PART 3B
PLANNING AND BUDGETING

322 QUESTIONS

[1] Source: CMA 1291 3-19 

A distinction between forecasting and planning 

   A. Is not valid because they are synonyms. 

   B. Arises because forecasting covers the short-term 

   and planning does not. 

   C. Is that forecasts are used in planning. 

   D. Is that forecasting is a management activity 

   whereas planning is a technical activity. 

[2] Source: Publisher 

The management of a company is planning a significant 

organizational change. Management should not make the 

mistake of 

   A. Giving substantial advance notice of the change to 

   affected employees. 

   B. Avoiding participation by affected employees in 

   planning and implementing the change. 

   C. Fully communicating the reasons for the change, 

   its exact nature, and its expected results. 

   D. Providing assurances about possible economic 

   impact on employees. 

[3] Source: CMA 0692 3-12 

Strategy is a broad term that usually means the selection of 

overall objectives. Strategic analysis ordinarily excludes the 

   A. Trends that will affect the entity's markets. 

   B. Target product mix and production schedule to be 

   maintained during the year. 

   C. Forms of organizational structure that would best 

   serve the entity. 

   D. Best ways to invest in research, design, 

   production, distribution, marketing, and administrative 

   activities. 

[4] Source: CMA 0693 3-6 

Certain phases of the planning process should be 

formalized for all of the following reasons except that 

   A. Informal plans and goals lack the necessary 

   precision, understanding, and consistency. 

   B. Formal plans can act as a constraint on the 

   decision-making freedom of managers and 

   supervisors. 

   C. Formalization requires the establishment and 

   observance of deadlines for decision making and 

   planning. 

   D. Formalization provides a logical basis for rational 

   flexibility in planning. 

[5] Source: CMA 0694 3-14 

Which one of the following management considerations is 

usually addressed first in strategic planning? 

   A. Outsourcing. 

   B. Overall objectives of the firm. 

   C. Organizational structure. 

   D. Recent annual budgets. 

[6] Source: CMA 1294 3-14 

All of the following are characteristics of the strategic 

planning process except the 

   A. Emphasis on long run. 

   B. Analysis of external economic factors. 

   C. Review of the attributes and behavior of the 

   organization's competition. 

   D. Analysis and review of departmental budgets. 

[7] Source: CMA 0695 3-13 

Strategic planning, as practiced by most modern 

organizations, includes all of the following except 

   A. Top-level management participation. 

   B. A long-term focus. 

   C. Strategies that will help in achieving long-range 

   goals. 

   D. Analysis of the current month's actual variances 

   from budget. 

[8] Source: CMA 0693 3-9 

A firm's statement of broad objectives or mission statement 

should accomplish all of the following except 

   A. Outlining strategies for technological development, 

   market expansion, and product differentiation. 

   B. Defining the purpose of the company. 

   C. Providing an overall guide to those in high-level, 

   decision-making positions. 

   D. Stating the moral and ethical principles that guide 

   the actions of the firm. 

[9] Source: CMA 1291 4-21 

A company is designing a new regional distribution 

warehouse. To minimize delays in loading and unloading 

trucks, an adequate number of loading docks must be built. 

The most relevant technique to assist in determining the 

proper number of docks is 

   A. Correlation and regression analysis. 

   B. Cost-volume-profit analysis. 

   C. PERT/cost analysis. 

   D. Queuing theory. 

[10] Source: Publisher 

Managers must make decisions in many different situations. 

A manager must make a subjective decision when the 

environment is one in which 

   A. Uncertainty exists. 

   B. Risk exists. 

   C. Certainty may be achieved. 

   D. Probabilities can be calculated. 

[11] Source: Publisher 

Rational decision making is a multi-step process. In which 

stage of this process will effective communication to 

persons affected by the decision be most important? 

   A. Evaluating possible solutions. 

   B. Defining the problem. 

   C. Following up. 

   D. Gathering relevant information. 

[12] Source: Publisher 

Organizational change must be considered in the light of 

potential employee resistance. Resistance 

   A. May occur although employees will benefit from 

   the change. 

   B. Will be greatest when informal groups are 

   weakest. 

   C. Will be insignificant if no economic loss by 

   employees is expected. 

   D. Is centered mostly on perceived threats to 

   psychological needs. 

[13] Source: Publisher 

Resistance by employees to organizational change can be 

overcome if management 

   A. Makes the change as quickly as possible. 

   B. Communicates with employees only on a 

   need-to-know basis. 

   C. Allows as much participation by those affected as 

   possible. 

   D. Unilaterally imposes the change. 

[14] 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 onto 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. 

[15] Source: CIA 0596 II-35 

A company has recently introduced total quality 

management (TQM). The company's top management 

wants to determine a new and innovative approach to 

foster total participation throughout the company. 

Management should 

   A. Seek isolation from all distractions in order to 

   think the problem through. 

   B. Bring the employees together for a brainstorming 

   session. 

   C. Rely on themselves to develop a new approach. 

   D. Use a disciplined problem-solving approach. 

[16] Source: CIA 0592 III-86 

A company wishes to determine what advertising mix of 

radio, television and newspapers offers the optimal desired 

result in increased sales and improved public image. Which 

of the following techniques is most appropriate to use? 

   A. Synectics. 

   B. Value analysis. 

   C. Brainstorming. 

   D. Forced relationship. 

[17] 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. 

[18] 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. 

[19] Source: CIA 0592 III-74 

A chief executive officer (CEO) believes that a major 

competitor may be planning a new campaign. The CEO 

sends a questionnaire to key personnel asking for original 

thinking concerning what the new campaign may be. The 

CEO selects the best possibilities then sends another 

questionnaire asking for the most likely option. The process 

employed by the CEO is called the 

   A. Least squares technique. 

   B. Delphi technique. 

   C. Maximum likelihood technique. 

   D. Optimizing of expected payoffs. 

[20] 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. 

[21] 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. 

[22] Source: CIA 0595 II-33 

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 employee can recommend 

   alternatives such that the decision 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. 

[23] Source: CIA 0595 II-37 

Which of the following is not an assumption that is made 

when assuming rationality on the part of the company? 

   A. The company 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 

   weight assigned to them are stable over time. 

   D. The company seeks solutions that minimize 

   conflict. 

[24] Source: CIA 1195 III-17 

An organization's policies and procedures are part of its 

overall system of internal controls. The control function 

performed by policies and procedures is 

   A. Feedforward control. 

   B. Implementation control. 

   C. Feedback control. 

   D. Application control. 

[25] Source: CIA 1193 III-4 

The management of an organization has stated that two 

members of the same family may not be employed in the 

same department. Identify the component of organizational 

planning that is being demonstrated by management's 

action. 

   A. A strategy. 

   B. A policy. 

   C. An objective. 

   D. A mission statement. 

[26] Source: CIA 1195 III-6 

Formal written policies are normally recommended. 

However, the presence of certain conditions in an 

organization minimizes the need for written policies. One 

condition that minimizes the need for written policies is 

   A. A high division of labor. 

   B. A strong organizational culture. 

   C. A large span of control. 

   D. A strict unity of command. 

[27] Source: CIA 1196 III-17 

In an organization with empowered work teams, 

organizational policies 

   A. hould define the limits or constraints within which 

   the work teams must act if they are to remain 

   self-directing. 

   B. ecome more important than ever. Without clear 

   rules to follow, empowered work teams are almost 

   certain to make mistakes. 

   C. hould be few or none. The work teams should 

   have the freedom to make their own decisions. 

   D. hould be set by the teams themselves in periodic 

   joint meetings. 

[28] Source: CIA 0596 III-3 

Policies and procedures provide guidance to management 

and employees. Would policies and procedures normally 

be found for the senior management of a multinational 

organization? 

   A. Yes, all policies and procedures are developed by 

   senior management. 

   B. No, senior management develops policies and 

   procedures for lower levels only. 

   C. Yes, policies and procedures are used throughout 

   an organization's ranks. 

   D. No, only middle managers and below develop and 

   use policies and procedures. 

[29] Source: CIA 1194 III-61 

A company is deciding whether to purchase an automated 

machine to manufacture one of its products cash flows from 

this decision depend on several factors, interactions among 

those factors, and the probabilities associated with different 

levels of those factors. The method that the company 

should use to evaluate the distribution of net cash flows 

from this decision and changes in net cash flows resulting 

from changes in levels of various factors is 

   A. Simulation and sensitivity analysis. 

   B. Linear programming. 

   C. Correlation analysis. 

   D. Differential analysis. 

[30] Source: CMA 0696 3-13 

The first step in the sales planning process is to 

   A. Assemble all the data that are relevant in 

   developing a comprehensive sales plan. 

   B. Develop management guidelines specific to sales 

   planning, including the sales planning process and 

   planning responsibilities. 

   C. Prepare a sales forecast consistent with specified 

   forecasting guidelines, including assumptions. 

   D. Secure managerial commitment to attain the goals 

   specified in the comprehensive sales plan. 

[31] Source: CMA 0696 3-11 

In planning and controlling capital expenditures, the most 

logical sequence is to begin with 

   A. Analyzing capital addition proposals. 

   B. Making capital expenditure decisions. 

   C. Analyzing and evaluating all promising alternatives. 

   D. Identifying capital addition projects and other 

   capital needs. 

[32] Source: CMA 1296 3-11 

Which one of the following reasons is not a significant 

reason for planning in an organization? 

   A. Promoting coordination among operating units. 

   B. Forcing managers to consider expected future 

   trends and conditions. 

   C. Developing a basis for controlling operations. 

   D. Monitoring profitable operations. 

[33] Source: Publisher 

Strategic planning is 

   A. Short term. 

   B. Operational. 

   C. Long term. 

   D. Informal. 

[34] Source: Publisher 

Which of the following activities would likely not be a 

consideration in strategic planning? 

   A. New product development. 

   B. Capital budgeting. 

   C. Mergers. 

   D. Materials procurement. 

[35] Source: CMA 0689 5-24 

The primary difference between PERT and CPM is that 

   A. CPM uses probabilities on the activity times and 

   PERT does not. 

   B. PERT considers activity costs and CPM does not. 

   C. PERT can assign probabilities to activity times and 

   CPM does not. 

   D. CPM considers activity costs and PERT does not. 

[36] Source: CMA 1287 5-26 

PERT is widely used to plan and measure progress toward 

scheduled events. PERT is combined with cost data to 

produce a PERT-cost analysis to 

   A. Calculate the total project cost inclusive of the 

   additional slack time. 

   B. Evaluate and optimize trade-offs between time of 

   an event's completion and its cost to complete. 

   C. Implement computer-integrated manufacturing 

   concepts. 

   D. Calculate expected activity times. 

[37] Source: CMA 1291 4-16 

The critical path through a network is 

   A. The longest path through the network. 

   B. The path with the most slack. 

   C. The path with the most variability in estimated 

   times. 

   D. The least cost path. 

[38] Source: CMA 0689 5-25 

A Gantt chart 

   A. Shows the critical path for a project. 

   B. Is used for determining an optimal product mix. 

   C. Shows only the activities along the critical path of 

   a network. 

   D. Does not necessarily show the critical path 

   through a network. 

[39] Source: CIA 1191 III-37 

In a critical path analysis, if slack time in an activity exists, 

the activity 

   A. Is not essential to the overall project. 

   B. Is a backup activity to replace a main activity 

   should it fail. 

   C. Could be delayed without delaying the overall 

   project. 

   D. Involves essentially no time to complete. 

[40] Source: CMA 0688 5-16 

When making a cost/time trade-off in PERT analysis, the 

first activity that should be crashed is the activity 

   A. On the critical path with the lowest unit crash cost. 

   B. On the critical path with the maximum possible 

   time reduction. 

   C. With the lowest unit crash cost. 

   D. With the largest amount of slack. 

[41] Source: CMA 1288 5-24 

California Building Corporation uses the critical path 

method to monitor construction jobs. The company is 

currently 2 weeks behind schedule on Job #181, which is 

subject to a$10,500-per-week completion penalty. Path 

A-B-C-F-G-H-I has a normal completion time of 20 

weeks, and critical path A-D-E-F- G-H-I has a normal 

completion time of 22 weeks. The following activities can 

be crashed.

             Cost to Crash   Cost to Crash

Activities      1 Week          2 Weeks

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

    BC          $ 8,000         $15,000

    DE           10,000          19,600

    EF            8,800          19,500

California Building desires to reduce the normal completion 

time of Job #181 and, at the same time, report the highest 

possible income for the year. California Building should 

crash 

   A. Activity BC 1 week and activity EF 1 week. 

   B. Activity DE 1 week and activity BC 1 week. 

   C. Activity EF 2 weeks. 

   D. Activity DE 1 week and activity EF 1 week. 

[42] Source: CMA 1291 4-17 

A company is planning a multi-phase construction project. 

The time estimates for a particular phase of the project are:

   Optimistic     2 months

   Most likely    4 months

   Pessimistic    9 months

Using the Program Evaluation Review Technique (PERT), 

the expected completion time for this particular phase is 

   A. 4 months. 

   B. 4-1/2 months. 

   C. 5 months. 

   D. 9 months. 

[43] Source: CMA 0688 5-13 

In a PERT network, the optimistic time for a particular 

activity is 9 weeks, and the pessimistic time is 21 weeks. 

Which one of the following is the best estimate of the 

standard deviation for the activity? 

   A. 2 

   B. 6 

   C. 9 

   D. 12 

[44] Source: CMA 0688 5-17 

A PERT network has only two activities on its critical path. 

These activities have standard deviations of 6 and 8, 

respectively. The standard deviation of the project 

completion time is 

   A. 7 

   B. 10 

   C. 14 

   D. 48 

[45] Source: CIA 0592 III-69 

Activity scheduling information for the installation of a new 

computer system is given below.

            Immediate     Duration

Activity   Predecessor     (Days)

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

   A           ---           4

   B           ---           3

   C            A            9

   D            A            6

   E          B, D           5

For this project, the critical path is 

   A. A-C. 

   B. B-E. 

   C. A-D-E. 

   D. B-D-C. 

[46] Source: Publisher 

Zero-based budgeting forces managers to 

   A. Estimate a product's revenues and expenses over 

   its expected life cycle. 

   B. Prepare a budget based on historical costs. 

   C. Formulate a budget by objective rather than 

   function. 

   D. Justify all expenditures at the beginning of every 

   budget period. 

[47] Source: Publisher 

Which of the following statements regarding budgets is 

false? 

   A. Budgets present organizational plans in a formal, 

   logical, and integrated manner. 

   B. Budgets are used only as a planning function. 

   C. Budgets may be developed for cash flows or 

   labor usage. 

   D. A budget is a plan that contains a quantitative 

   statement of expected results. 

[48] Source: Publisher 

Which of the following statements with regard to human 

resource accounting (HRA) is false? 

   A. A cost-based HRA system views employee 

   recruiting and training costs as having long-term 

   benefits to the company. 

   B. HRA capitalizes employee recruiting and training 

   costs and amortizes them over the working lives of 

   employees. 

   C. If employees are apt to be needed again in the 

   near future, an HRA system provides management 

   with an idea of the amount of future training costs that 

   could be avoided by keeping the present employees 

   on the payroll when they are not needed. 

   D. Because recruiting and training costs are sunk 

   costs, an HRA system should play no role in deciding 

   whether to terminate employees. 

[49] Source: CMA 0691 3-14 

All types of organizations can benefit from budgeting. A 

major difference between governmental budgeting and 

business budgeting is that 

   A. Business budgeting is required by the SEC. 

   B. Governmental budgeting is usually done on a 

   zero-base. 

   C. Business budgeting can be used to measure 

   progress in achieving company objectives, whereas 

   governmental budgeting cannot be used to measure 

   progress in achieving objectives. 

   D. Governmental budgeting usually represents a legal 

   limit on proposed expenditures. 

[50] Source: CMA 0691 3-5 

Kallert Manufacturing currently uses the company's budget 

only as a planning tool. decided that it would be beneficial 

to also use budgets for control purposes. In order to 

implement this change, the management accountant must 

   A. Appoint a budget director. 

   B. Organize a budget committee. 

   C. Develop forecasting procedures. 

   D. Synchronize the budgeting and accounting system 

   with the organizational structure. 

[51] Source: CMA 1291 3-21 

A planning calendar in budgeting is the 

   A. Calendar period covered by the budget. 

   B. Schedule of activities for the development and 

   adoption of the budget. 

   C. Calendar period covered by the annual budget 

   and the long-range plan. 

   D. Sales forecast by months in the annual budget 

   period. 

[52] Source: Publisher 

The controller of JoyCo has requested a quick estimate of 

the manufacturing supplies needed for the Morton Plant for 

the month of July when production is expected to be 

470,000 units to meet the ending inventory requirements 

and sales of 475,000 units. JoyCo's budget analyst has the 

following actual data for the last 3 months:

                 Production         Manufacturing

   Month         in Units              Supplies

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

   March          450,000              $723,060

   April          540,000               853,560

   May            480,000               766,560

Using these data and the high-low method to develop a 

cost estimating equation, the estimate of needed 

manufacturing supplies for July would be 

   A. $652,500. 

   B. $681,500. 

   C. $749,180 

   D. $752,060 

[53] Source: CMA 0692 3-7 

The budget that describes the long-term position, goals, 

and objectives of an entity within its environment is the 

   A. Capital budget. 

   B. Operating budget. 

   C. Cash management budget. 

   D. Strategic budget. 

[54] Source: CMA 0692 3-8 

The budget that is usually the most difficult to forecast is the 

   A. Production budget. 

   B. Expense budget. 

   C. Sales budget. 

   D. Manufacturing overhead budget. 

[55] Source: CMA 0692 3-9 

The preparation of a comprehensive master budget 

culminates with the preparation of the 

   A. Production budget. 

   B. Capital investment budget. 

   C. Cash management and working capital budget. 

   D. Strategic budget. 

[56] Source: CMA 0692 3-10 

Which one of the following may be considered an 

independent item in the preparation of the master budget? 

   A. Ending inventory budget. 

   B. Capital investment budget. 

   C. Pro forma income statement. 

   D. Pro forma statement of financial position. 

[57] Source: CMA 0692 3-11 

Which one of the following is usually not cited as being an 

advantage of a formal budgetary process? 

   A. Forces management to evaluate the 

   reasonableness of assumptions used and goals 

   identified in the budgetary process. 

   B. Ensures improved cost control within the 

   organization and prevents inefficiencies. 

   C. Provides a formal benchmark to be used for 

   feedback and perform 

   D. Serves as a coordination and communication 

   device between management and subordinates. 

[58] Source: CMA 0692 3-13 

Ordinarily, the most appropriate basis on which to evaluate 

the performance of a division manager is the division's 

   A. Contribution margin. 

   B. Net revenue minus controllable division costs. 

   C. Gross profit. 

   D. Net income minus the division's fixed costs. 

[Fact Pattern #1]

Pardise Company, which budgets on an annual basis for its 

fiscal year. The following beginning and ending inventory 

levels (in units) are planned for the fiscal year of July 1, 

year 1 through June 30, year 3:

                    July 1, year 1    June 30, year 3

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

Raw material*           40,000           50,000

Work-in-process         10,000           20,000

Finished goods          80,000           50,000

*Two units of raw materials are needed to produce each

unit of finished product.

[59] Source: CMA 0692 3-29 

(Refers to Fact Pattern #1)

If Pardise Company plans to sell 480,000 units during the 

fiscal year, the number of units it will have to manufacture 

during the year is 

   A. 440,000 units. 

   B. 480,000 units. 

   C. 510,000 units. 

   D. 450,000 units. 

[60] Source: CMA 0692 3-30 

(Refers to Fact Pattern #1)

If 500,000 complete units were to be manufactured during 

year 1-2 by Pardise Company, the number of units of raw 

materials to be purchased is 

   A. 1,000,000 units. 

   B. 1,020,000 units. 

   C. 1,010,000 units. 

   D. 990,000 units. 

[61] Source: CMA 1292 3-9 

The information contained in a cost of goods manufactured 

budget most directly relates to the 

   A. Materials used, direct labor, overhead applied, 

   and ending work-in-process budgets. 

   B. Materials used, direct labor, overhead applied, 

   and work-in-process inventories budgets. 

   C. Materials used, direct labor, overhead applied, 

   work-in-process inventories, and finished goods 

   inventories budgets. 

   D. Materials used, direct labor, overhead applied, 

   and finished goods inventories budgets. 

[62] Source: CMA 1292 3-11 

Butteco has the following cost components for 100,000 

units of product for the year.

     Raw materials                    $200,000

     Direct labor                      100,000

     Manufacturing overhead            200,000

     Selling/administrative expense    150,000

All costs are variable except for $100,000 of 

manufacturing overhead and $100,000 of selling and 

administrative expenses. The total costs to produce and sell 

110,000 units are 

   A. $650,000. 

   B. $715,000. 

   C. $695,000. 

   D. $540,000. 

[63] Source: CMA 0693 3-22 

Which one of the following is not considered to be a benefit 

of participative budgeting? 

   A. Individuals at all organizational levels are 

   recognized as being part of the team; this results in 

   greater support of the organization. 

   B. The budget estimates are prepared by those in 

   direct contact with various activities. 

   C. Managers are more motivated to reach the budget 

   goals since they participated in setting them. 

   D. When managers set the final targets for the 

   budget, top management need not be concerned with 

   the overall profitability of current operations. 

[64] Source: CMA 0693 3-25 

National Telephone has been forced by competition to 

drastically cut operating costs which has resulted in a 

change from static budgeting to flexible budgeting. Which 

one of the following steps will not help National Telephone 

gain maximum acceptance of the proposed budgeting 

system? 

   A. Implementing the change quickly. 

   B. Focusing departmental reports only on items that 

   are under managers' control. 

   C. Demonstrating top management support for the 

   change. 

   D. Ensuring that variances highlight good 

   performances as well as pinpoint weaknesses. 

[Fact Pattern #2]

Superflite expects April sales of its deluxe model airplane, 

the C-14, to be 402,000 units at $11 each. Each C-14 

requires three purchased components shown below.

                                   Number Needed

              Purchase Cost      for each C-14 Unit

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

 A-9             $ .50                    1

 B-6               .25                    2

 D-28             1.00                    3

Factory direct labor and variable overhead per unit of 

C-14 totals $3.00. Fixed factory overhead is $1.00 per 

unit at a production level of 500,000 units. Superflite plans 

the following beginning and ending inventories for the month 

of April and uses standard absorption costing for valuing 

inventory.

Part No.      Units at April 1       Units at April 30

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

 C-14              12,000                  10,000

 A-9               21,000                   9,000

 B-6               32,000                  10,000

 D-28              14,000                   6,000

[65] Source: CMA 1293 3-10 

(Refers to Fact Pattern #2)

The C-14 production budget for April should be based on 

the manufacture of 

   A. 390,000 units. 

   B. 400,000 units. 

   C. 402,000 units. 

   D. 424,000 units. 

[66] Source: CMA 1293 3-11 

(Refers to Fact Pattern #2)

Assume Superflite plans to manufacture 400,000 units in 

April. Superflite's April budget for the purchase of A-9 

should be 

   A. 379,000 units. 

   B. 388,000 units. 

   C. 402,000 units. 

   D. 412,000 units. 

[67] Source: CMA 0697 3-16 

After the goals of the company have been established and 

communicated, the next step in the planning process is 

development of the 

   A. Production budget. 

   B. Direct materials budget. 

   C. Selling and administrative budget. 

   D. Sales budget. 

[68] Source: Publisher 

The rational decision-making process is most often typified 

by 

   A. Perfect information. 

   B. Bounded rationality. 

   C. Selection of optimum decisions. 

   D. Choice of the least risky solution. 

[69] Source: Publisher 

A highly risk-averse decision maker will often react to 

bounded rationality by 

   A. Satisficing. 

   B. Ignoring the limiting factor. 

   C. Attempting to find the optimum solution. 

   D. Increasing the number of solutions considered. 

[70] Source: CMA Samp Q3-9 

Which one of the following planning techniques is most 

likely to be used to determine which business units will 

receive additional capital and which will be divested? 

   A. Competitive strategies model. 

   B. Portfolio matrix analysis. 

   C. Scenario development. 

   D. Situational analysis. 

[71] Source: CMA 0691 3-5 

Kallert Manufacturing currently uses the company's budget 

only as a planning tool. Management has decided that it 

would be beneficial also to use budgets for control 

purposes. In order to implement this change, the 

management accountant must 

   A. Appoint a budget director. 

   B. Organize a budget committee. 

   C. Develop forecasting procedures. 

   D. Synchronize the budgeting and accounting system 

   with the organizational structure. 

[72] Source: CMA 1292 3-8 

A budget manual, which enhances the operation of a 

budget system, is most likely to include 

   A. A chart of accounts. 

   B. Distribution instructions for budget schedules. 

   C. Employee hiring policies. 

   D. Documentation of the accounting system software. 

[73] Source: CMA 0693 3-22 

Which one of the following is not considered to be a benefit 

of participative budgeting? 

   A. Individuals at all organizational levels are 

   recognized as being part of the team; this results in 

   greater support of the organization. 

   B. The budget estimates are prepared by those in 

   direct contact with various activities. 

   C. Managers are more motivated to reach the budget 

   goals since they participated in setting them. 

   D. When managers set the final targets for the 

   budget, top management need not be concerned with 

   the overall profitability of current operations. 

[74] Source: CMA 1294 3-15 

The goals and objectives upon which an annual profit plan 

is most effectively based are 

   A. Financial measures such as net income, return on 

   investment, and earnings per share. 

   B. Quantitative measures such as growth in unit sales, 

   number of employees, and manufacturing capacity. 

   C. Qualitative measures of organizational activity such 

   as product innovation leadership, product quality 

   levels, and product safety. 

   D. A combination of financial, quantitative, and 

   qualitative measures. 

[75] Source: CMA 1295 3-1 

The process of creating a formal plan and translating goals 

into a quantitative format is 

   A. Process costing. 

   B. Budget manual preparation. 

   C. Job-order costing. 

   D. Budgeting. 

[76] Source: CMA 1291 3-21 

A planning calendar in budgeting is the 

   A. Calendar period covered by the budget. 

   B. Schedule of activities for the development and 

   adoption of the budget. 

   C. Calendar period covered by the annual budget 

   and the long-range plan. 

   D. Sales forecast by months in the annual budget 

   period. 

[77] Source: CMA 1295 3-2 

When budgets are used to evaluate performance and to set 

limits on spending, the process will often result in 

departments adding something "extra" to ensure the 

budgets will be met. This "extra" is 

   A. Management by objectives. 

   B. Strategic planning. 

   C. Continuous budgeting. 

   D. Budgetary slack. 

[78] Source: CMA 0692 3-1 

The controller of JoyCo has requested a quick estimate of 

the manufacturing supplies needed for the Morton Plant for 

the month of July when production is expected to be 

470,000 units to meet the ending inventory requirements 

and sales of 475,000 units. JoyCo's budget analyst has the 

following actual data for the last 3 months:

                 Production         Manufacturing

   Month         in Units              Supplies

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

   March          450,000              $723,060

   April          540,000               853,560

   May            480,000               766,560

Using these data and the high-low method to develop a 

cost estimating equation, the estimate of needed 

manufacturing supplies for July would be 

   A. $652,500. 

   B. $681,500. 

   C. $749,180. 

   D. $752,060. 

[79] Source: CMA 0692 3-7 

The budget that describes the long-term position, goals, 

and objectives of an entity within its environment is the 

   A. Capital budget. 

   B. Operating budget. 

   C. Cash management budget. 

   D. Strategic budget. 

[80] Source: CMA 0692 3-10 

Which one of the following may be considered an 

independent item in the preparation of the master budget? 

   A. Ending inventory budget. 

   B. Capital investment budget. 

   C. Pro forma income statement. 

   D. Pro forma statement of financial position. 

[81] Source: CMA 1292 3-9 

The information contained in a cost of goods manufactured 

budget most directly relates to the 

   A. Materials used, direct labor, overhead applied, 

   and ending work-in-process budgets. 

   B. Materials used, direct labor, overhead applied, 

   and work-in-process inventories budgets. 

   C. Materials used, direct labor, overhead applied, 

   work-in-process inventories, and finished goods 

   inventories budgets. 

   D. Materials used, direct labor, overhead applied, 

   and finished goods inventories budgets. 

[Fact Pattern #3]

The Raymar Company is preparing its cash budget for the 

months of April and May. The firm has established a 

$200,000 line of credit with its bank at a 12% annual rate 

of interest on which borrowings for cash deficits must be 

made in $10,000 increments. There is no outstanding 

balance on the line of credit loan on April 1. Principal 

repayments are to be made in any month in which there is a 

surplus of cash. Interest is to be paid monthly. If there are 

no outstanding balances on the loans, Raymar will invest 

any cash in excess of its desired end-of-month cash 

balance in U.S. Treasury bills. Raymar intends to maintain a 

minimum balance of $100,000 at the end of each month by 

either borrowing for deficits below the minimum balance or 

investing any excess cash. Monthly collection and 

disbursement patterns are expected to be the following.

ｷ  Collections.  50% of the current month's sales budget and 50% of

   the previous month's sales budget.

ｷ  Accounts Payable Disbursements.  75% of the current month's accounts

   payable budget and 25% of the previous month's accounts payable budget.

ｷ  All other disbursements occur in the month in which they are budgeted.

                Budget Information

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

                       March     April     May

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

 Sales                $40,000   $50,000  $100,000

 Accounts payable      30,000    40,000    40,000

 Payroll               60,000    70,000    50,000

 Other disbursements   25,000    30,000    10,000

[82] Source: CMA 1293 3-19 

(Refers to Fact Pattern #3)

In April, Raymar's budget will result in 

   A. $45,000 in excess cash. 

   B. A need to borrow $50,000 on its line of credit for 

   the cash deficit. 

   C. A need to borrow $100,000 on its line of credit 

   for the cash deficit. 

   D. A need to borrow $90,000 on its line of credit for 

   the cash deficit. 

[83] Source: CMA 1293 3-20 

(Refers to Fact Pattern #3)

In May, Raymar will be required to 

   A. Repay $20,000 principal and pay $1,000 interest. 

   B. Repay $90,000 principal and pay $100 interest. 

   C. Pay $900 interest. 

   D. Borrow an additional $20,000 and pay $1,000 

   interest. 

[84] Source: CMA 0694 3-7 

Zohar Company's budget contains the following information:

                   Zohar Company

                                                Units

                                                -----

Beginning finished goods inventory                 85

Beginning work-in-process in equivalent units      10

Desired ending finished goods inventory           100

Desired ending work-in-process in equivalent

  units                                            40

Projected sales                                 1,800

How many equivalent units should Zohar plan to produce? 

   A. 1,800 

   B. 1,565 

   C. 1,815 

   D. 1,845 

[85] Source: CMA 1294 3-13 

When sales volume is seasonal in nature, certain items in 

the budget must be coordinated. The three most significant 

items to coordinate in budgeting seasonal sales volume are 

   A. Production volume, finished goods inventory, and 

   sales volume. 

   B. Direct labor hours, work-in-process inventory, 

   and sales volume. 

   C. Raw material inventory, direct labor hours, and 

   manufacturing overhead costs. 

   D. Raw material inventory, work-in-process 

   inventory, and production volume. 

[Fact Pattern #4]

Rokat Corporation is a manufacturer of tables sold to 

schools, restaurants, hotels, and other institutions. The table 

tops are manufactured by Rokat, but the table legs are 

purchased from an outside supplier. The Assembly 

Department takes a manufactured table top and attaches 

the four purchased table legs. It takes 20 minutes of labor 

to assemble a table. The company follows a policy of 

producing enough tables to ensure that 40% of next 

month's sales are in the finished goods inventory. Rokat 

also purchases sufficient raw materials to ensure that raw 

materials inventory is 60% of the following month's 

scheduled production. Rokat's sales budget in units for the 

next quarter is as follows:

July                      2,300

August                    2,500

September                 2,100

Rokat's ending inventories in units for June 30 are

Finished goods            1,900

Raw materials (legs)      4,000

[86] Source: CMA 0695 3-14 

(Refers to Fact Pattern #4)

The number of tables to be produced during August is 

   A. 1,400 tables. 

   B. 2,340 tables. 

   C. 1,440 tables. 

   D. 1,900 tables. 

[87] Source: CMA 0695 3-15 

(Refers to Fact Pattern #4)

Assume the required production for August and September 

is 1,600 and 1,800 units, respectively, and the July 31 raw 

materials inventory is 4,200 units. The number of table legs 

to be purchased in August is 

   A. 6,520 legs. 

   B. 9,400 legs. 

   C. 2,200 legs. 

   D. 6,400 legs. 

[88] Source: CMA 0695 3-16 

(Refers to Fact Pattern #4)

Assume that Rokat Corporation will produce 1,800 units in 

the month of September. How many employees will be 

required for the Assembly Department? (Fractional 

employees are acceptable since employees can be hired on 

a part-time basis. Assume a 40-hour week and a 4-week 

month.) 

   A. 15 employees. 

   B. 3.75 employees. 

   C. 60 employees. 

   D. 600 employees. 

[89] Source: CMA 0695 3-17 

Which one of the following is the best characteristic 

concerning the capital budget? The capital budget is a(n) 

   A. Plan to insure that there are sufficient funds 

   available for the operating needs of the company. 

   B. Exercise that sets the long-range goals of the 

   company including the consideration of external 

   influences caused by others in the market. 

   C. Plan that results in the cash requirements during 

   the operating cycle. 

   D. Plan that assesses the long-term needs of the 

   company for plant and equipment purchases. 

[90] Source: CMA 0695 3-18 

There are various budgets within the master budget cycle. 

One of these budgets is the production budget. Which one 

of the following best describes the production budget? 

   A. It summarizes all discretionary costs. 

   B. It includes required direct labor hours. 

   C. It includes required material purchases. 

   D. It is calculated from the desired ending inventory 

   and the sales forecast. 

[91] Source: CMA 1295 3-17 

When preparing the series of annual operating budgets, 

management usually starts the process with the 

   A. Cash budget. 

   B. Balance sheet. 

   C. Capital budget. 

   D. Sales budget. 

[92] Source: CMA 1295 3-18 

All of the following are considered operating budgets 

except the 

   A. Sales budget. 

   B. Materials budget. 

   C. Production budget. 

   D. Capital budget. 

[93] Source: CMA 1295 3-24 

Based on past experience, a company has developed the 

following budget formula for estimating its shipping 

expenses. The company's shipments average 12 lbs. per 

shipment:

Shipping costs = $16,000 + ($0.50 x lbs. shipped)

The planned activity and actual activity regarding orders 

and shipments for the current month are given in the 

following schedule:

                        Plan      Actual

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

Sales orders               800        780

Shipments                  800        820

Units shipped            8,000      9,000

Sales                 $120,000   $144,000

Total pounds shipped     9,600     12,300

The actual shipping costs for the month amounted to 

$21,000. The appropriate monthly flexible budget 

allowance for shipping costs for the purpose of 

performance evaluation would be 

   A. $20,680 

   B. $20,920 

   C. $20,800 

   D. $22,150 

[94] Source: CMA 1292 3-10 

Pro forma financial statements are part of the budgeting 

process. Normally, the last pro forma statement prepared 

is the 

   A. Capital expenditure plan. 

   B. Income statement. 

   C. Statement of cost of goods sold. 

   D. Statement of cash flows. 

[95] Source: CMA 1294 3-16 

Of the following items, the one item that would not be 

considered in evaluating the adequacy of the budgeted 

annual operating income for a company is 

   A. Earnings per share. 

   B. Industry average for earnings on sales. 

   C. Internal rate of return. 

   D. Price-earnings ratio. 

[96] Source: CMA 0694 3-11 

The master budget process usually begins with the 

   A. Production budget. 

   B. Operating budget. 

   C. Financial budget. 

   D. Sales budget. 

[97] Source: CMA 0694 3-12 

The production budget process usually begins with the 

   A. Direct labor budget. 

   B. Direct materials budget. 

   C. Manufacturing overhead budget. 

   D. Sales budget. 

[98] Source: CMA 1295 3-9 

Individual budget schedules are prepared to develop an 

annual comprehensive or master budget. The budget 

schedule that would provide the necessary input data for 

the direct labor budget would be the 

   A. Sales forecast. 

   B. Raw materials purchases budget. 

   C. Schedule of cash receipts and disbursements. 

   D. Production budget. 

[99] Source: CMA 1294 3-10 

A continuous (rolling) budget 

   A. Presents planned activities for a period but does 

   not present a firm commitment. 

   B. Presents the plan for only one level of activity and 

   does not adjust to changes in the level of activity. 

   C. Presents the plan for a range of activity so that the 

   plan can be adjusted for changes in activity. 

   D. Drops the current month or quarter and adds a 

   future month or quarter as the current month or 

   quarter is completed. 

[100] Source: CMA 1292 3-11 

Butteco has the following cost components for 100,000 

units of product for the year:

     Raw materials                    $200,000

     Direct labor                      100,000

     Manufacturing overhead            200,000

     Selling/administrative expense    150,000

All costs are variable except for $100,000 of 

manufacturing overhead and $100,000 of selling and 

administrative expenses. The total costs to produce and sell 

110,000 units for the year are 

   A. $650,000. 

   B. $715,000. 

   C. $695,000. 

   D. $540,000. 

[101] Source: CMA 1292 3-12 

Barnes Corporation expected to sell 150,000 board games 

during the month of November, and the company's master 

budget contained the following data related to the sale and 

production of these games:

     Revenue                        $2,400,000

     Cost of goods sold

       Direct materials                675,000

       Direct labor                    300,000

       Variable overhead               450,000

                                    ----------

         Contribution               $  975,000

     Fixed overhead                    250,000

     Fixed selling/administration      500,000

                                    ----------

       Operating income             $  225,000

                                    ==========

Actual sales during November were 180,000 games. Using 

a flexible budget, the company expects the operating 

income for the month of November to be 

   A. $225,000. 

   B. $270,000. 

   C. $420,000. 

   D. $510,000. 

[102] Source: CMA 1292 3-14 

When preparing a performance report for a cost center 

using flexible budgeting techniques, the planned cost 

column should be based on the 

   A. Budgeted amount in the original budget prepared 

   before the beginning of the year. 

   B. Actual amount for the same period in the 

   preceding year. 

   C. Budget adjusted to the actual level of activity for 

   the period being reported. 

   D. Budget adjusted to the planned level of activity for 

   the period being reported. 

[103] Source: CMA 0693 3-25 

National Telephone has been forced by competition to 

drastically cut operating costs which has resulted in a 

change from static budgeting to flexible budgeting. Which 

one of the following steps will not help National Telephone 

gain maximum acceptance of the proposed budgeting 

system? 

   A. Implementing the change quickly. 

   B. Focusing departmental reports only on items that 

   are under managers' control. 

   C. Demonstrating top management support for the 

   change. 

   D. Ensuring that variances highlight good 

   performances as well as pinpoint weaknesses. 

[104] Source: CMA 1293 3-18 

The use of standard costs in the budgeting process signifies 

that an organization has most likely implemented a 

   A. Flexible budget. 

   B. Capital budget. 

   C. Zero-base budget. 

   D. Static budget. 

[105] Source: CMA 0695 3-19 

A plan that is created using budgeted revenue and costs but 

is based on the actual units of output is known as a 

   A. Continuous budget. 

   B. Flexible budget. 

   C. Strategic plan. 

   D. Static budget. 

[106] Source: CMA 1295 3-6 

The difference between the actual amounts and the flexible 

budget amounts for the actual output achieved is the 

   A. Production volume variance. 

   B. Flexible budget variance. 

   C. Sales volume variance. 

   D. Standard cost variance. 

[107] Source: CMA 1295 3-10 

Which one of the following statements regarding the 

difference between a flexible budget and a static budget is 

correct? 

   A. A flexible budget primarily is prepared for 

   planning purposes, while a static budget is prepared 

   for performance evaluation. 

   B. A flexible budget provides cost allowances for 

   different levels of activity, whereas a static budget 

   provides costs for one level of activity. 

   C. A flexible budget includes only variable costs, 

   whereas a static budget includes only fixed costs. 

   D. A flexible budget is established by operating 

   management, while a static budget is determined by 

   top management. 

[108] Source: CMA 1294 3-11 

A systemized approach known as zero-base budgeting 

(ZBB) 

   A. Presents planned activities for a period of time but 

   does not present a firm commitment. 

   B. Divides the activities of individual responsibility 

   centers into a series of packages that are prioritized. 

   C. Classifies the budget by the prior year's activity 

   and estimates the benefits arising from each activity. 

   D. Commences with the current level of spending. 

[109] Source: CMA 0696 3-6 

The cash receipts budget includes 

   A. Funded depreciation. 

   B. Operating supplies. 

   C. Extinguishment of debt. 

   D. Loan proceeds. 

[110] Source: CMA 0696 3-7 

For the month of December, Crystal Clear Bottling expects 

to sell 12,500 cases of Cranberry Sparkling Water at 

$24.80 per case and 33,100 cases of Lemon Dream Cola 

at $32.00 per case. Sales personnel receive 6% 

commission on each case of Cranberry Sparkling Water 

and 8% commission on each case of Lemon Dream Cola. 

In order to receive a commission on a product, the sales 

personnel team must meet the individual product revenue 

quota. The sales quota for Cranberry Sparkling Water is 

$500,000, and the sales quota for Lemon Dream Cola is 

$1,000,000. The sales commission that should be 

budgeted for December is 

   A. $4,736 

   B. $82,152 

   C. $84,736 

   D. $103,336 

[111] Source: CMA 0696 3-8 

The cash budget must be prepared before completing the 

   A. Capital expenditure budget. 

   B. Sales budget. 

   C. Forecasted balance sheet. 

   D. Production budget. 

[112] Source: CMA 0696 3-9 

Trumbull Company budgeted sales on account of 

$120,000 for July, $211,000 for August, and $198,000 

for September. Collection experience indicates that 60% of 

the budgeted sales will be collected the month after the 

sale, 36% will be collected the second month, and 4% will 

be uncollectible. The cash receipts from accounts 

receivable that should be budgeted for September would 

be 

   A. $169,800 

   B. $147,960 

   C. $197,880 

   D. $194,760 

[113] Source: CMA 0696 3-10 

The budgeting tool or process in which estimates of 

revenues and expenses are prepared for each product 

beginning with the product's research and development 

phase and traced through to its customer support phase is 

a(n) 

   A. Master budget. 

   B. Activity-based budget. 

   C. Zero-base budget. 

   D. Life-cycle budget. 

[114] Source: CMA 0696 3-14 

Comparing actual results with a budget based on achieved 

volume is possible with the use of a 

   A. Monthly budget. 

   B. Master budget. 

   C. Rolling budget. 

   D. Flexible budget. 

[115] Source: CMA 1296 3-1 

An advantage of incremental budgeting when compared 

with zero-base budgeting is that incremental budgeting 

   A. Encourages adopting new projects quickly. 

   B. Accepts the existing base as being satisfactory. 

   C. Eliminates functions and duties that have outlived 

   their usefulness. 

   D. Eliminates the need to review all functions 

   periodically to obtain optimum use of resources. 

[Fact Pattern #5]

Daffy Tunes manufactures a toy rabbit with moving parts 

and a built-in voice box. Projected sales in units for the 

next 5 months are as follows:

                    Projected

       Month      Sales in Units

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

     January         30,000

     February        36,000

     March           33,000

     April           40,000

     May             29,000

Each rabbit requires basic materials that Daffy purchases 

from a single supplier at $3.50 per rabbit. Voice boxes are 

purchased from another supplier at $1.00 each. Assembly 

labor cost is $2.00 per rabbit, and variable overhead cost 

is $.50 per rabbit. Fixed manufacturing overhead 

applicable to rabbit production is $12,000 per month. 

Daffy's policy is to manufacture 1.5 times the coming 

month's projected sales every other month, starting with 

January (i.e., odd-numbered months) for February sales, 

and to manufacture 0.5 times the coming month's projected 

sales in alternate months (i.e., even-numbered months). 

This allows Daffy to allocate limited manufacturing 

resources to other products as needed during the 

even-numbered months. 

[116] Source: CMA 1296 3-4 

(Refers to Fact Pattern #5)

The unit production budget for toy rabbits for January is 

   A. 45,000 units. 

   B. 16,500 units. 

   C. 54,000 units. 

   D. 14,500 units. 

[117] Source: CMA 1296 3-5 

(Refers to Fact Pattern #5)

The dollar production budget for toy rabbits for February is 

   A. $327,000 

   B. $390,000 

   C. $113,500 

   D. $127,500 

[Fact Pattern #6]

Karmee Company has been accumulating operating data in 

order to prepare an annual profit plan. Details regarding 

Karmee's sales for the first 6 months of the coming year are 

as follows:

Estimated Monthly Sales   Type of Monthly Sale

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

January        $600,000   Cash sales       20%

February        650,000   Credit sales     80%

March           700,000

April           625,000

May             720,000

June            800,000

     Collection Pattern for Credit Sales

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

    Month of sale                    30%

    One month following sale         40%

    Second month following sale      25%

Karmee's cost of goods sold averages 40% of the sales 

value. Karmee's objective is to maintain a target inventory 

equal to 30% of the next month's sales in units. Purchases 

of merchandise for resale are paid for in the month 

following the sale. The variable operating expenses (other 

than cost of goods sold) for Karmee are 10% of sales and 

are paid for in the month following the sale. The annual 

fixed operating expenses are presented below. All of these 

are incurred uniformly throughout the year and paid 

monthly except for insurance and property taxes. Insurance 

is paid quarterly in January, April, July, and October. 

Property taxes are paid twice a year in April and October.

Annual Fixed Operating Costs

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

Advertising         $  720,000

Depreciation           420,000

Insurance              180,000

Property taxes         240,000

Salaries             1,080,000

[118] Source: CMA 1296 3-6 

(Refers to Fact Pattern #6)

The amount of cash collected in March for Karmee 

Company from the sales made during March will be 

   A. $140,000 

   B. $308,000 

   C. $350,000 

   D. $636,000 

[119] Source: CMA 1296 3-7 

(Refers to Fact Pattern #6)

Karmee Company's total cash receipts for the month of 

April will be 

   A. $504,000 

   B. $629,000 

   C. $653,000 

   D. $707,400 

[120] Source: CMA 1296 3-8 

(Refers to Fact Pattern #6)

The purchase of merchandise that Karmee Company will 

need to make during February will be 

   A. $254,000 

   B. $260,000 

   C. $266,000 

   D. $338,000 

[121] Source: CMA 1296 3-9 

(Refers to Fact Pattern #6)

The amount for cost of goods sold that will appear on 

Karmee Company's pro forma income statement for the 

month of February will be 

   A. $195,000 

   B. $254,000 

   C. $260,000 

   D. $272,000 

[122] Source: CMA 1296 3-10 

(Refers to Fact Pattern #6)

The total cash disbursements that Karmee Company will 

make for the operating expenses (expenses other than the 

cost of goods sold) during the month of April will be 

   A. $255,000 

   B. $290,000 

   C. $385,000 

   D. $420,000 

[123] Source: CMA 1296 3-12 

The budgeting process should be one that motivates 

managers and employees to work toward organizational 

goals. Which one of the following is least likely to motivate 

managers? 

   A. Participation by subordinates in the budgetary 

   process. 

   B. Having top management set budget levels. 

   C. Use of management by exception. 

   D. Holding subordinates accountable for the items 

   they control. 

[124] Source: CMA 1296 3-13 

Which one of the following items should be done first when 

developing a comprehensive budget for a manufacturing 

company? 

   A. Determination of the advertising budget. 

   B. Development of a sales budget. 

   C. Development of the capital budget. 

   D. Preparation of a pro forma income statement. 

[125] Source: CMA 1296 3-14 

Flexible budgets 

   A. Provide for external factors affecting company 

   profitability. 

   B. Are used to evaluate capacity use. 

   C. Are budgets that project costs based on 

   anticipated future improvements. 

   D. Accommodate changes in activity levels. 

[126] Source: CMA 1296 3-15 

Which one of the following items is the last schedule to be 

prepared in the normal budget preparation process? 

   A. Cash budget. 

   B. Cost of goods sold budget. 

   C. Manufacturing overhead budget. 

   D. Selling expense budget. 

[127] Source: CMA 1296 3-20 

Which one of the following items would have to be 

included for a company preparing a schedule of cash 

receipts and disbursements for the calendar year 2001? 

   A. A purchase order issued in December 2001 for 

   items to be delivered in February 2002. 

   B. Dividends declared in November 2001 to be paid 

   in January 2002 to shareholders of record as of 

   December 2001. 

   C. The amount of uncollectible customer accounts for 

   2001. 

   D. The borrowing of funds from a bank on a note 

   payable taken out in June 2001 with an agreement to 

   pay the principal and interest in June 2002. 

[128] Source: CMA 0697 3-20 

Which one of the following best describes the role of top 

management in the budgeting process? Top management 

   A. Should be involved only in the approval process. 

   B. Lacks the detailed knowledge of the daily 

   operations and should limit their involvement. 

   C. Needs to be involved, including using the budget 

   process to communicate goals. 

   D. Needs to separate the budgeting process and the 

   business planning process into two separate 

   processes. 

[129] Source: CMA 0697 3-11 

When developing a budget, an external factor to consider 

in the planning process is 

   A. A change to a decentralized management system. 

   B. The implementation of a new bonus program. 

   C. New product development. 

   D. The merger of two competitors. 

[130] Source: CIA 1190 IV-17 

The master budget 

   A. Shows forecasted and actual results. 

   B. Reflects controllable costs only. 

   C. Can be used to determine manufacturing cost 

   variances. 

   D. Contains the operating budget. 

[131] Source: Publisher 

Ineffective budget control systems are characterized by 

   A. Use of budgets as a planning but not a control 

   tool. 

   B. Use of budgets for harassment of individuals rather 

   than motivation. 

   C. Lack of timely feedback in the use of the budget. 

   D. All of the answers are correct. 

[132] Source: Publisher 

Which of the following is normally included in the operating 

budget? 

   A. Capital budget. 

   B. Cash budget. 

   C. Selling expense budget. 

   D. Budgeted balance sheet. 

[133] Source: Publisher 

Which of the following is normally included in the financial 

budget of a firm? 

   A. Direct materials budget. 

   B. Selling expense budget. 

   C. Budgeted balance sheet. 

   D. Sales budget. 

[134] Source: CMA 0697 3-17 

Which one of the following statements regarding selling and 

administrative budgets is most accurate? 

   A. Selling and administrative budgets are usually 

   optional. 

   B. Selling and administrative budgets are fixed in 

   nature. 

   C. Selling and administrative budgets are difficult to 

   allocate by month and are best presented as one 

   number for the entire year. 

   D. Selling and administrative budgets need to be 

   detailed in order that the key assumptions can be 

   better understood. 

[135] Source: CMA 0697 3-21 

The Yummy Dog Bone Company is anticipating that a 

major supplier might experience a strike this year. Because 

of the nature of the product and emphasis on quality, extra 

production cannot be stored as finished goods inventory. 

When developing a contingency budget that would 

anticipate a raw material buildup, the two most significant 

items that will be affected are 

   A. Production volume and raw material. 

   B. Sales and ending inventory. 

   C. Production and cash flow. 

   D. Raw material and cash flow. 

[Fact Pattern #7]

Historically, Pine Hill Wood Products has had no significant 

bad debt experience with its customers. Cash sales have 

accounted for 10% of total sales, and payments for credit 

sales have been received as follows:

   40% of credit sales in the month of the sale

   30% of credit sales in the first subsequent

     month

   25% of credit sales in the second subsequent

     month

   5% of credit sales in the third subsequent

     month

The forecast for both cash and credit sales is as follows:

                            Month      Sales

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

                          January     $95,000

                          February     65,000

                          March        70,000

                          April        80,000

                          May          85,000

[136] Source: CMA 0697 3-18 

(Refers to Fact Pattern #7)

What is the forecasted cash inflow for Pine Hill Wood 

Products for May? 

   A. $70,875 

   B. $76,500 

   C. $79,375 

   D. $83,650 

[137] Source: CMA 0697 3-19 

(Refers to Fact Pattern #7)

Due to deteriorating economic conditions, Pine Hill Wood 

Products has now decided that its cash forecast should 

include a bad debt adjustment of 2% of credit sales, 

beginning with sales for the month of April. Because of this 

policy change, the total expected cash inflow related to 

sales made in April will 

   A. Be unchanged. 

   B. Decrease by $1,260.00. 

   C. Decrease by $1,440.00. 

   D. Decrease by $1,530.00. 

[Fact Pattern #8]

Jordan Auto has developed the following production plan:

                            Month      Sales

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

                          January     10,000

                          February     8,000

                          March        9,000

                          April       12,000

Each unit contains 3 pounds of raw material.  The desired raw material

ending inventory each month is 120% of the next month's production, plus

500 pounds.  (The beginning inventory meets this requirement.)  Jordan

has developed the following direct labor standards for production of

these units:

                      Department 1      Department 2

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

Hours per unit             2.0               0.5

Hourly rate              $6.75            $12.00

[138] Source: CMA 0697 3-14 

(Refers to Fact Pattern #8)

How much raw material should Jordan Auto purchase in 

March? 

   A. 27,000 pounds. 

   B. 32,900 pounds. 

   C. 36,000 pounds. 

   D. 37,800 pounds. 

[139] Source: CMA 0697 3-15 

(Refers to Fact Pattern #8)

Jordan Auto's total budgeted direct labor dollars for 

February usage should be 

   A. $156,000 

   B. $165,750 

   C. $175,500 

   D. $210,600 

[140] Source: CMA 1291 3-20 

A continuous profit plan 

   A. Is a plan that is revised monthly or quarterly. 

   B. Is an annual plan that is part of a 5-year plan. 

   C. Is a plan devised by a full-time planning staff. 

   D. Works best for a company that can reliably 

   forecast events a year or more into the future. 

[141] Source: CMA 0697 3-12 

Which one of the following budgeting methodologies would 

be most appropriate for a firm facing a significant level of 

uncertainty in unit sales volumes for next year? 

   A. Top-down budgeting. 

   B. Life-cycle budgeting. 

   C. Static budgeting. 

   D. Flexible budgeting. 

[142] Source: CIA 0585 III-20 

The major feature of zero-based budgeting (ZBB) is that it 

   A. Takes the previous year's budgets and adjusts 

   them for inflation. 

   B. Questions each activity and determines whether it 

   should be maintained as it is, reduced, or eliminated. 

   C. Assumes all activities are legitimate and worthy of 

   receiving budget increases to cover any increased 

   costs. 

   D. Focuses on planned capital outlays for property, 

   plant, and equipment. 

[143] Source: CMA 1290 3-13 

Budgetary slack can best be described as 

   A. The elimination of certain expenses to enhance 

   budgeted income. 

   B. The planned overestimation of budgeted expenses. 

   C. A plug number used to achieve a pre-set level of 

   operating income. 

   D. The planned underestimation of budgeted 

   expenses. 

[144] Source: CMA 1290 3-14 

The use of budgetary slack does not allow the preparer to 

   A. Be flexible under unexpected circumstances. 

   B. Project actual expenses. 

   C. Increase the probability of achieving budgeted 

   performance. 

   D. Use the budget to control subordinate 

   performance. 

[145] Source: CMA 1290 3-15 

From the perspective of corporate management, the use of 

budgetary slack 

   A. Increases the probability that budgets will not be 

   achieved. 

   B. Increases the effectiveness of the corporate 

   planning process. 

   C. Increases the ability to identify potential budget 

   weaknesses. 

   D. Increases the likelihood of inefficient resource 

   allocation. 

[146] Source: CMA 0691 3-14 

All types of organizations can benefit from budgeting. A 

major difference between governmental budgeting and 

business budgeting is that 

   A. Business budgeting is required by the SEC. 

   B. Governmental budgeting is usually done on a 

   zero-base. 

   C. Business budgeting can be used to measure 

   progress in achieving company objectives, whereas 

   governmental budgeting cannot be used to measure 

   progress in achieving objectives. 

   D. Governmental budgeting usually represents a legal 

   limit on proposed expenditures. 

[147] Source: CMA 1291 3-22 

A systemized approach known as zero-base budgeting 

(ZBB) 

   A. Presents the plan for only one level of activity and 

   does not adjust to changes in the level of activity. 

   B. Presents a statement of expectations for a period 

   of time but does not present a firm commitment. 

   C. Divides the activities of individual responsibility 

   centers into a series of packages that are prioritized. 

   D. Classifies budget requests by activity and 

   estimates the benefits arising from each activity. 

[148] Source: CMA 0692 3-8 

The budget that is usually the most difficult to forecast is the 

   A. Production budget. 

   B. Expense budget. 

   C. Sales budget. 

   D. Manufacturing overhead budget. 

[149] Source: CMA 0692 3-9 

The preparation of a comprehensive master budget 

culminates with the preparation of the 

   A. Production budget. 

   B. Capital investment budget. 

   C. Cash management and working capital budget. 

   D. Strategic budget. 

[150] Source: CMA 0692 3-11 

Which one of the following is usually not cited as being an 

advantage of a formal budgetary process? 

   A. Forces management to evaluate the 

   reasonableness of assumptions used and goals 

   identified in the budgetary process. 

   B. Ensures improved cost control within the 

   organization and prevents inefficiencies. 

   C. Provides a formal benchmark to be used for 

   feedback and performance evaluation. 

   D. Serves as a coordination and communication 

   device between management and subordinates. 

[151] Source: CMA 0692 3-13 

Ordinarily, the most appropriate basis on which to evaluate 

the performance of a division manager is the division's 

   A. Contribution margin. 

   B. Net revenue minus controllable division costs. 

   C. Gross profit. 

   D. Net income minus the division's fixed costs. 

[Fact Pattern #9]

Berol Company, which plans to sell 200,000 units of 

finished product in July and anticipates a growth rate in 

sales of 5% per month. The desired monthly ending 

inventory in units of finished product is 80% of the next 

month's estimated sales. There are 150,000 finished units in 

inventory on June 30.

Each unit of finished product requires 4 pounds of direct 

materials at a cost of $1.20 per pound. There are 800,000 

pounds of direct materials in inventory on June 30. 

[152] Source: CMA 0692 3-25 

(Refers to Fact Pattern #9)

Berol Company's production requirement in units of 

finished product for the 3-month period ending September 

30 is 

   A. 712,025 units. 

   B. 630,500 units. 

   C. 638,000 units. 

   D. 665,720 units. 

[153] Source: CMA 0692 3-26 

(Refers to Fact Pattern #9)

Assume Berol Company plans to produce 600,000 units of 

finished product in the 3-month period ending September 

30, and to have direct materials inventory on hand at the 

end of the 3-month period equal to 25% of the use in that 

period. The estimated cost of direct materials purchases for 

the 3-month period ending September 30 is 

   A. $2,200,000. 

   B. $2,400,000. 

   C. $2,640,000. 

   D. $2,880,000. 

[Fact Pattern #10]

Esplanade Company, which has the following historical 

pattern for its credit sales:

    70% collected in month of sale

    15% collected in the first month after sale

    10% collected in the second month after sale

     4% collected in the third month after sale

     1% uncollectible

The sales on open account have been budgeted for the last 

6 months of the year as shown below.

        July                      $ 60,000

        August                      70,000

        September                   80,000

        October                     90,000

        November                   100,000

        December                    85,000

[154] Source: CMA 0692 3-27 

(Refers to Fact Pattern #10)

The estimated total cash collections during October from 

accounts receivable would be 

   A. $63,000. 

   B. $84,400. 

   C. $89,100. 

   D. $21,400. 

[155] Source: CMA 0692 3-28 

(Refers to Fact Pattern #10)

The estimated total cash collections during the fourth 

calendar quarter from sales made on open account during 

the fourth calendar quarter would be 

   A. $170,500. 

   B. $275,000. 

   C. $230,000. 

   D. $251,400. 

[Fact Pattern #11]

Pardise Company, which budgets on an annual basis for its 

fiscal year. The following beginning and ending inventory 

levels (in units) are planned for the fiscal year of July 1, 

year 1 through June 30, year 2:

                     July 1, year 1   June 30, year 2

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

Raw material*            40,000           50,000

Work-in-process          10,000           20,000

Finished goods           80,000           50,000

*Two units of raw materials are needed to produce each

unit of finished product.

[156] Source: CMA 0692 3-29 

(Refers to Fact Pattern #11)

If Pardise Company plans to sell 480,000 units during the 

fiscal year, the number of units it will have to manufacture 

during the year is 

   A. 440,000 units. 

   B. 480,000 units. 

   C. 510,000 units. 

   D. 450,000 units. 

[157] Source: CMA 0692 3-30 

(Refers to Fact Pattern #11)

If 500,000 complete units were to be manufactured during 

year 1-2 by Pardise Company, the number of units of raw 

materials to be purchased is 

   A. 1,000,000 units. 

   B. 1,020,000 units. 

   C. 1,010,000 units. 

   D. 990,000 units. 

[158] Source: CMA 1292 3-13 

When comparing performance report information for top 

management with that for lower-level management, 

   A. Top management reports are more detailed. 

   B. Lower-level management reports are typically for 

   longer time periods. 

   C. Top management reports show control over fewer 

   costs. 

   D. Lower-level management reports are likely to 

   contain more quantitative data and less financial data. 

[159] Source: CMA 1292 3-23 

The budgeting technique that is most likely to motivate 

managers is 

   A. Top-down budgeting. 

   B. Zero-base budgeting. 

   C. Program budgeting and review technique. 

   D. Bottom-up budgeting. 

[160] Source: CMA 1292 3-30 

Richmond Enterprises is reviewing its policies and 

procedures in an effort to enhance goal congruence 

throughout the organization. The processes that are most 

likely to encourage this behavior are 

   A. Participatory budgeting, reciprocal cost allocation, 

   and management-by-objective performance 

   evaluation. 

   B. Reciprocal cost allocation, zero-base budgeting, 

   and standard costing. 

   C. Cost-based transfer pricing, imposed budgeting, 

   and activity-based costing. 

   D. Cost-based transfer pricing, 

   management-by-objective performance evaluation, 

   and participatory budgeting. 

[Fact Pattern #12]

Wellfleet Company manufactures recreational equipment 

and prepares annual operational budgets for each 

department. The Purchasing Department is finalizing plans 

for the fiscal year ending June 30, year 2, and has gathered 

the following information regarding two of the components 

used in both tricycles and bicycles. Wellfleet uses the 

first-in, first-out inventory method.

                              A19     B12    Tricycles   Bicycles

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

Beginning inventory

  July 1, year 1             3,500   1,200        800       2,150

Ending inventory

  June 30, year 2            2,000   1,800      1,000         900

Unit cost                    $1.20   $4.50     $54.50      $89.60

Projected fiscal year

  unit sales                   --      --      96,000     130,000

Component usage:

  Tricycles                 2/unit  1/unit       --          --

  Bicycles                  2/unit  4/unit       --          --

[161] Source: CMA 0693 3-7 

(Refers to Fact Pattern #12)

The budgeted dollar value of Wellfleet Company's 

purchases of component A19 for the fiscal year ending 

June 30, year 2 is 

   A. $309,000. 

   B. $538,080. 

   C. $540,600. 

   D. $2,017,800. 

[162] Source: CMA 0693 3-8 

(Refers to Fact Pattern #12)

If the economic order quantity of Component B12 is 

70,000 units, the number of times that Wellfleet Company 

should purchase this component during the fiscal year 

ended June 30, year 2 is 

   A. Four times. 

   B. Five times. 

   C. Eight times. 

   D. Nine times. 

[163] Source: CMA 0693 3-10 

A firm develops an annual cash budget in order to 

   A. Support the preparation of its cash flow statement 

   for the annual report. 

   B. Ascertain which capital expenditure projects are 

   feasible and which capital expenditure projects 

   should be deferred. 

   C. Determine the opportunity costs of alternative 

   sales and production strategies. 

   D. Avoid the opportunity costs of noninvested excess 

   cash and minimize the cost of interim financing. 

[Fact Pattern #13]

Superflite expects April sales of its deluxe model airplane, 

the C-14, to be 402,000 units at $11 each. Each C-14 

requires three purchased components shown below.

                                   Number Needed

              Purchase Cost      for each C-14 Unit

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

 A-9              $.50                    1

 B-6               .25                    2

 D-28             1.00                    3

Factory direct labor and variable overhead per unit of 

C-14 totals $3.00. Fixed factory overhead is $1.00 per 

unit at a production level of 500,000 units. Superflite plans 

the following beginning and ending inventories for the month 

of April and uses standard absorption costing for valuing 

inventory.

Part No.      Units at April 1      Units at April 30

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

 C-14              12,000                 10,000

 A-9               21,000                  9,000

 B-6               32,000                 10,000

 D-28              14,000                  6,000

[164] Source: CMA 1293 3-10 

(Refers to Fact Pattern #13)

The C-14 production budget for April should be based on 

the manufacture of 

   A. 390,000 units. 

   B. 400,000 units. 

   C. 402,000 units. 

   D. 424,000 units. 

[165] Source: CMA 1293 3-11 

(Refers to Fact Pattern #13)

Assume Superflite plans to manufacture 400,000 units in 

April. Superflite's April budget for the purchase of A-9 

should be 

   A. 379,000 units. 

   B. 388,000 units. 

   C. 402,000 units. 

   D. 412,000 units. 

[166] Source: CMA 1293 3-12 

(Refers to Fact Pattern #13)

Assume Superflite plans to manufacture 400,000 units in 

April. The total April budget for all purchased components 

should be 

   A. $1,580,500. 

   B. $1,596,500. 

   C. $1,600,000. 

   D. $1,608,000. 

[167] Source: CMA 1293 3-13 

(Refers to Fact Pattern #13)

Assume Superflite plans to manufacture 400,000 units in 

April. The book value of the planned April 30 inventories is 

   A. $53,000. 

   B. $83,000. 

   C. $93,000. 

   D. $95,500. 

[168] Source: CMA 1293 3-14 

(Refers to Fact Pattern #13)

Assume Superflite plans to manufacture 400,000 units in 

April. Superflite's budgeted gross margin for April is 

   A. $1,105,500. 

   B. $1,200,000. 

   C. $1,206,000. 

   D. $1,500,000. 

[170] Source: CMA 1283 4-23 

(Refers to Fact Pattern #14)

The pro forma income (loss) before income taxes for 

December year 1 is 

   A. $32,400. 

   B. $28,000. 

   C. $10,000. 

   D. Some amount other than those given. 

[171] Source: CMA 1283 4-24 

(Refers to Fact Pattern #14)

The projected balance in accounts payable on December 

31, year 1 is 

   A. $162,000. 

   B. $204,000. 

   C. $153,000. 

   D. Some amount other than those given. 

[172] Source: CMA 1283 4-25 

(Refers to Fact Pattern #14)

The projected balance in inventory on December 31, year 

1 is 

   A. $160,000. 

   B. $120,000. 

   C. $153,000. 

   D. $150,000. 

[173] Source: CMA 0681 4-2 

The imputed interest rate used in the residual income 

approach for performance measurement and evaluation can 

best be characterized as the 

   A. Historical weighted average cost of capital for the 

   company. 

   B. Marginal after-tax cost of new equity capital. 

   C. Average return on investment that has been 

   earned by the company over a particular period. 

   D. Target return on investment set by management. 

[174] Source: CMA 0679 4-10 

When an organization prepares a forecast, it 

   A. Presents a statement of expectations for a period 

   but does not present a firm commitment. 

   B. Consolidates the plans of the separate requests 

   into one overall plan. 

   C. Presents the plan for a range of activity so that the 

   plan can be adjusted for changes in activity. 

   D. Classifies budget requests by activity and 

   estimates the benefits arising from each activity. 

[175] Source: CMA 0679 4-7 

A continuous budget 

   A. Drops the current month or quarter and adds a 

   future month or a future quarter as the current month 

   or quarter is completed. 

   B. Presents a statement of expectations for a period 

   but does not present a firm commitment. 

   C. Presents the plan for only one level of activity and 

   does not adjust to changes in the level of activity. 

   D. Presents the plan for a range of activity so that the 

   plan can be adjusted for changes in activity. 

[176] Source: CMA 0679 4-9 

A flexible budget 

   A. Classifies budget requests by activity and 

   estimates the benefits arising from each activity. 

   B. Presents a statement of expectations for a period 

   but does not present a firm commitment. 

   C. Presents the plan for only one level of activity and 

   does not adjust to changes in the level of activity. 

   D. Presents the plan for a range of activity so that the 

   plan can be adjusted for changes in activity. 

[177] Source: CMA 0686 4-16 

Micro Manufacturers uses an accounting system that 

charges costs to the manager who has been delegated the 

authority to make the decisions incurring the costs. For 

example, if the sales manager accepts a rush order that 

requires the incurrence of additional manufacturing costs, 

these additional costs are charged to the sales manager 

because the authority to accept or decline the rush order 

was given to the sales manager. This type of accounting 

system is known as 

   A. Functional accounting. 

   B. Contribution accounting. 

   C. Reciprocal allocation. 

   D. Profitability accounting. 

[178] Source: CMA 0686 4-23 

Simson Company's master budget shows straight-line 

depreciation on factory equipment of $258,000. The 

master budget was prepared at an annual production 

volume of 103,200 units of product. This production 

volume is expected to occur uniformly throughout the year. 

During September, Simson produced 8,170 units of 

product, and the accounts reflected actual depreciation on 

factory machinery of $20,500. Simson controls 

manufacturing costs with a flexible budget. The flexible 

budget amount for depreciation on factory machinery for 

September would be 

   A. $19,475. 

   B. $20,425. 

   C. $20,500. 

   D. $21,500. 

[Fact Pattern #15]

Pardise Company budgets on an annual basis for its fiscal 

year. The following beginning and ending inventory levels 

(in units) are planned for the fiscal year of July 1, year 1 

through June 30, year 2.

                   July 1, year 1   June 30, year 2

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

 Raw material*         40,000           50,000

 Work-in-process       10,000           10,000

 Finished goods        80,000           50,000

 * Two (2) units of raw material are needed to produce each unit

   of finished product.

[179] Source: CMA 0686 4-26 

(Refers to Fact Pattern #15)

If Pardise Company plans to sell 480,000 units during its 

fiscal year, the number of units it would have to 

manufacture during the year would be 

   A. 440,000 units. 

   B. 480,000 units. 

   C. 510,000 units. 

   D. 450,000 units. 

[180] Source: CMA 0686 4-27 

(Refers to Fact Pattern #15)

If 500,000 finished units were to be manufactured during 

the fiscal year by Pardise Company, the units of raw 

material needed to be purchased would be 

   A. 1,000,000 units. 

   B. 1,020,000 units. 

   C. 1,010,000 units. 

   D. 990,000 units. 

[181] Source: CMA 0687 4-17 

Selo Imports uses flexible budgeting for the control of 

costs. The company's annual master budget includes 

$324,000 for fixed production supervisory salaries at a 

volume of 180,000 units. Supervisory salaries are expected 

to be incurred uniformly throughout the year. During the 

month of September 15,750 units were produced, and 

production supervisory salaries incurred were $28,000. A 

performance report for September would reflect a budget 

variance of 

   A. $350 favorable. 

   B. $350 unfavorable. 

   C. $1,000 unfavorable. 

   D. $1,000 favorable. 

[182] Source: CMA 0687 4-18 

Baxter Corporation's master budget calls for the 

production of 5,000 units of product monthly. The master 

budget includes indirect labor of $144,000 annually; Baxter 

considers indirect labor to be a variable cost. During the 

month of April, 4,500 units of product were produced, and 

indirect labor costs of $10,100 were incurred. A 

performance report utilizing flexible budgeting would report 

a budget variance for indirect labor of 

   A. $1,900 unfavorable. 

   B. $700 favorable. 

   C. $1,900 favorable. 

   D. $700 unfavorable. 

[183] Source: CMA 1287 4-29 

The Jung Corporation's budget calls for the following 

production:

Qtr 1 -- 45,000 units         Qtr 3 -- 34,000 units

Qtr 2 -- 38,000 units         Qtr 4 -- 48,000 units

Each unit of product requires three pounds of direct 

material. The company's policy is to begin each quarter 

with an inventory of direct materials equal to 30% of that 

quarter's direct material requirements. Budgeted direct 

materials purchases for the third quarter would be 

   A. 114,600 pounds. 

   B. 89,400 pounds. 

   C. 38,200 pounds. 

   D. 29,800 pounds. 

[184] Source: CMA 1287 4-28 

The Shocker Company's sales budget shows quarterly 

sales for the next year as follows:

Qtr 1 -- 10,000 units         Qtr 3 -- 12,000 units

Qtr 2 --  8,000 units         Qtr 4 -- 14,000 units

Company policy is to have a finished goods inventory at the 

end of each quarter equal to 20% of the next quarter's 

sales. Budgeted production for the second quarter of the 

next year would be 

   A. 7,200 units. 

   B. 8,000 units. 

   C. 8,800 units. 

   D. 8,400 units. 

[185] Source: CMA 0689 4-25 

The Hersh Company uses a performance reporting system 

that reflects the company's decentralization of decision 

making. The departmental performance report shows one 

line of data for each subordinate who reports to the group 

vice president. The data presented show the actual costs 

incurred during the period, the budgeted costs, and all 

variances from budget for that subordinate's department. 

The Hersh Company is using a type of system called 

   A. Contribution accounting. 

   B. Cost-benefit accounting. 

   C. Flexible budgeting. 

   D. Responsibility accounting. 

[186] Source: CMA 0689 4-27 

When sales volume is seasonal in nature, certain items in 

the budget must be coordinated. The three most significant 

items to coordinate in budgeting seasonal sales volume are 

   A. Direct labor hours, work-in-process inventory, 

   and sales volume. 

   B. Production volume, finished goods inventory, and 

   sales volume. 

   C. Raw material inventory, direct labor hours, and 

   manufacturing overhead costs. 

   D. Raw material inventory, work-in-process 

   inventory, and production volume. 

[187] Source: CMA 0689 4-28 

The two most appropriate factors for budgeting 

manufacturing overhead expenses would be 

   A. Machine hours and production volume. 

   B. Management judgment and contribution margin. 

   C. Management judgment and production volume. 

   D. Management judgment and sales dollars. 

[188] Source: CMA 0689 4-29 

Of the following items, the one item that would not be 

considered in evaluating the adequacy of the budgeted 

annual operating income for a company is 

   A. Earnings per share. 

   B. Industry average for earnings on sales. 

   C. Internal rate of return. 

   D. Long-range profit objectives. 

[189] Source: CMA 1289 4-7 

The technique used to predict the change in direct labor 

hours as a new process stabilizes is 

   A. Simple regression. 

   B. Multiple regression. 

   C. Time series analysis. 

   D. Learning curve analysis. 

[190] Source: CMA 1289 4-8 

The foundation of a profit plan is the 

   A. Capital budget. 

   B. Sales forecast. 

   C. Cost and expense budget. 

   D. Production plan. 

[191] Source: CMA 1289 4-9 

A production plan should be based on 

   A. A sales forecast adjusted for projected inventory 

   levels. 

   B. Economic order quantities and reorder points. 

   C. Exponential smoothing. 

   D. Linear regression. 

[192] Source: CMA 1289 4-10 

Learning curves are best used to predict 

   A. Unit material costs. 

   B. Overhead variances. 

   C. Total unit costs. 

   D. Unit direct labor costs. 

[193] Source: CMA 1289 4-11 

All of the following are assumptions underlying the validity 

of linear regression output except 

   A. The errors are normally distributed. 

   B. The mean of the errors is zero. 

   C. Certainty. 

   D. The standard deviation of the errors is constant. 

[194] Source: CMA 1289 4-12 

Which one of the following is a sales forecasting technique? 

   A. Linear programming. 

   B. Exponential smoothing. 

   C. Queuing theory. 

   D. Standard costing. 

[Fact Pattern #16]

 Birch Corporation has the following historical pattern on its

  credit sales.

 70% collected in month of sale

 15% collected in the first month after sale

 10% collected in the second month after sale

  4% collected in the third month after sale

  1% uncollectible

The sales on open account have been budgeted for the

first 6 months of the year are as follows:

                        Sales on

 Month                Open Account

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

January                 $ 70,000

February                  90,000

March                    100,000

April                    120,000

May                      100,000

June                      90,000

[195] Source: CMA 1289 4-24 

(Refers to Fact Pattern #16)

The estimated total cash collections during April from 

accounts receivable would be 

   A. $84,000. 

   B. $110,800. 

   C. $118,800. 

   D. $108,000. 

[196] Source: CMA 1289 4-25 

(Refers to Fact Pattern #16)

The estimated total cash collections during the second 

calendar quarter from sales made on open account during 

the second calendar quarter would be 

   A. $262,000. 

   B. $294,500. 

   C. $306,900. 

   D. $361,000. 

[197] Source: CMA 1290 3-16 

All of the following are characteristics of the strategic 

planning process except the 

   A. Emphasis on both the short and long run. 

   B. Analysis and review of departmental budgets. 

   C. Review of the attributes and behavior of the 

   organization's competition. 

   D. Analysis of external economic factors. 

[198] Source: CMA 1290 3-17 

The operating budget process usually begins with the 

   A. Financial budget. 

   B. Balance sheet. 

   C. Income statement. 

   D. Sales budget. 

[199] Source: CMA 1290 3-19 

The use of the master budget throughout the year as a 

constant comparison with actual results signifies that the 

master budget is also a 

   A. Flexible budget. 

   B. Capital budget. 

   C. Zero-base budget. 

   D. Static budget. 

[200] Source: CMA 1290 3-18 

The combination of management by objectives, developed 

with input from the individual manager, and the budgeting 

process is an example of 

   A. Flexible budgeting. 

   B. Human resource management. 

   C. Responsibility accounting. 

   D. Capital budgeting. 

[201] Source: CMA 1290 3-20 

The use of standard costs in the budgeting process signifies 

that an organization has probably implemented a 

   A. Flexible budget. 

   B. Capital budget. 

   C. Zero-base budget. 

   D. Static budget. 

[Fact Pattern #17]

Adler Industries is a vertically integrated firm with several 

divisions that operate as decentralized profit centers. 

Adler's Systems Division manufactures scientific 

instruments and uses the products of two of Adler's other 

divisions. The Board Division manufactures printed circuit 

boards (PCBs). One PCB model is made exclusively for 

the Systems Division using proprietary designs, whereas 

less complex models are sold in outside markets. The 

products of the Transistor Division are sold in a 

well-developed competitive market; however, one 

transistor model is also used by the Systems Division.

The costs per unit of the products used by the Systems Division

are as follows:

                              PCB      Transistor

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

  Direct materials           $2.50        $ .80

  Direct labor                4.50         1.00

  Variable overhead           2.00          .50

  Fixed overhead               .80          .75

  Total cost                 $9.80        $3.05

The Board Division sells its commercial products at full 

cost plus a 25% markup and believes the proprietary 

board made for the Systems Division would sell for $12.25 

per unit on the open market. The market price of the 

transistor used by the Systems Division is $3.70 per unit. 

[202] Source: CMA 1290 3-21 

(Refers to Fact Pattern #17)

A per unit transfer price from the Transistor Division to the 

Systems Division at full cost, $3.05, would 

   A. Allow evaluation of both divisions on a 

   competitive basis. 

   B. Satisfy the Transistor Division's profit desire by 

   allowing recovery of opportunity costs. 

   C. Demotivate the Systems Division and cause 

   mediocre performance. 

   D. Provide no profit incentive for the Transistor 

   Division to control or reduce costs. 

[203] Source: CMA 1290 3-22 

(Refers to Fact Pattern #17)

Assume the Systems Division is able to purchase a large 

quantity of transistors from an outside source at $2.90 per 

unit. The Transistor Division, having excess capacity, 

agrees to lower its transfer price to $2.90 per unit. This 

action would 

   A. Optimize the profit goals of the Systems Division 

   while subverting the profit goals of Adler Industries. 

   B. Allow evaluation of both divisions on the same 

   basis. 

   C. Subvert the profit goals of the Transistor Division 

   while optimizing the profit goals of the Systems 

   Division. 

   D. Optimize the overall profit goals of Adler 

   Industries. 

[204] Source: CMA 1290 3-23 

(Refers to Fact Pattern #17)

The Board and Systems Divisions have negotiated a 

transfer price of $11.00 per printed circuit board. This 

price will 

   A. Cause the Board Division to reduce the number of 

   commercial printed circuit boards it manufactures. 

   B. Motivate both divisions as estimated profits are 

   shared. 

   C. Encourage the Systems Division to seek an 

   outside source for printed circuit boards. 

   D. Demotivate the Board Division causing mediocre 

   performance. 

[205] Source: CMA 0691 3-1 

Wilson Company uses a comprehensive planning and 

budgeting system. The proper order for Wilson to prepare 

certain budget schedules would be 

   A. Cost of goods sold, balance sheet, income 

   statement, and statement of cash flows. 

   B. Income statement, balance sheet, statement of 

   cash flows, and cost of goods sold. 

   C. Statement of cash flows, cost of goods sold, 

   income statement, and balance sheet. 

   D. Cost of goods sold, income statement, balance 

   sheet, and statement of cash flows. 

[206] Source: CMA 0691 3-2 

Each organization plans and budgets its operations for 

slightly different reasons. Which one of the following is not 

a significant reason for planning? 

   A. Providing a basis for controlling operations. 

   B. Forcing managers to consider expected future 

   trends and conditions. 

   C. Ensuring profitable operations. 

   D. Checking progress toward the objectives of the 

   organization. 

[207] Source: CMA 0691 3-3 

Adams Manufacturing, Inc. produces farm tractors. The 

details of its budgeted cost of goods manufactured 

schedule should come from which of the following 

schedules? 

   A. Cost of goods sold plus or minus the change 

   planned in finished goods. 

   B. Direct materials used, direct labor, manufacturing 

   overhead, and work-in-process. 

   C. Purchases, direct labor, manufacturing overhead, 

   finished goods, and work-in-process. 

   D. Purchases, raw material, work-in-process, and 

   finished goods. 

[208] Source: CMA 0691 3-4 

DeBerg Company has developed the following sales 

projections for the calendar year.

   May      $100,000      August         $160,000

   June      120,000      September       150,000

   July      140,000      October         130,000

Normal cash collection experience has been that 50% of 

sales are collected during the month of sale and 45% in the 

month following sale. The remaining 5% of sales is never 

collected. DeBerg's budgeted cash collections for the third 

calendar quarter are 

   A. $360,000. 

   B. $427,500. 

   C. $414,000. 

   D. $440,000. 

[209] Source: CMA 0691 3-6 

The budgeting process should be one that motivates 

managers and employees to work toward organizational 

goals. Which one of the following is least likely to motivate 

managers? 

   A. Setting budget targets at attainable levels. 

   B. Participation by subordinates in the budgetary 

   process. 

   C. Use of management by exception. 

   D. Having top management set budget levels. 

[210] Source: CMA 0691 3-8 

Of the following items, the one item that would not be 

considered in evaluating the adequacy of the budgeted 

annual operating income for a company is 

   A. Return on assets. 

   B. Long-range profit objectives. 

   C. Industry average for earnings on sales. 

   D. Internal rate of return. 

[211] Source: CMA 0691 3-9 

In developing a comprehensive budget for a manufacturing 

company, which one of the following items should be done 

first? 

   A. Development of a sales plan. 

   B. Determination of manufacturing capacity. 

   C. Development of the capital budget. 

   D. Determination of the advertising budget. 

[212] Source: CMA 0691 3-11 

When budgeting, the items to be considered by a 

manufacturing firm in going from a sales quantity budget to 

a production budget would be the 

   A. Expected change in the quantity of 

   work-in-process inventories. 

   B. Expected change in the quantity of finished goods 

   and work-in-process inventories. 

   C. Expected change in the quantity of finished goods 

   and raw material inventories. 

   D. Expected change in the availability of raw material 

   without regard to inventory levels. 

[213] Source: CMA 0691 3-12 

Flexible budgets 

   A. Accommodate changes in the inflation rate. 

   B. Are used to evaluate capacity use. 

   C. Are static budgets that have been revised for 

   changes in prices. 

   D. Accommodate changes in activity levels. 

[214] Source: CMA 0691 3-15 

Which one of the following schedules would be the last 

item to be prepared in the normal budget preparation 

process? 

   A. Direct labor budget. 

   B. Cash budget. 

   C. Cost of goods sold budget. 

   D. Manufacturing overhead budget. 

[215] Source: CMA 0691 3-25 

Residual income is a better measure for performance 

evaluation of an investment center manager than return on 

investment because 

   A. The problems associated with measuring the asset 

   base are eliminated. 

   B. Desirable investment decisions will not be 

   neglected by high return divisions. 

   C. Only the gross book value of assets needs to be 

   calculated. 

   D. Returns do not increase as assets are depreciated. 

[216] Source: CMA 0691 3-26 

If a manufacturing company uses responsibility accounting, 

which one of the following items is least likely to appear in 

a performance report for a manager of an assembly line? 

   A. Supervisory salaries. 

   B. Materials. 

   C. Repairs and maintenance. 

   D. Depreciation on equipment. 

[217] Source: CMA 0691 3-27 

A controllable expense 

   A. Is an expected future expense that will be different 

   under various alternatives. 

   B. Is an expense whose actual amount will not 

   normally differ from the standard (budget) amount. 

   C. Is one that is directly influenced at a given level of 

   managerial authority within a given time period. 

   D. Is an expense that will remain semivariable in total 

   over the relevant range in a given time period. 

[218] Source: CMA 0691 3-30 

In a highly decentralized organization, the best option for 

measuring the performance of subunits is the establishment 

of 

   A. Marketing centers. 

   B. Product centers. 

   C. Revenue centers. 

   D. Cost centers. 

[219] Source: CMA 0691 3-28 

The basic purpose of a responsibility accounting system is 

   A. Budgeting. 

   B. Motivation. 

   C. Authority. 

   D. Variance analysis. 

[220] Source: CMA 1291 3-8 

A segment of an organization is referred to as a profit 

center if it has 

   A. Authority to make decisions affecting the major 

   determinants of profit including the power to choose 

   its markets and sources of supply. 

   B. Authority to make decisions affecting the major 

   determinants of profit including the power to choose 

   its markets and sources of supply and significant 

   control over the amount of invested capital. 

   C. Authority to make decisions over the most 

   significant costs of operations including the power to 

   choose the sources of supply. 

   D. Authority to provide specialized support to other 

   units within the organization. 

[221] Source: CMA 1291 3-11 

A difference between standard costs used for cost control 

and budgeted costs 

   A. Can exist because standard costs must be 

   determined after the budget is completed. 

   B. Can exist because standard costs represent what 

   costs should be while budgeted costs represent 

   expected actual costs. 

   C. Can exist because budgeted costs are historical 

   costs while standard costs are based on engineering 

   studies. 

   D. Can exist because establishing budgeted costs 

   involves employee participation and standard costs 

   do not. 

[222] Source: CMA 1291 3-13 

A flexible budget is appropriate for 

   A. Control of fixed factory overhead but not direct 

   materials and direct labor. 

   B. Control of direct materials and direct labor but not 

   selling and administrative expenses. 

   C. Any level of activity. 

   D. Control of direct labor and direct materials but not 

   fixed factory overhead. 

[Fact Pattern #18]

Information pertaining to Noskey Corporation's sales 

revenue is presented in the following table.

                 November   December   January

                  Year 1     Year 1     Year 2

                 (Actual)   (Budget)   (Budget)

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

 Cash sales     $  80,000   $100,000   $ 60,000

 Credit sales     240,000    360,000    180,000

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

 Total sales     $320,000   $460,000   $240,000

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

Management estimates that 5% of credit sales are 

uncollectible. Of the credit sales that are collectible, 60% 

are collected in the month of sale and the remainder in the 

month following the sale. Purchases of inventory are equal 

to next month's sales and gross profit margin is 30%. All 

purchases of inventory are on account; 25% are paid in the 

month of purchase, and the remainder are paid in the month 

following the purchase. 

[223] Source: CMA 1291 3-23 

(Refers to Fact Pattern #18)

Noskey Corporation's budgeted cash collections in 

December year 1 from November year 1 credit sales are 

   A. $144,000. 

   B. $136,800. 

   C. $96,000. 

   D. $91,200. 

[224] Source: CMA 1291 3-24 

(Refers to Fact Pattern #18)

Noskey Corporation's budgeted total cash receipts in 

January year 2 are 

   A. $240,000. 

   B. $294,000. 

   C. $299,400. 

   D. $239,400. 

[225] Source: CMA 1291 3-25 

(Refers to Fact Pattern #18)

Noskey Corporation's budgeted total cash payments in 

December year 1 for inventory purchases are 

   A. $405,000. 

   B. $283,500. 

   C. $240,000. 

   D. $168,000. 

[226] Source: CMA 1291 3-26 

RedRock Company uses flexible budgeting for cost 

control. RedRock produced 10,800 units of product during 

October, incurring indirect materials costs of $13,000. Its 

master budget for the year reflected indirect materials costs 

of $180,000 at a production volume of 144,000 units. A 

flexible budget for October production would reflect 

indirect materials costs of 

   A. $13,000. 

   B. $13,500. 

   C. $13,975. 

   D. $11,700. 

[227] Source: CIA 1193 IV-13 

A company has budgeted sales for the upcoming quarter as 

follows:

               January      February     March

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

    Units       15,000       18,000      16,500

The ending finished goods inventory for each month equals 

50% of the next month's budgeted sales. Additionally, 3 

pounds of raw materials are required for each finished unit 

produced. The ending raw materials inventory for each 

month equals 200% of the next month's production 

requirements. If the raw materials cost $4.00 per pound 

and must be paid for in the month purchased, the budgeted 

raw materials purchases (in dollars) for January are 

   A. $216,000 

   B. $207,000 

   C. $198,000 

   D. $180,000 

[228] Source: CIA 0593 IV-12 

A company has the following budget data:

Beginning finished goods inventory     40,000 units

Sales                                  70,000 units

Ending finished goods inventory        30,000 units

Direct materials                       $10 per unit

Direct labor                           $20 per unit

Variable factory overhead               $5 per unit

Selling costs                           $2 per unit

Fixed factory overhead                      $80,000

What will be the total budgeted production costs? 

   A. $2,100,000 

   B. $2,180,000 

   C. $2,220,000 

   D. $2,300,000 

[Fact Pattern #19]

A company produces a product that requires 2 pounds of a 

raw material. The company forecasts that there will be 

6,000 pounds of raw material on hand at the end of June. 

At the end of any given month the company wishes to have 

30% of next month's raw material requirements on hand. 

The company has budgeted production of the product for 

July, August, September, and October to be 10,000, 

12,000, 13,000, and 11,000 units, respectively. As of June 

1, the raw material sells for $1.00 per pound. 

[229] Source: CIA 0594 III-68 

(Refers to Fact Pattern #19)

The cost of inventory is determined using the 

last-in-first-out (LIFO) method. If the price of raw material 

increases 10% as of June 30, what will be the effect of this 

increase on the cost of purchases from July to September? 

   A. $600 increase. 

   B. $7,060 increase. 

   C. $9,160 increase. 

   D. $60 increase. 

[230] Source: CIA 0594 III-69 

(Refers to Fact Pattern #19)

In the month of September, raw material purchases and 

ending inventory, respectively, will be (in pounds): 

   A. 24,800 and 6,600 

   B. 32,600 and 6,600 

   C. 13,000 and 3,900 

   D. 28,600 and 6,600 

[231] Source: CIA 0593 IV-13 

Flexible budgeting 

   A. Does not help control fixed costs. 

   B. Does not help control variable costs. 

   C. Helps control costs through comparison of actual 

   and flexible budgeted amounts. 

   D. Helps control costs through comparison of actual 

   and master budgeted amounts. 

[232] Source: CIA 1193 IV-27 

A company develops a budget that is based on the 

behavior of costs and revenues over a range of sales for the 

upcoming year. This is an example of a 

   A. Production budget. 

   B. Cash budget. 

   C. Capital budget. 

   D. Flexible budget. 

[233] Source: CIA 1193 IV-14 

A municipal government requires each department 

supervisor to submit an annual budget request stating the 

specific goals of the department and listing a series of 

"decision packages" relating to each goal. Each decision 

package describes a set of desired activities, the benefits of 

these activities, and the potential consequences of not 

performing the activities. Funds are allocated based on the 

estimated costs and benefits of each package. This is an 

example of 

   A. Incremental budgeting. 

   B. A static budget. 

   C. An imposed budget. 

   D. Zero-base budgeting. 

[Fact Pattern #20]

A and B are autonomous divisions of a corporation. They 

have no beginning or ending inventories, and the number of 

units produced is equal to the number of units sold. 

Following is financial information relating to the two 

divisions.

                                DIVISION

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

                              A          B

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

Sales                     $150,000   $400,000

Other revenue               10,000     15,000

Direct materials            30,000     65,000

Direct labor                20,000     40,000

Variable factory overhead    5,000     15,000

Fixed factory overhead      25,000     55,000

Variable selling and

administrative expense      15,000     30,000

Fixed selling and

administrative expense      35,000     60,000

Central corporate

expenses (allocated)        12,000     20,000

[234] Source: CIA 1193 IV-20 

(Refers to Fact Pattern #20)

What is the total contribution to corporate profits generated 

by Division A before allocation of central corporate 

expenses? 

   A. $18,000 

   B. $20,000 

   C. $30,000 

   D. $80,000 

[235] Source: CIA 1193 IV-21 

(Refers to Fact Pattern #20)

What is the contribution margin of Division B? 

   A. $150,000 

   B. $205,000 

   C. $235,000 

   D. $265,000 

[236] Source: CIA 1188 IV-51 

Budgets are a necessary component of financial decision 

making because they help provide a(n) 

   A. Efficient allocation of resources. 

   B. Means to use all the firm's resources. 

   C. Automatic corrective mechanism for errors. 

   D. Means to check managerial discretion. 

[237] Source: CIA 1190 IV-17 

The master budget 

   A. Shows forecasted and actual results. 

   B. Reflects controllable costs only. 

   C. Can be used to determine manufacturing cost 

   variances. 

   D. Contains the operating budget. 

[238] Source: CIA 0589 IV-13 

Which of the following is the principal advantage of 

budgeting? 

   A. Employee motivation. 

   B. Performance evaluation. 

   C. Coordination of activities. 

   D. Forced planning. 

[239] Source: Publisher 

The primary variable affecting active participation in and 

commitment to the budgeting and control system is 

   A. Management efforts to achieve the budget rather 

   than optimize results. 

   B. The rigid adherence to the budget without 

   recognizing changing conditions. 

   C. Top management involvement in support of the 

   budget. 

   D. The opportunity budgeting gives to ambitious 

   managers for department growth. 

[240] Source: Publisher 

Which of the following is normally included in the financial 

budget of a firm? 

   A. Direct materials budget. 

   B. Selling expense budget. 

   C. Budgeted balance sheet. 

   D. Sales budget. 

[241] Source: Publisher 

Which of the following is normally included in the operating 

budget? 

   A. Capital budget. 

   B. Cash budget. 

   C. Selling expense budget. 

   D. Budgeted balance sheet. 

[242] Source: Publisher 

In estimating the sales volume for a master budget, which of 

the following techniques may be used to improve the 

estimate? 

   A. Group discussions among management. 

   B. Statistical analyses, including regression analysis 

   and econometric studies. 

   C. Estimation from previous sales volume. 

   D. All of the answers are correct. 

[243] Source: Publisher 

Ineffective budget control systems are characterized by 

   A. Use of budgets as a planning but not a control 

   tool. 

   B. Use of budgets for harassment of individuals rather 

   than motivation. 

   C. Lack of timely feedback in the use of the budget. 

   D. All of the answers are correct. 

[244] Source: CIA 1187 IV-10 

Management has prepared a graph showing the total costs 

of operating branch warehouses throughout the country. 

The cost line crosses the vertical axis at $200,000. The 

total cost of operating one branch is $350,000. The total 

cost of operating ten branches is $1,700,000. For 

purposes of preparing a flexible budget based on the 

number of branch warehouses in operation, what formula 

should be used to determine budgeted costs at various 

levels of activity? 

   A. Y = $200,000 + $150,000X 

   B. Y = $200,000 + $170,000X 

   C. Y = $350,000 + $200,000X 

   D. Y = $350,000 + $150,000X 

[245] Source: CIA 0589 IV-12 

A company has $10,000 in cash and $150,000 in 

merchandise inventory on March 31. The desired cash and 

merchandise inventory balances on June 30 are $20,000 

and $250,000, respectively. Sales for the quarter are 

expected to be $300,000, all in cash. Gross margin is 40% 

of sales. Cash operating expenses are expected to be 

$50,000. All merchandise inventory purchases are paid for 

in cash at the time of purchase. What amount of financing 

will the company need during the quarter? 

   A. $50,000 

   B. $40,000 

   C. $30,000 

   D. $20,000 

[246] Source: CIA 1190 IV-15 

A company has budgeted sales of 24,000 finished units for 

the forthcoming 6-month period. It takes 4 pounds of 

direct materials to make one finished unit. Given the 

following:

                         Finished  Direct materials

                            units          (pounds)

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

Beginning inventory       14,000         44,000

Target ending inventory   12,000         48,000

How many pounds of direct materials should be budgeted 

for purchase during the 6-month period? 

   A. 48,000 

   B. 88,000 

   C. 92,000 

   D. 96,000 

[247] Source: CIA 0590 IV-12 

A firm desires a finished goods ending inventory equal to 

25% of the following month's budgeted sales. January sales 

are budgeted at 10,000 units and February at 12,000 units. 

Each unit requires 2 pounds of Material X, which costs $4 

per pound. The company has a just-in-time system and 

materials are delivered daily just prior to use, so no raw 

materials inventories are maintained. Materials are paid for 

in the month following purchase. The January 1 finished 

goods inventory is 2,500 units. In February, what amount 

should the company expect to pay as a cash outflow for 

raw materials? 

   A. $21,000 

   B. $40,000 

   C. $42,000 

   D. $84,000 

[248] Source: CIA 1190 IV-16 

A company is preparing its cash budget for the coming 

month. All sales are made on account. Given the following:

                           Beginning       Budgeted

                            Balances        Amounts

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

Cash                       $ 50,000

Accounts receivable         180,000

Sales                                      $800,000

Cash disbursements                          780,000

Depreciation                                 25,000

Ending accounts receivable balance          210,000

What is the expected cash balance of the company at the 

end of the coming month? 

   A. $15,000 

   B. $40,000 

   C. $45,000 

   D. $70,000 

[249] Source: CIA 0586 IV-12 

A company prepares a flexible budget each month for 

manufacturing costs. Formulas have been developed for all 

costs within a relevant range of 5,000 to 15,000 units per 

month. The budget for electricity (a semivariable cost) is 

$19,800 at 9,000 units per month, and $21,000 at 10,000 

units per month. How much should be budgeted for 

electricity for the coming month if 12,000 units are to be 

produced? 

   A. $26,400 

   B. $25,200 

   C. $23,400 

   D. $22,200 

[250] Source: CMA 1286 1-30 

CMR is a retail mail order firm currently using a central 

collection system that requires all checks to be sent to its 

Boston headquarters. An average of 5 days is required for 

mailed checks to be received, 4 days for CMR to process 

them, and 1ｽ days for the checks to clear through the 

bank. A proposed lockbox system would reduce the mail 

and process time to 3 days and the check clearing time to 1 

day. CMR has an average daily collection of $100,000. If 

CMR should adopt the lockbox system, its average cash 

balance would increase by 

   A. $250,000 

   B. $400,000 

   C. $650,000 

   D. $800,000 

[Fact Pattern #21]

                     Purchases              Sales

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

 January              $42,000              $72,000

 February              48,000               66,000

 March                 36,000               60,000

 April                 54,000               78,000

Collections from Montero Corp.'s customers are normally 

70% in the month of sale, and 20% and 9%, respectively, 

in the 2 months following the sale. The balance is 

uncollectible. Montero takes full advantage of the 2% 

discount allowed on purchases paid for by the 10th of the 

following month. Purchases for May are budgeted at 

$60,000, and sales for May are forecasted at $66,000. 

Cash disbursements for expenses are expected to be 

$14,400 for the month of May. Montero's cash balance at 

May 1 was $22,000. 

[251] Source: Publisher 

(Refers to Fact Pattern #21)

What are the expected cash collections during May? 

   A. $46,200 

   B. $61,800 

   C. $66,000 

   D. $67,200 

[252] Source: Publisher 

(Refers to Fact Pattern #21)

What are the expected cash disbursements for May? 

   A. $14,400 

   B. $52,920 

   C. $67,320 

   D. $68,400 

[253] Source: Publisher 

(Refers to Fact Pattern #21)

What was the cash balance on April 1, assuming cash 

disbursements for expenses increased 20% from April to 

May? 

   A. $72,540 

   B. $22,000 

   C. $(3,260) 

   D. $(2,540) 

[Fact Pattern #22]

Scarborough Corporation manufactures and sells two 

products, Thingone and Thingtwo. Scarborough's budget 

department gathered the following data to project sales and 

budget requirements:

 Projected Sales

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

 Product                 Units             Price

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

 Thingone               60,000              $70

 Thingtwo               40,000              100

 Projected Inventories -- in units

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

                Expected              Desired

 Product        January 1           December 31

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

 Thingone        20,000                25,000

 Thingtwo         8,000                 9,000

To produce one unit of Thingone and Thingtwo, the 

following raw materials are used:

Raw Material   Unit         Thingone        Thingtwo

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

      A         lb.             4               5

      B         lb.             2               3

      C        each                             1

Projected data for the year with respect to raw materials are as follows:

           Anticipated       Expected         Desired

  Raw        Purchase      Inventories      Inventories

Material      Price            1/1             12/31

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

   A           $8           32,000 lb.       36,000 lb.

   B            5           29,000 lb.       32,000 lb.

   C            3            6,000 each       7,000 each

Projected direct labor requirements and rates are as follows:

Thingone -- 2 hours per unit at $3 per hour

Thingtwo -- 3 hours per unit at $4 per hour

Overhead is applied at the rate of $2 per direct labor hour.

[254] Source: Publisher 

(Refers to Fact Pattern #22)

What is the production budget in units for each product for 

the year?

      Thingone       Thingtwo

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

   A. 

       55,000         39,000

   B. 

       85,000         49,000

   C. 

       60,000         40,000

   D. 

       65,000         41,000

[255] Source: Publisher 

(Refers to Fact Pattern #22)

What is the raw materials budget in quantities?

         A           B           C

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

   A. 

      533,000     314,000     54,000

   B. 

      469,000     256,000     42,000

   C. 

      465,000     253,000     41,000

   D. 

      501,000     285,000     48,000

[256] Source: Publisher 

(Refers to Fact Pattern #22)

What is the direct labor budget in dollars?

       Thingone        Thingtwo

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

   A. 

       $390,000        $369,000

   B. 

       $520,000        $492,000

   C. 

       $390,000        $492,000

   D. 

       $492,000        $390,000

[257] Source: Publisher 

(Refers to Fact Pattern #22)

What is the budgeted finished goods inventory for 

Thingtwo in dollars? 

   A. $108,000 

   B. $306,000 

   C. $522,000 

   D. $684,000 

[258] Source: CIA 0590 IV-14 

One of the primary advantages of budgeting is that it 

   A. Does not take the place of management and 

   administration. 

   B. Bases the profit plan on estimates. 

   C. Is continually adapted to fit changing 

   circumstances. 

   D. Requires departmental managers to make plans in 

   conjunction with the plans of other interdependent 

   departments. 

[259] Source: CIA 1190 IV-15 

A company has budgeted sales of 24,000 finished units for 

the forthcoming 6-month period. It takes 4 pounds of 

direct materials to make one finished unit. Given the 

following:

                         Finished  Direct materials

                           units      (pounds)

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

Beginning inventory       14,000        44,000

Target ending inventory   12,000        48,000

How many pounds of direct materials should be budgeted 

for purchase during the 6-month period? 

   A. 26,000 

   B. 88,000 

   C. 92,000 

   D. 96,000 

[260] Source: CIA 0592 IV-18 

The following is a standard cost variance analysis report on 

direct labor cost for a division of a manufacturing company.

       Actual Hours    Actual Hours  Standard Hours

            at              at              at

Job    Actual Wages  Standard Wages  Standard Wages

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

213       $3,243          $3,700          $3,100

215       15,345          15,675          15,000

217        6,754           7,000           6,600

219       19,788          18,755          19,250

221        3,370           3,470           2,650

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

Totals   $48,500         $48,600         $46,600

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

What is the total flexible budget direct labor variance for 

the division? 

   A. $1,900 unfavorable. 

   B. $1,900 favorable. 

   C. $2,000 unfavorable. 

   D. $2,000 favorable. 

[261] Source: CIA 1192 IV-19 

There are many different budget techniques or processes 

that business organizations can employ. One of these 

techniques or processes is zero-base budgeting, which is 

   A. Budgeting from the ground up as though the 

   budget process were being initiated for the first time. 

   B. Budgeting for cash inflows and outflows to time 

   investments and borrowings in a way to maintain a 

   bank account with a minimum balance. 

   C. Using the prior year's budget as a base year and 

   adjusting it based on the experiences of the prior year 

   and the expectations for the coming year. 

   D. Developing budgeted costs from clear-cut 

   measured relationships between inputs and outputs. 

[262] Source: Publisher 

The appropriate measurement device for the assets 

included in an investment should be 

   A. Replacement cost. 

   B. Net realizable value. 

   C. Liquidation value. 

   D. All answers are correct. 

[263] Source: Publisher 

ROI, residual income, and present value techniques are 

sophisticated budgeting and accounting methods, yet 

relatively few organizations adopt these concepts in their 

entirety for internal purposes. What is a possible reason for 

this reluctance? 

   A. Behavioral implications of changing the system. 

   B. External influences from the larger environment. 

   C. The cost of developing the systems exceeds the 

   perceived benefits. 

   D. All of the answers are correct. 

[264] Source: Publisher 

A flexible budget is not appropriate for a(n)

      Marketing     Administrative    Production

       Budget           Budget          Budget

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

   A. 

         Yes              Yes             Yes

   B. 

         Yes              No              No

   C. 

         No               Yes             Yes

   D. 

         No               No              No

[265] Source: Publisher 

In preparing its cash budget for April, Brown Co. made the 

following projections:

Sales                                    $4,000,000

Gross margin (based on sales)                   25%

Decrease in inventories                     160,000

Decrease in accounts payable

  for inventories                           275,000

For April, the estimated cash disbursements for inventories 

were 

   A. $3,275,000 

   B. $3,115,000 

   C. $2,840,000 

   D. $2,565,000 

[266] Source: Publisher 

Scott Company uses the following flexible budget formula 

for annual maintenance costs:

    Total cost = $6,000 + $0.70 per machine hour

The current month's budget is based on planned machine 

time of 30,000 hours. Monthly maintenance cost included 

in this flexible budget is 

   A. $20,500 

   B. $21,000 

   C. $21,500 

   D. $27,000 

[267] Source: Publisher 

Bradley Co. budgets its total production costs at $220,000 

for 75,000 units of output and $275,000 for 100,000 units 

of output. Since additional facilities are needed to produce 

100,000 units, fixed costs are budgeted at 20% more than 

for 75,000 units. What is Bradley's budgeted variable cost 

per unit of output? 

   A. $1.10 

   B. $1.20 

   C. $2.20 

   D. $2.75 

[268] Source: Publisher 

The Maxwell Company's cash budget for March includes 

the following information concerning its accounts receivable:

Estimated credit sales for March           $300,000

Actual credit sales for February            250,000

Estimated collections in March for

  credit sales in March                         30%

Estimated collections in March for

  credit sales in February                      60%

Estimated collections in March for

  credit sales prior to February             15,000

Estimated write-offs in March for

  uncollectible credit sales                  7,000

Estimated provision for bad debts

  in March for credit sales in March          8,000

Determine the estimated cash receipts from accounts 

receivable collections in March. 

   A. $240,000 

   B. $247,000 

   C. $248,000 

   D. $255,000 

[269] Source: Publisher 

Harrison Company has budgeted its operations for August. 

No change in the inventory level during the month is 

planned. Selected data based on estimated amounts are as 

follows:

Net loss                                     $(120,000)

Increase in accounts payable                    48,000

Depreciation expense                            42,000

Decrease in gross amounts of trade

  account receivables                           72,000

Purchase of equipment on 90-day credit terms    18,000

Provision for estimated warranty liability      12,000

What is the expected change in the cash position during 

August? 

   A. $18,000 decrease. 

   B. $30,000 decrease. 

   C. $36,000 increase. 

   D. $54,000 increase. 

[Fact Pattern #23]

Polk Retailers is developing cash and other budget 

information for July, August, and September. At June 30, 

Polk had cash of $6,600, accounts receivable of 

$524,000, inventories of $371,280, and accounts payable 

of $159,666. The budget is to be based on the following 

assumptions:

 Sales

 -----

 Each month's sales are billed on the last day of the month.

 Customers are allowed a 2% discount if payment is made within

   10 days after the billing date.  Receivables are booked gross.

 65% of the billings are collected within the discount period, 20%

   are collected by the end of the month, 10% are collected by the

   end of the second month, and 5% prove uncollectible.

 Purchases

 ---------

 60% of all purchases of materials and selling, general, and

  administrative expenses are paid in the month purchased and the

   remainder in the following month.

 Each month's ending inventory in units is equal to 120% of the next

   month's units of sales.

 The cost of each unit of inventory is $25.

 Selling, general, and administrative expenses, of which $3,000 is

   depreciation, are equal to 20% of the current month's sales.

 Actual and projected sales are as follows:

                  Dollars                  Units

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

 May             $424,000                 10,600

 June             436,000                 10,900

 July             428,000                 10,700

 August           408,000                 10,200

 September        432,000                 10,800

 October          440,000                 11,000

[270] Source: Publisher 

(Refers to Fact Pattern #23)

Budgeted purchases for July and August are 

   A. $236,000 and $242,500 

   B. $247,500 and $260,000 

   C. $252,500 and $273,000 

   D. $275,000 and $292,500 

[271] Source: Publisher 

(Refers to Fact Pattern #23)

Budgeted cash disbursements during August are 

   A. $297,306 

   B. $272,518 

   C. $262,300 

   D. $345,000 

[272] Source: Publisher 

(Refers to Fact Pattern #23)

Budgeted cash collections during July are 

   A. $407,332 

   B. $413,000 

   C. $417,675 

   D. $422,338 

[273] Source: Publisher 

(Refers to Fact Pattern #23)

The budgeted number of units of inventory to be purchased 

during September is 

   A. 13,200 

   B. 10,560 

   C. 10,800 

   D. 11,040 

[274] Source: Publisher 

Brogan Co. operated four sales offices last year. Brogan's 

costs were $400,000, of which $60,000 were fixed. 

Brogan's total costs are significantly influenced by the 

number of sales offices it operates. Using last year's costs 

as the basis for predicting annual costs, what would the 

budgeted costs be if Brogan operated six sales offices? 

   A. $600,000 

   B. $570,000 

   C. $510,000 

   D. $485,000 

[275] Source: Publisher 

Arrow Co.'s master budget was prepared based on the 

following projections:

Sales                                    $2,400,000

Decrease in inventories                      60,000

Decrease in accounts payable                100,000

Gross margin                                    40%

Arrow's estimated cash disbursements for inventories are 

   A. $920,000 

   B. $1,000,000 

   C. $1,400,000 

   D. $1,480,000 

[276] Source: CMA 0694 3-10 

The financial budget process includes 

   A. The cash budget. 

   B. The capital budget. 

   C. The budgeted statement of cash flows. 

   D. All of the answers are correct. 

[277] Source: CMA 0694 3-13 

A continuous (rolling) budget 

   A. Presents the plan for only one level of activity and 

   does not adjust to changes in the level of activity. 

   B. Presents the plan for a range of activity so the plan 

   can be adjusted for changes in activity. 

   C. Is a plan that is revised monthly or quarterly, 

   dropping one period and adding another. 

   D. Is one of the budgets that is part of a long-range 

   strategic plan, unchanged unless the strategy of the 

   company changes. 

[278] Source: CMA 0694 3-15 

A method of budgeting in which the cost of each program 

must be justified, starting with the one most vital to the 

company, is 

   A. Flexible budgeting. 

   B. Zero-based budgeting. 

   C. Continuous budgeting. 

   D. Probabilistic budgeting. 

[Fact Pattern #24]

Super Drive, a computer disk storage and back-up 

company, uses accrual accounting. The company's 

Statement of Financial Position for the year ended 

November 30, is as follows:

                    Super Drive

          Statement of Financial Position

                    November 30

   Assets

   ------

   Cash                                   $  52,000

   Accounts receivable, net                 150,000

   Inventory                                315,000

   Property, plant and equipment          1,000,000

                                         ----------

       Total assets                      $1,517,000

                                         ==========

   Liabilities

   -----------

   Accounts payable                      $  175,000

   Common stock                             900,000

   Retained earnings                        442,000

                                         ----------

       Total liabilities and

        shareholders' equity             $1,517,000

                                         ==========

Additional information regarding Super Drive's operations

include the following:

ｷ  Sales are budgeted at $520,000 for December and $500,000 for

   January of the next year.

ｷ  Collections are expected to be 60% in the month of sale and 40% in

   the month following the sale.

ｷ  80% of the disk drive components are purchased in the month prior

   to the month of sale, and 20% are purchased in the month of sale.

   Purchased components are 40% of the cost of goods sold.

ｷ  Payment for the components is made in the month following

   the purchase.

ｷ  Cost of goods sold is 80% of sales.

[279] Source: CMA 1294 3-7 

(Refers to Fact Pattern #24)

The budgeted cash collections for the month of December 

are 

   A. $208,000 

   B. $520,000 

   C. $402,000 

   D. $462,000 

[280] Source: CMA 1294 3-8 

(Refers to Fact Pattern #24)

The projected balance in accounts payable on December 

31 is 

   A. $161,280 

   B. $326,400 

   C. $166,400 

   D. $416,000 

[281] Source: CMA 1294 3-9 

(Refers to Fact Pattern #24)

The projected gross profit for the month ending December 

31 is 

   A. $416,000 

   B. $104,000 

   C. $134,000 

   D. $536,000 

[282] Source: CMA 1294 3-12 

Which one of the following is a sales forecasting technique 

that can be utilized in preparing the annual profit plan? 

   A. Linear programming. 

   B. Exponential smoothing. 

   C. Queuing theory. 

   D. Program Evaluation and Review Technique 

   (PERT). 

[Fact Pattern #25]

Simpson Inc. is in the process of preparing its annual 

budget. The following beginning and ending inventory levels 

(in units) are planned for the year ending December 31.

                            Beginning         Ending

                            Inventory        Inventory

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

Raw material*                40,000            50,000

Work-in-process              10,000            10,000

Finished goods               80,000            50,000

*Two units of raw material are needed to produce each unit of

 finished product.

[283] Source: CMA 1294 3-17 

(Refers to Fact Pattern #25)

If Simpson Inc. plans to sell 480,000 units during the year, 

the number of units it would have to manufacture during the 

year would be 

   A. 440,000 units. 

   B. 480,000 units. 

   C. 510,000 units. 

   D. 450,000 units. 

[284] Source: CMA 1294 3-18 

(Refers to Fact Pattern #25)

If 500,000 finished units were to be manufactured for the 

year by Simpson Inc., the units of raw material that must be 

purchased would be 

   A. 1,000,000 units. 

   B. 1,020,000 units. 

   C. 1,010,000 units. 

   D. 990,000 units. 

[285] Source: CMA 1294 3-19 

Superior Industries' sales budget shows quarterly sales for 

the next year as follows:

            Quarter            Units

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

               1              10,000

               2               8,000

               3              12,000

               4              14,000

Company policy is to have a finished goods inventory at the 

end of each quarter equal to 20% of the next quarter's 

sales. Budgeted production for the second quarter of the 

next year would be 

   A. 7,200 units. 

   B. 8,000 units. 

   C. 8,800 units. 

   D. 8,400 units. 

[286] Source: Publisher 

A budget is a control device. It helps a company control 

costs by setting cost guidelines. However, a budget also 

performs the function(s) of 

   A. Planning. 

   B. Motivating. 

   C. Communicating. 

   D. All of the answers are correct. 

[287] Source: Publisher 

An improperly executed budget process might have the 

effect(s) of 

   A. Disregard of overall company goals. 

   B. Inflated budget requests. 

   C. Meeting short-term but not long-term goals. 

   D. All of the answers are correct. 

[288] Source: Publisher 

OChan Company has decided to implement a new 

departmental budgeting system. Previously, OChan had 

merely prepared company-wide budgets. The most likely 

behavioral result of the change is that 

   A. Employees will welcome the improved control. 

   B. Participation in the budgeting process will lower 

   managers' morale because of the increased 

   responsibility. 

   C. Considerable resistance to the change will occur. 

   D. Informal groups will be unaffected. 

[289] Source: Publisher 

Rational decision making is a multi-step process. In which 

stage of this process will effective communication to 

persons affected by the decision be most important? 

   A. Evaluating possible solutions. 

   B. Defining the problem. 

   C. Following up. 

   D. Gathering relevant information. 

[290] Source: Publisher 

In a responsibility accounting system, the process in which 

a supervisor and a subordinate jointly determine the 

subordinate's goals and plans for achieving these goals is 

   A. Top-down budgeting. 

   B. Bottom-up budgeting. 

   C. Management by objectives. 

   D. Management by exception. 

[291] Source: Publisher 

The primary variable affecting active participation in and 

commitment to the budgeting and control system is 

   A. Management efforts to achieve the budget rather 

   than optimize results. 

   B. Rigid adherence to the budget without recognizing 

   changing conditions. 

   C. Top management involvement in support of the 

   budget. 

   D. The opportunity budgeting gives to managers for 

   departmental growth. 

[292] Source: Publisher 

A company has adopted a new budgetary procedure that 

has met strong opposition from lower level managers. This 

resistance by employees to organizational change can be 

overcome if management 

   A. Makes the change as quickly as possible. 

   B. Communicates with employees only on a 

   need-to-know basis. 

   C. Allows as much participation by those affected as 

   possible. 

   D. Unilaterally imposes the change. 

[293] Source: Publisher 

The major disadvantage of a budget produced by means of 

a top-down process is 

   A. Impairment of goal congruence. 

   B. Lack of involvement by upper-level management. 

   C. Inconsistency with strategic plans. 

   D. Absence of a significant motivational effect. 

[294] Source: CIA 0587 III-16 

A manufacturing firm has certain peak seasons; namely the 

Christmas season, the summer season, and the last 2 

weeks of February. During these periods of increased 

output, the firm leases additional production equipment and 

hires additional temporary employees. Which of the 

following budget techniques would best fit this firm's needs? 

   A. Flexible budgeting. 

   B. Static budgeting. 

   C. Zero-based budgeting. 

   D. Project budgeting. 

[295] Source: Publisher 

A budget is a control device. It helps a company control 

costs by setting cost guidelines. However, a budget also 

performs the function(s) of 

   A. Planning. 

   B. Motivating. 

   C. Coordinating company activities. 

   D. All of the answers are correct. 

[296] Source: Publisher 

The primary variable affecting active participation in and 

commitment to the budgeting and control system is 

   A. Management efforts to achieve the budget rather 

   than optimize results. 

   B. Rigid adherence to the budget without recognizing 

   changing conditions. 

   C. Top management involvement in support of the 

   budget. 

   D. The opportunity budgeting gives to managers for 

   departmental growth. 

[297] Source: Publisher 

The major disadvantage of a budget produced by means of 

a top-down process is 

   A. Impairment of goal congruence. 

   B. Lack of involvement by upper-level management. 

   C. Inconsistency with strategic plans. 

   D. Absence of a significant motivational effect. 

[Fact Pattern #26]

The Carroll Timber Corporation purchased a medium-size 

log skidder on July 1, year 1, the beginning of the 

company's fiscal year. The skidder cost $84,000, has an 

estimated productive life of 8 years, and an estimated 

salvage value of $12,000. The skidder has been used in 

operations throughout the entire fiscal year. 

[298] Source: CMA 0695 3-11 

(Refers to Fact Pattern #26)

If Carroll uses the half-year convention to recognize 

depreciation expense on all depreciable assets bought 

during the year, the amount of depreciation expense using 

the straight-line method that would be projected for the 

fiscal year ending June 30, year 2, would be 

   A. $10,500 

   B. $5,250 

   C. $4,500 

   D. $9,000 

[299] Source: CMA 0695 3-12 

(Refers to Fact Pattern #26)

If Carroll uses the full-year convention to recognize 

depreciation expense in the year of acquisition, the amount 

of the projected depreciation expense using the 

sum-of-years'-digits method for the fiscal year ending June 

30, year 2, would be 

   A. $2,333 

   B. $16,000 

   C. $18,000 

   D. $18,667 

[300] Source: CIA 0587 III-16 

A manufacturing firm has certain peak seasons; namely the 

Christmas season, the summer season, and the last 2 

weeks of February. During these periods of increased 

output, the firm leases additional production equipment and 

hires additional temporary employees. Which of the 

following budget techniques would best fit this firm's needs? 

   A. Flexible budgeting. 

   B. Static budgeting. 

   C. Zero-based budgeting. 

   D. Project budgeting. 

[301] Source: Publisher 

For the month of June, Wilder Cherry Company expects to 

sell 12,500 cases of small cherries at $25 per case and 

33,000 cases of large cherries at $32 per case. Sales 

personnel receive a 6% commission on each case of small 

cherries and an 8% commission on each case of large 

cherries. To receive a commission on a product, the sales 

personnel team must meet the individual product revenue 

quota. The sales quotas for small cherries and large 

cherries are $500,000 and $1 million, respectively. What 

are the sales commissions budgeted for June? 

   A. $109,440 

   B. $84,480 

   C. $82,110 

   D. $4,480 

[302] Source: Publisher 

Whopper Inc. budgeted sales on account of $150,000 for 

July, $210,000 for August, and $198,000 for September. 

Collection experience indicates that 60% of the budgeted 

sales will be collected the month after the sale, 36% the 

second month, and 4% will be uncollectible. The cash 

receipts from accounts receivable that should be budgeted 

for September equal 

   A. $180,000 

   B. $165,600 

   C. $194,400 

   D. $198,000 

[303] Source: Publisher 

The Zachary Company budgeted sales of $200,000 for 

July, $280,000 for August, and $264,000 for September. 

Approximately 75% of sales are on credit; the remainder 

are cash sales. Collection experience indicates that 60% of 

the budgeted credit sales will be collected the month after 

the sale, 36% the second month, and 4% will be 

uncollectible. The cash receipts from accounts receivable 

(excluding cash sales) that should be budgeted for 

September equal 

   A. $165,600 

   B. $180,000 

   C. $194,400 

   D. $264,000 

[304] Source: Publisher 

The Matthew Nichols Company budgeted sales of 

$200,000 for July, $280,000 for August, $198,000 for 

September and $200,000 for October. Approximately 

75% of sales are on credit; the remainder are cash sales. 

Collection experience indicates that 60% of the budgeted 

credit sales will be collected the month after the sale, 36% 

will be collected the second month, and 4% will be 

uncollectible. The cash receipts budgeted for October 

equal 

   A. $164,700 

   B. $200,000 

   C. $214,700 

   D. $244,400 

[305] Source: Publisher 

A company has developed the budget formula below for 

estimating its shipping expenses. Shipments have historically 

averaged 12 pounds per shipment.

              Shipping costs = $18,000 + ($.60 x Pounds shipped)

The planned activity and actual activity regarding orders 

and shipments for the current month are given in the 

following schedule:

                        Plan     Actual

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

Sales orders               800       780

Shipments                  800       820

Units shipped            8,000     9,000

Sales                 $120,000  $144,000

Total pounds shipped     9,600    12,500

The actual shipping costs for the month amounted to 

$21,000. The appropriate monthly flexible budget 

allowance for shipping costs for the purpose of 

performance evaluation should be 

   A. $18,000 

   B. $18,492 

   C. $23,760 

   D. $25,500 

[306] Source: Publisher 

A company has the following budget formula for annual 

electricity expense in its shop:

                 Expense = $7,200 + ($0.60 x Units produced)

If management expects to produce 20,000 units during 

February, the appropriate monthly flexible budget 

allowance for the purpose of performance evaluation 

should be 

   A. $ 7,200 

   B. $12,000 

   C. $12,600 

   D. $19,200 

[307] Source: Publisher 

A manufacturing company has prepared quarterly budgets 

for the next 12 months. These budgets anticipate steady 

decreases in the unit costs of a new product. Accordingly, 

if unit costs for the fourth quarter are materially lower than 

those for the first quarter, but an unfavorable variance is 

reported, the company is most likely using 

   A. Kaizen budgeting. 

   B. Activity-based budgeting. 

   C. Life-cycle budgeting. 

   D. Whole-life budgeting. 

[308] 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 

[Fact Pattern #27]

Mountain Corporation manufactures cabinets but 

outsources the handles. Eight handles are needed for a 

cabinet, with assembly requiring 30 minutes of direct labor 

per unit. Ending finished goods inventory is planned to 

consist of 50% of projected unit sales for the next month, 

and ending handles inventory is planned to be 80% of the 

requirement for the next month's projected unit output of 

finished goods.

Mountain's projected unit sales:

October           4,600

November          5,000

December          4,200

January           6,000

Mountain's ending inventories in units at September 30:

Finished goods    3,800

Handles          16,000

[309] Source: Publisher 

(Refers to Fact Pattern #27)

The number of units finished during December is 

   A. 3,000 

   B. 5,100 

   C. 4,200 

   D. 5,000 

[310] Source: Publisher 

(Refers to Fact Pattern #27)

The number of handles to be purchased in October is 

   A. 52,800 

   B. 68,800 

   C. 40,000 

   D. 36,800 

[311] Source: Publisher 

(Refers to Fact Pattern #27)

Given that a full-time employee works 160 hours per 

month, no overtime is allowed, and part-time employees 

may be used, how many full-time equivalent employees are 

needed to assemble the output of finished units in 

November? 

   A. 14.375 

   B. 28.75 

   C. 15.625 

   D. 31.25 

[312] Source: Publisher 

Karmel, Inc. pays out sales commissions to its sales team in 

the month the company receives cash for payment. These 

commissions equal 5% of total (monthly) cash inflows as a 

result of sales. Karmel has budgeted sales of $300,000 for 

August, $400,000 for September, and $200,000 for 

October. Approximately half of all sales are on credit, and 

the other half are all cash sales. Experience indicates that 

70% of the budgeted credit sales will be collected in the 

month following the sale, 20% the month after that, and 

10% of the sales will be uncollectible. Based on this 

information, what should be the total amount of sales 

commissions paid out by Karmel in the month of October? 

   A. $8,500 

   B. $13,500 

   C. $17,000 

   D. $22,000 

[313] Source: Publisher 

Klaus is a divisional manager for TotToys. He has been 

assigned the task of creating a production budget for his 

division, which produces the company's most popular 

stuffed animal. Budgeted sales for this toy for the next year 

have been set at 650,000 units, desired ending finished 

goods inventory is 200,000 units, and Klaus would like 

there to be 100,000 equivalent units in ending 

work-in-process inventory. The starting finished goods 

inventory for the next year will be 300,000 units, with 

75,000 equivalent units in beginning work-in-process 

inventory. How many equivalent units should Klaus plan for 

his division to produce? 

   A. 550,000 

   B. 575,000 

   C. 725,000 

   D. 925,000 

[314] Source: Publisher 

Flesher Farms is preparing its cash budget for the next 

year. Sales are expected to be $100,000 in January, 

$200,000 in February, $300,000 in March, and $100,000 

in April. Approximately half of all sales are cash sales, and 

the other half are on credit. Experience indicates that 70% 

of the credit sales will be collected in the month following 

the sale, 20% the month after that, and 10% in the third 

month after the sale. What are the budgeted collections for 

April? 

   A. $130,000 

   B. $180,000 

   C. $260,000 

   D. $360,000 

[315] Source: CMA Samp Q3-8 

In an organization that plans by using comprehensive 

budgeting, the master budget is 

   A. A compilation of all the separate operational and 

   financial budget schedules of the organization. 

   B. The booklet containing budget guidelines, policies, 

   and forms to use in the budgeting process. 

   C. The current budget updated for operations for 

   part of the current year. 

   D. A budget of a not-for-profit organization after it is 

   approved by the appropriate authoritative body. 

[Fact Pattern #28]

CrossMan Corporation, a rapidly expanding crossbow 

distributor, is in the process of formulating plans for Year 2. 

Joan Caldwell, director of marketing, has completed her 

Year 2 forecast and is confident that sales estimates will be 

met or exceeded. The following sales figures show the 

growth expected.

             Forecasted                   Forecasted

 Month         Sales          Month          Sales

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

January      $1,800,000     July          $3,000,000

February      2,000,000     August         3,000,000

March         1,800,000     September      3,200,000

April         2,200,000     October        3,200,000

May           2,500,000     November       3,000,000

June          2,800,000     December       3,400,000

George Brownell, assistant controller, has been given the 

responsibility for formulating the cash flow projection, a 

critical element during a period of rapid expansion. The 

following information will be used in preparing the cash 

analysis.

  Sixty percent of billings are collected in the month after the

   sale and 40% in the second month after the sale.  Uncollectible

   accounts are nominal and will not be considered in the analysis.

  The purchase of the crossbows is CrossMan's largest expenditure;

   the cost of these items equals 50% of sales.  Sixty percent of

   the crossbows are received 1 month prior to sale and 40% are

   received during the month of sale.

  Prior experience shows that 80% of accounts payable are paid by

   CrossMan 1 month after receipt of the purchased crossbows, and

   the remaining 20% are paid the second month after receipt.

  Hourly wages, including fringe benefits, are a factor of sales

   volume and are equal to 20% of the current month's sales.  These

   wages are paid in the month incurred.

  General and administrative expenses are projected to be

   $2,640,000 next year.  The composition of the expenses is given

   below.  All of these expenses are incurred uniformly throughout

   the year except the property taxes.  Property taxes are paid in

   four equal installments in the last month of each quarter.

     Salaries           $  480,000

     Promotion             660,000

     Property taxes        240,000

     Insurance             360,000

     Utilities             300,000

     Depreciation          600,000

                        ----------

     Total              $2,640,000

                        ==========

  Income tax payments are made by CrossMan in the first month of

   each quarter based on the income for the prior quarter.

   CrossMan's income tax rate is 40%.  CrossMan's net income for

   the first quarter of Year 2 is projected to be $612,000.

  CrossMan has a policy of maintaining an end-of-month cash

   balance of $100,000.  Cash is invested or borrowed monthly, as

   necessary, to maintain this balance.

  CrossMan uses a calendar year reporting period.

[316] Source: Publisher 

(Refers to Fact Pattern #28)

What is CrossMan's projected income tax expense for 

April? 

   A. $244,800 

   B. $367,200 

   C. $408,000 

   D. $918,000 

[317] Source: Publisher 

(Refers to Fact Pattern #28)

What will be the total cash available for the month of June? 

   A. $2,380,000 

   B. $2,420,000 

   C. $2,480,000 

   D. $2,800,000 

[318] Source: Publisher 

(Refers to Fact Pattern #28)

What is CrossMan's expected cash disbursement for 

material purchases in the month of June? 

   A. $1,220,000 

   B. $1,310,000 

   C. $1,460,000 

   D. $2,620,000 

[319] Source: Publisher 

(Refers to Fact Pattern #28)

What is the expected cash disbursement for general and 

administrative expenses for the month of June? 

   A. $150,000 

   B. $170,000 

   C. $210,000 

   D. $220,000 

[320] Source: Publisher 

Juice Company budgeted $148,000 sales on account for 

June, $120,000 for July, $211,000 for August, $198,000 

for September, and $164,000 for October. Collection 

experience indicates that 60% of the budgeted sales will be 

collected the month after the sale, 36% will be collected the 

second month, and 4% will be uncollectible. Which month 

should have the largest amount of cash receipts from 

accounts receivable budgeted? 

   A. August. 

   B. September. 

   C. October. 

   D. November. 

[321] Source: Publisher 

The Alsner Company budgeted sales of $220,000 for 

June, $200,000 for July, $280,000 for August, $264,000 

for September, $244,000 for October, and $300,000 for 

November. Approximately 75% of sales are on credit; the 

remainder are cash sales. Collection experience indicates 

that 60% of the budgeted credit sales will be collected the 

month after the sale, 36% the second month, and 4% will 

be uncollectible. Which month has the highest budgeted 

cash receipts? 

   A. August. 

   B. September. 

   C. October. 

   D. November. 

[322] Source: CFM CH13 II-7 

Karceski Company issues $100,000 of 8% bonds at par. 

Each bond carries 5 warrants, allowing the holder to 

acquire one share of $5 par value common stock for $30 a 

share. After issuance, the bonds were estimated at $980 

ex-rights, and the warrants were estimated at $6 each. 

What value should be assigned to the bonds at issuance? 

   A. $87,000 

   B. $97,030 

   C. $98,000 

   D. $100,000 

PART 3B

PLANNING AND BUDGETING

ANSWERS
[1] Source: CMA 1291 3-19 

   Answer (A) is incorrect because forecasting is a basis 

   for planning. 

   Answer (B) is incorrect because both forecasting and 

   planning can cover both the short and the long term. 

   Answer (C) is correct. Planning is the determination 

   of what is to be done, and of how, when, where, and 

   by whom it is to be done. Plans serve to direct the 

   activities that all organizational members must 

   undertake to move the organization from where it is 

   to where it wants to be. Forecasting is an essential 

   element of planning. Forecasting is a means of 

   projecting the future. Forecasts are the basis for 

   business plans. Many quantitative methods are used 

   in forecasting. 

   Answer (D) is incorrect because forecasting is 

   probably more technical than planning. It can involve 

   the use of a variety of mathematical models. 

[2] Source: Publisher 

   Answer (A) is incorrect because it is part of an 

   effective program for overcoming resistance to 

   change. 

   Answer (B) is correct. Resistance to change may be 

   overcome with a participative management approach 

   that includes reducing fear of personal, social, or 

   economic adjustments through full communication by 

   management; avoiding arbitrary, capricious, or 

   prejudicial actions; timing the change so ample notice 

   is given; and notifying employees of the change, 

   including the reasons for the change (reasons that 

   have meaning to those affected), its precise nature, 

   and the expected outcomes or results of the change. 

   Answer (C) is incorrect because it is part of an 

   effective program for overcoming resistance to 

   change. 

   Answer (D) is incorrect because it is part of an 

   effective program for overcoming resistance to 

   change. 

[3] Source: CMA 0692 3-12 

   Answer (A) is incorrect because strategic analysis 

   includes examining marketing trends. 

   Answer (B) is correct. Strategic analysis is the 

   process of long-range planning. It includes identifying 

   organizational objectives, evaluating the strengths and 

   weaknesses of the organization, assessing risk levels, 

   and forecasting the future direction and influences of 

   factors relevant to the organization, such as market 

   trends, changes in technology, international 

   competition, and social change. The final step best 

   strategy for reaching the objectives. Setting the target 

   product mix and production schedule for the current 

   year is not a concern of strategic analysis because it is 

   a short-term activity. 

   Answer (C) is incorrect because strategic analysis 

   evaluates organizational structure. 

   Answer (D) is incorrect because strategic analysis 

   includes evaluation of the best ways to invest in 

   research, design, etc. 

[4] Source: CMA 0693 3-6 

   Answer (A) is incorrect because formal planning 

   compels managers to establish specific goals and 

   avoid pursuit of contradictory objectives. It also 

   requires managers to think carefully about what the 

   organization should accomplish and how goals are to 

   be met. 

   Answer (B) is correct. A formal plan adopted by an 

   organization is a prescription for its behavior and a 

   set of goals. Management decision making is 

   therefore necessarily constrained by the limitations 

   established in the plan. 

   Answer (C) is incorrect because plans entail 

   commitment to achieving specified results within a 

   given future time frame. Hence, deadlines are an 

   essential part of formal planning. 

   Answer (D) is incorrect because formal plans should 

   be the product of a disciplined, objective process of 

   evidence gathering and reasoning. It recognizes that 

   assumptions must be made about future conditions 

   and that plans must be flexible enough to allow for 

   changes in those assumptions. 

[5] Source: CMA 0694 3-14 

   Answer (A) is incorrect because outsourcing is an 

   operating decision of a more short-term nature. 

   Answer (B) is correct. Strategic planning is the 

   process of setting overall organizational objectives 

   and drafting strategic plans. It is a process of 

   long-term planning. Setting ultimate objectives for the 

   firm is a necessary prelude to developing strategies 

   for achieving those objectives. Plans and budgets are 

   then needed to implement those strategies. 

   Answer (C) is incorrect because organizational 

   structure, although important in strategic planning, is 

   based upon the firm's overall objectives. 

   Answer (D) is incorrect because recent annual 

   budgets are a basis for short-term planning. 

[6] Source: CMA 1294 3-14 

   Answer (A) is incorrect because an emphasis on both 

   the short and long run is an aspect of strategic 

   planning. 

   Answer (B) is incorrect because analysis of external 

   economic factors and aspect of strategic planning. 

   Answer (C) is incorrect because consideration of 

   competitive factors is an aspect of strategic planning. 

   Answer (D) is correct. Strategic planning is the 

   process of setting the overall organizational objectives 

   and goals, and involves the drafting of strategic plans. 

   Long-range (strategic) planning is based on 

   identifying and specifying organizational goals and 

   objectives, evaluating the strengths and weaknesses 

   of the organization, assessing risk levels, forecasting 

   the future direction and influences of factors relevant 

   to the organization (such as market trends, changes in 

   technology, international competition, and social 

   change), and deriving the best strategy for reaching 

   the objectives given the organization's strengths and 

   weaknesses and the relevant future trends. Analyzing 

   and reviewing departmental budgets is an aspect of 

   operational management and not a part of strategic 

   planning. 

[7] Source: CMA 0695 3-13 

   Answer (A) is incorrect because top-level 

   management participation is an element of strategic 

   planning. 

   Answer (B) is incorrect because a long-term focus is 

   an element of strategic planning. 

   Answer (C) is incorrect because strategies that will 

   help in achieving long-range goals are elements of 

   strategic planning. 

   Answer (D) is correct. Strategic planning is the 

   process of setting overall organizational objectives 

   and goals. It is a long-term process aimed at charting 

   the future course of the organization. Strategic 

   planning is based on assessing risk levels, evaluating 

   the strengths and weaknesses of the organization, and 

   forecasting the future direction of factors relevant to 

   the organization such as market trends, changes in 

   technology, international competition, and social 

   change. Analysis of the current month's budget 

   variances is not an aspect of strategic planning. 

[8] Source: CMA 0693 3-9 

   Answer (A) is correct. The determination of 

   organizational objectives is the first step in the 

   planning process. A mission statement is a formal, 

   written document that defines the organization's 

   purpose in society, for example, to produce and 

   distribute certain goods of high quality in a manner 

   beneficial to the public, employees, shareholder, and 

   other constituencies. Thus, a mission statement does 

   not announce specific operating plans. It does not 

   describe strategies for technological development, 

   market expansion, or product differentiation because 

   these are tasks for operating management. 

   Answer (B) is incorrect because a mission statement 

   defines the purpose of the company (some writers 

   differentiate between purpose and mission). 

   Answer (C) is incorrect because broad objectives 

   provide guidance to those in high-level positions who 

   are responsible for long-range planning. 

   Answer (D) is incorrect because mission statements 

   increasingly are concerned with ethical principles. 

[9] Source: CMA 1291 4-21 

   Answer (A) is incorrect because correlation and 

   regression analysis is a means of determining the 

   degree of the relationship among two or more 

   variables. 

   Answer (B) is incorrect because CVP analysis is 

   used to analyze the relationship among fixed costs, 

   variable costs, sales volume, and profit or loss. 

   Answer (C) is incorrect because PERT/cost is a 

   means of network analysis that assigns costs to all 

   activities so that the effect of any change in a given 

   task on cost as well as on time may be estimated. 

   Answer (D) is correct. Queuing theory is a group of 

   mathematical models for systems involving waiting 

   lines. In general, a queuing system consists of a 

   waiting line and a service facility (loading docks in this 

   case). The objective of queuing theory is to minimize 

   the total cost of the system, including both service 

   and waiting costs, for a given rate of arrivals. 

[10] Source: Publisher 

   Answer (A) is correct. Uncertainty exists when the 

   results of possible outcomes cannot even be 

   estimated using the tools of statistical probability. This 

   environment is the most difficult for decision making 

   since objective mathematical cannot be made. Hence, 

   creativity is required in the decision-making process, 

   and reliance on the educated guess rather than the 

   probabilistically calculated estimate is necessary. 

   Answer (B) is incorrect because risk implies 

   uncertainty that can be alleviated by quantitative 

   analysis. Under conditions of risk, probabilities of 

   various outcomes can be objectively determined and 

   a decision maker need not rely solely on hunches. 

   Answer (C) is incorrect because, under conditions of 

   certainty, outcome of each choice is known with a 

   probability of 1.0. The decision process can thus be a 

   purely objective one. 

   Answer (D) is incorrect because risk implies 

   uncertainty that can be alleviated by quantitative 

   analysis. Under conditions of risk, probabilities of 

   various outcomes can be objectively determined and 

   a decision maker need not rely solely on hunches. 

[11] Source: Publisher 

   Answer (A) is incorrect because evaluating solutions 

   precedes implementation, which is an aspect of the 

   follow-up to the decision choice. 

   Answer (B) is incorrect because defining the problem 

   precedes implementation, which is an aspect of the 

   follow-up to the decision choice. 

   Answer (C) is correct. A decision cannot be 

   communicated to affected parties until it has been 

   made. Effective communication is vital to successful 

   implementation of the change resulting from the 

   decision. Follow-up to evaluate the decision will 

   determine whether the decision was correct. One 

   reason desired results may not be obtained is lack of 

   effective communication. 

   Answer (D) is incorrect because gathering data 

   precedes implementation, which is an aspect of the 

   follow-up to the decision choice. 

[12] Source: Publisher 

   Answer (A) is correct. Resistance to change may be 

   caused by fear of the personal adjustments that may 

   be required. Employees may have a genuine concern 

   about the usefulness of the change, perceive a lack of 

   concern for workers' feelings, fear the outcome, 

   worry about downgrading of job status, and resent 

   deviations from past procedures for implementing 

   change (especially if new procedures are less 

   participative than the old). Social adjustments also 

   may be required that violate the behavioral norms of 

   informal groups or disrupt the social status quo within 

   groups. Economic adjustments may involve potential 

   economic loss or insecurity based on perceived 

   threats to jobs. In general, any perceived 

   deterioration in the work situation that is seen as a 

   threat to economic, social, and/or psychological 

   needs will produce resistance. The various 

   adjustments required are most likely to be resisted 

   when imposed unilaterally by higher authority. 

   However, employees who share in finding solutions 

   to the problems requiring change are less likely to 

   resist because they will have some responsibility for 

   the change. 

   Answer (B) is incorrect because strong informal 

   groups are likely to offer more resistance. 

   Answer (C) is incorrect because resistance arises 

   from threats to a complex pattern of economic, 

   social, and psychological needs. 

   Answer (D) is incorrect because resistance arises 

   from threats to a complex pattern of economic, 

   social, and psychological needs. 

[13] Source: Publisher 

   Answer (A) is incorrect because delaying the change 

   to give ample notice may reduce resistance. 

   Answer (B) is incorrect because the maximum 

   possible effective communication is more helpful in 

   reducing resistance. 

   Answer (C) is correct. Resistance to change may be 

   overcome through full communication and a 

   participative approach that reduces fear of personal, 

   social, or economic adjustments. Management should 

   avoid arbitrary, capricious, or prejudicial actions and 

   time the change so ample notice is given. Notice of 

   change should include the reasons for the change 

   (reasons that have meaning to those affected), its 

   precise nature, and expected outcomes or results of 

   the change. Allowing the maximum feasible 

   participation by those affected in the implementation 

   of changes might involve informal and formal 

   conferences, consultations, and problem-solving 

   groups. Express guarantees against economic loss 

   may also be useful. 

   Answer (D) is incorrect because unilateral change is 

   nonparticipative and thus more likely to engender 

   resistance. 

[14] Source: CIA 0596 II-2 

   Answer (A) is incorrect because selecting a solution 

   is the third step in the process. 

   Answer (B) is correct. Kreitner states that 

   "managerial problem solving consists of a four-step 

   sequence: (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. 

[15] Source: CIA 0596 II-35 

   Answer (A) is incorrect because group decisions 

   tend to be more creative than individual decisions. 

   They bring many points of view to bear on the 

   problem. 

   Answer (B) is correct. Group decisions tend to be 

   more creative than individual decisions. One creative 

   approach is brainstorming, which 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 (C) is incorrect because group decisions 

   tend to be more creative than individual decisions. 

   They bring many points of view to bear on the 

   problem. 

   Answer (D) is incorrect because the best way to 

   enhance creativity is to involve other people. 

[16] Source: CIA 0592 III-86 

   Answer (A) 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. 

   Answer (B) is correct. 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 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 (D) is incorrect because forced relationship 

   is a structured adaptation of free association. The 

   elements of a problem are analyzed and the 

   associations among them are identified so as to detect 

   patterns that may suggest new ideas. 

[17] 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. 

[18] 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. 

[19] Source: CIA 0592 III-74 

   Answer (A) is incorrect because least squares refers 

   to regression analysis and involves specified 

   variables. 

   Answer (B) is correct. The Delphi Technique is a 

   forecasting or decision making approach that 

   attempts to avoid group think (the tendency of 

   individuals to conform to what they perceive to be the 

   consensus). The technique allows only written, 

   anonymous communication among group members. 

   Each member takes a position on the problem at 

   hand. A summary of these positions is communicated 

   to each member. The process is repeated for several 

   iterations as the members move toward a consensus. 

   Thus, the Delphi technique is a qualitative, not 

   quantitative, technique. 

   Answer (C) is incorrect because the maximum 

   likelihood technique is a complex alternative to least 

   squares. 

   Answer (D) is incorrect because optimizing expected 

   payoffs is used in the analysis of decision-making 

   alternatives, which relies on historical information. 

[20] 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. 

[21] 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. 

[22] 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. 

[23] 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, 19 

   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. 

[24] Source: CIA 1195 III-17 

   Answer (A) is correct. Feedforward control 

   anticipates and prevents problems. Policies and 

   procedures serve as feedforward controls because 

   they provide guidance on how an activity should be 

   performed to best insure that an objective is 

   achieved. 

   Answer (B) is incorrect because implementation 

   controls are controls applied during systems 

   development. 

   Answer (C) is incorrect because policies and 

   procedures provide primary guidance before and 

   during the performance of some task rather than give 

   feedback on its accomplishment. 

   Answer (D) is incorrect because application controls 

   apply to specific applications, e.g., payroll or 

   accounts payable. 

[25] Source: CIA 1193 III-4 

   Answer (A) is incorrect because a strategy is a 

   broad, overall concept of operation. Objectives are 

   implemented by strategies. 

   Answer (B) is correct. Top management establishes 

   policies as guides to middle- and lower-management 

   decision making. Policies are relatively broad 

   guidelines for making routine decisions consistent with 

   overall objectives or goals. They channel thinking in a 

   certain direction but allow for some managerial 

   discretion. 

   Answer (C) is incorrect because objectives are 

   long-range and general in nature. They guide the 

   organization toward its mission. 

   Answer (D) is incorrect because an organization's 

   mission is its basic task or function. 

[26] Source: CIA 1195 III-6 

   Answer (A) is incorrect because high specialization of 

   labor indicates a higher need for supervision and a 

   correspondingly strong need for formal policies and 

   procedures. 

   Answer (B) is correct. If the culture is strong, the 

   organization's key values are intensely held and 

   widely shared. Substantial training has been 

   expended to achieve this high degree of acceptance, 

   minimizing the need for formal, written policies. 

   Answer (C) is incorrect because large spans of 

   control minimize the ability of a manager to provide 

   direct supervision. They increase the need for the 

   indirect supervision provided by formalized policies 

   and procedures. 

   Answer (D) is incorrect because an organization 

   exhibiting strict unity of command also most likely 

   requires strict adherence to policies and procedures. 

   Formalization of those policies and procedures 

   promotes adherence. 

[27] Source: CIA 1196 III-17 

   Answer (A) is correct. Work teams are not 

   "empowered" to do anything they please. The 

   organization has certain expectations for what is to be 

   accomplished and how the teams are to go about 

   accomplishing these expectations. Once the 

   organization defines its objectives and sets 

   appropriate policies, the work teams are able to 

   make and implement decisions within those 

   boundaries. Policies in this context are usually quite 

   broad (e.g., relating to ethical business conduct) but 

   nevertheless important. 

   Answer (B) is incorrect because policies are not 

   more important than ever. Policies are usually 

   important guides for decision making. They enable 

   empowered work teams to make decisions within 

   boundaries. 

   Answer (C) is incorrect because policies are 

   necessary to define boundaries within which the 

   empowered work teams can make decisions. Such 

   boundaries promote achievement of the organization's 

   objectives. 

   Answer (D) is incorrect because empowered work 

   teams are not free to do as they please. 

[28] Source: CIA 0596 III-3 

   Answer (A) is incorrect because senior management 

   develops and refers toll, policies and procedures. 

   Answer (B) is incorrect because senior management 

   does develop policies and procedures for their own 

   use. 

   Answer (C) is correct. Research has shown that 

   policies and procedures are referred to by all levels 

   of management on an as-needed basis. 

   Answer (D) is incorrect because senior management 

   also develops and uses policies and procedures. 

[29] Source: CIA 1194 III-61 

   Answer (A) is correct. Simulation is a technique used 

   to describe the behavior of a real-world system over 

   time. This technique usually employs a computer 

   program to perform the simulation computations. 

   Sensitivity analysis examines how outcomes change 

   as the model parameters change. 

   Answer (B) is incorrect because linear programming 

   is a mathematical technique for optimizing a given 

   objective function subject to certain constraints. 

   Answer (C) is incorrect because correlation analysis 

   is a statistical procedure for studying the relation 

   between variables. 

   Answer (D) is incorrect because differential analysis 

   is used for decision making that compares differences 

   in costs (revenues) of two or more options. 

[30] Source: CMA 0696 3-13 

   Answer (A) is incorrect because top management 

   must develop guidelines and outline planning 

   responsibilities before assembling data. 

   Answer (B) is correct. Sales planning is a starting 

   point for many other plans. The resources required, 

   revenues to be earned, and costs to be incurred 

   depend on sales. The sales plan of an operating unit 

   should include as much specific information from that 

   unit's management as possible, but it must conform to 

   the strategic plans of corporate management. Thus, 

   top manage a context within which operational 

   managers can prepare their plans. Corporate support 

   might include economic forecasts, overall market 

   sales forecasts, and capital budgets. 

   Answer (C) is incorrect because top management 

   must develop guidelines and outline planning 

   responsibilities before preparing a forecast. 

   Answer (D) is incorrect because top management 

   must develop guidelines and outline planning 

   responsibilities before securing managerial 

   commitment. 

[31] Source: CMA 0696 3-11 

   Answer (A) is incorrect because analyzing capital 

   addition proposals is a step that is subsequent to 

   identifying capital addition projects and other capital 

   needs. 

   Answer (B) is incorrect because making expenditure 

   decisions is a step subsequent to identifying capital 

   addition projects and other capital needs. 

   Answer (C) is incorrect because analyzing and 

   evaluating all promising alternatives is a step that is 

   subsequent to identifying capital addition projects and 

   other capital needs. 

   Answer (D) is correct. Capital budgeting is a 

   long-term planning process for investments. This 

   process begins with the identification of capital needs, 

   that is, of projects required to achieve organizational 

   goals. The next step is to search for specific 

   investments. The third step is to acquire and analyze 

   information about the potential choices. The fourth 

   step is to select specific investments after considering 

   both qualitative and quantitative factors. The fifth step 

   is to finance the undertakings. The final step is 

   implementation and monitoring. 

[32] Source: CMA 1296 3-11 

   Answer (A) is incorrect because planning helps to 

   ensure goal congruence. 

   Answer (B) is incorrect because, by definition, 

   planning is forward looking. It compels managers to 

   determine their objectives, the methods of achieving 

   those objectives, and the resources required. 

   Answer (C) is incorrect because plans are the criteria 

   with which results are compared during the 

   planning-control cycle to determine whether 

   objectives are being achieved. 

   Answer (D) is correct. Monitoring profitable 

   operations is not a significant reason for planning. 

   Monitoring is a control function, whereas planning has 

   a control purpose that precedes control in the 

   planning-control cycle. Planning establishes standards 

   against which the control function compares 

   preliminary or final results. 

[33] Source: Publisher 

   Answer (A) is incorrect because short-term planning 

   covers a period of 1 year or less. 

   Answer (B) is incorrect because operational planning 

   is another name for short-term planning. 

   Answer (C) is correct. Strategic planning, also called 

   long-term planning, covers periods of from 1 to 20 

   years. Strategic planning is somewhat difficult 

   because of uncertainty about future conditions. Thus, 

   long-range plans are more general and exclude 

   operational detail. 

   Answer (D) is incorrect because informal planning 

   can be either long term or short term. 

[34] Source: Publisher 

   Answer (A) is incorrect because new product 

   development is a concern of the strategic planning 

   process. 

   Answer (B) is incorrect because capital budgeting is 

   a concern of the strategic planning process. 

   Answer (C) is incorrect because mergers are a 

   concern of the strategic planning process. 

   Answer (D) is correct. Strategic, or long-term, 

   planning covers long periods of time and is concerned 

   with matters such as new product development, 

   capital budgeting, major financing, and mergers, 

   acquisitions, and divestitures. Operational matters, 

   such as materials procurement, are not a part of 

   strategic planning, but they are a consideration in 

   short-term, or operational, planning. 

[35] Source: CMA 0689 5-24 

   Answer (A) is incorrect because CPM specifies the 

   activity times (uses deterministic estimates). 

   Answer (B) is incorrect because CPM but not PERT 

   uses activity costs and considers crash times. 

   Answer (C) is incorrect because a less significant 

   difference between PERT and CPM is that PERT 

   uses probabilistic estimates of completion times. 

   CPM times are deterministic. The 1:4:1 method is 

   typically used in PERT. Under this method, the most 

   optimistic and pessimistic estimates are weighted 

   equally, but the most likely estimate is weighted four 

   times more heavily than the others. 

   Answer (D) is correct. Both PERT and CPM are 

   network analysis techniques. But CPM was 

   developed independently of PERT and is widely used 

   in the construction industry. CPM may be thought of 

   as a subset of PERT. Like PERT, it is a network 

   technique, but, unlike PERT, it uses deterministic time 

   and cost estimates. Its advantages include cost 

   estimates plus the concept of crash efforts and costs. 

   Activity times are estimated for normal effort and 

   crash effort. Crash time is the time to complete an 

   activity assuming that all available resources are 

   devoted to the task (overtime, extra crew, etc.). 

   Activity costs are also estimated for normal and crash 

   efforts. These estimates allow the project manager to 

   estimate the costs of completing the project if some 

   of the activities are completed on a crash basis. The 

   network diagram is constructed in the same manner 

   as PERT diagrams. Once the diagram is constructed, 

   the critical paths are found for normal and crash 

   times. More than one critical path may exist for each 

   diagram. 

[36] Source: CMA 1287 5-26 

   Answer (A) is incorrect because slack time is an 

   inherent part of the noncritical paths on PERT 

   projects. 

   Answer (B) is correct. Combining PERT with cost 

   data permits decisions as to whether the benefits of 

   earlier completion of a project are justified in terms of 

   the additional costs of completion. For this purpose, 

   activity times and costs must be estimated for both 

   normal and crash efforts. 

   Answer (C) is incorrect because PERT-cost can be 

   used without computerization. 

   Answer (D) is incorrect because costs are not 

   needed for these calculations. 

[37] Source: CMA 1291 4-16 

   Answer (A) is correct. The critical path is the longest 

   path through a network. It is critical because any 

   increase in time for an activity on this path will delay 

   the entire project. Moreover, any decrease in time for 

   an activity not on the critical path will not shorten the 

   project. 

   Answer (B) is incorrect because the critical path has 

   no slack. 

   Answer (C) is incorrect because variability of 

   estimated times is not the distinguishing characteristic 

   of the critical path. Indeed, CPM does not assign 

   probabilities to activity times. 

   Answer (D) is incorrect because time, not cost, 

   determines whether a path is critical. 

[38] Source: CMA 0689 5-25 

   Answer (A) is incorrect because the critical path is 

   not shown on a Gantt chart. 

   Answer (B) is incorrect because linear programming 

   is used to determine an optimal product mix. 

   Answer (C) is incorrect because a Gantt chart shows 

   the activities to be completed but not their 

   relationships (sequencing). 

   Answer (D) is correct. A Gantt or bar chart is 

   sometimes used in conjunction with PERT or CPM 

   to show the progress of a special project. Time is 

   shown on the horizontal axis, the length of a bar 

   equals the length of an activity, and shading indicates 

   the degree of completion. However, the Gantt chart 

   is not as sophisticated as PERT or CPM in that it 

   does not reflect the relationships among the activities 

   or define a critical path. 

[39] Source: CIA 1191 III-37 

   Answer (A) is incorrect because an activity with 

   slack may nevertheless be essential to the overall 

   project. 

   Answer (B) is incorrect because it is not a backup 

   activity. 

   Answer (C) is correct. Slack is the free time 

   associated with each activity. In other words, paths 

   that are not critical have slack time. Slack represents 

   unused resources that can be diverted to the critical 

   path. 

   Answer (D) is incorrect because time is involved in a 

   slack activity. 

[40] Source: CMA 0688 5-16 

   Answer (A) is correct. When making a cost/time 

   trade-off, the first activity to be crashed (have its 

   completion time accelerated) is one on the critical 

   path. To select an activity on another path would not 

   reduce the total time of completion. The activity 

   chosen should be the one whose completion time can 

   be accelerated at the lowest possible cost per unit of 

   time saved. 

   Answer (B) is incorrect because the time reduction 

   should be related to its cost. 

   Answer (C) is incorrect because the activity with the 

   lowest unit crash cost may not be on the critical path. 

   The activity selected must be on the critical path. 

   Answer (D) is incorrect because the activity must be 

   on the path with the least slack (the critical path). 

[41] Source: CMA 1288 5-24 

   Answer (A) is incorrect because BC is not on the 

   critical path. 

   Answer (B) is incorrect because BC is not on the 

   critical path. 

   Answer (C) is incorrect because crashing activity EF 

   2 weeks costs $19,500, which exceeds the cost of 

   crashing DE 1 week and EF 1 week. 

   Answer (D) is correct. Activities that are to be 

   crashed in a CPM problem should be ones that are 

   on the critical (longest) path. Thus, activity BC should 

   not be selected because it is not on the critical path. 

   To finish activity BC 2 weeks early would not reduce 

   the total time to complete the project. Thus, the only 

   feasible choices are DE and EF on the critical path. 

   The total cost to crash DE and EF for 1 week each is 

   $18,800 ($10,000 + $8,800), which is less than the 

   cost to crash either activity for 2 weeks. Thus, DE 

   and EF should be crashed for 1 week each because 

   the total cost is less than the $21,000 ($10,500 x 2) 

   2-week delay penalty. 

[42] Source: CMA 1291 4-17 

   Answer (A) is incorrect because the PERT estimate 

   is 4.5 months. 

   Answer (B) is correct. The PERT method weights 

   expected completion times using a 1:4:1 ratio. The 

   most optimistic and pessimistic estimates are 

   weighted equally, but the most likely completion time 

   is weighted four times more heavily than the others. 

   Thus, the PERT estimate is 4.5 months {[(1 x 2) + (4 

   x 4) + (1 x 9)] ・6}. 

   Answer (C) is incorrect because the PERT estimate 

   is 4.5 months. 

   Answer (D) is incorrect because the PERT estimate 

   is 4.5 months. 

[43] Source: CMA 0688 5-13 

   Answer (A) is correct. PERT analysis includes 

   probabilistic estimates of activity completion times. 

   Three time estimates are made: optimistic, most 

   likely, and pessimistic. The time estimates for an 

   activity are assumed to approximate a beta 

   probability distribution. In contrast to the normal 

   distribution, this distribution has finite endpoints (the 

   optimistic and pessimistic estimates) and is unimodal; 

   that is, it has only one mode (the most likely time). 

   PERT approximates the mean of the beta distribution 

   by dividing the sum of the optimistic time, the 

   pessimistic time, and four times the most likely time 

   (the mode) by six. The standard deviation is 

   approximated by dividing the difference between the 

   pessimistic and optimistic times by six. The basis for 

   the latter approximation is that various probability 

   distributions have tails that lie about plus or minus 

   three standard deviations from the mean. For 

   example, 99.9% of observations in the normal 

   distribution are expected to lie within this range. 

   Accordingly, if the pessimistic and optimistic times 

   are 21 and 9 weeks, respectively, the standard 

   deviation is 2 weeks (12 ・6). 

   Answer (B) is incorrect because 6 is the approximate 

   number of standard deviations in various probability 

   distributions. 

   Answer (C) is incorrect because 9 is the pessimistic 

   time. 

   Answer (D) is incorrect because 12 is the optimistic 

   time minus the pessimistic time. 

[44] Source: CMA 0688 5-17 

   Answer (A) is incorrect because 7 is the mean of the 

   standard deviations. 

   Answer (B) is correct. The mean time for the critical 

   path is simply the sum of the means of the activity 

   times. However, the standard deviation equals the 

   square root of the sum of the variances (squares of 

   the standard deviations) of the times for activities on 

   the critical path. The standard deviation of the project 

   completion time (time for the critical path) is therefore 

   the square root of 100 (6ｲ + 8ｲ), or 10. 

   Answer (C) is incorrect because 14 is the sum of the 

   standard deviations. 

   Answer (D) is incorrect because 100 is the sum of 

   the variances. 

[45] Source: CIA 0592 III-69 

   Answer (A) is incorrect because A-C requires 13 

   days. 

   Answer (B) is incorrect because B-E requires 8 

   days. 

   Answer (C) is correct. The critical path is the longest 

   path. The diagram below indicates that A-D-E is the 

   critical path and has a duration of 15 days.

                    B (3)------------

    A (4)---------->D (6)----------> E (5)

    ｳ

    ｳ

    ﾀ--------------->C (9)

   Answer (D) is incorrect because B-D-C is not a path 

   through the network. B does not precede D, and D 

   does not precede C. 

[46] Source: Publisher 

   Answer (A) is incorrect because a life-cycle budget 

   involves estimates of a product's revenues and 

   expenses over its expected life cycle. 

   Answer (B) is incorrect because a main objective of 

   zero-based budgeting is to avoid budgeting based on 

   historical costs. 

   Answer (C) is incorrect because a program budget is 

   formulated by objective rather than function. 

   Answer (D) is correct. Zero-based budgeting is a 

   planning process in which each manager must justify 

   his/her department's full budget for each period. The 

   purpose is to encourage periodic reexamination of all 

   costs in the hope that some can be reduced or 

   eliminated. 

[47] Source: Publisher 

   Answer (A) is incorrect because it is a true statement 

   regarding budgeting. 

   Answer (B) is correct. Budget formulation is a 

   planning function; however, budgets are also useful 

   control devices. Budgets provide a basis for control 

   of performance through comparisons of actual with 

   budgeted data. They permit analysis of variations 

   from plans and signal the need for corrective 

   managerial action. 

   Answer (C) is incorrect because it is a true statement 

   regarding budgeting. 

   Answer (D) is incorrect because it is a true statement 

   regarding budgeting. 

[48] Source: Publisher 

   Answer (A) is incorrect because it is a true statement 

   with respect to a human resource accounting system. 

   Answer (B) is incorrect because it is a true statement 

   with respect to a human resource accounting system. 

   Answer (C) is incorrect because it is a true statement 

   with respect to a human resource accounting system. 

   Answer (D) is correct. If employees are apt to be 

   needed again in the near future, an HRA system 

   provides management with an estimate of the amount 

   of future training costs that could be avoided by 

   retaining the current employees when they are not 

   needed. Even though the costs are sunk costs, it is 

   important for management to know what those costs 

   are if they are apt to be incurred again in the near 

   future. Because recruiting and training costs are sunk 

   costs, they should not be considered when deciding 

   whether to terminate employees when those 

   employees are not going to be needed again at some 

   future time. 

[49] Source: CMA 0691 3-14 

   Answer (A) is incorrect because business budgeting 

   is not mandated by the SEC or any other 

   organization. 

   Answer (B) is incorrect because few governments (if 

   any) actually use a zero-base budgeting system. 

   Answer (C) is incorrect because, in some instances, 

   governmental budgeting can be used to measure 

   progress in achieving objectives; for example, the 

   objective maybe to expend all appropriated funds. 

   Answer (D) is correct. A governmental budget is a 

   legal document adopted in accordance with 

   procedures specified by applicable laws. It must be 

   complied with by the administrators of the 

   governmental unit included in the budget. Because the 

   effectiveness and efficiency of governmental efforts 

   are difficult to measure in the absence of the 

   profit-centered activity that characterizes business 

   operations, the use of budgets in the appropriation 

   process is of major importance. 

[50] Source: CMA 0691 3-5 

   Answer (A) is incorrect because a budget director 

   should already exist under the current budget system. 

   Answer (B) is incorrect because a budget committee 

   should already exist under the current budget system. 

   Answer (C) is incorrect because forecasting 

   procedures should already exist under the current 

   budget system. 

   Answer (D) is correct. A budget can be many tools 

   in one. It can be used for planning, communications, 

   motivation, and control. An internal control structure 

   includes the accounting system. For the budgetary 

   process to serve effectively as a control function, it 

   must be integrated with that system and the 

   organizational structure. The budget provides the 

   standards for evaluating the data generated by the 

   accounting system. Budgets also directly supply 

   certain internal accounting data. Examples are 

   standard costs. Relating the budgeting and accounting 

   systems to the organizational structure will therefore 

   enhance control by transmitting data and assigning 

   variances to the proper organizational subunits. 

[51] Source: CMA 1291 3-21 

   Answer (A) is incorrect because the period covered 

   by the budget precedes the events in the planning 

   calendar. 

   Answer (B) is correct. The budget planning calendar 

   is the schedule of activities for the development and 

   adoption of the budget. It should include a list of 

   dates indicating when specific information is to be 

   provided by each information source to others. The 

   preparation of a master budget usually takes several 

   months. For instance, many firms start the budget for 

   the next calendar year some time in September in 

   hopes of having it completed by December 1. 

   Because all of the individual departmental budgets are 

   based on forecasts prepared by others and the 

   budgets of other departments, it is essential to have a 

   planning calendar to ensure the proper integration of 

   the entire process. 

   Answer (C) is incorrect because the period covered 

   by the budget precedes the events in the planning 

   calendar. 

   Answer (D) is incorrect because the planning 

   calendar is not associated with sales. 

[52] Source: Publisher 

   Answer (A) is incorrect because $652,500 equals 

   the total variable costs for March. 

   Answer (B) is incorrect because $681,500 is the 

   variable portion of the total costs. 

   Answer (C) is incorrect because $749,180 is a 

   nonsense answer. 

   Answer (D) is correct. The fixed and variable 

   portions of mixed costs may be estimated by 

   identifying the highest and the lowest costs within the 

   relevant range. The difference in cost divided by the 

   difference in activity is the variable rate. Once the 

   variable rate is found, the fixed portion is 

   determinable. April and March provide the highest 

   and lowest amounts. The difference in production 

   was 90,000 units (540,000 April - 450,000 March), 

   and the difference in the cost of supplies was 

   $130,500 ($853,560 -$723,060). Hence, the unit 

   variable cost was 1.45 ($130,500 ・90,000 units). 

   The total variable costs for March must have been 

   $652,500 (450,000 units x $1.45 VC per unit), and 

   the fixed cost must therefore have been $70,560 

   ($723,060 - $652,500). The probable costs for July 

   equal $681,500 (470,000 units x $1.45 VC per unit) 

   and $70,560 of fixed costs, a total of $752,060. 

[53] Source: CMA 0692 3-7 

   Answer (A) is incorrect because capital budgeting 

   involves evaluating specific long-term investment 

   decisions. 

   Answer (B) is incorrect because the operating budget 

   is a short-range management tool. 

   Answer (C) is incorrect because cash management is 

   a short-range consideration related to liquidity. 

   Answer (D) is correct. Strategic budgeting is a form 

   of long-range planning based on identifying and 

   specifying organizational goals and objectives. The 

   strengths and weaknesses of the organization risk 

   levels are assessed. The influences of environmental 

   factors are forecast to derive the best strategy for 

   reaching the organization's objectives. 

[54] Source: CMA 0692 3-8 

   Answer (A) is incorrect because the production 

   budget is based on the sales budget. 

   Answer (B) is incorrect because expense budgets are 

   based on sales and production budgets. 

   Answer (C) is correct. The budgeting process 

   normally begins with the sales budget. Following the 

   preparation of the sales budget, all other budgets are 

   prepared based on the assumptions used in the sales 

   budget. For this reason, the sales budget is the most 

   difficult to prepare because there is no internal figures 

   to use as a guide. Sales are based on the desires of 

   consumers and the current business climate. 

   Answer (D) is incorrect because the manufacturing 

   overhead budget is based on the production budget. 

[55] Source: CMA 0692 3-9 

   Answer (A) is incorrect because the production 

   budget must precede the capital investment and cash 

   budgets. 

   Answer (B) is incorrect because a capital investment 

   budget is prepared before a cash budget. 

   Answer (C) is correct. The comprehensive master 

   budget begins with the preparation of the sales 

   budget and proceeds to the production budget. The 

   production budget is followed by purchases, labor, 

   and overhead budgets and departmental expense 

   budgets. A capital investment budget will follow next. 

   Finally a cash budget and working capital budget will 

   culminate the process. 

   Answer (D) is incorrect because a strategic budget is 

   a long-range planning tool that is prepared before the 

   master budget. 

[56] Source: CMA 0692 3-10 

   Answer (A) is incorrect because the ending inventory 

   budget is based on the current production budget. 

   Answer (B) is correct. The capital investment budget 

   may be prepared more than a year in advance, unlike 

   the other elements of the master budget. Because of 

   the long-term commitments that must be made for 

   some types of capital investments, planning must be 

   done far in advance and is based on needs in future 

   years as opposed to the current year's needs. 

   Answer (C) is incorrect because the pro forma 

   income statement is based on the sales budget, 

   expense budgets, and all other elements of the current 

   master budget. 

   Answer (D) is incorrect because the pro forma 

   balance sheet is based on the other elements of the 

   current master budget. 

[57] Source: CMA 0692 3-11 

   Answer (A) is incorrect because evaluation of 

   assumptions and identification of goals is one of the 

   planning advantages of budgeting. 

   Answer (B) is correct. A budget is a realistic plan for 

   the future expressed in quantitative terms. It is useful 

   for planning, control, motivation, communication, and 

   achieving goal congruence. As a planning tool, a 

   budget forces management to evaluate the 

   reasonableness of assumptions used and goals 

   identified in the budgetary process. As a control tool, 

   the budget provides a formal benchmark to be used 

   for feedback and performance evaluation. As a 

   communication tool, a budget serves to coordinate 

   activities between management and subordinates and 

   provides management with a means of dealing with 

   uncertainty. Despite its advantages, a budget neither 

   ensures improved cost control nor prevents 

   inefficiencies. 

   Answer (C) is incorrect because a budget provides a 

   benchmark for feedback and performance evaluation. 

   Answer (D) is incorrect because a budget serves 

   communicating and coordinating functions. 

[58] Source: CMA 0692 3-13 

   Answer (A) is incorrect because contribution margin 

   ignores the fixed costs of production; managers may 

   not control fixed inputs. 

   Answer (B) is correct. Managerial performance 

   should be evaluated basis of those factors 

   controllable by the manager. Managers may control 

   revenues, costs, and/or investment in resources. A 

   well-designed responsibility accounting system 

   establishes responsibility centers within the 

   organization. 

   Answer (C) is incorrect because not everything 

   included in the calculation of gross profit is 

   controllable by the manager. 

   Answer (D) is incorrect because net income is 

   computed after deducting fixed costs. 

[59] Source: CMA 0692 3-29 

   Answer (A) is incorrect because the calculation need 

   not be adjusted for the change in work-in-process. 

   Only finished goods are being discussed. 

   Answer (B) is incorrect because 480,000 units is the 

   amount to be sold. 

   Answer (C) is incorrect because 510,000 units 

   equals sales, plus beginning inventory, minus ending 

   inventory. 

   Answer (D) is correct. If the company sells 480,000 

   units with an ending finished goods inventory of 

   50,000 units, 530,000 units must be available. Given 

   80,000 units are in beginning inventory, production 

   will have to be 450,000 units (530,000 - 80,000). 

[60] Source: CMA 0692 3-30 

   Answer (A) is incorrect because 1,000,000 units is 

   the total needed for production. 

   Answer (B) is incorrect because the number of units 

   in raw materials is not doubled. 

   Answer (C) is correct. The total raw materials 

   needed for production will be 1,000,000 units 

   (500,000 units x 2 units of raw materials). In 

   addition, raw materials inventory is expected to 

   increase by 10,000 units. Thus, raw materials 

   purchases will be 1,010,000. 

   Answer (D) is incorrect because 990,000 units is less 

   than the amount used in production. 

[61] Source: CMA 1292 3-9 

   Answer (A) is incorrect because both beginning and 

   ending work-in-process must be included. 

   Answer (B) is correct. Cost of goods manufactured 

   is equivalent to a retailer's purchases. It equals all 

   manufacturing costs incurred during the period, plus 

   beginning work-in-process, minus ending 

   work-in-process. A cost of goods manufactured 

   budget is therefore based on materials, direct labor, 

   factory overhead, and work-in-process. 

   Answer (C) is incorrect because finished goods are 

   excluded. They are the end product of the 

   manufacturing process. 

   Answer (D) is incorrect because finished goods are 

   excluded. They are the end product of the 

   manufacturing process. 

[62] Source: CMA 1292 3-11 

   Answer (A) is incorrect because $650,000 is the 

   cost at a production level of 100,000 units. 

   Answer (B) is incorrect because $715,000 assumes 

   a variable unit cost of $6.50 with no fixed costs. 

   Answer (C) is correct. Raw materials unit costs are 

   strictly variable at $2($200,000 ・100,000 units). 

   Similarly, direct labor has a variable unit cost of $1 

   ($100,000 ・100,000 units). The $200,000 

   manufacturing overhead for 100,000 units is 50%. 

   The variable unit cost is $1. Selling costs are 

   $100,000 fixed and $50,000 variable for production 

   of 100,000 units, and the variable unit selling 

   expenses is $.50 ($50,000 ・100,000 units). The 

   total unit variable cost is therefore $4.50 ($2 + $1 + 

   $1 +$.50). Fixed costs are $200,000. At a 

   production level of 110,000 units, variable costs are 

   $495,000 ($4.50 x 110,000 units). Hence, total 

   costs are $695,000 ($495,000 + $200,000). 

   Answer (D) is incorrect because total costs are 

   $695,000 based on a unit variable cost of $4.50 

   each. 

[63] Source: CMA 0693 3-22 

   Answer (A) is incorrect because participative 

   budgeting promotes teamwork. 

   Answer (B) is incorrect because a participative 

   budget involves those most directly affected. 

   Answer (C) is incorrect because a participative 

   budget is a powerful motivator. 

   Answer (D) is correct. One of the behavioral 

   considerations of budgeting is the extent of 

   participation in the process by managers at all levels 

   within the organization. Managers are more motivated 

   to achieve budgeted goals when they are involved in 

   budget preparation. A broad level of participation 

   usually leads to greater support for the budget and 

   the entity as a whole, ,as well as a greater 

   understanding of what is to be accomplished. 

   Advantages of a participative budget include greater 

   accuracy of budget estimates. Managers with 

   immediate operational responsibility for activities have 

   a better understanding of what results can be 

   achieved and at what costs. Also, managers cannot 

   blame unrealistic goals as an excuse for not achieving 

   budget expectations when they have helped to 

   establish those goals. Despite the involvement of 

   lower level managers, top management must still 

   participate in the budget process to insure that the 

   combined goals of the various departments are e 

   consistent with profitability objectives of the 

   company. 

[64] Source: CMA 0693 3-25 

   Answer (A) is correct. Any changes in a budget 

   system should, like any organizational change, be 

   properly communicated to all affected employees to 

   reduce fear of personal, social, or economic 

   adjustments. A participative approach to effecting 

   change should avoid arbitrary, capricious, or 

   prejudicial actions; provide ample notice, including 

   information about the reasons for the change, its 

   precise nature, and the expected results; allow 

   maximum participation in the implementation of the 

   change; and anticipate and, to the extent possible, 

   accommodate the needs of those involved. 

   Accordingly, a rapid change in a budget system is not 

   recommended because employees may not be able 

   to understand the need for or benefits of the new 

   system. 

   Answer (B) is incorrect because a flexible budget 

   better enables managers to control their operations. 

   The budget figures within their control are 

   emphasized. 

   Answer (C) is incorrect because any budgeting 

   change must have the support of top management to 

   ensure acceptance at lower levels. 

   Answer (D) is incorrect because employee morale 

   benefits from recognizing good performance. 

[65] Source: CMA 1293 3-10 

   Answer (A) is incorrect because 390,000 units does 

   not consider the need to produce for ending 

   inventory. 

   Answer (B) is correct. Sales are expected to be 

   402,000 units in April. The beginning inventory is 

   12,000 units, and the ending inventory is expected to 

   be 10,000 units, a decline in inventory of 2,000 units. 

   Thus, the budget should be based on production of 

   400,000 units because the April sales will come from 

   the 2,000 units taken from inventory and 400,000 to 

   be manufactured. 

   Answer (C) is incorrect because 402,000 units 

   equals sales for the month; a portion of these sales 

   will come from the beginning inventory. 

   Answer (D) is incorrect because 424,000 units is the 

   sum of sales and beginning and ending inventories. 

[66] Source: CMA 1293 3-11 

   Answer (A) is incorrect because 379,000 units fails 

   to consider the 9,000 units in the ending inventory. 

   Answer (B) is correct. Each of the 400,000 units to 

   be produced in April will require one unit of A-9, a 

   total requirement of 400,000 units. In addition, 

   ending inventory is expected to be 9,000 units. 

   Hence, 409,000 units must be supplied during the 

   month. Of these, 21,000 are available in the 

   beginning inventory. Subtracting the 21,000 beginning 

   inventory from 409,000 leaves 388,000 to be 

   purchased. 

   Answer (C) is incorrect because 402,000 units 

   equals sales for the month. 

   Answer (D) is incorrect because 412,000 results 

   from adding the decline in inventory of 12,000 to 

   production needs instead of subtracting it. 

[67] Source: CMA 0697 3-16 

   Answer (A) is incorrect because the production 

   budget depends on the sales budget. 

   Answer (B) is incorrect because the direct materials 

   budget depends on the production budget. 

   Answer (C) is incorrect because selling and 

   administrative costs are dependent on projected 

   sales. 

   Answer (D) is correct. The sales budget is the first 

   step in the operating budget process because it is 

   needed to prepare all of the other budgets. For 

   example, the production budget cannot be prepared 

   until the sales department has determined how many 

   units are needed. 

[68] Source: Publisher 

   Answer (A) is incorrect because perfect information 

   is a result of complete (unbounded) rationality. 

   Answer (B) is correct. Rarely can decision makers 

   know all possible courses of action, the variables that 

   will affect them, and their precise outcomes. Decision 

   makers face limitations of time, money, technical 

   methods, and creativity. Accordingly, they are 

   restricted to a bounded rationality. Because 

   rationality is inherently limited, decisions invariably 

   entail some risk. 

   Answer (C) is incorrect because optimum solutions 

   are result of complete (unbounded) rationality. 

   Answer (D) is incorrect because choosing the least 

   risky solution is a possible consequence of bounded 

   rationality. 

[69] Source: Publisher 

   Answer (A) is correct. Rational decision making is 

   almost always subject to limitations that make the 

   certain determination of the optimal decision 

   impossible. A very risk-averse decision maker may 

   react to such uncertainty by satisficing, that is, 

   choosing an adequate course of action that is 

   perceived to be safe. Satisficing thus leads to 

   decisions that are not only less than optimal but also 

   less than the best available. 

   Answer (B) is incorrect because a limiting factor 

   should never be ignored since overcoming it is 

   essential to attainment of the decision maker's goals. 

   Answer (C) is incorrect because optimum solutions 

   are rarely possible. 

   Answer (D) is incorrect because the tendency is to 

   choose the first solution that is "good enough." 

[70] Source: CMA Samp Q3-9 

   Answer (A) is incorrect because Michael Porter's 

   model of competitive strategies has two variables: 

   competitive advantage and competitive scope. The 

   strategy adopted depends on whether the advantage 

   sought is based on lower cost or product 

   differentiation, and on whether the scope is broad or 

   narrow. 

   Answer (B) is correct. Business units may be treated 

   as elements of an investment portfolio. A portfolio 

   should be efficient in balancing the risk with the rate 

   of return on the portfolio. The expected rate of return 

   of a portfolio is the weighted average of the expected 

   returns of the individual assets in the portfolio. The 

   variability (risk) of a portfolio's return is determined 

   by the correlation of the returns of individual portfolio 

   assets. To the extent the returns are not perfectly 

   positively correlated, variability is decreased. Thus, 

   business units should be selected that increase returns 

   and diversify and reduce risk. 

   Answer (C) is incorrect because scenario 

   development is a qualitative forecasting method that 

   involves preparing conceptual scenarios of future 

   events, given carefully defined assumptions. It entails 

   writing multiple alternative but equally likely 

   descriptions of future states. A longitudinal scenario 

   indicates how the current circumstances may 

   develop, and a cross-sectional scenario describes 

   possible future states at a designated time. 

   Answer (D) is incorrect because situational analysis is 

   a method of determining an organization's direction 

   by systematically matching its strengths and 

   weaknesses with its environmental opportunities and 

   threats (referred to as a SWOT analysis). 

[71] Source: CMA 0691 3-5 

   Answer (A) is incorrect because a budget director 

   should already exist under the current budget system. 

   Answer (B) is incorrect because a budget committee 

   should already exist under the current budget system. 

   Answer (C) is incorrect because forecasting 

   procedures should already exist under the current 

   budget system. 

   Answer (D) is correct. A budget can be many tools 

   in one. It can be used for planning, communications, 

   motivation, and control. Internal controls include the 

   accounting system. For the budgetary process to 

   serve effectively as a control function, it must be 

   integrated with that system and the organizational 

   structure. The budget provides the standards for 

   evaluating the data generated by the accounting 

   system. Budgets also directly supply certain internal 

   accounting data. Examples are standard costs. 

   Relating the budgeting and accounting systems to the 

   organizational structure will therefore enhance control 

   by transmitting data and assigning variances to the 

   proper organizational subunits. 

[72] Source: CMA 1292 3-8 

   Answer (A) is incorrect because the accounting 

   manual includes a chart of accounts. 

   Answer (B) is correct. A budget manual describes 

   how a budget is to be prepared. Items usually 

   included in a budget manual are a planning calendar 

   and distribution instructions for all budget schedules. 

   Distribution instructions are important because, once 

   a schedule is prepared, other departments within the 

   organization will use the schedule to prepare their 

   own budgets. Without distribution instructions, 

   someone who needs a particular schedule may be 

   overlooked. 

   Answer (C) is incorrect because employee hiring 

   policies are not needed for budget preparation. They 

   are already available in the personnel manual. 

   Answer (D) is incorrect because software 

   documentation is not needed in the budget 

   preparation process. 

[73] Source: CMA 0693 3-22 

   Answer (A) is incorrect because participative 

   budgeting promotes teamwork. 

   Answer (B) is incorrect because a participative 

   budget involves those most directly affected. 

   Answer (C) is incorrect because a participative 

   budget is a powerful motivator. 

   Answer (D) is correct. One of the behavioral 

   considerations of budgeting is the extent of 

   participation in the process by managers at all levels 

   within the organization. Managers are more motivated 

   to achieve budgeted goals when they are involved in 

   budget preparation. A broad level of participation 

   usually leads to greater support for the budget and 

   the entity as a whole, as well as a greater 

   understanding of what is to be accomplished. 

   Advantages of a participative budget include greater 

   accuracy of budget estimates. Managers with 

   immediate operational responsibility for activities have 

   a better understanding of what results can be 

   achieved and at what costs. Also, managers cannot 

   blame unrealistic goals as an excuse for not achieving 

   budget expectations when they have helped to 

   establish those goals. Despite the involvement of 

   lower-level managers, top management must still 

   participate in the budget process to ensure that the 

   combined goals of the various departments are 

   consistent with profitability objectives of the 

   company. 

[74] Source: CMA 1294 3-15 

   Answer (A) is incorrect because more than financial 

   measures are needed to prepare a profit plan. 

   Long-term quality measures must also be considered. 

   Answer (B) is incorrect because quantitative 

   measures are insufficient if financial measures are not 

   also considered. 

   Answer (C) is incorrect because qualitative measures 

   are insufficient if financial measures are not also 

   considered. 

   Answer (D) is correct. An annual profit plan should 

   be based upon an organization's goals and objectives. 

   Objectives vary with the organization's type and stage 

   of development. Broad objectives should be 

   established at the top and retranslated in more 

   specific terms as they are communicated downward 

   in a means-end hierarchy. Each subunit may have its 

   own specific goals. A conflict sometimes exists in 

   determining organizational objectives. For example, 

   customer service may be one objective, but 

   profitability or return on investment may be a 

   conflicting objective. Thus, the annual profit plan is 

   usually based on a combination of financial, 

   quantitative, and qualitative measures. Objectives and 

   goals change over time. A century ago, profits were 

   the most important corporate objective. Today, 

   social responsibility also plays a role. 

[75] Source: CMA 1295 3-1 

   Answer (A) is incorrect because process costing is a 

   technique for determining the cost of manufactured 

   products. 

   Answer (B) is incorrect because a budget manual 

   describes how a budget is prepared. 

   Answer (C) is incorrect because job-order costing is 

   a means of determining the cost of manufactured 

   goods. 

   Answer (D) is correct. A budget is a realistic plan for 

   the future expressed in quantitative terms. It is also a 

   planning tool. Budgeting facilitates control and 

   communication and also provides motivation to 

   employees. 

[76] Source: CMA 1291 3-21 

   Answer (A) is incorrect because the period covered 

   by the budget precedes the events in the planning 

   calendar. 

   Answer (B) is correct. The budget planning calendar 

   is the schedule of activities for the development and 

   adoption of the budget. It should include a list of 

   dates indicating when specific information is to be 

   provided by each information source to others. The 

   preparation of a master budget usually takes several 

   months. For instance, many firms start the budget for 

   the next calendar year some time in September in 

   hopes of having it completed by December 1. 

   Because all of the individual departmental budgets are 

   based on forecasts prepared by others and the 

   budgets of other departments, it is essential to have a 

   planning calendar to ensure the proper integration of 

   the entire process. 

   Answer (C) is incorrect because the period covered 

   by the budget precedes the events in the planning 

   calendar. 

   Answer (D) is incorrect because the planning 

   calendar is not associated with sales. 

[77] Source: CMA 1295 3-2 

   Answer (A) is incorrect because management by 

   objectives (MBO) is a behavioral, 

   communications-oriented responsibility approach to 

   employee self direction. 

   Answer (B) is incorrect because strategic planning is 

   a method of long-term planning. 

   Answer (C) is incorrect because continuous (or 

   rolling) budgeting is a method of extending each 

   budget by an additional period as each period 

   passes. 

   Answer (D) is correct. Budgetary slack is the term 

   referring to the underestimation of probable 

   performance in a budget. With slack in a budget, a 

   manager can achieve the budget more easily. Slack 

   must be avoided if a budget is to have its desired 

   effects. 

[78] Source: CMA 0692 3-1 

   Answer (A) is incorrect because $652,500 equals 

   the total variable costs for March. 

   Answer (B) is incorrect because $681,500 is the 

   variable portion of the total costs. 

   Answer (C) is incorrect because $749,180 is a 

   nonsense answer. 

   Answer (D) is correct. The fixed and variable 

   portions of mixed costs may be estimated by 

   identifying the highest and the lowest costs within the 

   relevant range. The difference in cost divided by the 

   difference in activity is the variable rate. Once the 

   variable rate is found, the fixed portion is 

   determinable. April and March provide the highest 

   and lowest amounts. The difference in production 

   was 90,000 units (540,000 April - 450,000 March), 

   and the difference in the cost of supplies was 

   $130,500 ($853,560 - $723,060). Hence, the unit 

   variable cost was 1.45 ($130,500 ・90,000 units). 

   The total variable costs for March must have been 

   $652,500 (450,000 units x $1.45 VC per unit), and 

   the fixed cost must therefore have been $70,560 

   ($723,060 - $652,500). The probable costs for July 

   equal $681,500 (470,000 units x $1.45 VC per 

   unit), plus $70,560 of fixed costs, a total of 

   $752,060. 

[79] Source: CMA 0692 3-7 

   Answer (A) is incorrect because capital budgeting 

   involves evaluating specific long-term investment 

   decisions. 

   Answer (B) is incorrect because the operating budget 

   is a short-range management tool. 

   Answer (C) is incorrect because cash management is 

   a short-range consideration related to liquidity. 

   Answer (D) is correct. Strategic budgeting is a form 

   of long-range planning based on identifying and 

   specifying organizational goals and objectives. The 

   strengths and weaknesses of the organization are 

   evaluated and risk levels are assessed. The influences 

   of environmental factors are forecast to derive the 

   best strategy for reaching the organization's 

   objectives. 

[80] Source: CMA 0692 3-10 

   Answer (A) is incorrect because the ending inventory 

   budget is based on the current production budget. 

   Answer (B) is correct. The capital investment budget 

   may be prepared more than a year in advance, unlike 

   the other elements of the master budget. Because of 

   the long-term commitments that must be made for 

   some types of capital investments, planning must be 

   done far in advance and is based on needs in future 

   years as opposed to the current year's needs. 

   Answer (C) is incorrect because the pro forma 

   income statement is based on the sales budget, 

   expense budgets, and all other elements of the current 

   master budget. 

   Answer (D) is incorrect because the pro forma 

   balance sheet is based on the other elements of the 

   current master budget. 

[81] Source: CMA 1292 3-9 

   Answer (A) is incorrect because both beginning and 

   ending work-in-process must be included. 

   Answer (B) is correct. Cost of goods manufactured 

   is equivalent to a retailer's purchases. It equals all 

   manufacturing costs incurred during the period, plus 

   beginning work-in-process, minus ending 

   work-in-process. A cost of goods manufactured 

   budget is therefore based on materials, direct labor, 

   factory overhead, and work-in-process. 

   Answer (C) is incorrect because finished goods are 

   excluded. They are the end product of the 

   manufacturing process. 

   Answer (D) is incorrect because finished goods are 

   excluded. They are the end product of the 

   manufacturing process. 

[82] Source: CMA 1293 3-19 

   Answer (A) is incorrect because $45,000 equals 

   cash receipts. 

   Answer (B) is incorrect because the cash deficit will 

   be $92,500 without borrowing. 

   Answer (C) is correct. Assuming Raymar maintained 

   a $100,000 cash balance at the end of March, the 

   amount to be borrowed or invested in April is the 

   difference between cash receipts and disbursements. 

   April's cash collections are $45,000 [(50% x 

   $50,000 April sales) + (50% x $40,000 March 

   sales)]. Disbursements for accounts payable are 

   $37,500 [(75% x $40,000 April payables) + (25% x 

   $30,000 March payables)]. In addition to the 

   accounts payable disbursements, payroll and other 

   disbursements will require an additional $100,000. 

   Hence, total disbursements are estimated to be 

   $137,500. The net negative cash flow (amount to be 

   borrowed to reach the required minimum cash 

   balance of $100,000) is $92,500 ($137,500 - 

   $45,000). Because the line of credit must be drawn 

   upon in $10,000 increments, the loan must be for 

   $100,000. 

   Answer (D) is incorrect because a loan of only 

   $90,000 would still leave a negative cash balance of 

   $2,500. 

[83] Source: CMA 1293 3-20 

   Answer (A) is incorrect because no funds are 

   available to repay the loan. May receipts are less than 

   May disbursements. 

   Answer (B) is incorrect because no funds are 

   available to repay the loan. May receipts are less than 

   May disbursements. 

   Answer (C) is incorrect because the 1% interest is 

   calculated on a $100,000 loan, not a $90,000 loan. 

   Answer (D) is correct. The company will have to 

   borrow $100,000 in April, which means that interest 

   will have to be paid in May at the rate of 1% per 

   month (12% annual rate). Consequently, interest 

   expense is $1,000 (1% x $100,000). May receipts 

   are $75,000 [(50% x $100,000 May sales) + (50% 

   x $50,000 April sales)]. Disbursements in May are 

   $40,000 [(75% x $40,000 May payables) + (25% x 

   $40,000 April payables)]. In addition to the May 

   accounts payable disbursements, payroll and other 

   disbursements are $60,000, bringing total 

   disbursements to $101,000 ($60,000 + $40,000 + 

   $1,000). Thus, disbursements exceed receipts by 

   $26,000 ($101,000 - $75,000). However, cash has 

   a beginning surplus balance of $7,500 ($100,000 

   April loan - $92,500 negative cash flow for April 

   calculated using the collections and disbursements 

   information given). As a result, the company needs to 

   borrow an additional $18,500 to eliminate its cash 

   deficit. Given the requirement that loans be in 

   $10,000 increments, the May loan must be for 

   $20,000. 

[84] Source: CMA 0694 3-7 

   Answer (A) is incorrect because 1,800 equals 

   projected unit sales. 

   Answer (B) is incorrect because 1,565 equals units 

   needed for sales minus all inventory amounts. 

   Answer (C) is incorrect because 1,815 equals 

   finished units needed. 

   Answer (D) is correct. The finished units needed 

   equal 1,815:

   Needed for sales                                  1,800

   Needed for ending inventory                         100

                                                     -----

   Total finished units needed                       1,900

   Minus: Beginning inventory                           85

                                                     -----

   Finished units needed                             1,815

                                                     =====

   The units to be produced equal 1,845:

   Finished units needed                             1,815

   Needed for ending inventory                          40

                                                     -----

   Total units in process                            1,855

   Minus: Beginning WIP inventory                       10

                                                     -----

   Units to be produced                              1,845

                                                     =====

[85] Source: CMA 1294 3-13 

   Answer (A) is correct. The most difficult items to 

   coordinate in any budget, particularly for a seasonal 

   business, are production volume, finished goods 

   inventory, and sales. Budgets usually begin with sales 

   volume and proceed to production volume, but the 

   reverse is sometimes used when production is more 

   of an issue than generation of sales. Inventory levels 

   are also important because sales cannot occur 

   without inventory, and the maintenance of high 

   inventory levels is costly. 

   Answer (B) is incorrect because direct labor hours 

   and work-in-process are only two components of a 

   production budget. 

   Answer (C) is incorrect because sales is usually the 

   most important aspect of any budget. 

   Answer (D) is incorrect because sales is usually the 

   most important aspect of any budget. 

[86] Source: CMA 0695 3-14 

   Answer (A) is incorrect because 1,400 tables is the 

   number to be produced in July. 

   Answer (B) is correct. The company will need 2,500 

   finished units for August sales. In addition, 840 units 

   (40% x 2,100 September unit sales) should be in 

   inventory at the end of August. August sales plus the 

   desired ending inventory equals 3,340 units. Of these 

   units, 40% of August's sales, or 1,000 units, should 

   be available from beginning inventory. Consequently, 

   production in August should be 2,340 units. 

   Answer (C) is incorrect because 4,440 tables is 

   based on July's beginning inventory. 

   Answer (D) is incorrect because 1,900 tables equals 

   July's beginning inventory. 

[87] Source: CMA 0695 3-15 

   Answer (A) is correct. The August production of 

   1,600 units will require 6,400 table legs. September's 

   production of 1,800 units will require 7,200 table 

   legs. Thus, inventory at the end of August should be 

   4,320 legs (60% x 7,200 legs). The total of legs 

   needed during August is 10,720 (6,400 + 4,320), of 

   which 4,200 are available from the July 31 ending 

   inventory. The remaining 6,520 legs must be 

   purchased during August. 

   Answer (B) is incorrect because 9,400 legs is based 

   on an ending inventory of 100% of September's 

   production. 

   Answer (C) is incorrect because 2,200 legs fails to 

   consider the legs needed for the ending inventory. 

   Answer (D) is incorrect because 6,400 legs is the 

   amount needed for August production. 

[88] Source: CMA 0695 3-16 

   Answer (A) is incorrect because 15 employees 

   assumes production occurs in a single 40-hour week. 

   Answer (B) is correct. Each unit requires 20 minutes 

   of assembly time, or 1/3 of an hour. The assembly of 

   1,800 units will therefore require 600 hours of labor 

   (1/3 x 1,800). At 40 hours per week for 4 weeks, 

   each employee will work 160 hours during the 

   month. Thus, 3.75 employees (600 ・160) are 

   needed. 

   Answer (C) is incorrect because 60 employees 

   assumes that each leg requires 20 minutes to 

   assemble and that production occurs in a single 

   40-hour week. 

   Answer (D) is incorrect because 600 is the number 

   of hours needed, not the number of employees. 

[89] Source: CMA 0695 3-17 

   Answer (A) is incorrect because capital budgeting 

   involves long-term investment needs, not immediate 

   operating needs. 

   Answer (B) is incorrect because strategic planning 

   establishes long-term goals in the context of relevant 

   factors in the firm's environment. 

   Answer (C) is incorrect because cash budgeting 

   determines operating cash flows. Capital budgeting 

   evaluates the rate of return on specific investment 

   alternatives. 

   Answer (D) is correct. Capital budgeting is the 

   process of planning expenditures for long-lived 

   assets. It involves choosing among investment 

   proposals using a ranking procedure. Evaluations are 

   based on various measures involving rate of return on 

   investment. 

[90] Source: CMA 0695 3-18 

   Answer (A) is incorrect because a production budget 

   is usually prepared in terms of units of output rather 

   than costs. 

   Answer (B) is incorrect because the direct labor 

   budget is prepared after the production budget. 

   Answer (C) is incorrect because the materials 

   purchases budget is prepared after the production 

   budget. 

   Answer (D) is correct. A production budget is based 

   on sales forecasts, in units, with adjustments for 

   beginning and ending inventories. It is used to plan 

   when items will be produced. After the production 

   budget has been completed, it is used to prepare 

   materials purchases, direct labor, and factory 

   overhead budgets. 

[91] Source: CMA 1295 3-17 

   Answer (A) is incorrect because it cannot be 

   prepared until the sales budget has been determined. 

   Answer (B) is incorrect because it cannot be 

   prepared until the sales budget has been determined. 

   Answer (C) is incorrect because it cannot be 

   prepared until the sales budget has been determined. 

   Answer (D) is correct. A company usually begins 

   with the sales budget and then proceeds to the 

   production budget. Once the production budget is 

   complete, then the raw materials, direct labor, and 

   overhead budgets can be prepared. Next, the capital 

   budget can be prepared, followed by a cash budget. 

   The final step is the preparation of the pro forma 

   financial statements. 

[92] Source: CMA 1295 3-18 

   Answer (A) is incorrect because it is considered an 

   operating budget. 

   Answer (B) is incorrect because it is considered an 

   operating budget. 

   Answer (C) is incorrect because it is considered an 

   operating budget. 

   Answer (D) is correct. The operating budget consists 

   of all budgets that concern normal operating activities, 

   including the sales budget, production budget, 

   materials budget, direct labor budget, and factory 

   overhead budget. The capital expenditures budget, 

   which outlines needs for new capital investment, is 

   not a part of normal operations. The capital 

   expenditures budget is sometimes prepared more 

   than a year in advance to allow sufficient time to 

   secure financing for these major expenditures. The 

   long lead time is also necessary to allow sufficient 

   time for custom orders of specialized equipment and 

   buildings. 

[93] Source: CMA 1295 3-24 

   Answer (A) is incorrect because $20,680 is based 

   on the variation in the actual number of sales orders 

   from those planned, rather than on pounds shipped. 

   Answer (B) is incorrect because $20,920 is based on 

   the number of shipments, not the number of pounds 

   shipped. 

   Answer (C) is incorrect because $20,800 is based 

   on planned pounds shipped of 9,600, not actual 

   pounds shipped of 12,300. 

   Answer (D) is correct. The flexible budget formula is

   Shipping costs = $16,000 + ($.50 x lbs. shipped)

   Therefore, to determine the flexible budget amount, 

   multiply the actual pounds shipped (12,300) times the 

   standard cost ($.50) to arrive at a total expected 

   variable cost of $6,150. Adding the variable cost to 

   $16,000 of fixed cost produces a budget total of 

   $22,150. 

[94] Source: CMA 1292 3-10 

   Answer (A) is incorrect because the capital 

   expenditure plan must be prepared before the cash 

   budget. Cash may be needed to pay for capital 

   purchases. 

   Answer (B) is incorrect because the income 

   statement must be prepared before the statement of 

   cash flows, which reconciles net income and net 

   operating cash flows. 

   Answer (C) is incorrect because cost of goods sold 

   is included in the income statement, which is an input 

   to the statement of cash flows. 

   Answer (D) is correct. The statement of cash flows is 

   usually the last of the listed items prepared. All other 

   elements of the budget process must be completed 

   before it can be developed. The statement of cash 

   flows reconciles net income with net operating cash 

   flow, a process that requires balance sheet data (e.g., 

   changes in receivables, payables, and inventories) as 

   well as net income. 

[95] Source: CMA 1294 3-16 

   Answer (A) is incorrect because EPS is a measure of 

   financial performance. 

   Answer (B) is incorrect because the industry average 

   for earnings on sales is a measure of financial 

   performance. 

   Answer (C) is correct. When a company prepares 

   the first draft of its pro forma income statement, 

   management must evaluate whether earnings meet 

   company objectives. This evaluation is based on such 

   factors as desired earnings per share, average 

   earnings for other firms in the industry, a desired 

   price-earnings ratio, and needed return on 

   investment. The internal rate of return (IRR) is not a 

   means of evaluating a budget because IRR is used to 

   evaluate long-term investments. It is the discount rate 

   at which a project's net present value is zero. 

   Answer (D) is incorrect because the P-E ratio is a 

   measure of financial performance. 

[96] Source: CMA 0694 3-11 

   Answer (A) is incorrect because the production 

   budget normally cannot be prepared until the 

   expected sales are known. 

   Answer (B) is incorrect because the operating budget 

   is another term for the budget used on a day-to-day 

   basis for managing operations. It cannot be prepared 

   until after the sales budget is prepared. 

   Answer (C) is incorrect because preparation of the 

   sales budget is the first step in the overall budgeting 

   process. 

   Answer (D) is correct. A master or comprehensive 

   budget consolidates all budgets into an overall 

   planning and control document for the organization. 

   The preparation of a master budget usually takes 

   several months. The sales budget is the first budget 

   prepared because it is the basis for all subsequent 

   budgets. Once a firm can estimate sales, the next step 

   is to decide how much to produce or purchase. 

[97] Source: CMA 0694 3-12 

   Answer (A) is incorrect because the direct labor 

   budget cannot be prepared until after unit production 

   figures have been compiled. 

   Answer (B) is incorrect because the direct materials 

   budget cannot be prepared until after the unit 

   production figures have been compiled. 

   Answer (C) is incorrect because the manufacturing 

   overhead budget cannot be prepared until after the 

   unit production figures have been compiled. 

   Answer (D) is correct. Neither a master budget nor a 

   production budget can be prepared until after the 

   sales budget has been completed. Once a firm knows 

   its expected sales, production can be estimated. The 

   production budget is based on assumptions appearing 

   in the sales budget; thus, the sales budget is the first 

   step in the preparation of a production budget. 

[98] Source: CMA 1295 3-9 

   Answer (A) is incorrect because the sales forecast is 

   insufficient for completion of the direct labor budget. 

   Answer (B) is incorrect because the raw material 

   purchases budget is not needed to prepare a direct 

   labor budget. 

   Answer (C) is incorrect because the schedule of cash 

   receipts and disbursements cannot be prepared until 

   after the direct labor budget has been completed. 

   Answer (D) is correct. A master budget typically 

   begins with the preparation of a sales budget. The 

   next step is to prepare a production budget. Once the 

   production budget has been completed, the next step 

   is to prepare the direct labor, raw material, and 

   overhead budgets. Thus, the production budget 

   provides the input necessary for the completion of the 

   direct labor budget. 

[99] Source: CMA 1294 3-10 

   Answer (A) is incorrect because a continuous budget 

   does present a firm commitment. 

   Answer (B) is incorrect because a continuous budget 

   can be for various levels of activity; a static budget is 

   prepared for only one level of activity. 

   Answer (C) is incorrect because a flexible budget 

   presents the plan for a range of activity so that the 

   plan can be adjusted for changes in activity. 

   Answer (D) is correct. A continuous budget is one 

   that is revised on a regular (continuous) basis. 

   Typically, a company extends such a budget for 

   another month or quarter in accordance with new 

   data as the current month or quarter ends. For 

   example, if the budget is for 12 months, a budget for 

   the next 12 months will be available continuously as 

   each month ends. 

[100] Source: CMA 1292 3-11 

   Answer (A) is incorrect because $650,000 is the 

   cost at a production level of 100,000 units. 

   Answer (B) is incorrect because $715,000 assumes 

   a variable unit cost of $6.50 with no fixed costs. 

   Answer (C) is correct. Raw materials unit costs are 

   strictly variable at $2 ($200,000 ・100,000 units). 

   Similarly, direct labor has a variable unit cost of $1 

   ($100,000 ・100,000 units). The $200,000 of 

   manufacturing overhead for 100,000 units is 50%. 

   The variable unit cost is $1. Selling costs are 

   $100,000 fixed and $50,000 variable for production 

   of 100,000 units, and the variable unit selling 

   expenses is $.50 ($50,000 ・100,000 units). The 

   total unit variable cost is therefore $4.50 ($2 + $1 + 

   $1 + $.50). Fixed costs are $200,000. At a 

   production level of 110,000 units, variable costs are 

   $495,000 ($4.50 x 110,000 units). Hence, total 

   costs are $695,000 ($495,000 + $200,000). 

   Answer (D) is incorrect because total costs are 

   $695,000 based on a unit variable cost of $4.50 

   each. 

[101] Source: CMA 1292 3-12 

   Answer (A) is incorrect because $225,000 is the net 

   income before the increase in sales. 

   Answer (B) is incorrect because net income was 

   originally $1.50 per game. The $270,000 figure 

   simply extrapolates that amount to sales of 180,000 

   games. 

   Answer (C) is correct. Revenue of $2,400,000 

   reflects a unit selling price of $16 ($2,400,000 ・

   150,000 games). The contribution margin is 

   $975,000, or $6.50 per game ($975,000 ・150,000 

   games). Thus, unit variable cost is $9.50 ($16 - 

   $6.50). Increasing sales will result in an increased 

   contribution margin of $195,000 (30,000 x $6.50). 

   Assuming no additional fixed costs, net income will 

   increase to $420,000 ($225,000 originally reported 

   + $195,000). 

   Answer (D) is incorrect because $510,000 treats 

   variable overhead as a fixed cost. Variable overhead 

   is a $3 component ($450,000 ・150,000 units) of 

   unit variable cost. 

[102] Source: CMA 1292 3-14 

   Answer (A) is incorrect because the static budget 

   amount is not useful for comparison purposes. The 

   budget for the actual activity level achieved is more 

   important. 

   Answer (B) is incorrect because prior-year figures 

   are not useful if activity levels are different. 

   Answer (C) is correct. If a report is to be used for 

   performance evaluation, the planned cost column 

   should be based on the actual level of activity for the 

   period. The ability to adjust amounts for varying 

   activity levels is the primary advantage of flexible 

   budgeting. 

   Answer (D) is incorrect because a budget based on 

   planned activity level is not as meaningful as one 

   based on actual activity level. 

[103] Source: CMA 0693 3-25 

   Answer (A) is correct. Any changes in a budget 

   system should, like any organizational change, be 

   properly communicated to all affected employees to 

   reduce fear of personal, social, or economic 

   adjustments. A participative management approach 

   to effecting change should avoid arbitrary, capricious, 

   or prejudicial actions; provide ample notice, including 

   information about the reasons for the change, its 

   precise nature, and the expected results; allow 

   maximum participation in the implementation of the 

   change; and anticipate and, to the extent possible, 

   accommodate the needs of those involved. 

   Accordingly, a rapid change in a budget system is not 

   recommended because employees may not be able 

   to understand the need for, or benefits of, the new 

   system. 

   Answer (B) is incorrect because a flexible budget 

   better enables managers to control their operations. 

   The budget figures within their control are 

   emphasized. 

   Answer (C) is incorrect because any budgeting 

   change must have the support of top management to 

   ensure acceptance at lower levels. 

   Answer (D) is incorrect because employee morale 

   benefits from recognizing good performance. 

[104] Source: CMA 1293 3-18 

   Answer (A) is correct. A flexible budget is a series of 

   budgets prepared for many levels of sales. Another 

   view is that it is based on cost formulas, or standard 

   costs. Thus, the cost formulas are fed into the 

   computerized budget program along with the actual 

   level of production or sales. The result is a budget 

   created for the actual level of activity. 

   Answer (B) is incorrect because a capital budget is a 

   means of evaluating long-term investments and has 

   nothing to do with standard costs. 

   Answer (C) is incorrect because a zero-base budget 

   is a planning process in which each manager must 

   justify a department's entire budget each year. The 

   budget is built from the base of zero each year. 

   Answer (D) is incorrect because a static budget is for 

   one level of activity. It can be based on expected 

   actual or standard costs. 

[105] Source: CMA 0695 3-19 

   Answer (A) is incorrect because a continuous budget 

   is revised on a regular (continuous) basis by 

   extending it for another month or quarter in 

   accordance with new data as the current month or 

   quarter ends. 

   Answer (B) is correct. A flexible budget is a series of 

   several budgets prepared for many levels of sales or 

   output. Given a flexible budget, management can 

   compare actual costs or performance with the 

   appropriate budgeted level in the flexible budget. A 

   flexible budget is designed to allow adjustment of the 

   budget to the actual level of activity before comparing 

   the budgeted activity with actual results. 

   Answer (C) is incorrect because a strategic plan is a 

   long-term planning device. 

   Answer (D) is incorrect because a static (fixed) 

   budget is prepared for only one level of output. That 

   level will probably not be the level of actual 

   operations. 

[106] Source: CMA 1295 3-6 

   Answer (A) is incorrect because production volume 

   variance (or the idle capacity variance) is based on 

   the difference between actual and budgeted levels of 

   production in terms of quantities. 

   Answer (B) is correct. A flexible budget is a series of 

   several budgets prepared for many levels of activity. 

   A flexible budget allows adjustment of the budget to 

   the actual level before comparing the budgeted and 

   actual results. The difference between the flexible 

   budget and actual figures is known as the flexible 

   budget variance. 

   Answer (C) is incorrect because sales volume 

   variance is based on the difference between actual 

   and budgeted sales volume without regard to cost. 

   Answer (D) is incorrect because a standard cost 

   variance is not necessarily based on a flexible budget. 

[107] Source: CMA 1295 3-10 

   Answer (A) is incorrect because both budgets are 

   prepared for both planning and performance 

   evaluation purposes. 

   Answer (B) is correct. A flexible budget provides 

   cost allowances for different levels of activity, 

   whereas a static budget provides costs for only one 

   level of activity. Both budgets show the same types of 

   costs. In a sense, a flexible budget is a series of 

   budgets prepared for many different levels of activity. 

   A flexible budget allows adjustment of the budget to 

   the actual level of activity before comparing the 

   budgeted activity with actual results. 

   Answer (C) is incorrect because both budgets 

   include both fixed and variable costs. 

   Answer (D) is incorrect because either budget can be 

   established by any level of management. 

[108] Source: CMA 1294 3-11 

   Answer (A) is incorrect because ZBB does represent 

   a firm commitment. 

   Answer (B) is correct. ZBB is a budgeting process in 

   which each manager must justify a department's entire 

   budget every year. ZBB differs from the traditional 

   concept of budgeting in which next year's budget is 

   largely based on the expenditures of the previous 

   year. For each budgetary unit, ZBB prepares a 

   decision package describing various levels of service 

   that may be provided, including at least one level 

   lower than the current one. Each component is 

   evaluated from a cost-benefit perspective and then 

   prioritized. 

   Answer (C) is incorrect because ZBB is not based 

   on prior year's activities. 

   Answer (D) is incorrect because ZBB starts from a 

   base of zero. 

[109] Source: CMA 0696 3-6 

   Answer (A) is incorrect because funded depreciation 

   involves cash outlays. 

   Answer (B) is incorrect because purchases of 

   supplies involves cash outlays. 

   Answer (C) is incorrect because the extinguishment 

   of debt involves cash outlays. 

   Answer (D) is correct. A cash budget may be 

   prepared monthly or even weekly to facilitate cash 

   planning and control. The purpose is to anticipate 

   cash needs while minimizing the amount of idle cash. 

   The cash receipts section of the budget includes all 

   sources of cash. One such source is the proceeds of 

   loans. 

[110] Source: CMA 0696 3-7 

   Answer (A) is incorrect because $4,736 is the 

   commission on $59,200 of Lemon sales. 

   Answer (B) is incorrect because $82,152 equals 6% 

   of all sales. 

   Answer (C) is correct. The sale of 12,500 cases of 

   Cranberry at $24.80 per case produces revenue of 

   $310,000, an amount that does not qualify for 

   commissions. The sale of 33,100 cases of Lemon at 

   $32 per case produces revenue of $1,059,200. This 

   amount is greater than the minimum and therefore 

   qualifies for a commission of $84,736 (8% x 

   $1,059,200). This calculation assumes that 

   commissions are paid on all sales if the revenue quota 

   is met. 

   Answer (D) is incorrect because $103,336 assumes 

   that a commission of $18,600 is paid on Cranberry. 

[111] Source: CMA 0696 3-8 

   Answer (A) is incorrect because the capital 

   expenditure budget is an input necessary for the 

   preparation of a cash budget. 

   Answer (B) is incorrect because the sales budget is 

   usually the first budget prepared. 

   Answer (C) is correct. The pro forma balance sheet 

   is the balance sheet for the beginning of the period 

   updated for projected changes in cash, receivables, 

   inventories, payables, etc. Accordingly, it cannot be 

   prepared until after the cash budget is completed 

   because cash is a current asset reported on the 

   balance sheet. 

   Answer (D) is incorrect because a production budget 

   is normally prepared before the cash budget is 

   started. 

[112] Source: CMA 0696 3-9 

   Answer (A) is correct. The budgeted cash collections 

   for September are $169,800 [(36% x $120,000 July 

   sales) + (60% x $211,000 August sales)]. 

   Answer (B) is incorrect because $147,960 results 

   from reversing the percentages for July and August. 

   Answer (C) is incorrect because $197,880 results 

   from using the wrong months (August and 

   September) and reversing the percentages. 

   Answer (D) is incorrect because $194,760 assumes 

   collections were for August and September. 

[113] Source: CMA 0696 3-10 

   Answer (A) is incorrect because a master budget 

   summarizes all of a company's budgets and plans. 

   Answer (B) is incorrect because an activity-based 

   budget emphasizes the costs of activities, which are 

   the basic cost objects in activity-based costing. 

   Answer (C) is incorrect because a zero-base budget 

   requires each manager to justify his/her subunit's 

   entire budget each year. 

   Answer (D) is correct. A life-cycle budget estimates 

   a product's revenues and expenses over its expected 

   life cycle. This approach is especially useful when 

   revenues and related costs do not occur in the same 

   periods. It emphasizes the need to budget revenues 

   to cover all costs, not just those for production. 

   Hence, costs are determined for all value-chain 

   categories: upstream (R&D, design), manufacturing, 

   and downstream (marketing, distribution, and 

   customer service). The result is to highlight upstream 

   and downstream costs that often receive insufficient 

   attention. 

[114] Source: CMA 0696 3-14 

   Answer (A) is incorrect because comparing results 

   using a monthly budget is no easier than using a 

   budget of any other duration. 

   Answer (B) is incorrect because a master budget is 

   the overall budget. It will not facilitate comparisons 

   unless it is also a flexible budget. 

   Answer (C) is incorrect because a rolling (or 

   continuous) budget is revised on a regular 

   (continuous) basis. It will not facilitate comparisons 

   unless it is also a flexible budget. 

   Answer (D) is correct. A flexible budget is essentially 

   a series of several budgets prepared for many levels 

   of sales or production. At the end of the period, 

   management can compare actual costs or 

   performance with the appropriate budgeted level in 

   the flexible budget. New columns can quickly be 

   made by interpolation or extrapolation, if necessary. 

   A flexible budget is designed to allow adjustment of 

   the budget to the actual level of activity before 

   comparing the budgeted activity with actual results. 

[115] Source: CMA 1296 3-1 

   Answer (A) is incorrect because both types of 

   budgets treat new projects in the same manner. 

   Answer (B) is correct. Incremental budgeting simply 

   adjusts the current year's budget to allow for changes 

   planned for the coming year. A manager is not asked 

   to justify the base portion of the budget. ZBB, 

   however, requires a manager to justify the entire 

   budget for each year. Incremental budgeting offers to 

   managers the advantage of requiring less managerial 

   effort to justify changes in the budget. 

   Answer (C) is incorrect because ZBB is 

   advantageous for reexamining functions and duties 

   that may have outlived their usefulness. 

   Answer (D) is incorrect because periodic review of 

   functions is essential regardless of the budgetary 

   system used. 

[116] Source: CMA 1296 3-4 

   Answer (A) is incorrect because 45,000 is based on 

   January sales. 

   Answer (B) is incorrect because 16,500 is budgeted 

   production for February. 

   Answer (C) is correct. January's production should 

   be 1.5 times February's sales. Thus, the production 

   budget for January should be 54,000 units (1.5 x 

   36,000 units of February sales). 

   Answer (D) is incorrect because 14,500 is budgeted 

   production for April. 

[117] Source: CMA 1296 3-5 

   Answer (A) is incorrect because $327,000 is based 

   on January sales. 

   Answer (B) is incorrect because $390,000 is the 

   production budget for January. 

   Answer (C) is incorrect because $113,500 is the 

   production budget for April. 

   Answer (D) is correct. The units to be produced in 

   February equal 50% of March sales, or 16,500 units 

   (.5 x 33,000). The unit variable cost is $7.00 ($3.50 

   + $1.00 + $2.00 + $.50), so total variable costs are 

   $115,500 ($7 x 16,500). Thus, the dollar production 

   budget for February is $127,500 ($115,500 VUC + 

   $12,000 FC). 

[118] Source: CMA 1296 3-6 

   Answer (A) is incorrect because $140,000 excludes 

   collections on March credit sales. 

   Answer (B) is correct. Cash sales are 20% of 

   monthly sales, credit sales are 80% of monthly sales, 

   and collections on credit sales are 30% in the month 

   of sale. Consequently, cash collected during a month 

   equals 44% [20% + (30% x 80%)] of sales for that 

   month. Cash collections in March on March sales 

   were therefore $308,000 (44% x $700,000). 

   Answer (C) is incorrect because $350,000 assumes 

   20% of sales are for cash and that collections on 

   credit sales equal 30% of total sales. 

   Answer (D) is incorrect because $636,000 equals 

   total cash collections during March on first quarter 

   sales. 

[119] Source: CMA 1296 3-7 

   Answer (A) is incorrect because $504,000 ignores 

   $125,000 of April cash sales. 

   Answer (B) is correct. Cash collected during a month 

   on sales for that month equals 44% of total sales. 

   Hence, cash receipts in April on April's sales are 

   $275,000 (44% x $625,000). April collections on 

   March credit sales equal $224,000 (40% x 80% x 

   $700,000). April collections on February credit sales 

   equal $130,000 (25% x 80% x $650,000). Thus, 

   total cash receipts for April were $629,000 

   ($275,000 + $224,000 + $130,000). 

   Answer (C) is incorrect because $653,000 includes 

   $24,000 of bad debts from January sales. 

   Answer (D) is incorrect because $707,400 

   represents June collections. 

[120] Source: CMA 1296 3-8 

   Answer (A) is incorrect because $254,000 reverses 

   the treatment of the change in inventory. 

   Answer (B) is incorrect because $260,000 is 

   February cost of goods sold. 

   Answer (C) is correct. Purchases equal cost of 

   goods sold, plus ending inventory, minus beginning 

   inventory. Estimated cost of goods sold for February 

   equals $260,000 (40% x $650,000 sales). Ending 

   inventory is given as 30% of sales in units. Stated at 

   cost, this amount equals $84,000 (30% x 40% x 

   $700,000 March sales). Furthermore, beginning 

   inventory is $78,000 (30% x $260,000 CGS for 

   February). Thus, purchases equal $266,000 

   ($260,000 + $84,000 - $78,000). 

   Answer (D) is incorrect because $338,000 equals 

   the sum of cost of goods sold and beginning 

   inventory. 

[121] Source: CMA 1296 3-9 

   Answer (A) is incorrect because $195,000 is based 

   on 30% of sales. 

   Answer (B) is incorrect because $254,000 equals 

   cost of goods sold, minus ending inventory, plus 

   beginning inventory. 

   Answer (C) is correct. Cost of goods sold is 

   expected to be 40% of sales. Thus, cost of goods 

   sold is $260,000 (40% x $650,000 February sales). 

   Answer (D) is incorrect because $272,000 equals 

   purchases, plus ending inventory, minus beginning 

   inventory. 

[122] Source: CMA 1296 3-10 

   Answer (A) is incorrect because $255,000 excludes 

   variable selling expenses and advertising. 

   Answer (B) is incorrect because $290,000 includes 

   depreciation but excludes variable selling expenses 

   and advertising. 

   Answer (C) is correct. Cash disbursements for 

   variable operating expenses in April (excluding cost 

   of goods sold) equal $70,000 (10% x $700,000 

   March sales). Cash disbursements for fixed operating 

   expenses (excluding depreciation, a noncash 

   expense) include advertising ($720,000 ・12 = 

   $60,000), salaries ($1,080,000 ・12 = $90,000), 

   insurance ($180,000 ・4 = $45,000), and property 

   taxes ($240,000 ・2 = $120,000). Hence, cash 

   payments for April operating expenses are $385,000 

   ($70,000 + $60,000 + $90,000 + $45,000 + 

   $120,000). 

   Answer (D) is incorrect because $420,000 includes 

   depreciation. 

[123] Source: CMA 1296 3-12 

   Answer (A) is incorrect because participation fosters 

   a sense of ownership. 

   Answer (B) is correct. One of the roles of a budget is 

   to motivate employees to achieve organizational 

   goals. Before a budget can be an effective 

   motivational tool, it must be viewed as realistic by 

   employees, so targets should be attainable. Thus, 

   employees will be more committed to the budget if 

   they participate in its preparation. A manager who 

   helps to prepare a budget is more likely to work hard 

   to achieve the budgeted figures. Thus, the least 

   effective way of using a budget for motivational 

   purposes is for top management to impose it on the 

   lower levels of management. 

   Answer (C) is incorrect because use of management 

   by exception devotes managerial effort to matters of 

   significance. 

   Answer (D) is incorrect because accountability 

   provides an incentive for good performance. 

[124] Source: CMA 1296 3-13 

   Answer (A) is incorrect because the amount of 

   advertising cost depends on the desired level of sales. 

   Answer (B) is correct. The sales budget is usually the 

   first to be prepared because all other elements of a 

   comprehensive budget depend on projected sales. 

   For example, the production budget is based on an 

   estimate of unit sales and desired inventory levels. 

   Thus, sales volume affects purchasing levels, 

   operating expenses, and cash flow. 

   Answer (C) is incorrect because expenditures for 

   productive capacity are a function of long-term 

   estimates of demand for the firm's products. 

   Answer (D) is incorrect because preparation of a pro 

   forma income statement is one of the final steps in the 

   budgetary process. It cannot be prepared until after 

   all sales, production, and expense budgets are 

   finished. 

[125] Source: CMA 1296 3-14 

   Answer (A) is incorrect because flexible budgets 

   address external factors only to the extent that activity 

   is affected. 

   Answer (B) is incorrect because a flexible budget 

   essentially restates variable costs for different activity 

   levels. Hence, a flexible budget variance does not 

   address capacity use. An output level (production 

   volume) variance is a fixed cost variance. 

   Answer (C) is incorrect because, by definition, 

   flexible budgets address differences in activity levels 

   only. 

   Answer (D) is correct. A flexible budget is actually a 

   series of budgets prepared for various levels of 

   activity. A flexible budget adjusts the master budget 

   for changes in activity so that actual results can be 

   compared with meaningful budget amounts. The 

   assumptions are that total fixed costs and unit variable 

   costs are constant within the relevant range. 

[126] Source: CMA 1296 3-15 

   Answer (A) is correct. The budget preparation 

   process normally begins with the sales budget and 

   continues through the preparation of pro forma 

   financial statements. The last schedule prepared 

   before the financial statements is the cash budget. The 

   cash budget is a schedule of estimated cash 

   collections and payments. The various operating 

   budgets and the capital budget are inputs to the cash 

   budgeting process. 

   Answer (B) is incorrect because the cost of goods 

   sold budget provides information necessary to 

   prepare the cash budget. 

   Answer (C) is incorrect because the manufacturing 

   overhead budget provides information necessary to 

   prepare the cash budget. 

   Answer (D) is incorrect because the selling expense 

   budget provides information necessary to prepare the 

   cash budget. 

[127] Source: CMA 1296 3-20 

   Answer (A) is incorrect because the cash 

   disbursement presumably will not occur until 2002. 

   Answer (B) is incorrect because the cash flow will 

   not occur until dividends are paid in 2002. 

   Answer (C) is incorrect because bad debt expense is 

   a noncash item. 

   Answer (D) is correct. A schedule of cash receipts 

   and disbursements (cash budget) should include all 

   cash inflows and outflows during the period without 

   regard to the accrual accounting treatment of the 

   transactions. Hence, it should include all checks 

   written and all sources of cash, including borrowings. 

   A borrowing from a bank in June 2001 should 

   appear as a cash receipt for 2001. 

[128] Source: CMA 0697 3-20 

   Answer (A) is incorrect because top managers can 

   use the budget for motivational and communication 

   purposes; they should do more than merely sign-off 

   on the finished document. 

   Answer (B) is incorrect because top managers should 

   be involved in the budget process even though they 

   lack detailed knowledge of daily operations; the 

   budget can still communicate company objectives and 

   goals. 

   Answer (C) is correct. A budget should not be 

   dictated to lower-level employees, but top 

   management needs to be involved. For example, the 

   budget can be used by top management to plan for 

   the future and communicate objectives and goals to 

   all levels of the organization, to motivate employees, 

   to control organizational activities, and to evaluate 

   performance. 

   Answer (D) is incorrect because the budget process 

   is a part of the overall planning process. 

[129] Source: CMA 0697 3-11 

   Answer (A) is incorrect because changes in 

   management is an internal factor. 

   Answer (B) is incorrect because employee 

   compensation is an internal factor. 

   Answer (C) is incorrect because a new product line 

   is an internal factor. 

   Answer (D) is correct. Several planning assumptions 

   should be made at the beginning of the budget 

   process. Some of these assumptions are internal 

   factors; others are external to the company. External 

   factors include general economic conditions and their 

   expected trend, governmental regulatory measures, 

   the labor market in the locale of the company's 

   facilities, and activities of competitors, including the 

   effects of mergers. 

[130] Source: CIA 1190 IV-17 

   Answer (A) is incorrect because the master budget 

   does not contain actual results. 

   Answer (B) is incorrect because the master budget 

   reflects all applicable expected costs, whether or not 

   controllable by individual managers. 

   Answer (C) is incorrect because the master budget is 

   not structured to allow determination of 

   manufacturing cost variances, which requires using 

   the flexible budget and actual results. 

   Answer (D) is correct. All other budgets are subsets 

   of the master budget. Thus, quantified estimates by 

   management from all functional areas are contained in 

   the master budget. These results are then combined in 

   a formal quantitative model recognizing the 

   organization's objectives, inputs, and outputs. 

[131] Source: Publisher 

   Answer (A) is incorrect because ineffective budget 

   control systems are also characterized by the use of 

   budgets as a planning but not a control tool. 

   Answer (B) is incorrect because ineffective budget 

   control systems are also characterized by the use of 

   budgets for harassment of individuals rather than 

   motivation. 

   Answer (C) is incorrect because ineffective budget 

   control systems are also characterized by lack of 

   timely feedback in the use of the budget. 

   Answer (D) is correct. Ineffective budget control 

   systems are characterized by each of the items noted. 

   The use of budgets for planning only is a problem that 

   must be resolved through the education process. 

   Management must be educated to use the budget 

   documents for control, not just planning. 

   Management must learn that budgets can motivate 

   and help individuals achieve professional growth as 

   well as the goals of the firm. Ignoring budgets 

   obviously contributes to the ineffectiveness of the 

   budget system. Finally, feedback must be timely or 

   lower management and employees will soon 

   recognize that budget feedback is so late it provides 

   no information, making the budget a worthless 

   device. 

[132] Source: Publisher 

   Answer (A) is incorrect because the capital budget is 

   included in the financial budget. 

   Answer (B) is incorrect because the cash budget is 

   included in the financial budget. 

   Answer (C) is correct. An operating budget normally 

   includes sales, production, selling and administrative, 

   and budgeted income statement components. 

   Answer (D) is incorrect because the budgeted 

   balance sheet is included in the financial budget. 

[133] Source: Publisher 

   Answer (A) is incorrect because the financial budget 

   normally includes the capital budget, the cash budget, 

   the budgeted balance sheet, and the budgeted 

   statement of cash flows. 

   Answer (B) is incorrect because the selling expense 

   budget is included in the operating budget. 

   Answer (C) is correct. The financial budget normally 

   includes the capital budget, the cash budget, the 

   budgeted balance sheet, and the budgeted statement 

   of cash flows. 

   Answer (D) is incorrect because the sales budget is 

   included in the operating budget. 

[134] Source: CMA 0697 3-17 

   Answer (A) is incorrect because selling and 

   administrative budgets are no more optional than any 

   other component of the master budget. 

   Answer (B) is incorrect because selling and 

   administrative budgets have both variable and fixed 

   components. 

   Answer (C) is incorrect because selling and 

   administrative budgets should be prepared on the 

   same basis as the remainder of the budget, typically 

   on at least a monthly basis. 

   Answer (D) is correct. Sales and administrative 

   budgets are prepared after the sales budget. They are 

   among the components of the operating budget 

   process, which culminates in a budgeted (pro forma) 

   income statement. Like the other budgets, they 

   constitute prospective information based on the 

   preparer's assumptions about conditions expected to 

   exist and actions expected to be taken. 

[135] Source: CMA 0697 3-21 

   Answer (A) is incorrect because the nature of the 

   product prevents an increase in production volume to 

   augment finished goods inventory. 

   Answer (B) is incorrect because sales are dependent 

   on demand, a factor not affected by the strike. Sales 

   may decrease, however, if the company suffers a 

   stockout. Furthermore, ending finished goods 

   inventory cannot increase because of the nature of the 

   product. 

   Answer (C) is incorrect because the nature of the 

   product prevents an increase in production volume to 

   augment finished goods inventory. 

   Answer (D) is correct. The most significant items are 

   those that will vary between the contingency budget 

   and the regular budget. The company cannot increase 

   its finished goods inventory, but it can increase its 

   inventory of the raw material provided by the 

   supplier. Thus, the items most affected will be raw 

   materials and cash. The cash budget will be affected 

   because of the need to pay for raw materials prior to 

   their usage. 

[136] Source: CMA 0697 3-18 

   Answer (A) is incorrect because $70,875 omits May 

   cash sales. 

   Answer (B) is incorrect because $76,500 equals 

   May credit sales. 

   Answer (C) is correct. The cash inflows for May will 

   come from May cash sales of $8,500 (10% x 

   $85,000), May credit sales of $30,600 (40% x 90% 

   x $85,000), April sales of $21,600 (30% x 90% x 

   $80,000), March sales of $15,750 (25% x 90% x 

   $70,000), and February sales of $2,925 (5% x 90% 

   x $65,000). The total is $79,375. 

   Answer (D) is incorrect because $83,650 includes 

   5% of January's credit sales. 

[137] Source: CMA 0697 3-19 

   Answer (A) is incorrect because the bad debts will 

   reduce collections. 

   Answer (B) is incorrect because $1,260 is 2% of 

   March credit sales. 

   Answer (C) is correct. April sales were $80,000, of 

   which $72,000 was on credit. The bad debt 

   adjustment is 2% of the $72,000 of credit sales, or 

   $1,440. 

   Answer (D) is incorrect because $1,530 is 2% of 

   May credit sales. 

[138] Source: CMA 0697 3-14 

   Answer (A) is incorrect because 27,000 pounds is 

   the usage for March. 

   Answer (B) is incorrect because 32,900 pounds is 

   the beginning inventory. 

   Answer (C) is incorrect because 36,000 pounds is 

   the usage for April. 

   Answer (D) is correct. Jordan needs 27,000 pounds 

   (3 x 9,000 units) of materials for March production. 

   It also needs 43,700 pounds {[(3 x 12,000 units to 

   be produced in April) x 120%] + 500} for ending 

   inventory. Given a beginning inventory of 32,900 

   pounds {[(3 x 9,000 units to be produced in March) 

   x 120%] + 500}, required purchases equal 37,800 

   pounds (27,000 pounds + 43,700 pounds - 32,900 

   pounds). 

[139] Source: CMA 0697 3-15 

   Answer (A) is correct. The standard unit labor cost is 

   $19.50 [(2 hours in Department 1 x $6.75) + (.5 

   hour in Department 2 x $12)], so the total budgeted 

   direct labor dollars for February equal $156,000 

   ($19.50 x 8,000 units). 

   Answer (B) is incorrect because $165,750 is for 500 

   more units than budgeted usage. 

   Answer (C) is incorrect because $175,500 is the 

   amount for March. 

   Answer (D) is incorrect because $210,600 is for 

   120% of budgeted March production. 

[140] Source: CMA 1291 3-20 

   Answer (A) is correct. A continuous budget (profit 

   plan) is one that is revised on a regular or continuous 

   basis. Typically, a company that uses continuous 

   budgeting extends the budget for another month or 

   quarter in accordance with new data as the current 

   month or quarter ends. For example, if the budget is 

   for 12 months, a budget for the next year will always 

   be available at the end of each interim period. 

   Continuous budgeting encourages a longer-term 

   perspective regardless of how little time remains in 

   the company's current fiscal year. 

   Answer (B) is incorrect because a continuous profit 

   plan is one that is revised and extended as available 

   information changes. 

   Answer (C) is incorrect because a continuous plan 

   can be prepared by either a full-time or part-time 

   staff. 

   Answer (D) is incorrect because it is the lack of 

   reliable long-range information that makes the 

   continuous profit plan so worthwhile. 

[141] Source: CMA 0697 3-12 

   Answer (A) is incorrect because top-down budgeting 

   entails imposition of a budget by top management on 

   lower-level employees. It is the antithesis of 

   participatory budgeting. 

   Answer (B) is incorrect because life-cycle budgeting 

   estimates a product's revenues and costs for each link 

   in the value chain from R&D and design to 

   production, marketing, distribution, and customer 

   service. The product life cycle ends when customer 

   service is withdrawn. 

   Answer (C) is incorrect because a static budget is for 

   only one level of activity. 

   Answer (D) is correct. Flexible budgeting prepares a 

   series of budgets for many levels of sales. At the end 

   of the period, management can compare actual costs 

   or performance with the appropriate budgeted level 

   in the flexible budget. If necessary, new columns can 

   be added to the flexible budget by means of 

   interpolation or extrapolation. A flexible budget is 

   designed to allow adjustment of the budget to the 

   actual level of activity before comparing the budgeted 

   activity with actual results. 

[142] Source: CIA 0585 III-20 

   Answer (A) is incorrect because traditional or 

   incremental budgeting takes the previous year's 

   budgets and adjusts them for inflation and assumes all 

   activities are legitimate and worthy of receiving 

   budget increases to cover any increased costs. 

   Answer (B) is correct. ZBB is a planning process in 

   which each manager must justify his/her department's 

   full budget for each period. The purpose is to 

   encourage periodic reexamination of all costs in the 

   hope that some can be reduced or eliminated. 

   Answer (C) is incorrect because traditional or 

   incremental budgeting takes the previous year's 

   budgets and adjusts them for inflation and assumes all 

   activities are legitimate and worthy of receiving 

   budget increases to cover any increased costs. 

   Answer (D) is incorrect because it is a definition of a 

   capital budget. 

[143] Source: CMA 1290 3-13 

   Answer (A) is incorrect because building slack into a 

   budget is the opposite of enhancing budgeted income. 

   Answer (B) is correct. A budget is a control 

   technique that, among other things, establishes a 

   performance standard. The natural reaction of a 

   manager whose efforts are to be judged is to 

   negotiate for a less stringent performance measure. 

   Overestimation of expenses, that is, incorporation of 

   slack into the budget, is a means of avoiding an 

   unfavorable variance from expectations. However, 

   this practice is both wasteful and conducive to 

   inaccurate performance appraisal. 

   Answer (C) is incorrect because slack is not a plug 

   number but an overestimation of expenses. 

   Answer (D) is incorrect because slack is the 

   overestimation of expenses. 

[144] Source: CMA 1290 3-14 

   Answer (A) is incorrect because slack increases 

   flexibility when unforeseen circumstances arise. 

   Answer (B) is incorrect because the manager can still 

   project actual expenses; those expenses simply do 

   not appear in the budget at the expected levels. 

   Answer (C) is incorrect because lowering the 

   standard of performance increases the probability of 

   achieving budgetary goals. 

   Answer (D) is correct. Managers often try to 

   incorporate slack into a budget in order to provide 

   flexibility when unexpected costs arise. In such cases, 

   the preparer can still achieve budgeted performance 

   even though costs are higher than actually expected. 

   However, the existence of slack in a budget does not 

   allow the best possible control of subordinate 

   performance. Control entails comparison of 

   performance with a standard. If the standard is 

   inaccurate, the value of the comparison is diminished. 

[145] Source: CMA 1290 3-15 

   Answer (A) is incorrect because slack decreases the 

   probability that budgets will not be achieved. 

   Answer (B) is incorrect because slack decreases the 

   effectiveness of the planning process. A budget with 

   significant slack does not reflect the best estimate of 

   future results. 

   Answer (C) is incorrect because weaknesses will be 

   overlooked if total costs are within prearranged limits, 

   and this effect is more likely if slack is included in the 

   budget. 

   Answer (D) is correct. The existence of budgetary 

   slack increases the probability that budgeted 

   performance will be achieved. However, resources 

   may not be efficiently used because the manager 

   responsible for meeting budgetary goals will have less 

   incentive to minimize costs. 

[146] Source: CMA 0691 3-14 

   Answer (A) is incorrect because business budgeting 

   is not mandated by the SEC or any other 

   organization. 

   Answer (B) is incorrect because few governments (if 

   any) actually use a zero-base budgeting system. 

   Answer (C) is incorrect because, in some instances, 

   governmental budgeting can be used to measure 

   progress in achieving objectives; for example, the 

   objective may be to expend all appropriated funds. 

   Answer (D) is correct. A governmental budget is a 

   legal document adopted in accordance with 

   procedures specified by applicable laws. It must be 

   complied with by the administrators of the 

   governmental unit included in the budget. Because the 

   effectiveness and efficiency of governmental efforts 

   are difficult to measure in the absence of the 

   profit-centered activity that characterizes business 

   operations, the use of budgets in the appropriation 

   process is of major importance. 

[147] Source: CMA 1291 3-22 

   Answer (A) is incorrect because a static budget does 

   not adjust for changes in activity levels. 

   Answer (B) is incorrect because ZBB does present a 

   firm commitment. 

   Answer (C) is correct. Zero-base budgeting is a 

   planning process in which each manager must justify a 

   department's entire budget every year (or period). 

   Under ZBB, a manager must build the budget every 

   year from a base of zero. All expenditures must be 

   justified regardless of the variances from previous 

   years' budgets. The objective is to encourage 

   periodic reexamination of all costs in the hope that 

   some can be reduced or eliminated. Different levels 

   of service (work effort) are evaluated for each 

   activity, measures of work and performance are 

   established, and activities are ranked (prioritized) 

   according to their importance to the entity. For each 

   budgetary unit, decision packages are prepared that 

   describe various levels of service that may be 

   provided, including at least one level lower than the 

   current one. 

   Answer (D) is incorrect because each activity is 

   prepared as a series of packages. 

[148] Source: CMA 0692 3-8 

   Answer (A) is incorrect because the production 

   budget is based on the sales budget. 

   Answer (B) is incorrect because expense budgets are 

   based on sales and production budgets. 

   Answer (C) is correct. The budgeting process 

   normally begins with the sales budget. Following the 

   preparation of the sales budget, all other budgets are 

   prepared based on the assumptions used in the sales 

   budget. For this reason, the sales budget is the most 

   difficult to prepare because there is no internal figures 

   to use as a guide. Sales are based on the desires of 

   consumers and the current business climate. 

   Answer (D) is incorrect because the manufacturing 

   overhead budget is based on the production budget. 

[149] Source: CMA 0692 3-9 

   Answer (A) is incorrect because the production 

   budget must precede the capital investment and cash 

   budgets. 

   Answer (B) is incorrect because a capital investment 

   budget is prepared before a cash budget. 

   Answer (C) is correct. The comprehensive master 

   budget begins with the preparation of the sales 

   budget and proceeds to the production budget. The 

   production budget is followed by purchases, labor, 

   and overhead budgets and departmental expense 

   budgets. A capital investment budget will follow next. 

   Finally a cash budget and working capital budget will 

   culminate the process. 

   Answer (D) is incorrect because a strategic budget is 

   a long-range planning tool that is prepared before the 

   master budget. 

[150] Source: CMA 0692 3-11 

   Answer (A) is incorrect because evaluation of 

   assumptions and identification of goals is one of the 

   planning advantages of budgeting. 

   Answer (B) is correct. A budget is a realistic plan for 

   the future expressed in quantitative terms. It is useful 

   for planning, control, motivation, communication, and 

   achieving goal congruence. As a planning tool, a 

   budget forces management to evaluate the 

   reasonableness of assumptions used and goals 

   identified in the budgetary process. As a control tool, 

   the budget provides a formal benchmark to be used 

   for feedback and performance evaluation. As a 

   communication tool, a budget serves to coordinate 

   activities between management and subordinates and 

   provides management with a means of dealing with 

   uncertainty. Despite its advantages, a budget neither 

   ensures improved cost control nor prevents 

   inefficiencies. 

   Answer (C) is incorrect because a budget provides a 

   benchmark for feedback and performance evaluation. 

   Answer (D) is incorrect because a budget serves 

   communicating and coordinating functions. 

[151] Source: CMA 0692 3-13 

   Answer (A) is incorrect because contribution margin 

   ignores the fixed costs of production; managers may 

   not control fixed inputs. 

   Answer (B) is correct. Managerial performance 

   should be evaluated only on the basis of those factors 

   controllable by the manager. Managers may control 

   revenues, costs, and/or investment in resources. A 

   well-designed responsibility accounting system 

   establishes responsibility centers within the 

   organization. 

   Answer (C) is incorrect because not everything 

   included in the calculation of gross profit is 

   controllable by the manager. 

   Answer (D) is incorrect because net income is 

   computed after deducting fixed costs. 

[152] Source: CMA 0692 3-25 

   Answer (A) is incorrect because 712,025 units 

   equals the total estimated sales for the next 4 months, 

   minus beginning inventory for July. 

   Answer (B) is incorrect because 630,500 units 

   equals the total sales for 3 months. 

   Answer (C) is incorrect because 638,000 units 

   assumes that each succeeding month's sales are 

   105% of July's. 

   Answer (D) is correct. Sales are expected to 

   increase at the rate of 5% per month. Given that July 

   sales are estimated to be 200,000 units, August, 

   September, and October sales are expected to be 

   210,000 units (1.05 x 200,000), 220,500 units (1.05 

   x 210,000), and 231,525 units (1.05 x 220,500), 

   respectively. Moreover, September ending inventory 

   must be 80% of October's estimated sales, or 

   185,220 units (80% x 231,525). Consequently, the 

   production requirement for the 3-month period is 

   665,720 units (200,000 + 210,000 + 220,500 + 

   185,220 September EI - 150,000 July BI). 

[153] Source: CMA 0692 3-26 

   Answer (A) is incorrect because 2,200,000 is the 

   number of pounds needed. 

   Answer (B) is incorrect because 2,400,000 is the 

   number of pounds that will be used. 

   Answer (C) is correct. Production of 600,000 units 

   will require 2,400,000 pounds of direct materials (4 

   lbs. x 600,000 units). In addition, ending inventory 

   will be 25% of the period's usage, or 600,000 

   pounds (25% x 2,400,000). Thus, 3,000,000 total 

   pounds will be needed. However, given 800,000 

   pounds in inventory, purchases will be only 

   2,200,000 pounds. At $1.20 per pound, the cost will 

   be $2,640,000. 

   Answer (D) is incorrect because the $2,880,000 is 

   obtained by multiplying the total usage times the cost 

   per pound, without considering the change in 

   inventory. 

[154] Source: CMA 0692 3-27 

   Answer (A) is incorrect because $63,000 equals 

   October collections. 

   Answer (B) is correct. During October, collections 

   will be received from sales made in October, 

   September, August, and July.

   Month               Percentage    Sales      Collections

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

   October                70%       $90,000        $63,000

   September              15%        80,000         12,000

   August                 10%        70,000          7,000

   July                    4%        60,000          2,400

                                                   -------

     Total collections                             $84,400

                                                   =======

   Answer (C) is incorrect because the collections will 

   be $84,400. 

   Answer (D) is incorrect because $21,400 will be the 

   collections from sales made in previous months. 

[155] Source: CMA 0692 3-28 

   Answer (A) is incorrect because $170,500 equals 

   the collections of October and November sales. 

   Answer (B) is incorrect because $275,000 equals the 

   total sales for the quarter. 

   Answer (C) is correct. For October sales, collections 

   will be 70% in October, 15% in November, and 

   10% in December, a total of 95%. For November 

   sales, collections will be 70% in November and 15% 

   in December, a total of 85%. Collections on 

   December sales will be 70%.

   Month                 Percentage     Sales     Collections

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

   October                  95%        $90,000       $85,500

   November                 85%        100,000        85,000

   December                 70%         85,000        59,500

                                                    --------

     Total collections                              $230,000

                                                    ========

   Answer (D) is incorrect because $251,400 includes 

   sales made prior to the 4th quarter. 

[156] Source: CMA 0692 3-29 

   Answer (A) is incorrect because the calculation need 

   not be adjusted for the change in work-in-process. 

   Only finished goods are being discussed. 

   Answer (B) is incorrect because 480,000 units is the 

   amount to be sold. 

   Answer (C) is incorrect because 510,000 units 

   equals sales, plus beginning inventory, minus ending 

   inventory. 

   Answer (D) is correct. If the company sells 480,000 

   units with an ending finished goods inventory of 

   50,000 units, 530,000 units must be available. Given 

   80,000 units are in beginning inventory, production 

   will have to be 450,000 units (530,000 - 80,000). 

[157] Source: CMA 0692 3-30 

   Answer (A) is incorrect because 1,000,000 units is 

   the total needed for production. 

   Answer (B) is incorrect because the number of units 

   in raw materials is not doubled. 

   Answer (C) is correct. The total raw materials 

   needed for production will be 1,000,000 units 

   (500,000 units x 2 units of raw materials). In 

   addition, raw materials inventory is expected to 

   increase by 10,000 units. Thus, raw materials 

   purchases will be 1,010,000. 

   Answer (D) is incorrect because 990,000 units is less 

   than the amount used in production. 

[158] Source: CMA 1292 3-13 

   Answer (A) is incorrect because top management 

   reports are less detailed. Top management usually 

   practices management by exception. 

   Answer (B) is incorrect because lower-level reports 

   are typically more timely. Rapid feedback is 

   necessary to solve operating problems. 

   Answer (C) is incorrect because top management is 

   responsible for all costs incurred within the 

   organization, including those incurred in lower level 

   departments. 

   Answer (D) is correct. Information sent to top 

   management is ordinarily more highly aggregated and 

   less timely than that communicated to managers at 

   operational levels. Top managers are concerned with 

   the organization's overall financial results and 

   long-term prospects and are responsible for the 

   strategic planning function. Lower-level reports 

   contain more quantitative information of an 

   operational nature, e.g., production data. 

[159] Source: CMA 1292 3-23 

   Answer (A) is incorrect because a top-down budget 

   is less likely to motivate lower level managers who 

   have not participated in its formation. 

   Answer (B) is incorrect because zero-base budgeting 

   is a means of adding objectivity to the budget 

   process; employee motivation is not a particular goal. 

   Answer (C) is incorrect because program budgets 

   are formulated by objective rather than function. 

   Answer (D) is correct. Bottom-up budgeting is the 

   best way of motivating managers to meet budget 

   estimates because it permits participation in the 

   budget process. Lower level managers who take part 

   in budgeting decisions are more likely to support the 

   result and less likely to feel that the budget has been 

   imposed from above. 

[160] Source: CMA 1292 3-30 

   Answer (A) is incorrect because reciprocal cost 

   allocation does nothing to enhance goal congruence. 

   Answer (B) is incorrect because zero-base budgeting 

   and standard costing are not designed to enhance 

   goal congruence. 

   Answer (C) is incorrect because imposed budgeting 

   and activity-based costing are not designed to 

   enhance goal congruence. 

   Answer (D) is correct. Transfer prices based on cost 

   promote goal congruence by ensuring that purchases 

   are made at the lowest cost for the entity as a whole. 

   Management-by-objective (MBO) performance 

   evaluation can also be a goal congruence tool. MBO 

   is a behavioral, communications-oriented, 

   responsibility approach to employee self direction. 

   MBO is based on the philosophy that employees 

   want to work hard if they only know what is 

   expected, that employees like to know what their job 

   actually is, and that employees are capable of self 

   direction and self motivation. The key is to coordinate 

   managers' goals with the overall goals of the 

   organization. Participation in budgeting by those 

   affected likewise encourages goal congruence 

   because those who take part in the budget process 

   are likely to support the outcome. 

[161] Source: CMA 0693 3-7 

   Answer (A) is incorrect because $309,000 is the 

   cost of the units of A19 needed for bicycle 

   production. 

   Answer (B) is correct. The inventory of tricycles is 

   expected to increase from 800 units to 1,000 units, 

   an increase of 200 units. Adding this 200-unit 

   inventory increase to the projected sales of 96,000 

   results in total production of tricycles of 96,200 units. 

   The inventory of bicycles is expected to decline from 

   2,150 to 900, a decrease of 1,250 units. Subtracting 

   this inventory decline from the 130,000 units of 

   projected sales results in expected production of 

   128,750 units. Given that each tricycle and bicycle 

   requires two units of A19, the necessary units of the 

   component can be calculated by adding the 96,200 

   tricycles to the 128,750 bicycles, a total production 

   of 224,950. Multiplying this total production level 

   times the two components required results in a total 

   of 449,900 components. Combining the 449,900 

   units of A19 needed for production with the desired 

   inventory decrease of 1,500 units (3,500 - 2,000) 

   indicates that 448,400 components must be 

   purchased. At $1.20 per unit, the total cost of 

   448,400 units is $538,080. 

   Answer (C) is incorrect because $540,600 ignores 

   the change in the inventory levels of finished units of 

   tricycles and bicycles. 

   Answer (D) is incorrect because $2,017,800 is 

   based on the price of B12 ($4.50). 

[162] Source: CMA 0693 3-8 

   Answer (A) is incorrect because ordering four times 

   will meet the need for tricycle but not bicycle 

   production. 

   Answer (B) is incorrect because ordering five times 

   will meet the need for tricycle but not bicycle 

   production. 

   Answer (C) is incorrect because eight orders will 

   suffice only for the bicycles. 

   Answer (D) is correct. The number of tricycles to be 

   produced is 96,200. Each requires one unit of B12. 

   The number of bicycles to be produced is 128,750. 

   Each requires four units of B12, a total of 515,000. 

   Combining the 96,200 units needed for tricycles with 

   the 515,000 units needed for bicycles results in a 

   total demand of 611,200 units. An additional 600 

   units (1,800 - 1,200) will have to be ordered to 

   permit the increase in the inventory of B12. Dividing 

   the annual requirement of 611,800 units by the 

   70,000-unit EOQ results in 8.74 orders per year. 

   Because partial orders are not possible, nine orders 

   will have to be placed. 

[163] Source: CMA 0693 3-10 

   Answer (A) is incorrect because the cash flow 

   statement is based on actual results, not budgeted 

   figures. 

   Answer (B) is incorrect because a cash budget may 

   facilitate decisions regarding deferral of capital 

   projects; the budget does not ascertain which 

   projects are feasible. The budget provides the total 

   liquidity available for projects. 

   Answer (C) is incorrect because cash budgets do not 

   determine opportunity costs. 

   Answer (D) is correct. The cash budget is perhaps 

   the most important part of a company's budget 

   program. A cash budget facilitates planning for loans 

   and other financing. Conversely, a firm should plan 

   how to invest temporary surpluses of cash. A cash 

   budget is particularly valuable in seasonal businesses 

   in which a few months of revenues must be matched 

   with 12 months of costs. Because a temporary 

   shortage of cash may drive an otherwise financially 

   sound organization into bankruptcy, proper planning 

   can prevent financial embarrassment. 

[164] Source: CMA 1293 3-10 

   Answer (A) is incorrect because 390,000 units does 

   not consider the need to produce for ending 

   inventory. 

   Answer (B) is correct. Sales are expected to be 

   402,000 units in April. The beginning inventory is 

   12,000 units, and the ending inventory is expected to 

   be 10,000 units, a decline in inventory of 2,000 units. 

   Thus, the budget should be based on production of 

   400,000 units because the April sales will come from 

   the 2,000 units taken from inventory and 400,000 to 

   be manufactured. 

   Answer (C) is incorrect because 402,000 units 

   equals sales for the month; a portion of these sales 

   will come from the beginning inventory. 

   Answer (D) is incorrect because 424,000 units is the 

   sum of sales and beginning and ending inventories. 

[165] Source: CMA 1293 3-11 

   Answer (A) is incorrect because 379,000 units fails 

   to consider the 9,000 units in the ending inventory. 

   Answer (B) is correct. Each of the 400,000 units to 

   be produced in April will require one unit of A-9, a 

   total requirement of 400,000 units. In addition, 

   ending inventory is expected to be 9,000 units. 

   Hence, 409,000 units must be supplied during the 

   month. Of these, 21,000 are available in the 

   beginning inventory. Subtracting the 21,000 beginning 

   inventory from 409,000 leaves 388,000 to be 

   purchased. 

   Answer (C) is incorrect because 402,000 units 

   equals sales for the month. 

   Answer (D) is incorrect because 412,000 results 

   from adding the decline in inventory of 12,000 to 

   production needs instead of subtracting it. 

[166] Source: CMA 1293 3-12 

   Answer (A) is correct. Each of the 400,000 units to 

   be produced in April will require one unit of A-9, a 

   total requirement of 400,000 units. In addition, 

   ending inventory will be 9,000 units. Thus, 409,000 

   units must be supplied. Of these, 21,000 are available 

   in the beginning inventory. Subtracting the 21,000 

   beginning inventory from 409,000 leaves 388,000 to 

   be purchased. At $.50 each, these 388,000 units will 

   cost $194,000. The inventory of component B-6 will 

   decline by 22,000 units. Subtracting this number from 

   the 800,000 units (2 x 400,000 units of C-14) 

   needed for production leaves 778,000 to be 

   purchased at $.25 each, a total of $194,500. The 

   inventory of component D-28 will decline by 8,000 

   units. Subtracting this number from the 1,200,000 

   units needed for production (each product requires 

   three units of D-28) leaves 1,192,000 to be 

   purchased at $1 each, a total of $1,192,000. The 

   total cost of the components to be purchased equals 

   $1,580,500. 

   Answer (B) is incorrect because $1,596,500 results 

   from adding, not subtracting, the decline in the 

   inventory of D-28 when calculating the number to be 

   purchased. 

   Answer (C) is incorrect because $1,600,000 

   assumes an extra purchase for ending inventories. 

   Answer (D) is incorrect because $1,608,000 added 

   the beginning and ending inventories. 

[167] Source: CMA 1293 3-13 

   Answer (A) is incorrect because $53,000 fails to 

   include the cost of the raw materials in the finished 

   product. 

   Answer (B) is incorrect because $83,000 omits the 

   fixed overhead. 

   Answer (C) is correct. The 9,000 units of A-9 would 

   be valued at $.50 each, or $4,500 in total. The 

   10,000 units of B-6 at $.25 each would total $2,500. 

   The 6,000 units of D-28 cost $1 each and would 

   total $6,000. The 10,000 units of the finished 

   product, C-14, would be valued as follows:

        Raw materials:  A-9 (1 x $.50)      $.50

                        B-6 (2 x $.25)       .50

                        D-28 (3 x $1)       3.00

        Labor and variable overhead         3.00

        Fixed overhead                      1.00

                                           -----

          Total standard cost              $8.00

                                           =====

   At a standard cost of $8 each, the 10,000 units of 

   C-14 would total $80,000. Adding the four inventory 

   items together ($4,500 + 2,500 + $6,000 + 80,000) 

   brings the total budgeted April 30 inventory to 

   $93,000. 

   Answer (D) is incorrect because $95,500 assumes 

   that $500,000 of fixed overhead is applied to 

   produced units ($1.25 per unit), not $400,000 ($1 

   per unit). 

[168] Source: CMA 1293 3-14 

   Answer (A) is incorrect because gross margin is 

   based on a unit price of $11, a unit cost of $8, and 

   unit sales of 402,000. 

   Answer (B) is incorrect because $1,200,000 is 

   based on production volume, not sales volume. 

   Answer (C) is correct. With sales of 402,000 units at 

   $11 each, the total revenue would be $4,422,000. 

   The standard cost of these units would be $8 each 

   ($4 materials + $3 DL and VOH + $1 FOH). 

   Multiplying $8 times 402,000 units results in a cost of 

   goods sold of $3,216,000. Subtracting the cost of 

   goods sold from the $4,422,000 of revenues 

   produces a budgeted gross margin of $1,206,000. 

   Underabsorbed fixed overhead is normally ignored in 

   budgeted monthly financial statements because it is 

   based on an annual average and will be offset by 

   year-end. 

   Answer (D) is incorrect because $1,500,000 

   assumes sales equal the production level on which the 

   fixed overhead application rate is based. 

[170] Source: CMA 1283 4-23 

   Answer (A) is incorrect because $32,400 does not 

   reflect depreciation or bad debt expense. 

   Answer (B) is incorrect because $28,000 does not 

   consider depreciation. 

   Answer (C) is correct. Sales are budgeted at 

   $220,000. Given that cost of goods sold is 75% of 

   sales, or $165,000, gross profit is $55,000. Deduct 

   cash expenses of $22,600, depreciation of $18,000 

   ($216,000 ・12), and bad debt expense of $4,400. 

   This leaves an income of $10,000. 

   Answer (D) is incorrect because net income is 

   $10,000 ($220,000 sales - $165,000 CGS - 

   $22,600 cash expenses - $18,000 depreciation - 

   $4,400 bad debts). 

[171] Source: CMA 1283 4-24 

   Answer (A) is incorrect because $162,000 is the 

   accounts payable balance on November 30. 

   Answer (B) is incorrect because $204,000 equals 

   estimated purchases in December at the company's 

   selling prices. 

   Answer (C) is correct. The balance is equal to the 

   purchases made during December since all purchases 

   are paid for in the month following purchase. 

   Purchases for December is given as 20% of 

   December's sales and 80% of January's sales. Thus, 

   of the $220,000 of merchandise sold during 

   December, 20%, or $44,000, would have been 

   purchased during the month. January's sales are 

   expected to be $200,000, so 80% of that amount, or 

   $160,000, would have been purchased during 

   December. December purchases are thus estimated 

   as $204,000 at the company's selling prices. The 

   merchandise costs only 75% of the marked selling 

   prices, however. Therefore, the balance in the 

   purchases account at month-end is projected to be 

   $153,000 (75% x $204,000). 

   Answer (D) is incorrect because purchases in 

   December equal $204,000 at the company's selling 

   prices [($220,000 x 20%) + ($200,000 x 80%)]. 

   Merchandise costs are 75% of the selling price, so 

   the balance of payables is projected to be $153,000 

   (75% x $204,000). 

[172] Source: CMA 1283 4-25 

   Answer (A) is incorrect because $160,000 equals 

   ending inventory at the company's selling prices. 

   Answer (B) is correct. The inventory is expected to 

   be 80% of January's needs. $200,000 projected 

   January sales x 80% = $160,000. Thus, the ending 

   inventory would be goods that the company could 

   sell for $160,000. Given a gross margin of 25%, cost 

   would only be 75% of sales, and ending inventory 

   would be $120,000 (75% x $160,000). 

   Answer (C) is incorrect because $153,000 is the 

   projected balance in accounts payable. 

   Answer (D) is incorrect because $150,000 would be 

   the ending inventory if 100% of January's needs are 

   purchased in December. 

[173] Source: CMA 0681 4-2 

   Answer (A) is incorrect because any past cost of 

   capital or interest rate is irrelevant in the evaluation of 

   future management performance. What is important is 

   the rate that could or should be earned in the present 

   period. 

   Answer (B) is incorrect because any past cost of 

   capital or interest rate is irrelevant in the evaluation of 

   future management performance. What is important is 

   the rate that could or should be earned in the present 

   period. 

   Answer (C) is incorrect because any past cost of 

   capital or interest rate is irrelevant in the evaluation of 

   future management performance. What is important is 

   the rate that could or should be earned in the present 

   period. 

   Answer (D) is correct. Normally, management sets a 

   target rate that all managers are expected to achieve. 

   Anything above or below this normal return will catch 

   the attention of higher management. 

[174] Source: CMA 0679 4-10 

   Answer (A) is correct. A forecast is a statement of 

   expectations without a firm commitment to 

   accomplish the expectations. 

   Answer (B) is incorrect because a budget which 

   consolidates the plans of separate requests into one 

   overall plan is known as an overall budget. 

   Answer (C) is incorrect because a budget planning 

   for a range of activities so the plan can be adjusted 

   for a change in activity level is known as a flexible 

   budget. 

   Answer (D) is incorrect because budgets classifying 

   requests by activity and estimating the benefits of 

   each activity are "program planning and budgeting 

   systems (PPBS)." 

[175] Source: CMA 0679 4-7 

   Answer (A) is correct. A continuous budget drops 

   the current month or quarter and adds a future month 

   or quarter as the current month or quarter is 

   completed. 

   Answer (B) is incorrect because a statement of 

   expectations for a period without a firm commitment 

   is a forecast. 

   Answer (C) is incorrect because a plan presenting 

   only one level of activity which cannot be adjusted for 

   changes in the level of activity is known as a static 

   budget. 

   Answer (D) is incorrect because a budget that plans 

   for a range of activities so the plan can be adjusted 

   for a change in activity level is known as a flexible 

   budget. 

[176] Source: CMA 0679 4-9 

   Answer (A) is incorrect because budgets classifying 

   requests by activity and estimating the benefits of 

   each activity are "program planning and budgeting 

   systems (PPBS)." 

   Answer (B) is incorrect because a statement of 

   expectations for a period without a firm commitment 

   is a forecast. 

   Answer (C) is incorrect because a budget prepared 

   for only one level of activity is a static budget. 

   Answer (D) is correct. A flexible budget provides 

   plans for a range of activity so that the budget can be 

   adapted to the actual level of activity. 

[177] Source: CMA 0686 4-16 

   Answer (A) is incorrect because a functional 

   accounting system is one in which costs are 

   accumulated by the nature of the function performed. 

   Answer (B) is incorrect because contribution 

   accounting is a system in which costs are divided 

   according to whether they are fixed or variable. 

   Answer (C) is incorrect because reciprocal allocation 

   is a method of allocating service department costs to 

   producing departments. 

   Answer (D) is correct. Profitability accounting is 

   accounting for profit centers. When sales managers 

   have the authority and responsibility to control costs, 

   they are a profit center. 

[178] Source: CMA 0686 4-23 

   Answer (A) is incorrect because depreciation is a 

   fixed cost that will be the same each month regardless 

   of production. The budget for September would 

   show depreciation of $21,500 ($258,000 x 1/12). 

   Answer (B) is incorrect because $20,425 is based on 

   the units-of-production method. 

   Answer (C) is incorrect because $20,500 is the 

   amount shown in the accounts. 

   Answer (D) is correct. Since depreciation is a fixed 

   cost, that cost will be the same each month regardless 

   of production. Therefore, the budget for September 

   would show depreciation of $21,500 ($258,000 

   annual depreciation x 1/12). 

[179] Source: CMA 0686 4-26 

   Answer (A) is incorrect because the company needs 

   480,000 units to sell. Beginning inventory is 80,000. 

   The number of units to be produced is 450,000 

   (480,000 sales + 50,000 ending inventory - 80,000 

   beginning inventory). 

   Answer (B) is incorrect because the company needs 

   480,000 units to sell. Beginning inventory is 80,000. 

   The number of units to be produced is 450,000 

   (480,000 sales + 50,000 ending inventory - 80,000 

   beginning inventory). 

   Answer (C) is incorrect because the company needs 

   480,000 units to sell. Beginning inventory is 80,000. 

   The number of units to be produced is 450,000 

   (480,000 sales + 50,000 ending inventory - 80,000 

   beginning inventory). 

   Answer (D) is correct. The company needs 480,000 

   units of finished goods to sell plus 50,000 for the 

   ending inventory, or a total of 530,000 units. 

   Beginning inventory is 80,000 units. Therefore, only 

   450,000 units (530,000 - 80,000) need to be 

   manufactured this year. 

[180] Source: CMA 0686 4-27 

   Answer (A) is incorrect because 1,000,000 units 

   equals the raw materials needed for production. 

   Answer (B) is incorrect because 1,000,000 units of 

   raw materials are needed to produce 500,000 

   finished units. Because 50,000 units of raw material 

   are required in ending inventory, a total of 1,050,000 

   units of raw materials are needed during the year. 

   Since 40,000 units are in beginning inventory, only 

   1,010,000 will need to be purchased. 

   Answer (C) is correct. Since each unit of finished 

   goods requires two units of raw materials, 1,000,000 

   units (500,000 x 2) of raw materials are needed for 

   production. Since 50,000 are required for the ending 

   inventory, the total needed is 1,050,000 units. Given 

   that 40,000 are in beginning inventory, only 

   1,010,000 will have to be purchased. 

   Answer (D) is incorrect because 1,000,000 units of 

   raw materials are needed to produce 500,000 

   finished units. Because 50,000 units of raw material 

   are required in ending inventory, a total of 1,050,000 

   units of raw materials are needed during the year. 

   Since 40,000 units are in beginning inventory, only 

   1,010,000 will need to be purchased. 

[181] Source: CMA 0687 4-17 

   Answer (A) is incorrect because $350 results from 

   calculating supervisory salaries on the basis of volume 

   rather than as fixed costs {[($324,000 ・180,000 

   units) x 15,750 units] - $28,000}. 

   Answer (B) is incorrect because $350 results from 

   calculating supervisory salaries on the basis of volume 

   rather than as fixed costs {[($324,000 ・180,000 

   units) x 15,750 units] - $28,000}. 

   Answer (C) is correct. The $324,000 for supervisory 

   salaries is a fixed cost, at a rate of $27,000 per 

   month. Since these costs are fixed, volume is 

   irrelevant. Thus, the variance is the difference 

   between actual costs of $28,000 and the budgeted 

   costs of $27,000, which equals $1,000 unfavorable. 

   Answer (D) is incorrect because the variance is 

   $1,000 unfavorable. Actual costs are greater than 

   budgeted costs. 

[182] Source: CMA 0687 4-18 

   Answer (A) is incorrect because $1,900 is calculated 

   using 5,000 units produced instead of the actual 

   4,500. 

   Answer (B) is correct. The $144,000 annual amount 

   equals $12,000 per month. Since volume is expected 

   to be 5,000 units per month, and the $12,000 is 

   considered a variable cost, budgeted cost per unit is 

   $2.40 ($12,000 ・5,000 units). If 4,500 units are 

   produced, the total variable costs should be $10,800 

   (4,500 units x $2.40). Subtracting the $10,100 of 

   actual costs from the budgeted figure results in a 

   favorable variance of $700. 

   Answer (C) is incorrect because $1,900 is calculated 

   using 5,000 units produced instead of the actual 

   4,500. 

   Answer (D) is incorrect because the $700 variance is 

   favorable. 

[183] Source: CMA 1287 4-29 

   Answer (A) is correct. Beginning inventory should be 

   30,600 pounds (30% x 3 pounds x 34,000 units of 

   budgeted sales). Ending inventory should be 43,200 

   pounds (30% x 3 pounds x 48,000 units of budgeted 

   sales for Quarter 4). Since BI plus purchases minus 

   EI equals Quarter 3 budgeted sales, purchases must 

   be 114,600.

      30,600 + X - 43,200  =  3 x 34,000  =  102,000

                                       X  =  114,600

   Answer (B) is incorrect because budgeted direct 

   materials purchases for the third quarter are 

   calculated as follows: Beginning inventory is 30,600 

   pounds (30% x 3 x 34,000). Ending inventory should 

   be 43,200 pounds (30% x 3 x 48,000). Because 

   beginning inventory plus purchases, minus ending 

   inventory, equals Quarter 3 budgeted sales, 

   purchases must be 114,600. 

   Answer (C) is incorrect because budgeted direct 

   materials purchases for the third quarter are 

   calculated as follows: Beginning inventory is 30,600 

   pounds (30% x 3 x 34,000). Ending inventory should 

   be 43,200 pounds (30% x 3 x 48,000). Because 

   beginning inventory plus purchases, minus ending 

   inventory, equals Quarter 3 budgeted sales, 

   purchases must be 114,600. 

   Answer (D) is incorrect because budgeted direct 

   materials purchases for the third quarter are 

   calculated as follows: Beginning inventory is 30,600 

   pounds (30% x 3 x 34,000). Ending inventory should 

   be 43,200 pounds (30% x 3 x 48,000). Because 

   beginning inventory plus purchases, minus ending 

   inventory, equals Quarter 3 budgeted sales, 

   purchases must be 114,600. 

[184] Source: CMA 1287 4-28 

   Answer (A) is incorrect because budgeted 

   production for the second quarter is calculated as 

   follows: Beginning inventory for Quarter 2 should be 

   1,600 units (20% x 8,000 units of budgeted sales). 

   The ending inventory should be 2,400 units (20% x 

   12,000 units for Quarter 3). Because beginning 

   inventory plus production, minus ending inventory, 

   equals Quarter 2 sales, production must be 8,800 

   units. 

   Answer (B) is incorrect because budgeted 

   production for the second quarter is calculated as 

   follows: Beginning inventory for Quarter 2 should be 

   1,600 units (20% x 8,000 units of budgeted sales). 

   The ending inventory should be 2,400 units (20% x 

   12,000 units for Quarter 3). Because beginning 

   inventory plus production, minus ending inventory, 

   equals Quarter 2 sales, production must be 8,800 

   units. 

   Answer (C) is correct. The beginning inventory for 

   Quarter 2 should be 1,600 units (20% x 8,000 units 

   of budgeted sales). The ending inventory should be 

   2,400 units (20% x 12,000 units of sales budgeted 

   for Quarter 3). Since BI plus production minus EI 

   equals Quarter 2 sales, production must be 8,800 

   units.

             1,600 + X - 2,400  =  8,000

                             X  =  8,800

   Answer (D) is incorrect because budgeted 

   production for the second quarter is calculated as 

   follows: Beginning inventory for Quarter 2 should be 

   1,600 units (20% x 8,000 units of budgeted sales). 

   The ending inventory should be 2,400 units (20% x 

   12,000 units for Quarter 3). Because beginning 

   inventory plus production, minus ending inventory, 

   equals Quarter 2 sales, production must be 8,800 

   units. 

[185] Source: CMA 0689 4-25 

   Answer (A) is incorrect because contribution 

   accounting deducts variable costs from sales to 

   calculate contribution margin. 

   Answer (B) is incorrect because the cost-benefit 

   constraint on accounting information is pervasive. The 

   benefits must at least equal the cost. 

   Answer (C) is incorrect because flexible budgeting 

   establishes budgets for the most likely production 

   levels. The facts do not indicate whether a flexible 

   budget was used. 

   Answer (D) is correct. Responsibility accounting 

   stresses that managers should only be held 

   responsible for factors under their control. To achieve 

   this objective, the operations of the business are 

   broken down into responsibility centers. In a 

   responsibility accounting system, costs are classified 

   as controllable and noncontrollable to assign 

   responsibility. The assignment of responsibility implies 

   that some revenues and costs can be changed 

   through effective management. The system should 

   have certain controls that provide for feedback 

   reports indicating deviations from expectations. 

   Management may focus on those deviations for either 

   reinforcement or correction. 

[186] Source: CMA 0689 4-27 

   Answer (A) is incorrect because direct labor and 

   work-in-process are less directly significant to the 

   desired coordination. 

   Answer (B) is correct. The most important items that 

   need to be coordinated in a seasonal business are 

   sales volume and production. The sales budget is the 

   basis for other budgets. The sales projection 

   determines how much needs to be purchased and 

   produced. In turn, projected sales and production (or 

   purchases) must be coordinated with existing 

   quantities on hand (inventory) and with amounts to be 

   held in the future. If an enterprise faces sharp 

   variations in demand, this coordination becomes 

   especially crucial. 

   Answer (C) is incorrect because direct labor, raw 

   materials, and overhead, are less directly significant to 

   the desired coordination. 

   Answer (D) is incorrect because raw materials and 

   work-in-process are less directly significant to the 

   desired coordination. 

[187] Source: CMA 0689 4-28 

   Answer (A) is incorrect because machine hours may 

   not be the appropriate activity base. Moreover, some 

   overhead is fixed regardless of the activity base. 

   Answer (B) is incorrect because the contribution 

   margin can be calculated only after variable costs and 

   sales prices are determined. Some overhead is 

   variable. 

   Answer (C) is correct. The most important factor in 

   budgeting manufacturing overhead is production 

   volume. Many overhead items have variable costs, 

   and those that are fixed with a relevant range of 

   output may increase if production exceeds that range. 

   The other essential consideration is management's 

   judgment with respect to the nature and amount of 

   costs to be incurred and expectations for production 

   volume. Because overhead is applied based on 

   predetermined rates, accurate judgment is important. 

   Answer (D) is incorrect because sales volume (or 

   dollars) is less significant because overhead is based 

   on production volume. 

[188] Source: CMA 0689 4-29 

   Answer (A) is incorrect because it is considered in 

   the evaluation of budgeted income. 

   Answer (B) is incorrect because it is considered in 

   the evaluation of budgeted income. 

   Answer (C) is correct. One reason for preparing a 

   budget is to determine the adequacy of the expected 

   income. If the budgeted income is inadequate, the 

   budgeting process must usually begin anew with 

   different assumptions. Items to be considered in 

   evaluating budgeted income include the adequacy of 

   the expected EPS, current ratio, bond covenant 

   restrictions, industry averages for earnings, 

   management's long-range profit objectives, and return 

   on investment. The internal rate of return would not 

   be a consideration because it is a method used to 

   evaluate the time-adjusted rate of return on purchases 

   of new long-lived assets. 

   Answer (D) is incorrect because it is considered in 

   the evaluation of budgeted income. 

[189] Source: CMA 1289 4-7 

   Answer (A) is incorrect because regression analysis 

   explains the correlation of a dependent variable with 

   one or more independent variables. It is based on the 

   linearity of costs, an assumption not required in 

   learning curve analysis. 

   Answer (B) is incorrect because regression analysis 

   explains the correlation of a dependent variable with 

   one or more independent variables. It is based on the 

   linearity of costs, an assumption not required in 

   learning curve analysis. 

   Answer (C) is incorrect because time series analysis 

   is a forecasting method that uses historical data to 

   determine the future values of a variable. A moving 

   average is a simple example. The variation within this 

   data can be accounted for in various ways. 

   Answer (D) is correct. Learning curves reflect the 

   increased rate at which people perform tasks as they 

   gain experience. The time to perform a given task 

   becomes progressively shorter during the early stages 

   of production. The curve is expressed as a 

   percentage reduction in time to complete a task for 

   each doubling of cumulative production. A learning 

   curve percentage of 80% is common. One model 

   assumes that the cumulative average time per unit for 

   all production is reduced by a constant percentage. 

   Another assumes that the average time to produce 

   the last unit is reduced by a constant percentage. 

[190] Source: CMA 1289 4-8 

   Answer (A) is incorrect because a capital budget is 

   only concerned with capital expenditures and cannot 

   be prepared until it is known whether new equipment 

   or facilities will be needed to service the expected 

   sales for the upcoming period. 

   Answer (B) is correct. For most companies, the 

   starting point for the annual budget is the sales 

   forecast. All other aspects of the budget, including 

   production, costs, and inventory levels, rely on the 

   sales figures. 

   Answer (C) is incorrect because this aspect of the 

   budget cannot be prepared until sales have been 

   estimated. 

   Answer (D) is incorrect because this aspect of the 

   budget cannot be prepared until sales have been 

   estimated. 

[191] Source: CMA 1289 4-9 

   Answer (A) is correct. A production plan depends 

   on the sales budget and anticipated inventory levels. 

   Inventory serves to balance seasonal fluctuations in 

   sales with the need for stable and efficient use of 

   productive resources. 

   Answer (B) is incorrect because EOQs and reorder 

   points are considered only after it has decided how 

   many units are needed. 

   Answer (C) is incorrect because it is an operation 

   research technique that has many business 

   applications. 

   Answer (D) is incorrect because it is an operation 

   research technique that has many business 

   applications. 

[192] Source: CMA 1289 4-10 

   Answer (A) is incorrect because unit material costs 

   typically do not decline as workers learn their jobs. 

   Answer (B) is incorrect because variances are by 

   definition unpredictable. Otherwise, the standards 

   would be changed to avoid the variance. 

   Answer (C) is incorrect because learning curves 

   apply only to labor efficiency and are not effective 

   predictors of total unit costs or unit variable costs. 

   Answer (D) is correct. Learning curves reflect the 

   increased rate at which people perform tasks as they 

   gain experience. Thus, they are useful in predicting 

   unit direct labor costs. 

[193] Source: CMA 1289 4-11 

   Answer (A) is incorrect because it is an assumption 

   of the regression model. 

   Answer (B) is incorrect because it is an assumption 

   of the regression model. 

   Answer (C) is correct. Linear regression is based on 

   several assumptions; for example, that there is no 

   change in the environment, that errors in the values of 

   the dependent variables are normally distributed with 

   a mean of zero, that the standard deviation of these 

   errors is constant, that the values of the dependent 

   variables are statistically independent of each other, 

   and that the independent variables are not correlated 

   with each other. However, regression is only a means 

   of predicting the future; it cannot provide certainty. 

   Answer (D) is incorrect because it is an assumption 

   of the regression model. 

[194] Source: CMA 1289 4-12 

   Answer (A) is incorrect because linear programming 

   is a method of minimizing or maximizing a function 

   given certain constraints. 

   Answer (B) is correct. Exponential smoothing is a 

   technique used to level or smooth variations 

   encountered in a forecast. This technique also adapts 

   the forecast to changes as they occur. The simplest 

   form of smoothing is the moving average, in which 

   each forecast is based on actual results of a fixed 

   number of previous forecasts. Exponential smoothing 

   is similar to the moving average. "Exponential" means 

   that greater weight is placed on the most recent data, 

   with the weights of all data falling off exponentially as 

   the data age. 

   Answer (C) is incorrect because queuing theory is a 

   method of determining the appropriate number of 

   service stations (such as teller windows or cash 

   registers) to minimize the sum of service and waiting 

   costs. 

   Answer (D) is incorrect because standard costing is a 

   means of valuing inventories at expected costs. 

[195] Source: CMA 1289 4-24 

   Answer (A) is incorrect because $84,000 equals 

   estimated collections from April sales only. 

   Answer (B) is correct. The estimated April 

   collections are $110,800.

   70% of April sales of $120,000                =  $ 84,000

   15% of March sales of $100,000                =    15,000

   10% of February sales of $90,000              =     9,000

    4% of January sales of $70,000               =     2,800

                                                    --------

       Total collections                            $110,800

                                                    ========

   Answer (C) is incorrect because estimated April 

   collections are $110,800 [$84,000 (70% x 

   $120,000) + $15,000 (15% x $100,000) + $9,000 

   (10% x $90,000) + $2,800 (4% x $70,000)]. 

   Answer (D) is incorrect because $108,000 excludes 

   4% of January sales. 

[196] Source: CMA 1289 4-25 

   Answer (A) is correct. The second calendar quarter 

   consists of April, May, and June. For April's sales of 

   $120,000, collections should be 95% (70% + 15% 

   + 10%), or $114,000. For May's sales of $100,000, 

   collections should be 85% (70% + 15%), or 

   $85,000. For June's sales of $90,000, collections 

   should be 70%, or $63,000. The quarterly total is 

   $262,000 ($114,000 + $85,000 + $63,000). 

   Answer (B) is incorrect because cash collections 

   during the second quarter from sales made during that 

   quarter are calculated as follows: For April sales of 

   $120,000, collections should be 95% (70% + 15% 

   + 10%), or $114,000. For May sales of $100,000, 

   collections should be 85% (70% + 15%), or 

   $85,000. For June sales of $90,000, collections 

   should be 70%, or $63,000. The total is $262,000. 

   Answer (C) is incorrect because cash collections 

   during the second quarter from sales made during that 

   quarter are calculated as follows: For April sales of 

   $120,000, collections should be 95% (70% + 15% 

   + 10%), or $114,000. For May sales of $100,000, 

   collections should be 85% (70% + 15%), or 

   $85,000. For June sales of $90,000, collections 

   should be 70%, or $63,000. The total is $262,000. 

   Answer (D) is incorrect because cash collections 

   during the second quarter from sales made during that 

   quarter are calculated as follows: For April sales of 

   $120,000, collections should be 95% (70% + 15% 

   + 10%), or $114,000. For May sales of $100,000, 

   collections should be 85% (70% + 15%), or 

   $85,000. For June sales of $90,000, collections 

   should be 70%, or $63,000. The total is $262,000. 

[197] Source: CMA 1290 3-16 

   Answer (A) is incorrect because emphasis on both 

   the short and long run is an aspect of the strategic 

   planning process. 

   Answer (B) is correct. Strategic planning entails 

   formulating ways to achieve the organization's mission 

   and to meet specific long-run objectives consistent 

   with that mission given the resources available or 

   obtainable. It involves the highest levels of 

   management in the organization and emphasizes 

   environmental factors that affect organizational 

   behavior in both the long- and short-run time 

   horizons. Considerations include analysis of 

   competitors, external economic and political factors, 

   governmental regulation, and consumer demand. 

   Analysis and review of departmental budgets is not a 

   part of strategic planning. 

   Answer (C) is incorrect because review of the 

   attributes and behavior of the organization's 

   competition is an aspect of the strategic planning 

   process. 

   Answer (D) is incorrect because analysis of external 

   economic factors is an aspect of the strategic planning 

   process. 

[198] Source: CMA 1290 3-17 

   Answer (A) is incorrect because a financial budget 

   cannot be prepared until after the sales budget has 

   been completed. 

   Answer (B) is incorrect because a balance sheet 

   cannot be prepared until after the sales budget has 

   been completed. 

   Answer (C) is incorrect because an income statement 

   cannot be prepared until after the sales budget has 

   been completed. 

   Answer (D) is correct. The primary limiting factor in 

   the operating budget process is normally the sales 

   budget because most companies can produce all 

   products that the sales staff can sell. Thus, the sales 

   budget is the basis for the production budget, 

   followed by the cash budget and the pro forma 

   financial statements. 

[199] Source: CMA 1290 3-19 

   Answer (A) is incorrect because a flexible budget can 

   be used in conjunction with standard costs to provide 

   budgets for different activity levels. 

   Answer (B) is incorrect because a capital budget 

   concerns only long-term investments. 

   Answer (C) is incorrect because a zero-base budget 

   is one that requires its preparer to fully justify every 

   item in the budget for each period. 

   Answer (D) is correct. If an unchanged master 

   budget is used continuously throughout the year for 

   comparison with actual results, it must be a static 

   budget, that is, one prepared for just one level of 

   activity. 

[200] Source: CMA 1290 3-18 

   Answer (A) is incorrect because flexible budgeting is 

   the process of using standard costs to develop 

   different budget amounts for various levels of 

   production. Thus, whatever actual production 

   happens to be, the budget is flexible enough to be 

   used for control purposes. 

   Answer (B) is incorrect because human resource 

   management is the staffing (personnel) function. 

   Answer (C) is correct. The basis of MBO is the 

   mutual setting of goals (e.g., a budget) by the superior 

   and subordinate as a basis for performance 

   evaluation. Responsibility accounting is the process of 

   holding a manager responsible for the controllable 

   results of a particular organizational subunit. This 

   purpose is achieved by comparing actual results with 

   the budget, which has been developed as part of the 

   MBO process with input from the manager 

   responsible for results. 

   Answer (D) is incorrect because capital budgeting is 

   the process of planning long-term investments. 

[201] Source: CMA 1290 3-20 

   Answer (A) is correct. A flexible budget is one that 

   can be adjusted for changes in production volume. It 

   is based on an understanding of cost and revenue 

   behavior over the expected range of organizational 

   activity. Standard costs, which are cost targets 

   (usually stated as unit amounts) that the entity expects 

   to achieve, are a basis for constructing flexible 

   budgets. 

   Answer (B) is incorrect because a capital budget is 

   used only for long-term investments. 

   Answer (C) is incorrect because a zero-base budget, 

   which may be flexible or static, requires the preparer 

   to justify every item each budget period; it is not 

   created simply by adjusting the previous year's 

   budget based on some percentage or trend. 

   Answer (D) is incorrect because a static budget is 

   good for only one level of production. Under such 

   circumstances, standard costs would be unreliable. 

[202] Source: CMA 1290 3-21 

   Answer (A) is incorrect because one is a profit center 

   and the other is essentially a cost center, given that 

   the supplying division is not permitted to make a 

   profit. 

   Answer (B) is incorrect because opportunity costs 

   are not recovered. 

   Answer (C) is incorrect because the transfer should 

   not demotivate the Systems Division; it receives the 

   benefit of a transfer price at cost. 

   Answer (D) is correct. If a supplying division is able 

   to transfer its product to another division at full cost, 

   it has no incentive to control or reduce costs. All 

   costs will be absorbed by the second department, 

   which will also absorb the inefficiencies of the 

   supplying division. At the same time, there is no 

   opportunity for the supplier to earn a profit (it is a 

   cost center if it has no control over its transfer price). 

   Thus, the benefits of all cost savings will be passed 

   along to another division. 

[203] Source: CMA 1290 3-22 

   Answer (A) is incorrect because the goals of the 

   corporation would be enhanced. 

   Answer (B) is incorrect because the Transistor 

   Division would not have the opportunity to make a 

   profit by selling to an outsider. 

   Answer (C) is incorrect because the profit goals of 

   the Transistor Division would not be hurt. It would be 

   enhancing its contribution margin. Moreover, the 

   Systems Division would earn the same profit if both 

   sources charge $2.90 per unit. 

   Answer (D) is correct. The Transistor Division has 

   excess capacity. Consequently, the cost to make the 

   transistor equals variable cost. By making the transfer 

   at the $2.90 price, the Transistor Division will 

   optimize the profits of the company because the unit 

   incremental cost will be $2.30 ($.80 DM + $1.00 

   DL + $.50 VOH) in comparison with the $2.90 unit 

   price charged by the outside source. 

[204] Source: CMA 1290 3-23 

   Answer (A) is incorrect because the supplying 

   division will want to increase production so that it can 

   earn even greater profits. 

   Answer (B) is correct. A negotiated price that 

   exceeds full cost but is lower than the market price 

   should motivate both divisions because each will have 

   the opportunity for profit. 

   Answer (C) is incorrect because the transfer price is 

   lower than the market price. 

   Answer (D) is incorrect because the Board Division 

   should be motivated by making a profit. 

[205] Source: CMA 0691 3-1 

   Answer (A) is incorrect because the balance sheet 

   should not precede the income statement. 

   Answer (B) is incorrect because the income 

   statement cannot precede cost of goods sold. 

   Answer (C) is incorrect because the statement of 

   cash flows cannot precede the cost of goods sold. 

   The latter is an input of the former. 

   Answer (D) is correct. The pro forma cost of goods 

   sold must be prepared before the pro forma income 

   statement because it is a component of the income 

   statement. Also, the income statement must be 

   prepared before the pro forma balance sheet because 

   net income is a necessary part of preparing the 

   stockholders' equity section of the balance sheet. In 

   turn, the income statement and the balance sheet are 

   necessary for estimating cash flows. If the statement 

   of cash flows is prepared using the indirect method, 

   balance sheet data, e.g., the changes in accounts 

   receivable, inventory, and accounts payable, must be 

   available to determine the adjustments needed to 

   reconcile net income to net cash flow. 

[206] Source: CMA 0691 3-2 

   Answer (A) is incorrect because control of 

   operations is a goal of planning. 

   Answer (B) is incorrect because forcing managers to 

   consider expected future trends and conditions is a 

   goal of planning. 

   Answer (C) is correct. This question is apparently 

   directed toward budgeting. A budget is a realistic 

   plan for the future that is expressed in quantitative 

   terms. It is a planning, control, motivational, and 

   communications tool. A budget promotes goal 

   congruence and coordination among operating units. 

   Unfortunately, a budget does not ensure profitable 

   operations. 

   Answer (D) is incorrect because checking progress 

   toward objectives is a goal of planning. 

[207] Source: CMA 0691 3-3 

   Answer (A) is incorrect because cost of goods sold 

   equals the cost of goods manufactured adjusted for 

   the change in finished goods. Also, finished goods are 

   not a part of the cost of goods manufactured 

   calculation. 

   Answer (B) is correct. Cost of goods manufactured 

   is equivalent to a retailer's purchases. It equals all 

   manufacturing costs incurred during the period, plus 

   beginning work-in-process, minus ending 

   work-in-process. The cost of goods manufactured 

   schedule therefore includes direct materials, direct 

   labor, factory overhead, and changes in 

   work-in-process inventories. 

   Answer (C) is incorrect because purchases is a 

   component of the raw materials budget, not the cost 

   of goods sold schedule, and finished goods are not 

   included in CGM. 

   Answer (D) is incorrect because CGM includes 

   direct materials used, not purchases or finished 

   goods. 

[208] Source: CMA 0691 3-4 

   Answer (A) is incorrect because total budgeted 

   collections are $414,000. 

   Answer (B) is incorrect because total budgeted 

   collections are $414,000. 

   Answer (C) is correct. If 50% of sales are collected 

   in the month of sale and 45% in the next month, with 

   the balance uncollectible, collections during the third 

   quarter will be based on sales during June, July, 

   August, and September. As calculated below, total 

   budgeted collections are $414,000.

   June         $120,000 x 45%             =  $ 54,000

   July          140,000 x (50% + 45%)     =   133,000

   August        160,000 x (50% + 45%)     =   152,000

   September     150,000 x 50%             =    75,000

                                              --------

                                              $414,000

                                              ========

   Answer (D) is incorrect because total budgeted 

   collections are $414,000. 

[209] Source: CMA 0691 3-6 

   Answer (A) is incorrect because setting budget 

   targets at attainable levels is a means of increasing 

   employee motivation. 

   Answer (B) is incorrect because participation by 

   subordinates in the budgetary process is a means of 

   increasing employee motivation. 

   Answer (C) is incorrect because use of management 

   by exception is a means of increasing employee 

   motivation. 

   Answer (D) is correct. A budget is potentially a good 

   motivational tool. If lower-level managers have 

   participated in preparing the budget, instead of simply 

   receiving a budget imposed by top management, they 

   are more likely to understand and share the goals of 

   top management and to work to keep costs within 

   the budget. Participation and understanding are also 

   likely to result in budgets that are reasonably 

   attainable and viewed as realistic. However, a budget 

   is also a motivator in the sense that managers are 

   accountable for variances in controllable costs but are 

   rewarded for good performance. Moreover, 

   budgeting coupled with analysis of variances tends to 

   improve motivation by allowing upper-level managers 

   to concentrate on problems (exceptions) rather than 

   engaging in routine supervision of subordinates, which 

   may be viewed as unnecessarily intrusive and 

   unwelcome. 

[210] Source: CMA 0691 3-8 

   Answer (A) is incorrect because return on assets is a 

   method that management might use to evaluate the 

   adequacy of budgeted earnings. 

   Answer (B) is incorrect because long-range profit 

   objectives are methods that management might use to 

   evaluate the adequacy of budgeted earnings. 

   Answer (C) is incorrect because industry average for 

   earnings on sales is a method that management might 

   use to evaluate the adequacy of budgeted earnings. 

   Answer (D) is correct. When evaluating the 

   adequacy of budgeted income, management 

   considers the traditional financial measures, such as 

   return on assets or stockholders' equity, profit margin 

   on sales, average earnings for the industry, and 

   earnings per share. The internal rate of return, 

   however, is a method of capital budgeting used in the 

   evaluation of long-term capital investments. The IRR 

   is the discount rate at which the net present value of 

   the cash flows associated with an investment is zero. 

[211] Source: CMA 0691 3-9 

   Answer (A) is correct. Normally, the preparation of a 

   sales budget is the first step in the comprehensive 

   budget process. For most companies, the level of 

   sales is the most important constraint in business 

   management. Once sales have been determined, 

   related budgets can be prepared, e.g., the production 

   budget, capital budget, expense budgets, and pro 

   forma financial statements. 

   Answer (B) is incorrect because the level of 

   manufacturing (production) capacity is fixed in the 

   short run. In the long run, it may be adjusted in 

   accordance with projected sales. 

   Answer (C) is incorrect because a capital budget 

   cannot be prepared without the production budget, 

   which in turn depends upon the sales budget. 

   Answer (D) is incorrect because expense budgets are 

   not prepared until the level of operating activity is 

   known. 

[212] Source: CMA 0691 3-11 

   Answer (A) is incorrect because finished goods 

   inventories cannot be ignored. 

   Answer (B) is correct. Production quantities are not 

   identical to sales because of changes in inventory 

   levels. Both finished goods and work-in-process 

   inventories may change during a period, thus 

   necessitating an analysis of both inventory levels 

   before the production budget can be set. 

   Answer (C) is incorrect because work-in-process 

   inventory should be considered. 

   Answer (D) is incorrect because existing inventories 

   determine production levels. 

[213] Source: CMA 0691 3-12 

   Answer (A) is incorrect because changes in the 

   inflation rate are not addressed any differently in a 

   flexible budget than in a fixed budget. 

   Answer (B) is incorrect because the purpose of the 

   flexible budget is to provide plans for different levels 

   of activity. 

   Answer (C) is incorrect because a flexible budget is 

   actually a series of static budgets for different 

   operating activity levels. 

   Answer (D) is correct. A flexible budget is essentially 

   a series of several budgets prepared for various levels 

   of operating activity. A flexible budget facilitates 

   comparison of actual results with budget figures. The 

   purpose is to have a usable budget even though 

   activity may differ from the level originally planned at 

   the time the budget was prepared. 

[214] Source: CMA 0691 3-15 

   Answer (A) is incorrect because a direct labor 

   budget must be prepared before the cash budget. 

   Answer (B) is correct. The budget process begins 

   with the sales budget, proceeds to the production and 

   expense budgets, and eventually the cash budget. The 

   cash budget cannot be prepared until the end of the 

   process because all other budgets provide inputs to 

   the cash budget. 

   Answer (C) is incorrect because a cost of goods sold 

   budget must be prepared before the cash budget. 

   Answer (D) is incorrect because a manufacturing 

   overhead budget must be prepared before the cash 

   budget. 

[215] Source: CMA 0691 3-25 

   Answer (A) is incorrect because the investment base 

   must be determined before calculating the target 

   return. 

   Answer (B) is correct. Residual income is the excess 

   of the return on an investment over the targeted 

   amount (the imputed return on investment). Some 

   enterprises prefer to measure managerial 

   performance in terms of the amount of residual 

   income rather than a percentage ROI. The principle is 

   that the enterprise is expected to benefit from 

   expansion as long as residual income is earned. Using 

   a percentage ROI approach, expansion might be 

   rejected if it lowered ROI in a highly profitable 

   division even though residual income would increase. 

   For example, if managers are expected to earn a 

   15% ROI, a division with a 30% ROI might not 

   invest in a project offering a 25% rate of return. 

   Answer (C) is incorrect because the investment base 

   may be defined in various ways. 

   Answer (D) is incorrect because ROI returns will be 

   affected in the same manner as the target return. 

[216] Source: CMA 0691 3-26 

   Answer (A) is incorrect because supervisory salaries 

   are costs controllable by an assembly line manager. 

   Answer (B) is incorrect because materials are costs 

   controllable by an assembly line manager. 

   Answer (C) is incorrect because repairs and 

   maintenance are costs controllable by an assembly 

   line manager. 

   Answer (D) is correct. Responsibility accounting 

   stresses that managers should be held responsible for 

   only those factors under their control. Costs are 

   classified as controllable and noncontrollable to 

   assign responsibility, which implies that some 

   revenues and costs can be changed through effective 

   management. For example, depreciation on 

   equipment is ordinarily not controllable by the 

   manager of an assembly line and should not appear 

   on his/her performance report. 

[217] Source: CMA 0691 3-27 

   Answer (A) is incorrect because an expected future 

   expense that will be different under various 

   alternatives is a differential (incremental) cost. 

   Answer (B) is incorrect because an expense whose 

   actual amount will not normally differ from the 

   standard (budget) amount is a controlled expense, 

   not a controllable expense. 

   Answer (C) is correct. Controllable expenses are 

   directly regulated by a manager of a responsibility 

   center at a given level of production within a given 

   time span. 

   Answer (D) is incorrect because this answer is 

   nonsensical. 

[218] Source: CMA 0691 3-30 

   Answer (A) is incorrect because marketing centers 

   are a functional area, not a performance center. 

   Answer (B) is incorrect because it may not be 

   feasible for a given company to organize in product 

   centers. 

   Answer (C) is incorrect because some subunits may 

   not earn revenue. 

   Answer (D) is correct. Responsibility centers may be 

   categorized as cost centers (managers accountable 

   for costs), revenue centers (managers accountable for 

   revenues), profit centers [managers accountable for 

   revenues and costs, i.e., for markets (revenues) and 

   sources of supply (costs)], and investment centers 

   (managers accountable for revenues, costs, and 

   investments). Cost centers is the best answer because 

   it is the most general. All subunits have costs but may 

   not have revenues or investments. 

[219] Source: CMA 0691 3-28 

   Answer (A) is incorrect because budgeting is an 

   element of a responsibility accounting system, not the 

   basic purpose. 

   Answer (B) is correct. The basic purpose of a 

   responsibility accounting system is to motivate 

   management to perform in a manner consistent with 

   overall company objectives. The assignment of 

   responsibility implies that some revenues and costs 

   can be changed through effective management. The 

   system should have certain controls that provide for 

   feedback reports indicating deviations from 

   expectations. Higher-level management may focus on 

   those deviations for either reinforcement or 

   correction. 

   Answer (C) is incorrect because authority is an 

   element of a responsibility accounting system, not the 

   basic purpose. 

   Answer (D) is incorrect because analysis of variances 

   is an element of a responsibility accounting system, 

   not the basic purpose. 

[220] Source: CMA 1291 3-8 

   Answer (A) is correct. A profit center is responsible 

   for both revenues and expenses. For example, the 

   perfume department in a department store is a profit 

   center. The manager of a profit center usually has the 

   authority to make decisions affecting the major 

   determinants of profit, including the power to choose 

   markets (revenue sources) and suppliers (costs). 

   Answer (B) is incorrect because an investment 

   center, not a profit center, has control over invested 

   capital. 

   Answer (C) is incorrect because a cost center 

   manager has control over all significant costs but not 

   of revenues or investments. 

   Answer (D) is incorrect because a service center 

   supports other organizational units. 

[221] Source: CMA 1291 3-11 

   Answer (A) is incorrect because standard costs are 

   determined independently of the budget. 

   Answer (B) is correct. Standard costs are 

   predetermined, attainable unit costs. Standard cost 

   systems isolate deviations (variances) of actual from 

   expected costs. One advantage of standard costs is 

   that they facilitate flexible budgeting. Accordingly, 

   standard and budgeted costs should not differ when 

   standards are currently attainable. However, in 

   practice, budgeted (estimated actual) costs may differ 

   from standard costs when operating conditions are 

   not expected to reflect those anticipated when the 

   standards were developed. 

   Answer (C) is incorrect because budgeted costs are 

   expected future costs, not historical costs. 

   Answer (D) is incorrect because budgeted costs 

   should but do not always involve employee 

   participation. Standard costs may involve employee 

   participation. 

[222] Source: CMA 1291 3-13 

   Answer (A) is incorrect because a flexible budget is 

   not necessary for control of costs that will be the 

   same at all levels of activity. 

   Answer (B) is incorrect because flexible budgets are 

   useful for controlling variable costs, including variable 

   selling and administrative costs. 

   Answer (C) is incorrect because a flexible budget is 

   prepared for a specific range of activity levels. 

   Answer (D) is correct. A flexible budget is actually a 

   series of several budgets prepared for many levels of 

   operating activity. A flexible budget is designed to 

   allow adjustment of the budget to the actual level of 

   activity before comparing the budgeted activity with 

   actual results. This flexibility is important if costs vary 

   with the activity level. Thus, a flexible budget is 

   particularly appropriate for control of direct labor and 

   direct materials (both variable costs), but is not 

   necessary for control of fixed factory overhead. By 

   definition, overhead costs do not change as activity 

   levels change. 

[223] Source: CMA 1291 3-23 

   Answer (A) is incorrect because December cash 

   collections from November sales are expected to be 

   $91,200. 

   Answer (B) is incorrect because December cash 

   collections from November sales are expected to be 

   $91,200. 

   Answer (C) is incorrect because December cash 

   collections from November sales are expected to be 

   $91,200. 

   Answer (D) is correct. November credit sales were 

   $240,000. Of this amount, $12,000 (5% x 

   $240,000) will likely be written off. Given that 60% 

   of the remaining credit sales are collected in the 

   month of sale, 40% will be collected in the following 

   month. Thus, December's expected cash collections 

   are $91,200 [40% x ($240,000 - $12,000)]. 

[224] Source: CMA 1291 3-24 

   Answer (A) is incorrect because total budgeted cash 

   receipts for January are $299,400. 

   Answer (B) is incorrect because total budgeted cash 

   receipts for January are $299,400. 

   Answer (C) is correct. Collections during January will 

   consist of 40% of December's collectible credit sales, 

   60% of January's collectible credit sales, and cash 

   sales for January. The January collections of 

   December sales are expected to be $136,800 (40% 

   x 95% x $360,000). The January collections of 

   January credit sales are expected to be $102,600 

   (60% x 95% x $180,000). Given January cash sales 

   of $60,000, total budgeted cash receipts for January 

   are $299,400 ($136,800 + $102,600 + $60,000). 

   Answer (D) is incorrect because total budgeted cash 

   receipts for January are $299,400. 

[225] Source: CMA 1291 3-25 

   Answer (A) is incorrect because the budgeted cash 

   payments in December for inventory purchases is 

   $283,500. 

   Answer (B) is correct. The December inventory 

   payments include 75% of November purchases plus 

   25% of December purchases. Given a gross margin 

   of 30%, cost must be 70% of sales. November 

   purchases are therefore $322,000 (70% x $460,000 

   December sales), and the December outlay for 

   November purchases is $241,500 (75% x 

   $322,000). Purchases during December are 

   $168,000 (70% x $240,000 January sales), and the 

   December outlay for December purchases is 

   $42,000, a total cash outlay of $283,500. 

   Answer (C) is incorrect because the budgeted cash 

   payments in December for inventory purchases is 

   $283,500. 

   Answer (D) is incorrect because the budgeted cash 

   payments in December for inventory purchases is 

   $283,500. 

[226] Source: CMA 1291 3-26 

   Answer (A) is incorrect because the flexible budget 

   amount for indirect materials is $13,500. 

   Answer (B) is correct. The cost of indirect materials 

   for 144,000 units was expected to be $180,000. 

   Consequently, the unit cost of indirect materials is 

   $1.25 ($180,000 ・144,000). Multiplying the $1.25 

   unit cost times the 10,800 units produced results in an 

   expected total indirect materials cost of $13,500. 

   Answer (C) is incorrect because the flexible budget 

   amount for indirect materials is $13,500. 

   Answer (D) is incorrect because the flexible budget 

   amount for indirect materials is $13,500. 

[227] Source: CIA 1193 IV-13 

   Answer (A) is correct. The budgeted amount of raw 

   materials purchases is computed as follows:

                                                       January  February

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

   Sales (finished units)                               15,000   18,000

   Desired ending FG inventory                           9,000    8,250

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

                                                        24,000   26,250

   Est. beginning FG inventory                          (7,500)  (9,000)

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

   Production requirements (units)                      16,500   17,250

   Materials per finished unit                               3        3

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

   Materials required for production                    49,500   51,750

                                                                =======

   Desired ending raw materials

     inventory (2.0 x 51,750)                          103,500

                                                       -------

   Total requirements                                  153,000

   Est. beginning raw materials

     inventory (2.0 x 49,500)                          (99,000)

                                                      ---------

   Purchases (pounds)                                   54,000

   Cost per pound                                       $ x  4

                                                      ---------

   Purchases (in dollars)                             $216,000

                                                      =========

   Answer (B) is incorrect because $207,000 is the cost 

   of the materials required for February's production 

   ($4 x 51,750). 

   Answer (C) is incorrect because $198,000 is the 

   cost of the materials required for January's 

   production ($4 x 49,500). 

   Answer (D) is incorrect because $180,000 is the 

   cost of the materials required for January's sales 

   (15,000 x 3 x $4). 

[229] Source: CIA 0594 III-68 

   Answer (A) is incorrect because $600 equals 10% of 

   the ending inventory in June. 

   Answer (B) is correct. The amount of purchases can 

   be calculated as follows:

                          Current

                 BI     Requirements     Purch      EI

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

   July        6,000       20,000        21,200    7,200

   August      7,200       24,000        24,600    7,800

   September   7,800       26,000        24,800    6,600

                                         ------

                                         70,600 lbs.

                                         ======

   The current requirement for each month is the 

   budgeted production multiplied by the materials 

   needed per product (2 pounds). Ending inventory is 

   30% of budgeted production for the next month times 

   the materials needed per product. The amount of 

   purchases equals the sum of current requirements and 

   ending inventory, minus beginning inventory. Hence, 

   the effect of the change in price is to increase the cost 

   of purchases by $7,060 (10% x $1 per pound x 

   70,600 pounds). 

   Answer (C) is incorrect because $9,160 equals the 

   increase in price per pound ($.10) times the sum of 

   the beginning inventory amounts for July, August, and 

   September. 

   Answer (D) is incorrect because $60 results from 

   taking the difference between June and September 

   ending inventory and multiplying it by the increase in 

   price per pound. 

[230] Source: CIA 0594 III-69 

   Answer (A) is correct. The ending inventory equals 

   6,600 pounds [30% x (11,000 units x 2 pounds) 

   required in October]. The requirements for 

   September equal 26,000 pounds (13,000 units x 2 

   pounds), and the beginning inventory is 7,800 pounds 

   (30% x 26,000 pounds). Thus, September purchases 

   equal 24,800 pounds (26,000 pounds currently 

   required + 6,600 pounds EI - 7,800 pounds BI). 

   Answer (B) is incorrect because 32,600 results from 

   adding beginning inventory to purchases. 

   Answer (C) is incorrect because 13,000 is the 

   budgeted production in units, and 3,900 is the 

   number of units that can be produced using the 

   ending inventory of raw material for August. 

   Answer (D) is incorrect because 28,600 is a 

   nonsensical number. 

[231] Source: CIA 0593 IV-13 

   Answer (A) is incorrect because flexible budgeting 

   applies to fixed costs. 

   Answer (B) is incorrect because flexible budgeting 

   applies to variable costs. 

   Answer (C) is correct. A flexible budget is actually a 

   series of budgets prepared for many levels of sales. 

   At the end of the period, management can compare 

   actual costs with the appropriate budgeted level in the 

   flexible budget. It helps control costs because, if 

   actual costs exceed those in the flexible budget, an 

   unfavorable variance is isolated, indicating a need for 

   greater cost control. 

   Answer (D) is incorrect because the question 

   concerns flexible budgets, not master budgets. 

[232] Source: CIA 1193 IV-27 

   Answer (A) is incorrect because a production budget 

   does not include revenues. 

   Answer (B) is incorrect because a cash budget does 

   not include non-cash items. 

   Answer (C) is incorrect because a capital budget 

   does not include revenues and costs. 

   Answer (D) is correct. A flexible budget includes 

   different cost levels for different levels of activity, for 

   example, sales. Hence, it is actually a series of 

   budgets. Thus, a budget based on the behavior of 

   costs and revenues over a range of sales is a flexible 

   budget. 

[233] Source: CIA 1193 IV-14 

   Answer (A) is incorrect because incremental budgets 

   base current year allocations on prior year 

   allocations. 

   Answer (B) is incorrect because static budgets do 

   not consider varying levels of activity. 

   Answer (C) is incorrect because imposed budgets do 

   not involve input from the department supervisors. 

   Answer (D) is correct. Zero-base budgeting (ZBB) is 

   a planning process in which each manager must justify 

   a department's entire budget every year (or period). 

   Under ZBB, a manager must build the budget every 

   year from a base of zero. All expenditures must be 

   justified regardless of the variances from previous 

   years' budgets. The objective is to encourage 

   periodic reexamination of all costs in the hope that 

   some can be reduced or eliminated. Different levels 

   of service (work effort) are evaluated for each 

   activity, measures of work and performance are 

   established, and activities are ranked (prioritized) 

   according to their importance to the entity. For each 

   budgetary unit, decision packages are prepared that 

   describe various levels of service that may be 

   provided, including at least one level lower than the 

   current one. 

[234] Source: CIA 1193 IV-20 

   Answer (A) is incorrect because $18,000 is the result 

   of deducting the central corporate expenses. 

   Answer (B) is incorrect because $20,000 is the result 

   of excluding other revenue. 

   Answer (C) is correct. Division A's total contribution 

   to corporate profits includes everything except the 

   central corporate expense allocation. Thus, the total 

   contribution is $30,000 ($150,000 sales + $10,000 

   other revenue - $30,000 direct materials - $20,000 

   direct labor - $5,000 variable overhead - $25,000 

   fixed overhead - $15,000 variable S&A expense - 

   $35,000 fixed S&A expense). 

   Answer (D) is incorrect because $80,000 is the result 

   of failing to deduct the selling and administrative 

   expenses. 

[235] Source: CIA 1193 IV-21 

   Answer (A) is incorrect because $150,000 is the 

   result of subtracting fixed costs. 

   Answer (B) is incorrect because $205,000 is the 

   result of subtracting fixed S and A costs. 

   Answer (C) is incorrect because $235,000 is the 

   result of subtracting fixed S and A costs but not 

   variable S and A costs. 

   Answer (D) is correct. Contribution margin equals 

   revenue minus variable costs. Thus, division B's 

   contribution margin is $265,000 ($400,000 sales + 

   $15,000 other revenue - $65,000 direct materials - 

   $40,000 direct labor - $15,000 variable overhead - 

   $30,000 variable S and A expense). 

[236] Source: CIA 1188 IV-51 

   Answer (A) is correct. A budget is a quantitative 

   model of a plan of action developed by management. 

   A budget functions as an aid to planning, 

   coordination, and control. Thus, a budget helps 

   management to allocate resources efficiently. 

   Answer (B) is incorrect because budgets are 

   designed to use resources efficiently, not just use 

   them. 

   Answer (C) is incorrect because budgets per se 

   provide for no automatic corrections. 

   Answer (D) is incorrect because budgets are a 

   management tool and are not designed to thwart 

   managerial discretion. 

[237] Source: CIA 1190 IV-17 

   Answer (A) is incorrect because the master budget 

   does not contain actual results. 

   Answer (B) is incorrect because the master budget 

   reflects all applicable expected costs, whether or not 

   controllable by individual managers. 

   Answer (C) is incorrect because the master budget is 

   not structured to allow determination of 

   manufacturing cost variances, which requires using 

   the flexible budget and actual results. 

   Answer (D) is correct. All other budgets are subsets 

   of the master budget. Thus, quantified estimates by 

   management from all functional areas are contained in 

   the master budget. These results are then combined in 

   a formal quantitative model recognizing the 

   organization's objectives, inputs, and outputs. 

[238] Source: CIA 0589 IV-13 

   Answer (A) is incorrect because employee 

   motivation is a significant but secondary purpose of 

   budgets. Planning is the foundation of other 

   managerial functions, such as employee motivation. 

   Answer (B) is incorrect because performance 

   evaluation is a significant but secondary purpose of 

   budgets. Planning is the foundation of other 

   managerial functions, such as performance 

   evaluations. 

   Answer (C) is incorrect because coordination of 

   activities is a significant but secondary purpose of 

   budgeting. Planning is the foundation of other 

   managerial functions, such as coordination of 

   activities. 

   Answer (D) is correct. Managers in a formal budget 

   setting are compelled to examine the future and be 

   prepared to respond to future conditions. Without 

   budgets, many operations would fail because of 

   inadequate planning. 

[239] Source: Publisher 

   Answer (A) is incorrect because managing to a 

   budget can result in suboptimal achievement. 

   Answer (B) is incorrect because rigid adherence to 

   the budget could prevent a manager from taking an 

   appropriate action and thereby missing a profitable 

   opportunity. 

   Answer (C) is correct. Top management involvement 

   in support of the budgeting and control system is 

   absolutely vital for continued success of the 

   operation. The attitude of top management will affect 

   the implementation of the system because lower level 

   management will recognize and reflect top 

   management's attitude. 

   Answer (D) is incorrect because budgets should not 

   help individuals achieve goals not congruent with 

   those of the organization. 

[240] Source: Publisher 

   Answer (A) is incorrect because the financial budget 

   normally includes only the capital budget, the cash 

   budget, the budgeted balance sheet, and the 

   budgeted statement of cash flows. 

   Answer (B) is incorrect because the selling expense 

   budget is part of the operating budget. 

   Answer (C) is correct. The financial budget normally 

   includes the capital budget, the cash budget, the 

   budgeted balance sheet, and the budgeted statement 

   of cash flows. 

   Answer (D) is incorrect because the sales budget is 

   included in the operating budget. 

[241] Source: Publisher 

   Answer (A) is incorrect because the capital budget is 

   included in the financial budget. 

   Answer (B) is incorrect because the cash budget is 

   included in the financial budget. 

   Answer (C) is correct. An operating budget normally 

   includes sales, production, selling and administrative, 

   and budgeted income statement components. 

   Answer (D) is incorrect because the budgeted 

   balance sheet is included in the financial budget. 

[242] Source: Publisher 

   Answer (A) is incorrect because estimation from 

   previous sales volume and statistical analyses, 

   including regression analysis and econometric studies, 

   can also be used. 

   Answer (B) is incorrect because group discussions 

   among management and estimation from previous 

   sales volume can also be used. 

   Answer (C) is incorrect because group discussions 

   among management and statistical analyses, including 

   regression analysis and econometric studies, can also 

   be used. 

   Answer (D) is correct. The many elements of 

   forecasting sales volume include management analysis 

   and opinions, statistical analyses (including regression 

   analysis), econometric studies, and previous sales 

   volume and market history. Other economic 

   indicators, including general economic indications and 

   industry economic indicators, may also be used. The 

   firm may have an unfilled order book from which it 

   can estimate the amount of work necessary to 

   complete the orders on hand. Regardless of the 

   methods used, the key concept is that a great deal of 

   subjectivity enters into the budget process. 

[243] Source: Publisher 

   Answer (A) is incorrect because ineffective budget 

   control systems are also characterized both by the 

   use of budgets for harassment of individuals rather 

   than motivation and by lack of timely feedback in the 

   use of the budget. 

   Answer (B) is incorrect because ineffective budget 

   control systems are also characterized both by the 

   use of budgets as a planning but not a control tool 

   and by lack of timely feedback in the use of the 

   budget. 

   Answer (C) is incorrect because ineffective budget 

   control systems are also characterized by the use of 

   budgets as a planning but not a control tool, and by 

   the use of budgets for harassment of individuals rather 

   than motivation. 

   Answer (D) is correct. Ineffective budget control 

   systems are characterized by each of the items noted. 

   The use of budgets only for planning is a problem that 

   must be resolved through the education process. 

   Management must be educated to use the budget 

   documents for control, not just planning. 

   Management must learn that budgets can motivate 

   and help individuals achieve professional growth as 

   well as achieve the goals of the firm. Ignoring budgets 

   is an obvious contribution to the ineffectiveness of the 

   budget system. Finally, feedback must be timely or 

   lower management and employees will soon 

   recognize that budget feedback is so late that it 

   provides no information, making the budget a 

   worthless device. 

[244] Source: CIA 1187 IV-10 

   Answer (A) is correct. Fixed cost (FC) is $200,000, 

   the amount at which the total cost (TC) line crosses 

   the y-axis (when no warehouses are in operation). 

   The total variable cost (VC) of operating 10 

   warehouses is $1,500,000 ($1,700,000 TC - 

   $200,000 FC), so the variable cost per warehouse is 

   $150,000 ($1,500,000 ・10). Y (TC) is therefore 

   equal to $200,000 (FC) plus $150,000X (VC). 

   Answer (B) is incorrect because fixed costs must be 

   deducted from total costs to arrive at total variable 

   costs. The variable cost per warehouse is therefore 

   $150,000 [($1,700,000 TC - $200,000 FC) ・10]. 

   Answer (C) is incorrect because Y (TC) is equal to 

   $200,000 (FC)(the Y-intercept) plus $150,000 x 

   (VC), where VC per warehouse are equal to 

   [($1,700,000 TC - $200,000 FC) ・10]. 

   Answer (D) is incorrect because $350,000 is the 

   cost of operating one branch. Fixed costs are the 

   costs when no warehouses are in operation. Thus, 

   fixed costs equal $200,000 (the Y-intercept). 

[245] Source: CIA 0589 IV-12 

   Answer (A) is incorrect because the beginning cash 

   balance of $10,000 was not deducted from $50,000. 

   Answer (B) is correct. The quarterly amount of 

   purchases is

   Desired ending inventory                      $250,000

   Cost of goods sold [(1 - .4) x $300,000]       180,000

   Beginning inventory                           (150,000)

                                                 --------

   Purchases during quarter                      $280,000

                                                 ========

   Thus, the financing required for the quarter is

   Desired ending cash balance                    $20,000

   Cash for purchases                             280,000

   Cash operating expenses                         50,000

   Cash from sales                               (300,000)

   Beginning cash balance                         (10,000)

                                                 --------

   Financing required                             $40,000

                                                 ========

   Answer (C) is incorrect because, to determine 

   financing requirements, the desired ending cash 

   balance is added to (not subtracted from) and the 

   beginning cash balance is subtracted from (not added 

   to) cash requirements for purchases ($280,000), 

   operating expenses ($50,000), and sales (- 

   $300,000). 

   Answer (D) is incorrect because $20,000 results 

   when desired ending cash balance is left out of the 

   calculation. 

[246] Source: CIA 1190 IV-15 

   Answer (A) is incorrect because 48,000 is the target 

   ending inventory. 

   Answer (B) is incorrect because 88,000 pounds of 

   direct material is the amount that must be available for 

   production. The desired 4,000-lb. increase in direct 

   materials inventory must also be added. 

   Answer (C) is correct. Required production of 

   finished units is 22,000 units (target ending inventory 

   of 12,000 + sales of 24,000 - beginning inventory of 

   14,000 lb.). Thus, 88,000 pounds of direct materials 

   (22,000 x 4 lb. per unit) must be available. Required 

   purchases of direct materials equal 92,000 pounds 

   (target ending inventory of 48,000 + usage of 88,000 

   - beginning inventory of 44,000). 

   Answer (D) is incorrect because the changes in 

   finished goods and direct materials inventories were 

   not considered. Required purchases of direct 

   materials equal 92,000 pounds (target ending 

   inventory of 48,000 + usage of 88,000 - beginning 

   inventory of 44,000). 

[247] Source: CIA 0590 IV-12 

   Answer (A) is incorrect because the value 21,000 is 

   the number of pounds to be purchased. 

   Answer (B) is incorrect because $40,000 ($4 x 

   10,000 units for January sales) does not take into 

   account units needed in ending inventory of 3,000 

   (25% x 12,000), beginning units available of 2,500, 

   or that 2 pounds of materials are required for each 

   unit. The production quota for January is 10,500 

   (13,000 needed - 2,500 beginning inventory). 

   Answer (C) is incorrect because material cost of 

   $84,000 (21,000 pounds x $4 per unit) will be paid 

   in February. $42,000 (10,500 x $4 per unit) does 

   not take into account the 2 pounds of materials 

   required for each unit (10,500 x 2 pounds = 21,000 

   pounds). 

   Answer (D) is correct. The firm will need 10,000 

   units for January sales plus 3,000 (25% x 12,000) for 

   ending inventory. The production quota for January is 

   therefore 10,500 (13,000 needed - 2,500 beginning 

   inventory). Each unit requires 2 pounds of materials, 

   or 21,000 pounds. At $4 per pound, the materials 

   will cost $84,000, which will be paid in February. 

[248] Source: CIA 1190 IV-16 

   Answer (A) is incorrect because $15,000 includes 

   depreciation expense which should be excluded 

   because it is a noncash expense. 

   Answer (B) is correct. Collections on account equal 

   beginning accounts receivable of $180,000, plus 

   sales on account of $800,000, minus budgeted 

   ending accounts receivable of $210,000, or 

   $770,000. The beginning cash balance of $50,000, 

   plus cash collections on account of $770,000, minus 

   budgeted cash disbursements of $780,000 equals 

   $40,000. Depreciation of $25,000 is excluded 

   because it is a noncash expense. 

   Answer (C) is incorrect because $770,000 

   ($180,000 + $800,000 - $210,000), not $800,000, 

   was the amount of cash collected for receivables. 

   Also, the $25,000 of depreciation should not be 

   deducted because it is a noncash expense. 

   Answer (D) is incorrect because $770,000 

   ($180,000 + $800,000 - $210,000), not $800,000, 

   was the amount of cash collected for receivables. 

[249] Source: CIA 0586 IV-12 

   Answer (A) is incorrect because the flexible budget 

   for 12,000 units should be computed by determining 

   the variable cost per unit of $1.20 [($21,000 - 

   $19,800) ・1,000] and the total fixed costs of 

   $9,000 [$21,000 - ($1.20 x 10,000)]. These costs 

   can then be used to determine the total cost of using 

   12,000 units of electricity [$9,000 FC + (12,000 x 

   $1.20)]. 

   Answer (B) is incorrect because the flexible budget 

   for 12,000 units should be computed by determining 

   the variable cost per unit of $1.20 [($21,000 - 

   $19,800) ・1,000] and the total fixed costs of 

   $9,000 [$21,000 - ($1.20 x 10,000)]. These costs 

   can then be used to determine the total cost of using 

   12,000 units of electricity [$9,000 FC + (12,000 x 

   $1.20)]. 

   Answer (C) is correct. A flexible budget consists of a 

   fixed cost component and a variable cost component. 

   The fixed cost component can be expected to remain 

   constant throughout the budget's relevant range. The 

   variable cost component, however, will change at a 

   constant rate within the budget's range. The increase 

   in budgeted cost of $1,200 ($21,000 - $19,800) per 

   1,000 units of production can therefore be attributed 

   to the variable cost component. The flexible budget 

   for 12,000 units of production will be $23,400 [the 

   cost for 10,000 ($21,000) + $2,400 (2 x $1,200)]. 

   Answer (D) is incorrect because $22,200 is arrived 

   at by subtracting the increase in budgeted cost of 

   $1,200. The flexible budget for 12,000 units of 

   production will be $23,400 [the cost for 10,000 

   ($21,000) + $2,400 (2 x $1,200). 

[250] Source: CMA 1286 1-30 

   Answer (A) is incorrect because CMR's cash 

   balance would increase by $650,000 [(10ｽ days - 4 

   days) x $100,000 per day]. 

   Answer (B) is incorrect because $400,000 is arrived 

   at by multiplying $100,000 per day collection by the 

   4-day processing and clearing time with the lockbox 

   system. The $100,000 per day collection should have 

   been multiplied by the 6ｽ day decrease (10ｽ days - 

   4 days) in check processing and clearing. 

   Answer (C) is correct. Checks are currently tied up 

   for 10ｽ days (5 for mailing, 4 for processing, and 

   1ｽ for clearing). If that were reduced to 4 days, 

   CMR's cash balance would increase by $650,000 

   (6ｽ days x $100,000 per day). 

   Answer (D) is incorrect because CMR's cash 

   balance would increase by $650,000 [(10ｽ days - 4 

   days) x $100,000 per day]. 

[252] Source: Publisher 

   Answer (A) is incorrect because $14,400 ignores 

   cash disbursements for purchases. 

   Answer (B) is incorrect because $52,920 is the cash 

   expended in May for April purchases. The additional 

   $14,400 of May expenses should also be added. 

   Answer (C) is correct. The expected cash 

   disbursements for any month equal the previous 

   month's purchases minus the 2% discount, plus any 

   cash disbursements for expenses in the current period.

   April purchases                       $54,000

   Minus:  2% cash discount               (1,080)

                                         -------

   Net purchases                         $52,920

   Cash expenses                          14,400

                                         -------

   Total cash disbursements for May      $67,320

                                         =======

   Answer (D) is incorrect because $68,400 includes 

   the total purchases for April. The 2% cash discount 

   of $1,080 should be deducted from April purchases. 

[253] Source: Publisher 

   Answer (A) is incorrect because $72,540 is the 

   expected collections for April. The cash balance on 

   April 1 is $(3,260) [$22,000 ending cash balance - 

   ($72,540 expected collections for April - $47,280 

   disbursements for April)]. 

   Answer (B) is incorrect because $22,000 is the 

   ending cash balance. The cash balance on April 1 is 

   $(3,260) [$22,000 ending cash balance - ($72,540 

   expected collections for April - $47,280 

   disbursements for April)]. 

   Answer (C) is correct. The solution is to work 

   backward from the $22,000 cash balance on May 1 

   by deducting collections and adding disbursements 

   for April. The collections for April were:

     Month            Sales       %      Expected Collections

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

   April             $78,000      70          $54,600

   March              60,000      20           12,000

   February           66,000       9            5,940

   Total                                      $72,540

                                              =======

   The disbursements for April were:

   March purchases                       $36,000

   Minus:  2% cash discount                 (720)

                                         -------

      Net Purchases                      $35,280

   Cash expenses ($14,400 ・120%)         12,000

                                         -------

   Total disbursements for April         $47,280

                                         =======

   If collections exceeded disbursements by $25,260 

   ($72,540 - $47,280), but the ending cash balance 

   was only $22,000, the beginning balance must have 

   been $(3,260) [$22,000 - $25,260 net collections]. 

   Answer (D) is incorrect because $(2,540) ignores the 

   2% cash discount. 

[255] Source: Publisher 

   Answer (A) is incorrect because the expected 

   beginning inventory should be subtracted from (not 

   added to) the total requirements. 

   Answer (B) is correct. The raw materials budget 

   consists of raw materials A, B, and C. Thingone and 

   Thingtwo require different proportions of each item. 

   Once production requirements are established, add 

   desired EI and subtract the BI of each raw material 

   to arrive at purchases required.

                                              A          B          C

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

   Thingone (65,000 units projected

     to be produced)                       260,000    130,000       -0-

   Thingtwo (41,000 units projected

     to be produced)                       205,000    123,000    41,000

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

   Production requirements                 465,000    253,000    41,000

   Add desired inventories, 12/31           36,000     32,000     7,000

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

   Total requirements                      501,000    285,000    48,000

   Less expected inventories, 1/1          (32,000)   (29,000)   (6,000)

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

   Purchase requirements (units)           469,000    256,000    42,000

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

   Answer (C) is incorrect because 465,000, 253,000, 

   and 41,000 are the production requirements for the 

   year. The raw materials budget is equal to the 

   production requirements plus the desired ending 

   inventory less the expected beginning inventories. 

   Answer (D) is incorrect because 501,000, 285,000, 

   and 48,000 are the total requirements. The expected 

   beginning inventory should be subtracted from the 

   total requirements to get the purchase requirements. 

[256] Source: Publisher 

   Answer (A) is incorrect because the total hours for 

   Thingtwo (123,000) should be multiplied by a rate of 

   $4 to get the direct labor budget in dollars of 

   $492,000. 

   Answer (B) is incorrect because the total hours for 

   Thingone (130,000) should be multiplied by a rate of 

   $3 (not $4) per hour to arrive at the direct labor 

   budget for Thingone. 

   Answer (C) is correct. The direct labor budget in 

   dollars is the estimated unit production times the 

   hours per unit times the expected rate, which gives 

   the direct labor dollars for each product.

                   Projected   Hours

                   Production   per    Total

                    (units)    Unit    Hours   Rate   Total

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

   Thingone          65,000      2    130,000   $3   $390,000

   Thingtwo          41,000      3    123,000    4    492,000

   Answer (D) is incorrect because $390,000 is the 

   direct labor dollars for Thingone and $492,000 is the 

   direct labor dollars for Thingtwo. 

[257] Source: Publisher 

   Answer (A) is incorrect because budgeted finished 

   goods inventory is $684,000 [($58 DM + $12 DL + 

   $6 O/H) x 9,000 EI units]. $108,000 was arrived at 

   by multiplying EI units (9,000) by direct labor ($12). 

   Answer (B) is incorrect because $306,000 ignores 

   the amounts of each raw material required per unit of 

   Thingtwo (i.e. 5 pounds of A, 3 pounds of B, and 1 

   each of C). 

   Answer (C) is incorrect because $522,000 was 

   arrived at by multiplying EI units (9,000) by direct 

   materials ($58). Budgeted finished goods inventory is 

   $684,000 [($58 DM + $12 DL + $6 O/H) x 9,000 

   EI units]. 

   Answer (D) is correct. The budgeted FG inventory 

   includes DM, DL, and O/H associated with Thingtwo 

   times the desired inventory.

   Raw materials

     A (5 pounds x $8)                    $40

     B (3 pounds x $5)                     15

     C (1 each x $3)                        3     $       58

                                          ---

   Direct labor (3 hours x $4)                            12

   Overhead (3 hours x $2)                                 6

                                                    --------

   Per unit cost                                    $     76

   Units in EI                                      x  9,000

                                                    --------

   EI value                                         $684,000

                                                    ========

[258] Source: CIA 0590 IV-14 

   Answer (A) is incorrect because it is a disadvantage 

   of budgeting. 

   Answer (B) is incorrect because it is a disadvantage 

   of budgeting. 

   Answer (C) is incorrect because it is a disadvantage 

   of budgeting. 

   Answer (D) is correct. A budget is a quantitative 

   model of a plan of action developed by management. 

   A budget functions as an aid to planning, 

   coordination, and control. Thus, a budget helps 

   management to allocate resources efficiently and to 

   ensure that subunit goals are congruent with those of 

   other subunits and of the organization. 

[259] Source: CIA 1190 IV-15 

   Answer (A) is incorrect because 26,000 results when 

   the required production of finished units (22,000) is 

   not multiplied by the direct materials requirement (4 

   pounds per unit). 

   Answer (B) is incorrect because 88,000 equals the 

   pounds of direct materials that must be available. 

   Answer (C) is correct. Required production of 

   finished units is 22,000 units (target ending inventory 

   of 12,000 + sales of 24,000 - beginning inventory of 

   14,000). Thus, 88,000 pounds of direct materials 

   (22,000 x 4 per unit) must be available. Required 

   purchases of direct materials equal 92,000 pounds 

   (target ending inventory of 48,000 + usage of 88,000 

   - beginning inventory of 44,000). 

   Answer (D) is incorrect because 96,000 pounds is 

   the amount required for the 24,000 units to be sold. 

[260] Source: CIA 0592 IV-18 

   Answer (A) is correct. The total flexible budget direct 

   labor variance equals the difference between cost at 

   actual hours and actual wages and the cost at 

   standard hours and standard wages, or $1,900 U 

   ($48,500 - $46,600). 

   Answer (B) is incorrect because the flexible budget 

   direct labor variance is unfavorable, not favorable. 

   Total actual cost exceeds the total flexible budget 

   amount. 

   Answer (C) is incorrect because $2,000 U ($48,600 

   - $46,600) is the direct labor efficiency (usage) 

   variance. 

   Answer (D) is incorrect because the flexible budget 

   direct labor variance is unfavorable, not favorable. 

   Additionally, $2,000 is the direct labor efficiency 

   (usage) variance. 

[261] Source: CIA 1192 IV-19 

   Answer (A) is correct. Zero-base budgeting (ZBB) is 

   a planning process in which each manager must justify 

   a department's entire budget every year (or period). 

   Under ZBB, a manager must build the budget every 

   year from a base of zero. All expenditures must be 

   justified regardless of the variances from previous 

   years' budgets. The objective is to encourage 

   periodic reexamination of all costs in the hope that 

   some can be reduced or eliminated. Different levels 

   of service (work effort) are evaluated for each 

   activity, measures of work and performance are 

   established, and activities are ranked (prioritized) 

   according to their importance to the entity. For each 

   budgetary unit, decision packages are prepared that 

   describe various levels of service that may be 

   provided, including at least one level lower than the 

   current one. 

   Answer (B) is incorrect because zero-balance 

   banking involves budgeting for cash inflows and 

   outflows to time investments and borrowings in a way 

   to maintain a bank account with a minimum balance. 

   Answer (C) is incorrect because using the prior 

   year's budget as a base year and adjusting it based 

   on the experiences of the prior year and the 

   expectations for the coming year is an incremental 

   budget process. 

   Answer (D) is incorrect because developing 

   budgeted costs from clear-cut measured relationships 

   between inputs and outputs is an adaptation of the 

   definition of engineered costs, which forms the basis 

   for the input-output approach to budgeting. 

[262] Source: Publisher 

   Answer (A) is incorrect because net replacement 

   cost is an appropriate measurement basis. 

   Answer (B) is incorrect because net realizable value 

   is an appropriate measurement basis. 

   Answer (C) is incorrect because liquidation value 

   appropriate measurement basis. 

   Answer (D) is correct. The appropriate valuation 

   process for the assets included in an investment is 

   dependent upon the action undertaken. Any of the 

   measurement bases given may be useful for 

   acquisition, disposal, and/or evaluation. For each 

   decision, however, the total present value should 

   always be compared with the appropriate 

   measurement base. 

[263] Source: Publisher 

   Answer (A) is incorrect because other factors, 

   including external influences and perceived costs and 

   benefits, could contribute to the reluctance of 

   companies to adopt better accounting systems. 

   Answer (B) is incorrect because other factors, 

   including behavioral implications and perceived costs 

   and benefits, could contribute to the reluctance of 

   companies to adopt better accounting systems. 

   Answer (C) is incorrect because other factors, 

   including behavior implications and external 

   influences, could contribute to the reluctance of 

   companies to adopt better accounting systems. 

   Answer (D) is correct. Each of the alternatives given 

   provides a partial explanation for management's 

   failure to use more sophisticated techniques. The 

   motivational benefits of a new system may not 

   materialize because managers believe their 

   self-interests were better served by the old system. 

   The external environment (e.g., financial institutions, 

   customers, vendors) may be reluctant to change. The 

   costs of developing a sophisticated system may be 

   greater than the benefits. For these and other 

   reasons, the costs of education must be included in 

   the budgeting process. Furthermore, management 

   may be overlooking the importance of the budgeting 

   process and its close relation to the more 

   sophisticated techniques. A relatively modest 

   incremental commitment might create a significantly 

   more sophisticated system. 

[264] Source: Publisher 

   Answer (A) is incorrect because a flexible budget is 

   appropriate for an administrative budget, marketing 

   budget, and a production budget. 

   Answer (B) is incorrect because a flexible budget is 

   also appropriate for a marketing budget. 

   Answer (C) is incorrect because a flexible budget is 

   appropriate for an administrative budget and a 

   production budget. 

   Answer (D) is correct. A flexible budget is a budget 

   adjusted for the actual level of activity. Thus, it is 

   appropriate for any level of activity. A flexible budget 

   approach is appropriate for an administrative budget, 

   a marketing budget, and a production budget 

   because each contains some elements that vary with 

   the activity level and some that do not. 

[265] Source: Publisher 

   Answer (A) is incorrect because $3,275,000 

   includes inventories which should be subtracted from 

   cost of goods sold in determining cash disbursements. 

   Answer (B) is correct. The cost of goods sold was 

   $3,000,000 [$4,000,000 sales x (1.0 - 25% gross 

   margin)]. Purchases equal cost of goods sold 

   adjusted for the change in inventories. A decrease in 

   inventories signifies that purchases were less than cost 

   of goods sold. Hence, purchases for April were 

   $2,840,000 ($3,000,000 CGS - $160,000 decrease 

   in inventories). A decrease in payables related to 

   inventories indicates that cash disbursements 

   exceeded purchases. Accordingly, the cash outflow 

   for inventories was $3,115,000 ($2,840,000 + 

   $275,000 decrease in accounts payable). 

   Answer (C) is incorrect because $2,840,000 is the 

   purchases for April. Cash disbursements for 

   inventories were $3,115,000 ($2,840,000 + 

   $275,000 decrease in accounts payable). 

   Answer (D) is incorrect because $2,565,000 results 

   from subtracting the decrease in accounts payable 

   instead of adding it. 

[266] Source: Publisher 

   Answer (A) is incorrect because $20,500 

   maintenance cost is arrived at by subtracting the 

   $500 fixed costs per month from the $21,000 

   variable costs. The $500 should be added to the 

   $21,000. 

   Answer (B) is incorrect because $21,000 only 

   includes the variable maintenance costs. 

   Answer (C) is correct. The maintenance cost is a 

   mixed cost containing both fixed and variable 

   elements. To calculate the monthly total fixed costs, 

   divide the annual amount by 12.

   Monthly fixed maintenance costs:        $6,000 ・12 =     $500

   Variable maintenance costs:     30,000 x $0.70/hour =   21,000

                                                          -------

   Total maintenance costs                             =  $21,500

                                                          =======

   Answer (D) is incorrect because $27,000 is 

   determined by adding annual fixed maintenance costs 

   of $6,000 to variable maintenance costs for the 

   month of $21,000. Fixed maintenance costs for the 

   month of $500 should be added instead. 

[267] Source: Publisher 

   Answer (A) is correct. Total budgeted costs equals 

   fixed costs plus variable costs. Given that fixed costs 

   (FC) increase 20% from one output level to another, 

   simultaneous equations are required to determine 

   variable costs per unit (VC).

                 75,000 VC + FC  =  $220,000

            100,000 VC + 1.2 FC  =  $275,000

                             FC  =  $220,000 - 75,000 VC

   Substituting for FC in the second equation,

         100,000 VC + 1.2 ($220,000 - 75,000 VC)  =  $275,000

               100,000 VC + $264,000 - 90,000 VC  =  $275,000

                                       10,000 VC  =  $11,000

                                              VC  =  $1.10

   Answer (B) is incorrect because budgeted variable 

   cost per unit of output is $1.10 [100,000 VC + 

   1.2(220,000 - 75,000 VC)] = $275,000. 

   Answer (C) is incorrect because $2.20 results from 

   not using the 20% increase in fixed costs at the higher 

   output level in the formula. 

   Answer (D) is incorrect because budgeted variable 

   cost per unit of output is $1.10 [100,000 VC + 1.2 

   ($220,000 - 75,000 VC)] = $275,000. 

[268] Source: Publisher 

   Answer (A) is incorrect because $240,000 results 

   from deducting write-offs and provision for bad 

   debts; however, these are not used in the calculation 

   because the percentages of estimated collections are 

   assumed to be based on the gross credit sales 

   amounts. 

   Answer (B) is incorrect because $247,000 results 

   from subtracting the provision for bad debts of 

   $8,000; however, bad debts are not used in the 

   calculation because the percentages of estimated 

   collections are assumed to be based on the gross 

   credit sales amounts. 

   Answer (C) is incorrect because $248,000 results 

   from subtracting the write-offs of $7,000; however, 

   write-offs are not used in the calculation because the 

   percentages of estimated collections are assumed to 

   be based on the gross credit sales amounts. 

   Answer (D) is correct. The estimated cash receipts 

   from accounts receivable collections in March are 

   equal to the estimated amount to be collected on 

   credit sales in March plus the estimated amount to be 

   collected in March on credit sales in previous months.

   Estimated credit receipts in March for March

     ($300,000 x 30%)                                     $ 90,000

   Estimated credit receipts in March for February

     ($250,000 x 60%)                                      150,000

   Estimated collections for credit sales

     prior to February                                      15,000

                                                          --------

   Estimated cash to be collected in March                $255,000

                                                          ========

   The estimated write-offs in March for uncollectible 

   credit sales and the estimated provision for bad debts 

   in March for credit sales in March are not used in the 

   calculation because the percentages of estimated 

   collections are assumed to be based on the gross 

   credit sales amounts. 

[269] Source: Publisher 

   Answer (A) is incorrect because an $18,000 

   decrease does not consider the $72,000 decrease in 

   accounts receivable. 

   Answer (B) is incorrect because a $30,000 decrease 

   does not adjust the net loss for the $12,000 provision 

   for estimated warranty liability or the $72,000 

   decrease in receivables. These should be added to 

   the net loss. 

   Answer (C) is incorrect because a $36,000 increase 

   results from subtracting the $18,000 purchase of 

   equipment. 

   Answer (D) is correct. The net change in expected 

   cash receipts and disbursements may be determined 

   by adjusting the net loss. The purchase of equipment 

   on credit does not affect cash or the net loss. 

   Depreciation expense and the accrual of an estimated 

   warranty liability are noncash expenses that are 

   added back to the net loss. The net loss should also 

   be adjusted for the difference between cost of sales 

   (included in the determination of the net loss) and 

   cash paid to suppliers. This adjustment requires two 

   steps: (1) The difference between cost of sales and 

   purchases equals the change in inventory, and (2) 

   purchases must have exceeded cash paid to suppliers 

   because accounts payable increased. Given that 

   inventory is not expected to change, cost of sales 

   exceeds the cash to be paid to suppliers by the 

   amount of the increase in accounts payable. The 

   increase must be added back to the net loss. A 

   decrease in accounts receivable means that cash 

   collections exceeded sales. Accordingly, this 

   decrease is also added back to the net loss. The 

   expected increase in cash position is $54,000 

   [$(120,000) net loss + $42,000 depreciation + 

   $12,000 warranty liability + $48,000 increase in 

   accounts payable + $72,000 decrease in accounts 

   receivable]. 

[270] Source: Publisher 

   Answer (A) is incorrect because budgeted purchases 

   for July are $252,500 (10,100 purchases x $25 unit 

   price) and for August are $273,000 (10,920 

   purchases x $25 unit price). 

   Answer (B) is incorrect because budgeted purchases 

   for July are $252,500 (10,100 purchases x $25 unit 

   price) and for August are $273,000 (10,920 

   purchases x $25 unit price). 

   Answer (C) is correct. Each month's units of EI equal 

   120% of the next month's units of sales. Thus, the 

   purchases each month are equal to the EI, plus the 

   sales of the current month, minus the BI.

                             July          August

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

   Sales                     10,700         10,200

   EI                        12,240         12,960

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

                             22,940         23,160

   Minus BI                 (12,840)       (12,240)

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

   Purchases                 10,100         10,920

   Unit price                  x$25           x$25

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

   Purchase cost           $252,500       $273,000

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

   Answer (D) is incorrect because budgeted purchases 

   for July are $252,500 (10,100 purchases x $25 unit 

   price) and for August are $273,000 (10,920 

   purchases x $25 unit price). 

[271] Source: Publisher 

   Answer (A) is incorrect because total cash 

   disbursements during August are $345,000 

   ($264,800 August purchases + $80,200 other 

   expenses). 

   Answer (B) is incorrect because total cash 

   disbursements during August are $345,000 

   ($264,800 August purchases + $80,200 other 

   expenses). 

   Answer (C) is incorrect because total cash 

   disbursements during August are $345,000 

   ($264,800 August purchases + $80,200 other 

   expenses). 

   Answer (D) is correct. Budgeted cash disbursements 

   during August are affected by the accounts payable 

   remaining at July 31 and by the cash disbursements 

   made in August. The latter include 40% of July 

   purchases and expenses and 60% of August 

   purchases and expenses. Depreciation expense of 

   $3,000 is a noncash expenditure and should be 

   deducted from the selling, general and administrative 

   expenses (SG & A) for each month. SG&A 

   expenses equal 20% of the current month's sales. 

   Cash disbursements in August for purchases are 

   $264,800 [($252,500 July purchases x 40%) + 

   ($273,000 x 60%)]. Cash disbursements for other 

   expenses are

       August:  60% x [($408,000 x 20%) - $3,000] = $47,160

       July:    40% x [($428,000 x 20%) - $3,000] = $33,040

   Therefore, total cash disbursements during June are 

   $345,000 ($264,800 + $47,160 + $33,040). 

[272] Source: Publisher 

   Answer (A) is correct. Each month's cash collections 

   contains three elements: (1) 65% of the billings are 

   collected with a 2% discount, (2) 20% are collected 

   at the end of the month, and (3) 10% are collected 

   by the end of the second month.

   For the month of July, items 1 and 2 are sales from 

   June. Item 3 equals sales from May.

   .98 x .65 x $436,000 (June)             $277,732

   .20 x $436,000 (June)                     87,200

   .10 x $424,000 (May)                      42,400

                                           --------

   Cash collections for July               $407,332

                                           ========

   Answer (B) is incorrect because $413,000 does not 

   take into account the 2% discount for the 65% of 

   June sales which are collected within the discount 

   period. 

   Answer (C) is incorrect because cash collections for 

   July are $407,332 [(.98 x .65 x $436,000) + (.20 x 

   $436,000) for June + (.10 x $424,000) for May]. 

   Answer (D) is incorrect because cash collections for 

   July are $407,332 [(.98 x .65 x $436,000) + (.20 x 

   $436,000) for June + (.10 x $424,000) for May]. 

[273] Source: Publisher 

   Answer (A) is incorrect because 13,200 units is the 

   ending inventory in September. The budgeted units of 

   inventory to be purchased in September are 11,040 

   (13,200 EI + 10,800 September sales - 12,960 BI). 

   Answer (B) is incorrect because 10,560 results from 

   adding (rather than subtracting) beginning inventory 

   and subtracting (rather than adding) ending inventory. 

   Answer (C) is incorrect because 10,800 units are the 

   sales for September. The budgeted units of inventory 

   to be purchased in September are 11,040 (13,200 

   EI + 10,800 September sales - 12,960 BI). 

   Answer (D) is correct. The budgeted units of 

   inventory to be purchased during September equal 

   the EI of September (120% of the unit sales in 

   October), plus the sales units in September, minus the 

   BI of September. BI of September is equal to 120% 

   of September sales.

   EI (120% x 11,000)                      13,200

   September sales                         10,800

                                          -------

                                           24,000

   BI (120% x 10,800)                     (12,960)

                                          -------

   Units to be purchased (September)       11,040

                                          =======

[274] Source: Publisher 

   Answer (A) is incorrect because $600,000 assumes 

   the total costs are variable. 

   Answer (B) is correct. Using the formula y = a + bx, 

   y is the total budgeted costs, a is the fixed costs, b is 

   the variable costs per unit, and x is the number of 

   budgeted sales offices. The fixed costs are $60,000, 

   the variable cost per unit is $85,000 [($400,000 - 

   $60,000) ・4], and the number of budgeted sales 

   offices is 6. Thus, the budgeted costs of the coming 

   year, assuming six sales offices, is $570,000 

   [$60,000 + ($85,000 x 6)]. 

   Answer (C) is incorrect because $510,000 excludes 

   fixed costs. 

   Answer (D) is incorrect because $485,000 is last 

   year's total costs plus the per-unit variable costs. 

[275] Source: Publisher 

   Answer (A) is incorrect because $920,000 equals 

   40% of sales minus the decrease in accounts payable, 

   plus the decrease in inventories. 

   Answer (B) is incorrect because $1,000,000 equals 

   40% of sales, plus the decrease in accounts payable, 

   minus the decrease in inventories. 

   Answer (C) is incorrect because $1,400,000 equals 

   60% of sales, minus the decrease in accounts 

   payable, plus the decrease in inventories. 

   Answer (D) is correct. Projected cost of sales is 

   60% of $2,400,000 of sales, or $1,440,000. 

   Projected purchases is the $1,440,000 cost of sales 

   less $60,000 projected decrease in inventory which 

   is $1,380,000. Projected cash payments is the 

   projected purchases of $1,380,000 plus the 

   $100,000 projected decrease in accounts payable, 

   which is $1,480,000. 

[276] Source: CMA 0694 3-10 

   Answer (A) is incorrect because all of the listed 

   budgets are elements of the financial budget process. 

   Answer (B) is incorrect because all of the listed 

   budgets are elements of the financial budget process. 

   Answer (C) is incorrect because all of the listed 

   budgets are elements of the financial budget process. 

   Answer (D) is correct. The financial budget process 

   includes all elements of the master budget, usually 

   beginning with the sales budget, proceeding through 

   various production budgets and the capital 

   expenditures budget, and culminating in the budgeted 

   financial statements. 

[277] Source: CMA 0694 3-13 

   Answer (A) is incorrect because a continuous budget 

   can be for any level of activity. It need not be a static 

   budget. 

   Answer (B) is incorrect because a flexible budget 

   approach is not unique to a continuous budget. 

   Answer (C) is correct. A continuous, or rolling, 

   budget is one that is revised monthly or quarterly by 

   dropping one period and adding a new one. Thus, a 

   company desiring a 1-year budget cycle will always 

   have a budget for the next 12 months, regardless of 

   the time of year. 

   Answer (D) is incorrect because a continuous budget 

   is frequently revised. 

[278] Source: CMA 0694 3-15 

   Answer (A) is incorrect because flexible budgeting 

   prepares budgets for varying levels of productivity. 

   Answer (B) is correct. Zero-based budgeting is an 

   effective means of bringing objective thinking to the 

   budgeting process. The programs of the organization 

   are divided into packages that include goals, 

   activities, and resources. The cost of each package 

   for the coming period is calculated, starting from 

   zero. The principal advantage of this approach is that 

   managers are forced to review each program in its 

   entirety at the beginning of every budget period, 

   rather than merely extrapolate historical figures. 

   Different levels of service (work effort) are evaluated 

   for each activity, measures of work and performance 

   are established, and activities are ranked according to 

   their importance to the entity. 

   Answer (C) is incorrect because continuous 

   budgeting extends budget estimates at interim dates 

   so that a budget for a specified period, usually 12 

   months, is always available. 

   Answer (D) is incorrect because probabilistic 

   budgeting bases budgets on the most likely levels of 

   activity. 

[279] Source: CMA 1294 3-7 

   Answer (A) is incorrect because $208,000 equals 

   40% of December sales. 

   Answer (B) is incorrect because total sales are not 

   collected in the month of sale. 

   Answer (C) is incorrect because 100% of 

   receivables will be collected, not 60%. 

   Answer (D) is correct. Collections are expected to 

   be 60% in the month of sale and 40% in the month 

   following the sale. Thus, collections in December 

   consist of the $150,000 of receivables at November 

   30, plus 60% of December sales. Total collections 

   are therefore $462,000 [$150,000 + (60% x 

   $520,000)]. 

[280] Source: CMA 1294 3-8 

   Answer (A) is correct. Payments are made in the 

   month following purchase. The balance in accounts 

   payable on November 30 is $175,000; this amount 

   will be paid in December. The account is credited for 

   purchases of a portion of components to be used for 

   sales in December (20% of December components) 

   and for sales in January (80% of January 

   components). Cost of goods sold is 80% of sales, 

   and components are 40% of cost of goods sold. 

   Thus, December component needs are $166,400 

   (40% x 80% x $520,000 sales), and January 

   component needs are $160,000 (40% x 80% x 

   $500,000 sales). The December purchases of 

   December component needs equal $33,280 (20% x 

   $166,400). December purchases of January 

   component needs are $128,000 (80% x $160,000). 

   Hence, the total of December purchases (ending 

   balance in accounts payable) equals $161,280 

   ($33,280 + $128,000). 

   Answer (B) is incorrect because $326,400 equals the 

   sum of the component needs for December and 

   January (32% of CGS). 

   Answer (C) is incorrect because $166,400 equals 

   December component needs. 

   Answer (D) is incorrect because $416,000 equals 

   cost of sales for December. 

[281] Source: CMA 1294 3-9 

   Answer (A) is incorrect because $416,000 is cost of 

   goods sold (80% of sales). 

   Answer (B) is correct. Given that cost of goods sold 

   is 80% of sales, gross profit is 20% of sales. 

   Consequently, pro forma gross profit is $104,000 

   (20% x $520,000). 

   Answer (C) is incorrect because $134,000 equals 

   20% of the sum of November receivables and 

   December sales. 

   Answer (D) is incorrect because gross profit cannot 

   be greater than sales. 

[282] Source: CMA 1294 3-12 

   Answer (A) is incorrect because linear programming 

   is used to minimize a cost function or maximize a 

   revenue or profit function, subject to constraints. 

   Answer (B) is correct. Exponential smoothing is a 

   sales forecasting technique used to level or smooth 

   variations encountered in a forecast. It also adapts 

   the forecast to changes as they occur. The simplest 

   form of smoothing is the moving average, in which 

   each forecast is based on a fixed number of prior 

   observations. Exponential smoothing is similar to the 

   moving average, but the term "exponential" means 

   that greater weight is placed on the most recent data, 

   with the weights of all data falling off exponentially as 

   the data age. 

   Answer (C) is incorrect because queuing is used to 

   minimize the cost of waiting lines. 

   Answer (D) is incorrect because PERT is used to 

   monitor the progress of large multi-step projects, 

   such as construction of a building. 

[283] Source: CMA 1294 3-17 

   Answer (A) is incorrect because 440,000 units 

   results from treating beginning work-in-process as 

   beginning finished goods. 

   Answer (B) is incorrect because 480,000 units 

   assumes no change in finished goods inventory. 

   Answer (C) is incorrect because 510,000 units 

   results from reversing the beginning and ending 

   inventories. 

   Answer (D) is correct. The finished units needed for 

   sales (480,000), plus the units desired for ending 

   inventory (50,000), minus beginning inventory 

   (80,000) equals the necessary production of 450,000 

   units. 

[284] Source: CMA 1294 3-18 

   Answer (A) is incorrect because 1,000,000 units 

   equals the raw material needed for 1995 production 

   only. 

   Answer (B) is incorrect because 1,020,000 units is 

   based on an erroneous doubling of the difference 

   between beginning and ending inventory of raw 

   material. 

   Answer (C) is correct. The 500,000 finished units to 

   be manufactured require 1,000,000 units of raw 

   material (2 x 500,000). In addition, the inventory of 

   raw material is planned to increase by 10,000 units. 

   Consequently, 1,010,000 units of raw material should 

   be purchased. 

   Answer (D) is incorrect because 990,000 units 

   results from reversing the beginning and ending 

   inventories. 

[285] Source: CMA 1294 3-19 

   Answer (A) is incorrect because 7,200 units results 

   from subtracting the beginning inventory twice. 

   Answer (B) is incorrect because 8,000 units results 

   from assuming no change in inventory. 

   Answer (C) is correct. The finished units needed for 

   sales (8,000), plus the units desired for ending 

   inventory (20% x 12,000 units to be sold in the third 

   quarter = 2,400), minus the units in beginning 

   inventory (20% x 8,000 units to be sold in the second 

   quarter = 1,600) equals budgeted production for the 

   second quarter of 8,800 units. 

   Answer (D) is incorrect because 8,400 units results 

   from including the beginning inventory for the first 

   quarter, not the second quarter, in the calculation. 

[286] Source: Publisher 

   Answer (A) is incorrect because planning is 

   performed by a budget. 

   Answer (B) is incorrect because motivating is 

   performed by a budget. 

   Answer (C) is incorrect because communicating is 

   performed by a budget. 

   Answer (D) is correct. A budget is a realistic plan for 

   the future expressed in quantitative terms. It is a 

   planning tool that establishes goals and permits a 

   company to anticipate problems and to plan for 

   decisions. A budget can be a motivator, especially if 

   it sets reasonable standards, has some flexibility, and 

   was prepared with the participation of those affected. 

   A budget is a communication tool because it informs 

   employees about the goals the company is striving to 

   attain and thus enhances goal congruence. A budget 

   is also a means of coordinating the company's various 

   activities. The company's overall budget consists of 

   many smaller budgets. 

[287] Source: Publisher 

   Answer (A) is incorrect because all of the listed 

   effects might occur because of an improperly 

   executed budget process. 

   Answer (B) is incorrect because all of the listed 

   effects might occur because of an improperly 

   executed budget process. 

   Answer (C) is incorrect because all of the listed 

   effects might occur because of an improperly 

   executed budget process. 

   Answer (D) is correct. Lack of goal congruence can 

   result when attaining a subunit's budgetary goal results 

   in disregard of overall company goals. Subunit 

   managers may inflate their budget requests to provide 

   operating leeway and then engage in unnecessary 

   spending to avoid future budget cuts. A budget may 

   encourage exclusive concentration on meeting 

   short-term standards at the expense of long-term 

   considerations. A manager fearful of not meeting the 

   budget targets may improperly manipulate allocation 

   of expenses. The manager seeking to stay within the 

   budget may disregard employee morale and poor 

   working conditions. Interunit resentment may develop 

   as a result of competition for scarce funds. 

[288] Source: Publisher 

   Answer (A) is incorrect because human nature 

   generally resists unsought changes. 

   Answer (B) is incorrect because participation by 

   those affected in planning and implementing the 

   change is the best way to overcome their resistance. 

   Answer (C) is correct. The implementation of 

   organizational and procedural changes often meets 

   with resistance from the individuals and groups 

   affected. Resistance to change may be caused by fear 

   of the personal adjustments that may be required, a 

   real concern about usefulness, apparent lack of 

   concern for workers' feelings, fear about the 

   outcome, deviations from past procedures for 

   implementing change (especially if procedures used 

   are less participative than before), and a downgrading 

   of job status. Resistance may also result from the 

   social adjustments that may be required, including 

   potential violation of the behavior norms set up by 

   informal groups and disruption of the social situation 

   within groups. Economic adjustments that cause 

   resistance may include potential economic loss and 

   insecurity based on perceived threats to jobs. 

   Answer (D) is incorrect because budgeting will result 

   in tighter control and may thus affect the standards of 

   behavior set by informal work groups. 

[289] Source: Publisher 

   Answer (A) is incorrect because evaluating solutions 

   is an aspect of the follow-up to the decision choice. 

   Answer (B) is incorrect because defining the problem 

   is an aspect of the follow-up to the decision choice. 

   Answer (C) is correct. A decision cannot be 

   communicated to affected parties until it has been 

   made. Effective communication is vital to successful 

   implementation of the change resulting from the 

   decision. Follow-up to evaluate the decision will 

   determine whether the decision was correct. One 

   reason desired results may not be obtained is lack of 

   effective communication. 

   Answer (D) is incorrect because gathering data is an 

   aspect of the follow-up to the decision choice. 

[290] Source: Publisher 

   Answer (A) is incorrect because a top-down budget 

   is generated by top management and distributed to 

   (imposed on) lower-level managers. 

   Answer (B) is incorrect because a bottom-up budget 

   is generated by lower-level management and 

   aggregated as it moves through the chain of 

   command. 

   Answer (C) is correct. The management by 

   objectives (MBO) approach is a procedure in which 

   a subordinate and a supervisor agree on goals and 

   the methods of achieving them and develop a plan in 

   accordance with that agreement. The subordinate is 

   then evaluated with reference to the plan at the end of 

   the plan period. 

   Answer (D) is incorrect because the management by 

   exception approach uses measurable standards and 

   deviations therefrom to determine when management 

   action is needed. 

[291] Source: Publisher 

   Answer (A) is incorrect because "managing to a 

   budget" can result in suboptimal achievement. 

   Answer (B) is incorrect because rigid adherence to 

   the budget could prevent a manager from taking an 

   appropriate action and thus miss a profitable 

   opportunity. 

   Answer (C) is correct. Top management involvement 

   in support of the budget/control system is absolutely 

   vital for the continued success of the operation. The 

   attitude of top management will affect the 

   implementation of the budget and control system 

   because lower-level management will recognize and 

   reflect top management's attitude. 

   Answer (D) is incorrect because budgeting is not 

   directly related to departmental growth. A budget 

   should promote overall company strategies, missions, 

   objectives, and policies. 

[292] Source: Publisher 

   Answer (A) is incorrect because delaying the change 

   to give ample notice may reduce resistance. 

   Answer (B) is incorrect because the maximum 

   possible effective communication is more helpful in 

   reducing resistance. 

   Answer (C) is correct. Resistance to change may be 

   overcome through full communication and a 

   participative approach that reduces fear of personal, 

   social, or economic adjustments. Management should 

   avoid arbitrary, capricious, or prejudicial actions and 

   time the change so ample notice is given. Notice of 

   change should include the reasons for the change 

   (reasons that have meaning to those affected), its 

   precise nature, and expected outcomes or results of 

   the change. Allowing the maximum feasible 

   participation by those affected in the implementation 

   of changes might involve informal and formal 

   conferences, consultations, and problem-solving 

   groups. Express guarantees against economic loss 

   may also be useful. 

   Answer (D) is incorrect because unilateral change is 

   nonparticipative and thus more likely to engender 

   resistance. 

[293] Source: Publisher 

   Answer (A) is correct. Budgets provide a means for 

   coordinating the plans of all organizational subunits. 

   Thus, budgets are a way to promote goal 

   congruence. Although budgets should be consistent 

   with the strategic plans of top management, they 

   should also be based on input from lower-level 

   managers since the latter have detailed knowledge of 

   operating activities. Successful budgets are therefore 

   a compromise. In a top-down process, however, 

   budgets are imposed on subordinates without their 

   participation. This lack of participation may impair the 

   coordination of the goals of subunits with those of the 

   organization (goal congruence) since lower-level 

   managers will tend not to have an understanding of 

   and support for the top-down budget. 

   Answer (B) is incorrect because in a top-down 

   process, upper-level management imposes a budget 

   on those below, so consistency with strategic plans is 

   unlikely to be impaired. 

   Answer (C) is incorrect because in a top-down 

   process, upper-level management imposes a budget 

   on those below, so consistency with strategic plans is 

   unlikely to be impaired. 

   Answer (D) is incorrect because the motivational 

   effect is likely to be very negative. 

[294] Source: CIA 0587 III-16 

   Answer (A) is correct. A flexible budget is a series of 

   several budgets prepared for many levels of sales. It 

   is designed to allow adjustment of the budget to the 

   actual level of activity before comparing the budgeted 

   activity with actual results. A firm with peak seasons 

   may prefer flexible budgeting because of its difficulties 

   in predicting the activity level. 

   Answer (B) is incorrect because a static budget is 

   prepared for only one level of sales or production 

   and is appropriate for a firm with little periodic 

   variation in activity. 

   Answer (C) is incorrect because zero-based 

   budgeting is a process by which each manager must 

   justify his/her entire budget every period. 

   Answer (D) is incorrect because project or program 

   budgeting is used for special projects or programs, 

   not ongoing activities. 

[295] Source: Publisher 

   Answer (A) is incorrect because all of the listed 

   functions are performed by a budget. 

   Answer (B) is incorrect because all of the listed 

   functions are performed by a budget. 

   Answer (C) is incorrect because all of the listed 

   functions are performed by a budget. 

   Answer (D) is correct. A budget is a realistic plan for 

   the future expressed in quantitative terms. It is a 

   planning tool that establishes goals and permits a 

   company to anticipate problems and to plan for 

   decisions. A budget can be a motivator, especially if 

   it sets reasonable standards, has some flexibility, and 

   was prepared with the participation of those affected. 

   A budget is a communication tool because it informs 

   employees about the goals the company is striving to 

   attain and thus enhances goal congruence. A budget 

   is also a means of coordinating the company's various 

   activities. The company's overall budget consists of 

   many smaller budgets. 

[296] Source: Publisher 

   Answer (A) is incorrect because "managing to a 

   budget" can result in suboptimal achievement. 

   Answer (B) is incorrect because rigid adherence to 

   the budget could prevent a manager from taking an 

   appropriate action and thus miss a profitable 

   opportunity. 

   Answer (C) is correct. Top management involvement 

   in support of the budget/control system is absolutely 

   vital for the continued success of the operation. The 

   attitude of top management will affect the 

   implementation of the budget and control system 

   because lower-level management will recognize and 

   reflect top management's attitude. 

   Answer (D) is incorrect because budgeting is not 

   directly related to departmental growth. A budget 

   should promote overall company strategies, missions, 

   objectives, and policies. 

[297] Source: Publisher 

   Answer (A) is correct. Budgets provide a means for 

   coordinating the plans of all organizational subunits. 

   Thus, budgets are a way to promote goal 

   congruence. Although budgets should be consistent 

   with the strategic plans of top management, they 

   should also be based on input from lower-level 

   managers since the latter have detailed knowledge of 

   operating activities. Successful budgets are therefore 

   a compromise. In a top-down process, however, 

   budgets are imposed on subordinates without their 

   participation. This lack of participation may impair the 

   coordination of the goals of subunits with those of the 

   organization (goal congruence) since lower-level 

   managers will tend not to have an understanding of 

   and support for the top-down budget. 

   Answer (B) is incorrect because in a top-down 

   process, upper-level management imposes a budget 

   on those below, so consistency with strategic plans is 

   unlikely to be impaired. 

   Answer (C) is incorrect because in a top-down 

   process, upper-level management imposes a budget 

   on those below, so consistency with strategic plans is 

   unlikely to be impaired. 

   Answer (D) is incorrect because the motivational 

   effect is likely to be very negative. 

[298] Source: CMA 0695 3-11 

   Answer (A) is incorrect because $10,500 is a full 

   year's depreciation assuming no salvage value. 

   Answer (B) is incorrect because $5,250 is a 

   half-year's depreciation assuming no salvage value. 

   Answer (C) is correct. The straight-line method 

   calculates depreciation expense by dividing the 

   depreciable cost (original cost - salvage value) by the 

   estimated useful life. Because the asset cost $84,000 

   and had an estimated salvage value of $12,000, the 

   depreciable cost is $72,000. Annual depreciation is 

   $9,000 ($72,000 ・8 years). Under the half-year 

   convention, the company will deduct $4,500 ($9,000 

   ・2) in the year of purchase. 

   Answer (D) is incorrect because $9,000 is the 

   depreciation for a full year, without regard to the 

   half-year convention. 

[299] Source: CMA 0695 3-12 

   Answer (A) is incorrect because $2,333 is based on 

   the last year of the asset's life and ignores salvage 

   value. 

   Answer (B) is correct. Under SYD, the amount 

   depreciated is $72,000 ($84,000 cost - $12,000 

   salvage value). The portion expensed each year is 

   based on a fraction equal to the periods remaining 

   divided by {[n (n + 1)] ・2}. For the first year, the 

   fraction is 8 ・36 {8 ・[8 (8 + 1) ・2]}. Given that 

   the full-year convention applies depreciation is 

   $16,000 [$72,000 x (8 ・36)]. 

   Answer (C) is incorrect because $18,000 is based 

   on a fraction of 1 ・4. 

   Answer (D) is incorrect because $18,667 is based 

   on the original cost without a deduction for salvage 

   value. 

[300] Source: CIA 0587 III-16 

   Answer (A) is correct. A flexible budget is a series of 

   several budgets prepared for many levels of sales. It 

   is designed to allow adjustment of the budget to the 

   actual level of activity before comparing the budgeted 

   activity with actual results. A firm with peak seasons 

   may prefer flexible budgeting because of its difficulties 

   in predicting the activity level. 

   Answer (B) is incorrect because a static budget is 

   prepared for only one level of sales or production 

   and is appropriate for a firm with little periodic 

   variation in activity. 

   Answer (C) is incorrect because zero-based 

   budgeting is a process by which each manager must 

   justify his/her entire budget every period. 

   Answer (D) is incorrect because project or program 

   budgeting is used for special projects or programs, 

   not ongoing activities. 

[301] Source: Publisher 

   Answer (A) is incorrect because $109,440 assumes 

   that an 8% commission was paid on all sales. 

   Answer (B) is correct. The sale of 12,500 cases of 

   small cherries at $25 per case produces revenue of 

   $312,500. Because this amount is below the 

   $500,000 minimum, no commissions should be 

   budgeted for small cherries. The sale of 33,000 cases 

   of large cherries at $32 per case produces revenue of 

   $1,056,000. This amount is greater than the $1 

   million minimum and therefore qualifies for a 

   commission of $84,480 (8% x $1,056,000). The 

   problem did not state that a commission would be 

   paid only on amounts exceeding the minimum. Hence, 

   all sales qualify once the minimum is reached. 

   Answer (C) is incorrect because $82,110 is based 

   on a 6% commission on all sales. 

   Answer (D) is incorrect because $4,480 is the 

   commission on the $56,000 of large cherries sales in 

   excess of the minimum. 

[302] Source: Publisher 

   Answer (A) is correct. The budgeted cash collections 

   for September equal $180,000.

       July:  $150,000 x .36  = $ 54,000

       Aug.:   210,000 x .60  =  126,000

                                --------

                                $180,000

                                ========

   Answer (B) is incorrect because $165,600 results 

   from reversing the percentages for July and August. 

   Answer (C) is incorrect because $194,400 equals 

   budgeted collections for October. 

   Answer (D) is incorrect because $198,000 equals 

   September sales. 

[303] Source: Publisher 

   Answer (A) is incorrect because $165,600 results 

   from reversing the percentages for July and August. 

   Answer (B) is correct. Credit sales for July and 

   August are $150,000 (75% x $200,000) and 

   $210,000 (75% x $280,000), respectively. The cash 

   collections from receivables during September 

   therefore should be $169,800.

       July:  $150,000 x .36  = $ 54,000

       Aug.:   210,000 x .60  =  126,000

                                --------

                                $180,000

                                ========

   Answer (C) is incorrect because $194,400 equals 

   budgeted collections for October. 

   Answer (D) is incorrect because $264,000 equals 

   September sales. 

[304] Source: Publisher 

   Answer (A) is incorrect because $164,700 fails to 

   include October cash sales. 

   Answer (B) is incorrect because $200,000 equals 

   total sales for October. 

   Answer (C) is correct. Credit sales for August and 

   September are $210,000 (75% x $280,000) and 

   $148,500 (75% x $198,000), respectively. Cash 

   sales for October are $50,000 [$200,000 x (1.00 - 

   .75)]. The cash collections during October should 

   therefore be $214,700.

       August:  $210,000 x  .36  = $ 75,600

       Sept.:    148,500 x  .60  =   89,100

       October:   50,000 x 1.00  =   50,000

                                   --------

                                   $214,700

                                   ========

   Answer (D) is incorrect because $244,400 assumes 

   September credit sales were $198,000. 

[305] Source: Publisher 

   Answer (A) is incorrect because $18,000 equals the 

   fixed costs. 

   Answer (B) is incorrect because $18,492 is based on 

   the number of shipments. 

   Answer (C) is incorrect because $23,760 is based 

   on planned pounds shipped of 9,600. 

   Answer (D) is correct. According to the flexible 

   budget formula, total fixed costs and unit variable 

   cost are expected to be $18,000 and $.60, 

   respectively. Thus, budgeted variable costs for the 

   actual output should be $7,500 (12,500 lbs. x $.60). 

   Adding the variable costs to the $18,000 of fixed 

   costs produces a budget total of $25,500. 

[306] Source: Publisher 

   Answer (A) is incorrect because $7,200 is the annual 

   fixed cost. 

   Answer (B) is incorrect because $12,000 is the 

   variable cost. 

   Answer (C) is correct. The formula is for an annual 

   period. Thus, the first step is to divide the $7,200 of 

   fixed costs by 12 months to arrive at monthly fixed 

   costs of $600. Variable costs will be $.60 per unit, or 

   $12,000 for 20,000 units. The total flexible budget 

   amount is therefore $12,600 ($600 + $12,000). 

   Answer (D) is incorrect because $19,200 is based 

   on fixed costs of $7,200. 

[307] Source: Publisher 

   Answer (A) is correct. The Japanese term kaizen 

   means continuous improvement, and kaizen budgeting 

   assumes the continuous improvement of products and 

   processes, usually by way of many small innovations 

   rather than major changes. It requires estimates of the 

   effects of improvements and the costs of their 

   implementation. Accordingly, kaizen budgeting is 

   based not on the existing system but on changes yet 

   to be made, and budget targets cannot be reached 

   unless those improvements occur. 

   Answer (B) is incorrect because activity-based 

   budgeting stresses identification of activities and 

   driver analysis rather than functions and spending 

   categories. 

   Answer (C) is incorrect because the essence of 

   life-cycle budgeting is accounting for costs at all 

   stages in the value chain. 

   Answer (D) is incorrect because, whole-life costs 

   include customers' after-purchase costs as well as 

   life-cycle costs. 

[308] 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). 

[309] Source: Publisher 

   Answer (A) is incorrect because 3,000 units equals 

   the ending inventory for December. 

   Answer (B) is correct. The company will need 4,200 

   finished units to meet the sales estimate for 

   December. In addition, 3,000 finished units (50% x 

   6,000 unit sales in January) should be in inventory at 

   the end of December. The total requirement is 

   therefore 7,200 units (4,200 + 3,000). Of these units, 

   2,100 (50% x 4,200 unit sales in December) should 

   be available from November's ending inventory. 

   Consequently, production in December should be 

   5,100 units (7,200 - 2,100). 

   Answer (C) is incorrect because 4,200 units equals 

   December's projected sales. 

   Answer (D) is incorrect because 5,000 equals 

   November's sales. 

[310] Source: Publisher 

   Answer (A) is correct. October's production will 

   require 36,800 (8 x 4,600) handles. November's 

   production will require 40,000 (8 x 5,000) handles, 

   of which 32,000 (80% x 40,000) must be in 

   October's ending inventory. Consequently, the total 

   handles requirement for October is 68,800. Given 

   that the company has 16,000 handles in its inventory 

   at September 30, it must purchase 52,800 (68,800 - 

   16,000) handles in October. 

   Answer (B) is incorrect because 68,800 equals the 

   total required for October. 

   Answer (C) is incorrect because 40,000 equals the 

   total required for November's production. 

   Answer (D) is incorrect because 36,800 equals the 

   total required for October's production. 

[311] Source: Publisher 

   Answer (A) is correct. Projected unit sales for 

   November equal 5,000, of which 2,500 (50% x 

   5,000) should come from October's ending 

   inventory. Ending inventory for November should be 

   2,100 units (50% x 4,200 unit sales projected for 

   December). Accordingly, output for November 

   should be 4,600 units (5,000 - 2,500 + 2,100), and 

   these units will require 2,300 direct labor hours for 

   assembly [4,600 units x (30 minutes ・60 minutes per 

   hour)]. The full-time equivalent number of employees 

   needed to assemble 4,600 units is therefore 14.375 

   (2,300 hours ・160 hours per full-time employee). 

   Answer (B) is incorrect because 28.75 assumes 

   4,600 hours of assembly. 

   Answer (C) is incorrect because 15.625 assumes 

   2,500 hours of assembly. 

   Answer (D) is incorrect because 31.25 assumes 

   5,000 hours of assembly. 

[312] Source: Publisher 

   Answer (A) is incorrect because $8,500 results from 

   failure to consider the cash sales made during 

   October. 

   Answer (B) is correct. Cash sales for the month of 

   October are budgeted at $100,000 (half of 

   $200,000 overall sales). Projections for collections of 

   credit sales in August indicate that 20% will be cash 

   inflows for Karmel, Inc. in October, or 

   (.20)($150,000) = $30,000. Projections for 

   collections of credit sales in September indicate that 

   70% will be cash inflows for Karmel, Inc. in 

   October, or (.70)($200,000) = $140,000. 

   Therefore, total cash inflows projected for the month 

   of October equal $100,000 + $30,000 + $140,000 

   = $270,000. Since sales commissions are set at 5% 

   of monthly cash inflows, the sales commissions for 

   October equal (.05)($270,000) = $13,500. 

   Answer (C) is incorrect because $17,000 is based 

   on total sales for August and September rather than 

   credit sales. 

   Answer (D) is incorrect because $22,000 results 

   from using total sales rather than credit sales. 

[313] Source: Publisher 

   Answer (A) is incorrect because 550,000 results 

   from ignoring the change in work-in-process 

   inventory. 

   Answer (B) is correct. Using production-related 

   budgets, units to produce equals budgeted sales + 

   desired ending finished goods inventory + desired 

   equivalent units in ending work-in-process inventory - 

   beginning finished goods inventory - equivalent units 

   in beginning work-in-process inventory. Therefore, in 

   this case, units to produce is equal to 650,000 + 

   200,000 + 100,000 - 300,000 - 75,000 = 575,000. 

   Answer (C) is incorrect because 725,000 results 

   from reversing the treatment of beginning and ending 

   inventories. 

   Answer (D) is incorrect because 925,000 results 

   from a failure to consider beginning inventories. 

[314] Source: Publisher 

   Answer (A) is incorrect because $130,000 results 

   from a failure to include the cash sales for April. 

   Answer (B) is correct. Collections from April cash 

   sales will be half of total sales, or $50,000. From 

   January's $50,000 of credit sales, collections should 

   be 10%, or $5,000. From February's $100,000 of 

   credit sales, collections should be 20%, or $20,000. 

   From March's $150,000 of credit sales, collections 

   will be 70%, or $105,000. Thus, total collections will 

   amount to $180,000. 

   Answer (C) is incorrect because half of total sales is 

   used to calculate collections from credit sales, and 

   April's cash sales must be included. 

   Answer (D) is incorrect because $360,000 results 

   from using total sales for the first 3 months instead of 

   credit sales. 

[315] Source: CMA Samp Q3-8 

   Answer (A) is correct. Budgets coordinate the 

   various activities of a firm. A company's overall 

   budget, often called the master or comprehensive 

   budget, encompasses both the operating and financial 

   budget processes. Thus, all other budgets are subsets 

   of the master budget. The operating budget is the part 

   of the master budget that consists of the pro forma 

   income statement and related budgets. Its emphasis is 

   on obtaining and using resources. The financial 

   budget is the part of the master budget that includes 

   the cash budget, capital budget, pro forma balance 

   sheet, and pro forma statement of cash flows. Its 

   emphasis is on obtaining the funds needed to 

   purchase operating assets. 

   Answer (B) is incorrect because the budget manual is 

   the booklet containing budget guidelines, policies, and 

   forms to use in the budgeting process. 

   Answer (C) is incorrect because a continuous budget 

   is the current budget updated for operations for part 

   of the current year. 

   Answer (D) is incorrect because a master budget 

   may be prepared by a for-profit entity. 

[316] Source: Publisher 

   Answer (A) is incorrect because $244,800 is 

   calculated by multiplying net income by the tax rate. 

   Answer (B) is incorrect because $367,200 results 

   from multiplying the net income by (1 - tax rate). 

   Answer (C) is correct. The projected income tax 

   expense is found by dividing projected net income by 

   (1 - tax rate). This number is then multiplied by the 

   tax rate to calculate the tax expense. In this example, 

   the projected income tax expense is $408,000 

   [$612,000 ・(1 - .4) = $1,020,000 x .4 = 

   $408,000]. 

   Answer (D) is incorrect because $918,000 results 

   from dividing net income by the tax rate and then 

   multiplying that number by (1 - tax rate). 

[317] Source: Publisher 

   Answer (A) is incorrect because $2,380,000 results 

   from ignoring the $100,000 beginning-of-month 

   balance. 

   Answer (B) is incorrect because $2,420,000 is 

   calculated by collecting 40% of billings in the month 

   after the sale and 60% of billings in the second month 

   after the sale. 

   Answer (C) is correct. The accounts receivable 

   collection schedule for this corporation is predicted to 

   be 60% of billings collected in the month after sale 

   plus 40% in the second month after sale. Therefore, 

   collections for June is equal to $2,380,000 

   [($2,500,000 x .6) + ($2,200,000 x .4)]. Thus, with 

   the June collections of $2,380,000 plus the $100,000 

   beginning of month cash balance, the total amount of 

   cash available is equal to $2,480,000. 

   Answer (D) is incorrect because $2,800,000 is the 

   amount of forecasted sales for June. 

[318] Source: Publisher 

   Answer (A) is incorrect because $1,220,000 results 

   from paying 20% of prior month's receipts and 80% 

   of 2 months' prior receipts. 

   Answer (B) is correct. The first step in finding the 

   total payments of a given month is to find the previous 

   2 months' total material receipts. The total material 

   receipts is calculated by multiplying the next month's 

   material costs by 60% and adding that to 40% of this 

   month's material costs. Because material costs are 

   equal to 50% of sales, the month of May's material 

   receipts are equal to $1,340,000 [($2,800,000 x .5 x 

   .6) + ($2,500,000 x .5 x .4)], and the month of 

   April's material receipts are $1,190,000 

   [($2,500,000 x .5 x .6) + ($2,200,000 x .5 x .4)]. 

   Cash payments on material receipts are equal to 80% 

   of previous month's receipts and 20% of 2 months' 

   prior receipts. Therefore, total cash disbursement for 

   material purchases in the month of June is equal to 

   $1,310,000 [($1,340,000 x .8) + ($1,190,000 x 

   .2)]. 

   Answer (C) is incorrect because $1,460,000 is the 

   total material receipts for the month of June. 

   Answer (D) is incorrect because $2,620,000 results 

   from failing to use 50% of sales as the cost for 

   materials. 

[319] Source: Publisher 

   Answer (A) is incorrect because $150,000 does not 

   include the quarterly obligation of property taxes. 

   Answer (B) is incorrect because $170,000 is 

   calculated by treating property taxes as a monthly 

   obligation. 

   Answer (C) is correct. The expected cash outflow 

   related to general and administrative expenses 

   pertains only to the monthly obligations for salaries, 

   promotion, insurance, utilities, and the quarterly 

   obligation of property taxes. Depreciation is a 

   non-cash item. Therefore, the June cash disbursement 

   for general and administrative expenses is $210,000 

   [1/12($480,000 + $660,000 + $360,000 + 

   $300,000) + 1/4($240,000)]. 

   Answer (D) is incorrect because $220,000 is 

   calculated by taking 1/12 of all general and 

   administrative expenses, including depreciation. 

[320] Source: Publisher 

   Answer (A) is incorrect because August has 

   budgeted cash receipts of only $125,280. 

   Answer (B) is incorrect because September has 

   budgeted cash receipts of only $169,800. 

   Answer (C) is correct. The budgeted cash collections 

   for October are $194,760 [(36% x $211,000 

   August sales) + (60% x $198,000 September 

   sales)]. 

   Answer (D) is incorrect because November has 

   budgeted cash receipts of only $169,680. 

[321] Source: Publisher 

   Answer (A) is incorrect because August has 

   budgeted cash receipts of only $219,400. 

   Answer (B) is incorrect because September has 

   budgeted cash receipts of only $246,000. 

   Answer (C) is incorrect because October has 

   budgeted cash receipts of only $255,400. 

   Answer (D) is correct. Credit sales for September 

   and October are $198,000 (75% x $264,000) and 

   $183,000 (75% x $244,000), respectively. Cash 

   sales for November are $75,000 [$300,000 x (1.00 

   - .75)]. The cash collections during November should 

   therefore be $256,080.

     September:  $198,000 x  .36  =  $ 71,280

     October:     183,000 x  .60  =   109,800

     November:     75,000 x 1.00  =    75,000

                                     --------

                                     $256,080

                                     ========

[322] Source: CFM CH13 II-7 

   Answer (A) is incorrect because the value of the 

   bonds is determined by their relative fair market value 

   to the warrants of the total selling price. 

   Answer (B) is correct. The $100,000 selling price 

   should be allocated between the bonds and the 

   warrants on the basis of relative values. Five warrants 

   would be worth $30. When the $30 is added to the 

   $980 bond value, the total is $1,010. Therefore, the 

   ratio of the warrants to the total value is 30/1,010. 

   Multiplying the $100,000 selling price times 30/1,010 

   equals $2,970.30 as the value of the warrants. The 

   remaining $97,029.70 is the value of the bonds. 

   Answer (C) is incorrect because the value of the 

   bonds is determined by their relative fair market value 

   to the warrants of the total selling price. 

   Answer (D) is incorrect because the value of the 

   bonds is determined by their relative fair market value 

   to the warrants of the total selling price. 

