1. Seasons Manufacturing manufactures a product with a unit variable cost of $100 and a unit sales price of $176. Fixed manufacturing costs were $480,000 when 10,000 units were produced and sold. The company has a one-time opportunity to sell an additional 1,000 units at $140 each in a foreign market which would not affect its present sales. If the company has sufficient capacity to produce the additional units, acceptance of the special order would affect net income as follows: 
· A)  Income would decrease by $8,000.  
· B)  Income would increase by $8,000.  
· C)  Income would increase by $140,000.  
· D)  Income would increase by $40,000.  
2. Cara Industries incurred the following costs for 50,000 units: Variable costs $90,000 Fixed costs 120,000  
Cara has received a special order from a foreign company for 5,000 units. There is sufficient capacity to fill the order without jeopardizing regular sales. Filling the order will require spending an additional $4,250 for shipping.  
If Cara wants to break even on the order, what should the unit sales price be? A) $5.05 
B) $2.65 
C) $1.80  
D) $4.20  
3. Carter, Inc. can make 100 units of a necessary component part with the following costs:  
Direct Materials $120,000 
Direct Labor 20,000
Variable Overhead 60,000
Fixed Overhead 40,000 
If Carter purchases the component externally, $30,000 of the fixed costs can be avoided. At what external price for the 100 units is the company indifferent between making or buying? 
A) $240,000 
B) $170,000 
C) $230,000 
D) $200,000 
4. Carter, Inc. can make 100 units of a necessary component part with the following costs: 
Direct Materials $120,000 
Direct Labor 20,000
Variable Overhead 60,000
Fixed Overhead 40,000 
If Carter can purchase the component externally for $220,000 and only $10,000 of the fixed costs can be avoided, what is the correct make-or-buy decision? 
A)  Make and save $10,000  
B)  Buy and save $10,000  
C)  Make and save $30,000  
D)  Buy and save $30,000  
5.Arroyo Manufacturing produces 60,000 CDs on which to record music. The CDs have the following costs: 
Direct Materials $22,000 
Direct Labor 30,000
Variable Overhead 6,000
Fixed Overhead 14,000 
Arroyo could avoid $8,000 in fixed overhead costs if it acquires the CDs externally. If cost minimization is the major consideration and the company would prefer to buy the 60,000 units externally, what is the maximum external price that Arroyo would expect to pay for the units? 
A) $64,000 
B) $58,000 
C) $72,000 
D) $66,000 
6.Mink Manufacturing is unsure of whether to sell its product assembled or unassembled. The unit cost of the unassembled product is $60 and Mink would sell it for $130. The cost to assemble the product is estimated at $42 per unit and the company believes the market would support a price of $170 on the assembled unit. What decision should Mink make? 
A)  Sell before assembly, the company will be better off by $2 per unit.  
B)  Sell before assembly, the company will be better off by $40 per unit.  
C)  Process further, the company will be better off by $58 per unit.  
D)  Process further, the company will be better off by $28 per unit.  
7.Allan Co. can produce 100 units of a component part with the following costs: 
Direct Materials 60,000
Direct Labor 26,000
Variable Overhead64,000 
Fixed Overhead 44,000
If Allan Co. can purchase the units externally for $160,000, by what amount will its total costs change? 
A)  An increase of $160,000  
B)  An increase of $10,000  
C)  An increase of $34,000  
D)  A decrease of $44,000  
8. Chapman Company manufactures widgets. Embree Company has approached Chapman with a proposal to sell the company widgets at a price of $125,000 for 100,000 units. Chapman is currently making these components in its own factory. The following costs are associated with this part of the process when 100,000 units are produced: 
Direct materials 46,500
Direct labor43,500 
Manufacturing overhead 60,000
Total $150,000 
The manufacturing overhead consists of $24,000 of costs that will be eliminated if the components are no longer produced by Chapman. From Chapman's point of view, how much is the incremental cost or savings if the widgets are bought instead of made? 
A)  $25,000 incremental savings  
B)  $11,000 incremental cost  
C)  $11,000 incremental savings  
D)  $25,000 incremental cost  

9. Saran Company has contacted Truckel with an offer to sell it 5,000 of the wickets for $18 each. If Truckel makes the wickets, variable costs are $16 per unit. Fixed costs are $8 per unit; however, $5 per unit is unavoidable. Should Truckel make or buy the wickets? 
4. A)  Buy; savings = $15,000  
5. B)  Buy; savings = $5,000  
6. C)  Make; savings = $10,000  
7. D)  Make; savings = $5,000  
10. Fornelli, Inc. can produce 100 units of a component part with the following costs: 
Direct Materials 15,000 
Direct Labor 6,500
Variable Overhead 16,000 
Fixed Overhead 11,000
If Fornelli, Inc. can purchase the units externally for $40,000, by what amount will its total costs change? 
A)  An increase of $40,000  
B)  An increase of $2,500  
C)  An increase of $8,500  
D)  A decrease of $11,000  
Use the following to answer questions 11-13: 
Paul Bunyon Lumber Co. produces several products that can be sold at the split-off point or processed further and then sold. The following results are from a recent period: 
Product             sales value at split off    additional variable costs   
Green lumber     $159,600                                 $24,000
Rough lumber      $124,000                                 28,000
Sawdust               $102,000                                  19,600
Sales value after further processing 
178,000	
173,600
130,000
11 ) The additional profit that would result from processing rough lumber further is 
A) $21,400.  
B) $49,600. 
C) $145,400. 
D) $95,800.  
12 )Which products should be processed further? 
A)  Green lumber and rough lumber  
B)  Green lumber and sawdust  
C)  Rough lumber and sawdust  
D)  All three products  
13 ) What is the increase in profit if the appropriate products are processed further? 
A) $24,200  
B) $29,800 
C) $96,000 
D) $255,800  
14 ) Parker Company's contribution margin is $8 per unit for Product A and $10 for Product B. Product A requires 2 machine hours and Product B requires 4 machine hours. How much is the contribution margin per unit of limited resource for each product? 
A                                      B
a) $8.00	               $10.00
b) $4.00                              $2.50
c) 2.50                                $4.00
d) 5.00                                 2.00

15. A company projects an increase in net income of $450,000 each year for the next five years if it invests $1,800,000 in new equipment. The equipment has a five-year life and an estimated salvage value of $600,000. What is the annual rate of return on this investment?  
A) 25.0% 
B) 37.5% 
C) 50.0% 
D) 57.5%  
16. Mesquite, Inc. wants to purchase an asset with a 3-year useful life, which is expected to produce cash inflows of $30,000 each year for two years, and $20,000 in year 3. Mesquite has a 14% cost of capital, and uses the following factors. What is the present value of these future cash flows? 
Present value of 1 
Period       14%
1 .88
2 .77
3 .67
A) $59,600 
B) $60,800 
C) $62,900 
D) $69,500
17. A company is considering purchasing factory equipment that costs $640,000 and is estimated to have no salvage value at the end of its 8-year useful life. If the equipment is purchased, annual revenues are expected to be $180,000 and annual operating expenses exclusive of depreciation expense are expected to be $76,000. The straight- line method of depreciation would be used.  
  
The cash payback period on the equipment is 
· A)  13.3 years.  
· B)  8.0 years.  
· C)  6.2 years.  
· D)  3.1 years.  
18.Brave Industries is considering buying a machine for $180,000 with an estimated life of ten years and no salvage value. The straight-line method of depreciation will be used. The machine is expected to generate net income of $12,000 each year. The cash payback on this investment is  
A)  15 years.  
B)  10 years.  
C)  6 years.  
D)  3 years.  
23.A company is considering purchasing factory equipment which costs $960,000 and is estimated to have no salvage value at the end of its 8-year useful life. If the equipment is purchased, annual revenues are expected to be $450,000 and annual operating expenses exclusive of depreciation expense are expected to be $190,000. The straight-line method of depreciation would be used. If the equipment is purchased, the annual rate of return expected on this project is  
A) 54.2%. 
B) 14.6%. 
C) 29.2%. 
D) 27.1%. 
 24.In using the internal rate of return method, the internal rate of return factor was 4.0 and the equal annual cash inflows were $40,000. The initial investment in the project must have been 
· A)  $40,000.  
· B)  $10,000.  
· C)  $160,000.  
· D)  an amount which cannot be determined.  
25.Using the net present value method, the total present value of cash inflows for Project 12 is $60,000 and the total present value of cash inflows of Project 24 is $72,000. If Project 12 and Project 24 both require an initial investment of $60,000 and have the same economic life, the project that should be accepted is 
· A)  Project 12.  
· B)  Project 24.  
· C)  neither; they are both the same.  
· D)  not capable of being calculated.  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