #6)

If Leland purchases the KJ37 units from Scott, the capacity 

Leland used to manufacture these parts would be idle. 

Should Leland decide to purchase the parts from Scott, the 

unit cost of KJ37 would 

   A. Increase by $4,800. 

   B. Decrease by $6,200. 

   C. Decrease by $3,200. 

   D. Change by some amount other than those given. 

[24] Source: CMA 1287 5-29 

(Refers to Fact Pattern #6)

Assume Leland Manufacturing is able to rent all idle 

capacity for $25,000 per month. If Leland decides to 

purchase the 10 units from Scott Supply, Leland's monthly 

cost for KJ37 would 

   A. Increase $48,000. 

   B. Increase $23,000. 

   C. Decrease $7,000. 

   D. Change by some amount other than those given. 

[25] Source: CMA 1287 5-30 

(Refers to Fact Pattern #6)

Assume that Leland Manufacturing does not wish to 

commit to a rental agreement but could use idle capacity to 

manufacture another product that would contribute 

$52,000 per month. If Leland elects to manufacture KJ37 

in order to maintain quality control, Leland's opportunity 

cost is 

   A. $18,000. 

   B. $(20,000). 

   C. $4,000. 

   D. Some amount other than those given. 

[26] Source: CMA 0690 5-23 

When a decision is made in an organization, it is selected 

from a group of alternative courses of action. The loss 

associated with choosing the alternative that does not 

maximize the benefit is the 

   A. Net realizable value. 

   B. Expected value. 

   C. Opportunity cost. 

   D. Incremental cost. 

[27] Source: CMA 0690 5-24 

Relevant costs refer to 

   A. All fixed costs. 

   B. Costs that would be incurred within the relevant 

   range of production. 

   C. Past costs that are expected to be different in the 

   future. 

   D. Anticipated future costs that will differ among 

   various alternatives. 

[28] Source: CMA 0690 5-26 

Which one of the following costs would be relevant in 

short-term decision making? 

   A. Incremental fixed costs. 

   B. All costs of inventory. 

   C. Total variable costs that are the same in the 

   considered alternatives. 

   D. Opportunity costs that are the same in the 

   considered alternatives. 

[29] Source: CMA 1290 4-11 

The relevance of a particular cost to a decision is 

determined by the 

   A. Size of the cost. 

   B. Riskiness of the decision. 

   C. Potential effect on the decision. 

   D. Accuracy and verifiability of the cost. 

[30] Source: Publisher 

In a make-or-buy situation, which of the following 

qualitative factors is usually considered? 

   A. Special technology. 

   B. Skilled labor. 

   C. Special materials requirements. 

   D. All of the answers are correct. 

[31] Source: Publisher 

In a make-or-buy decision, the decision process favors the 

use of total costs rather than unit costs. The reason is that 

   A. Unit cost may be calculated based on different 

   volumes. 

   B. Irrelevant costs may be included in the unit 

   amounts. 

   C. Fixed costs may be included in the unit amounts. 

   D. All of the answers are correct. 

[32] Source: Publisher 

Which of the following qualitative factors favors the buy 

choice in a make-or-buy decision? 

   A. Maintaining a long-run relationship with suppliers. 

   B. Quality control is critical. 

   C. The availability of idle capacity. 

   D. All of the answers are correct. 

[33] Source: CIA 1192 IV-18 

A manufacturer has been approached by a new customer 

who wants to place a one-time order for a component 

similar to one that the manufacturer makes for another 

customer. Existing sales will not be affected by acceptance 

of this order. The manufacturer has a policy of setting its 

targeted selling price at 60% over full manufacturing cost. 

The manufacturing costs and the targeted selling price for 

the existing product are presented as follows.

Direct materials                              $2.30

Direct labor                                   3.60

Variable manufacturing overhead (applied at

  75% of direct labor cost)                    2.70

Fixed manufacturing overhead (applied at

  150% of direct labor cost)                   5.40

                                             ------

   Total manufacturing cost                  $14.00

Markup (60% of full manufacturing cost)        8.40

                                             ------

   Targeted selling price                    $22.40

                                             ======

The manufacturer has excess capacity to produce the 

quantity of the component desired by the new customer. 

The direct materials used in the component for the new 

customer would cost the manufacturer $0.25 less than the 

component currently being made. The variable selling 

expenses (packaging and shipping) would be the same, or 

$0.90 per unit.

Under these circumstances, the minimum unit price at which 

the manufacturer would accept the special order is one 

exceeding 

   A. $8.35 

   B. $9.25 

   C. $14.00 

   D. $14.80 

[34] Source: CIA 0593 IV-19 

The ABC Company manufactures components for use in 

producing one of its finished products. When 12,000 units 

are produced, the full cost per unit is $35, separated as 

follows:

   Direct materials                         $ 5

   Direct labor                             $15

   Variable overhead                        $10

   Fixed overhead                           $ 5

The XYZ Company has offered to sell 12,000 components 

to ABC for $37 each. If ABC accepts the offer, some of 

the facilities currently being used to manufacture the 

components can be rented as warehouse space for 

$40,000. However, $3 of the fixed overhead currently 

applied to each component would have to be covered by 

ABC's other products. What is the differential cost to the 

ABC Company of purchasing the components from the 

XYZ Company? 

   A. $8,000 

   B. $20,000 

   C. $24,000 

   D. $44,000 

[35] Source: CIA 1193 IV-15 

A printing company is considering replacing an old printing 

press. The old printing press has a book value of $24,000 

and a trade-in value of $14,000. A new printing press 

would cost $85,000 after trade-in of the old press. It is 

estimated that the new printing press would reduce 

operating costs by $20,000 per year. If the company 

decides not to purchase the new press, the $85,000 could 

instead be used to retire debt that is currently costing 

$9,000 per year in interest. Which of the given is an 

example of a sunk cost? 

   A. The book value of the old printing press. 

   B. The trade-in value of the old printing press. 

   C. The estimated reduction in operating costs. 

   D. The interest on the existing debt. 

[36] Source: CIA 1193 IV-24 

There is a market for both product X and product Y. 

Which of the following costs and revenues would be most 

relevant in deciding whether to sell product X or process it 

further to make product Y? 

   A. Total cost of making X and the revenue from sale 

   of X and Y. 

   B. Total cost of making Y and the revenue from sale 

   of Y. 

   C. Additional cost of making Y, given the cost of 

   making X, and additional revenue from Y. 

   D. Additional cost of making X, given the cost of 

   making Y, and additional revenue from Y. 

[37] Source: CIA 0594 III-45 

A company has 7,000 obsolete toys carried in inventory at 

a manufacturing cost of $6 per unit. If the toys are 

reworked for $2 per unit, they could be sold for $3 per 

unit. If the toys are scrapped, they could be sold for $1.85 

per unit. Which alternative is more desirable (rework or 

scrap) and what is the total dollar amount of the advantage 

of that alternative? 

   A. Scrap, $5,950. 

   B. Rework, $36,050. 

   C. Scrap, $47,950. 

   D. Rework, $8,050. 

[38] Source: CMA 0690 5-23 

When a decision is made in an organization, it is selected 

from a group of alternative courses of action. The loss 

associated with choosing the alternative that does not 

maximize the benefit is the 

   A. Net realizable value. 

   B. Expected value. 

   C. Opportunity cost. 

   D. Differential cost. 

[39] Source: CMA 1285 5-30 

The opportunity cost of making a component part in a 

factory with excess capacity for which there is no 

alternative use is 

   A. The total manufacturing cost of the component. 

   B. The total variable cost of the component. 

   C. The fixed manufacturing cost of the component. 

   D. Zero. 

[40] Source: CMA 1277 5-1 

The term incremental cost refers to 

   A. The difference in total costs that results from 

   selecting one choice instead of another. 

   B. The profit forgone by selecting one choice instead 

   of another. 

   C. A cost that continues to be incurred in the absence 

   of activity. 

   D. A cost common to all choices in question and not 

   clearly or feasibly allocable to any of them. 

[41] Source: CIA 1189 IV-25 

Which costs are relevant to the decision to further process 

a product beyond its current state? 

   A. Joint costs. 

   B. Incremental costs. 

   C. Absorption costs. 

   D. Fixed factory overhead. 

[Fact Pattern #7]

Management accountants are frequently asked to analyze 

various decision situations, including the following:

  I. The cost of a special device that is necessary if a special order

      is accepted.

 II. The cost proposed annually for the plant service for the grounds

      at corporate headquarters.

III. Joint production costs incurred, to be considered in a sell-at-

      split versus a process-further decision.

 IV. The costs associated with alternative uses of plant space, to be

      considered in a make/buy decision.

  V. The cost of obsolete inventory acquired several years ago, to be

      considered in a keep-versus-disposal decision.

[42] Source: CMA 0694 4-19 

(Refers to Fact Pattern #7)

The costs described in situations I and IV are 

   A. Prime costs. 

   B. Sunk costs. 

   C. Discretionary costs. 

   D. Relevant costs. 

[43] Source: CMA 0694 4-20 

(Refers to Fact Pattern #7)

The costs described in situations III and V are 

   A. Prime costs. 

   B. Sunk costs. 

   C. Discretionary costs. 

   D. Imputed costs. 

[44] Source: CMA 0694 4-21 

(Refers to Fact Pattern #7)

The cost described in situation II is a 

   A. Prime cost. 

   B. Discretionary cost. 

   C. Relevant cost. 

   D. Imputed cost. 

[45] Source: CMA 0691 4-7 

Total unit costs are 

   A. Relevant for cost-volume-profit analysis. 

   B. Needed for determining sunk costs. 

   C. Irrelevant in marginal analysis. 

   D. Independent of the cost system used to generate 

   them. 

[46] Source: CMA 0691 4-12 

The term relevant cost applies to all the following decision 

situations except the 

   A. Acceptance of a special order. 

   B. Manufacture or purchase of component parts. 

   C. Determination of a product price. 

   D. Replacement of equipment. 

[47] Source: CMA 0691 4-10 

Sunk costs 

   A. Are substitutes for opportunity costs. 

   B. In and of themselves are not relevant to decision 

   making. 

   C. Are relevant to decision making. 

   D. Are fixed costs. 

[48] Source: CMA 0691 4-13 

American Coat Company estimates that 60,000 special 

zippers will be used in the manufacture of men's jackets 

during the next year. Reese Zipper Company has quoted a 

price of $.60 per zipper. American would prefer to 

purchase 5,000 units per month, but Reese is unable to 

guarantee this delivery schedule. In order to ensure 

availability of these zippers, American is considering the 

purchase of all 60,000 units at the beginning of the year. 

Assuming American can invest cash at 8%, the company's 

opportunity cost of purchasing the 60,000 units at the 

beginning of the year is 

   A. $1,320. 

   B. $1,440. 

   C. $1,500. 

   D. $2,640. 

[Fact Pattern #8]

Condensed monthly operating income data for Korbin Inc. 

for May follows:

                         Urban   Suburban

                         Store    Store     Total

                        -------  --------  --------

 Sales                  $80,000  $120,000  $200,000

 Variable costs          32,000    84,000   116,000

                        -------  --------  --------

   Contribution margin  $48,000   $36,000   $84,000

 Direct fixed costs      20,000    40,000    60,000

                        -------  --------  --------

   Store segment margin $28,000   $(4,000)  $24,000

 Common fixed cost        4,000     6,000    10,000

                        -------  --------  --------

   Operating income     $24,000  $(10,000)  $14,000

                        =======  ========  ========

Additional information regarding Korbin's operations follows:

*  One-fourth of each store's direct fixed costs would continue if

    either store is closed.

*  Korbin allocates common fixed costs to each store on the basis of

    sales dollars.

*  Management estimates that closing the Suburban Store would result in

    a 10% decrease in the Urban Store's sales, while closing the Urban

    Store would not affect the Suburban Store's sales.

*  The operating results for May are representative of all months.

[49] Source: CMA 0694 4-25 

(Refers to Fact Pattern #8)

A decision by Korbin to close the Suburban Store would 

result in a monthly increase (decrease) in Korbin's 

operating income of 

   A. $(10,800) 

   B. $(6,000) 

   C. $(1,200) 

   D. $4,000 

[50] Source: CMA 0694 4-26 

(Refers to Fact Pattern #8)

Korbin is considering a promotional campaign at the 

Suburban Store that would not affect the Urban Store. 

Increasing annual promotional expense at the Suburban 

Store by $60,000 in order to increase this store's sales by 

10% would result in a monthly increase (decrease) in 

Korbin's operating income during the year (rounded) of 

   A. $(5,000) 

   B. $(1,400) 

   C. $487 

   D. $7,000 

[51] Source: CMA 0694 4-27 

(Refers to Fact Pattern #8)

One-half of the Suburban Store's dollar sales are from 

items sold at variable cost to attract customers to the store. 

Korbin is considering the deletion of these items, a move 

that would reduce the Suburban Store's direct fixed 

expenses by 15% and result in a 20% loss of Suburban 

Store's remaining sales volume. This change would not 

affect the Urban Store. A decision by Korbin to eliminate 

the items sold at cost would result in a monthly increase 

(decrease) in Korbin's operating income of 

   A. $(5,200) 

   B. $(1,200) 

   C. $(7,200) 

   D. $2,000 

[Fact Pattern #9]

Geary Manufacturing has assembled the data pertaining to 

two popular products as follows. Past experience has 

shown that the fixed manufacturing overhead component 

included in the cost per machine hour averages $10. Geary 

has a policy of filling all sales orders, even if it means 

purchasing units from outside suppliers.

                                                     Electric

                                         Blender       Mixer

                                        ---------    ---------

Direct materials                             $ 6          $11

Direct labor                                   4            9

Factory overhead at $16 per hour              16           32

Cost if purchased from an

  outside supplier                            20           38

Annual demand (units)                     20,000       28,000

[52] Source: CMA 1288 5-15 

(Refers to Fact Pattern #9)

If 50,000 machine hours are available, and Geary 

Manufacturing desires to follow an optimal strategy, it 

should 

   A. Produce 25,000 electric mixers and purchase all 

   other units as needed. 

   B. Produce 20,000 blenders and 15,000 electric 

   mixers, and purchase all other units as needed. 

   C. Produce 20,000 blenders and purchase all other 

   units as needed. 

   D. Purchase all units as needed. 

[53] Source: CMA 1288 5-16 

(Refers to Fact Pattern #9)

With all other things constant, if Geary Manufacturing is 

able to reduce the direct materials for an electric mixer to 

$6 per unit, the company should 

   A. Produce 25,000 electric mixers and purchase all 

   other units as needed. 

   B. Produce 20,000 blenders and 15,000 electric 

   mixers, and purchase all other units as needed. 

   C. Produce 20,000 blenders and purchase all other 

   units as needed. 

   D. Purchase all units as needed. 

[54] Source: CMA 1290 4-10 

Costs relevant to a make-or-buy decision include variable 

manufacturing costs as well as 

   A. Avoidable fixed costs. 

   B. Factory depreciation. 

   C. Unavoidable costs. 

   D. Property taxes. 

[55] Source: CMA 0691 4-9 

A company's approach to a make-or-buy decision 

   A. Depends on whether the company is operating at 

   or below breakeven. 

   B. Depends on whether the company is operating at 

   or below normal volume. 

   C. Involves an analysis of avoidable costs. 

   D. Should use absorption (full) costing. 

[56] Source: CMA 0691 4-8 

In a manufacturing environment, the best short-term profit 

maximizing approach would be to 

   A. Maximize unit gross profit times the number of 

   units sold. 

   B. Minimize variable costs per unit times the number 

   of units produced. 

   C. Minimize fixed overhead cost per unit by 

   producing at full capacity. 

   D. Maximize contribution per unit times the number 

   of units sold. 

[57] Source: CMA 0692 4-25 

Laurel Corporation has its own cafeteria with the following 

annual costs:

    Food                $100,000

    Labor                 75,000

    Overhead             110,000

                        --------

      Total             $285,000

                        ========

The overhead is 40% fixed. Of the fixed overhead, 

$25,000 is the salary of the cafeteria supervisor. The 

remainder of the fixed overhead has been allocated from 

total company overhead. Assuming the cafeteria supervisor 

will remain and the Laurel will continue to pay his/her 

salary, the maximum cost Laurel will be willing to pay an 

outside firm to service the cafeteria is 

   A. $285,000. 

   B. $175,000. 

   C. $219,000. 

   D. $241,000. 

[58] Source: CMA 0692 4-26 

J J Motors, Inc. employs 45 sales personnel to market its 

line of luxury automobiles. The average car sells for 

$23,000, and a 6% commission is paid to the salesperson. 

J J Motors is considering a change to a commission 

arrangement that would pay each salesperson a salary of 

$2,000 per month plus a commission of 2% of the sales 

made by that salesperson. The amount of total monthly car 

sales at which J J Motors would be indifferent as to which 

plan to select is 

   A. $2,250,000. 

   B. $3,000.000. 

   C. $1,500,000. 

   D. $1,250,000. 

[59] Source: CMA 1292 4-1 

The opportunity cost of making a component part in a 

factory with no excess capacity is the 

   A. Variable manufacturing cost of the component. 

   B. Fixed manufacturing cost of the component. 

   C. Cost of the production given up in order to 

   manufacture the component. 

   D. Net benefit given up from the best alternative use 

   of the capacity. 

[61] Source: CMA 1292 4-4 

(Refers to Fact Pattern #10)

Assume Richardson Motors is able to rent all idle capacity 

for $50,000 per month. If Richardson decides to purchase 

the 10 units from Simpson Castings, Richardson's monthly 

cost for T305 would 

   A. Decrease $14,000. 

   B. Increase $46,000. 

   C. Decrease $64,000. 

   D. Increase $96,000. 

[62] Source: CMA 1292 4-5 

(Refers to Fact Pattern #10)

Assume the rental opportunity does not exist and 

Richardson Motors could use the idle capacity to 

manufacture another product that would contribute 

$104,000 per month. If Richardson chooses to 

manufacture the ten T305 units in order to maintain quality 

control, Richardson's opportunity cost is 

   A. $68,000. 

   B. $88,000. 

   C. $8,000. 

   D. $(96,000). 

[63] Source: CMA 1294 4-1 

Copeland Inc. produces X-547 in a joint manufacturing 

process. The company is studying whether to sell X-547 at 

the split-off point or upgrade the product to become 

Xylene. The following information has been gathered:

  I. Selling price per pound of X-547

 II. Variable manufacturing costs of upgrade process

III. Avoidable fixed costs of upgrade process

 IV. Selling price per pound of Xylene

  V. Joint manufacturing costs to produce X-547

Which items should be reviewed when making the upgrade 

decision? 

   A. I, II, and IV. 

   B. I, II, III, and IV. 

   C. All items. 

   D. I, II, IV, and V. 

[64] Source: CMA 1274 3-22 

The Cost Accounting Standards Board (CASB) was 

established by 

   A. The Financial Accounting Standards Board 

   (FASB). 

   B. The General Accounting Office (GAO). 

   C. The U.S. Congress. 

   D. The Securities and Exchange Commission (SEC). 

[65] Source: CMA 1274 3-23 

The Cost Accounting Standards Board's (CASB) purpose 

is to 

   A. Develop accounting principles and standard 

   practices for industry. 

   B. Achieve uniformity and consistency in cost 

   accounting standards for contracts and subcontracts 

   with the U.S. government. 

   C. Work in conjunction with the Securities and 

   Exchange Commission (SEC) in examining 

   registration forms and statements filed by 

   corporations. 

   D. Administer all contracts and subcontracts with 

   federal agencies. 

[66] Source: CMA 1295 4-21 

A decision-making concept, described as "the contribution 

to income that is forgone by not using a limited resource for 

its best alternative use," is called 

   A. Marginal cost. 

   B. Incremental cost. 

   C. Potential cost. 

   D. Opportunity cost. 

[67] Source: CMA 0692 4-27 

ABD Realty manages five apartment complexes in a 

three-state area. Summary income statements for each 

apartment complex are shown as follows.

                   ABD Realty

           Summary Income Statements

                 (in thousands)

            One      Two   Three    Four    Five

          ------   ------  ------  ------  ------

Rental

  income  $1,000   $1,210  $2,347  $1,878  $1,065

Expenses     800    1,300   2,600   2,400   1,300

          ------   ------  ------  ------  ------

  Profit  $  200   $  (90) $ (253) $ (522) $ (235)

          ======   ======  ======  ======  ======

Included in the expenses is $1,200,000 of corporate 

overhead allocated to the apartment complexes based on 

rental income. The apartment complex(es) that ABD 

should consider selling is (are) 

   A. Apartment complexes Two, Three, Four, and 

   Five. 

   B. Apartment complexes Three, Four, and Five. 

   C. Apartment complexes Four and Five. 

   D. Apartment complex Four. 

[68] Source: CMA 0692 4-28 

Power Systems, Inc. manufactures jet engines for the 

United States armed forces on a cost-plus basis. The cost 

of a particular jet engine the company manufactures is 

shown as follows.

Direct materials                           $200,000

Direct labor                                150,000

Overhead:

   Supervisor's salary                       20,000

   Fringe benefits on direct labor           15,000

   Depreciation                              12,000

   Rent                                      11,000

                                           --------

Total cost                                 $408,000

                                           ========

If production of this engine were discontinued, the 

production capacity would be idle, and the supervisor 

would be laid off. When asked to bid on the next contract 

for this engine, the minimum unit price that Power Systems 

should bid is 

   A. $408,000. 

   B. $365,000. 

   C. $397,000. 

   D. $385,000. 

[69] Source: CIA 0592 III-21 

As part of the decision-making process, alternative 

solutions ordinarily should be screened for the most 

appealing balance of effectiveness and efficiency in view of 

relevant constraints and intangibles. When a problem is 

resolved by selecting a course of action that meets the 

minimum constraints, a manager is said to be 

   A. Satisficing. 

   B. Optimizing. 

   C. Idealizing. 

   D. Maximizing. 

[70] Source: CIA 0592 III-90 

A company is about to introduce a new service and wishes 

to develop a new slogan and logo to be used in advertising 

and on company publications. You have been chosen to 

participate in this process and to look at past slogans, 

logos, and suggestions given by the advertising agency. 

You are not limited to the suggested ideas and have been 

encouraged to suggest original ideas of your own. Which of 

the following techniques is most appropriate to use? 

   A. Brainstorming. 

   B. Value analysis. 

   C. Free association. 

   D. Attribute listing. 

[71] Source: CIA 0592 III-91 

A company has a computer that it no longer needs because 

of a discontinued operation. Currently, there are several 

computer projects that may be able to use the machine but 

some modification will be necessary if such new application 

is to be successful. Which of the following techniques is 

most appropriate to use? 

   A. Attribute listing. 

   B. Operations research. 

   C. Morphological matrix analysis. 

   D. Synectics. 

[72] Source: CIA 0592 III-92 

A company has experienced numerous complaints because 

a passenger door has not opened smoothly. All attempts to 

repair the door have failed. The item is no longer under 

warranty and the manufacturer has informed the company 

that a very expensive new door must be purchased and 

installed to solve the problem. You have been asked to 

supervise an attempt by your engineering department to 

come up with less expensive alternative solutions. Which of 

the following techniques is most appropriate to use? 

   A. Free association. 

   B. Operations research. 

   C. Blast! then refine. 

   D. Edisonian. 

[73] Source: CIA 0592 III-93 

A company is concerned that spare parts inventories are 

too large. It has attempted to keep critical parts for its fleet 

in stock so that equipment will have minimal downtime. 

Management wants to know what the optimal spare parts 

inventory should be if downtime is estimated to cost $150 

per day. Carrying cost and order cost have not been 

measured. You have been asked to make a formal 

recommendation on spare parts stocking levels. Which of 

the following techniques is most appropriate to use? 

   A. Operations research. 

   B. Value analysis. 

   C. Attribute listing. 

   D. Brainstorming. 

[74] Source: CIA 0596 II-2 

An organization's executive committee, meeting to solve an 

important problem, spent 30 minutes analyzing data and 

debating the cause of the problem. Finally, they agreed and 

could move on to the next step. Possible steps in the 

creative problem-solving process are listed below. Which 

step should the committee perform next? 

   A. Select a solution. 

   B. Generate alternative solutions. 

   C. Identify the problem. 

   D. Consider the reaction of competitors to various 

   courses of action. 

[75] Source: CIA 0594 II-5 

Which of the following is deductive reasoning? 

   A. Reasoning from one or more particular facts to 

   reach a general conclusion. 

   B. Reasoning on a post hoc basis. 

   C. Reasoning from the general to the particular. 

   D. Reasoning through the development of a carefully 

   constructed hypothesis. 

[76] Source: CIA 1194 II-4 

In making management decisions, the concept of 

probability is most closely related to which of the 

following? 

   A. Management's confidence in its control systems. 

   B. Whether a given event will occur. 

   C. The availability of factual information about 

   alternatives. 

   D. Management's ability to cope with subjective 

   information. 

[77] Source: CIA 1194 II-5 

Behavioral scientists have identified human tendencies that 

can erode the quality of decision making. Which of the 

following best describes a behavioral decision error 

referred to as "framing error"? 

   A. Evaluating positive information favorably and 

   negative information unfavorably. 

   B. Getting locked into losing courses of action 

   because of personal commitment. 

   C. Evaluating the probabilities of outcomes as point 

   estimates instead of ranges. 

   D. Becoming overconfident because of past 

   successes. 

[78] Source: CIA 1194 II-6 

Internal auditors often participate as members of 

management task force groups. Which of the following can 

be a limiting factor associated with group-aided decision 

making in a matrix organization? 

   A. Groups generally do not analyze problems in 

   enough depth. 

   B. It is very difficult to get individuals to accept 

   decisions made by groups. 

   C. Identifying the important components of decision 

   situations becomes extremely difficult in a group 

   setting. 

   D. There are negative ramifications concerning 

   accountability associated with audit decisions made 

   by groups. 

[79] Source: CIA 0595 II-6 

Auditors must use both inductive and deductive reasoning 

when gathering audit evidence and reaching audit 

conclusions. Auditors must also understand the differences 

between the two types of reasoning in order to assess the 

strengths and weaknesses of each. Which of the following 

audit procedures uses deductive reasoning? 

   A. The internal auditor uses generalized audit 

   software to select a sample of items for confirmation. 

   Based on the confirmation responses, the auditor 

   concludes that accounts receivable as recorded exist. 

   B. The internal auditor performs analytical 

   procedures to estimate the accuracy of the sales 

   account balance. No material differences are noted. 

   Based on this, the auditor assumes that the underlying 

   record-keeping must be correct. 

   C. The auditor observes the client's physical 

   inventory process and records test counts of 

   inventory. Those test counts are traced to the 

   year-end inventory compilation and no exceptions are 

   noted. The auditor concludes that the compiled 

   inventory exists. 

   D. The auditor examines sales transactions recorded 

   during January 1995 and finds that none of those 

   sales represent 1994 sales. The auditor concludes 

   that 1994 sales are recorded properly. 

[80] Source: CIA 0595 II-12 

Research into human performance and auditing indicate that 

humans tend to overemphasize information that confirms 

their initial expectations and to discount information that is 

contradictory to their expectations. Which of the following 

techniques would not help reduce the effect of confirmation 

bias? 

   A. Require audit review and supervision to determine 

   if the audit results justify the conclusions reached. 

   B. Require audit groups to generate a wide set of 

   potential explanations for the preliminary observed 

   results. 

   C. Reiterate the need for audit independence in all 

   training. 

   D. Require auditors to document their thought 

   processes in reaching conclusions whenever a 

   substantial amount of evidence is evaluated. 

[81] Source: CIA 0595 II-33 

Internal auditors are often very good at identifying 

problems that have occurred in an organizational unit. 

However, the auditee may not always react to the 

suggestions made by the auditor in a positive manner. One 

behavioral approach that has been documented has been 

termed "escalation of commitment." The term "escalation of 

commitment" refers to 

   A. The process of continuing to fund old projects 

   because of inadequate information or time to formally 

   analyze the costs and benefits associated with 

   continued investment. 

   B. The decision maker increasing the resources to a 

   new course of action if the auditor can recommend 

   alternatives such that the decision maker will view the 

   new course of action as his/her own initiative. 

   C. Committing to projects that have been shown to 

   be successful and limiting the additional commitment 

   of resources to projects that have been unsuccessful. 

   D. The decision maker increasing the resources to the 

   previous course of action in an effort to demonstrate 

   that the previous course of action was appropriate. 

[82] Source: CIA 0595 II-37 

Auditors often make reasonable recommendations to 

auditees only to find that the recommendations seem to be 

ignored by the auditee. This may occur because the auditor 

assumes rationality on the part of the manager -- but the 

organization or manager may not exhibit such rationality. 

Which of the following is not an assumption that is made 

when the auditor assumes rationality on the part of the 

auditee? 

   A. The auditee chooses the decision that results in the 

   maximum economic payoff. 

   B. The criteria and alternatives can be ranked 

   according to their importance. 

   C. Specific decision criteria are constant and the 

   weights assigned to them are stable over time. 

   D. The auditee seeks solutions that minimize conflict. 

[83] Source: CIA 1195 II-4 

In an operational audit of the finance department, the 

auditor observed that the department always used proper 

quantitative techniques based on sound economic 

assumptions to evaluate proposed alternative capital 

investments. However, management did not always choose 

the investment option with the most favorable quantitative 

assessment. In fact, sometimes management opted for what 

appeared to be the third or fourth most favorable 

investment. The chief financial officer indicated that 

management ultimately makes a subjective decision as to 

which investment is best regardless of which investment 

option looks best according to the quantitative analysis. 

Which of the following statements is most accurate? 

   A. The approach is justifiable if the economic results 

   of capital investments are highly uncertain. 

   B. The approach is an irrational, intuitive decision 

   process. 

   C. The approach results in the organization not 

   maximizing its profits. 

   D. The approach is an example of the bounded 

   rationality model of decision making whereby 

   managers simplify problems. 

[84] Source: CIA 0595 IV-74 

Which of the following pricing policies involves the selling 

company setting freight charges to customers at the actual 

average freight cost? 

   A. Freight absorption pricing. 

   B. Uniform delivered pricing. 

   C. Zone pricing. 

   D. FOB - origin pricing. 

[85] Source: CIA 1194 IV-78 

Buyer-based pricing involves 

   A. Adding a standard markup to the cost of the 

   product. 

   B. Determining the price at which the product will 

   earn a target profit. 

   C. Basing prices on the product's perceived value. 

   D. Basing prices on competitors' prices. 

[86] Source: CIA 1194 IV-79 

Market-skimming pricing strategies could be appropriate 

when 

   A. No buyers want the product at a high price. 

   B. The costs of producing a small volume are low. 

   C. Competitors can easily enter the market. 

   D. The product is of poor quality. 

[87] Source: CIA 1195 IV-75 

Which of the following price adjustment strategies is 

designed to stabilize production for the selling firm? 

   A. Cash discounts. 

   B. Quantity discounts. 

   C. Functional discounts. 

   D. Seasonal discounts. 

[88] Source: CIA 1195 IV-76 

In which product-mix pricing strategy is it appropriate for 

the seller to accept any price that exceeds the storage and 

delivery costs for the product? 

   A. By-product pricing. 

   B. Optional-product pricing. 

   C. Captive-product pricing. 

   D. Product-bundle pricing. 

[90] Source: CMA 0686 5-30 

(Refers to Fact Pattern #11)

The annual carrying cost, stated as a percentage, that 

would be used in the EOQ model is 

   A. 42%. 

   B. 37%. 

   C. 34%. 

   D. 22%. 

[91] Source: CMA 0684 5-25 

A change from the FIFO (first-in, first-out) inventory 

valuation method to the LIFO (last-in, first-out) method 

would 

   A. Increase the EOQ in times of rising prices. 

   B. Decrease the EOQ in times of rising prices. 

   C. Increase the EOQ in times of falling prices. 

   D. Not affect the EOQ. 

[92] Source: CMA 1286 5-10 

In production management, product breakdown into 

component parts and lead times for procuring these parts is 

necessary for 

   A. A critical path method (CPM) system. 

   B. A materials requirements planning (MRP) system. 

   C. A job balancing system. 

   D. An economic order quantity (EOQ) system. 

[93] Source: CMA 1286 5-11 

The inventory model that follows the concept that 80% of 

the value of an inventory is in 20% of the inventory items is 

the 

   A. ABC system. 

   B. Economic order quantity (EOQ) model. 

   C. Just-in-time inventory system. 

   D. Material requirements planning (MRP) system. 

[94] Source: CMA 0688 5-22 

When a specified level of safety stock is carried for an item 

in inventory, the average inventory level for that item 

   A. Decreases by the amount of the safety stock. 

   B. Is one-half the level of the safety stock. 

   C. Increases by one-half the amount of the safety 

   stock. 

   D. Increases by the amount of the safety stock. 

[95] Source: CMA 0688 5-24 

The simple economic production lot size model will only 

apply to situations in which the production 

   A. Rate equals the demand rate. 

   B. Rate is less than the demand rate. 

   C. Rate is greater than the demand rate. 

   D. For the period covered equals the projected sales 

   for the period. 

[96] Source: CMA 1288 5-22 

Arnold Enterprises uses the EOQ model for inventory 

control. The company has an annual demand of 50,000 

units for part number 191 and has computed an optimal lot 

size of 6,250 units. Per-unit carrying costs and stockout 

costs are $13 and $3, respectively. The following data 

have been gathered in an attempt to determine an 

appropriate safety stock level:

Units Short Because of       Number of Times Short

 Excess Demand During            in the Last 40

 the Lead Time Period            Reorder Cycles

--------------------         -----------------------

       200                             6

       300                            12

       400                             6

The annual cost of establishing a 200-unit safety stock is 

expected to be 

   A. $2,600 

   B. $4,040 

   C. $4,260 

   D. $5,200 

[97] Source: CMA 1290 4-9 

The calculation of an economic order quantity (EOQ) 

considers 

   A. The purchasing manager's salary. 

   B. A corporate charge for advertising expenses. 

   C. The shipping costs to deliver the product to the 

   customer. 

   D. Capital costs. 

[98] Source: CMA 0691 4-4 

A decrease in inventory order costs will 

   A. Decrease the economic order quantity. 

   B. Increase the reorder point. 

   C. Have no effect on the economic order quantity. 

   D. Increase the economic order quantity. 

[99] Source: CMA 0691 4-5 

An increase in inventory holding costs will 

   A. Decrease the economic order quantity. 

   B. Increase the safety stock required. 

   C. Have no effect on the economic order quantity. 

   D. Increase the economic order quantity. 

[Fact Pattern #12]

Thoran Electronics Company began producing pacemakers 

last year. At that time, the company forecasted the need for 

10,000 integrated circuits (ICs) annually. During the first 

year, the company placed orders for the ICs when the 

inventory dropped to 600 units so that it would have 

enough to produce pacemakers continuously during a 

3-week lead time before delivery of new ICs. 

Unfortunately, the company ran out of this IC component 

on several occasions causing costly production delays. 

Careful study of last year's experience resulted in the 

following expectations for the coming year.

                 Related                 Related

               Probability             Probability

  Weekly Usage   of Usage   Lead Time  of Lead Time

--------------  ---------   ---------  -------------

    280 units       .2       3 weeks        .1

    180 units       .8       2 weeks        .9

                   ---                     ---

                   1.0                     1.0

                   ===                     ===

The study also suggested that usage during a given week 

was statistically independent of usage during any other 

week, and usage was also statistically independent of lead 

time. 

[100] Source: CMA 1291 4-28 

(Refers to Fact Pattern #12)

The expected average usage during a regular production 

week is 

   A. 180 units. 

   B. 190 units. 

   C. 200 units. 

   D. 280 units. 

[101] Source: CMA 1291 4-29 

(Refers to Fact Pattern #12)

Assuming the expected average usage during a regular 

production week is 300 units, the expected usage during 

lead time is 

   A. 300 units. 

   B. 600 units. 

   C. 630 units. 

   D. 750 units. 

[102] Source: CMA 1291 4-30 

(Refers to Fact Pattern #12)

If the company reorders integrated circuits when the 

inventory has dropped to a level of 700 units, the 

probability that it will run out of this component before the 

order is received is 

   A. .0008. 

   B. .0040. 

   C. .0104. 

   D. .0400. 

[103] Source: CMA 0692 4-23 

Each stockout of a product sold by A.W. Inn Co. costs 

$1,750 per occurrence. The carrying cost per unit of 

inventory is $5 per year, and the company orders 1,500 

units of product 24 times a year at a cost of $100 per 

order. The probability of a stockout at various levels of 

safety stock is

         Units of            Probability

       Safety Stock         of a Stockout

      --------------       ----------------

           0                    .50

         100                    .30

         200                    .14

         300                    .05

         400                    .01

The optimal safety stock level for the company is 

   A. 0 units. 

   B. 100 units. 

   C. 300 units. 

   D. 400 units. 

[104] Source: CMA 1293 4-6 

Midwest Fabricators is building a corporate planning model 

to predict cash flows. The company maintains 

end-of-month inventories that cover 20% of the following 

month's sales. Merchandise costs average 55% of selling 

prices, and payment is made at the time of purchase. An 

appropriate formula for total cash payments in June for 

merchandise purchases is 

   A. 11 percent of sales in July. 

   B. 11 percent of sales in May. 

   C. 44 percent of sales in June + 11 percent of sales 

   in July. 

   D. 44 percent of sales in June + 11 percent of sales 

   in May. 

[Fact Pattern #13]

The Huron Corporation purchases 60,000 headbands per 

year. The average purchase lead time is 20 working days. 

Maximum lead time is 27 working days. The corporation 

works 240 days per year. 

[105] Source: CMA 1293 4-8 

(Refers to Fact Pattern #13)

Huron Corporation should carry safety stock of 

   A. 5,000 units. 

   B. 6,750 units. 

   C. 1,750 units. 

   D. 250 units. 

[106] Source: CMA 1293 4-9 

(Refers to Fact Pattern #13)

Huron Corporation should reorder headbands when the 

quantity in inventory reaches 

   A. 5,000 units. 

   B. 6,750 units. 

   C. 1,750 units. 

   D. 5,250 units. 

[Fact Pattern #14]

Ryerson Computer Furniture Inc. (RCF) manufactures a 

line of office computer chairs. The annual demand for the 

chairs is estimated to be 5,000 units. The annual cost to 

hold one unit in inventory is $10 per year, and the cost to 

initiate a production run is $1,000. There are no computer 

chairs on hand, and RCF has scheduled four equal 

production runs of computer chairs for the coming year, the 

first of which is to be run immediately. RCF has 250 

business days per year, sales occur uniformly throughout 

the year, and production start-up is within one day. RCF is 

considering using the following formula for determining the 

economic order quantity (EOQ).

      ﾚ         ｿｽ

      ｳ   2AD   ｳ

EOQ=  ｳ---------ｳ

      ｳ    K    ｳ

      ﾀ         ﾙ

   If A = cost to initiate a production run per purchase order

      D = annual unit demand

      K = cost of carrying one unit per year

[107] Source: CMA 0694 4-22 

(Refers to Fact Pattern #14)

If RCF does not maintain a safety stock, the estimated total 

carrying costs for the computer chairs for the coming year 

based on their current schedule is 

   A. $4,000 

   B. $5,000 

   C. $6,250 

   D. $10,250 

[108] Source: CMA 0694 4-23 

(Refers to Fact Pattern #14)

The number of production runs per year of computer chairs 

that would minimize the sum of carrying and set-up costs 

for the coming year is 

   A. 1 

   B. 2 

   C. 4 

   D. 5 

[109] Source: CMA 0694 4-24 

(Refers to Fact Pattern #14)

A safety stock of a 5-day supply of computer chairs would 

increase RCF's planned average inventory in units 

(rounded) by 

   A. Zero units. 

   B. 20 units. 

   C. 50 units. 

   D. 100 units. 

[110] Source: CMA 1294 4-6 

Companies that adopt just-in-time purchasing systems 

often experience 

   A. An increase in carrying costs. 

   B. A reduction in the number of suppliers. 

   C. Fewer deliveries from suppliers. 

   D. A greater need for inspection of goods as the 

   goods arrive. 

[111] Source: CMA 1294 4-7 

Which one of the following items is not directly reflected in 

the basic economic order quantity (EOQ) model? 

   A. Interest on invested capital. 

   B. Inventory obsolescence. 

   C. Public warehouse rental charges. 

   D. Quantity discounts lost on inventory purchases. 

[112] Source: CMA 1294 4-8 

A characteristic of the basic economic order quantity 

(EOQ) model is that it 

   A. Is relatively insensitive to error. 

   B. Should not be used when carrying costs are large 

   in relation to procurement costs. 

   C. Is used when product demand, lead-time, and 

   ordering costs are uncertain. 

   D. Should not be used in conjunction with 

   computerized perpetual inventory systems. 

[113] Source: CMA 1294 4-9 

Canseco Enterprises uses 84,000 units of Part 256 in 

manufacturing activities over a 300-day work year. The 

usual lead-time for the part is six days; occasionally, 

however, the lead-time has gone as high as eight days. The 

company now desires to adjust its safety stock policy. The 

increase in safety stock size and the likely effect on 

stockout costs and carrying costs, respectively, would be 

   A. 560 units, decrease, increase. 

   B. 560 units, decrease, decrease. 

   C. 1,680 units, decrease, increase. 

   D. 1,680 units, increase, no change. 

[114] Source: CMA 0696 4-11 

Listed below are a company's monthly unit costs to 

manufacture and market a particular product.

Manufacturing costs:

 Direct materials             $2.00

 Direct labor                  2.40

 Variable indirect             1.60

 Fixed indirect                1.00

Marketing costs:

 Variable                      2.50

 Fixed                         1.50

The company must decide to continue making the product 

or buy it from an outside supplier. The supplier has offered 

to make the product at the same level of quality that the 

company can make it. Fixed marketing costs would be 

unaffected, but variable marketing costs would be reduced 

by 30% if the company were to accept the proposal. What 

is the maximum amount per unit that the company can pay 

the supplier without decreasing operating income? 

   A. $8.50 

   B. $6.75 

   C. $7.75 

   D. $5.25 

[115] Source: CMA 0696 4-15 

In a decision analysis situation, which one of the following 

costs is not likely to contain a variable cost component? 

   A. Labor. 

   B. Overhead. 

   C. Depreciation. 

   D. Selling. 

[116] Source: CMA 0696 4-16 

In a decision analysis situation, which one of the following 

costs is generally not relevant to the decision? 

   A. Incremental cost. 

   B. Differential cost. 

   C. Avoidable cost. 

   D. Historical cost. 

[117] Source: CMA 0696 4-17 

When management must decide to accept or reject a 

one-time-only special order, given sufficient idle capacity, 

which one of the following is not relevant to the decision? 

   A. Absorption costs. 

   B. Differential costs. 

   C. Direct costs. 

   D. Variable costs. 

[118] Source: CMA 0696 4-18 

Which one of the following is most relevant to a 

manufacturing equipment replacement decision? 

   A. Original cost of the old equipment. 

   B. Disposal price of the old equipment. 

   C. Gain or loss on the disposal of the old equipment. 

   D. A lump-sum write-off amount from the disposal of 

   the old equipment. 

[119] Source: CMA 0696 4-19 

When an organization decides on a course of action that is 

selected from a group of alternative courses of action, the 

benefit lost by not choosing the best alternative course of 

action is the 

   A. Expected value. 

   B. Incremental cost. 

   C. Net realizable value. 

   D. Opportunity cost. 

[120] Source: CMA 0696 4-21 

Costs relevant to a make-or-buy decision include variable 

labor and variable materials as well as 

   A. Unavoidable fixed costs. 

   B. Depreciation. 

   C. Avoidable fixed costs. 

   D. Property taxes. 

[121] Source: CMA 0696 4-22 

When a multiproduct plant operates at full capacity, quite 

often decisions must be made as to which products to 

emphasize. These decisions are frequently made with a 

short-run focus. In making such decisions, managers should 

select products with the 

   A. Highest sales price per unit. 

   B. Highest individual unit contribution margin. 

   C. Highest sales volume potential. 

   D. Highest contribution margin per unit of the 

   constraining resource. 

[122] Source: CMA 1296 4-1 

The term that best refers to past costs that have been 

incurred and are not relevant to any future decisions is 

   A. Discretionary costs. 

   B. Full absorption costs. 

   C. Incurred marginal costs. 

   D. Sunk costs. 

[124] Source: CMA 1296 4-3 

(Refers to Fact Pattern #15)

During the next year, KB-96 sales are expected to be 

10,000 units. All of the costs will remain the same except 

that fixed manufacturing overhead will increase by 20% and 

direct materials will increase by 10%. The selling price per 

unit for next year will be $160. Based on this data, the 

contribution margin from KB-96 for next year will be 

   A. $620,000 

   B. $750,000 

   C. $1,080,000 

   D. $1,110,000 

[125] Source: CMA 1296 4-4 

(Refers to Fact Pattern #15)

Kator Co. has received a special, one-time, order for 

1,000 KB-96 parts. Assume that Kator is operating at full 

capacity and that the contribution margin of the output that 

would be displaced by the special order is $10,000. The 

minimum price that is acceptable, using the original data, for 

this one-time special order is in excess of 

   A. $60 

   B. $70 

   C. $87 

   D. $100 

[126] Source: CMA 1296 4-5 

An important concept in decision making is described as 

"the contribution to income that is forgone by not using a 

limited resource in its best alternative use." This concept is 

called 

   A. Marginal cost. 

   B. Incremental cost. 

   C. Potential cost. 

   D. Opportunity cost. 

[127] Source: CMA 1296 4-6 

Several surveys point out that most managers use full 

product costs, including unit fixed costs and unit variable 

costs, in developing cost-based pricing. Which one of the 

following is least associated with cost-based pricing? 

   A. Price stability. 

   B. Price justification. 

   C. Target pricing. 

   D. Fixed-cost recovery. 

[Fact Pattern #16]

Whitehall Corporation produces chemicals used in the 

cleaning industry. During the previous month, Whitehall 

incurred $300,000 of joint costs in producing 60,000 units 

of AM-12 and 40,000 units of BM-36. Whitehall uses the 

units-of-production method to allocate joint costs. 

Currently, AM-12 is sold at split-off for $3.50 per unit. 

Flank Corporation has approached Whitehall to purchase 

all of the production of AM-12 after further processing. 

The further processing will cost Whitehall $90,000. 

[128] Source: CMA 1296 4-7 

(Refers to Fact Pattern #16)

Concerning AM-12, which one of the following alternatives 

is most advantageous? 

   A. Whitehall should process further and sell to Flank 

   if the total selling price per unit after further 

   processing is greater than $3.00, which covers the 

   joint costs. 

   B. Whitehall should continue to sell at split-off unless 

   Flank offers at least $4.50 per unit after further 

   processing, which covers Whitehall's total costs. 

   C. Whitehall should process further and sell to Flank 

   if the total selling price per unit after further 

   processing is greater than $5.00. 

   D. Whitehall should process further and sell to Flank 

   if the total selling price per unit after further 

   processing is greater than $5.25, which maintains the 

   same gross profit percentage. 

[129] Source: CMA 1296 4-8 

(Refers to Fact Pattern #16)

Assume that Whitehall Corporation agreed to sell AM-12 

to Flank Corporation for $5.50 per unit after further 

processing. During the first month of production, Whitehall 

sold 50,000 units with 10,000 units remaining in inventory 

at the end of the month. With respect to AM-12, which 

one of the following statements is correct? 

   A. The operating profit last month was $50,000, and 

   the inventory value is $15,000. 

   B. The operating profit last month was $50,000, and 

   the inventory value is $45,000. 

   C. The operating profit last month was $125,000, 

   and the inventory value is $30,000. 

   D. The operating profit last month was $200,000, 

   and the inventory value is $30,000. 

[130] Source: CMA 1296 4-22 

In a make-versus-buy decision, the relevant costs include 

variable manufacturing costs as well as 

   A. Factory management costs. 

   B. General office costs. 

   C. Avoidable fixed costs. 

   D. Depreciation costs. 

[131] Source: Publisher 

Listed below are a company's monthly unit costs to 

manufacture and market a particular product.

Manufacturing Costs:

  Direct materials                $4.00

  Direct labor                     4.80

  Variable indirect                3.20

  Fixed indirect                   2.00

Marketing Costs:

  Variable                        $5.00

  Fixed                            3.00

The company must decide whether to continue making the 

product or to buy it from an outside supplier. The supplier 

has offered to make a product of the same quality as that 

manufactured in-house. If the company were to accept the 

proposal, fixed marketing costs would be unaffected, but 

variable marketing costs would be reduced by 30%. 

Moreover, if the company outsources the product, the 

capacity formerly used for its manufacture will be idle. 

What is the maximum amount per unit that the company 

can pay the supplier without decreasing its operating 

income? 

   A. $17.00 

   B. $13.50 

   C. $15.50 

   D. $10.50 

[Fact Pattern #17]

Pontotoc Industries manufactures a product that is used as 

a subcomponent by other manufacturers. It has the 

following price and cost structure:

    Selling price                           $300

    Costs

     Direct materials                  40

     Direct labor                      30

     Variable manufacturing overhead   24

     Fixed manufacturing overhead      60

     Variable selling                   6

     Fixed selling and administrative  20   (180)

                                            ----

    Operating margin                        $120

                                            ====

[132] Source: Publisher 

(Refers to Fact Pattern #17)

Pontotoc received a special, one-time order for 1,000 of 

the above parts. Assuming Pontotoc has excess capacity, 

the minimum unit price for this special, one-time order is in 

excess of 

   A. $180 

   B. $120 

   C. $100 

   D. $160 

[133] Source: Publisher 

(Refers to Fact Pattern #17)

Pontotoc received a special, one-time order for 1,000 units 

of its product. However, Pontotoc has an alternative use 

for this capacity that will result in a contribution of $20,000. 

The minimum unit price for this special, one time order is in 

excess of 

   A. $200 

   B. $180 

   C. $140 

   D. $120 

[134] Source: Publisher 

If a U.S. manufacturer's price in the U.S. market is below 

an appropriate measure of costs and the seller has a 

reasonable prospect of recovering the resulting loss in the 

future through higher prices or a greater market share, the 

seller has engaged in 

   A. Collusive pricing. 

   B. Dumping. 

   C. Predatory pricing. 

   D. Price discrimination. 

[135] Source: Publisher 

A company's product has an expected 4-year life cycle 

from research, development, and design through its 

withdrawal from the market. Budgeted costs are

Upstream costs (R&D, design)         $2,000,000

Manufacturing costs                   3,000,000

Downstream costs (marketing,

  distribution, customer service)     1,200,000

After-purchase costs                  1,000,000

The company plans to produce 200,000 units and price the 

product at 125% of the whole-life unit cost. Thus, the 

budgeted unit selling price is 

   A. $15 

   B. $31 

   C. $36 

   D. $45 

[136] Source: CIA 0596 III-35 

A major justification for investments in computer-integrated 

manufacturing (CIM) projects is 

   A. Reduction in the costs of spoilage, reworked units, 

   and scrap. 

   B. Lower book value and depreciation expense for 

   factory equipment. 

   C. Increased working capital. 

   D. Stabilization of market share. 

[137] Source: CIA 1195 III-99 

Increased competition, technological innovation, and a shift 

from mass production of standardized products to 

custom-produced products in many industries have 

increased the need for productivity improvement and 

flexibility of production systems. In response to these 

demands, organizations have increased their reliance on 

automation and the use of advanced technologies in their 

operations. Which of the following is an example of the use 

of automation and advanced technologies? 

   A. Flexible manufacturing system (FMS). 

   B. Just-in-time (JIT) system. 

   C. Master budgeting system (MBS). 

   D. Economic order quantity (EOQ). 

[138] Source: CIA 0595 III-29 

Traditionally, large manufacturers have believed that 

economies of scale gained through large production runs of 

like, or similar, products are the best way to keep 

production costs down and remain competitive. Select the 

most appropriate response to whether this theory is still 

valid. 

   A. Yes, larger economies of scale continue to accrue 

   from ever larger production runs. 

   B. Yes, lower-per-unit costs for standard products 

   continue to guarantee a competitive advantage. 

   C. No, economies of scale can no longer be gained 

   from long production runs. 

   D. No, production flexibility and diversity of products 

   are needed to remain competitive. 

[139] Source: CMA Samp Q4-2 

All of the following costs are relevant to a decision to 

accept or reject an order except 

   A. Differential costs. 

   B. Out-of-pocket costs. 

   C. Replacement costs. 

   D. Sunk costs. 

[140] Source: CMA Samp Q4-3 

Polar Company sells refrigeration components both in the 

U.S. and to a subsidiary located in France. One of the 

components, Part No. 456, has a variable manufacturing 

cost of $30. The part can be sold domestically or shipped 

to the French subsidiary for use in the manufacture of a 

residential subassembly. Relevant data with regard to Part 

No. 456 are shown below.

                                       Part No. 456

                                       ------------

Domestic selling price                     $  65

Shipping charges to France                    15

Cost of acquiring Part No. 456

  in France                                   75

French residential subassembly:

  Sales price                                170

  Other additional manufacturing costs        55

  Units shipped to France                150,000*

*If deemed preferable, these units could be sold

 in the U.S.

Polar's applicable income tax rates are 40% in the U.S. 

and 70% in France.

Polar will transfer Part No. 456 to the French subsidiary at 

either variable manufacturing cost or the domestic market 

price. On the basis of this information, which one of the 

following strategies should be recommended to Polar's 

management? 

   A. Transfer 150,000 units at $30 and the French 

   subsidiary pays the shipping costs. 

   B. Transfer 150,000 units at $65 and the French 

   subsidiary pays the shipping costs. 

   C. Sell 150,000 units in the U.S. and the French 

   subsidiary obtains Part No. 456 in France. 

   D. Transfer 150,000 units at $65 and have the U.S. 

   company absorb the shipping costs. 

[141] Source: CIA 0596 IV-78 

(Refer to Figures 1 through 4.) Which one of the graphs 

depicts the demand curve for prestige goods? 

   A. Figure 1 

   B. Figure 2 

   C. Figure 3 

   D. Figure 4 

[142] Source: CMA 1289 5-16 

(Refer to Figure 5.) The diagram represents the economic 

order quantity (EOQ) model. Which line segment 

represents the reorder lead time? 

   A. AB. 

   B. AE. 

   C. AF. 

   D. BC. 

[143] Source: CMA 1289 5-17 

(Refer to Figure 5.) The diagram represents the economic 

order quantity (EOQ) model. Which line segment identifies 

the quantity of safety stock maintained? 

   A. AB. 

   B. AE. 

   C. AC. 

   D. BC. 

[144] Source: CMA 1289 5-18 

(Refer to Figure 5.) The diagram represents the economic 

order quantity (EOQ) model. Which line segment 

represents the length of time to consume the total quantity 

of materials ordered? 

   A. DE. 

   B. BC. 

   C. AC. 

   D. AE. 

[145] Source: CMA 0690 4-27 

When a fixed plant asset with a 5-year estimated useful life 

is sold during the second year, how would the use of an 

accelerated depreciation method instead of the straight-line 

method affect the gain or loss on the sale of the fixed plant 

asset?

        Gain        Loss

      --------    --------

   A. 

      Increase    Increase

   B. 

      Increase    Decrease

   C. 

      Decrease    Increase

   D. 

      Decrease    Decrease

[146] Source: Publisher 

What is the economic order quantity for Jared Automotive 

if they sell 3,000 automobiles per year, at a cost of $700 

per order, and a carrying cost of $125 per automobile? 

   A. 130 automobiles. 

   B. 24 automobiles. 

   C. 183 automobiles. 

   D. 296 automobiles. 

[Fact Pattern #18]

Madengrad Company manufactures a single electronic 

product called Precisionmix. This unit is a batch-density 

monitoring device attached to large industrial mixing 

machines used in flour, rubber, petroleum, and chemical 

manufacturing. Precisionmix sells for $900 per unit. The 

following variable costs are incurred to produce each 

Precisionmix device:

 Direct labor                                $180

 Direct materials                             240

 Factory overhead                             105

                                             ----

     Total variable production costs          525

 Marketing costs                               75

                                             ----

     Total variable costs                    $600

                                             ====

Madengrad's income tax rate is 40%, and annual fixed 

costs are $6,600,000. Except for an operating loss 

incurred in the year of incorporation, the firm has been 

profitable over the last 5 years. 

[147] Source: CMA 0690 5-12 

(Refers to Fact Pattern #18)

If Madengrad Company achieves a sales and production 

volume of 8,000 units, the annual before-tax income (loss) 

will be 

   A. $(4,200,000). 

   B. $1,780,000. 

   C. $(2,520,000). 

   D. $(420,000). 

[148] Source: CMA 0690 5-13 

(Refers to Fact Pattern #18)

The annual sales volume required for Madengrad Company 

to break even is 

   A. 22,000 units. 

   B. 11,000 units. 

   C. 8,400 units. 

   D. 13,888 units. 

[149] Source: CMA 0690 5-14 

(Refers to Fact Pattern #18)

For Madengrad Company to achieve an after-tax net 

income of $540,000, annual sales revenue must be 

   A. $23,850,000. 

   B. $22,500,000. 

   C. $2,700,000. 

   D. $21,420,000. 

[150] Source: CMA 0690 5-15 

(Refers to Fact Pattern #18)

Assume a 10% increase in annual fixed costs, a 20% unit 

cost increase for direct labor, and a reduction in unit 

material costs of 25%, with no change in selling price. After 

incorporating these changes, Madengrad Company's 

contribution margin would be 

   A. 34%. 

   B. 69%. 

   C. 36%. 

   D. 64%. 

[151] Source: CMA 0690 5-16 

(Refers to Fact Pattern #18)

Assume a 10% increase in annual fixed costs, a 20% unit 

cost increase for direct labor, and a reduction in unit 

material costs of 25%, with no change in selling price. 

Madengrad Company's breakeven point would increase 

(decrease) (rounded to the nearest whole unit) by 

   A. 3,960 units. 

   B. (1,620) units. 

   C. 1,604 units. 

   D. 407 units. 

[153] Source: CMA 0693 4-2 

(Refers to Fact Pattern #19)

The maximum after-tax profit that can be earned by Delphi 

Company from sales of the new product during the next 

fiscal year is 

   A. $30,000. 

   B. $50,000. 

   C. $110,000. 

   D. $66,000. 

[154] Source: CMA 0693 4-3 

(Refers to Fact Pattern #19)

Delphi Company's management has stipulated that it will 

not approve the continued manufacture of the new product 

after the next fiscal year unless the after-tax profit is at least 

$75,000 the first year. The unit selling price to achieve this 

target profit must be at least 

   A. $37.00. 

   B. $36.60. 

   C. $34.60. 

   D. $39.00. 

[Fact Pattern #20]

Donnelly Corporation manufactures and sells T-shirts 

imprinted with college names and slogans. Last year, the 

shirts sold for $7.50 each, and the variable cost to 

manufacture them was $2.25 per unit. The company 

needed to sell 20,000 shirts to break even. The net income 

last year was $5,040. Donnelly's expectations for the 

coming year include the following:

 ｷ  The sales price of the T-shirts will be $9

 ｷ  Variable cost to manufacture will increase by one-third

 ｷ  Fixed costs will increase by 10%

 ｷ  The income tax rate of 40% will be unchanged

[155] Source: CMA 0687 4-10 

(Refers to Fact Pattern #20)

The selling price that would maintain the same contribution 

margin rate as last year is 

   A. $9.00. 

   B. $8.25. 

   C. $10.00. 

   D. Some amount other than those given. 

[156] Source: CMA 0687 4-11 

(Refers to Fact Pattern #20)

The number of T-shirts Donnelly Corporation must sell to 

break even in the coming year is 

   A. 17,500. 

   B. 19,250. 

   C. 20,000. 

   D. Some amount other than those given. 

[157] Source: CMA 0687 4-12 

(Refers to Fact Pattern #20)

Sales for the coming year are expected to exceed last 

year's by 1,000 units. If this occurs, Donnelly's sales 

volume in the coming year will be 

   A. 22,600 units. 

   B. 21,960 units. 

   C. 23,400 units. 

   D. Some amount other than those given. 

[158] Source: CMA 0687 4-13 

(Refers to Fact Pattern #20)

If Donnelly Corporation wishes to earn $22,500 in net 

income for the coming year, the company's sales volume in 

dollars must be 

   A. $213,750. 

   B. $257,625. 

   C. $229,500. 

   D. Some amount other than those given. 

[159] Source: J.B. Romal 

Von Stutgatt International's breakeven point is 8,000 racing 

bicycles and 12,000 5-speed bicycles. If the selling price 

and variable costs are $570 and $200 for a racer, and 

$180 and $90 for a 5-speed respectively, what is the 

weighted-average contribution margin? 

   A. $100 

   B. $145 

   C. $179 

   D. $202 

[Fact Pattern #21]

A company sells two products, X and Y. The sales mix 

consists of a composite unit of 2 units of X for every 5 units 

of Y (2:5). Fixed costs are $49,500. The unit contribution 

margins for X and Y are $2.50 and $1.20, respectively. 

[160] Source: CIA 0586 IV-8 

(Refers to Fact Pattern #21)

Considering the company as a whole, the number of 

composite units to break even is 

   A. 1,650 

   B. 4,500 

   C. 8,250 

   D. 22,500 

[161] Source: CIA 0586 IV-9 

(Refers to Fact Pattern #21)

If the company had a profit of $22,000, the unit sales must 

have been

      Product X      Product Y

      ---------      ---------

   A. 

       5,000          12,500

   B. 

       13,000         32,500

   C. 

       23,800         59,500

   D. 

       32,500         13,000

[162] Source: Publisher 

A manufacturing concern sells its sole product for $10 per 

unit, with a unit contribution margin of $6. The fixed 

manufacturing cost rate per unit is $2 based on a 

denominator capacity of 1 million units, and fixed marketing 

costs are $1.5 million. If 900,000 units are produced, the 

absorption-costing breakeven point in units sold is 

   A. 425,000 units. 

   B. 583,333 units. 

   C. 900,000 units. 

   D. 1,000,000 units. 

[163] Source: Publisher 

A not-for-profit social agency provides home health care 

assistance to as many patients as possible. Its budgeted 

appropriation (X) for next year must cover fixed costs of 

$5 million, and the annual per-patient cost (Y) of its 

services. However, the agency is preparing for a possible 

10% reduction in its appropriation that will lower the 

number of patients served from 5,000 to 4,000. The 

reduced appropriation and the annual per-patient cost equal

         Reduced       Per-Patient

      Appropriation    Annual Cost

      -------------    -----------

   A. 

       $5,000,000        $4,000

   B. 

       $8,333,333        $833

   C. 

       $9,000,000        $1,000

   D. 

       $10,000,000       $5,000

[164] Source: CIA 0593 IV-11 

A company has sales of $500,000, variable costs of 

$300,000, and pretax profit of $150,000. If the company 

increased the sales price per unit by 10%, reduced fixed 

costs by 20%, and left variable cost per unit unchanged, 

what would be the new breakeven point in sales dollars? 

   A. $88,000 

   B. $100,000 

   C. $110,000 

   D. $125,000 

[165] Source: CIA 0593 IV-17 

A company with $280,000 of fixed costs has the following 

data:

                         Product A    Product B

                         ---------    ---------

Sales price per unit         $5            $6

Variable costs per unit      $3            $5

Assume three units of A are sold for each unit of B sold. 

How much will sales be in dollars of product B at the 

breakeven point? 

   A. $200,000 

   B. $240,000 

   C. $280,000 

   D. $840,000 

[166] Source: CIA 1193 IV-11 

A retail company determines its selling price by marking up 

variable costs 60%. In addition, the company uses frequent 

selling price markdowns to stimulate sales. If the 

markdowns average 10%, what is the company's 

contribution margin ratio? 

   A. 27.5% 

   B. 30.6% 

   C. 37.5% 

   D. 41.7% 

[Fact Pattern #22]

This data pertains to a company.

                           Total Cost   Unit Cost

                           ----------   ---------

 Sales (40,000 units)      $1,000,000      $25

 Raw materials                160,000        4

 Direct labor                 280,000        7

 Factory overhead:

     Variable                  80,000        2

     Fixed                    360,000

 Selling and general

   expenses

     Variable                 120,000        3

     Fixed                    225,000

[167] Source: CIA 0594 III-42 

(Refers to Fact Pattern #22)

How many units does the company need to produce and 

sell to make a before-tax profit of 10% of sales? 

   A. 65,000 units. 

   B. 36,562 units. 

   C. 90,000 units. 

   D. 25,000 units. 

[168] Source: CIA 0594 III-43 

(Refers to Fact Pattern #22)

Assuming that the company sells 80,000 units, what is the 

maximum that can be paid for an advertising campaign 

while still breaking even? 

   A. $135,000 

   B. $1,015,000 

   C. $535,000 

   D. $695,000 

[169] Source: CIA 1193 IV-12 

Total production costs of prior periods for a company are 

listed as follows. Assume that the same cost behavior 

patterns can be extended linearly over the range of 3,000 

to 35,000 units and that the cost driver for each cost is the 

number of units produced.

Production

in units

per month       3,000    9,000    16,000   35,000

----------     -------  -------  -------  --------

Cost X         $23,700  $52,680  $86,490  $178,260

Cost Y          47,280  141,840  252,160   551,600

The company is concerned about its current operating 

performance that is summarized as follows.

     Sales ($12.50 per unit)         $300,000

     Variable costs                   180,000

     Net operating loss               (40,000)

How many additional units should have been sold in order 

for the company to break even? 

   A. 32,000 

   B. 16,000 

   C. 12,800 

   D. 8,000 

[170] Source: CMA 1286 5-12 

Cost-volume-profit (CVP) analysis is a key factor in many 

decisions, including choice of product lines, pricing of 

products, marketing strategy, and use of productive 

facilities. A calculation used in a CVP analysis is the 

breakeven point. Once the breakeven point has been 

reached, operating income will increase by the 

   A. Gross margin per unit for each additional unit sold. 

   B. Contribution margin per unit for each additional 

   unit sold. 

   C. Fixed costs per unit for each additional unit sold. 

   D. Variable costs per unit for each additional unit 

   sold. 

[171] Source: CMA 0687 4-14 

For a profitable company, the amount by which sales can 

decline before losses occur is known as the 

   A. Sales volume variance. 

   B. Hurdle rate. 

   C. Marginal income rate. 

   D. Margin of safety. 

[172] Source: CMA 1290 4-2 

One of the major assumptions limiting the reliability of 

breakeven analysis is that 

   A. Efficiency and productivity will continually 

   increase. 

   B. Total variable costs will remain unchanged over 

   the relevant range. 

   C. Total fixed costs will remain unchanged over the 

   relevant range. 

   D. The cost of production factors varies with changes 

   in technology. 

[173] Source: CMA 0691 4-11 

If 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. 

[174] Source: CMA 1294 4-3 

Marston Enterprises sells three chemicals: petrol, septine, 

and tridol. Petrol is the company's most profitable product; 

tridol is the least profitable. Which one of the following 

events will definitely decrease the firm's overall breakeven 

point for the upcoming accounting period? 

   A. The installation of new computer-controlled 

   machinery and subsequent layoff of assembly-line 

   workers. 

   B. A decrease in tridol's selling price. 

   C. An increase in the overall market for septine. 

   D. An increase in anticipated sales of petrol relative 

   to sales of septine and tridol. 

[175] Source: CMA 1286 5-13 

The margin of safety is a key concept of CVP analysis. The 

margin of safety is 

   A. The contribution margin rate. 

   B. The difference between budgeted contribution 

   margin and breakeven contribution margin. 

   C. The difference between budgeted sales and 

   breakeven sales. 

   D. The difference between the breakeven point in 

   sales and cash flow breakeven. 

[176] Source: Publisher 

In working on a CVP analysis, the accountant is unsure of 

the exact results and/or assumptions under which to 

operate. What can the accountant do to help management 

in this CVP decision? 

   A. Nothing. It is not the responsibility of the 

   accountant to be concerned with the ambiguity of the 

   results and/or assumptions. 

   B. Ascertain the probabilities of various outcomes 

   and work with management on understanding those 

   probabilities in reference to the CVP decision. 

   C. Calculate the probabilities of various outcomes 

   and make the decision for management. 

   D. Use a random number table to generate a decision 

   model and make the decision for management. 

[177] Source: CMA 1290 4-1 

When used in cost-volume-profit analysis, sensitivity 

analysis 

   A. Determines the most profitable mix of products to 

   be sold. 

   B. Allows the decision maker to introduce 

   probabilities in the evaluation of decision alternatives. 

   C. Is done through various possible scenarios and 

   computes the impact on profit of various predictions 

   of future events. 

   D. Is limited because in cost-volume-profit analysis, 

   costs are not separated into fixed and variable 

   components. 

[178] Source: CIA 1188 IV-17 

Which of the following is a characteristic of a contribution 

income statement? 

   A. Fixed and variable expenses are combined as one 

   line. 

   B. Fixed expenses are listed separately from variable 

   expenses. 

   C. Fixed and variable manufacturing costs are 

   combined as one line item, but fixed operating 

   expenses are shown separately from variable 

   operating expenses. 

   D. Fixed and variable operating expenses are 

   combined as one line item, but fixed manufacturing 

   expenses are shown separately from variable 

   manufacturing expenses. 

[Fact Pattern #23]

Siberian Ski Company recently expanded its manufacturing 

capacity, which will allow it to produce up to 15,000 pairs 

of cross-country skis of the mountaineering model or the 

touring model. The Sales Department assures management 

that it can sell between 9,000 pairs and 13,000 pairs of 

either product this year. Because the models are very 

similar, Siberian Ski will produce only one of the two 

models.

The following information was compiled by the Accounting Department.

                          Per Unit (Pair) Data

                          --------------------

                      Mountaineering        Touring

                      --------------        -------

Selling price             $88.00             $80.00

Variable costs             52.80              52.80

Fixed costs will total $369,600 if the mountaineering model 

is produced but will be only $316,800 if the touring model 

is produced. Siberian Ski is subject to a 40% income tax 

rate. 

[179] Source: CMA 1291 4-13 

(Refers to Fact Pattern #23)

If Siberian Ski Company desires an after-tax net income of 

$24,000, how many pairs of touring model skis will the 

company have to sell? 

   A. 13,118 pairs. 

   B. 12,529 pairs. 

   C. 13,853 pairs. 

   D. 4,460 pairs. 

[180] Source: CMA 1291 4-14 

(Refers to Fact Pattern #23)

The total sales revenue at which Siberian Ski Company 

would make the same profit or loss regardless of the ski 

model it decided to produce is 

   A. $880,000. 

   B. $422,400. 

   C. $924,000. 

   D. $686,400. 

[181] Source: CMA 1291 4-15 

(Refers to Fact Pattern #23)

If the Siberian Ski Company Sales Department could 

guarantee the annual sale of 12,000 pairs of either model, 

Siberian Ski would 

   A. Produce 12,000 pairs of touring skis because they 

   have a lower fixed cost. 

   B. Be indifferent as to which model is sold because 

   each model has the same variable cost per unit. 

   C. Produce 12,000 pairs of mountaineering skis 

   because they have a lower breakeven point. 

   D. Produce 12,000 pairs of mountaineering skis 

   because they are more profitable. 

[Fact Pattern #24]

Bruell Electronics Co. is developing a new product, surge 

protectors for high-voltage electrical flows. The following 

cost information relates to the product:

                            Unit Costs

                            ----------

 Direct materials             $3.25

 Direct labor                  4.00

 Distribution                   .75

The company will also be absorbing $120,000 of 

additional fixed costs associated with this new product. A 

corporate fixed charge of $20,000 currently absorbed by 

other products will be allocated to this new product. 

[182] Source: CMA 0694 4-28 

(Refers to Fact Pattern #24)

If the selling price is $14 per unit, the breakeven point in 

units (rounded to the nearest hundred) for surge protectors 

is 

   A. 8,500 units. 

   B. 10,000 units. 

   C. 15,000 units. 

   D. 20,000 units. 

[183] Source: CMA 0694 4-29 

(Refers to Fact Pattern #24)

How many surge protectors (rounded to the nearest 

hundred) must Bruell Electronics sell at a selling price of 

$14 per unit to gain $30,000 additional income before 

taxes? 

   A. 10,700 units. 

   B. 12,100 units. 

   C. 20,000 units. 

   D. 25,000 units. 

[184] Source: CMA 0694 4-30 

(Refers to Fact Pattern #24)

How many surge protectors (rounded to the nearest 

hundred) must Bruell Electronics sell at a selling price of 

$14 per unit to increase after-tax income by $30,000? 

Bruell Electronics' effective income tax rate is 40%. 

   A. 10,700 units. 

   B. 12,100 units. 

   C. 20,000 units. 

   D. 28,300 units. 

[185] Source: CMA 1294 4-5 

Austin Manufacturing, which is subject to a 40% income 

tax rate, had the following operating data for the period just 

ended.

     Selling price per unit           $     60

     Variable cost per unit                 22

     Fixed costs                       504,000

Management plans to improve the quality of its sole 

product by (1) replacing a component that costs $3.50 

with a higher-grade unit that costs $5.50, and (2) acquiring 

a $180,000 packing machine. Austin will depreciate the 

machine over a 10-year life with no estimated salvage value 

by the straight-line method of depreciation. If the company 

wants to earn after-tax income of $172,800 in the 

upcoming period, it must sell 

   A. 19,300 units. 

   B. 21,316 units. 

   C. 22,500 units. 

   D. 23,800 units. 

[Fact Pattern #25]

MultiFrame Company has the following revenue and cost 

budgets for the two products it sells.

                          Plastic        Glass

                          Frames         Frames

                         --------       --------

 Budgeted unit sales      100,000        300,000

 Sales price               $10.00         $15.00

 Direct materials           (2.00)         (3.00)

 Direct labor               (3.00)         (5.00)

 Fixed overhead             (3.00)         (4.00)

                         --------       --------

 Net income per unit        $2.00          $3.00

                         ========       ========

The budgeted unit sales equal the current unit demand, and 

total fixed overhead for the year is budgeted at $975,000. 

Assume that the company plans to maintain the same 

proportional mix. In numerical calculations, MultiFrame 

rounds to the nearest cent and unit. 

[186] Source: CMA 1290 4-4 

(Refers to Fact Pattern #25)

The total number of units MultiFrame needs to produce 

and sell to break even is 

   A. 150,000 units. 

   B. 354,545 units. 

   C. 177,273 units. 

   D. 300,000 units. 

[187] Source: CMA 1290 4-5 

(Refers to Fact Pattern #25)

The total number of units needed to break even if the 

budgeted direct labor costs were $2 for plastic frames 

instead of $3 is 

   A. 154,028 units. 

   B. 144,444 units. 

   C. 156,000 units. 

   D. 146,177 units. 

[188] Source: CMA 1290 4-6 

(Refers to Fact Pattern #25)

The total number of units needed to break even if sales 

were budgeted at 150,000 units of plastic frames and 

300,000 units of glass frames with all other costs remaining 

constant is 

   A. 171,958 units. 

   B. 418,455 units. 

   C. 153,947 units. 

   D. 365,168 units. 

[189] Source: CMA 0692 4-22 

Mason Enterprises has prepared the following budget for 

the month of July.

            Selling Price  Variable Cost    Unit

               Per Unit       Per Unit     Sales

            -------------  -------------   ------

Product A      $10.00          $4.00       15,000

Product B       15.00           8.00       20,000

Product C       18.00           9.00        5,000

Assuming that total fixed costs will be $150,000 and the 

mix remains constant, the breakeven point (rounded to the 

next higher whole unit) will be 

   A. 20,455 units. 

   B. 21,429 units. 

   C. 21,819 units. 

   D. 6,818 units. 

[191] Source: CMA 0692 4-30 

(Refers to Fact Pattern #26)

For the coming year, the management of Barnes 

Corporation anticipates a 10% increase in sales, a 12% 

increase in variable costs, and a $45,000 increase in fixed 

expenses. The breakeven point for next year will be 

   A. $729,027. 

   B. $862,103. 

   C. $214,018. 

   D. $474,000. 

[192] Source: CMA 1294 4-4 

The following information relates to Clyde Corporation, 

which produced and sold 50,000 units during a recent 

accounting period.

Sales                                      $850,000

Manufacturing costs

   Fixed                                    210,000

   Variable                                 140,000

Selling and administrative costs

   Fixed                                    300,000

   Variable                                  45,000

Income tax rate                                 40%

For the next accounting period, if production and sales are 

expected to be 40,000 units, the company should 

anticipate a contribution margin per unit of 

   A. $1.86. 

   B. $3.10. 

   C. $7.30. 

   D. $13.30. 

[193] Source: CMA 0679 5-13 

BE&H Manufacturing is considering dropping a product 

line. It currently produces a multi-purpose woodworking 

clamp in a simple manufacturing process that uses special 

equipment. Variable costs amount to $6.00 per unit. Fixed 

overhead costs, exclusive of depreciation, have been 

allocated to this product at a rate of $3.50 a unit and will 

continue whether or not production ceases. Depreciation 

on the special equipment amounts to $20,000 a year. If 

production of the clamp is stopped, the special equipment 

can be sold for $18,000; if production continues, however, 

the equipment will be useless for further production at the 

end of 1 year and will have no salvage value. The clamp 

has a selling price of $10 a unit. Ignoring tax effects, the 

minimum number of units that would have to be sold in the 

current year to break even on a cash flow basis is 

   A. 4,500 

   B. 5,000 

   C. 20,000 

   D. 36,000 

[194] Source: C.J. Skender 

Tonykinn Company is contemplating marketing a new 

product. Fixed costs will be $800,000 for production of 

75,000 units or less and $1,200,000 if production exceeds 

75,000 units. The variable cost ratio is 60% for the first 

75,000 units. Total variable costs will decrease to 50% for 

units in excess of 75,000. If the product is expected to sell 

for $25 per unit, how many units must Tonykinn sell to 

break even? 

   A. 120,000 

   B. 111,000 

   C. 96,000 

   D. 80,000 

[195] Source: CIA 1196 III-90 

Two companies produce and sell the same product in a 

competitive industry. Thus, the selling price of the product 

for each company is the same. Company 1 has a 

contribution margin ratio of 40% and fixed costs of $25 

million. Company 2 is more automated, making its fixed 

costs 40% higher than those of Company 1. Company 2 

also has a contribution margin ratio that is 30% greater than 

that of Company 1. By comparison, Company 1 will have 

the <List A> breakeven point in terms of dollar sales 

volume and will have the <List B> dollar profit potential 

once the indifference point in dollar sales volume is 

exceeded.

    List A   List B

    ------   -------

   A. Lower Lesser 

   B. Lower Greater 

   C. Higher Lesser 

   D. Higher Greater 

[196] Source: CIA 1196 III-91 

A company manufactures a single product. Estimated cost 

data regarding this product and other information for the 

product and the company are as follows:

Sales price per unit                           $40

Total variable production cost per unit        $22

Sales commission (on sales)                     5%

Fixed costs and expenses:

  Manufacturing overhead       $5,598,720

  General and administrative   $3,732,480

Effective income tax rate                      40%

The number of units the company must sell in the coming 

year in order to reach its breakeven point is 

   A. 388,800 units. 

   B. 518,400 units. 

   C. 583,200 units. 

   D. 972,000 units. 

[Fact Pattern #27]

A company that sells its single product for $40 per unit 

uses cost-volume-profit analysis in its planning. The 

company's after-tax net income for the past year was 

$1,188,000 after applying an effective tax rate of 40%. 

The projected costs for manufacturing and selling its single 

product in the coming year are shown below.

Variable costs per unit:

     Direct material                          $5.00

     Direct labor                              4.00

     Manufacturing overhead                    6.00

     Selling and administrative costs          3.00

                                             ------

Total variable cost per unit                 $18.00

                                             ======

Annual fixed operating costs:

     Manufacturing overhead                  $6,200,000

     Selling and administrative costs         3,700,000

Total annual fixed cost                      $9,900,000

[197] Source: CIA 0596 III-84 

(Refers to Fact Pattern #27)

The dollar sales volume required in the coming year to earn 

the same after-tax net income as the past year is 

   A. $20,160,000 

   B. $21,600,000 

   C. $23,400,000 

   D. $26,400,000 

[198] Source: CIA 0596 III-85 

(Refers to Fact Pattern #27)

The company has learned that a new direct material is 

available that will increase the quality of its product. The 

new material will increase the direct material costs by $3 

per unit. The company will increase the selling price of the 

product to $50 per unit and increase its marketing costs by 

$1,575,000 to advertise the higher-quality product. The 

number of units the company has to sell in order to earn a 

10% before-tax return on sales would be

Variable costs per unit:

  Direct material                       $ 5.00

  Direct labor                            4.00

  Manufacturing overhead                  6.00

  Selling and administrative coats        3.00

                                        ------

Total variable costs per unit           $18.00

                                        ======

Annual fixed operating costs:

  Manufacturing overhead               $6,200,000

  Selling and administrative costs      3,700,000

                                       ----------

Total annual fixed costs               $9,900,000

                                       ==========

   A. 337,500 units. 

   B. 346,875 units. 

   C. 425,000 units. 

   D. 478,125 units. 

[Fact Pattern #28]

Total production costs of prior periods for a company are 

listed as follows. Assume that the same cost behavior 

patterns can be extended linearly over the range of 3,000 

to 35,000 units and that the cost driver for each cost is the 

number of units produced.

Production

in units

per month       3,000    9,000    16,000   35,000

----------     -------  -------  -------  --------

Cost X         $23,700  $52,680  $86,490  $178,260

Cost Y          47,280  141,840  252,160   551,600

[199] Source: CIA 0594 III-99 

(Refers to Fact Pattern #28)

What is the average cost per unit at a production level of 

8,000 units for cost X? 

   A. $5.98 

   B. $5.85 

   C. $7.90 

   D. $4.83 

[200] Source: CIA 1188 IV-16 

Positive net income is shown on a cost-volume-profit chart 

when the 

   A. Total variable expense line exceeds the total fixed 

   expense line. 

   B. Total expense line exceeds the total sales revenue 

   line. 

   C. Total sales revenue line exceeds the total fixed 

   expense line. 

   D. Total sales revenue line exceeds the total expense 

   line. 

[201] Source: CIA 0582 IV-23 

A company's breakeven point in sales dollars may be 

affected by equal percentage increases in both selling price 

and variable cost per unit (assume all other factors are 

constant within the relevant range). The equal percentage 

changes in selling price and variable cost per unit will cause 

the breakeven point in sales dollars to 

   A. Decrease by less than the percentage increase in 

   selling price. 

   B. Decrease by more than the percentage increase in 

   the selling price. 

   C. Increase by the percentage change in variable cost 

   per unit. 

   D. Remain unchanged. 

[202] Source: CMA 1273 4-4 

Which of the following would decrease unit contribution 

margin the most? 

   A. A 15% decrease in selling price. 

   B. A 15% increase in variable expenses. 

   C. A 15% decrease in variable expenses. 

   D. A 15% decrease in fixed expenses. 

[203] Source: CIA 0577 IV-11 

Which of the following will result in raising the breakeven 

point? 

   A. A decrease in the variable cost per unit. 

   B. An increase in the semivariable cost per unit. 

   C. An increase in the contribution margin per unit. 

   D. A decrease in income tax rates. 

[204] Source: Publisher 

A company wants to open a new store in one of two 

nearby shopping malls. In Mall A, the rent will be 

$250,000 per year. In Mall B, the rent will be 4% of gross 

revenues. Assuming that revenues and all other elements 

under consideration are the same for both malls, at what 

level of revenues will the company be indifferent between 

the two malls? 

   A. $1,000,000 

   B. $4,000,000 

   C. $6,250,000 

   D. $12,500,000 

[205] Source: CIA 0583 IV-5 

A company allocates its variable factory overhead based 

on direct labor hours. During the past 3 months, the actual 

direct labor hours and the total factory overhead allocated 

were as follows:

                                  January  February   March

                                  -------  --------  --------

Direct labor hours                  1,000     3,000     5,000

Total factory overhead allocated  $80,000  $140,000  $200,000

Based upon this information, monthly fixed factory 

overhead was 

   A. $50,000 

   B. $46,667 

   C. $33,333 

   D. $30,000 

[206] Source: CIA 0585 IV-6 

Green Company produces Product A and sells it for 

$18.00. The following cost data apply:

          Type of Cost              Per Unit

--------------------------------    --------

Direct materials (3 lb. x $1.50)      $4.50

Direct labor                           6.45

Variable overhead                      1.35

Fixed overhead                         1.50

Variable selling expense               1.10

Fixed selling expense                  2.20

                                     ------

                                     $17.10

                                     ======

Green has thought of marketing a new Product B with the 

same cost structure as Product A except that the price will 

be $15.60. Green Company currently has the plant 

capacity necessary for this expansion. Because of the cost 

structure, Green Company will find the production and sale 

of Product B in the short run to be 

   A. Not profitable unless the price can be raised to 

   $17.10. 

   B. Not profitable at any price. 

   C. Not profitable at $15.60 because the fixed selling 

   expense and fixed manufacturing overhead will not be 

   covered by the price. 

   D. Profitable to produce and sell Product B in the 

   short run at the price of $15.60. 

[Fact Pattern #29]

A company produced the following data (rounded) on its 

product:

                      Unit Cost

   Number of    ----------------------  Marginal  Marginal

Units Produced  Fixed  Variable  Total    Cost    Revenue

--------------  -----  --------  -----  --------  --------

       1         100      85      185      85        90

       2          50      70      120      55        90

       3          33      65       98      55        90

       4          25      67       92      73        90

       5          20      75       95     107        90

[207] Source: CIA 1183 IV-23 

(Refers to Fact Pattern #29)

How many units should be produced? 

   A. 2 

   B. 3 

   C. 4 

   D. 5 

[208] Source: CIA 1183 IV-24 

(Refers to Fact Pattern #29)

If two units of product were produced and sold, the total 

contribution margin would be 

   A. $25 

   B. $40 

   C. $50 

   D. $70 

[209] Source: CIA 0585 IV-8 

Orange Company's controller developed the following 

direct-costing income statement for year 1:

                                                 Per

                                                 Unit

                                                 ----

Sales (150,000 units at $30)         $4,500,000   $30

                                                 ----

Variable costs:

  Direct materials       $1,050,000               $ 7

  Direct labor            1,500,000                10

  Mfg. overhead             300,000                 2

  Selling & mkg.            300,000                 2

                         ----------              ----

                                     (3,150,000)  $21

                                     ----------  ----

Contribution margin                  $1,350,000   $ 9

                                                 ----

Fixed costs:

  Mfg. overhead          $  600,000               $ 4

  Selling & mkg.            300,000                 2

                         ----------              ----

                                     (900,000)    $ 6

                                     ----------  ----

Net income                           $  450,000   $ 3

                                     ==========  ====

Orange Co. based its next year's budget on the assumption 

that fixed costs, unit sales, and the sales price would remain 

as they were in year 1, but with net income being reduced 

to $300,000. By July of year 2, the controller was able to 

predict that unit sales would increase over year 1 levels by 

10%. Based on the year 2 budget and the new information, 

the predicted year 2 net income would be 

   A. $300,000 

   B. $330,000 

   C. $420,000 

   D. $585,000 

[210] Source: CIA 1186 IV-10 

A company has just completed the final development of its 

only product, general recombinant bacteria, which can be 

programmed to kill most insects before dying themselves. 

The product has taken 3 years and $6,000,000 to develop. 

The following costs are expected to be incurred on a 

monthly basis for the normal production level of 1,000,000 

pounds of the new product:

                                           1,000,000 pounds

                                           ----------------

Direct materials                               $  300,000

Direct labor                                    1,250,000

Variable factory overhead                         450,000

Fixed factory overhead                          2,000,000

Variable selling, general, and adm. expenses      900,000

Fixed selling, general, and adm. expenses       1,500,000

                                               ----------

Total                                          $6,400,000

                                               ==========

At a sales price of $5.90 per pound, the sales in pounds 

necessary to ensure a $3,000,000 profit the first year 

would be (to the nearest thousand pounds) 

   A. 13,017,000 pounds. 

   B. 14,000,000 pounds. 

   C. 15,000,000 pounds. 

   D. 25,600,000 pounds. 

[Fact Pattern #30]

Moorehead Manufacturing Company produces two 

products for which the following data have been tabulated. 

Fixed manufacturing cost is applied at a rate of $1.00 per 

machine hour.

Per Unit                       XY-7    BD-4

---------------------------    -----   -----

Selling price                  $4.00   $3.00

Variable manufacturing cost    $2.00   $1.50

Fixed manufacturing cost       $ .75   $ .20

Variable selling cost          $1.00   $1.00

The sales manager has had a $160,000 increase in the 

budget allotment for advertising and wants to apply the 

money to the most profitable product. The products are not 

substitutes for one another in the eyes of the company's 

customers. 

[211] Source: CMA 0679 5-25 

(Refers to Fact Pattern #30)

Suppose the sales manager chooses to devote the entire 

$160,000 to increased advertising for XY-7. The minimum 

increase in sales units of XY-7 required to offset the 

increased advertising is 

   A. 640,000 units. 

   B. 160,000 units. 

   C. 128,000 units. 

   D. 80,000 units. 

[212] Source: CMA 0679 5-26 

(Refers to Fact Pattern #30)

Suppose the sales manager chooses to devote the entire 

$160,000 to increased advertising for BD-4. The minimum 

increase in sales dollars of BD-4 required to offset the 

increased advertising would be 

   A. $160,000 

   B. $320,000 

   C. $960,000 

   D. $1,600,000 

[213] Source: CMA 0679 5-27 

(Refers to Fact Pattern #30)

Suppose Moorehead has only 100,000 machine hours that 

can be made available to produce additional units of XY-7 

and BD-4. If the potential increase in sales units for either 

product resulting from advertising is far in excess of this 

production capacity, which product should be advertised 

and what is the estimated increase in contribution margin 

earned? 

   A. Product XY-7 should be produced, yielding a 

   contribution margin of $75,000. 

   B. Product XY-7 should be produced, yielding a 

   contribution margin of $133,333. 

   C. Product BD-4 should be produced, yielding a 

   contribution margin of $187,500. 

   D. Product BD-4 should be produced, yielding a 

   contribution margin of $250,000. 

[214] Source: CIA 1189 IV-54 

The percentage change in earnings before interest and taxes 

associated with the percentage change in sales volume is 

the degree of 

   A. Operating leverage. 

   B. Financial leverage. 

   C. Breakeven leverage. 

   D. Combined leverage. 

[215] Source: CMA 0695 1-1 

A higher degree of operating leverage compared with the 

industry average implies that the firm 

   A. Has higher variable costs. 

   B. Has profits that are more sensitive to changes in 

   sales volume. 

   C. Is more profitable. 

   D. Is less risky. 

[216] Source: CMA 0692 1-8 

Carlisle Company currently sells 400,000 bottles of 

perfume each year. Each bottle costs $.84 to produce and 

sells for $1.00. Fixed costs are $28,000 per year. The firm 

has annual interest expense of $6,000, preferred stock 

dividends of $2,000 per year, and a 40% tax rate. The 

degree of operating leverage for Carlisle Company is 

   A. 2.4 

   B. 1.78 

   C. 2.13 

   D. 1.2 

[217] Source: CIA 0591 IV-17 

A company makes a product that sells for $30. During the 

coming year, fixed costs are expected to be $180,000, and 

variable costs are estimated at $26 per unit. How many 

units must the company sell to break even? 

   A. 6,000 

   B. 6,924 

   C. 45,000 

   D. 720,000 

[Fact Pattern #31]

The data available for the current year are given below.

                                Whole Company  Division 1  Division 2

                                -------------  ----------  ----------

Variable manufacturing cost

 of goods sold                  $  400,000     $220,000      $80,000

Unallocated costs (e.g.,

 president's salary)               100,000

Fixed costs controllable by

 division managers (e.g.,

 advertising, engineering

 supervision costs)                 90,000       50,000       40,000

 Net revenue                     1,000,000      600,000      400,000

 Variable selling and

 administrative costs              130,000       70,000       60,000

 Fixed costs controllable by

  others (e.g., depreciation,

  insurance)                       120,000       70,000       50,000

[218] Source: CIA 1186 IV-16 

(Refers to Fact Pattern #31)

Based upon the information presented above, the 

contribution margin for the company was 

   A. $400,000 

   B. $470,000 

   C. $530,000 

   D. $600,000 

[219] Source: CIA 1186 IV-17 

(Refers to Fact Pattern #31)

Using the information presented above, the contribution by 

Division 1 was 

   A. $190,000 

   B. $260,000 

   C. $310,000 

   D. $380,000 

[220] Source: CIA 1184 IV-3 

Two companies are expected to have annual sales of 

1,000,000 decks of playing cards next year. Estimates for 

next year are presented below:

                              Company 1    Company 2

                              ---------    ---------

Selling price per deck           $3.00        $3.00

Cost of paper per deck             .62          .65

Printing ink per deck              .13          .15

Labor per deck                     .75         1.25

Variable overhead per deck         .30          .35

Fixed costs                   $960,000     $252,000

Given these data, which of the following responses is 

correct?

                              Volume in Units

      Breakeven   Breakeven   at Which Profits

      Point in    Point in      of Company 1

      Units for   Units for    and Company 2

      Company 1   Company 2       Are Equal

      ---------   ---------   -----------------

   A. 

       800,000     420,000       1,180,000

   B. 

       800,000     420,000       1,000,000

   C. 

       533,334     105,000       1,000,000

   D. 

       533,334     105,000       1,180,000

[221] Source: CMA 0687 1-27 

Lyman Company has the opportunity to increase annual 

sales $100,000 by selling to a new, riskier group of 

customers. The uncollectible expense is expected to be 

15%, and collection costs will be 5%. The company's 

manufacturing and selling expenses are 70% of sales, and 

its effective tax rate is 40%. If Lyman should accept this 

opportunity, the company's after-tax profits would increase 

by 

   A. $6,000 

   B. $10,000 

   C. $10,200 

   D. $14,400 

[222] Source: CIA 0578 IV-18 

An organization's sales revenue is expected to be $72,600, 

a 10% increase over last year. For the same period, total 

fixed costs of $22,000 are expected to be the same as last 

year. If the number of units sold is expected to increase by 

1,100, the marginal revenue per unit will be 

   A. $4 

   B. $6 

   C. $20 

   D. $46 

[223] Source: A. Wilson 

The Childers Company sells widgets. The company breaks 

even at an annual sales volume of 75,000 units. Actual 

annual sales volume was 100,000 units, and the company 

reported a profit of $200,000. The annual fixed costs for 

the Childers Company are 

   A. $800,000 

   B. $600,000 

   C. $75,000 

   D. Insufficient information to determine amount of 

   fixed costs. 

[224] Source: CIA 1185 IV-9 

A manufacturer produces a product that sells for $10 per 

unit. Variable costs per unit are $6 and total fixed costs are 

$12,000. At this selling price, the company earns a profit 

equal to 10% of total dollar sales. By reducing its selling 

price to $9 per unit, the manufacturer can increase its unit 

sales volume by 25%. Assume that there are no taxes and 

that total fixed costs and variable costs per unit remain 

unchanged. If the selling price were reduced to $9 per unit, 

the profit would be 

   A. $3,000 

   B. $4,000 

   C. $5,000 

   D. $6,000 

[Fact Pattern #32]

A company has sales of one of its products of $400,000 

per year and a contribution margin ratio of 20%. Its margin 

of safety is $40,000. 

[225] Source: Publisher 

(Refers to Fact Pattern #32)

What is the company's breakeven point? 

   A. $360,000 

   B. $320,000 

   C. $288,000 

   D. $80,000 

[226] Source: Publisher 

(Refers to Fact Pattern #32)

What are the company's fixed costs? 

   A. $72,000 

   B. $80,000 

   C. $288,000 

   D. $320,000 

[Fact Pattern #33]

For one of its divisions, Buona Fortuna Company has fixed 

costs of $300,000 and a variable-cost percentage equal to 

60% of its $10 per unit selling price. It would like to earn a 

pre-tax income of $90,000 per year from the division. 

[227] Source: Publisher 

(Refers to Fact Pattern #33)

What is the breakeven point in dollars? 

   A. $300,000 

   B. $500,000 

   C. $750,000 

   D. $1,050,000 

[228] Source: Publisher 

(Refers to Fact Pattern #33)

How many units will Buona Fortuna have to sell to earn a 

pre-tax income of $90,000 per year? 

   A. 65,000 units. 

   B. 75,000 units. 

   C. 77,250 units. 

   D. 97,500 units. 

[Fact Pattern #34]

Catfur Company has fixed costs of $300,000. It produces 

two products, X and Y. Product X has a variable cost 

percentage equal to 60% of its $10 per unit selling price. 

Product Y has a variable cost percentage equal to 70% of 

its $30 selling price. For the past several years, sales of 

Product X have averaged 66 % of the sales of Product Y. 

That ratio is not expected to change. 

[229] Source: Publisher 

(Refers to Fact Pattern #34)

What is Catfur's breakeven point in dollars? 

   A. $300,000 

   B. $750,000 

   C. $857,142 

   D. $942,857 

[230] Source: Publisher 

(Refers to Fact Pattern #34)

How many units of Product Y will Catfur sell at the 

breakeven point? 

   A. 8,571 units. 

   B. 20,454 units. 

   C. 23,377 units. 

   D. 25,714 units. 

[231] Source: Publisher 

(Refers to Fact Pattern #34)

Assume that Catfur Company achieved its planned 

breakeven level of sales in dollars, but the mix of products 

sold was one-to-one. All actual costs and unit selling prices 

equaled budgeted amounts. What is the impact on 

profitability? 

   A. The company is operating at the breakeven point. 

   B. The company earned a profit. 

   C. The company sustained a loss. 

   D. Cannot be determined from the information given. 

[232] Source: Publisher 

Based on potential sales of 1,000 units per year, a new 

product has estimated costs of $600,000. What is the 

target price to obtain a 20% return on sales? 

   A. $720 

   B. $750 

   C. $1,080 

   D. $3,000 

[Fact Pattern #35]

Pontotoc Industries manufactures a product that is used as 

a subcomponent by other manufacturers. It has the 

following price and cost structure:

Selling price                                 $300

Costs

  Direct materials                    $40

  Direct labor                         30

  Variable manufacturing overhead      24

  Fixed manufacturing overhead         60

  Variable selling                      6

  Fixed selling and administrative     20     (180)

                                       --     ----

Operating margin                              $120

                                              ====

[233] Source: Publisher 

(Refers to Fact Pattern #35)

What will the contribution margin per unit be if the 

company sells 10,000 units? 

   A. $206 

   B. $200 

   C. $140 

   D. $120 

[234] Source: Publisher 

(Refers to Fact Pattern #35)

During the next year, sales are expected to be 10,000 

units. All costs will remain the same except for fixed 

manufacturing overhead, which will increase 20%, and 

direct materials, which will increase 10%. The selling price 

per unit for next year will be $320. Based on this 

information, Pontotoc's contribution margin for next year 

will be 

   A. $1,240,000 

   B. $1,360,000 

   C. $2,160,000 

   D. $2,200,000 

[Fact Pattern #36]

A company wants to open a new store in one of three 

nearby shopping malls. In Mall A, the rent will be 

$300,000 per year. In Mall B, the rent will be 4% of gross 

revenues. In Mall C, the rent will be $150,000 per year 

plus 3% of gross revenues. Assume that revenues and all 

other elements under consideration are the same for all 

three malls. 

[235] Source: Publisher 

(Refers to Fact Pattern #36)

Which mall should the company choose if revenues are 

expected to be $6,000,000 per year? 

   A. Mall A. 

   B. Mall B. 

   C. Mall C. 

   D. The company will be indifferent between two of 

   the choices. 

[236] Source: Publisher 

(Refers to Fact Pattern #36)

If the company expects revenues to be $10,000,000 per 

year, which mall should be chosen? 

   A. Mall A. 

   B. Mall B. 

   C. Mall C. 

   D. The company will be indifferent between two of 

   the choices. 

[237] Source: Publisher 

(Refers to Fact Pattern #36)

What is the maximum level of revenues at which Mall C will 

be the most desirable of the three options? 

   A. $149,999 

   B. $5,000,000 

   C. $15,000,000 

   D. Mall C will never be the most desirable choice. 

[238] Source: CMA 1294 4-2 

United Industries manufactures three products at its highly 

automated factory. The products are very popular, with 

demand far exceeding the company's ability to supply the 

marketplace. To maximize profit, management should focus 

on each product's 

   A. Gross margin. 

   B. Segment margin. 

   C. Contribution margin ratio. 

   D. Contribution margin per machine hour. 

[239] Source: Publisher 

Product A accounts for 75% of a company's total sales 

revenue and 60% of its variable costs. Product B accounts 

for 25% of total sales revenue and 85% of variable costs. 

What is the breakeven point given fixed costs of 

$150,000? 

   A. $375,000 

   B. $444,444 

   C. $500,000 

   D. $545,455 

[Fact Pattern #37]

Kim is thinking of organizing a fundraiser to support a local 

charity. She has planned to rent a banquet hall and provide 

the guests with food, entertainment, and various party 

favors. She has decided to charge $500 a person. After 

researching around town, Kim has discovered the following 

costs:

Fixed Costs

-----------

Rental fee of banquet hall    $150,000

Advertising                     50,000

Entertainment                    4,000

Variable Costs  Per Guest

-------------------------

Food                               $12

Other miscellaneous costs            8

[240] Source: Publisher 

(Refers to Fact Pattern #37)

What is Kim's contribution margin? 

   A. $400 

   B. $450 

   C. $480 

   D. $500 

[241] Source: Publisher 

(Refers to Fact Pattern #37)

How many guests must attend in order for Kim to break 

even? 

   A. 408 

   B. 417 

   C. 425 

   D. 443 

[242] Source: Publisher 

(Refers to Fact Pattern #37)

If Kim's goal is to raise $10,000 for her charity, how many 

people must attend the banquet? 

   A. 404 

   B. 425 

   C. 428 

   D. 446 

[Fact Pattern #38]

Harper and his band want to put on a concert. They have 

looked at two venues, a small one and a large one, and 

have compiled the following information:

                      Small     Large

                      ------    ------

Capacity of venue        400     1,200

Fixed costs           $2,000    $4,800

The variable cost per customer for both venues is $2. The 

band will charge $10 per customer for the small venue or 

$14 for the large venue. 

[243] Source: Publisher 

(Refers to Fact Pattern #38)

What is the breakeven point of the small venue? 

   A. 200 

   B. 250 

   C. 305 

   D. 315 

[244] Source: Publisher 

(Refers to Fact Pattern #38)

What is the breakeven point of the large venue? 

   A. 343 

   B. 375 

   C. 381 

   D. 400 

[245] Source: Publisher 

(Refers to Fact Pattern #38)

Harper owes the local music store $1,000 for equipment. If 

he intends on using the profit from the concert to pay back 

his debt, how many tickets must he sell at the small and 

large venue, respectively? 

   A. 300 and 429 

   B. 375 and 429 

   C. 375 and 500 

   D. 300 and 500 

[Fact Pattern #39]

Panyer Co. is a producer of a tank component. This 

product, J-5, has the following selling price and costs per 

unit:

Selling price                         $300

Direct materials                       125

Direct labor                            25

Variable manufacturing overhead         50

Shipping and handling                    5

Fixed manufacturing overhead            15

Fixed selling and administrative        10

                                      ----

    Total costs                       $230

                                      ====

[246] Source: Publisher 

(Refers to Fact Pattern #39)

Panyer has recently received a special, one-time order for 

2,000 units of J-5. Panyer currently has enough excess 

capacity for this order. What should be the minimum price 

charged by Panyer? 

   A. $155 

   B. $205 

   C. $230 

   D. $300 

[247] Source: Publisher 

(Refers to Fact Pattern #39)

Panyer has again received a special, one-time offer for 

2,000 units of J-5. Panyer is now operating at full capacity, 

10,000 units, at a total cost of $2,300,000. To produce 

this order would cause a 20% increase in fixed costs. What 

is the minimum price that is acceptable for this one-time, 

special order? 

   A. $205 

   B. $230 

   C. $260 

   D. $300 

[Fact Pattern #40]

The statement of income for Dimmell Co. presented below 

represents the operating results for the fiscal year just 

ended. Dimmell had sales of 1,800 tons of product during 

the current year. The manufacturing capacity of Dimmell's 

facilities is 3,000 tons of product.

                 Dimmell Co.

             Statement of Income

    For the Year Ended December 31, 2001

Sales                                $900,000

                                     --------

Variable costs

  Manufacturing                      $315,000

  Selling costs                       180,000

                                     --------

    Total variable costs             $495,000

                                     --------

Contribution margin                  $405,000

                                     --------

Fixed costs

  Manufacturing                      $ 90,000

  Selling                             112,500

  Administration                       45,000

                                     --------

    Total fixed costs                $247,500

                                     --------

Net income before income taxes       $157,500

    Income taxes (40%)                (63,000)

                                     --------

Net income after income taxes        $ 94,500

                                     ========

[248] Source: Publisher 

(Refers to Fact Pattern #40)

The breakeven volume in tons of product for 2001 is 

   A. 400 tons. 

   B. 1,100 tons. 

   C. 900 tons. 

   D. 550 tons. 

[249] Source: Publisher 

(Refers to Fact Pattern #40)

If the sales volume is estimated to be 2,100 tons in the next 

year, and if the prices and costs stay at the same levels and 

amounts next year, the after-tax net income that Dimmell 

can expect for 2001 is 

   A. $135,000 

   B. $110,250 

   C. $283,500 

   D. $184,500 

[250] Source: Publisher 

(Refers to Fact Pattern #40)

Dimmell has a potential foreign customer that has offered to 

buy 1,500 tons at $450 per ton. Assume that all of 

Dimmell's costs would be at the same levels and rates as in 

2000. What net income after taxes would Dimmell make if 

it took this order and rejected some business from regular 

customers so as not to exceed capacity? 

   A. $297,500 

   B. $252,000 

   C. $211,500 

   D. $256,500 

[251] Source: Publisher 

(Refers to Fact Pattern #40)

Dimmell plans to market its product in a new territory. 

Dimmell estimates that an advertising and promotion 

program costing $61,500 annually would need to be 

undertaken for the next 2 or 3 years. In addition, a $25 per 

ton sales commission over and above the current 

commission to the sales force in the new territory would be 

required. How many tons would have to be sold in the new 

territory to maintain Dimmell's current after-tax income of 

$94,500? 

   A. 307.5 tons. 

   B. 1,095.0 tons. 

   C. 273.333 tons. 

   D. 1,545.0 tons. 

[252] Source: Publisher 

(Refers to Fact Pattern #40)

Dimmell is considering replacing a highly labor intensive 

process with an automatic machine. This would result in an 

increase of $58,500 annually in manufacturing fixed costs. 

The variable manufacturing costs would decrease $25 per 

ton. The new breakeven volume in tons would be 

   A. 990 tons. 

   B. 1,224 tons. 

   C. 1,854 tons. 

   D. 612 tons. 

[253] Source: Publisher 

(Refers to Fact Pattern #40)

Ignore the facts presented in the previous question and now 

assume Dimmell estimates that the per ton selling price 

would decline 10% next year. Variable costs would 

increase $40 per ton and the fixed costs would not change. 

What sales volume in dollars would be required to earn an 

after-tax net income of $94,500 next year? 

   A. $1,140,000 

   B. $825,000 

   C. $1,500,000 

   D. $1,350,000 

[Fact Pattern #41]

Bakker Industries sells three products (Products 611, 613, 

and 615) that it manufactures in a factory consisting of one 

department. Both labor and machine time are applied to the 

products.

Bakker's management is planning its production schedule 

for the next several months. There are labor shortages in 

the community. Some of the machines will be out of service 

for extensive overhauling. Available machine and labor time 

for each of the next 6 months is listed below.

Monthly Capacity Availability

-----------------------------

Normal machine capacity in machine hours                3,500

Capacity of machines being repaired in machine hours     (500)

Available machine capacity in machine hours             3,000

Labor capacity in direct labor hours                    4,000

Available labor in direct labor hours                   3,700

                                                        =====

Labor and Machine

Specifications per Unit of Product

----------------------------------

Product      Labor and Machine Time

-------      ----------------------

  611        Direct labor hours  2

             Machine hours  2

  613        Direct labor hours  1

             Machine hours  1

  615        Direct labor hours  2

             Machine hours  2

The Sales Department's forecast of product demand over 

the next 6 months is presented below.

Product      Monthly Sales Volume

-------      --------------------

  611              500 units

  613              400

  615            1,000

Bakker's inventory levels will not be increased or 

decreased during the next 6 months. The unit price and 

cost data valid for the next 6 months are presented below.

                            Product

                       ------------------

                       611    613    615

Unit costs:            ----   ----   ----

  Direct material      $  7   $ 13   $ 17

  Direct labor           12      6     12

  Variable overhead      27     20     25

  Fixed overhead         15     10     32

  Variable selling        3      2      4

Unit selling price     $196   $123   $167

[254] Source: Publisher 

(Refers to Fact Pattern #41)

What is the excess (deficiency) for machine hours? 

   A. (700) hours. 

   B. (400) hours. 

   C. 0 hours. 

   D. 1,100 hours. 

[255] Source: Publisher 

(Refers to Fact Pattern #41)

What is the excess (deficiency) for labor hours? 

   A. (100) hours. 

   B. 300 hours. 

   C. 700 hours. 

   D. 1,800 hours. 

[256] Source: Publisher 

(Refers to Fact Pattern #41)

What is product 615's contribution per machine hour? 

   A. $35 

   B. $70 

   C. $97 

   D. $167 

[257] Source: Publisher 

(Refers to Fact Pattern #41)

If Bakker's strategy is to maximize dollar profits, how many 

units of product 615 will be produced? 

   A. 400 units. 

   B. 500 units. 

   C. 800 units. 

   D. 1,000 units. 

[258] Source: Publisher 

(Refers to Fact Pattern #41)

If Bakker's strategy is to maximize total profits, what is the 

total contribution? 

   A. $71,250 

   B. $122,500 

   C. $136,500 

   D. $280,800 

[Fact Pattern #42]

The Sommers Company manufactures a variety of 

industrial valves. Currently, the company is operating at 

about 70% capacity and is earning a satisfactory return on 

investment.

Management has been approached by Glascow Industries 

Ltd. of Scotland with an offer to buy 120,000 units of a 

pressure valve. Glascow manufactures a valve that is 

almost identical to Sommers' pressure valve; however, a 

fire in Glascow Industries' valve plant has shut down its 

manufacturing operations. Glascow needs the 120,000 

valves over the next 4 months to meet commitments to its 

regular customers; the company is prepared to pay $19 

each for the valves, FOB shipping point.

Sommers' product cost, based on current attainable 

standards, for the pressure valve is

Direct materials           $ 5.00

Direct labor                 6.00

Manufacturing overhead       9.00

                           ------

Total cost                 $20.00

                           ======

Manufacturing overhead is applied to production at the rate 

of $18 per standard direct labor hour. This overhead rate is 

made up of the following components.

Variable factory overhead              $ 6.00

Fixed factory overhead-direct            8.00

Fixed factory overhead-allocated         4.00

                                       ------

Applied manufacturing overhead rate    $18.00

                                       ======

In determining selling prices, Sommers adds a 40% markup 

to product cost. This provides a $28 suggested selling price 

for the pressure valve. The Marketing Department, 

however, has set the current selling price at $27 to maintain 

market share.

Production management believes that it can handle the 

Glascow Industries order without disrupting its scheduled 

production. The order would, however, require additional 

fixed factory overhead of $12,000 per month in the form of 

supervision and clerical costs.

If management accepts the order, 30,000 pressure valves 

will be manufactured and shipped to Glascow Industries 

each month for the next 4 months. Shipments will be made 

in weekly consignments, FOB shipping point. 

[259] Source: Publisher 

(Refers to Fact Pattern #42)

How many additional direct labor hours would be required 

each month to fill the Glascow order? 

   A. 10,000 

   B. 15,000 

   C. 30,000 

   D. 120,000 

[260] Source: Publisher 

(Refers to Fact Pattern #42)

What is the incremental profit (loss) before tax associated 

with the Glascow order? 

   A. ($168,000) 

   B. ($120,000) 

   C. $552,000 

   D. $600,000 

[261] Source: Publisher 

(Refers to Fact Pattern #42)

What is the minimum unit price that Sommers could accept 

without reducing net income? 

   A. $14 

   B. $14.40 

   C. $20 

   D. $20.40 

PART 4A
DECISION THEORY AND OPERATIONAL DECISION ANALYSIS
ANSWERS
[1] Source: CMA 0686 5-26 

   Answer (A) is incorrect because $.50 results from 

   subtracting $13.50 from $15.00 and dividing by 3 

   machine hours. 

   Answer (B) is correct. The variable costs of 

   producing B18 total $10.50 ($3.75 + $4.50 + 

   $2.25). Thus, purchasing at $13.50 would result in a 

   loss of $3 per bearing. Given that each bearing 

   requires 3 hours of machine time, the loss is $1 per 

   machine hour. 

   Answer (C) is incorrect because $(1.75) results from 

   not including variable manufacturing overhead when 

   calculating the costs of producing B18 [($8.25 - 

   $13.50) ・3 machine hours]. 

   Answer (D) is incorrect because the loss per machine 

   hour that results from buying a component is $(1.00) 

   [($10.50 - $13.50) ・3]. 

[2] Source: CMA 0686 5-27 

   Answer (A) is incorrect because purchasing 4,800 

   units of B12 will increase the company's costs by $3 

   per B12 bearing. Purchasing B18s costs less. The 

   company should not purchase any B12 bearings. 

   Answer (B) is incorrect because purchasing B12 

   bearings is not cost effective. By manufacturing all the 

   B12 units needed, the company can also produce 

   7,000 units of B18. 

   Answer (C) is incorrect because, after manufacturing 

   8,000 units of B12, there are enough hours left to 

   produce 7,000 units of B18, so only 4,000 units of 

   B18 need to be purchased. 

   Answer (D) is correct. Purchasing will increase the 

   company's costs by $3 ($11.25 - $2.25 - $4 - $2) 

   for each B12 bearing, or $1.20 per hour ($3 ・2.5 

   hrs). Buying B18 will only cost the company an 

   additional $1 per machine hour [($13.50 - $10.50) ・

   3 machine hours]. Thus, the company should make all 

   the needed B12s and compensate for the machine 

   hours constraint by purchasing B18s. Given that each 

   unit of B12 requires 2.5 hours of machine time, the 

   company can produce the needed 8,000 units in 

   20,000 hours (2.5 x 8,000). The remaining 21,000 

   hours (41,000 - 20,000) can then be used for the 

   production of 7,000 B18s (21,000 ・3 hrs.). 

   Because the annual requirement of B18s is 11,000 

   units, the other 4,000 units will have to be purchased. 

[3] Source: CMA 0686 5-28 

   Answer (A) is incorrect because $10.50 is the 

   maximum price Stewart would pay for B18 if it had 

   sufficient idle capacity to produce its annual 

   requirement of both bearings. 

   Answer (B) is incorrect because the maximum price 

   for B18 is $14.10 [$10.50 + ($1.20 x 3 hours)]. 

   Answer (C) is incorrect because the maximum price 

   for B18 is $14.10 [$10.50 + ($1.20 x 3 hours)]. 

   Answer (D) is correct. If Stewart had sufficient idle 

   capacity to manufacture its annual requirements of 

   both bearings, it would be willing to pay no more than 

   $10.50 for a unit of B18. Since the given fixed cost 

   will continue if the idle capacity is not used, Stewart 

   would increase its costs by paying more than the unit 

   variable cost ($3.75 + $4.50 + $2.25 = $10.50). 

   However, Stewart must purchase some bearings 

   because it has insufficient idle capacity to produce its 

   requirements. As calculated in the preceding 

   questions, the given suppliers' prices for B12 and 

   B18 result in a loss per machine hour of $1.20 and 

   $1.00, respectively. At those prices, Stewart should 

   manufacture all its requirements of B12 and purchase 

   some units of B18. Assuming the given price of B12 

   is held constant, Stewart would benefit from 

   purchasing B12 only if the loss per hour from buying 

   B18 exceeded $1.20 per hour, or $3.60 per bearing 

   (3 hrs. x $1.20). The maximum price for B18 is thus 

   $14.10 ($10.50 + $3.60). 

[4] Source: CMA 1286 5-17 

   Answer (A) is incorrect because $450,000 is the 

   depreciation charge to Quigley (30% x $1,500,000). 

   Answer (B) is correct. The minimum charge would 

   include any variable costs incurred plus depreciation 

   on a straight-line basis. Currently, variable costs are 

   $360,000 at 60% of capacity ($1,800,000 x 20%). 

   If Quigley purchases energy equal to an additional 

   30% of capacity, it can be assumed that the increase 

   in total variable costs will be half of the variable costs 

   for 60% of capacity, or $180,000. Also, allocating 

   $21,000,000 over 14 years results in an annual 

   depreciation of $1,500,000. Of this amount, 30% 

   will relate to the capacity sold. Thus, the depreciation 

   charge to Quigley is $450,000 (30% x $1,500,000). 

   The total charge is $630,000 ($450,000 depreciation 

   + $180,000 VC). 

   Answer (C) is incorrect because $990,000 equals 

   the $450,000 depreciation plus $540,000 variable 

   costs. 

   Answer (D) is incorrect because the amount Hermo 

   would charge Quigley would be $630,000 

   ($450,000 depreciation + $180,000 variable costs). 

[5] Source: CMA 1286 5-18 

   Answer (A) is incorrect because Quigley is currently 

   paying $1,200,000 and should be willing to continue 

   to pay the same amount. 

   Answer (B) is incorrect because Quigley is currently 

   paying $1,200,000 and should be willing to continue 

   to pay the same amount. 

   Answer (C) is correct. Since Quigley is currently 

   paying $1,200,000, it would not want to pay any 

   more for the same service. 

   Answer (D) is incorrect because Quigley is currently 

   paying $1,200,000 and should be willing to continue 

   to pay the same amount. 

[6] Source: CMA 0687 5-20 

   Answer (A) is incorrect because the firm will incur 

   the fixed costs whether it buys the parts or not. Thus, 

   it would cost $.15 more per unit to purchase the 

   handles [$1.25 - ($1.30 - $.20)]. 

   Answer (B) is correct. Since the fixed cost will be 

   incurred whether the company makes or buys the 

   part, the relevant unit cost of making the part is the 

   $1.10 variable cost ($1.30 - $.20 fixed overhead). 

   The existence of idle capacity indicates that the firm 

   has no opportunity cost to be considered in the 

   calculation. Thus, accepting the offer would increase 

   costs by $.15 per unit. 

   Answer (C) is incorrect because the firm will incur 

   the fixed costs whether it buys the parts or not. Thus, 

   it would cost $.15 more per unit to purchase the 

   handles [$1.25 - ($1.30 - $.20)]. 

   Answer (D) is incorrect because the firm will incur 

   the fixed costs whether it buys the parts or not. Thus, 

   it would cost $.15 more per unit to purchase the 

   handles [$1.25 - ($1.30 - $.20)]. 

[7] Source: CMA 0687 5-21 

   Answer (A) is incorrect because 125,000 units is the 

   250,000 volume times the probability of 50%. 

   Answer (B) is correct. The expected value is found 

   by multiplying the probability of each possibility by 

   the potential volumes:

        200,000 x .20  =   40,000

        250,000 x .50  =  125,000

        300,000 x .20  =   60,000

        350,000 x .10  =   35,000

                          -------

        Total units       260,000

                          =======

   Answer (C) is incorrect because the sales volume is 

   determined by multiplying each possibility by its 

   probability. 

   Answer (D) is incorrect because the expected value 

   of 260,000 units is determined by multiplying all 

   possibilities by their respective probabilities and 

   totaling. 

[8] Source: CMA 0687 5-22 

   Answer (A) is incorrect because $549,000 is 

   calculated by multiplying the volume times the 

   probability times $1.80 for each possibility and then 

   totaling. This is the total revenue. 

   Answer (B) is correct. The word deterministic is used 

   to characterize processes that are not probabilistic. 

   Such an approach uses the most likely value. In this 

   case, sales of desserts would most likely be 300,000 

   units. At $1.80 each, total revenue would be 

   $540,000. 

   Answer (C) is incorrect because $216,000 is 

   calculated by multiplying 300,000 units times .40 

   probability times $1.80. The probability should not 

   be used in the formula. It should be used to select the 

   most likely possibility. 

   Answer (D) is incorrect because the sales would 

   most likely be $540,000 (300,000 units times $1.80) 

   because this volume has the highest associated 

   probability. 

[9] Source: CMA 0687 5-23 

   Answer (A) is incorrect because $198,250 includes 

   the fixed costs of $78,000, which should be 

   subtracted. 

   Answer (B) is incorrect because $150,250 includes 

   the advertising costs of $30,000, which should be 

   subtracted. 

   Answer (C) is correct. The expected value for sales 

   of frozen desserts is $305,000 (250,000 x $.30 + 

   300,000 x $.40 + 350,000 x $.20 + 400,000 x 

   $.10). At $1.80 each, the total revenue from 

   305,000 units would be $549,000. Variable costs 

   would total $1.15 each ($.40 + $.35 + $.40), or 

   $350,750 for 305,000 units. Fixed costs total 

   $78,000 ($48,000 + $30,000). Thus, operating 

   profit would be $120,250 ($549,000 - $350,750 - 

   $78,000). 

   Answer (D) is incorrect because the operating profit 

   would be $120,250 ($549,000 - $350,750 - 

   $78,000). 

[10] Source: CMA 0687 5-24 

   Answer (A) is incorrect because 37,500 units is 

   calculated by dividing $45,000 fixed costs by $1.20 

   selling price. 

   Answer (B) is correct. Fixed costs of $45,000 

   ($25,000 + $20,000) should be divided by the unit 

   contribution margin of $.45 ($1.20 selling price - 

   $.25 - $.30 - $.20). The unit breakeven point is 

   therefore 100,000 units ($45,000 ・$.45). 

   Answer (C) is incorrect because 60,000 units is 

   calculated by dividing $45,000 fixed costs by $.75 

   ($1.20 - .25 - .20). The direct labor per unit should 

   also be subtracted from the selling price. 

   Answer (D) is incorrect because the fixed costs of 

   $45,000 should be divided by the unit contribution 

   margin of $.45 ($1.20 selling price - $.25 - $.30 - 

   $.20) to find the breakeven point of 100,000 units. 

[11] Source: CMA 0687 5-25 

   Answer (A) is incorrect because an incremental cost 

   is the additional cost of a new strategy or increased 

   production. It is also called a differential cost. 

   Answer (B) is incorrect because prime costs are 

   variable costs of direct material and direct labor. 

   Answer (C) is incorrect because an opportunity cost 

   is the revenue obtainable from an alternative use of a 

   resource. 

   Answer (D) is correct. A sunk cost is a previously 

   incurred cost that is the result of a past irrevocable 

   management decision. Nothing can be done in the 

   future about sunk costs. The market study cost is an 

   example. 

[12] Source: CMA 0687 5-26 

   Answer (A) is incorrect because conversion costs are 

   incurred for labor and overhead. 

   Answer (B) is correct. Discretionary costs refer to 

   fixed costs that are not absolutely necessary to 

   operate in the current period. The level of these costs 

   is subject to a decision made by management each 

   period. A key characteristic of discretionary costs is 

   that there is no clearly measurable relationship 

   between input (the costs) and output. Advertising is a 

   good example of a discretionary fixed cost. 

   Answer (C) is incorrect because committed costs are 

   those fixed costs arising from the possession of plant 

   and equipment and a basic organization. These costs 

   are affected primarily by long-run decisions as to a 

   company's desired capacity. 

   Answer (D) is incorrect because an opportunity cost 

   represents the maximum revenue that could have 

   been earned on the next best alternative use of a 

   resource. 

[13] Source: CMA 0687 5-27 

   Answer (A) is incorrect because a deferrable cost is 

   one that can be deferred to a future period. 

   Answer (B) is incorrect because a sunk cost is one 

   that cannot be reversed since it is the result of a past 

   irrevocable decision. 

   Answer (C) is incorrect because an avoidable cost is 

   an ongoing cost that may be eliminated by ceasing to 

   perform some economic activity or segment thereof 

   or by improving the efficiency by which such activity 

   is accomplished. 

   Answer (D) is correct. An opportunity cost is the 

   maximum return that could have been earned on the 

   next best alternative use of a resource. In this case, 

   the lost profit on the rolls is an opportunity cost. 

[14] Source: CMA 1288 5-12 

   Answer (A) is incorrect because prime costs are 

   defined as costs that can be directly traced to specific 

   units of production. Examples are raw materials and 

   direct labor. 

   Answer (B) is incorrect because sunk costs are the 

   result of a past irrevocable decision and are not 

   relevant to future decisions. 

   Answer (C) is incorrect because discretionary costs 

   are characterized by uncertainty about the 

   relationship between input (the costs) and the value of 

   the related output. Advertising and research are 

   examples. They should be contrasted with engineered 

   costs, that is, costs having a clear input-output 

   relationship (e.g., direct materials). 

   Answer (D) is correct. Alternative uses of plant 

   space to be considered in a make/buy decision and 

   the cost of a special device necessary for acceptance 

   of a special order are examples of relevant costs. 

   Relevant costs are future costs that are expected to 

   vary with the action taken. Other costs thus have no 

   effect on the decision. 

[15] Source: CMA 1288 5-13 

   Answer (A) is correct. Joint production costs are 

   irrelevant to deciding whether to sell at split-off or to 

   process further. Similarly, already incurred R&D 

   costs and the costs of obsolete inventory are 

   irrelevant to future decisions. Thus, these are 

   examples of sunk costs. Sunk costs are unavoidable. 

   They are the result of a past irrevocable decision and 

   thus have no relevance to future decisions. 

   Answer (B) is incorrect because discretionary costs 

   are characterized by uncertainty about the 

   relationship between input (the costs) and the value of 

   the related output. Advertising and research are 

   examples. They should be contrasted with engineered 

   costs, that is, costs having a clear input-output 

   relationship (e.g., direct materials). 

   Answer (C) is incorrect because relevant costs are 

   future costs that are expected to vary with the action 

   taken. 

   Answer (D) is incorrect because differential cost 

   (sometimes called incremental cost) is the difference 

   in total cost between two decisions. 

[16] Source: CMA 1290 4-3 

   Answer (A) is incorrect because all costs are not 

   considered. 

   Answer (B) is incorrect because fixed costs will be 

   considered if they differ among options. 

   Answer (C) is correct. Relevant cost analysis 

   considers only those costs that differ among decision 

   options. Both fixed and variable costs are considered 

   if they vary with the option selected. 

   Answer (D) is incorrect because costs that do not 

   vary are ignored. 

[17] Source: CMA 1290 4-12 

   Answer (A) is incorrect because opportunity costs 

   are considered in the decision process. 

   Answer (B) is incorrect because an opportunity cost 

   is the loss of an inflow. A variable cost is an outflow. 

   Answer (C) is incorrect because opportunity costs 

   are not costs that have been incurred in the past. 

   They are the benefits forgone by not choosing some 

   other alternative. 

   Answer (D) is correct. Opportunity cost is the 

   maximum benefit forgone by using a scarce resource 

   for a given purpose. It is the benefit provided by the 

   next best use of that resource. An opportunity cost is 

   therefore relevant to the decision process. 

[18] Source: CMA 0691 4-14 

   Answer (A) is incorrect because the result is a 

   $3-per-unit loss. 

   Answer (B) is incorrect because the result is a 

   $3-per-unit loss. 

   Answer (C) is incorrect because the result is a 

   $3-per-unit loss. 

   Answer (D) is correct. Exclusive of the fixed 

   overhead, the unit cost of making the plugs is $28 

   ($36 total cost - $8 fixed OH). Purchasing the plugs 

   will avoid $2 per unit of fixed overhead ($60,000 

   OH applied ・30,000 units). Accordingly, $6 per unit 

   of fixed overhead is unavoidable, and the relevant 

   (avoidable) unit cost of making the plugs is $30 [$36 

   total cost - ($8 fixed OH - $2 avoidable cost)]. The 

   purchase option therefore results in a $3-per-unit loss 

   ($33 purchase price - $30 relevant cost). 

[19] Source: CMA 0691 4-15 

   Answer (A) is incorrect because the minimum annual 

   rent must be $190,000. 

   Answer (B) is incorrect because the minimum annual 

   rent must be $190,000. 

   Answer (C) is incorrect because the minimum annual 

   rent must be $190,000. 

   Answer (D) is correct. Without regard to rental of 

   idle production capacity, the company will lose $3 

   per unit ($33 purchase price - $30 relevant cost) by 

   purchasing the plugs. The total annual loss will be 

   $90,000 (30,000 units x $3). Consequently, to 

   achieve the targeted savings, the minimum annual rent 

   must be $190,000 ($90,000 loss from purchasing + 

   $100,000 target). 

[20] Source: CMA 1292 4-2 

   Answer (A) is incorrect because opportunity cost is 

   not an out-of-pocket cost, but the benefit given up by 

   not selecting the next best alternative. 

   Answer (B) is incorrect because opportunity cost is 

   not an out-of-pocket cost, but the benefit given up by 

   not selecting the next best alternative. 

   Answer (C) is incorrect because opportunity cost is 

   not an out-of-pocket cost, but the benefit given up by 

   not selecting the next best alternative. 

   Answer (D) is correct. Opportunity cost is the benefit 

   forgone by not selecting the next best use of scarce 

   resources. The opportunity cost is zero when no 

   alternative use is available. 

[21] Source: CMA 1293 4-1 

   Answer (A) is incorrect because the avoidable fixed 

   costs of the upgrade process are relevant. They are 

   an incremental cost that will be incurred if the 

   decision is to process further. 

   Answer (B) is correct. The decision to sell or process 

   further should be based on a comparison of the net 

   realizable value of Xylene with the sales value of 

   X-547. If the incremental revenues exceed the 

   incremental costs, the product should be processed 

   further. If not, the product should be sold at the 

   split-off point. The joint manufacturing costs are sunk 

   costs and are therefore irrelevant to the decision. 

   Answer (C) is incorrect because the joint 

   manufacturing costs are sunk costs that are not 

   relevant to the decision. 

   Answer (D) is incorrect because the joint 

   manufacturing costs are sunk costs that are not 

   relevant to the decision. 

[22] Source: CMA 1285 5-29 

   Answer (A) is incorrect because variable costs 

   include actual outlays for raw materials, direct labor, 

   and variable overhead. 

   Answer (B) is incorrect because opportunity costs 

   are not the actual costs incurred. 

   Answer (C) is incorrect because an opportunity cost 

   is a benefit, not a cost, forgone. 

   Answer (D) is correct. An opportunity cost is the 

   return from the next best opportunity that could have 

   been selected for the use of scarce resources. It does 

   not represent an actual receipt or disbursement of 

   resources and is not recorded in the accounting 

   records. If the part could be made using otherwise 

   idle capacity, there would be no opportunity cost. 

[23] Source: CMA 1287 5-28 

   Answer (A) is correct. In addition to the $15,000 

   purchase price, the company would still incur $8,000 

   per unit of unavoidable (fixed) manufacturing 

   overhead (2/3 of $12,000). The materials handling 

   charge of 20% of the purchase price of components 

   would add another $3,000 per unit (.2 x $15,000). 

   Therefore, the unit cost of purchase would be 

   $26,000 ($15,000 + $8,000 + $3,000), which is 

   $4,800 more than the current cost of manufacture. 

   Answer (B) is incorrect because a decrease of 

   $6,200 assumes the cost to purchase the units is only 

   $15,000. 

   Answer (C) is incorrect because a decrease of 

   $3,200 does not include the $8,000 of fixed 

   overhead costs. 

   Answer (D) is incorrect because the effect on unit 

   cost if the part is purchased is an increase of $4,800 

   [($15,000 purchase price + $8,000 fixed overhead + 

   $3,000 materials handling charge) - $21,200]. 

[24] Source: CMA 1287 5-29 

   Answer (A) is incorrect because an increase of 

   $48,000 does not include the $25,000 of rental 

   income. 

   Answer (B) is correct. Purchasing would increase 

   unit cost by $4,800 ($26,000 cost to purchase - 

   $21,200 cost to manufacture), an increase of 

   $48,000 per month (10 units x $4,800). However, 

   the $25,000 of rental income would reduce the 

   increase in net costs to $23,000 per month. 

   Answer (C) is incorrect because a decrease of 

   $7,000 assumes an increase in unit cost of $1,800. 

   Answer (D) is incorrect because the monthly cost 

   equals $23,000 [($4,800 x 10 units) - $25,000 rental 

   income]. 

[25] Source: CMA 1287 5-30 

   Answer (A) is incorrect because the opportunity cost 

   equals $4,000 ($52,000 - $48,000). 

   Answer (B) is incorrect because the opportunity cost 

   equals $4,000 ($52,000 - $48,000). 

   Answer (C) is correct. Opportunity cost is the 

   maximum alternative earnings that might have been 

   obtained if the productive good, service, or capacity 

   had been applied to some alternative use. The 

   additional total monthly cost of purchasing the 

   component is $48,000. If the idle facilities could be 

   used to produce a product contributing $52,000 per 

   month, the net benefit opportunity cost of 

   manufacture would be $4,000. 

   Answer (D) is incorrect because the opportunity cost 

   equals $4,000 ($52,000 - $48,000). 

[26] Source: CMA 0690 5-23 

   Answer (A) is incorrect because net realizable value 

   is the value of an asset net of any disposal costs. 

   Answer (B) is incorrect because expected value is a 

   weighted average of potential outcomes. The weights 

   are probabilities. 

   Answer (C) is correct. Opportunity cost is the 

   maximum revenue or benefit obtainable from the next 

   best alternative use of a resource. It is the benefit 

   given up by not selecting that option. 

   Answer (D) is incorrect because an incremental 

   (differential) cost is the additional cost of selecting 

   one option rather than another. 

[27] Source: CMA 0690 5-24 

   Answer (A) is incorrect because both fixed and 

   variable costs can be either relevant or irrelevant 

   depending upon the circumstances. 

   Answer (B) is incorrect because relevant costs are 

   those that differ among decision choices. 

   Answer (C) is incorrect because past costs are sunk 

   costs. Because they cannot be changed by 

   management action, they are not relevant. 

   Answer (D) is correct. Relevant costs are anticipated 

   costs that will vary among the choices available. In 

   other words, if two courses of action share some 

   costs, those costs are not relevant because they will 

   be incurred regardless of the decision made. 

[28] Source: CMA 0690 5-26 

   Answer (A) is correct. Relevant costs are those 

   future costs that differ among the options. Incremental 

   or differential cost is the difference in total cost 

   between two decisions. Consequently, incremental 

   fixed cost is a relevant cost. 

   Answer (B) is incorrect because inventory costs may 

   not always differ among options. 

   Answer (C) is incorrect because costs that do not 

   vary are not relevant to the decision process. 

   Answer (D) is incorrect because costs that do not 

   vary are not relevant to the decision process. 

[29] Source: CMA 1290 4-11 

   Answer (A) is incorrect because the size of the cost 

   is irrelevant if the cost does not affect the decision 

   process. 

   Answer (B) is incorrect because the riskiness of the 

   decision is irrelevant if the cost does not affect the 

   decision process. 

   Answer (C) is correct. Managerial decisions should 

   be based on the relevant revenues and costs. A 

   particular cost or revenue is relevant if it will vary with 

   the option chosen. Thus, a relevant cost or revenue 

   has the ability to affect the decision made. 

   Answer (D) is incorrect because some estimate of the 

   cost must be considered regardless of its accuracy 

   and verifiability. 

[30] Source: Publisher 

   Answer (A) is incorrect because special technology is 

   considered in a make-or-buy situation. 

   Answer (B) is incorrect because skilled labor is 

   considered in a make-or-buy situation. 

   Answer (C) is incorrect because special materials 

   requirements are considered in a make-or-buy 

   situation. 

   Answer (D) is correct. Each of the items listed affects 

   the make-or-buy decision. Special technology may 

   be available either within or outside the firm that 

   relates to the particular product. The firm may 

   possess necessary skilled labor or the supplier may. 

   Special materials requirements may also affect the 

   decision process because one supplier may have 

   monopolized a key component. Another factor to be 

   considered is that assurance of quality control is often 

   a reason for making rather than buying. 

[31] Source: Publisher 

   Answer (A) is incorrect because irrelevant costs and 

   fixed costs may be included in the unit amounts, and 

   unit cost may be calculated based on different 

   volumes. 

   Answer (B) is incorrect because irrelevant costs and 

   fixed costs may be included in the unit amounts, and 

   unit cost may be calculated based on different 

   volumes. 

   Answer (C) is incorrect because irrelevant costs and 

   fixed costs may be included in the unit amounts, and 

   unit cost may be calculated based on different 

   volumes. 

   Answer (D) is correct. Unit costs should be used 

   with extreme care. In each situation, they may be 

   calculated based on a different volume level from that 

   anticipated, so comparability may be lost. Irrelevant 

   costs included in the unit cost should be disregarded, 

   and only relevant costs included in the analysis. 

   Allocated costs should also be ignored and only the 

   relevant costs that will change with the option chosen 

   should be considered. 

[32] Source: Publisher 

   Answer (A) is correct. The maintenance of long-run 

   relationships with suppliers may become paramount 

   in a make-or-buy decision. Abandoning long-run 

   supplier relationships may cause difficulty in obtaining 

   needed parts when terminated suppliers find it 

   advantageous not to supply parts in the future. 

   Answer (B) is incorrect because, if quality is 

   important, one can ordinarily control it better in one's 

   own plant. 

   Answer (C) is incorrect because the availability of 

   idle capacity more likely favors the decision to make. 

   Answer (D) is incorrect because the importance of 

   quality control, the firm's possession of necessary 

   skilled labor, and the availability of idle capacity are 

   qualitative factors favoring the make choice in a 

   make-or-buy decision. 

[33] Source: CIA 1192 IV-18 

   Answer (A) is incorrect because $8.35 does not 

   consider the variable selling expenses. 

   Answer (B) is correct. Because the manufacturer has 

   excess capacity and existing sales will be unaffected, 

   the minimum price the manufacturer should be willing 

   to accept is anything above the total variable cost of 

   the unit ($2.05 + $3.60 + $2.70 + $0.90 = $9.25), 

   an amount that includes the variable manufacturing 

   cost and the variable selling expenses. The fixed costs 

   are not relevant. 

   Answer (C) is incorrect because $14.00 is the total 

   manufacturing cost, which includes the fixed 

   manufacturing overhead and direct materials at $2.30 

   per unit, but not the variable selling expenses. 

   Additional fixed manufacturing overhead costs will 

   not be incurred because the manufacturer is below 

   full capacity. The fixed manufacturing overhead is a 

   sunk cost that is not relevant to this decision. 

   Answer (D) is incorrect because $14.80 does not 

   consider that the manufacturer is below full capacity 

   and that the customer is placing a one-time order. 

   Under these circumstances, the manufacturer would 

   not use its targeted selling price formula. 

[35] Source: CIA 1193 IV-15 

   Answer (A) is correct. A sunk cost is a cost already 

   incurred or committed to be incurred. Consequently, 

   sunk costs are not relevant to decision making 

   because they cannot be affected by the choices 

   made. The old machine's book value of $24,000 is 

   an outlay made in the past that cannot be changed. 

   Answer (B) is incorrect because the trade-in value of 

   the old press affects the out-of-pocket cost of the 

   new printing press. 

   Answer (C) is incorrect because the estimated 

   reduction in operating costs is a differential cost 

   between keeping the old press and buying the new 

   press. 

   Answer (D) is incorrect because the avoidable 

   interest on the current debt is an opportunity cost of 

   buying the new printing press. 

[36] Source: CIA 1193 IV-24 

   Answer (A) is incorrect because the cost of making 

   X is a sunk cost (irrelevant). In addition, only X or Y, 

   not both, can be sold. 

   Answer (B) is incorrect because only the relevant, 

   incremental costs are considered. 

   Answer (C) is correct. Incremental costs are the 

   additional costs incurred for accepting one alternative 

   rather than another. Questions involving incremental 

   costing (sometimes called differential costing) 

   decisions are based upon a variable costing analysis. 

   The typical problem for which incremental cost 

   analysis can be used involves two or more 

   alternatives, for example, selling or processing further. 

   Thus, the relevant costs and revenues are the 

   marginal costs and marginal revenues. 

   Answer (D) is incorrect because Y is made only after 

   X is completed. 

[37] Source: CIA 0594 III-45 

   Answer (A) is correct. The original manufacturing 

   cost of $6 per unit is a sunk cost that is not relevant 

   to this decision. The relevant costs are the amounts 

   that must be expended now. Hence, selling the toys 

   for scrap has a $5,950 advantage because rework 

   will produce an additional $7,000 [($3 - $2) x 

   7,000], whereas the alternative generates an 

   additional $12,950 ($1.85 x 7,000). 

   Answer (B) is incorrect because the original 

   manufacturing cost of $6 should not be added to the 

   sales price. 

   Answer (C) is incorrect because the original 

   manufacturing cost of $6 should not be added to the 

   sales price. 

   Answer (D) is incorrect because $8,050 (rework) 

   does not include the cost of the rework. 

[38] Source: CMA 0690 5-23 

   Answer (A) is incorrect because net realizable value 

   is the value of an asset net of any disposal costs. 

   Answer (B) is incorrect because expected value is a 

   weighted average of potential outcomes. The weights 

   are probabilities. 

   Answer (C) is correct. Opportunity cost is the 

   maximum revenue or benefit obtainable from the next 

   best alternative use of a resource. It is the benefit 

   given up by not selecting that option. 

   Answer (D) is incorrect because a differential cost is 

   the additional cost of selecting one option rather than 

   another. 

[39] Source: CMA 1285 5-30 

   Answer (A) is incorrect because the total 

   manufacturing cost includes actual outlays. 

   Answer (B) is incorrect because opportunity costs 

   are not actual costs. 

   Answer (C) is incorrect because opportunity costs 

   are benefits forgone, not costs. 

   Answer (D) is correct. Opportunity cost is the benefit 

   forgone by not selecting the next best use of scarce 

   resources. The opportunity cost is zero when no 

   alternative use is available. 

[40] Source: CMA 1277 5-1 

   Answer (A) is correct. Incremental cost is the 

   difference in total cost between two courses of 

   action. Decremental cost is the term used when the 

   difference is noted as a decline although incremental 

   is the more common term. Incremental cost is also 

   referred to as differential cost. 

   Answer (B) is incorrect because opportunity cost is 

   the profit forgone by selecting one choice instead of 

   another. 

   Answer (C) is incorrect because a fixed cost is 

   incurred even though no output is produced. 

   Answer (D) is incorrect because common or joint 

   costs are not allocable among the possible choices. 

[41] Source: CIA 1189 IV-25 

   Answer (A) is incorrect because joint costs are 

   common costs of two or more products incurred 

   before the split-off point. In this context, they are 

   sunk costs and should be ignored. 

   Answer (B) is correct. Incremental costs are the 

   additional costs incurred by choosing one option 

   rather than another. Questions involving incremental 

   costing (sometimes called differential costing) 

   decisions are based upon a direct (variable) costing 

   analysis. The typical problem for which incremental 

   cost analysis can be used involves two or more 

   options. Incremental costing is applicable to decisions 

   concerning special orders, making or buying a 

   component, and adding or dropping product lines. 

   Caution must always be used in applying incremental 

   cost analysis because of the many nonquantitative 

   factors that must be considered. 

   Answer (C) is incorrect because absorption costs are 

   manufacturing costs, including fixed factory overhead. 

   Answer (D) is incorrect because fixed factory 

   overhead is a manufacturing cost, and manufacturing 

   costs are a type of absorption cost. 

[42] Source: CMA 0694 4-19 

   Answer (A) is incorrect because prime costs are the 

   costs of direct materials and direct labor. 

   Answer (B) is incorrect because sunk costs are the 

   result of past irrevocable decisions. 

   Answer (C) is incorrect because discretionary costs, 

   such as advertising, are characterized by uncertainty 

   about the input-output relationship. 

   Answer (D) is correct. Incremental costing can be 

   used in making decisions regarding the acceptance of 

   special orders and make-or-buy decisions. Many 

   quantitative and nonquantitative factors are involved 

   in such decisions. The first step is to determine which 

   costs are relevant to the decision. A relevant cost is 

   any cost that will differ depending upon the decision 

   made. The costs described in situations I and IV are 

   relevant costs. In situation I, the cost can be avoided 

   if the special order is not accepted. In situation IV, an 

   opportunity cost is associated with the "make" 

   alternative. 

[43] Source: CMA 0694 4-20 

   Answer (A) is incorrect because prime costs 

   represent the costs of direct materials and direct 

   labor. 

   Answer (B) is correct. A sunk cost is a cost that 

   cannot be avoided because the expenditure has 

   already occurred or an irrevocable decision has been 

   made to incur the cost. Sunk costs are irrelevant to 

   management decision making because they cannot 

   vary with the option selected. Both situations III and 

   V represent sunk costs because the costs have 

   already been incurred. 

   Answer (C) is incorrect because discretionary costs, 

   such as advertising, are characterized by uncertainty 

   about the input-output relationship. 

   Answer (D) is incorrect because imputed costs are 

   not paid in cash, but are implied; an example is the 

   interest charge on equity capital. 

[44] Source: CMA 0694 4-21 

   Answer (A) is incorrect because prime costs are the 

   costs of direct materials and direct labor. 

   Answer (B) is correct. A discretionary cost is 

   characterized by uncertainty about the relationship of 

   input (the cost) to output. It also tends to be the 

   subject of a periodic decision regarding the outlay to 

   be made. Research, advertising, and public relations 

   are common examples. Thus, the annual cost of plant 

   service is discretionary because of the difficulty of 

   valuing the output. 

   Answer (C) is incorrect because a relevant cost is 

   any cost that affects a decision. 

   Answer (D) is incorrect because imputed costs are 

   not paid in cash, but are implied; an example is the 

   interest charge on equity capital. 

[45] Source: CMA 0691 4-7 

   Answer (A) is incorrect because fixed and variable 

   costs behave differently and therefore receive 

   different treatment in CVP analysis. 

   Answer (B) is incorrect because sunk costs result 

   from past irrevocable decisions. 

   Answer (C) is correct. Marginal (incremental or 

   differential) analysis determines the differences in 

   costs among decision choices. Total unit costs are not 

   relevant in marginal analysis because of the inclusion 

   of costs that may not vary among the possible 

   choices considered. In marginal analysis, only the 

   incremental costs are relevant. 

   Answer (D) is incorrect because total unit costs are a 

   product of the system used to calculate them. 

[46] Source: CMA 0691 4-12 

   Answer (A) is incorrect because relevant cost is an 

   important decision tool with regard to acceptance of 

   a special order. 

   Answer (B) is incorrect because relevant cost is an 

   important decision tool with regard to manufacture or 

   purchase of component parts. 

   Answer (C) is correct. Relevant costs are those 

   expected future costs that vary with the action taken. 

   All other costs are assumed to be constant and thus 

   have no effect on the decision. Relevant costs are 

   considered in the analysis of decisions to make or 

   buy a product, accept a special order, replace capital 

   equipment, or add or delete a product line. Relevant 

   costing applies to many special decisions but not to 

   determining a product price. This decision involves an 

   evaluation of, among other things, demand, 

   competitors' actions, and total manufacturing and 

   selling costs. 

   Answer (D) is incorrect because relevant cost is an 

   important decision tool with regard to replacement of 

   equipment. 

[47] Source: CMA 0691 4-10 

   Answer (A) is incorrect because sunk costs are not 

   related to opportunity costs, which are the benefits 

   forgone by selecting the next best alternative use of a 

   resource. 

   Answer (B) is correct. Sunk costs are those that 

   cannot be avoided because the expenditure has 

   already occurred or an irrevocable decision to incur 

   the cost has been made. Sunk costs are irrelevant to 

   management decision making because they cannot 

   vary with the decision choice selected. 

   Answer (C) is incorrect because sunk costs are not 

   relevant to decision making. 

   Answer (D) is incorrect because sunk costs may be 

   variable or fixed costs. 

[48] Source: CMA 0691 4-13 

   Answer (A) is correct. The cost of 60,000 zippers is 

   $36,000 (60,000 x $.60). The monthly cost is 

   $3,000 (5,000 x $.60). Because the company wants 

   to purchase the items monthly, it will invest at least 

   $3,000 in January. Accordingly, the zippers to be 

   used in January will be purchased at the first of the 

   year even if no special purchase is made. Thus, the 

   incremental advance purchase will be only $33,000, 

   not $36,000. The incremental investment will decline 

   at a constant rate of $3,000 per month, so the 

   amount for February will be $30,000, for March 

   $27,000, etc. Hence, the incremental investment for 

   December will be $0. Accordingly, assuming 

   consumption is uniform, the average incremental 

   investment during the year will be $16,500 ($33,000 

   ・2) if the onetime purchase is made. Total 

   opportunity cost is therefore $1,320 (8% cost of 

   capital x $16,500). 

   Answer (B) is incorrect because total opportunity 

   cost is $1,320. 

   Answer (C) is incorrect because total opportunity 

   cost is $1,320. 

   Answer (D) is incorrect because total opportunity 

   cost is $1,320. 

[49] Source: CMA 0694 4-25 

   Answer (A) is correct. If the Suburban Store is 

   closed, one-fourth of its direct fixed costs will 

   continue. Thus, the segment margin that should be 

   used to calculate the effect of its closing on Korbin's 

   operating income is $6,000 {$36,000 contribution 

   margin - [$40,000 direct fixed costs x (1.0 - .25)]}. 

   In addition, the sales (and contribution margin) of the 

   Urban Store will decline by 10% if the Suburban 

   store closes. A 10% reduction in Urban's $48,000 

   contribution margin will reduce income by $4,800. 

   Accordingly, the effect of closing the Suburban Store 

   is to decrease operating income by $10,800 ($6,000 

   + $4,800). 

   Answer (B) is incorrect because $(6,000) overlooks 

   the decline in profitability at the Urban Store. 

   Answer (C) is incorrect because $(1,200) assumes 

   that the effect on the Urban Store is a $4,800 

   increase in contribution margin. 

   Answer (D) is incorrect because profits will decline. 

[50] Source: CMA 0694 4-26 

   Answer (A) is incorrect because $(5,000) is the 

   monthly advertising cost. 

   Answer (B) is correct. The $60,000 advertising 

   campaign will increase direct fixed costs by $5,000 

   per month ($60,000 ・12). Sales and contribution 

   margin will also increase by 10%. Hence, the 

   contribution margin for the Suburban Store will 

   increase by $3,600 (10% x $36,000), and income 

   will decline by $1,400 ($5,000 - $3,600). 

   Answer (C) is incorrect because the contribution 

   margin of the Suburban Store will increase by 

   $3,600, which is $1,400 less than the increased 

   advertising cost. 

   Answer (D) is incorrect because $7,000 omits the 

   10% increase in variable costs from the calculation. 

[51] Source: CMA 0694 4-27 

   Answer (A) is incorrect because $(5,200) is the new 

   segment margin. 

   Answer (B) is correct. If 50% of the Suburban 

   Store's sales are at variable cost, its contribution 

   margin (sales - variable costs) must derive wholly 

   from sales of other items. However, eliminating sales 

   at variable cost reduces other sales by 20%. Thus, 

   the effect is to reduce the contribution margin to 

   $28,800 ($36,000 x .8). Moreover, fixed costs will 

   be reduced by 15% to $34,000 ($40,000 x .85). 

   Consequently, the new segment margin is $(5,200) 

   ($34,000 direct fixed costs - $28,800 contribution 

   margin), a decrease of $1,200 [$(5,200) - $(4,000)]. 

   Answer (C) is incorrect because $(7,200) is the 

   reduction in the Suburban Store's contribution 

   margin. 

   Answer (D) is incorrect because operating income 

   must decrease. 

[52] Source: CMA 1288 5-15 

   Answer (A) is incorrect because producing 25,000 

   mixers would result in a total variable cost of 

   $1,314,000 [($32 x 25,000 mixers) + ($38 x 3,000 

   mixers) + ($20 x 20,000 blenders)]. 

   Answer (B) is correct. Because the sales mix and 

   total revenue are constant, the optimal strategy is to 

   minimize total variable cost, assuming the $10 per 

   machine hour of fixed factory overhead is 

   unavoidable. Each blender requires 1 machine hour 

   ($16 overhead ・$16 per hour), and each mixer 2 

   machine hours ($32 overhead ・$16 per hour). 

   Geary can produce 50,000 blenders or 25,000 

   mixers given a capacity of 50,000 machine hours. 

   Because the demand for mixers is 28,000 units, some 

   mixers must be purchased. For blenders, the unit 

   variable cost is $16 ($6 DM + $4 DL + $6 VOH). 

   For each blender made, the company reduces costs 

   by $4 ($20 - $16). A blender requires 1 hour, so the 

   savings per hour is also $4. The unit variable cost to 

   make a mixer is $32 ($11 DM + $9 DL + $12 

   VOH). Given a purchase price of $38, the cost 

   savings of manufacture is $6 per mixer or $3 per 

   machine hour ($6 ・2 hours). Thus, as many blenders 

   as possible should be made because the company 

   can save $1 more per machine hour by producing 

   blenders. By producing its full annual demand of 

   20,000 blenders, the company minimizes its total 

   variable cost. If 20,000 hours are used to produce 

   blenders, 30,000 hours are available to produce 

   15,000 mixers. 

   Answer (C) is incorrect because producing 20,000 

   blenders and no mixers (instead of 15,000) increases 

   costs by $90,000 [($38 - $32) x 15,000 units]. 

   Answer (D) is incorrect because the company would 

   still incur fixed factory overhead, and the variable 

   cost of purchase exceeds the variable cost of 

   manufacture. 

[53] Source: CMA 1288 5-16 

   Answer (A) is correct. Reducing the cost of direct 

   materials for mixers from $11 to $6 per unit 

   decreases unit variable cost to $27 ($6 DM + $9 DL 

   + $12 VOH) and increases the cost savings of 

   making a mixer from $6 to $11, or $5.50 per 

   machine hour ($11 ・2 hours per unit). Since the cost 

   savings per machine hour for blenders is assumed to 

   remain constant at $4 ($20 price - $16 unit variable 

   cost), the company can now minimize total variable 

   cost by making as many mixers as possible. Since the 

   company can produce 25,000 mixers (50,000 hours 

   capacity ・2), it will need to purchase 3,000 mixers 

   (28,000 demanded - 25,000) and 20,000 blenders. 

   Total variable cost will be $1,189,000 [($27 x 

   25,000 mixers) + ($38 x 3,000 mixers) + ($20 x 

   20,000 blenders)]. 

   Answer (B) is incorrect because the total variable 

   cost for this option would be $1,219,000 [(20,000 

   blenders x $16) + (15,000 mixers x $27) + (13,000 

   mixers x $38)]. 

   Answer (C) is incorrect because the total variable 

   cost of this option would be $1,384,000 [(20,000 

   blenders x $16) + (28,000 mixers x $38)]. 

   Answer (D) is incorrect because assuming fixed costs 

   are unavoidable, some units should be manufactured 

   since the variable cost of making these items is less 

   than the cost of purchasing them. 

[54] Source: CMA 1290 4-10 

   Answer (A) is correct. Relevant costs are anticipated 

   costs that will vary among the choices available. In 

   other words, if two courses of action share some 

   costs, those costs are not relevant because they will 

   be incurred regardless of the decision made. Costs 

   involved in the analysis of a make-or-buy decision 

   include the relevant variable costs plus any fixed costs 

   that could be avoided if the items were purchased 

   from an outsider. 

   Answer (B) is incorrect because depreciation should 

   not be considered unless it can be avoided. 

   Answer (C) is incorrect because unavoidable costs 

   are not relevant and should be ignored. They will be 

   incurred regardless of the decision. 

   Answer (D) is incorrect because property taxes are 

   not affected by the decision and are therefore not 

   relevant. 

[55] Source: CMA 0691 4-9 

   Answer (A) is incorrect because the breakeven point 

   is not relevant, but the extent of the use of operating 

   capacity may be a consideration. 

   Answer (B) is incorrect because whether operations 

   are at normal volume is less important than the 

   amount of idle capacity. The company is less likely to 

   buy if it has sufficient unused capacity. 

   Answer (C) is correct. The principle underlying a 

   make-or-buy decision is to use available resources as 

   efficiently as possible before buying from an outside 

   supplier. The manager considers only the costs 

   relevant to the investment decision. If the total 

   relevant costs of production are less than the cost to 

   buy the item, it should be produced in-house. The 

   key variable is relevant costs, not total costs. Thus, 

   the costs that can be avoided under either decision 

   choice must be determined. 

   Answer (D) is incorrect because total costs 

   (absorption costing) are not as important as relevant 

   costs. 

[56] Source: CMA 0691 4-8 

   Answer (A) is incorrect because a long-term strategy 

   is to maximize gross profit, which is calculated after 

   deduction of fixed costs. 

   Answer (B) is incorrect because minimizing total 

   variable cost ignores the role of selling price in profit 

   maximization. 

   Answer (C) is incorrect because minimizing unit fixed 

   overhead ignores the role of selling price in profit 

   maximization. Also, in the short run, fixed overhead 

   does not change and is therefore not relevant. 

   Answer (D) is correct. In the short run, the best 

   approach is to maximize the unit contribution margin 

   (price - unit variable cost) times the units sold 

   because fixed costs can be ignored. The important 

   consideration is the total contribution margin available 

   to cover fixed costs and contribute to profits. 

[57] Source: CMA 0692 4-25 

   Answer (A) is incorrect because $285,000 is greater 

   than the avoidable cost of operating the cafeteria. 

   Answer (B) is incorrect because the company can 

   pay more than $175,000. Its overhead costs are 

   avoidable. 

   Answer (C) is incorrect because the company can 

   pay more than $219,000. 

   Answer (D) is correct. Given that overhead is 40% 

   fixed, $66,000 (60% x $110,000) is variable, and 

   $44,000 is fixed. Of the latter amount, $25,000 is 

   attributable to the supervisor's salary. The $19,000 

   remainder is allocated from total company overhead 

   and is unavoidable. Assuming the company will 

   continue to pay the supervisor's salary if an outside 

   firm services the cafeteria, the total fixed overhead is 

   not an avoidable (incremental) cost. Thus, the total 

   avoidable cost of the cafeteria's operation is 

   $241,000 ($100,000 food + $75,000 labor + 

   $66,000 VOH). This amount is the savings from 

   hiring an outside firm. Accordingly, it is also the 

   maximum that Laurel should be willing to pay the 

   outside firm. 

[58] Source: CMA 0692 4-26 

   Answer (A) is correct. Given that X equals the cars 

   sold, the indifference equation and its solution are as 

   follows:

        (6% x $23,000)X  =  (2% x $23,000)X + (45 x $2,000)

                  $920X  =  $90,000

                      X  =  97.8261 Cars

   At a price of $23,000 each, 97.8261 cars will sell for 

   $2,250,000. Another approach is to determine the 

   sales per person at which $2,000 is equal to a 4% 

   commission. This amount is $50,000 ($2,000 ・.04) 

   per person, or $2,250,000 (45 x $50,000) for the 

   entire sales force. 

   Answer (B) is incorrect because, at sales of 

   $3,000,000, would be better off with the 6% 

   commission. 

   Answer (C) is incorrect because at sales of 

   $1,500,000, the sales people would be better off 

   with the salary and 2% commission. 

   Answer (D) is incorrect because, at sales of 

   $1,250,000, the sales people would be better off 

   with the salary and 2% commission. 

[59] Source: CMA 1292 4-1 

   Answer (A) is incorrect because an opportunity cost 

   is the benefit derived from the next best use of the 

   resource, not an out-of-pocket cost. 

   Answer (B) is incorrect because an opportunity cost 

   is the benefit derived from the next best use of the 

   resource, not an out-of-pocket cost. 

   Answer (C) is incorrect because an opportunity cost 

   is the benefit forgone, not the cost. 

   Answer (D) is correct. An opportunity cost is the 

   maximum benefit forgone by using a scarce resource 

   for a given purpose. It is the benefit provided by the 

   next best use of that resource. Thus, in a factory 

   operating at full capacity, the opportunity cost of 

   making a component is the benefit given up by not 

   selecting an alternative use of the plant capacity. 

[60] Source: CMA 1292 4-3 

   Answer (A) is incorrect because $6,400 assumes all 

   of the overhead is variable. 

   Answer (B) is incorrect because $3,600 overlooks 

   the $6,000 of receiving costs for purchased 

   components. 

   Answer (C) is correct. The out-of-pocket cost of 

   making the part equals the total manufacturing cost 

   minus the fixed overhead, or $26,400 {$42,400 - 

   [(2/3) x $24,000]}. The cost of the component 

   consists of the $30,000 purchase price plus the 

   $6,000 (20% of cost) of variable receiving costs, or 

   a total of $36,000. Thus, unit out-of-pocket cost 

   would increase by $9,600 if the components were 

   purchased. 

   Answer (D) is incorrect because $12,400 is the 

   difference between the full cost of making the part 

   and the price of the component. 

[61] Source: CMA 1292 4-4 

   Answer (A) is incorrect because $14,000 overlooks 

   the $6,000 per unit of receiving costs for purchased 

   components. 

   Answer (B) is correct. For 10 components, the total 

   cost increase would be $96,000, but the $50,000 

   rental would reduce the net increase to $46,000. 

   Answer (C) is incorrect because $64,000 assumes all 

   overhead is variable and ignores rental revenue. 

   Answer (D) is incorrect because $96,000 overlooks 

   the rental revenue. 

[62] Source: CMA 1292 4-5 

   Answer (A) is incorrect because $68,000 overlooks 

   the $6,000 per unit of receiving costs for purchased 

   components. 

   Answer (B) is incorrect because $88,000 assumes 

   only one-third of the overhead is fixed. 

   Answer (C) is correct. For 10 units, the additional 

   cost of purchasing is $96,000. However, the net 

   effect of purchasing is a gain of $8,000 ($104,000 

   contribution from making another product - 

   $96,000). Opportunity cost is the benefit from the 

   next best alternative use of the resources. Hence, the 

   company's opportunity cost of making the part is 

   $8,000. 

   Answer (D) is incorrect because $(96,000) ignores 

   the $104,000 income from alternative production. 

[63] Source: CMA 1294 4-1 

   Answer (A) is incorrect because the joint 

   manufacturing costs are the only irrelevant item. 

   Answer (B) is correct. Common, or joint, costs 

   cannot be identified with a particular joint product. 

   By definition, joint products have common costs until 

   the split-off point. Costs incurred after the split-off 

   point are separable costs. The decision to continue 

   processing beyond split-off is made separately for 

   each product. The costs relevant to the decision are 

   the separable costs because they can be avoided by 

   selling at the split-off point. They should be compared 

   with the incremental revenues from processing 

   further. Thus, items I (revenue from selling at split-off 

   point), II (variable costs of upgrade), III (avoidable 

   fixed costs of upgrade), and IV (revenue from selling 

   after further processing) are considered in making the 

   upgrade decision. 

   Answer (C) is incorrect because the joint 

   manufacturing costs are the only irrelevant item. 

   Answer (D) is incorrect because the joint 

   manufacturing costs are the only irrelevant item. 

[64] Source: CMA 1274 3-22 

   Answer (A) is incorrect because the FASB is a 

   private sector organization concerned with financial 

   accounting and reporting issues. 

   Answer (B) is incorrect because the GAO is the audit 

   agency of the Congress. 

   Answer (C) is correct. The CASB was established 

   by the U.S. Congress in 1970 to develop cost 

   accounting standards applicable to defense 

   contractors and subcontractors. Other government 

   agencies also use the standards. When the CASB 

   was eliminated in 1980, the standards remained in 

   effect. In 1988, Congress reestablished the CASB. 

   Answer (D) is incorrect because the SEC is a 

   government agency concerned with public disclosure 

   of financial and other data by publicly held 

   companies. 

[65] Source: CMA 1274 3-23 

   Answer (A) is incorrect because the CASB does not 

   develop accounting principles or set standards other 

   than for contractors doing business with the U.S. 

   Government. 

   Answer (B) is correct. The CASB has "exclusive 

   authority to make, promulgate, amend, and rescind 

   cost accounting standards and interpretations thereof" 

   for negotiated contracts and subcontracts over 

   $500,000. Its purpose is "to achieve uniformity and 

   consistency in the cost accounting standards 

   governing measurement, assignment, and allocation of 

   costs to contracts within the United States." 

   Answer (C) is incorrect because the CASB has no 

   connection with the SEC and does not examine 

   registration statements. 

   Answer (D) is incorrect because the CASB does not 

   administer contracts. 

[66] Source: CMA 1295 4-21 

   Answer (A) is incorrect because marginal cost is the 

   incremental cost of producing one additional unit. 

   Answer (B) is incorrect because incremental cost is 

   the increase in costs between one alternative and 

   another. 

   Answer (C) is incorrect because potential cost is the 

   cost that may be incurred in the future. 

   Answer (D) is correct. Opportunity cost is defined as 

   the profit forgone by selecting one choice instead of 

   another. It is the benefit provided by the next best use 

   of a scarce resource. 

[67] Source: CMA 0692 4-27 

   Answer (A) is incorrect because Two and Three 

   would be profitable but for the allocation of 

   corporate overhead. 

   Answer (B) is incorrect because Three is contributing 

   toward corporate overhead. 

   Answer (C) is correct. The amount of corporate 

   overhead allocated to each complex is calculated 

   below.

   Complex         Income         Percentage        Allocation

   -------        ---------       ----------        -----------

    One            $1,000           13.33%           $  160

    Two             1,210           16.13%              194

    Three           2,347           31.29%              375

    Four            1,878           25.04%              300

    Five            1,065           14.21%              171

                   ------          -------           ------

    Total          $7,500          100.00%           $1,200

                   ======          =======           ======

   The revised profits would be as follows:

   Complex       Original        Allocation        Adjusted

   -------      ---------       ----------        -----------

    One            $200             $160             $360

    Two             (90)             194              104

    Three          (253)             375              122

    Four           (522)             300             (222)

    Five           (235)             171              (64)

   After eliminating the allocated costs from the income 

   statement, Four and Five still have losses. 

   Answer (D) is incorrect because Five should also be 

   eliminated. 

[68] Source: CMA 0692 4-28 

   Answer (A) is incorrect because depreciation and 

   rent are allocated costs that will be incurred even if 

   the contract is lost. 

   Answer (B) is incorrect because the supervisor's 

   salary will have to be covered. The $20,000 salary is 

   an avoidable cost. 

   Answer (C) is incorrect because depreciation is a 

   cost that cannot be avoided. 

   Answer (D) is correct. The company will need to 

   cover its variable costs and any other incremental 

   costs. Thus, direct materials ($200,000), direct labor 

   ($150,000), the supervisor's salary ($20,000), and 

   fringe benefits on direct labor ($15,000) are the 

   incremental unit costs of manufacturing the engines. 

   The breakeven price is therefore $385,000 

   ($200,000 + $150,000 + $20,000 + $15,000). 

[69] Source: CIA 0592 III-21 

   Answer (A) is correct. Satisficing is the 

   decision-making process in which the decision maker 

   uses a minimal amount of information. This is done in 

   an effort to reduce to a minimum the amount of time it 

   takes to make a decision. The result is a decision that 

   is not the best, but is good enough to give satisfactory 

   resolution. 

   Answer (B) is incorrect because optimizing means 

   selecting the best possible solution. 

   Answer (C) is incorrect because idealizing involves 

   changing the situation so that the problem no longer 

   exists. 

   Answer (D) is incorrect because maximizing is a 

   synonym for optimizing and involves selecting the best 

   solution. 

[70] Source: CIA 0592 III-90 

   Answer (A) is incorrect because brainstorming 

   breaks down broadly based problems into their 

   essentials. It is an unstructured approach that relies 

   on the spontaneous contribution of ideas from all 

   members of a group. 

   Answer (B) is incorrect because value analysis is a 

   methodical approach primarily designed to optimize 

   performance of an activity at a minimum cost. 

   Emphasis is on the cost-benefit criterion. 

   Answer (C) is correct. Free association is an 

   approach to idea generation that reports the first 

   thought to come to mind in response to a given 

   stimulus, for example, a symbol or analogy pertaining 

   to a product for which an advertising slogan is sought. 

   The objective is to express the content of 

   consciousness without censorship or control. 

   Answer (D) is incorrect because attribute listing is 

   applied primarily to improve a tangible object. It lists 

   the parts and essential features of the object and 

   systematically analyzes modifications intended as 

   improvements. 

[71] Source: CIA 0592 III-91 

   Answer (A) is correct. Attribute listing is applied 

   primarily to improve a tangible object. It lists the 

   parts and essential features of the object and 

   systematically analyzes modifications intended as 

   improvements. 

   Answer (B) is incorrect because operations research 

   attempts to find optimal solutions using classical 

   concepts such as statistics, simulation, logical 

   thinking, and other scientific and mathematical 

   techniques to develop and test hypotheses. This 

   application closely fits the problem and charge given. 

   Answer (C) is incorrect because morphological 

   matrix analysis is a structured technique that plots 

   decision variables along the axes of a matrix. The 

   relationships of these variables are found in the 

   squares within the chart. 

   Answer (D) is incorrect because synectics is a highly 

   structured group approach to problem statement and 

   solution based on creative thinking. It involves free 

   use of analogies and metaphors in informal exchange 

   within a carefully selected small group of individuals 

   of diverse personality and areas of specialization. 

[72] Source: CIA 0592 III-92 

   Answer (A) is incorrect because free association is 

   an approach to idea generation that reports the first 

   thought to come to mind in response to a given 

   stimulus, for example, a symbol or analogy pertaining 

   to a product for which an advertising slogan is sought. 

   The objective is to express the content of 

   consciousness without censorship or control. 

   Answer (B) is incorrect because operations research 

   attempts to find optimal solutions using classical 

   concepts such as statistics, simulation, logical 

   thinking, and other scientific and mathematical 

   techniques to develop and test hypotheses. This 

   application closely fits the problem and charge given. 

   Answer (C) is incorrect because Blast! then refine is 

   a U.S. Navy problem-solving methodology. It 

   completely disregards (blasts out of one's 

   consciousness) any existing approach. An entirely 

   new problem solution is then sought that will attain the 

   original objectives. 

   Answer (D) is correct. The Edisonian approach is a 

   trial-and-error experimental method. It should usually 

   not be applied unless other approaches have been 

   unsuccessful. 

[73] Source: CIA 0592 III-93 

   Answer (A) is correct. Operations research attempts 

   to find optimal solutions using classical concepts such 

   as statistics, simulation, logical thinking, and other 

   scientific and mathematical techniques to develop and 

   test hypotheses. This application closely fits the 

   problem and charge given. 

   Answer (B) is incorrect because value analysis is a 

   methodical approach primarily designed to optimize 

   performance of an activity at a minimum cost. 

   Emphasis is on the cost-benefit criterion. 

   Answer (C) is incorrect because attribute listing is 

   applied primarily to improve a tangible object. It lists 

   the parts and essential features of the object and 

   systematically analyzes modifications intended as 

   improvements. 

   Answer (D) is incorrect because brainstorming 

   breaks down broadly based problems into their 

   essentials. It is an unstructured approach that relies 

   on the spontaneous contribution of ideas from all 

   members of a group. 

[74] Source: CIA 0596 II-2 

   Answer (A) is incorrect because selecting a solution 

   is the third step in the process. 

   Answer (B) is correct. Problem solving involves (1) 

   identifying the problem, (2) generating alternative 

   solutions, (3) selecting a solution, and (4) 

   implementing and evaluating the solution. In the first 

   step, management determines what the actual 

   situation is, what the desired situation is, and the 

   reason for the difference. 

   Answer (C) is incorrect because identifying the 

   problem is the first step in the process. 

   Answer (D) is incorrect because considering the 

   reaction of competitors is part of the fourth step of 

   implementing and evaluating the solution. 

[75] Source: CIA 0594 II-5 

   Answer (A) is incorrect because reasoning from one 

   or more particular facts to reach a general conclusion 

   is induction. 

   Answer (B) is incorrect because post hoc reasoning 

   is a logical fallacy. It assumes that one event causes 

   another because the first precedes the second. 

   Answer (C) is correct. Deduction is a process of 

   reasoning that applies general or universal premises to 

   reach a conclusion about particulars. For example, 

   the laws of physics may be used to predict the 

   duration of a particular orbit of a satellite. 

   Answer (D) is incorrect because inductive reasoning 

   is more closely associated with constructing 

   hypotheses. 

[76] Source: CIA 1194 II-4 

   Answer (A) is incorrect because management's 

   confidence in its control systems is not closely related 

   to the concept of probability. 

   Answer (B) is correct. Probability is a number 

   between 0 and 1 inclusive that measures the 

   likelihood of the occurrence of some event. The less 

   likely the event, the closer the number is to 0. The 

   two types of probabilities are objective and 

   subjective. Objective probabilities are derived 

   mathematically from historical data. Subjective 

   probabilities are estimated based on past experience 

   and judgment. Thus, probabilities are used to 

   determine the likelihood that a given event will occur. 

   Answer (C) is incorrect because the availability of 

   factual information helps in the decision-making 

   process, but it is not closely related to the concept of 

   probability. 

   Answer (D) is incorrect because management's ability 

   to cope with subjective information may be a factor in 

   decision making, but it is not closely related to the 

   concept of probability. 

[77] Source: CIA 1194 II-5 

   Answer (A) is correct. How information is presented 

   influences both its interpretation and the resulting 

   behavior. Kreitner (5th ed.) defines a framing error as 

   "the tendency to evaluate positively presented 

   information favorably and negatively presented 

   information unfavorably." 

   Answer (B) is incorrect because getting locked into 

   losing courses of action because of personal 

   commitment is escalation of commitment. 

   Answer (C) is incorrect because a framing error is 

   defined as evaluating positive information favorably 

   and negative information unfavorably. 

   Answer (D) is incorrect because overconfidence 

   does not relate to framing errors. 

[78] Source: CIA 1194 II-6 

   Answer (A) is incorrect because groups may analyze 

   problems in great depth. 

   Answer (B) is incorrect because individuals who 

   participate in the decision may accept it more readily. 

   Answer (C) is incorrect because the greater 

   experience and expertise of a group may render it 

   more effective than a single manager in identifying 

   important components of decision situations. 

   Answer (D) is correct. The difficulty associated with 

   group-aided decision making is accountability for the 

   decision. If a decision is made by a group, no one 

   person is responsible. The best method is to have the 

   group recommend a decision but for a manager to 

   assume responsibility for making the final decision. 

[79] Source: CIA 0595 II-6 

   Answer (A) is incorrect because sampling receivables 

   is an example of an inductive process. It entails 

   gathering empirical data about particular items and 

   then determining the general principle that the 

   evidence supports. 

   Answer (B) is correct. Deductive reasoning is the 

   inference of a conclusion about particulars from 

   general or universal premises. In contrast, inductive 

   reasoning is the inference of a generalized conclusion 

   from particular instances. Analytical procedures are 

   based on the general premise that plausible 

   relationships among the data may reasonably be 

   expected to continue in the absence of known 

   conditions to the contrary. For example, absent 

   unusual circumstances, the sales balance is relatively 

   predictable given its known relationship to other 

   factors, such as cost of sales. Thus, the process is 

   one of deductive reasoning because a general 

   premise (the known relationship of sales to other 

   data) is applied to draw a conclusion about a 

   particular instance (the sales balance). 

   Answer (C) is incorrect because test counting 

   inventory is an example of an inductive process. It 

   entails gathering empirical data about particular items 

   and then determining the general principle that the 

   evidence supports. 

   Answer (D) is incorrect because examining sales 

   recorded after the balance sheet date is an example 

   of an inductive process. It entails gathering empirical 

   data about particular items and then determining the 

   general principle that the evidence supports. 

[80] Source: CIA 0595 II-12 

   Answer (A) is incorrect because requiring audit 

   supervision and review is an effective technique to 

   help ensure that all evidence is appropriately 

   considered. 

   Answer (B) is incorrect because group activity 

   counteracts individual bias by generating alternative 

   explanations. 

   Answer (C) is correct. Audit independence issues 

   ordinarily focus on the auditor's personal integrity and 

   relationship with the auditee. Thus, emphasizing audit 

   independence does not necessarily reduce the 

   tendency to confirmatory bias. Most individuals are 

   not aware that they are engaging in such behavior. 

   Answer (D) is incorrect because requiring the auditor 

   to document the reasoning process has two benefits: 

   (1) it forces the auditor to consider the audit evidence 

   more thoroughly, and (2) it provides more 

   information on the auditor's thought process than can 

   be addressed in the review of the auditor's work. 

[81] Source: CIA 0595 II-33 

   Answer (A) is incorrect because escalation of 

   commitment is a psychological phenomenon unrelated 

   to availability of information or time. 

   Answer (B) is incorrect because increasing resources 

   to a new course of action is antithetical to escalation 

   of commitment. 

   Answer (C) is incorrect because limiting resources to 

   unsuccessful projects is antithetical to escalation of 

   commitment. 

   Answer (D) is correct. Consistency may be 

   dysfunctional because it may result in inflexibility. The 

   desire to avoid the inner conflict resulting from 

   inconsistency may have adverse effects on decision 

   making. For example, when a decision maker feels 

   responsible for the failure of a course of action, (s)he 

   may want to prove that the original decision was 

   sound despite increasing evidence to the contrary. 

   Thus, his/her commitment to a failed policy may 

   escalate, and additional resources may be 

   squandered. 

[82] Source: CIA 0595 II-37 

   Answer (A) is incorrect because the choice of the 

   maximum payoff is an assumption of rationality. 

   Answer (B) is incorrect because the ranking of 

   criteria and options is an assumption of rationality. 

   Answer (C) is incorrect because the constancy of the 

   criteria and their weights is an assumption of 

   rationality. 

   Answer (D) is correct. According to Robbins, 

   Organizational Behavior (6th ed. Prentice-Hall, 

   1993), rationality has the same assumptions as the 

   optimizing (outcome maximizing) model for decision 

   making. Rational decision making is fully objective 

   and logical. The model assumes that a single, 

   well-defined goal is to be maximized; that all relevant 

   criteria and feasible options are known; that the 

   criteria and options can be assigned numerical values 

   and ranked; that preferences are constant (criteria 

   and their assigned weights do not change); and that 

   the decision maker will choose the option with the 

   highest rank (the maximum benefits). However, 

   rationality does not require an assumption about the 

   avoidance of conflict. 

[83] Source: CIA 1195 II-4 

   Answer (A) is correct. If the economic results of 

   alternative capital investments were known with 

   certainty or with minimal risk, the quantitative 

   analyses would reveal the absolute best investment 

   options. However, if the economic results are highly 

   uncertain, using a decision-making process that 

   combines rational analysis with intuition is 

   appropriate. Moreover, nonquantifiable variables 

   may be involved. 

   Answer (B) is incorrect because the decision-making 

   process described combines rational quantitative 

   analysis with intuition. In addition, research has 

   shown that intuition can improve decision making. 

   Answer (C) is incorrect because knowing with 

   certainty which investment is the most profitable is not 

   possible. 

   Answer (D) is incorrect because the term bounded 

   rationality refers to the inability to perceive all aspects 

   of a situation and the tendency to simplify, not to 

   intuitive decision making. 

[84] Source: CIA 0595 IV-74 

   Answer (A) is incorrect because, in freight absorption 

   pricing, the selling company absorbs all or part of the 

   actual freight charges. Customers are not charged 

   actual delivery costs. 

   Answer (B) is correct. In uniform delivered pricing, 

   the company charges the same price, inclusive of 

   shipping costs, to all customers regardless of their 

   location. This price is the company's average actual 

   freight cost. Thus, both nearby and distant customers 

   are charged the same amount. This policy is easy to 

   administer, permits the company to advertise one 

   price nationwide, and facilitates marketing to faraway 

   customers. 

   Answer (C) is incorrect because, in zone pricing, 

   differential freight charges are set for customers on 

   the basis of their location. Customers are not charged 

   actual average freight costs. 

   Answer (D) is incorrect because, in FOB-origin 

   pricing, each customer pays its actual freight costs. 

[85] Source: CIA 1194 IV-78 

   Answer (A) is incorrect because adding a standard 

   markup to the cost of the product is cost-plus pricing. 

   Answer (B) is incorrect because determining the 

   price at which the product will earn a target profit is 

   target profit pricing. 

   Answer (C) is correct. Buyer-based pricing involves 

   basing prices on the product's perceived value rather 

   than on the seller's cost. Nonprice variables in the 

   marketing mix augment the perceived value. For 

   example, a cup of coffee may have a higher price at 

   an expensive restaurant than at a fast food outlet. 

   Answer (D) is incorrect because basing prices on 

   competitors' prices is going-rate pricing. 

[86] Source: CIA 1194 IV-79 

   Answer (A) is incorrect because, if no buyers want 

   the product at a high price, this marketing strategy is 

   inappropriate. 

   Answer (B) is correct. Market-skimming pricing is 

   used when a new product is introduced at the highest 

   price possible given the benefits of the product. For 

   market skimming to work, the product must appear 

   to be worth its price, the costs of producing a small 

   volume cannot be so high that they eliminate the 

   advantage of charging more, and competitors cannot 

   enter the market and undercut the price. 

   Answer (C) is incorrect because, if competitors can 

   easily enter the market, they can undercut the price. 

   Answer (D) is incorrect because the product quality 

   and image must support a high price. 

[87] Source: CIA 1195 IV-75 

   Answer (A) is incorrect because cash discounts 

   encourage prompt payment. 

   Answer (B) is incorrect because quantity discounts 

   encourage large volume purchases. 

   Answer (C) is incorrect because functional or trade 

   discounts are provided to channel members in return 

   for the performance of certain functions, such as 

   selling, storing, and record keeping. 

   Answer (D) is correct. Seasonal discounts are 

   designed to smooth production by the selling firm. 

   For example, a ski manufacturer offers seasonal 

   discounts to retailers in the spring and summer to 

   encourage early ordering. 

[88] Source: CIA 1195 IV-76 

   Answer (A) is correct. A by-product is a product of 

   relatively minor importance generated during the 

   production of one or more other products. Its 

   production entails no additional costs. Any amount 

   received above the storage and delivery costs for a 

   by-product allows the seller to reduce the main 

   product's price to make it more competitive. 

   Answer (B) is incorrect because optional products 

   are offered for sale along with the main product. They 

   are unlikely to have a zero production cost, so the 

   seller must receive a price above their storage and 

   delivery costs. 

   Answer (C) is incorrect because captive products 

   must be used along with the main product, such as 

   film for use with a camera. Sellers often make their 

   profits on the captive products rather than on the 

   main product, which is sold at a low price. The 

   captive products therefore will be priced well above 

   the storage and delivery costs. 

   Answer (D) is incorrect because product bundles are 

   combinations of products sold together at a reduced 

   price, such as season tickets for a theater. Products 

   are bundled to promote the sale of certain items that 

   consumers might not otherwise purchase. The 

   combined price of the bundle must be low enough to 

   encourage consumers to buy the bundle but must 

   recover production costs and provide some profit for 

   the seller, so the price must exceed storage and 

   delivery costs. 

[89] Source: CMA 0686 5-29 

   Answer (A) is incorrect because $48 equals total 

   annual cost divided by total orders from the previous 

   year. 

   Answer (B) is incorrect because $35 equals total 

   annual cost minus the costs associated with the 

   shipping clerks, divided by the total orders from the 

   previous year. 

   Answer (C) is incorrect because $24 includes the 

   costs associated with shipping. 

   Answer (D) is correct. The incremental cost of 

   additional orders equals the variable costs incurred in 

   purchasing and receiving inventory (but not costs 

   associated with shipping). Using the high-low method 

   of analysis, these variable costs can be computed by 

   determining the apparent variable costs for the two 

   given levels of activity. For 160 orders, the relevant 

   costs with a variable element include purchasing 

   clerks, $1,750; supplies, $400; and receiving clerks, 

   $2,200. The total is $4,350. For 100 orders, these 

   costs are $1,250, $260, and $1,700, respectively, 

   for a total of $3,210. As the number of orders 

   increased by 60, the costs increased by $1,140. 

   Consequently, the variable or incremental costs per 

   order must have been $19 ($1,140 ・60 orders). 

[90] Source: CMA 0686 5-30 

   Answer (A) is correct. The annual carrying costs are 

   $12,750 for the warehouse, $1,500 for insurance, 

   and $2,250 for property taxes. These costs total 

   $16,500. In addition, the company desires a 12% 

   after-tax return on investments. Since the tax rate is 

   40%, the 12% after-tax return equals a 20% 

   before-tax return (12% ・60%). A 20% return on 

   the $75,000 average investment in inventory is 

   $15,000. Hence, the total carrying cost is $31,500 

   ($16,500 + $15,000). This amount is 42% of the 

   $75,000 investment in inventory. 

   Answer (B) is incorrect because 37% does not 

   consider insurance and property taxes. 

   Answer (C) is incorrect because 34% is based on a 

   12% before-tax return. 

   Answer (D) is incorrect because 22% equals carrying 

   costs other than return on investment divided by 

   average inventory. 

[91] Source: CMA 0684 5-25 

   Answer (A) is incorrect because the accounting 

   evaluation of inventory does not affect the EOQ. 

   Answer (B) is incorrect because the accounting 

   evaluation of inventory does not affect the EOQ. 

   Answer (C) is incorrect because the accounting 

   evaluation of inventory does not affect the EOQ. 

   Answer (D) is correct. The EOQ is computed by 

   using the annual quantity, cost per order, and the 

   annual carrying cost per unit. The inventory method 

   has no effect on these components of the EOQ, and 

   therefore has no effect on the EOQ. 

[92] Source: CMA 1286 5-10 

   Answer (A) is incorrect because it is a project 

   management and scheduling technique that 

   determines the longest time path from the first to the 

   last event for a project. 

   Answer (B) is correct. Materials requirements 

   planning (MRP) is usually considered a 

   computer-based information system designed to plan 

   and control raw materials used in a production 

   setting. It assumes that estimated demand for 

   materials is reasonably accurate and that suppliers 

   can deliver based upon this accurate schedule. It is 

   crucial that delivery delays be avoided because, 

   under MRP, production delays are almost 

   unavoidable if the materials are not on hand. An 

   MRP system uses a parts list, often called a bill of 

   materials, and lead times for each type of material to 

   obtain materials just as they are needed for planned 

   production. 

   Answer (C) is incorrect because it is not meaningful 

   in this context. 

   Answer (D) is incorrect because the EOQ model 

   does not adjust for the dependent demand for the 

   components of an inventory item. 

[93] Source: CMA 1286 5-11 

   Answer (A) is correct. The ABC method of 

   inventory control requires management to exert 

   greatest control over the A classification items, which 

   usually include a relatively small percentage of total 

   items but a high percentage of the dollar volume. This 

   method is analogous to the 80/20 rule, which says, 

   for instance, that 20% of the customers account for 

   80% of the profit. 

   Answer (B) is incorrect because the EOQ model is 

   intended to minimize the sum of holding and ordering 

   costs. 

   Answer (C) is incorrect because a just-in-time 

   system attempts to reduce holding costs by 

   scheduling deliveries of materials as closely as 

   possible to when they are needed in production. 

   Answer (D) is incorrect because an MRP system 

   recognizes that the demand for one inventory item 

   creates a dependent demand for the components of 

   that item. 

[94] Source: CMA 0688 5-22 

   Answer (A) is incorrect because the average 

   inventory level increases by the amount of the safety 

   stock. 

   Answer (B) is incorrect because the average 

   inventory level increases by the amount of the safety 

   stock. 

   Answer (C) is incorrect because the average 

   inventory level increases by the amount of the safety 

   stock. 

   Answer (D) is correct. If there is no safety stock, the 

   average level of inventory will be one-half of the 

   economic order quantity. For example, if the EOQ is 

   500, the basic model predicts that the average 

   inventory level will be 250. The company will have 

   500 units immediately after a purchase and zero 

   immediately before the receipt of the next purchase 

   (replenishment is assumed to be instantaneous). 

   However, safety stock increases the average 

   inventory level by the amount of the safety stock. The 

   modified EOQ model assumes that safety stock will 

   never be used. Thus, if a safety stock of 100 is 

   carried by the company in the example, the average 

   inventory level will increase to 350. Inventory will be 

   600 units immediately upon receipt of a purchase and 

   100 units immediately before the receipt of the next 

   purchase. 

[95] Source: CMA 0688 5-24 

   Answer (A) is incorrect because production (or 

   resupply) is assumed to be instantaneous. 

   Answer (B) is incorrect because production (or 

   resupply) is assumed to be instantaneous. 

   Answer (C) is correct. This model is the same as the 

   basic EOQ model, with the production quantity (lot) 

   substituted for the EOQ and the cost of a production 

   run for the order cost. In the basic model, the 

   production rate (or time to fill an order) is deemed to 

   be instantaneous, whereas demand is assumed to 

   occur at a constant rate over some period of time. 

   Answer (D) is incorrect because the purpose of the 

   basic model is to adjust production to match demand. 

   This answer choice implies that production is given. 

[96] Source: CMA 1288 5-22 

   Answer (A) is incorrect because $2,600 is the 

   carrying cost of the safety stock. 

   Answer (B) is correct. The annual cost consists of the 

   carrying cost of the 200 units of safety stock at $13 

   each, or $2,600, plus the stockout costs incurred 

   when 200 units are insufficient. The stockout cost per 

   unit is $3. The excess demand has been 100 units 

   (300 - 200) greater than the proposed safety stock 

   30% of the time (12 ・40). The cost per stockout 

   was $300 ($3 x 100). Demand has exceeded the 

   safety stock by 200 units (400 - 200) 15% of the 

   time (6 ・40). The cost per stockout was $600 ($3 x 

   200). Given 30% and 15% probabilities of $300 and 

   $600 stockout costs, respectively, the expected 

   stockout cost for a 200-unit safety stock for one 

   reorder cycle is $180 [(30% x $300) + (15% x 

   $600)]. Thus, the annual expected stockout cost for 

   a 200-unit safety stock is $180 times the number of 

   reorder cycles per year, or $1,440 [$180 x (50,000 

   ・6,250 EOQ)]. The annual cost of a 200-unit safety 

   stock is $4,040 ($2,600 + 1,440). 

   Answer (C) is incorrect because $4,260 is the annual 

   cost of establishing 300-unit safety stock. 

   Answer (D) is incorrect because $5,200 is the annual 

   cost of establishing a 400-unit safety stock. 

[97] Source: CMA 1290 4-9 

   Answer (A) is incorrect because the purchasing 

   manager's salary is a fixed cost. 

   Answer (B) is incorrect because advertising is not an 

   ordering or carrying cost. 

   Answer (C) is incorrect because the cost of shipping 

   to customers is a selling expense. 

   Answer (D) is correct. The determination of the 

   economic order quantity balances the variable costs 

   of ordering and carrying inventory. Factors in the 

   equation include the cost of placing an order, unit 

   carrying cost, and annual demand in units. Carrying 

   costs include storage costs, handling costs, insurance, 

   property taxes, obsolescence, and the opportunity 

   cost of investing capital in inventory. Thus, the return 

   on capital that is forgone when it is invested in 

   inventory should be considered. 

[98] Source: CMA 0691 4-4 

   Answer (A) is correct. A decrease in inventory 

   ordering costs should decrease the economic order 

   quantity. The effect is that more orders can be made 

   (of smaller quantities) without increasing costs. 

   Accordingly, in the EOQ model, ordering cost is a 

   numerator value. 

   Answer (B) is incorrect because the reorder point is 

   based on lead time, not the EOQ model. 

   Answer (C) is incorrect because the EOQ should 

   decline. 

   Answer (D) is incorrect because the EOQ should 

   decline. 

[99] Source: CMA 0691 4-5 

   Answer (A) is correct. An increase in holding costs 

   will lead to a decrease in the economic order 

   quantity. An increase in holding costs will cause total 

   costs to rise unless the average inventory declines. 

   Because the average inventory will be at least half of 

   the EOQ, the only way for the average inventory to 

   decline (other than by changing safety stocks) is for 

   purchases to be made more often and in smaller 

   quantities. Thus, in the EOQ model, carrying cost is a 

   denominator value. 

   Answer (B) is incorrect because the safety stock is 

   not a factor in the EOQ calculation. If anything, 

   management will reduce safety stocks when inventory 

   holding costs increase. 

   Answer (C) is incorrect because the EOQ will 

   decline. 

   Answer (D) is incorrect because the EOQ will 

   decline. 

[100] Source: CMA 1291 4-28 

   Answer (A) is incorrect because expected usage is 

   200 units. 

   Answer (B) is incorrect because expected usage is 

   200 units. 

   Answer (C) is correct. The expected average weekly 

   usage is an expected value, that is, the sum of the 

   products of the expected outcomes and their related 

   probabilities. Hence, usage is estimated to be 200 

   units [(.2 x 280) + (.8 x 180)]. 

   Answer (D) is incorrect because expected usage is 

   200 units. 

[101] Source: CMA 1291 4-29 

   Answer (A) is incorrect because the expected usage 

   during lead time is 630 units. 

   Answer (B) is incorrect because the expected usage 

   during lead time is 630 units. 

   Answer (C) is correct. The expected lead time, 

   which is an expected value equal to the sum of the 

   products of the possible lead times and their related 

   probabilities, is 2.1 weeks [(.1 x 3) + (.9 x 2)]. 

   Consequently, the expected usage during lead time is 

   630 units (2.1 weeks x 300 units expected to be 

   used in the average week). 

   Answer (D) is incorrect because the expected usage 

   during lead time is 630 units. 

[102] Source: CMA 1291 4-30 

   Answer (A) is incorrect because the probability is 

   .0104. 

   Answer (B) is incorrect because the probability is 

   .0104. 

   Answer (C) is correct. Based on the given data, 

   weekly usage must be either 280 or 180 units, and 

   the lead time must be either 3 or 2 weeks. Whenever 

   the lead time is 2 weeks, no stockout will occur 

   because usage will be at most 560 units (2 weeks x 

   280 units). Thus, one condition of a stockout is a lead 

   time of 3 weeks. A second condition of a stockout is 

   that usage equal 280 units for at least 2 of the 3 

   weeks; if usage is 280 units for only 1 week, the total 

   usage during the lead time will be only 640 units [(2 x 

   180) + 280]. The probability of a 3-week lead time 

   is given as .1. Given that weekly usage is independent 

   of lead time and of prior weeks' usage, the 

   probability that usage will be 280 units for at least 2 

   weeks is the sum of the probabilities of the following 

   combinations of events:

        Week 1     Week 2    Week 3   Probability

       --------   --------  --------  ------------

          280        280       280   .2 x .2 x .2 = .008

          280        280       180   .2 x .2 x .8 = .032

          280        180       280   .2 x .8 x .2 = .032

          180        280       280   .8 x .2 x .2 = .032

                                                    ----

                                                    .104

                                                    ====

   The probability of both a 3-week lead time and usage 

   in excess of 700 units is therefore .0104 (.1 x .104). 

   Answer (D) is incorrect because the probability is 

   .0104. 

[103] Source: CMA 0692 4-23 

   Answer (A) is incorrect because a safety stock of 0 

   units has a total expected cost of $21,000. 

   Answer (B) is incorrect because a safety stock of 

   100 units has a total expected cost of $13,100. 

   Answer (C) is incorrect because a safety stock of 30 

   units has a total expected cost of $3,600. 

   Answer (D) is correct. The total expected cost of 

   safety stock equals the sum of the expected annual 

   stockout cost and the expected annual carrying cost. 

   Annual expected stockout cost equals the cost per 

   occurrence ($1,750), times the probability of a 

   stockout per cycle, times the number of cycles (24). 

   Annual expected carrying cost of a safety stock 

   equals the unit carrying cost ($5) times the number of 

   units. Hence, a safety stock of 400 units has the 

   lowest total expected cost.

                          Expected        Expected           Total

           Carrying     Stockout Cost   Stockout Cost       Expected

   Held      Cost         Per Cycle     for 24 Cycles         Cost

   ----    ---------    ------------    -------------       --------

      0     $    0        $875.00          $21,000           $21,000

    100        500         525.00           12,600            13,100

    200      1,000         245.00            5,880             6,880

    300      1,500          87.50            2,100             3,600

    400      2,000          17.50              420             2,420

[104] Source: CMA 1293 4-6 

   Answer (A) is incorrect because 80% of June's cost 

   of sales should be included. 

   Answer (B) is incorrect because 11% of sales in May 

   is 20% at May's cost of sales. 

   Answer (C) is correct. Cost of sales for July equals 

   55 percent of July sales. Because ending inventory 

   for June must equal 20% of the cost of sales for July, 

   the cost of the ending inventory, which is paid for in 

   June, is 11 percent of July sales. Furthermore, 80% 

   of the inventory sold in the current month is 

   purchased and paid for in the current month. If June's 

   cost of sales equals fifty-five percent of sales, cash 

   payments for inventory purchased and sold in June 

   equal forty-four percent of June sales. Hence, total 

   monthly cash payments for merchandise in June equal 

   forty-four percent of June sales plus eleven percent of 

   July sales. 

   Answer (D) is incorrect because 11% of sales in 

   May is 20% at May's cost of sales. 

[105] Source: CMA 1293 4-8 

   Answer (A) is incorrect because 5,000 units 

   represents the quantity expected to be sold during the 

   normal lead time. 

   Answer (B) is incorrect because 6,750 units includes 

   not only the safety stock, but also the units expected 

   to be sold during the normal lead time. 

   Answer (C) is correct. Safety stock is defined as the 

   amount of extra stock that is kept on hand to guard 

   against stockouts. It is the inventory level at the 

   reorder point minus the expected usage during the 

   lead time. Daily usage is 250 units (60,000 per year 

   ・240 days). Given a maximum lead time of 27 days 

   and a normal lead time of 20 days, a safety stock for 

   7 days (27 - 20) should be maintained. Hence, safety 

   stock is 1,750 units (7 x 250 units). 

   Answer (D) is incorrect because 250 units is 1 day's 

   sales. 

[106] Source: CMA 1293 4-9 

   Answer (A) is incorrect because 5,000 units does not 

   allow for safety stock. 

   Answer (B) is correct. The reorder point is the 

   quantity on hand when an order is placed. With a 

   20-day normal lead time, a 7-day safety stock, and 

   usage of 250 units per day, an order should be 

   placed when 27 days of inventory are on hand, a 

   total of 6,750 units (27 x 250). 

   Answer (C) is incorrect because 1,750 units covers 

   only safety stock. 

   Answer (D) is incorrect because 5,250 units includes 

   only 1 day of safety stock. 

[107] Source: CMA 0694 4-22 

   Answer (A) is incorrect because the cost of 

   maintaining an average inventory of 625 units is 

   $6,250. 

   Answer (B) is incorrect because $5,000 is based 

   upon an EOQ of 1,000 units and an average 

   inventory of 500 units. 

   Answer (C) is correct. Given four production runs 

   and an annual demand of 5,000 units, each 

   production run must generate 1,250 units. Inventory 

   will total 1,250 units at the completion of each run but 

   will decline to zero just prior to the next run. Thus, 

   the average inventory is 625 units (1,250 ・2), and 

   the total carrying cost is $6,250 ($10 x 625 units). 

   Answer (D) is incorrect because the cost of 

   maintaining an average inventory of 625 units is 

   $6,250. 

[108] Source: CMA 0694 4-23 

   Answer (A) is incorrect because a single production 

   run indicates an EOQ of 5,000 units. The carrying 

   costs of $25,000 [$10 x ($5,000 ・2)] would 

   exceed the $1,000 of set-up costs. 

   Answer (B) is incorrect because two production runs 

   correspond to an EOQ of 2,500 units and an average 

   inventory of 1,250 units. The resulting $12,500 of 

   carrying costs would exceed the $2,000 of set-up 

   costs. 

   Answer (C) is incorrect because four production runs 

   correspond to an EOQ of 1,250 units and an average 

   inventory of 625 units. The resulting $6,250 of 

   carrying costs would exceed the $4,000 of set-up 

   costs. 

   Answer (D) is correct. The EOQ minimizes the sum 

   of carrying and set-up costs. The EOQ is the amount 

   at which carrying costs are equal to set-up costs. 

   Thus, plugging the data into the EOQ formula results 

   in the following:

          ﾚ               ｿｽ

          ｳ2(5,000)(1,000)ｳ

   EOQ =  ｳ---------------ｳ  =   1000 Units

          ｳ       10      ｳ

          ﾀ               ﾙ

   Thus, if each lot consists of 1,000 units, five 

   production runs per year are needed to meet the 

   5,000-unit demand. At this level, set-up costs will 

   total $5,000 (5 x $1,000). Carrying costs will also 

   equal $5,000 ($10 per unit carrying cost x average 

   inventory of 500 units). Accordingly, total costs are 

   minimized at $10,000. 

[109] Source: CMA 0694 4-24 

   Answer (A) is incorrect because average inventory 

   must increase if the company maintains a safety 

   stock. 

   Answer (B) is incorrect because 20 units is the safety 

   stock per day (5,000 units ・250 business days). 

   Answer (C) is incorrect because 50 units is the 

   average safety stock assuming that it will decrease to 

   zero. 

   Answer (D) is correct. The annual sales of 5,000 

   units are made over 250 days, or 20 units per day. 

   Thus, a 5-day safety stock equals 100 units (5 days x 

   20 units per day). 

[110] Source: CMA 1294 4-6 

   Answer (A) is incorrect because carrying costs 

   typically decline in JIT companies. Less inventory is 

   on hand. 

   Answer (B) is correct. The objective of JIT is to 

   reduce carrying costs by eliminating inventories and 

   increasing the deliveries made by suppliers. Ideally, 

   shipments of raw materials are received just in time to 

   be incorporated into the manufacturing process. The 

   focus of quality control under JIT is the prevention of 

   quality problems. Quality control is shifted to the 

   supplier. JIT companies typically do not inspect 

   incoming goods; the assumption is that receipts are of 

   perfect quality. Suppliers are limited to those who 

   guarantee perfect quality and prompt delivery. 

   Answer (C) is incorrect because more deliveries are 

   needed. Each shipment is smaller in size. 

   Answer (D) is incorrect because, in a JIT system, 

   materials are delivered directly to the production line 

   ready for insertion in the finished product. 

[111] Source: CMA 1294 4-7 

   Answer (A) is incorrect because interest on invested 

   capital is an item considered in the basic EOQ model. 

   Answer (B) is incorrect because inventory 

   obsolescence is an item considered in the basic EOQ 

   model. 

   Answer (C) is incorrect because public warehouse 

   rental charges is an item considered in the basic EOQ 

   model. 

   Answer (D) is correct. The basic EOQ model 

   minimizes the sum of ordering (or set-up) and 

   carrying costs. Included in the formula are annual 

   demand, ordering (or set-up) costs, and carrying 

   costs. Carrying costs include warehousing costs, 

   insurance, spoilage, obsolescence, and interest on 

   invested capital. The cost of the inventory itself is not 

   a component of the EOQ model, and neither are any 

   quantity discounts lost on inventory purchases. 

[112] Source: CMA 1294 4-8 

   Answer (A) is correct. The basic EOQ model equals 

   the square root of the quotient of (1) the product of 

   twice the demand times the cost per order, (2) 

   divided by the periodic carrying cost. Hence, the 

   model is relatively insensitive to error. A given 

   percentage error in a value results in a lower 

   percentage change in the EOQ. 

   Answer (B) is incorrect because the EOQ model can 

   be used regardless of the relationship between 

   carrying and holding costs. 

   Answer (C) is incorrect because product demand 

   and ordering costs must be known with some 

   certainty. 

   Answer (D) is incorrect because an EOQ model can 

   be used with any type of system. 

[113] Source: CMA 1294 4-9 

   Answer (A) is correct. Given usage of 84,000 units 

   over 300 work days, the average usage rate is 280 

   units per day. Increasing the safety stock by a 2-day 

   supply (8 days - usual 6-day lead time) increases 

   inventory by 560 units (2 x 280). The additional 

   inventory should decrease stockout costs and 

   increase inventory carrying costs. 

   Answer (B) is incorrect because carrying costs will 

   increase with the increased inventory size. 

   Answer (C) is incorrect because the company is 

   already carrying a 6-day supply of safety stock (6 

   days x 280 units = 1,680 units). The only additional 

   units needed are for 2 extra days. 

   Answer (D) is incorrect because 1,680 units is a 

   6-day supply, not the increase in safety stock. Also, 

   stockout costs will decrease and carrying costs will 

   increase. 

[114] Source: CMA 0696 4-11 

   Answer (A) is incorrect because $8.50 assumes that 

   all variable marketing costs are avoidable. 

   Answer (B) is correct. The company's avoidable unit 

   costs total $6.75 [($2.00 DM + $2.40 DL + $1.60 

   VOH) + (.3 x $2.50 variable marketing costs)]. 

   Hence, it will at least break even by paying no more 

   than $6.75. 

   Answer (C) is incorrect because $7.75 assumes that 

   fixed manufacturing costs of $1 are avoidable. 

   Answer (D) is incorrect because $5.25 results from 

   subtracting the savings in marketing costs from the 

   manufacturing savings. 

[115] Source: CMA 0696 4-15 

   Answer (A) is incorrect because labor is either 

   variable or mixed. 

   Answer (B) is incorrect because overhead is either 

   variable or mixed. 

   Answer (C) is correct. Most types of costs either are 

   variable or contain some mix of fixed and variable 

   components. For example, labor and materials are 

   primarily variable. Their amounts fluctuate with the 

   relevant cost drivers. Selling expenses and overhead 

   costs can be either fixed or variable. Depreciation, 

   however, is strictly a fixed cost when viewed in a 

   decision analysis situation because it requires no cash 

   outlay. Instead, the initial acquisition of the long-lived 

   asset requires the cash outlay. 

   Answer (D) is incorrect because selling costs are 

   either variable or mixed. 

[116] Source: CMA 0696 4-16 

   Answer (A) is incorrect because incremental cost is 

   relevant to management decision analysis. 

   Answer (B) is incorrect because differential cost is 

   relevant to management decision analysis. 

   Answer (C) is incorrect because avoidable cost is 

   relevant to management decision analysis. 

   Answer (D) is correct. Management decision analysis 

   is based on the concept of relevant costs. Relevant 

   costs differ among decision choices. Thus, 

   incremental (differential or avoidable) costs are 

   always relevant. Opportunity cost is also relevant 

   because it is the benefit forgone by selecting one 

   choice instead of another. Historical costs, because 

   they occurred in the past, are sunk costs and not 

   relevant to most management decisions. 

[117] Source: CMA 0696 4-17 

   Answer (A) is correct. Management decision analysis 

   is based on the concept of relevant costs. Relevant 

   costs differ among decision choices. Thus, 

   incremental or differential costs are always relevant. 

   In special-order situations, given sufficient excess 

   capacity, management is not concerned with full 

   absorption costing because it includes certain product 

   costs (fixed factory overhead) that will not change if 

   the special order is accepted. The principal issue is 

   recovery of the variable costs of processing the 

   special order and earning a contribution margin to 

   apply toward covering fixed costs and profits. Thus, 

   given sufficient capacity that would otherwise be idle 

   (opportunity cost is zero), accepting a special order 

   may be indicated as long as the organization recoups 

   its variable costs. 

   Answer (B) is incorrect because differential 

   (incremental) costs are relevant by definition. 

   Answer (C) is incorrect because direct costs that will 

   not be incurred if the order is not accepted are 

   relevant. 

   Answer (D) is incorrect because variable costs that 

   will not be incurred if the order is not accepted are 

   relevant. 

[118] Source: CMA 0696 4-18 

   Answer (A) is incorrect because the original cost of 

   the old equipment is a sunk cost with no relevance to 

   future decision making. 

   Answer (B) is correct. Management decision analysis 

   is based on the concept of relevant costs. Relevant 

   costs differ among decision choices. Thus, 

   incremental or differential costs are always relevant. 

   Historical costs, such as the original cost of the 

   equipment, because they were incurred in the past, 

   are not relevant. Similarly, any gain or loss on the old 

   equipment is not relevant because this amount is 

   based on the historical cost. However, the disposal 

   price of the old equipment is relevant because it 

   involves a future cash inflow that will not occur unless 

   the equipment is disposed of. 

   Answer (C) is incorrect because gain or loss is based 

   on historical cost, which is a sunk cost. 

   Answer (D) is incorrect because a lump-sum 

   write-off of a sunk cost is not relevant to a future 

   decision. 

[119] Source: CMA 0696 4-19 

   Answer (A) is incorrect because expected value is 

   the probabilistically weighted average of the 

   outcomes of an action. 

   Answer (B) is incorrect because an incremental cost 

   is the difference in costs between two decisions. 

   Answer (C) is incorrect because net realizable value 

   is a valuation concept for recording assets on the 

   balance sheet. 

   Answer (D) is correct. An opportunity cost is defined 

   as the benefit forgone, for example, the contribution 

   to income, by not selecting the best alternative use of 

   scarce resources. Opportunity costs are not recorded 

   in the accounting records, but they are important for 

   management decision making. 

[120] Source: CMA 0696 4-21 

   Answer (A) is incorrect because unavoidable costs 

   will be the same regardless of the decision; thus, they 

   are not relevant. 

   Answer (B) is incorrect because depreciation is a 

   fixed cost that will remain the same regardless of the 

   decision. 

   Answer (C) is correct. Available resources should be 

   used as efficiently as possible before buying from an 

   outside supplier. The manager must consider only the 

   costs relevant to the investment decision. If the total 

   relevant costs of production are less than the cost to 

   buy the item, it should be insourced. The key variable 

   is relevant costs, not total costs. Relevant costs differ 

   among decision choices. Thus, incremental or 

   differential costs are always relevant. Avoidable costs 

   will not be incurred if a certain decision is made; thus, 

   avoidable costs are relevant. Opportunity costs are 

   also relevant because they are the benefits forgone by 

   not selecting the next best alternative use of scarce 

   resources. However, historical costs, such as the 

   original cost of equipment, are not relevant because 

   they are sunk costs. 

   Answer (D) is incorrect because property taxes are 

   fixed regardless of the production level. They are not 

   relevant to a make-or-buy decision. 

[121] Source: CMA 0696 4-22 

   Answer (A) is incorrect because the highest sales 

   price does not consider costs and constraints. 

   Answer (B) is incorrect because the product with the 

   highest UCM may require greater usage of the 

   constrained resource than another product 

   contributing a lesser amount per unit. 

   Answer (C) is incorrect because the highest sales 

   volume does not consider costs and constraints. 

   Answer (D) is correct. In the short run, many costs 

   are fixed. Hence, contribution margin (revenues - all 

   variable costs) becomes the best measure of 

   profitability. Moreover, certain resources are also 

   fixed. Accordingly, when deciding which products to 

   produce at full capacity, the criterion should be the 

   contribution margin per unit of the most constrained 

   resource. This approach maximizes total contribution 

   margin. 

[122] Source: CMA 1296 4-1 

   Answer (A) is incorrect because discretionary costs 

   are subject to a periodic outlay decision, and the 

   input-output relationship is not well defined. 

   Answer (B) is incorrect because full absorption costs 

   include direct materials, direct labor, and all factory 

   overhead. 

   Answer (C) is incorrect because marginal costs are 

   differential or incremental costs. 

   Answer (D) is correct. A sunk cost cannot be 

   avoided because the expenditure has already 

   occurred or an irrevocable decision to incur the cost 

   has been made. Sunk costs are irrelevant to 

   management decision making because they cannot 

   vary with the option selected. 

[123] Source: CMA 1296 4-2 

   Answer (A) is incorrect because $47 ignores the 

   shipping and handling costs. 

   Answer (B) is correct. A company must cover the 

   incremental costs of a special order when it has 

   excess capacity. The incremental costs for product 

   KB-96 are $50 ($20 direct materials + $15 direct 

   labor + $12 variable overhead + $3 shipping and 

   handling). The fixed costs will not change as a result 

   of the special order, so they are not relevant. Thus, 

   any price is excess of $50 per unit is acceptable. 

   Answer (C) is incorrect because $60 includes fixed 

   selling and administrative costs. 

   Answer (D) is incorrect because $77 includes fixed 

   manufacturing overhead but omits shipping and 

   handling costs. 

[124] Source: CMA 1296 4-3 

   Answer (A) is incorrect because $620,000 includes 

   all fixed costs. 

   Answer (B) is incorrect because $750,000 includes 

   all manufacturing costs. 

   Answer (C) is correct. Contribution margin equals 

   sales minus variable costs. All variable costs will 

   remain the same except that direct materials will 

   increase to $22 per unit (1.1 x $20). Thus, total unit 

   variable costs will be $52 ($22 + $15 + $12 + $3), 

   and the contribution margin will be $1,080,000 

   [10,000 units ($160 unit selling price - $52)]. 

   Answer (D) is incorrect because $1,110,000 

   assumes that the fixed costs and shipping and 

   handling are the only relevant costs. 

[125] Source: CMA 1296 4-4 

   Answer (A) is correct. Given no excess capacity, the 

   price must cover the incremental costs. The 

   incremental costs for KB-96 equal $50 ($20 direct 

   materials + $15 direct labor + $12 variable overhead 

   + $3 shipping and handling). Opportunity cost is the 

   benefit of the next best alternative use of scarce 

   resources. Because acceptance of the special order 

   would cause the company to forgo a contribution 

   margin of $10,000, that amount must be reflected in 

   the price. Hence, the minimum unit price is $60 [$50 

   unit incremental cost + ($10,000 lost CM ・1,000 

   units)]. 

   Answer (B) is incorrect because $70 includes fixed 

   selling and administrative costs. 

   Answer (C) is incorrect because $87 includes fixed 

   manufacturing overhead but omits shipping and 

   handling costs. 

   Answer (D) is incorrect because $100 is based on 

   full absorption cost. 

[126] Source: CMA 1296 4-5 

   Answer (A) is incorrect because marginal cost is an 

   incremental or differential cost. 

   Answer (B) is incorrect because incremental cost is 

   the difference in total cost between two decision 

   choices. 

   Answer (C) is incorrect because a potential cost may 

   arise in the future. 

   Answer (D) is correct. An opportunity cost is the 

   maximum benefit sacrificed by employing a scarce 

   productive resource in a specified manner. In other 

   words, it is the value or worth of that resource in its 

   next best alternative use. 

[127] Source: CMA 1296 4-6 

   Answer (A) is incorrect because full-cost pricing 

   promotes price stability. It limits the ability to cut 

   prices. 

   Answer (B) is incorrect because full-cost pricing 

   provides evidence that the company is not violating 

   antitrust laws against predatory pricing. 

   Answer (C) is correct. A target price is the expected 

   market price of a product, given the company's 

   knowledge of its customers and competitors. Hence, 

   under target pricing, the sales price is known before 

   the product is developed. Subtracting the unit target 

   profit margin determines the long-term unit target 

   cost. If cost-cutting measures do not permit the 

   product to be made at or below the target cost, it will 

   be abandoned. 

   Answer (D) is incorrect because full-cost pricing has 

   the advantage of recovering the full long-term costs of 

   the product. In the long term, all costs are relevant. 

[128] Source: CMA 1296 4-7 

   Answer (A) is incorrect because the joint costs are 

   irrelevant. 

   Answer (B) is incorrect because the unit price must 

   cover the $3.50 opportunity cost plus the $1.50 of 

   additional costs. 

   Answer (C) is correct. The unit price of the product 

   at the split-off point is known to be $3.50, so the 

   joint costs are irrelevant. The additional unit cost of 

   further processing is $1.50 ($90,000 ・60,000 units). 

   Consequently, the unit price must be at least $5.00 

   ($3.50 opportunity cost + $1.50). 

   Answer (D) is incorrect because any price greater 

   than $5 will provide greater profits, in absolute 

   dollars, even though the gross profit percentage 

   declines. 

[129] Source: CMA 1296 4-8 

   Answer (A) is incorrect because the $3 unit joint cost 

   should be included in the inventory value. 

   Answer (B) is correct. Joint costs are allocated 

   based on units of production. Accordingly, the unit 

   joint cost allocated to AM-12 is $3.00 [$300,000 ・

   (60,000 units of AM-12 + 40,000 units of BM-36)]. 

   The unit cost of AM-12 is therefore $4.50 [$3.00 

   joint cost + ($90,000 additional cost ・60,000 

   units)]. Total inventory value is $45,000 (10,000 

   units x $4.50), and total operating profit is $50,000 

   [($5.50 unit price - $4.50 unit cost) x 50,000 units 

   sold]. 

   Answer (C) is incorrect because the $1.50 unit 

   additional cost should be included in total unit cost. 

   Answer (D) is incorrect because the $3 unit joint cost 

   should be included in the cost of goods sold, and 

   inventory should include the $1.50 unit additional 

   cost. 

[130] Source: CMA 1296 4-22 

   Answer (A) is incorrect because factory management 

   costs are unlikely to differ regardless of which 

   decision is selected. 

   Answer (B) is incorrect because general office costs 

   are unlikely to differ regardless of which decision is 

   selected. 

   Answer (C) is correct. The relevant costs in a 

   make-versus-buy decision are those that differ 

   between the two decision choices. These costs 

   include any variable costs plus any avoidable fixed 

   costs. Avoidable fixed costs will not be incurred if the 

   "buy" decision is selected. 

   Answer (D) is incorrect because depreciation costs 

   are unlikely to differ regardless of which decision is 

   selected. 

[131] Source: Publisher 

   Answer (A) is incorrect because $17.00 assumes 

   that all variable marketing costs will be eliminated. 

   Answer (B) is correct. The company is currently 

   incurring variable costs of $4.00 for materials, $4.80 

   for direct labor, and $3.20 for variable indirect costs, 

   all of which will be eliminated if the purchase is made 

   from the outside supplier. These variable 

   manufacturing costs total $12.00 per unit. In addition, 

   the company's variable marketing costs will be 

   decreased by $1.50 (30% x $5). Hence, given that 

   the resulting idle capacity cannot be used for other 

   profitable activities (opportunity cost is zero), the 

   company can pay $13.50 per unit ($12.00 + $1.50) 

   to the outside supplier without reducing its operating 

   income. 

   Answer (C) is incorrect because $15.50 assumes 

   that fixed manufacturing costs of $2 will be 

   eliminated. 

   Answer (D) is incorrect because $10.50 subtracts 

   the savings in marketing costs from the manufacturing 

   savings. 

[132] Source: Publisher 

   Answer (A) is incorrect because, given excess 

   capacity, the total absorption cost of $180 per unit is 

   not relevant. 

   Answer (B) is incorrect because $120 is the normal 

   operating margin, not a cost. 

   Answer (C) is correct. In a special order situation, a 

   company with excess capacity has a $0 opportunity 

   cost of filling the special order. Accordingly, it should 

   be willing to sell the product at a price that exceeds 

   its incremental costs. The incremental (relevant) costs 

   for Pontotoc equal the variable costs of $100 ($40 

   direct materials + $30 direct labor + $24 variable 

   overhead + $6 variable selling costs). Thus, if the 

   selling price is in excess of $100, the company should 

   be willing to accept the order. 

   Answer (D) is incorrect because $160 includes the 

   fixed manufacturing overhead, an irrelevant cost. 

[133] Source: Publisher 

   Answer (A) is incorrect because $200 is based on a 

   $20 increment over the total cost on an absorption 

   costing basis. 

   Answer (B) is incorrect because $180 is the total 

   absorption cost. 

   Answer (C) is incorrect because $140 is based on a 

   $20 increment over the operating margin. 

   Answer (D) is correct. Incremental (relevant) costs 

   include the variable costs of $100 ($40 direct 

   materials + $30 direct labor + $24 variable overhead 

   + $6 variable selling costs). Furthermore, if the 

   company does not have idle capacity, the unit price 

   must cover the opportunity costs as well as the 

   variable costs. Given that the alternative use will 

   generate a $20,000 contribution, the 1,000 

   special-order units will have to generate at least $20 

   per unit ($20,000 ・1,000 units) above their variable 

   costs, a total of $120 per unit. 

[134] Source: Publisher 

   Answer (A) is incorrect because collusive pricing 

   involves a conspiracy to set higher prices. 

   Answer (B) is incorrect because dumping is defined 

   under U.S. law as sale by a non-U.S. company in the 

   U.S. market of a product below its market value in 

   the country where it was produced. Such sale is 

   illegal if it threatens material injury to a U.S. industry. 

   Answer (C) is correct. Predatory pricing is 

   intentionally pricing below cost to eliminate 

   competition and reduce supply. Federal statutes and 

   many state laws prohibit the practice. The U.S. 

   Supreme Court has held that pricing is predatory 

   when two conditions are met: (1) the seller's price is 

   below "an appropriate measure of its costs," and (2) 

   it has a reasonable prospect of recovering the 

   resulting loss through higher prices or greater market 

   share. 

   Answer (D) is incorrect because price discrimination 

   entails charging different prices to different customers 

   for essentially the same product if the effect is to 

   lessen competition substantially; to tend to create a 

   monopoly; or to injure, destroy, or prevent 

   competition. 

[135] Source: Publisher 

   Answer (A) is incorrect because $15 is the budgeted 

   unit manufacturing cost. 

   Answer (B) is incorrect because $31 is the budgeted 

   unit life-cycle cost. 

   Answer (C) is incorrect because $36 is the budgeted 

   unit whole-life cost. 

   Answer (D) is correct. Whole-life costs include 

   after-purchase costs (operating, support, repair, and 

   disposal) incurred by customers as well as life-cycle 

   costs (R&D, design, manufacturing, marketing, 

   distribution, and research). Hence, the budgeted unit 

   whole-life cost is $36 [($2,000,000 + $3,000,000 + 

   $1,200,000 + $1,000,000) ・200,000 units], and 

   the budgeted unit selling price is $45 (125% x $36). 

[136] Source: CIA 0596 III-35 

   Answer (A) is correct. Automating and computerizing 

   production processes requires a substantial 

   investment in fixed assets and an increase in risk 

   because of greater fixed costs. CIM also necessitates 

   an increase in software costs and extensive worker 

   retraining. However, the costs of spoilage, rework, 

   and scrap are reduced along with labor costs. The 

   qualitative advantages of CIM are increased 

   flexibility, shorter manufacturing lead time, quicker 

   development of new products, better product 

   delivery and service, faster response to market 

   changes, and improved competitiveness. 

   Answer (B) is incorrect because an increase in fixed 

   assets results in higher book value and depreciation 

   expense. 

   Answer (C) is incorrect because working capital 

   normally is reduced as investments shift from current 

   to fixed assets. 

   Answer (D) is incorrect because actual or potential 

   market share changes may trigger investments in 

   CIM. 

[137] Source: CIA 1195 III-99 

   Answer (A) is correct. Flexible manufacturing is the 

   capacity of computer-controlled machinery to 

   perform many different programmed functions. By 

   eliminating machine setup time, strengthening control, 

   and automating handling processes, computer-aided 

   manufacturing permits the efficient production of small 

   numbers of different products by the same machines. 

   A company can therefore more accurately match 

   output with consumer tastes and avoid long 

   production runs of identical goods. A flexible 

   manufacturing system consists of two or more 

   computer-controlled machines linked by automated 

   handling devices such as robots and transport 

   systems. 

   Answer (B) is incorrect because a JIT system 

   involves the purchase of materials and production of 

   components immediately preceding their use. 

   Answer (C) is incorrect because a master budget is 

   the detailed financial plan for the next period. 

   Answer (D) is incorrect because the EOQ is the 

   quantity that minimizes total costs. 

[138] Source: CIA 0595 III-29 

   Answer (A) is incorrect because economies of scale 

   cannot continue to be achieved if the products are not 

   salable. 

   Answer (B) is incorrect because economies of scale 

   cannot continue to be achieved if the products are not 

   salable. 

   Answer (C) is incorrect because economies of scale 

   can still be achieved from long production runs if the 

   goods are salable. 

   Answer (D) is correct. Global competition and more 

   rapidly changing consumer tastes are lessening the 

   need for long production runs and increasing the need 

   for diversity of products and flexibility of 

   manufacturing. The economies of scale concept is 

   being replaced by economies of scope, which result 

   when flexible manufacturing methods (use of 

   computerized machines to perform many 

   programmed functions) permit the economical output 

   of small numbers of many different products with the 

   same machines. 

[139] Source: CMA Samp Q4-2 

   Answer (A) is incorrect because a differential 

   (incremental) cost is relevant. It is the difference in 

   total cost between two decisions. 

   Answer (B) is incorrect because out-of-pocket costs 

   (outlay costs) are relevant. They require negative 

   cash flows (expenditures) currently or in the future. 

   Answer (C) is incorrect because a replacement cost 

   is relevant. It is the cash or equivalent that would be 

   paid for a current acquisition of the same or an 

   equivalent asset. 

   Answer (D) is correct. A sunk cost cannot be 

   avoided because either the expenditure has occurred, 

   or an irrevocable decision to incur the cost has been 

   made. Sunk costs are irrelevant to management 

   decision-making because they cannot vary with the 

   option selected. 

[140] Source: CMA Samp Q4-3 

   Answer (A) is incorrect because, if the components 

   are transferred at cost, no tax will be paid in the U.S., 

   and the per-unit tax on French sales of the 

   subassembly will be $49 [($170 - $30 - $15 - $55) 

   x .7]. Thus, the consolidated entity's per-unit profit 

   will be $21 ($170 - $30 - $15 - $55 - $49). 

   Answer (B) is incorrect because, if the transfer is at 

   $65, U.S. tax per unit will be $14 [($65 - $30) x .4], 

   and the French tax per unit will be $24.50 [($170 - 

   $65 - $15 - $55) x .7]. The consolidated entity's 

   per-unit profit will therefore be $31.50 ($170 - $30 - 

   $15 - $55 - $14 - $24.50). 

   Answer (C) is correct. If the 150,000 components 

   are sold separately in the U.S., the after-tax profit per 

   unit will be $21 [($65 - $30) x .6]. The French 

   subsidiary will then purchase 150,000 components 

   domestically to include in the subassembly. The 

   per-unit profit on sales of the subassembly will be 

   $12 [($170 - $75 - $55) x .3]. The total per-unit 

   profit for the consolidated entity from these 

   transactions will therefore be $33 ($21 + $12). 

   Answer (D) is incorrect because, if the transfer is at 

   $65 and the U.S. parent pays the shipping costs, the 

   U.S. tax per unit will be $8 [($65 - $30 - $15) x .4], 

   and the French tax per unit will be $35 [($170 - $65 

   - $55) x .7]. The consolidated entity's per-unit profit 

   will be $27 ($170 - $30 - $15 - $55 - $8 - $35). 

[141] Source: CIA 0596 IV-78 

   Answer (A) is incorrect because this graph describes 

   the familiar, negatively sloped relation between price 

   charged and the resulting demand level for normal 

   goods. The demand curve can be linear or 

   curvilinear. 

   Answer (B) is incorrect because this graph describes 

   the familiar, negatively sloped relation between price 

   charged and the resulting demand level for normal 

   goods. The demand curve can be linear or 

   curvilinear. 

   Answer (C) is correct. Over some intermediate range 

   of prices, the reaction to a price increase for prestige 

   goods is an increase, not a decrease, in the quantity 

   demanded. Within this range, the demand curve is 

   upward sloping. The reason is that consumers 

   interpret the higher price to indicate a better or more 

   desirable product. Above some price level, the 

   relation between price and quantity demanded will 

   again become negatively sloped. 

   Answer (D) is incorrect because this demand curve 

   has the same basic shape as the demand curve for 

   prestige goods, but it bends the wrong way. As 

   prices increase, quantity demanded first falls and then 

   rises in this graph. 

[142] Source: CMA 1289 5-16 

   Answer (A) is incorrect because AB is the time 

   between receipt of the last order and the placing of 

   the next order. 

   Answer (B) is incorrect because AE is the safety 

   stock. 

   Answer (C) is incorrect because AF represents the 

   quantity of inventory that will be used during the 

   reorder lead time. 

   Answer (D) is correct. The quantity of inventory on 

   hand is represented by the y axis and time by the x 

   axis. The reorder lead time is represented by the line 

   segment BC. 

[143] Source: CMA 1289 5-17 

   Answer (A) is incorrect because AB is the time 

   between the receipt of the last order and the placing 

   of the next order. 

   Answer (B) is correct. Quantities of inventory are 

   shown along the y axis. Safety stock is represented 

   by the line AE. 

   Answer (C) is incorrect because AC is the time to 

   consume the EOQ. 

   Answer (D) is incorrect because BC is the reorder 

   lead time. 

[144] Source: CMA 1289 5-18 

   Answer (A) is incorrect because DE represents the 

   total inventory on hand just after an order has been 

   received. 

   Answer (B) is incorrect because BC is the reorder 

   lead time. 

   Answer (C) is correct. Time is shown along the x 

   axis. The line segment AC depicts the time to 

   consume an entire order (to reduce the inventory to 

   the safety stock). 

   Answer (D) is incorrect because AE is the safety 

   stock. 

[145] Source: CMA 0690 4-27 

   Answer (A) is incorrect because the effect is to 

   increase gains and decrease losses. 

   Answer (B) is correct. An accelerated method 

   reduces the book value of the asset more rapidly in 

   the early years of the useful life than does the 

   straight-line method. Hence, the effect of an early sale 

   is to increase the gain or decrease the loss that would 

   have been recognized under the straight-line method. 

   Answer (C) is incorrect because the effect is to 

   increase gains and decrease losses. 

   Answer (D) is incorrect because the effect is to 

   increase gains and decrease losses. 

[146] Source: Publisher 

   Answer (A) is incorrect because 130 automobiles is 

   the result of not multiplying the product of the cost 

   per order and the items sold by two. 

   Answer (B) is incorrect because 24 automobiles is 

   3,000 automobiles divided by the carrying cost of 

   $125 per automobile. 

   Answer (C) is correct. The optimal order quantity for 

   an inventory item is found by multiplying the cost per 

   order, $700, by the number of automobiles sold 

   throughout the year, 3,000. This product is then 

   multiplied by two. This number, $4,200,000, is then 

   divided by the carrying cost per item, which is $125. 

   This is equal to $33,600. The square root of this 

   figure is then calculated to produce an optimal order 

   quantity of 183 automobiles. The formula is:

                    2(O)(S)

     Square root of -------

                       C

   with O being the cost per order, S being the number 

   of items sold, and C being the carrying cost. 

   Answer (D) is incorrect because 296 automobiles is 

   the result of taking the square root of the product of 

   the cost per order, $700, and the carrying cost, 

   $125. 

[147] Source: CMA 0690 5-12 

   Answer (A) is correct. At a volume of 8,000 units, 

   sales will be $7,200,000 (8,000 x $900). Variable 

   costs will be $4,800,000 (8,000 units x $600). Thus, 

   the contribution margin is $2,400,000. Deducting the 

   $6,600,000 of fixed costs from the contribution 

   margin leaves a net loss of $4,200,000. 

   Answer (B) is incorrect because the annual 

   before-tax (loss) is $(4,200,000) ($7,200,000 sales 

   - $4,800,000 variable costs - $6,600,000 fixed 

   costs). 

   Answer (C) is incorrect because the annual 

   before-tax (loss) is $(4,200,000) ($7,200,000 sales 

   - $4,800,000 variable costs - $6,600,000 fixed 

   costs). 

   Answer (D) is incorrect because the annual 

   before-tax (loss) is $(4,200,000) ($7,200,000 sales 

   - $4,800,000 variable costs - $6,600,000 fixed 

   costs). 

[148] Source: CMA 0690 5-13 

   Answer (A) is correct. The formula for the breakeven 

   point in units divides the fixed costs by the unit 

   contribution margin ($900 selling price - $600 

   variable costs = $300). Hence, the breakeven point 

   is 22,000 units ($6,600,000 ・300). 

   Answer (B) is incorrect because the breakeven point 

   of 22,000 units is determined by dividing the fixed 

   costs by the unit contribution margin [$6,600,000 ・

   ($900 - $600)]. 

   Answer (C) is incorrect because the breakeven point 

   of 22,000 units is determined by dividing the fixed 

   costs by the unit contribution margin [$6,600,000 ・

   ($900 - $600)]. 

   Answer (D) is incorrect because the breakeven point 

   of 22,000 units is determined by dividing the fixed 

   costs by the unit contribution margin [$6,600,000 ・

   ($900 - $600)]. 

[149] Source: CMA 0690 5-14 

   Answer (A) is incorrect because the breakeven point 

   in sales dollars is $22,500,000 [($6,600,000 fixed 

   costs + $900,000 before-tax income) ・33 1/3% 

   contribution margin percentage]. 

   Answer (B) is correct. The formula for the breakeven 

   point in sales divides fixed costs by the contribution 

   margin percentage. The contribution margin 

   percentage is 33 1/3% [$300 unit contribution margin 

   ($900 selling price - $600 variable costs) ・$900 

   selling price]. The after-tax income specified is 

   $540,000, which is equal to 60% (1.0 - .4 tax rate) 

   of the before-tax income. Consequently, the 

   before-tax income needed is $900,000 ($540,000 ・

   .6). This amount may be treated as a fixed cost for 

   the purpose of the formula. The breakeven point in 

   sales dollar is therefore $22,500,000 [($6,600,000 + 

   $900,000) ・33 1/3%]. 

   Answer (C) is incorrect because the breakeven point 

   in sales dollars is $22,500,000 [($6,600,000 fixed 

   costs + $900,000 before-tax income) ・33 1/3% 

   contribution margin percentage]. 

   Answer (D) is incorrect because the breakeven point 

   in sales dollars is $22,500,000 [($6,600,000 fixed 

   costs + $900,000 before-tax income) ・33 1/3% 

   contribution margin percentage]. 

[150] Source: CMA 0690 5-15 

   Answer (A) is incorrect because the unit variable cost 

   is reduced by $24, so UCM is $324. The 

   contribution margin percentage will be 36% ($324 ・

   $900). 

   Answer (B) is incorrect because the unit variable cost 

   is reduced by $24, so UCM is $324. The 

   contribution margin percentage will be 36% ($324 ・

   $900). 

   Answer (C) is correct. The original unit contribution 

   margin (UCM) was $300. But unit direct labor cost 

   is 20% higher (20% x $180 = $36). Unit direct 

   materials cost will be reduced by 25%, or $60 (25% 

   x $240). Thus, the net result is that unit variable cost 

   is reduced by $24 ($60 - $36), and the UCM will be 

   $324 ($300 + $24). The contribution margin 

   percentage will therefore be 36% ($324 ・900). 

   Answer (D) is incorrect because the unit variable cost 

   is reduced by $24, so UCM is $324. The 

   contribution margin percentage will be 36% ($324 ・

   $900). 

[151] Source: CMA 0690 5-16 

   Answer (A) is incorrect because the new breakeven 

   point is $7,260,000 (1.1 x $6,600,000) fixed costs ・

   $324. The new breakeven point is an increase of 407 

   units (22,407 units - 22,000 units at the previous 

   breakeven point. 

   Answer (B) is incorrect because the new breakeven 

   point is $7,260,000 (1.1 x $6,600,000) fixed costs ・

   $324. The new breakeven point is an increase of 407 

   units (22,407 units - 22,000 units at the previous 

   breakeven point. 

   Answer (C) is incorrect because the new breakeven 

   point is $7,260,000 (1.1 x $6,600,000) fixed costs ・

   $324. The new breakeven point is an increase of 407 

   units (22,407 units - 22,000 units at the previous 

   breakeven point. 

   Answer (D) is correct. The new contribution margin 

   is $324. Dividing this amount into the fixed costs will 

   determine the new unit breakeven point. Fixed costs 

   have increased by 10% to $7,260,000 (1.1 x 

   $6,600,000), and the new breakeven point is 22,407 

   units ($7,260,000 ・$324). The original unit 

   breakeven point was 22,000 units. Hence, the 

   production changes increased the breakeven point by 

   407 units (22,407 - 22,000). 

[152] Source: CMA 0693 4-1 

   Answer (A) is incorrect because 20,930 excludes the 

   $1.50 of variable selling expenses from the unit 

   contribution margin. 

   Answer (B) is incorrect because 18,140 excludes the 

   $1.50 of variable selling expenses from the unit 

   contribution margin and the depreciation from the 

   fixed costs. 

   Answer (C) is correct. The breakeven point in units 

   equals fixed costs divided by the unit contribution 

   margin (in dollars). The unit contribution margin is 

   $20 ($36 selling price - $16 unit variable cost). 

   Hence, the breakeven point equals 22,500 units 

   ($450,000 ・$20). 

   Answer (D) is incorrect because 25,500 adds the 

   $60,000 of depreciation to the fixed costs. 

[153] Source: CMA 0693 4-2 

   Answer (A) is correct. The maximum output 

   (maximum sales level) is 25,000 units (given). The 

   breakeven point in units is 22,500 ($450,000FC ・

   $20). The unit contribution margin is $20 ($36 selling 

   price - $16 unit VC). At the breakeven point, all 

   fixed costs have been recovered. Hence, pretax 

   profit equals the unit contribution margin times unit 

   sales in excess of the breakeven point, or $50,000 

   [(25,000 unit sales - 22,500 BEP) x $20 UCM]. 

   After-tax profit is $30,000 [$50,000 x (1.0 - .4 tax 

   rate)]. 

   Answer (B) is incorrect because $50,000 is the 

   pre-tax profit. 

   Answer (C) is incorrect because $110,000 fails to 

   include depreciation as a fixed cost and ignores 

   income taxes. 

   Answer (D) is incorrect because $66,000 fails to 

   include depreciation as a fixed cost. 

[154] Source: CMA 0693 4-3 

   Answer (A) is incorrect because $37.00 does not 

   consider income taxes. 

   Answer (B) is incorrect because $36.60 excludes 

   depreciation. 

   Answer (C) is incorrect because $34.60 does not 

   include depreciation or taxes. 

   Answer (D) is correct. If X represents the necessary 

   selling price, 25,000 equals maximum sales volume, 

   $16 is the variable cost per unit, $450,000 is the total 

   fixed cost, and $125,000 [$75,000 target after-tax 

   profit ・(1.0 - .4 tax rate)] is the desired pre-tax 

   profit, the following formula may be solved to 

   determine the requisite unit price:

              25,000 (X - $16) - $450,000  =  $125,000

            25,000X - $400,000 - $450,000  =  $125,000

                                  25,000X  =  $975,000

                                        X  =  $39

[155] Source: CMA 0687 4-10 

   Answer (A) is incorrect because $9.00 is the 

   expected price, not the price with the same CMR. 

   Answer (B) is incorrect because $8.25 is the sum of 

   the old UCM and the new unit variable cost. 

   Answer (C) is correct. Last year, unit variable cost 

   was $2.25, so the unit contribution margin (UCM) 

   was $5.25 ($7.50 price - $2.25), and the 

   contribution margin rate (CMR) was 70% ($5.25 ・

   $7.50). If variable costs increase by one-third, the 

   new variable cost will be $3 [$2.25 x (4 ・3)]. If a 

   70% CMR is desired, the $3 variable cost will be 

   30% of sales, and the unit sales price will be $10 ($3 

   ・30%). 

   Answer (D) is incorrect because the selling price to 

   maintain a 70% [($7.50 - $2.25) ・$7.50] CMR is 

   $10.00 {[$2.25 old unit VC x (4 ・3)] ・30%}. 

[156] Source: CMA 0687 4-11 

   Answer (A) is incorrect because 17,500 is based on 

   the preceding year's fixed costs. 

   Answer (B) is correct. The breakeven point (BEP) in 

   units equals fixed cost divided by UCM. Fixed cost 

   for the previous year was $105,000 (20,000 units at 

   breakeven x $5.25 UCM). Fixed cost for the current 

   year is $115,500 (110% x $105,000). The new 

   UCM is $6 ($9 selling price - $3 variable cost). 

   Accordingly, the BEP is 19,250 units ($115,500 ・

   $6). 

   Answer (C) is incorrect because 20,000 is the 

   preceding year's BEP. 

   Answer (D) is incorrect because fixed costs for the 

   current year are $115,500 (110% x $105,000). 

   Thus, the new breakeven point is 19,250 units 

   [$115,500 ・($9 price - $3 unit VC)]. 

[157] Source: CMA 0687 4-12 

   Answer (A) is correct. Given that last year's after-tax 

   profit was $5,040, pretax net income must have been 

   $8,400 [$5,040 ・(1 - 40% tax rate)]. Because fixed 

   cost has been fully recovered at the BEP, all of the 

   UCM beyond that sales level is included in pretax net 

   income. The UCM was $5.25, so the units sold in 

   excess of the 20,000-unit BEP equaled 1,600 

   ($8,400 ・$5.25). If 21,600 total units were sold last 

   year, an increase of 1,000 units results in sales of 

   22,600 units. 

   Answer (B) is incorrect because 21,960 units 

   assumes that last year's after-tax profit was the pretax 

   net income. 

   Answer (C) is incorrect because sales volume is 

   estimated to be 22,600 units [20,000 + ($8,400 

   pretax NI ・$5.25 UCM) + 1,000]. 

   Answer (D) is incorrect because sales volume is 

   estimated to be 22,600 units [20,000 + ($8,400 

   pretax NI ・$5.25 UCM) + 1,000]. 

[158] Source: CMA 0687 4-13 

   Answer (A) is incorrect because after-tax net income 

   of $22,500 equals a pretax income of $37,500 

   [$22,500 ・(1 - 40% tax rate)]. With a UCM of $6 

   contributing toward the $153,000 of fixed cost and 

   profit ($115,500 + $37,500), 25,500 units 

   ($153,000 ・6) must be sold. At $9 per unit, sales 

   revenue is $229,500. 

   Answer (B) is incorrect because after-tax net income 

   of $22,500 equals a pretax income of $37,500 

   [$22,500 ・(1 - 40% tax rate)]. With a UCM of $6 

   contributing toward the $153,000 of fixed cost and 

   profit ($115,500 + $37,500), 25,500 units 

   ($153,000 ・6) must be sold. At $9 per unit, sales 

   revenue is $229,500. 

   Answer (C) is correct. An after-tax net income of 

   $22,500 equals a pretax income of $37,500 

   [$22,500 ・(1 - 40% tax rate)]. With a UCM of $6 

   contributing toward the $153,000 total of fixed cost 

   ($115,500) and desired profit ($37,500), 25,500 

   units ($153,000 ・$6) must be sold. At $9 per unit, 

   sales revenue is $229,500. 

   Answer (D) is incorrect because after-tax net income 

   of $22,500 equals a pretax income of $37,500 

   [$22,500 ・(1 - 40% tax rate)]. With a UCM of $6 

   contributing toward the $153,000 of fixed cost and 

   profit ($115,500 + $37,500), 25,500 units 

   ($153,000 ・6) must be sold. At $9 per unit, sales 

   revenue is $229,500. 

[159] Source: J.B. Romal 

   Answer (A) is incorrect because the sales mix 

   dictates how much of the total CM will come from 

   sales of each product. Unit sales are attributable 40% 

   to racers and 60% to 5-speeds, so 40% of the UCM 

   for racers must be added to 60% of the UCM for 

   5-speeds to get the weighted-average CM. 

   Answer (B) is incorrect because the sales mix 

   dictates how much of the total CM will come from 

   sales of each product. Unit sales are attributable 40% 

   to racers and 60% to 5-speeds, so 40% of the UCM 

   for racers must be added to 60% of the UCM for 

   5-speeds to get the weighted-average CM. 

   Answer (C) is incorrect because the sales mix 

   dictates how much of the total CM will come from 

   sales of each product. Unit sales are attributable 40% 

   to racers and 60% to 5-speeds, so 40% of the UCM 

   for racers must be added to 60% of the UCM for 

   5-speeds to get the weighted-average CM. 

   Answer (D) is correct. The contribution margin is 

   selling price minus variable costs.

                  Racer:    $570 - $200 =  $370

                  5-Speed:  $180 - $90  =  $ 90

   The sales mix is:

                     8,000

                --------------  =  40% racers

                8,000 + 12,000

                    12,000

                --------------  =  60% 5-speeds

                8,000 + 12,000

   Multiply the CM by the sales mix for each product, and add the results.

    ($370 x 40%) + ($90 x 60%)  =   CM

                    $148 + $54  =  $202

[160] Source: CIA 0586 IV-8 

   Answer (A) is incorrect because the contribution 

   margin for the ratio of each product should be added, 

   not multiplied, in determining the composite 

   contribution margin. 

   Answer (B) is correct. The composite breakeven 

   point for a multiproduct firm is computed by dividing 

   total fixed costs by a composite contribution margin.

   Composite contribution margin = 2($2.50) + 5($1.20) = $11

   BEP = $49,500 ・$11 = 4,500 composite units

   Answer (C) is incorrect because 8,250 would result 

   if the composite unit consisted only of five units of Y 

   [$49,500 ・(5 x $1.20) = 8,250]. 

   Answer (D) is incorrect because 22,500 equals the 

   number of units of Y in 4,500 composite units. 

[161] Source: CIA 0586 IV-9 

   Answer (A) is incorrect because 5,000 units of X 

   and 12,500 units of Y will result in a $44,000 loss. 

   The $22,000 of profit should be added to (not 

   subtracted from) fixed costs in determining the 

   number of units sold. 

   Answer (B) is correct. Unit sales can be computed 

   by adding profit to fixed costs and dividing by the 

   composite contribution margin.

           FC + Profit      $49,500 + $22,000

           ------------  =  -----------------

           Composite CM            $11

                         =  6,500 composite units

   Thus, 13,000 units of Product X and 32,500 units of 

   Product Y must have been sold. 

   Answer (C) is incorrect because 23,800 units of X 

   and 59,500 units of Y will result in a $59,400 profit. 

   The composite contribution margin from two units of 

   X and five units of Y must be used to determine the 

   number of units sold. 

   Answer (D) is incorrect because 32,500 equals unit 

   sales of Y, and 13,000 equals unit sales of X. 

[162] Source: Publisher 

   Answer (A) is correct. The absorption-costing 

   breakeven point in units sold equals the sum of (1) 

   the total fixed costs and (2) the product of the fixed 

   manufacturing cost application rate and the difference 

   between the BEP in units sold (X) and units 

   produced, with the sum divided by the UCM. Thus, 

   the absorption-costing breakeven point in units sold is 

   425,000 units:

             ($2 x 1,000,000 denominator capacity)

               + $1,500,000 + $2(X - 900,000)

         X = -----------------------------------

                            $6

             $3,500,000 + $2X - $1,800,000

         X = ------------------------------

                          $6

       $6X = $1,700,000 + $2X

         X = 425,000

   Answer (B) is incorrect because 583,333 units is the 

   variable-costing BEP. 

   Answer (C) is incorrect because 900,000 units is the 

   actual production level. 

   Answer (D) is incorrect because 1,000,000 units is 

   the capacity used to calculate the fixed overhead 

   application rate. 

[163] Source: Publisher 

   Answer (A) is incorrect because $5,000,000 is the 

   fixed cost and 4,000 is the number served given a 

   reduced appropriation. 

   Answer (B) is incorrect because $8,333,333 and 

   $833 are the appropriation and per-patient annual 

   cost, respectively, for the next year that result from a 

   10% increase in the appropriation of the current year 

   instead of a 10% decrease in the next year's 

   appropriation. 

   Answer (C) is correct. This question applies CVP 

   analysis in a not-for-profit context in which the 

   agency wishes to assist as many people as possible. 

   Thus, a breakeven point must be calculated. Total 

   revenue (the appropriation) equals fixed cost plus the 

   product of unit variable cost (per-patient annual cost) 

   and the number of patients who can be assisted given 

   the available resources. The following are 

   simultaneous equations stated in the two unknowns:

                  X - 5,000Y = $5,000,000

                .9X - 4,000Y = $5,000,000

   Because X must equal 5,000Y + $5,000,000, the 

   second equation may be solved as follows for the 

   per-patient annual cost (Y):

             .9(5,000Y + $5,000,000) - 4,000Y = $5,000,000

                 4,500Y + $4,500,000 - 4,000Y = $5,000,000

                                         500Y = $500,000

                                            Y = $1,000

   Accordingly, the budgeted appropriation (X) must be 

   $10,000,000 [(5,000 x $1,000) VC + $5,000,000 

   FC], and the reduced appropriation must be 

   $9,000,000 (90% x $10,000,000). 

   Answer (D) is incorrect because $10,000,000 is the 

   budgeted appropriation and 5,000 is the number of 

   people it would serve. 

[164] Source: CIA 0593 IV-11 

   Answer (A) is correct. The breakeven point in sales 

   dollars is equal to the sum of fixed costs plus any 

   desired pretax profit, divided by the contribution 

   margin ratio [(sales - variable costs) ・sales]. Fixed 

   cost was $50,000 ($500,000 sales - $300,000 VC - 

   $150,000 pretax profit). Given the increase in sales 

   of 10% and decrease in fixed costs of 20%, the 

   breakeven point in sales is $88,000.

       Fixed Costs ($50,000 X .8) +

          Desired Pretax Profit 0                      $40,000

   ----------------------------------------   =   -------------------

   [Sales ($500,000 X 1.1) - Variable Costs       $250,000 ・$550,000

     ($300,000)] ・Sales ($500,000 X 1.1)

   Answer (B) is incorrect because $100,000 ignores 

   the 10% sales price increase. 

   Answer (C) is incorrect because $110,000 ignores 

   the 20% decrease in fixed costs. 

   Answer (D) is incorrect because $125,000 ignores 

   the changes in sales price and fixed costs. 

[165] Source: CIA 0593 IV-17 

   Answer (A) is incorrect because $200,000 results 

   from applying product A's price (40,000 x $5). 

   Answer (B) is correct. The breakeven point equals 

   fixed costs divided by unit contribution margin. The 

   composite unit contribution margin for A and B is $7 

   {[3 units of A x ($5 - $3)] + [1 unit of B x ($6 - 

   $5)]}. Thus, 40,000 composite units ($280,000 ・

   $7), including 40,000 units of B, are sold at the 

   breakeven point. Hence, sales of B at the breakeven 

   point equal $240,000 (40,000 units x $6). 

   Answer (C) is incorrect because $280,000 equals 

   fixed costs. 

   Answer (D) is incorrect because $840,000 equals 

   product A sales and product B sales at the 

   breakeven point. 

[166] Source: CIA 1193 IV-11 

   Answer (A) is incorrect because 27.5% represents 

   the contribution margin per unit divided by the selling 

   price before considering any markdowns ($4.40 ・

   $16). 

   Answer (B) is correct. The contribution margin 

   equals revenues minus variable costs. The 

   contribution margin ratio equals the unit contribution 

   margin divided by the selling price. For example, if 

   variable costs average $10 per unit, the average 

   selling price is $16 (1.60 x $10). However, the 10% 

   markdown implies that the actual average selling price 

   is $14.40 (.90 x $16). The contribution margin ratio 

   is therefore 30.6% [($14.40 - $10.00) ・$14.40]. 

   Answer (C) is incorrect because 37.5% does not 

   consider the markdowns in either the numerator or 

   the denominator. 

   Answer (D) is incorrect because 41.7% represents 

   the contribution margin before the markdowns 

   divided by the selling price after the markdowns. 

[167] Source: CIA 0594 III-42 

   Answer (A) is incorrect because 65,000 units is the 

   breakeven point. 

   Answer (B) is incorrect because it produces a net 

   loss. 

   Answer (C) is correct. Revenue minus variable and 

   fixed expenses equals net income. If X equals unit 

   sales, revenue equals $25X, total variable expenses 

   equal $16X ($4 + $7 + $2 + $3), total fixed 

   expenses equal $585,000 ($360,000 + $225,000), 

   and net income equals 10% of revenue. Hence, X 

   equals 90,000 units.

          $25X  -  $16X  -  $585,000  =  10%  x  $25X

                                6.5X  =  $585,000

                                   X  =  90,000 units

   Answer (D) is incorrect because 25,000 is the excess 

   of the required units over the breakeven point. 

[168] Source: CIA 0594 III-43 

   Answer (A) is correct. The company will break even 

   when net income equals zero. Net income is equal to 

   revenue minus variable expenses and fixed expenses, 

   including advertising. Thus, if X equals advertising 

   cost, the equation is

    ($25)(80,000) - ($16)(80,000) - $585,000 - X = 0

   Answer (B) is incorrect because the unit variable 

   expenses are $16. 

   Answer (C) is incorrect because the unit variable 

   expenses are $16. 

   Answer (D) is incorrect because the unit variable 

   expenses are $16. 

[169] Source: CIA 1193 IV-12 

   Answer (A) is incorrect because 32,000 is the 

   breakeven sales volume. 

   Answer (B) is incorrect because 16,000 treats the 

   NOL as a net operating profit. 

   Answer (C) is incorrect because 12,800 equals fixed 

   costs divided by unit sales price. 

   Answer (D) is correct. The breakeven point in units 

   equals fixed costs divided by the difference between 

   unit price and unit variable cost. Fixed costs were 

   $160,000 [($300,000 sales - $180,000 VC) + 

   $40,000 NOL], units sold equaled 24,000 

   ($300,000 sales ・$12.50 SP), and unit variable cost 

   was $7.50 ($180,000 VC ・24,000 units sold). 

   Accordingly, the breakeven point in units was 32,000 

   [$160,000 FC ・($12.50 SP - $7.50 unit VC)], and 

   the additional units that should have been sold to 

   break even equaled 8,000 (32,000 - 24,000). 

[170] Source: CMA 1286 5-12 

   Answer (A) is incorrect because the gross margin 

   equals sales price minus cost of goods sold, including 

   fixed cost. 

   Answer (B) is correct. At the breakeven point, total 

   revenue equals the fixed cost plus the variable cost. 

   Beyond the BEP, each unit sale will increase 

   operating income by the unit contribution margin (unit 

   sales price - unit variable cost) because fixed cost will 

   already have been recovered. 

   Answer (C) is incorrect because operating income 

   will increase by the UCM. 

   Answer (D) is incorrect because operating income 

   will increase by the UCM. 

[171] Source: CMA 0687 4-14 

   Answer (A) is incorrect because the sales quantity 

   (volume) variance focuses on the firm's aggregate 

   results. It assumes a constant product mix and an 

   average contribution margin for the composite unit. 

   The sales volume variance equals the budgeted 

   average UCM calculated for the composite unit 

   multiplied by the difference between the actual and 

   budgeted unit sales. 

   Answer (B) is incorrect because it is the rate of return 

   a potential investment must earn before it is 

   acceptable to management. 

   Answer (C) is incorrect because the marginal income 

   rate is the rate of return from making one more sale 

   or one more investment. 

   Answer (D) is correct. The margin of safety measures 

   the amount by which sales may decline before losses 

   occur. It equals budgeted or actual sales minus sales 

   at the BEP. It may be stated in either units sold or 

   sales revenue. 

[172] Source: CMA 1290 4-2 

   Answer (A) is incorrect because breakeven analysis 

   assumes no changes in efficiency and productivity. 

   Answer (B) is incorrect because one limiting 

   assumption is that unit variable cost, not total variable 

   cost, is constant. 

   Answer (C) is correct. The inherent simplifying 

   assumptions used in CVP analysis are the following: 

   costs and revenues are predictable and are linear 

   over the relevant range; variable costs change 

   proportionally with activity level; changes in inventory 

   are insignificant in amount; fixed costs remain 

   constant over the relevant range of volume; prices 

   remain fixed; production equals sales; there is a 

   relevant range in which the various relationships are 

   true for a given time span; all costs are either fixed or 

   variable; productive efficiency is constant; costs vary 

   only with changes in sales volume; and there is a 

   constant mix of products (or only one product). 

   Answer (D) is incorrect because the cost of 

   production factors is assumed to be stable. 

[173] Source: CMA 0691 4-11 

   Answer (A) is incorrect because job order costing 

   does not separate fixed costs from variable costs. 

   Answer (B) is correct. A variable (direct) costing 

   system is best for providing the information needed 

   for CVP analysis because both techniques separate 

   the fixed costs from variable costs. CVP analysis 

   calculates a variable cost per unit and deducts it from 

   unit sales price to determine the unit contribution 

   margin. The total contribution margin from a given 

   level of unit sales measures the extent of recovery of 

   fixed costs and the profit earned. Direct costing is 

   likewise oriented toward determination of the 

   contribution margin because it treats fixed 

   manufacturing overhead as a period, not a product, 

   cost. Thus, it facilitates CVP analysis by isolating 

   variable manufacturing costs. 

   Answer (C) is incorrect because joint costing does 

   not separate fixed costs from variable costs. 

   Answer (D) is incorrect because absorption (full) 

   costing does not separate fixed costs from variable 

   costs. 

[174] Source: CMA 1294 4-3 

   Answer (A) is incorrect because the acquisition of 

   new machinery will result in greater fixed costs and 

   the possibility of a higher breakeven point. 

   Answer (B) is incorrect because a decrease in selling 

   price reduces the unit contribution margin, which in 

   turn increases the breakeven point. 

   Answer (C) is incorrect because an increase in the 

   market for septine has an indeterminate effect. The 

   facts given do not indicate whether its unit 

   contribution margin is greater or less than the average 

   unit contribution margin for all products. 

   Answer (D) is correct. A company's breakeven point 

   will be reduced if fixed costs are lowered or the 

   average unit contribution margin is increased. Given 

   that petrol is the company's most profitable product, 

   and assuming that it has a higher unit contribution 

   margin than septine and tridol, an increase in sales of 

   petrol relative to the other products will result in a 

   higher average unit contribution margin and a lower 

   breakeven point (fixed costs ・average UCM). 

[175] Source: CMA 1286 5-13 

   Answer (A) is incorrect because the contribution 

   margin rate is computed by dividing contribution 

   margin by sales. The contribution margin equals sales 

   minus total variable costs. 

   Answer (B) is incorrect because the margin of safety 

   is expressed in revenue or units, not contribution 

   margin. 

   Answer (C) is correct. The margin of safety measures 

   the amount by which sales may decline before losses 

   occur. It is the excess of budgeted or actual sales 

   over sales at the BEP. It may be stated in either units 

   sold or sales revenue. 

   Answer (D) is incorrect because cash flow is not 

   relevant. 

[176] Source: Publisher 

   Answer (A) is incorrect because it is the 

   responsibility of the accountant to be involved with 

   management and aid in their decision making. 

   Answer (B) is correct. The assumptions under which 

   CVP analysis operates primarily hinge on certainty. 

   Once uncertainty enters the situation, the results are 

   not so clear. Thus, the accountant should make an 

   appropriate effort to ascertain the probabilities of 

   various outcomes. The accountant can then work 

   with management to help make the appropriate 

   decision. 

   Answer (C) is incorrect because it is not appropriate 

   for the accountant to make the decision. Management 

   should make the decision with the accountant's 

   advice and help. 

   Answer (D) is incorrect because, although using a 

   random number table or a simulation may be part of 

   the decision process, the decision should not rest with 

   the accountant alone. 

[177] Source: CMA 1290 4-1 

   Answer (A) is incorrect because CVP analysis 

   assumes a constant product mix or only one product. 

   Answer (B) is incorrect because expected value 

   analysis allows the decision maker to introduce 

   probabilities in the evaluation of decision alternatives. 

   Answer (C) is correct. Sensitivity analysis permits the 

   decision maker to measure the effects of errors in 

   certainty equivalents, which are estimated amounts 

   developed by the best means available and assumed 

   for purposes of a given decision model to be certain. 

   The decision model then may be evaluated by 

   changing certain data variables (certainty equivalents) 

   critical to the success of the entity and observing the 

   outcomes. This analysis allows the decision maker to 

   quantify the effects of forecasting or prediction errors 

   and to identify the most critical variables. For 

   example, with respect to breakeven analysis, a firm 

   might make computations using several different 

   estimates of what fixed costs are expected to be. 

   These calculations indicate how sensitive the results 

   are to changes in fixed costs. 

   Answer (D) is incorrect because, in 

   cost-volume-profit analysis, costs are separated into 

   fixed and variable components. 

[178] Source: CIA 1188 IV-17 

   Answer (A) is incorrect because the contribution 

   income statement shows the contribution margin 

   (sales - variable costs) before it subtracts the fixed 

   costs. Fixed costs are not combined with variable 

   costs. 

   Answer (B) is correct. The contribution income 

   statement emphasizes the distinction between fixed 

   and variable costs. Making this distinction facilitates 

   determination of CVP relationships and the effects of 

   changes in sales volume on income. Thus, fixed 

   manufacturing costs and other fixed costs are 

   separated from variable manufacturing costs and 

   other variable costs. The basic categories in the 

   contribution income statement are variable costs, 

   contribution margin, fixed costs, and operating 

   income. 

   Answer (C) is incorrect because fixed costs are not 

   combined with variable costs on contribution income 

   statements. 

   Answer (D) is incorrect because fixed costs are not 

   combined with variable costs on contribution income 

   statements. 

[179] Source: CMA 1291 4-13 

   Answer (A) is correct. The breakeven sales volume 

   equals total fixed costs divided by the unit 

   contribution margin (UCM). In the breakeven 

   formula, the desired profit should be treated as a 

   fixed cost. Because the UCM is stated in pretax 

   dollars, the targeted profit must be adjusted for taxes. 

   Hence, the targeted after-tax net income of $24,000 

   is equivalent to a pretax profit of $40,000 [$24,000 

   ・(1.0 - .4 tax rate)]. The sum of the pretax profit 

   and the fixed costs is $356,800 ($316,800 + 

   $40,000). Consequently, the desired sales volume is 

   13,118 pairs of touring skis [$356,800 ・($80 price 

   - $52.80 unit VC)]. 

   Answer (B) is incorrect because 13,118 pairs of 

   touring skis must be sold. 

   Answer (C) is incorrect because 13,118 pairs of 

   touring skis must be sold. 

   Answer (D) is incorrect because 13,118 pairs of 

   touring skis must be sold. 

[180] Source: CMA 1291 4-14 

   Answer (A) is correct. The sales revenue at which 

   the same profit or loss will be made equals the unit 

   price times the units sold for each kind of skis. 

   Accordingly, if M is the number of units sold of 

   mountaineering skis and T is the number of units sold 

   of touring skis, this level of sales revenue may be 

   stated as $88M or $80T, and M is therefore equal to 

   ($80 ・$88)T. Moreover, given the same profit or 

   loss, the difference between sales revenue and total 

   costs (variable + fixed) will also be the same for the 

   two kinds of skis. Solving the equation below by 

   substituting for M yields sales revenue of $880,000 

   [(11,000 x $80) or (10,000 x $88)].

          Sales  - VC  - FC   = Sales  - VC  - FC

               M     M     M         T     T     T

          $88M - $52.80M - $369,600  = $80T - $52.80T - $316,800

                   $35.2M - $52,800  = $27.2T

                  $35.2($80 ・$88)T  = $27.2T + $52,800

                                  T  = 11,000 units

                                  M  = 10,000 units

   Answer (B) is incorrect because the same profit or 

   loss is earned at a sales revenue of $880,000. 

   Answer (C) is incorrect because the same profit or 

   loss is earned at a sales revenue of $880,000. 

   Answer (D) is incorrect because the same profit or 

   loss is earned at a sales revenue of $880,000. 

[182] Source: CMA 0694 4-28 

   Answer (A) is incorrect because a breakeven point 

   of 8,500 units ignores variable costs. 

   Answer (B) is incorrect because the breakeven point 

   is 20,000 units when the contribution margin is $6 per 

   unit. 

   Answer (C) is incorrect because 15,000 units equals 

   fixed costs divided by unit variable cost. 

   Answer (D) is correct. The breakeven point in units 

   equals total additional fixed costs divided by the unit 

   contribution margin. Unit variable costs total $8 

   ($3.25 + $4.00 + $.75). Thus, UCM is $6 ($14 unit 

   selling price - $6 unit VC), and the breakeven point is 

   20,000 units ($120,000 FC ・$6). 

[183] Source: CMA 0694 4-29 

   Answer (A) is incorrect because 10,700 units is 

   based on a UCM equal to selling price. 

   Answer (B) is incorrect because a contribution 

   margin of $6 per unit necessitates sales of 25,000 

   units to produce a $30,000 before-tax profit. 

   Answer (C) is incorrect because 20,000 units is the 

   breakeven point. 

   Answer (D) is correct. The number of units to be 

   sold to generate a specified pre-tax income equals 

   the sum of total fixed costs and the targeted pre-tax 

   income, divided by the unit contribution margin. Unit 

   variable costs total $8 ($3.25 + $4.00 + $.75), and 

   UCM is $6 ($14 unit selling price - $8). Thus, the 

   desired unit sales level equals 25,000 units 

   [($120,000 + $30,000) ・$6]. 

[184] Source: CMA 0694 4-30 

   Answer (A) is incorrect because 10,700 units is 

   based on a UCM equal to selling price and $30,000 

   of pretax income. 

   Answer (B) is incorrect because a $6 UCM 

   necessitates sales of 28,300 units to produce a 

   $30,000 after-tax profit. 

   Answer (C) is incorrect because 20,000 units is the 

   breakeven point. 

   Answer (D) is correct. The number of units to be 

   sold to generate a specified pre-tax income equals 

   the sum of total fixed costs and the targeted pre-tax 

   income, divided by the unit contribution margin. 

   Given a desired after-tax income of $30,000 and a 

   tax rate of 40%, the targeted pre-tax income must be 

   $50,000 [$30,000 ・(1.0 - .4)]. Unit variable costs 

   total $8 ($3.25 + $4.00 + $.75), and UCM is $6 

   ($14 unit selling price - $8). Hence, the desired unit 

   sales level is 28,333 [($120,000 + $50,000) ・$6]. 

   Rounded to the nearest hundred, the answer is 

   $28,300. 

[185] Source: CMA 1294 4-5 

   Answer (A) is incorrect because 19,300 units does 

   not take income taxes into consideration. 

   Answer (B) is incorrect because 21,316 units fails to 

   consider the increased variable costs from the 

   introduction of the higher-priced component. 

   Answer (C) is correct. The units to be sold equal 

   fixed costs plus the desired pretax profit, divided by 

   the unit contribution margin. In the preceding year, 

   the unit contribution margin was $38 ($60 price - 

   $22 unit VC). That amount will decrease by $2 to 

   $36 in the upcoming year because of use of a 

   higher-grade component. Fixed costs will increase 

   from $504,000 to $522,000 as a result of the 

   $18,000 ($180,000 ・10 years) increase in fixed 

   costs attributable to depreciation on the new 

   machine. Dividing the $172,800 of desired after-tax 

   income by 60% (the complement of the tax rate) 

   produces a desired before-tax income of $288,000. 

   Hence, the breakeven point in units is 22,500 

   [($522,000 + $288,000) ・$36]. 

   Answer (D) is incorrect because 23,800 units does 

   not take income taxes into consideration, and it 

   includes the entire cost of the new machine as a fixed 

   cost. 

[186] Source: CMA 1290 4-4 

   Answer (A) is correct. The calculation of the 

   breakeven point is to divide the fixed costs by the 

   contribution margin per unit. This determination is 

   more complicated for a multi-product firm. If the 

   same proportional product mix is maintained, one unit 

   of plastic frames is sold for every three units of glass 

   frames. Accordingly, a composite unit consists of four 

   frames: one plastic and three glass. For plastic 

   frames, the unit contribution margin is $5 ($10 - $2 - 

   $3). For glass frames, the unit contribution margin is 

   $7 ($15 - $3 - $5). Thus, the composite unit 

   contribution margin is $26 ($5 + $7 + $7 + $7), and 

   the breakeven point is 37,500 packages ($975,000 

   FC ・$26). Because each composite unit contains 

   four frames, the total units sold equal 150,000. 

   Answer (B) is incorrect because the total units sold at 

   the breakeven point is 150,000. 

   Answer (C) is incorrect because the total units sold at 

   the breakeven point is 150,000. 

   Answer (D) is incorrect because the total units sold at 

   the breakeven point is 150,000. 

[187] Source: CMA 1290 4-5 

   Answer (A) is incorrect because the new breakeven 

   point is 144,444 units. 

   Answer (B) is correct. If the labor costs for the 

   plastic frames are reduced by $1, the composite unit 

   contribution margin will be $27 [($10 - $2 - $3) + 

   (3)($15 - $3 - $5)]. Hence, the new breakeven point 

   is 144,444 units [($975,000 FC ・$27) x 4 units]. 

   Answer (C) is incorrect because the new breakeven 

   point is 144,444 units. 

   Answer (D) is incorrect because the new breakeven 

   point is 144,444 units. 

[188] Source: CMA 1290 4-6 

   Answer (A) is incorrect because the breakeven point 

   in units will be 153,947. 

   Answer (B) is incorrect because the breakeven point 

   in units will be 153,947. 

   Answer (C) is correct. The unit contribution margins 

   for plastic frames and glass frames are $5 ($10 - $2 - 

   $3) and $7 ($15 - $3 - $5), respectively. If the 

   number of plastic frames sold is 50% of the number 

   of glass frames sold, a composite unit will contain one 

   plastic frame and two glass frames. Thus, the 

   composite unit contribution margin will be $19 ($5 + 

   $7 + $7), and the breakeven point in units will be 

   153,947 [($975,000 ・$19) x 3 units]. 

   Answer (D) is incorrect because the breakeven point 

   in units will be 153,947. 

[189] Source: CMA 0692 4-22 

   Answer (A) is incorrect because the breakeven point 

   is 21,819 units. 

   Answer (B) is incorrect because the breakeven point 

   is 21,819 units. 

   Answer (C) is correct. Given the constant product 

   mix of 3:4:1 established by the budgeted unit sales, a 

   composite unit consists of eight individual units (3 of 

   A, 4 of B, and 1 of C). The unit contribution margins 

   for A, B, and C are $6 ($10 price - $4 VC), $7 

   ($15 - $8 VC), and $9 ($18 price - $9 VC), 

   respectively. Hence, the contribution margin for a 

   composite unit is $55 [(3 x $6) + (4 x $7) + (1 x 

   $9)], and the breakeven point is 2,727.2727 

   composite units ($150,000 FC ・$55). This amount 

   equals 21,819 (rounded up) individual units (8 x 

   2,727.2727). 

   Answer (D) is incorrect because 6,818 is based on 

   an average contribution margin of $22 per unit. 

[190] Source: CMA 0692 4-29 

   Answer (A) is incorrect because $146,341 does not 

   even cover fixed costs. 

   Answer (B) is correct. Fixed costs total $350,000. 

   Variable costs total $675,000. Given sales of 

   $1,500,000, the contribution margin is $825,000 

   ($1,500,000 - $675,000). Thus, the contribution 

   margin percentage is 55% ($825,000 ・

   $1,500,000). Dividing the $350,000 of fixed costs 

   by 55% produces a breakeven point of 

   $636,363.64. 

   Answer (C) is incorrect because $729,730 of sales 

   result in a small profit. 

   Answer (D) is incorrect because $181,818 does not 

   cover the $350,000 of fixed costs. 

[191] Source: CMA 0692 4-30 

   Answer (A) is correct. Sales are expected to be 

   $1,650,000 (1.10 x $1,500,000), variable costs 

   $756,000 (1.12 x 675,000), and fixed expenses 

   $395,000 ($350,000 + $45,000). Thus, the 

   contribution margin will be $894,000 ($1,650,000 - 

   $756,000), and the contribution margin percentage is 

   54.1818%. The breakeven point is therefore 

   $729,027 ($395,000 fixed expenses ・54.1818%). 

   Answer (B) is incorrect because the contribution 

   margin percentage is computed by dividing the 

   contribution margin (total sales - total variable costs) 

   by total sales, not by dividing the total variable costs 

   by total sales. 

   Answer (C) is incorrect because $214,018 does not 

   cover fixed costs. 

   Answer (D) is incorrect because $474,000 barely 

   covers fixed costs. 

[192] Source: CMA 1294 4-4 

   Answer (A) is incorrect because $1.86 is an after-tax 

   amount based on the inclusion of all fixed costs in the 

   calculation. 

   Answer (B) is incorrect because $3.10 is erroneously 

   based on the inclusion of all fixed costs in the 

   calculation of the UCM. 

   Answer (C) is incorrect because $7.30 includes the 

   $300,000 of fixed S&A costs in the calculation of the 

   UCM. 

   Answer (D) is correct. Unit contribution margin is the 

   difference between unit selling price and unit variable 

   cost. Unit selling price is $17 ($850,000 ・50,000 

   units), and unit variable cost is $3.70 [($140,000 

   variable manufacturing cost + $45,000 variable S&A 

   cost) ・50,000 units sold]. Accordingly, unit 

   contribution margin is $13.30 ($17 - $3.70). 

[193] Source: CMA 0679 5-13 

   Answer (A) is correct. The BEP in units is equal to 

   fixed costs divided by the difference between unit 

   selling price and unit variable cost (UCM). The 

   $18,000 salvage value, the cash flow to be received 

   if production is discontinued, is treated here as a fixed 

   cost. Hence, continuation of the product line will 

   permit the firm to break even or make a profit only if 

   the total CM is $18,000 or more.

                  $18,000

        BEP  =   --------  =  4,500 units

                 $10 - $6

   Fixed overhead allocated is not considered in this 

   calculation because it is not a cash flow and will 

   continue regardless of the decision. 

   Answer (B) is incorrect because the BEP is equal to 

   the salvage value (not depreciation) divided by the 

   UCM of $4 ($10 - $6). Depreciation is a non-cash 

   flow and therefore should not be considered in the 

   cash flow breakeven point calculation. 

   Answer (C) is incorrect because the BEP is equal to 

   the salvage value (not depreciation) divided by the 

   UCM of $4 ($10 - $6). Depreciation is a non-cash 

   flow and therefore should not be considered in the 

   cash flow breakeven point calculation. 

   Answer (D) is incorrect because unit fixed costs 

   should not be subtracted in determining the unit 

   contribution margin. The fixed costs will continue 

   regardless so they are not included in the calculation. 

   Therefore, the $18,000 salvage value will be divided 

   by the $4 unit contribution margin in determining the 

   cash flow breakeven point in units. 

[194] Source: C.J. Skender 

   Answer (A) is incorrect because only the first 75,000 

   units have a UCM of $10. Additional units in excess 

   of 75,000 have a UCM of $12.50. 

   Answer (B) is correct. The BEP in units is equal to 

   fixed cost divided by the difference between unit 

   selling price and unit variable cost (the unit 

   contribution margin). At less than 75,000 units, fixed 

   costs are $800,000 and UCM is $10 [$25 - (60% x 

   $25)]. At this UCM, 80,000 units ($800,000 ・$10) 

   must be sold, but this volume is not within the relevant 

   range. At any production level greater than 75,000 

   units, total fixed costs are $1,200,000 but there are 

   two UCM layers. The first 75,000 units sold will 

   produce a contribution margin of $750,000 (75,000 

   x $10). Hence, another $450,000 ($1,200,000 - 

   $750,000) must be contributed. The UCM is $12.50 

   [$25 - (50% x $25)] for units in excess of 75,000, 

   and 36,000 ($450,000 ・$12.50) additional units 

   must be sold. Total unit sales at the BEP are 111,000 

   (75,000 + 36,000). 

   Answer (C) is incorrect because the first 75,000 units 

   have a UCM of only $10. 

   Answer (D) is incorrect because production of units 

   in excess of 75,000 units will increase fixed costs 

   from $800,000 to $1,200,000. 

[195] Source: CIA 1196 III-90 

   Answer (A) is correct. Company 1's breakeven point 

   is lower because its fixed costs are lower. Company 

   1's breakeven point is $62,500,000 ($25,000,000 ・

   40%). Company 2's breakeven point is $67,307,692 

   [($25,000,000 x 1.4) ・(40% x 1.3)]. The 

   indifference point, at which dollar profits are equal, is 

   $83,000,000 ($25,000,000 + .60X = $35,000,000 

   + .48X). Once the indifference point is passed, 

   Company 1 will make lower profits than Company 2 

   because Company 2 has a higher contribution margin. 

   Answer (B) is incorrect because Company 1's 

   breakeven point is lower, but its profits will be lower 

   past the indifference point. 

   Answer (C) is incorrect because Company 1's 

   breakeven point is lower, but its profits will be lower 

   past the indifference point. 

   Answer (D) is incorrect because Company 1's 

   breakeven point is lower, but its profits will be lower 

   past the indifference point. 

[196] Source: CIA 1196 III-91 

   Answer (A) is incorrect because 388,800 units 

   results from not subtracting the variable costs per unit 

   from sales price. 

   Answer (B) is incorrect because 518,400 units does 

   not reflect the sales commissions in the total variable 

   costs. 

   Answer (C) is correct. The breakeven point is 

   determined by dividing total fixed costs by the unit 

   contribution margin. The total fixed costs are 

   $9,331,200 ($5,598,720 manufacturing overhead + 

   $3,732,480 general and administrative). The 

   contribution margin is $16.00 ($40 sales price - $22 

   variable production cost - $2.00 commission). Thus, 

   the breakeven point is 583,200 units ($9,331,200 ・

   $16). 

   Answer (D) is incorrect because 972,000 units 

   includes taxes in the total variable costs, which 

   understates the unit contribution margin. 

[197] Source: CIA 0596 III-84 

   Answer (A) is incorrect because $20,160,000 does 

   not adjust after-tax net income to pretax net income. 

   Answer (B) is correct. The desired after-tax net 

   income is $1,188,000 (the past year's amount). 

   Given a 40% tax rate, the pretax equivalent is 

   $1,980,000 [$1,188,000 ・(1.0 - .40)]. Pretax net 

   income equals dollar sales (unit sales x $40), minus 

   total fixed costs, minus total variable costs (unit sales 

   x unit variable cost). Hence, the contribution margin 

   (sales - variable costs) is equated with the sum of 

   fixed costs and the targeted pretax net income. Unit 

   sales (S) equal 540,000, and sales dollars equal 

   $21,600,000 ($40 x 540,000 units).

   $40S - $9,900,000 - $18S = $1,980,000

                       $22S = $11,880,000

                          S = 540,000 units

   Answer (C) is incorrect because $23,400,000 results 

   from adjusting after-tax net income by dividing by the 

   tax rate rather than one minus the tax rate. 

   Answer (D) is incorrect because $26,400,000 results 

   from equating the sum of the desired pretax net 

   income and total fixed costs with total variable costs 

   instead of the contribution margin. 

[198] Source: CIA 0596 III-85 

   Answer (A) is incorrect because 337,500 units 

   results from using the wrong sign for the pretax net 

   income. 

   Answer (B) is incorrect because 346,875 units 

   results from subtracting, not adding, the incremental 

   marketing costs to determine total fixed costs. 

   Answer (C) is incorrect because 425,000 units fails 

   to adjust for the increase in direct materials costs. 

   Answer (D) is correct. Pretax net income (10% of 

   dollar sales) equals dollar sales (unit sales x $50), 

   minus total fixed costs (increased by $1,575,000 of 

   marketing costs), minus total variable costs 

   (increased by $3 per unit). Unit sales (S) therefore 

   equal 478,125 units.

        .10($50S) = $50S - ($9,900,000 + $1,575,000) - ($18 + $3)S

             $24S = $11,475,00

                S = 478,125 units

[199] Source: CIA 0594 III-99 

   Answer (A) is correct. Cost X is a mixed cost (part 

   variable and part fixed). The hi-low method can be 

   used to determine the fixed and variable portions. 

   Dividing the total cost of X at two different 

   production volumes by the difference in units 

   produced gives a unit variable cost of $4.83 

   [($178,260 - $23,700) ・(35,000 units - 3,000 

   units)]. Fixed cost must therefore be $9,210 

   [$178,260 cost of X for 35,000 units - ($4.83 x 

   35,000 units)]. Total cost of X for 8,000 units is 

   $47,850 [$9,210 + ($4.83 x 8,000 units)], and the 

   average cost is $5.98 ($47,850 ・8,000). 

   Answer (B) is incorrect because $5.85 equals the 

   average cost of 9,000 units. 

   Answer (C) is incorrect because $7.90 equals the 

   average cost of 3,000 units. 

   Answer (D) is incorrect because $4.83 is the variable 

   cost per unit. 

[200] Source: CIA 1188 IV-16 

   Answer (A) is incorrect because net income cannot 

   be determined by comparing the total variable 

   expense and total fixed expense lines. 

   Answer (B) is incorrect because the company will 

   incur a net loss when the total expense line exceeds 

   the total sales revenue line. 

   Answer (C) is incorrect because this answer 

   represents the contribution margin. Total sales 

   revenue must be compared to the total expense line, 

   not the total fixed expense line, in order to determine 

   the net income. 

   Answer (D) is correct. A cost-volume-profit chart 

   contains elements (lines, points, axes) that identify 

   variable cost, fixed cost, the breakeven point, total 

   revenue, profit, and volume in units. When the total 

   sales revenue line rises above the total expense line, a 

   company will have positive net income. 

[201] Source: CIA 0582 IV-23 

   Answer (A) is incorrect because the breakeven point 

   in sales dollars will not change. 

   Answer (B) is incorrect because the CMR will 

   remain the same. Therefore, the breakeven point in 

   sales dollars will remain unchanged. 

   Answer (C) is incorrect because the breakeven point 

   in sales dollars will not change. 

   Answer (D) is correct. The BEP in sales dollars is 

   equal to the fixed cost divided by the CMR. 

   Accordingly, equal percentage changes in selling 

   price and variable cost per unit will not affect the 

   BEP in sales dollars. For example, assume the unit 

   price of a product is $1 and its unit variable cost is 

   $.60. The CMR equals 40% [($1 - $.60)UCM ・$1 

   unit price]. If fixed cost is $100, the BEP in sales 

   dollars is $250 ($100 ・40%). Raising the selling 

   price and variable cost by 20% to $1.20 and $.72, 

   respectively, leaves the CMR at 40% ($.48 ・

   $1.20). Similarly, lowering the selling price and 

   variable cost to $.80 and $.48, respectively, also 

   leaves the CMR at 40% ($.32 ・$.80). 

[202] Source: CMA 1273 4-4 

   Answer (A) is correct. The plausible options are a 

   decrease in selling price or an increase in variable 

   expenses because UCM equals unit sales price minus 

   unit variable cost. However, a given percentage 

   change in unit sales price must have a greater effect 

   than an equal but opposite percentage change in unit 

   variable cost because the former is greater than the 

   latter. The example below demonstrates this point.

   Original:  SP  =  $100

              VC  =    50

                     -------

              CM  =  $ 50

                     =======

   SP - 15%:  SP  =  $ 85

              VC  =    50

                     -------

              CM  =  $ 35    ($15 decrease)

                     =======

   VC + 15%:  SP  =  $100.00

              VC  =    57.50

                     -------

              CM  =  $ 42.50  ($7.50 decrease)

                     =======

   Answer (B) is incorrect because a 15% increase in 

   variable expenses will not decrease the CM as much 

   as a 15% decrease in sales price. 

   Answer (C) is incorrect because a decrease in 

   variable expenses would increase UCM. 

   Answer (D) is incorrect because a decrease in fixed 

   expenses has no effect on the UCM. 

[203] Source: CIA 0577 IV-11 

   Answer (A) is incorrect because, if other factors are 

   constant, an increase in sales price or a decrease in 

   unit variable cost increases the CM and lowers the 

   BEP. 

   Answer (B) is correct. The BEP equals fixed cost 

   divided by the UCM (selling price - unit variable 

   cost). An increase in semivariable costs increases 

   fixed costs and/or variable costs. An increase in 

   either will raise the BEP. If fixed costs increase, more 

   units must be sold, assuming the same UCM, to 

   cover the greater fixed costs. If variable costs 

   increase, the UCM will decrease and again more 

   units must be sold to cover the fixed costs. 

   Answer (C) is incorrect because an increase in the 

   CM decreases the BEP. 

   Answer (D) is incorrect because, if income taxes are 

   taken into account, they are treated as variable costs. 

   A decrease in variable costs lowers the BEP. 

[204] Source: Publisher 

   Answer (A) is incorrect because, at revenues below 

   $6,250,000, Mall B is preferable. 

   Answer (B) is incorrect because, at revenues below 

   $6,250,000, Mall B is preferable. 

   Answer (C) is correct. The level of indifference is 

   calculated by setting the equation for the first mall (a 

   flat $250,000) equal to the equation for the second 

   mall. Solving for that equation involves dividing 

   $250,000 by 4%, resulting in an indifference level of 

   revenues of $6,250,000. 

   Answer (D) is incorrect because, at any level of 

   revenues over $6,250,000, Mall A is preferable. 

[205] Source: CIA 0583 IV-5 

   Answer (A) is correct. This question requires solving 

   simultaneous equations because both the variable 

   overhead per direct labor hour (Y) and the fixed 

   overhead (X) are unknown.

     $80,000  =  X + 1,000Y

    $140,000  =  X + 3,000Y

     $60,000  =  2,000Y

           Y  =  $30 per direct labor hour

   Substituting,

     $80,000  =  X + 1,000($30)

           X  =  $50,000

   Answer (B) is incorrect because $46,667 is the 

   average total factory overhead applied per month, a 

   portion of which is variable. 

   Answer (C) is incorrect because the monthly fixed 

   factory overhead is calculated by dividing the 

   difference between total factory overhead allocated in 

   January and February by the change in direct labor 

   hours. This equals the variable overhead per direct 

   labor hour. Subtracting the quantity of direct labor 

   hours times variable overhead rate per hour from 

   total factory overhead equals fixed overhead. 

   Answer (D) is incorrect because $30,000 is the 

   variable factory overhead per 1,000 hours. 

[206] Source: CIA 0585 IV-6 

   Answer (A) is incorrect because the cost for Product 

   B in the short run will be lower than $17.10 because 

   the fixed costs of $3.70 would not be included in the 

   incremental cost of Product B. 

   Answer (B) is incorrect because Product B would be 

   profitable at a $15.60 selling price. 

   Answer (C) is incorrect because, in the short run, the 

   fixed expenses and overhead do not need to be 

   included in the cost of Product B because they are all 

   covered by Product A. 

   Answer (D) is correct. With excess capacity, 

   production is profitable if the incremental revenues 

   are greater than the incremental costs. Here, the 

   incremental costs equal total costs minus any fixed 

   costs ($17.10 - $1.50 - $2.20 = $13.40). If Product 

   B can be sold for a price greater than $13.40, 

   short-run production will be profitable. Long-run 

   profitability, however, will depend on fixed costs as 

   well as variable costs and sales price. 

[207] Source: CIA 1183 IV-23 

   Answer (A) is incorrect because 2 units of 

   production is not the highest level of production 

   where marginal revenue exceeds marginal costs. 

   Production should continue up to and until marginal 

   revenue equals marginal cost. 

   Answer (B) is incorrect because 4 units could be 

   produced and still increase the company's profits. 

   Answer (C) is correct. This question is based more 

   on the economists' view of marginal revenue and 

   marginal cost than on CVP analysis. One of the 

   assumptions of the latter methodology (constant unit 

   variable cost) is violated. Marginal revenue exceeds 

   marginal cost for the fourth but not the fifth unit. 

   Production should continue until marginal cost equals 

   marginal revenue. Accordingly, four units should be 

   produced. 

   Answer (D) is incorrect because, at 5 units of 

   production, the marginal cost ($107) exceeds the 

   marginal revenue ($90) so the company would lose 

   income by producing this unit. 

[208] Source: CIA 1183 IV-24 

   Answer (A) is incorrect because the contribution 

   margin equals the total revenue $180 ($90 x 2) minus 

   the variable costs $140 ($70 x 2). 

   Answer (B) is correct. Contribution margin is defined 

   as total revenue minus variable costs. Total revenue 

   for two units is $180 (2 x $90 marginal revenue), and 

   total variable costs are $140 (2 x $70 unit cost). The 

   total contribution margin is $40 ($180 - $140). 

   Answer (C) is incorrect because the contribution 

   margin equals the total revenue $180 ($90 x 2) minus 

   the variable costs $140 ($70 x 2). 

   Answer (D) is incorrect because the contribution 

   margin equals the total revenue $180 ($90 x 2) minus 

   the variable costs $140 ($70 x 2). 

[209] Source: CIA 0585 IV-8 

   Answer (A) is incorrect because $300,000 is the 

   projected net income before the increase in sales. 

   Answer (B) is incorrect because $330,000 has taken 

   into account a 10% increase in fixed costs to 

   $990,000 when the fixed costs did not increase. 

   Answer (C) is correct. Projected net income is 

   estimated total revenue minus estimated total costs. 

   Given the original assumption that FC, unit sales, and 

   sales price remain the same, and that net income will 

   be reduced, the variable costs must increase. If the 

   July year 2 prediction that unit sales will increase by 

   10% from 150,000 to 165,000 is based on the 

   budgeted FC, sales price, and VC, predicted net 

   income will increase from $300,000 to $420,000.

                   TR - FC - VC  =  $300,000

             TR - $900,000 - VC  =  $300,000

                        TR - VC  =  $1,200,000

                             CM  =  $1,200,000

   Budgeted UCM  =  $1,200,000 ・150,000 units  =  $8

   Total CM  =  165,000 units x $8  =  $1,320,000

                                FC  =    (900,000)

                                       ----------

   Net income                          $  420,000

                                       ==========

   Answer (D) is incorrect because the UCM for year 2 

   is $8 per unit, not $9. 

[210] Source: CIA 1186 IV-10 

   Answer (A) is incorrect because the sales necessary 

   to ensure a $3,000,000 profit is 15,000,000 pounds. 

   Answer (B) is incorrect because 14,000,000 pounds 

   is the breakeven point. 

   Answer (C) is correct. In breakeven analysis, total 

   revenue equals fixed costs plus variable costs. If a 

   given profit is desired, it is treated as a fixed cost. 

   Exclusive of profit, the annual fixed cost is 

   $42,000,000 (12 months x $3,500,000 per month of 

   fixed factory overhead and SG&A expense). The 

   variable cost per pound is $2.90 [($300,000 + 

   $1,250,000 + $450,000 + $900,000) ・1,000,000 

   lbs.]. If X equals sales in pounds, the level of sales 

   needed to earn a $3,000,000 profit is

   $5.90X  =  $3,000,000 + $42,000,000 + $2.90X

      $3X  =  $45,000,000

        X  =  15,000,000 pounds

   This analysis assumes that no additional costs are 

   incurred when production exceeds the normal level of 

   1,000,000 pounds per month. 

   Answer (D) is incorrect because the sales necessary 

   to ensure a $3,000,000 profit is 15,000,000 pounds. 

[211] Source: CMA 0679 5-25 

   Answer (A) is incorrect because 640,000 units 

   would be the result if the unit contribution margin for 

   XY-7 were $.25 instead of $1.00 (640,000 x $.25 = 

   $160,000). Fixed manufacturing costs are not 

   included in determining unit contribution margin. 

   Answer (B) is correct. The contribution margin for 

   XY-7 is $1 per unit ($4 sales price - $3 variable 

   costs). Thus, 160,000 units of XY-7 will generate an 

   additional $160,000 of CM, which is sufficient to 

   cover the increase in advertising costs. 

   Answer (C) is incorrect because 128,000 units 

   implies a $1.25 unit contribution margin. Variable 

   selling costs are included and fixed manufacturing 

   costs are not included in determining unit contribution 

   margin. 

   Answer (D) is incorrect because 80,000 units implies 

   a $2.00 unit contribution margin. The correct UCM 

   of $1.00 is found by subtracting all variable costs 

   from the selling price. 

[212] Source: CMA 0679 5-26 

   Answer (A) is incorrect because a $1 increase in 

   sales does not result in a $1 increase in profits. 

   Variable costs of producing the units must be 

   deducted in order to determine the contribution 

   margin derived from each unit sold. 

   Answer (B) is incorrect because 320,000 is the 

   number of sales units, not sales dollars, needed to 

   offset the increased advertising costs. 

   Answer (C) is correct. Sales dollars must increase 

   sufficiently to cover the $160,000 increase in 

   advertising. The unit contribution margin for BD-4 is 

   $.50 ($3 - $2.50 variable costs), and the CMR is 1/6 

   (UCM ・$3 sales price). Dividing the $160,000 by 

   1/6 gives the sales dollars necessary to generate a 

   CM of $960,000 ($160,000 ・1/6 = $960,000). 

   Answer (D) is incorrect because fixed manufacturing 

   costs are not included in determining unit contribution 

   margin. 

[213] Source: CMA 0679 5-27 

   Answer (A) is incorrect because product XY-7 

   actually has a contribution margin of $133,333, which 

   is lower than the $250,000 contribution margin for 

   product BD-4. 

   Answer (B) is incorrect because product BD-4 has a 

   higher contribution margin at $250,000. 

   Answer (C) is incorrect because product BD-4 has a 

   contribution margin of $250,000. 

   Answer (D) is correct. The machine hours are a 

   scarce resource that must be allocated to the 

   product(s) in a proportion that maximizes the total 

   contribution margin. Given that potential additional 

   sales of either product are in excess of production 

   capacity, only the product with the greater 

   contribution margin per unit of scarce resource should 

   be produced. XY-7 requires .75 hours; BD-4 

   requires .2 hours of machine time (given fixed 

   manufacturing cost applied at $1 per machine hour of 

   $.75 for XY-7 and $.20 for BD-4). XY-7 has a CM 

   of $1.33 per machine hour ($1 UCM ・.75 hours), 

   and BD-4 has a CM of $2.50 per machine hour 

   ($.50 ・.2 hours). Thus, only BD-4 should be 

   produced, yielding a CM of $250,000 (100,000 x 

   $2.50). The key to the analysis is CM per unit of 

   scarce resource. 

[214] Source: CIA 1189 IV-54 

   Answer (A) is correct. Operating leverage is based 

   on the degree to which fixed costs are used in 

   production. Firms may increase fixed costs, such as 

   by automation, to reduce variable costs. The result is 

   a greater degree of operating leverage (DOL), which 

   is the percentage change in net operating income 

   (earnings before interest and taxes) divided by the 

   percentage change in unit sales. Thus, operating 

   leverage is related to the price elasticity concept in 

   economics. It can also be determined from dividing 

   the total contribution margin by operating income as 

   expressed in the following formula, given that Q is 

   quantity of units sold, P is unit price, V is unit variable 

   cost, and F is fixed cost:

          Q(P - V)

        ------------

        Q(P - V) - F

   Answer (B) is incorrect because the degree of 

   financial leverage equals the percentage change in net 

   income divided by the percentage change in operating 

   income. 

   Answer (C) is incorrect because the breakeven point 

   is the sales volume at which total revenue equals total 

   costs. 

   Answer (D) is incorrect because the degree of total 

   (combined) leverage equals the percentage change in 

   net income divided by the percentage change in sales. 

[215] Source: CMA 0695 1-1 

   Answer (A) is incorrect because a firm with higher 

   operating leverage has higher fixed costs and lower 

   variable costs. 

   Answer (B) is correct. Operating leverage is a 

   measure of the degree to which fixed costs are used 

   in the production process. A company with a higher 

   percentage of fixed costs (higher operating leverage) 

   has greater risk than one in the same industry that 

   relies more heavily on variable costs. The DOL 

   equals the percentage change in net operating income 

   divided by the percentage change in sales. Thus, 

   profits become more sensitive to changes in sales 

   volume as the DOL increases. 

   Answer (C) is incorrect because a firm with higher 

   leverage will be relatively more profitable than a firm 

   with lower leverage when sales are high. The 

   opposite is true when sales are low. 

   Answer (D) is incorrect because a firm with higher 

   leverage is more risky. Its reliance on fixed costs is 

   greater. 

[216] Source: CMA 0692 1-8 

   Answer (A) is incorrect because 2.4 is obtained by 

   overstating the contribution margin or the fixed costs. 

   Answer (B) is correct. Operating leverage is the 

   percentage change in operating income resulting from 

   a percentage change in sales. It measures how a 

   change in volume affects profits. An alternative 

   formula for operating leverage divides contribution 

   margin by the contribution margin minus fixed costs. 

   Companies with larger investments and greater fixed 

   costs ordinarily have higher contribution margins and 

   more operating leverage. The degree of operating 

   leverage measures the extent to which fixed assets 

   are used in the production process. A company with 

   a high percentage of fixed costs is more risky than a 

   firm in the same industry that relies more on variable 

   costs to produce. Based on a contribution margin of 

   $.16 per unit ($1 - $.84 variable cost), the degree of 

   operating leverage is

      (400,000 x $.16) ・[(400,000 x $.16) - $28,000] = 1.78

   Answer (C) is incorrect because 2.13 includes a 

   nonoperating expense (interest) as a fixed cost. 

   Answer (D) is incorrect because 1.2 is obtained by 

   understating the $64,000 contribution margin or 

   understating the $28,000 of fixed costs. 

[217] Source: CIA 0591 IV-17 

   Answer (A) is incorrect because 6,000 units will 

   cover the fixed costs for the year but not the variable 

   costs ($180,000 ・$30 = 6,000). 

   Answer (B) is incorrect because 6,924 units is found 

   by dividing the total fixed costs by the variable cost 

   per unit. FC should be divided by the unit 

   contribution margin. 

   Answer (C) is correct. The contribution to overhead 

   per unit is $4.00. Fixed costs of $180,000 divided by 

   the contribution of $4.00 gives breakeven sales 

   volume of 45,000 units. 

   Answer (D) is incorrect because the total fixed costs 

   should be divided (not multiplied) by the unit 

   contribution margin. 

[218] Source: CIA 1186 IV-16 

   Answer (A) is incorrect because $400,000 is the 

   total variable manufacturing cost of goods sold. 

   Contribution margin equals net revenue minus 

   variable costs. 

   Answer (B) is correct. Contribution margin is sales 

   minus variable costs. Direct costing considers only 

   variable costs as product costs, so contribution 

   margin appears in a direct costing income statement. 

   Absorption costing treats both variable and fixed 

   costs as product costs. Thus, variable costs are not 

   stated separately, and contribution margin would not 

   appear in the income statement. Accordingly, the CM 

   is $470,000 ($1,000,000 net revenues - $400,000 

   variable CGS - $130,000 variable S&A costs). 

   Answer (C) is incorrect because $530,000 is the 

   total variable costs for the year. Contribution margin 

   equals net revenue minus variable costs. 

   Answer (D) is incorrect because variable selling and 

   administrative costs must also be subtracted from net 

   revenue in determining contribution margin. 

[219] Source: CIA 1186 IV-17 

   Answer (A) is correct. The contribution margin for 

   Division 1 is $310,000 ($600,000 net revenue - 

   $290,000 total variable costs). The contribution 

   controllable by Division 1's manager is $260,000 

   ($310,000 CM - $50,000 controllable fixed cost). 

   The total contribution by Division 1 equals its net 

   revenue minus all costs traceable to it. Accordingly, 

   the total contribution is $190,000 ($260,000 

   controllable contribution - $70,000 allocated but 

   controllable by others). Unallocated costs are 

   excluded from the calculation. If separate amounts 

   are determined for the division's contribution and the 

   controllable contribution, the difference between the 

   division's and the manager's performance may be 

   ascertained (assuming controllability of fixed costs 

   can be assigned). 

   Answer (B) is incorrect because $260,000 is the 

   contribution controllable by the Division 1 manager. 

   All the costs incurred in Division 1 are subtracted 

   from net revenue in determining the contribution by 

   Division 1. 

   Answer (C) is incorrect because $310,000 is the 

   contribution margin for Division 1. All the costs 

   incurred in Division 1 are subtracted from net revenue 

   in determining the contribution by Division 1. 

   Answer (D) is incorrect because all costs (not 

   variable manufacturing costs only) incurred by 

   Division 1 must be subtracted from Division 1 net 

   revenue in order to find the contribution. 

[220] Source: CIA 1184 IV-3 

   Answer (A) is correct. The BEP in units is found by 

   dividing the fixed costs by the UCM.

                          $960,000

   Company 1  =  ---------------------------  =  80,000

                 $3 - .62 - .13 - .75 - ~.30

                          $252,000

   Company 2  =  ---------------------------  =  420,000

                 $3 - .65 - .15 - 1.25 - .35

   The volume at which profits are equal occurs when 

   the difference between total revenue and total cost is 

   also the same. Company 1 has a per unit cost of 

   $1.80($.62 + .13 + .75 + .30) and Company 2 has a 

   per unit cost of $2.40($.65 +.15 + 1.25 + .35). Both 

   charge $3 per deck, so total revenue for the two 

   companies at the indifference volume (U) will be 

   equal. Consequently, total costs should also be equal.

              $1.80U + $960,000 = $2.40U + $252,000

                          $.60U = $708,000

                              U = 1,180,000

   Answer (B) is incorrect because the volume at which 

   Company 1 and Company 2 have equal profits is 

   1,180,000 units. 

   Answer (C) is incorrect because the breakeven point 

   is determined by dividing fixed costs by unit 

   contribution margin, not unit variable costs. 

   Furthermore, the volume at which there are equal 

   profits between the companies is also higher. 

   Answer (D) is incorrect because the breakeven point 

   is determined by dividing fixed costs by unit 

   contribution margin, not unit variable costs. 

[222] Source: CIA 0578 IV-18 

   Answer (A) is incorrect because the marginal revenue 

   per unit is equal to the increase in revenue divided by 

   the increase in units sold. 

   Answer (B) is correct. Marginal revenue (MR) is the 

   incremental revenue for each additional unit sold 

   (increase in revenue ・increase in units sold). If 

   expected revenue of $72,600 is a 10% increase over 

   that for the prior year, the prior year's revenue must 

   have been $66,000 ($72,600 ・110%).

          $72,600 - $66,000     $6,600

   MR  =  -----------------  =  ------  =  $6

                1,100            1,100

   Answer (C) is incorrect because $20 is the total fixed 

   costs ($22,000) divided by the increase in sales 

   (1,100). The marginal revenue per unit is equal to the 

   increase in revenue divided by the increase in units 

   sold. 

   Answer (D) is incorrect because the marginal revenue 

   per unit is equal to the increase in revenue divided by 

   the increase in units sold, not the difference of 

   expected sales minus fixed costs, divided by the unit 

   increase in sales. 

[223] Source: A. Wilson 

   Answer (A) is incorrect because $800,000 is the 

   contribution margin of sales of 100,000 units. 

   Answer (B) is correct. The profit increased by 

   $200,000 and the sales volume increased by 25,000 

   units from the BEP. This increase in profit is a result 

   of an increase in the contribution margin (sales - 

   variable costs). Unit contribution margin is $8 

   ($200,000 ・25,000 units). The BEP in units is equal 

   to fixed costs divided by the UCM.

           Fixed costs

   BEP  =  -----------  =  75,000 units

             $8 unit

           Fixed costs  =  $600,000

   Answer (C) is incorrect because the annual fixed 

   costs are determined by finding the UCM ($200,000 

   profit ・25,000 increase in units over breakeven 

   point) and multiplying it by the number of units at the 

   breakeven point. 

   Answer (D) is incorrect because there is sufficient 

   information to determine the amount of fixed costs. 

   The annual fixed costs are determined by finding the 

   UCM ($200,000 profit ・25,000 increase in units 

   over breakeven point) and multiplying it by the 

   number of units at the breakeven point. 

[224] Source: CIA 1185 IV-9 

   Answer (A) is correct. To determine the profit under 

   the new pricing policy, the sales volume under the old 

   policy must be calculated.

   $10X - $6X - $12,000  =  0.1($10X)

                      X  =  4,000 units

   Profit at the new price ($9) is

   Expected volume

    at $9         = 125% x 4,000  =  5,000

           Profit = ($9 x 5,000) - ($6 x 5,000) - $12,000 = $3,000

   Answer (B) is incorrect because the sales volume 

   under the old policy is 4,000 units [$10X - $6X - 

   $12,000 - .1($10X)]. The sales will increase 25% 

   when the price is lowered to $9; thus, the new 

   volume is 5,000 units (4,000 x 125%) and the profit 

   would be $3,000. 

   Answer (C) is incorrect because the sales volume 

   under the old policy is 4,000 units [$10X - $6X - 

   $12,000 - .1($10X)]. The sales will increase 25% 

   when the price is lowered to $9; thus, the new 

   volume is 5,000 units (4,000 x 125%) and the profit 

   would be $3,000. 

   Answer (D) is incorrect because the sales volume 

   under the old policy is 4,000 units [$10X - $6X - 

   $12,000 - .1($10X)]. The sales will increase 25% 

   when the price is lowered to $9; thus, the new 

   volume is 5,000 units (4,000 x 125%) and the profit 

   would be $3,000. 

[225] Source: Publisher 

   Answer (A) is correct. The margin of safety equals 

   sales above the breakeven point. Thus, if the margin 

   of safety is $40,000, the breakeven point must be 

   $360,000 ($400,000 sales - $40,000). 

   Answer (B) is incorrect because the breakeven point 

   in dollars is the difference between actual sales and 

   the margin of safety. 

   Answer (C) is incorrect because the breakeven point 

   in dollars is the difference between actual sales and 

   the margin of safety. 

   Answer (D) is incorrect because the breakeven point 

   in dollars is the difference between actual sales and 

   the margin of safety. 

[226] Source: Publisher 

   Answer (A) is correct. The margin of safety equals 

   sales above the breakeven point. Thus, if the margin 

   of safety is $40,000, the breakeven point in sales 

   dollars must be $360,000. If the contribution margin 

   ratio is 20%, the contribution margin (sales - variable 

   costs) at the breakeven point is $72,000 (20% x 

   $360,000). This amount must equal fixed costs 

   because sales equal the sum of fixed and variable 

   costs at the breakeven point. 

   Answer (B) is incorrect because $80,000 results 

   from not subtracting the margin of safety from sales. 

   Answer (C) is incorrect because $288,000 equals 

   total variable costs. 

   Answer (D) is incorrect because $320,000 equals 

   total variable costs if $400,000 is the breakeven 

   point. 

[227] Source: Publisher 

   Answer (A) is incorrect because $300,000 equals 

   fixed costs. 

   Answer (B) is incorrect because $500,000 is based 

   on the variable-cost percentage. 

   Answer (C) is correct. Breakeven point is calculated 

   by dividing the fixed costs of $300,000 by the 

   contribution margin percentage, which was 40%. 

   Dividing $300,000 by .4 results in a breakeven point 

   of $750,000. 

   Answer (D) is incorrect because $1,050,000 added 

   fixed costs to the breakeven level. 

[228] Source: Publisher 

   Answer (A) is incorrect because 65,000 units results 

   from using the unit variable cost in the denominator. 

   Answer (B) is incorrect because 75,000 units is the 

   breakeven point. 

   Answer (C) is incorrect because 77,250 units would 

   yield a profit less than the desired $90,000. 

   Answer (D) is correct. The breakeven point is 

   calculated by dividing the fixed costs by the unit 

   contribution margin in dollars. To determine how 

   many units need to be sold to yield a specific income, 

   that income should be treated as a fixed cost. Thus, 

   adding the $90,000 of desired income to the 

   $300,000 of fixed costs results in a numerator of 

   $390,000. Hence, the necessary unit sales equals 

   97,500 units [$390,000 ・($10 unit price - $6 unit 

   variable cost)]. 

[229] Source: Publisher 

   Answer (A) is incorrect because $300,000 equals 

   the fixed costs. 

   Answer (B) is incorrect because $750,000 assumes 

   a 40% contribution margin ratio. 

   Answer (C) is incorrect because $857,142 assumes 

   a 35% contribution margin ratio. 

   Answer (D) is correct. A helpful approach in a 

   multiproduct situation is to make calculations based 

   on the composite unit, i.e., 2 units of Product X and 3 

   units of Product Y (a 66 % ratio). The selling price of 

   this composite unit is $110 [(2 x $10) + (3 x $30)]. 

   The UCM of the composite unit is $35 {[2 x ($10 - 

   $6)] + [3 x ($30 - $21)]}. Consequently, the 

   breakeven point in composite units is 8,571.43 

   ($300,000 FC ・$35 UCM), and the breakeven 

   point in sales dollars is $942,857 (8,571.43 x $110). 

[230] Source: Publisher 

   Answer (A) is incorrect because 8,571 units equals 

   the number of composite units sold at the breakeven 

   point. 

   Answer (B) is incorrect because 20,454 assumes a 

   40% contribution margin ratio. 

   Answer (C) is incorrect because 23,377 assumes a 

   35% contribution margin ratio. 

   Answer (D) is correct. A composite unit was defined 

   as consisting of 2 units of Product X and 3 units of 

   Product Y. The breakeven point in composite units is 

   8,571.43. Accordingly, the units of Product Y sold at 

   the breakeven point are equal to 25,714 (8,571.43 x 

   3). 

[231] Source: Publisher 

   Answer (A) is incorrect because the company is 

   profitable due to the higher average contribution 

   margin. 

   Answer (B) is correct. The expected sales mix is 

   40% for Product X and 60% for Product Y. Given 

   that Product X has a 40% contribution margin ratio 

   and Product Y has a 30% contribution margin ratio, 

   selling more of Product X and less of Product Y 

   increases the average contribution margin ratio. The 

   effect is to lower the breakeven point. Thus, if the 

   new composite unit includes 2 units of Product X and 

   2 units of Product Y, the composite unit selling price 

   is $80 [(2 x $10) + (2 x $30)], and the composite 

   UCM is $26 {[2 x ($10 - $6)] + [2 x ($30 - $21)]}. 

   The new breakeven point in composite units is 

   therefore 11,538.46 ($300,000 FC ・$26 UCM), 

   and the new breakeven point in sales dollars is 

   $923,077 (11,538.46 x $80). Given that sales 

   reached the budgeted breakeven point of $942,857, 

   Catfur must have made a profit of $19,780 

   ($942,857 - $923,077). 

   Answer (C) is incorrect because the company is 

   profitable due to the higher average contribution 

   margin. 

   Answer (D) is incorrect because the company is 

   profitable due to the higher average contribution 

   margin. 

[232] Source: Publisher 

   Answer (A) is incorrect because $720 is based on a 

   20% return on costs. 

   Answer (B) is correct. If the company wants a 20% 

   return on sales, the $600,000 of costs represent 80% 

   of the selling price. Dividing $600,000 by .8 results in 

   a total selling price of $750,000, or $750 per unit. 

   Answer (C) is incorrect because $1,080 is based on 

   an 80% return on costs. 

   Answer (D) is incorrect because $3,000 is based on 

   an 80% return on sales. 

[233] Source: Publisher 

   Answer (A) is incorrect because $206 excludes 

   variable selling costs. 

   Answer (B) is correct. Contribution margin is the 

   excess of sales over variable costs. Sales will be at 

   $300 per unit. Variable costs are $100, consisting of 

   $40 of direct materials, $30 of direct labor, $24 of 

   variable overhead, and $6 of variable selling costs. 

   Thus, the contribution margin will be $200 per unit 

   ($300 - $100). 

   Answer (C) is incorrect because $140 includes fixed 

   manufacturing overhead. 

   Answer (D) is incorrect because $120 is the 

   operating margin. 

[234] Source: Publisher 

   Answer (A) is incorrect because $1,240,000 is 

   based on total costs. 

   Answer (B) is incorrect because $1,360,000 includes 

   $80 per unit of fixed costs. 

   Answer (C) is correct. Contribution margin is the 

   excess of sales over variable costs. Sales of 10,000 

   units at $320 each will produce total revenue of 

   $3,200,000. Variable costs will be $104 per unit, 

   consisting of $44 for direct materials, $30 for direct 

   labor, $24 for variable overhead, and $6 for selling 

   costs. At $104 per unit, the 10,000 units will have 

   total variable costs of $1,040,000, resulting in a 

   contribution margin of $2,160,000 ($3,200,000 - 

   $1,040,000). 

   Answer (D) is incorrect because $2,200,000 does 

   not consider the 10% increase in direct materials 

   costs. 

[235] Source: Publisher 

   Answer (A) is incorrect because Mall B's rent is 

   $240,000, Mall A's rent is $300,000, and Mall C's 

   rent is $330,000. 

   Answer (B) is correct. The answer depends on the 

   expected level of revenues. If the company expects 

   revenues to be $6,000,000 per year, the calculation 

   is as follows:

   Mall A:  $300,000.

   Mall B:  $6,000,000 x 4% = $240,000.

   Mall C:  $6,000,000 x 3% = $180,000 + $150,000 = $330,000.

   Thus, Mall B is preferable.

   Answer (C) is incorrect because Mall B's rent is 

   $240,000, Mall A's rent is $300,000, and Mall C's 

   rent is $330,000. 

   Answer (D) is incorrect because Mall B's rent is 

   $240,000, Mall A's rent is $300,000, and Mall C's 

   rent is $330,000. 

[236] Source: Publisher 

   Answer (A) is correct. If the company expects 

   revenues to be $10,000,000 per year, the calculation 

   is as follows:

   Mall A:  $300,000.

   Mall B:  $10,000,000 x 4% = $400,000.

   Mall C:  $10,000,000 x 3% = $300,000 + $150,000 = $450,000.

   Thus, Mall A is preferable.

   Answer (B) is incorrect because Mall A's rent is 

   $300,000, Mall B's rent is $400,000, and Mall C's 

   rent is $450,000. 

   Answer (C) is incorrect because Mall A's rent is 

   $300,000, Mall B's rent is $400,000, and Mall C's 

   rent is $450,000. 

   Answer (D) is incorrect because Mall A's rent is 

   $300,000, Mall B's rent is $400,000, and Mall C's 

   rent is $450,000. 

[237] Source: Publisher 

   Answer (A) is incorrect because Mall C will never be 

   the lowest cost choice. 

   Answer (B) is incorrect because Mall C will never be 

   the lowest cost choice. 

   Answer (C) is incorrect because Mall C will never be 

   the lowest cost choice. 

   Answer (D) is correct. Mall C will never be the 

   optimal choice because it will be less desirable than 

   Mall B as long as 1% of gross revenue is less than 

   $150,000, that is, until revenues reach $15,000,000 

   [$150,000 minimum ・(4% - 3%)]. However, at any 

   level of revenues greater than $7,500,000 ($300,000 

   ・4%), Mall A (a flat $300,000 rental) will be more 

   desirable than either of the other choices. Thus, Mall 

   C will never be the most desirable. 

[238] Source: CMA 1294 4-2 

   Answer (A) is incorrect because the company can 

   sell as much of each product as it can produce. Thus, 

   sales are limited by production constraints, e.g., 

   machine hours. The company should therefore seek 

   to maximize its return per unit of the constraint. 

   Answer (B) is incorrect because the company can 

   sell as much of each product as it can produce. Thus, 

   sales are limited by production constraints, e.g., 

   machine hours. The company should therefore seek 

   to maximize its return per unit of the constraint. 

   Answer (C) is incorrect because the contribution 

   margin ratio is only important as it translates to 

   dollars. A high margin on a low sales volume will not 

   be profitable. 

   Answer (D) is correct. When demand far exceeds a 

   company's ability to supply the marketplace, 

   management will want to maximize its profits per unit 

   of scarce resource. If the scarce resource is raw 

   materials, the products that provide the greatest 

   contribution margin per unit of raw materials are the 

   products to emphasize. If machine hours are the 

   constraint, profits are maximized by emphasizing the 

   contribution margin per machine hour. 

[239] Source: Publisher 

   Answer (A) is incorrect because $375,000 is based 

   on the contribution margin of Product A only rather 

   than a weighted average. 

   Answer (B) is correct. Sales = FC + VC. The 

   proportion of each product's sales must be 

   considered.

               S  =  $150,000 + 0.75S(0.60) + 0.25S(0.85)

               S  =  $150,000 + 0.45S + 0.2125S

     S - 0.6625S  =  $150,000

         0.3375S  =  $150,000

               S  =  $444,444

   Answer (C) is incorrect because $500,000 is based 

   on half of the required sales at B's contribution 

   margin. 

   Answer (D) is incorrect because $545,455 is based 

   on an unweighted average of the two contribution 

   margins. 

[240] Source: Publisher 

   Answer (A) is incorrect because $480 is the 

   contribution margin. 

   Answer (B) is incorrect because $480 is the 

   contribution margin. 

   Answer (C) is correct. The contribution margin in a 

   breakeven analysis can be found by taking the 

   revenues per person and subtracting the variable cost 

   per person. In this case, it would be $500 - $20 = 

   $480. 

   Answer (D) is incorrect because $480 is the 

   contribution margin. 

[241] Source: Publisher 

   Answer (A) is incorrect because 408 is found by not 

   subtracting variable costs from revenues to get the 

   contribution margin. 

   Answer (B) is incorrect because 417 is found by not 

   including the $4,000 of entertainment expenses in the 

   fixed cost. 

   Answer (C) is correct. The breakeven formula 

   equates operating income with revenues minus fixed 

   costs minus variable costs. By setting operating 

   income equal to 0, the number needed to breakeven 

   can be found.

        OI  =  R - FC - VC, or

        $0  =  $500x - $204,000 - $20x

     $480x  =  $204,000

         x  =  425

   Answer (D) is incorrect because 443 is found by 

   subtracting variable cost from the contribution margin. 

[242] Source: Publisher 

   Answer (A) is incorrect because 404 guests is found 

   by subtracting the $10,000 of desired income from 

   the fixed costs. 

   Answer (B) is incorrect because 425 guests is the 

   amount needed to break even. 

   Answer (C) is incorrect because 428 guests is found 

   by not subtracting the variable costs per person from 

   the revenues per person to get the contribution 

   margin. 

   Answer (D) is correct. The breakeven formula 

   equates operating income with revenues minus fixed 

   costs minus variable costs. By setting operating 

   income equal to the desired amount of income, the 

   number of guests required can be discovered.

          OI  =  R - FC - VC, or

     $10,000  =  $500x - $204,000 - $20x

       $480x  =  $214,000

           x  =  445.83 or 446 (cannot have .83 of a person)

[243] Source: Publisher 

   Answer (A) is incorrect because 200 ticket sales is 

   found by not subtracting the variable cost per person 

   from the revenues per person. 

   Answer (B) is correct. In a breakeven analysis, set 

   the operating income equal to 0 and equate it with 

   revenues minus fixed costs minus variable costs. The 

   breakeven point is therefore

     $0  =  $10x - $2,000 - $2x

    $8x  =  $2,000

      x  =  250

   Answer (C) is incorrect because 250 ticket sales is 

   the amount needed to break even. 

   Answer (D) is incorrect because 250 ticket sales is 

   the amount needed to break even. 

[244] Source: Publisher 

   Answer (A) is incorrect because 343 ticket sales is 

   found by not subtracting the variable cost per person 

   from the revenues per person. 

   Answer (B) is incorrect because 400 ticket sales is 

   the amount needed to break even. 

   Answer (C) is incorrect because 400 ticket sales is 

   the amount needed to break even. 

   Answer (D) is correct. In a breakeven analysis, set 

   the operating income equal to 0 and equate it with 

   revenues minus fixed costs minus variable costs. The 

   breakeven point is therefore

       $0  =  $14x - $4,800 - $2x

     $12x  =  $4,800

        x  =  400

[245] Source: Publisher 

   Answer (A) is incorrect because 300 ticket sales is 

   found by not subtracting the variable cost from 

   revenue in the small venue, and 429 ticket sales is 

   found by not subtracting the variable cost from 

   revenues in the large venue. 

   Answer (B) is incorrect because 429 ticket sales is 

   found by not subtracting the variable cost from 

   revenues in the large venue. 

   Answer (C) is correct. The breakeven formula 

   equates operating income with revenue minus fixed 

   costs minus variable cost. In this problem, set 

   operating income to $1,000 dollars and solve:

   Small

   -----

   $1,000  =  $10x - $2,000 - $2x

      $8x  =  $3,000

        x  =  375

   Large

   -----

   $1,000  =  $14x - $5,000 - $2x

     $12x  =  $6,000

        x  =  500

   Answer (D) is incorrect because 300 ticket sales is 

   found by not subtracting the variable cost from 

   revenue in the small venue. 

[246] Source: Publisher 

   Answer (A) is incorrect because $155 ignores the 

   variable manufacturing overhead from total variable 

   costs. 

   Answer (B) is correct. With the assumption that idle 

   capacity is sufficient to manufacture 2,000 extra units, 

   the goal is to find a minimum price that will not affect 

   the price or quantity of other units sold. This minimum 

   price is equal to the sum of the variable costs, $205. 

   Answer (C) is incorrect because $230 is the amount 

   of the total costs, not the total variable costs. 

   Answer (D) is incorrect because $300 is the normal 

   selling price. 

[247] Source: Publisher 

   Answer (A) is incorrect because $205 is the 

   minimum price at less than full capacity. 

   Answer (B) is incorrect because $230 is the unit cost 

   at full capacity. 

   Answer (C) is correct. To determine the minimum 

   price per unit, while at full capacity, the differential 

   costs must be found. The total cost of producing 

   12,000 units is $2,820,000 {12,000 units x [$205 

   variable cost + 1.2($25 fixed cost)]}. Thus, the total 

   differential cost is $520,000 ($2,820,000 - 

   $2,300,000), and the unit differential cost is $260 

   ($520,000 ・2,000 units). 

   Answer (D) is incorrect because $300 is the price for 

   regular orders. 

[248] Source: Publisher 

   Answer (A) is incorrect because 400 tons used only 

   fixed manufacturing costs rather than all fixed costs. 

   Answer (B) is correct. The breakeven formula sets 

   sales equal to the sum of fixed and variable costs. 

   Thus, sales equal $247,500 plus 0.55S. The variable 

   costs of $495,000 are 55% of the total sales of 

   $900,000. Working through the formula, sales are 

   equal to $550,000. Because 1,800 tons were sold 

   for $900,000, the selling price is $500 per ton 

   ($900,000 ・1,800 tons). The breakeven point in 

   tons is the breakeven point in dollars of $550,000 

   divided by $500 per ton, or 1,100 tons.

         S  =  $247,500 + 0.55S

     0.45S  =  $247,500

         S  =  $550,000

   Answer (C) is incorrect because 900 tons used 

   variable costs in the denominator instead of 

   contribution margin. 

   Answer (D) is incorrect because 550 tons is half of 

   the breakeven level. 

[249] Source: Publisher 

   Answer (A) is correct. Because the selling price is 

   $500 per ton, sales will be $1,050,000. The 

   contribution margin ratio is 45% ($405,000 ・

   $900,000), resulting in a contribution margin of 

   $472,500. Net income before taxes is the 

   contribution margin minus fixed costs of $247,500, 

   which equals $225,000. Net income is $135,000 

   [(1.0 - 40%) tax rate x $225,000].

        S  =  2,100 x $500  =  $1,050,000

       CM  =  0.45 x $1,050,000  =  $472,500

     NIBT  =  $472,500 - $247,500  =  $225,000

       NI  =  0.60 x $225,000  =  $135,000

   Answer (B) is incorrect because $110,250 inverses 

   the variable cost and contribution margin. 

   Answer (C) is incorrect because $283,500 fails to 

   deduct non-manufacturing fixed costs. 

   Answer (D) is incorrect because $184,500 fails to 

   deduct some fixed costs. 

[250] Source: Publisher 

   Answer (A) is incorrect because $297,500 fails to 

   deduct selling expenses. 

   Answer (B) is incorrect because $252,000 ignores 

   administrative expenses. 

   Answer (C) is correct. Total sales equal $1,425,000. 

   The unit variable cost of sales is $275 (55% of 

   $500), and total variable cost of sales is $825,000 

   ($275 x 3,000 units). The contribution margin is 

   $1,425,000 of sales minus $825,000 cost of sales. 

   Net income before taxes is $600,000 minus 

   $247,500 fixed costs, or $352,500. Net income is 

   60% (1.0 - 40% tax rate) of the net income before 

   taxes of $352,500, or $211,500.

        S  =  (1,500 x $450) + (1,500 x $500)  =  $1,425,000

     COGS  =  (3,000 x $275)  =  $825,000

       CM  =  $1,425,000 - $825,000  =  $600,000

     NIBT  =  $600,000 - $247,500  =  $352,500

       NI  =  0.60 x $352,500  =  $211,500

   Answer (D) is incorrect because $256,500 mixes 

   variable costs and contribution margin. 

[251] Source: Publisher 

   Answer (A) is correct. Given that $61,500 is 

   required for advertising and promotion, these are 

   fixed costs that will have to be covered by the 

   contribution margin for sales in the new market of 

   $200 each. The unit contribution margin for regular 

   sales was $225 (45% x $500 selling price), and there 

   is a $25 additional variable commission expense for 

   sales in the new territory. The 45% contribution 

   margin is computed by dividing the $405,000 

   contribution margin by the $900,000 of sales. Thus, 

   the new unit contribution of $200 is divided into 

   $61,500 of incremental fixed costs, resulting in 

   additional sales from the new program of 307.5 tons 

   at the breakeven point. 

   Answer (B) is incorrect because 1,095.0 tons would 

   result in a greater profit. 

   Answer (C) is incorrect because 273.333 tons 

   ignores the increased commissions in the new 

   territory. 

   Answer (D) is incorrect because 1,545.0 tons results 

   in increased income. 

[252] Source: Publisher 

   Answer (A) is incorrect because 990 tons ignores the 

   increase in fixed costs. 

   Answer (B) is correct. The new manufacturing fixed 

   cost would be $306,000. The new contribution 

   margin would be $250 per unit, which is the old 

   contribution margin of $225 plus the $25 of variable 

   cost savings per ton. Thus, the new breakeven point 

   would be $306,000 of fixed costs divided by the new 

   $250 contribution margin per unit, or 1,224 tons.

      FC  =  $247,500 + $58,500  =  $306,000

     UCM  =  $225 + $25  =  $250

      BE  =  $306,000 ・$250  =  1,224 tons

   Answer (C) is incorrect because 1,854 tons would 

   produce a profit. 

   Answer (D) is incorrect because 612 tons is half the 

   breakeven level. 

[253] Source: Publisher 

   Answer (A) is incorrect because it results in an 

   income of less than $94,500. 

   Answer (B) is incorrect because it results in an 

   income of less than $94,500. 

   Answer (C) is incorrect because $1,500,000 results 

   in an income above $94,500. 

   Answer (D) is correct. The selling price per unit will 

   decrease from $500 to $450. The unit variable costs 

   will increase from $275 to $315. Also, $157,500 of 

   pretax profit is required to obtain $94,500 of 

   after-tax profit [$94,500 ・(1.0 - 40% tax rate)]. 

   Thus, the number of units to be sold equals 3,000 

   [($247,500 FC + $157,500 pretax profit) ・($450 - 

   $315) UCM] . Multiplying 3,000 by the selling price 

   of $450 results in $1,350,000 of sales. 

[254] Source: Publisher 

   Answer (A) is incorrect because a 700-hour 

   deficiency is found by subtracting available labor 

   hours from available machine hours. 

   Answer (B) is correct. The excess (deficiency) for 

   machine hours in a given department is found by 

   initially multiplying machine hours required per unit for 

   that product by demand for that product. In this case, 

   the total would be 1,000 for 611, 400 for 613, and 

   2,000 for 615. The next step is to add these numbers 

   together to get 3,400, and subtract that from machine 

   hours available, 3,000. Therefore, the excess 

   (deficiency) for machine hours would be 3,000 hours 

   - 3,400 hours to get a 400-hour deficiency. 

   Answer (C) is incorrect because 0-hour excess is 

   found by not including the 400 hours from product 

   613. 

   Answer (D) is incorrect because 1,100-hour excess 

   is found by not multiplying the demand for the 

   products by hours required per unit to produce that 

   product. 

[255] Source: Publisher 

   Answer (A) is incorrect because a 100-hour 

   deficiency is found by adding the 400-hour deficiency 

   in machine hours with the 300-hour excess in labor 

   hours. 

   Answer (B) is correct. The excess (deficiency) for 

   labor hours in a given department is found by initially 

   multiplying the labor hours required to produce a 

   product by the demand for that product. The totals 

   would then be 1,000 for product 611, 400 for 

   product 613, and 2,000 for product 615. The totals 

   are then added together to get 3,400 hours. This 

   number is then subtracted from labor hours available, 

   3,700, to get an excess of 300 labor hours. 

   Answer (C) is incorrect because a 700-hour excess 

   is found by subtracting machine hours available from 

   labor hours available. 

   Answer (D) is incorrect because an 1,800-hour 

   excess is found by not multiplying the labor hours 

   required to produce a product by the demand for that 

   product. 

[256] Source: Publisher 

   Answer (A) is correct. The contribution per machine 

   hour of a given product is found by initially calculating 

   the contribution margin. Product 615 has a selling 

   price of $167 and variable costs of $97. This gives a 

   contribution margin of $70 ($167 - $97). The 

   contribution per machine hour is then found by 

   dividing the contribution per unit by the machine 

   hours required to produce that product, or $70 

   divided by 2 hours to give a contribution per machine 

   hour of $35. 

   Answer (B) is incorrect because $70 is the 

   contribution margin. 

   Answer (C) is incorrect because $97 is the amount of 

   variable costs for product 615. 

   Answer (D) is incorrect because $167 is the selling 

   price of product 615. 

[257] Source: Publisher 

   Answer (A) is incorrect because 400 units is the 

   amount of product 613 produced. 

   Answer (B) is incorrect because 500 units is the 

   amount of product 611 produced. 

   Answer (C) is correct. When a company has a 

   scarce resource machine hour capacity, the company 

   should maximize contribution per machine hour to 

   maximize overall profits. Because product 615 has 

   the lowest contribution per machine hour of the three 

   products, product 615 will be produced using the 

   remaining hours after product 613 and product 611 

   have been produced to equal demand. Therefore, the 

   400 hours needed to produce product 613 and the 

   1,000 hours needed to produce product 611 are 

   subtracted from the 3,000 available machine hours. 

   This leaves a total of 1,600 machine hours for 

   product 615, which equates to 800 units being 

   produced. 

   Answer (D) is incorrect because 1,000 units is the 

   amount of product 615 that is demanded. 

[258] Source: Publisher 

   Answer (A) is incorrect because $71,250 is found by 

   multiplying the number of products produced by the 

   contribution per machine hour. 

   Answer (B) is correct. The number of units being 

   produced for each product multiplied by the 

   contribution margin of the respective product will 

   equate to the contribution of that product. The 

   accumulation of the product contributions will give the 

   total contribution of a department:

   Product 613 (400 x $50)  $ 20,000

   Product 611 (500 x $93)    46,500

   Product 615 (800 x $70)    56,000

                            --------

                            $122,500

                            ========

   Answer (C) is incorrect because $136,500 is found 

   by incorrectly producing 1,000 units of product 615. 

   Answer (D) is incorrect because $280,800 is found 

   by multiplying the number of products produced by 

   the unit selling price. 

[259] Source: Publisher 

   Answer (A) is incorrect because 10,000 hours is 

   found by dividing the direct labor per pressure valve 

   by the manufacturing overhead rate to find the 

   standard direct labor hour per finished valve. 

   Answer (B) is correct. The manufacturing overhead 

   rate is $18 per standard direct labor hour and the 

   standard product cost includes $9 of manufacturing 

   overhead per pressure valve. Accordingly, the 

   standard direct labor hour per finished valve is ｽ 

   hour ($9 ・$18). Therefore, 30,000 units per month 

   would require 15,000 direct labor hours. 

   Answer (C) is incorrect because 30,000 is the 

   number of pressure valves produced in a month. 

   Answer (D) is incorrect because 120,000 is the total 

   number of valves ordered. 

[260] Source: Publisher 

   Answer (A) is incorrect because a $168,000 loss is 

   found by using a variable overhead rate of $9 per 

   unit. 

   Answer (B) is incorrect because a $120,000 loss is 

   found by using a variable overhead rate of $9 per 

   unit. 

   Answer (C) is correct. The incremental revenue is 

   found by taking the $19 per unit price and multiplying 

   it by the 120,000 units ordered. Then, the variable 

   costs per unit are multiplied by 120,000 to get a 

   $600,000 cost for materials ($5 x 120,000), a 

   $720,000 cost for labor ($6 x 120,000), and a 

   $360,000 cost for overhead ($3 x 120,000). The 

   variable costs are added to the additional fixed 

   overhead cost of $48,000 (4 months x $12,000) to 

   get a total incremental cost of $1,728,000. Then, the 

   total cost is subtracted from the revenue to get an 

   incremental profit before tax of $552,000 

   ($2,280,000 - $1,728,000). 

   Answer (D) is incorrect because a $600,000 profit is 

   found by not subtracting the fixed overhead. 

[261] Source: Publisher 

   Answer (A) is incorrect because $14 is found by not 

   adding the fixed cost. 

   Answer (B) is correct. The minimum unit price 

   without reducing net income must cover variable 

   costs plus the additional fixed cost. Therefore, the 

   three variable costs of $5.00 for direct materials, 

   $6.00 for direct labor, and $3.00 for variable 

   overhead are added to the additional fixed cost per 

   unit $.40 ($48,000 ・120,000). The total is $14.40. 

   Answer (C) is incorrect because $20 is found by 

   using a variable overhead rate of $9 and ignoring 

   fixed overhead. 

   Answer (D) is incorrect because $20.40 is found by 

   using a variable overhead rate of $9. 

