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一、Multiple Choice  (36%) 
 

1. Activity-based management: 
 A. is the same as ABC              B. requires cost pools to be formed 
 C. first determines the major activities.    D. all of the above 
  
2. If a company employs JIT inventory techniques: 

A. variable and full costing income will differ little since there is almost no inventory 
B. variable and full costing income will differ little since there is almost no fixed cost 
C. variable and full costing income will differ greatly little since there is much inventory 
D. variable and full costing income will differ greatly since there are high levels of fixed costs. 
 

 3. The contribution margin ratio provides a measure of: 
A. The contribution of every sales dollar to covering fixed cost and generating a profit. 
B. The contribution of every sales dollar to covering variable cost and generating a profit. 
C. The contribution of every sales dollar to covering variable and fixed costs and generating a profit. 
D. None of the above. 
 

 4. What is the major difference between ABC and ABM? 
A. ABC is used in managerial accounting while ABM is used in financial accounting. 
B.  ABC focuses on control while ABM focuses on measurement. 
C.  The goal of ABC is to accurately measure costs while the goal of ABM is to manage the activities 

which cause the costs. 
 D.  There is no difference; ABC and ABM are two names for the same thing.  
 

5.  A general calculation method for transfer prices that achieves goal congruence begins with the 
additional outlay cost per unit incurred because goods are transformed and then  
A. adds the opportunity cost per unit to the organization because of the transfer. 
B. subtracts the opportunity cost per unit to the organization because of the transfer. 
C. adds the sunk cost per unit to the organization because of the transfer. 
D. subtracts the sunk cost per unit to the organization because of the transfer. 
E. adds the sales revenue per unit to the organization because of the transfer. 

 
 6. When operating in a constrained environment, the products that should be produced are 

 A. those with the highest contribution margins per unit. 
 B. those with the highest contribution margin per minute in the constrained process. 
 C. those with the highest selling price. 
 D. those with the lowest allocated joint cost. 
 

7.  Which of the following fail to be captured and reported by a company's accounting system as an 
environmental cost?  
A. Monitoring costs.        B. Abatement costs. 
C. Hidden costs.           D. On-site remediation costs. 
E. Off-site remediation costs.  
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8.  Which of the following is a criticism of standard costing, as applied to today's manufacturing  
environment? 
A. Standards tend to be relevant for only a short period of time because of shorter product life cycles.
B. Variance information is usually aggregated (i.e., combined) rather than associated with a particular 

batch of goods or a specific product line. 
C. Traditional standard costing has a fairly narrow orientation, failing to focus on broader issues such 

as the overall costs of ownership. 
D. Standard costing pays considerable attention to labor cost and labor efficiency, which are 

becoming a relatively unimportant factor of production. 
E. All of these are valid criticisms. 
 

9.  Consider the following statements about budgeting and a product's life cycle:  
I. Budgets should focus on costs that are incurred only after a product has been introduced to the 
marketplace. 
II. Life-cycle costs would include those related to product planning, preliminary design, detailed 
design and testing, production, and distribution and customer service. 
III. When a life cycle is short, companies must make certain that before a commitment is made to a 
product, the product's life-cycle costs are covered. 
Which of the above statements is (are) true?  
A. I only.      B. II only. 
C. I and II.     D. II and III. 
E. I, II, and III. 

 
10.  Franklin Electronics currently sells a camera for $240. An aggressive competitor has announced plans 

for a similar product that will be sold for $205. Franklin's marketing department believes that if the 
price is dropped to meet competition, unit sales will increase by 10%. The current cost to 
manufacture and distribute the camera is $175, and Franklin has a profit goal of 20% of sales. If 
Franklin meets competitive selling prices, what is the company's target cost?  
A. $41.     B. $48. 
C. $164.    D. $175. 
E. $192 

 
11.  Elegant, Inc., has $125,000 of inventory that suffered minor smoke damage from a fire in the 

warehouse. The company can sell the goods "as is" for $45,000; alternatively, the goods can be 
cleaned and shipped to the firm's outlet center at a cost of $23,000. There the goods could be sold for 
$80,000. What alternative is more desirable and what is the relevant cost for that alternative?  
A. Sell "as is," $125,000.                 B. Clean and ship to outlet center, $23,000. 
C. Clean and ship to outlet center, $103,000.  D. Clean and ship to outlet center, $148,000. 
E. Neither alternative is desirable, as both produce a loss for the firm.  

 
12.  Ortega Interiors provides design services to residential and commercial clients. The residential 

services produce a contribution margin of $450,000 and have traceable fixed operating costs of 
$480,000. Management is studying whether to drop the residential operation. If closed, the fixed 
operating costs will fall by $370,000 and Ortega's net income will:  
A. increase by $30,000.   B. increase by $80,000. 
C. increase by $340,000.  D. decrease by $80,000. 
E. decrease by $340,000. 
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13.  Ringo Division makes a product that sells externally for $50.00 per unit.  It has variable production 
cost of $22.00 per unit, variable selling and administrative cost of $7.00 per unit, fixed production 
cost of $1,000,000 per year, and fixed selling and administrative cost of $500,000 per year.  
Production capacity is 250,000 units per year. Ringo Division is selling all it can produce externally 
at $50.00 per unit. Starr Division can buy externally at $48.00 per unit.  Starr Division needs 30,000 
units. Should a transfer take place, and if so what are the rational limits on the range of transfer 
prices?  
A. no transfer should take place    B. a transfer should take place at $50 
C. transfer should take place at $48   D. a transfer should take place between $48 and $50 

 
 14.  If a manager is evaluated based on ROI, and is managing a division which has attained a high ROI, 

the manager 
  A. may not want to invest in projects that have an ROI that is higher than the firm’s  
  cost of capital, but lower than the division’s ROI. 
 B. should invest in projects that have an ROI lower than the firm’s cost of capital. 
 C. should only consider projects that have a negative NPV. 
 D. may prefer to invest in projects that have an ROI that is very close to the firm’s cost of capital. 

 15.  A company is considering investing in a piece of machinery which will cost $500,000.  It will 
provide an additional $160,000 in sales each year and its annual operating expenses are expected to 
be $35,000.  The machine will be depreciated on a straight-line basis over a 10 year life with no 
estimated salvage value.  The company has a 40% tax rate.  What is the net cash flow for the year 
with regard to this piece of machinery assuming that taxes are paid in the year in which they are 
incurred? 
A. $95,000     B. $20,000   C. $45,000     D. $5,000  

 
16.  A company is considering investing in a piece of machinery which will cost $500,000.  It will 

provide an additional $160,000 is additional sales each year and its annual operating expenses are 
expected to be $35,000.  The machine will be depreciated on a straight-line basis over a 10 year life 
with no estimated salvage value.  The company has a 40% tax rate and its required rate of return is 
16%.  Over the 10 year life of the machinery what is the value of its depreciation tax shield? 
A. $20,000    B. $96,664   C. $241,660    D. $72,498 

 
17.  What is the basic premise of target costing? 

 A. Products should be designed to meet customer needs at a price customers  are willing to pay that  
allows the company to make a reasonable profit. 

 B. Products should be designed to include as many features as possible. 
 C. Products should be designed based on what features are technologically possible, and then  

marketed to customers at a price that covers the costs of design. 
 D. Customers are generally willing to pay for whatever companies design, so cost should not be a  

factor in the design process. 
 

18. One customer orders $20,000,000 worth of product each year by making 50 electronic orders.  The 
direct cost of these orders is $16,000,000.  The customer orders an average of 20 separate items on 
each order (1,000 items for the year) and has ordered a total of 5,000,000 items during the year, and 
returns nothing. Using activity based methods, what is the profit from this customer? 

 A. $4,000,000    B. $3,846,900    C. $2,950,000    D. $0 
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二、 Listed below are relevant Company Z data for component Smurf that is produced by both Division X 
and outsiders and that is an integral part of product Widget that is produced by Division Y: 

 
Y's annual purchase of Smurf ................................................................................  50,000 
X's variable cost per unit of Smurf ........................................................................  $10 
X's fixed cost per unit of Smurf .............................................................................  $ 2 

 
Required:  (15%) 

Assume that both divisions are profit centers and have the right to buy and sell outside if their sister 
divisions don't meet the external market price. 

A. If Division X currently has some idle capacity, will Company Z, as a whole, be better off if Division 
Y buys Smurfs outside for $14 each rather than internally for the $15 per-unit selling price that allows 
Division X its normal markup?  

B. If Division X could sell all 50,000 units to outside buyers at $15 per unit, will Company Z be better 
off if Division Y buys Smurfs outside for $14 each rather than internally for the $15 per-unit selling 
price? 

C. If Division X has some idle capacity and the outside market price drops to $11 per unit, which is 
below the full cost of $12 per unit in Division X, will Company Z be better off if Division Y buys 
Smurfs externally? 

 
三、 Maxley Markets Company sells logo sports merchandise and does custom embroidery. They are trying 

to decide whether or not to continue embroidery. The following information is available for the 
segments. Assume that all direct fixed costs could be avoided if a segment is dropped and that the 
total common fixed costs would remain unchanged if the embroidery were dropped. 

 Embroidery Apparel Sales 
Sales $120,000 $420,000 
Variable Costs     90,000   220,000 
Contribution Margin 30,000 200,000 
Direct Fixed Costs 18,000 70,000 
Allocated Common Fixed costs   20,000    70,000 
Net Income ($8,000) $60,000 

 
 Required:  (18%) 

A. What would be the impact on profits if embroidery was dropped? 
  B. Assume that if embroidery was dropped, apparel sales would increase 20%. Now what is the  

impact on profits if embroidery is dropped? 
   C. Give an example of a cost that is not relevant in this analysis. 
  
四、Bagel Factory Inc. prepared cash estimates for the next four months. The following estimates were 

developed for certain items: 
 

Item……………………………..  March  April     May   June  
Cash sales..................................... $10,000 $6,000 $8,000 $11,000 
Credit sales................................... 5,000 2,000 6,000 9,000 
Payroll .......................................... 2,000 1,500 2,500 3,000 
Purchases...................................... 3,000 2,600 2,800 4,000 
Other expenses ............................. 2,500 2,400 2,600 2,800 
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In February, credit sales totaled $9,000, and purchases totaled $5,000.  January credit sales were 
$12,000. Accounts receivable collections amount to 30% in the month after the sale and 60% in the 
second month after the sale; 10% of the receivables are never collected. Payroll and other expenses are 
paid in the month incurred. Seventy-five percent of the purchases are paid in the month incurred, and 
the remainder are paid in the following month. A $15,000 tax payment is due on June 15. The cash 
balance was $5,000 on March 1. The company wants a minimum cash balance of $5,000 per month. 

 
  Required:  (16%) 

A. Prepare a cash budget for the four-month period, March through June. 
B. List the amount of funds available for investing or required for borrowing in each month. 

  
五、 Switzer, Inc., which sells books to college bookstores and individuals, uses activity-based costing and 

activity-based management. The following information is available for the company's three cost pools: 

   
Bookstore sales totaled $8,400,000, and sales to individuals amounted to $2,400,000. Costs for the 
three activities were: Incoming receipts, $450,000; warehousing, $520,000; and outgoing shipments, 
$630,000. A review of the company's activities found various inefficiencies with respect to the 
warehousing of textbooks (acquired for eventual sale to bookstores) and outgoing shipments to 
individuals. These inefficiencies resulted in an extra 500 moves and 400 shipments, respectively. 
 
Required:  (15%) 
A. What is a non-value-added activity? 
B. How much did non-value-added activities cost Switzer this past year? 
C. Which of the two markets—sales to bookstores or sales to individuals—resulted in lower overall   

costs for incoming receipts, warehousing, and outgoing shipments? Evaluate these costs in both  
absolute dollars and as a percentage of sales. In addition, present a possible explanation for your  
results. Note: Exclude costs that arose from inefficient operations.  

 

 

 
 


