	[bookmark: _GoBack]Q1. For purposes of analysis, mixed costs are generally
   a. classified as fixed costs.
   b. classified as variable costs.
   c. classified as period costs.
   d. separated into their variable and fixed cost components.

Q2. If direct materials cost per unit increases, the break-even point will increase.
   a. true
   b. false

Q3. If sales are $300,000, variable costs are 60% of sales, and operating income is $40,000, what is the operating leverage?
   a. 3.000
   b. 7.500
   c. 1.875
   d. 4.500

Q4. Winston Co. manufactures office furniture. During the most productive month of the year, 3,500 desks were manufactured at a total cost of $84,400. In its slowest month, the company made 1,100 desks at a cost of $46,000. Using the high-low method of cost estimation, total fixed costs are
   a. $56,000.
   b. $28,400.
   c. $17,600.
   d. $29,900.

Q5. Which of the following conditions would cause the break-even point to increase?
   a. Total fixed costs increase
   b. Unit selling price increases
   c. Unit variable cost decreases
   d. Total fixed costs decrease

Q6. Which of the following conditions would cause the break-even point to increase?
   a. Total fixed costs decrease
   b. Unit selling price increases
   c. Unit variable cost decreases
   d. Unit variable cost increases


Q7. With the aid of computer software, managers can vary assumptions regarding selling prices, costs, and volume and can immediately see the effects of each change on the break-even point and profit. Such an analysis is called
   a. 'what if' or sensitivity analysis.
   b. vary the data analysis.
   c. computer-aided analysis.
   d. data gathering.

Q8. If fixed costs are $220,000 and the unit contribution margin is $25, the sales necessary to earn an operating income of $30,000 are 10,000 units.
   a. true
   b. false

Q9. Break-even analysis is one type of cost-volume-profit analysis.
   a. true
   b. false

Q10. If variable costs per unit increased because of an increase in hourly wage rates, the break-even point would
   a. decrease.
   b. increase.
   c. remain the same.
   d. increase or decrease, depending upon the percentage increase in wage rates.

Q11. Costs that remain constant on a per-unit level as the level of activity changes are called
   a. fixed costs.
   b. mixed costs.
   c. opportunity costs.
   d. variable costs.

Q12. If the property tax rates are increased, this change in fixed costs will result in an increase in the break-even point.
   a. true
   b. false

Q13. If direct materials cost per unit decreases, the break-even point will increase.
   a. true
   b. false


Q14. Which ratio indicates the percentage of each sales dollar that is available to cover fixed costs and to provide a profit?
   a. Margin of safety ratio
   b. Contribution margin ratio
   c. Costs and expenses ratio
   d. Profit ratio

Q15. Variable costs are costs that vary in total in direct proportion to changes in the activity level.
   a. true
   b. false

Q16. If fixed costs are $850,000 and variable costs are 70% of sales, what is the break-even point (in dollars)?
   a. $1,214,286
   b. $1,983,333
   c. $2,833,333
   d. $2,550,000

Q17. Variable costs are costs that remain constant in total with changes in the activity level.
   a. true
   b. false

Q18. If fixed costs are $810,000, the unit selling price is $60, and the unit variable costs are $48, what is the break-even sales (in units) if fixed costs are reduced by $50,000?
   a. 15,834 units
   b. 67,500 units
   c. 62,500 units
   d. 63,333 units

Q19. Which of the following conditions would cause the break-even point to decrease?
   a. Total fixed costs increase
   b. Unit selling price decreases
   c. Unit variable cost decreases
   d. Unit variable cost increases



Q20. If a business had sales of $4,000,000 and a margin of safety of 25%, what was the break-even point?
   a. $5,000,000
   b. $3,000,000
   c. $12,000,000
   d. $1,000,000

Q21. The relevant range is useful for analyzing cost behavior for management decision-making purposes.
   a. true
   b. false

Q22. Variable costs as a percentage of sales are equal to 100% minus the contribution margin ratio.
   a. true
   b. false

Q23. The point where the profit line intersects the left vertical axis on the profit-volume chart represents
   a. the maximum possible operating loss.
   b. the maximum possible operating income.
   c. the total fixed costs.
   d. the break-even point.

Q24. A rental cost of $40,000 plus $0.50 per machine hour of use is an example of a mixed cost.
   a. true
   b. false

Q25. A mixed cost has characteristics of both a variable cost and a fixed cost.
   a. true
   b. false

Q26. If a business sells four products, it is NOT possible to estimate the break-even point.
   a. true
   b. false

Q27. If yearly insurance premiums are increased, this change in fixed costs will result in a decrease in the break-even point.
   a. true
   b. false

Q28. If the volume of sales is $4,000,000 and sales at the break-even point amount to $3,200,000, the margin of safety is 20%.
   a. true
   b. false


Q29. Cost behavior refers to the manner in which a cost changes as the related activity changes.
   a. true
   b. false

Q30. If fixed costs are $850,000 and the unit contribution margin is $90, what amount of units must be sold in order to have a zero profit?
   a. 9,445
   b. 8,500
   c. 7,650
   d. 85,000

Q31. The graph of a variable cost when plotted against its related activity base appears as a
   a. circle.
   b. rectangle.
   c. straight line.
   d. curved line.

Q32. If a business had sales of $4,000,000, fixed costs of $1,200,000, a margin of safety of 25%, and a contribution margin ratio of 40%, what was the break-even point?
   a. $3,000,000
   b. $2,800,000
   c. $4,800,000
   d. $2,000,000

Q33. The dollars available from each unit of sales to cover fixed cost and profit is the contribution margin per unit.
   a. true
   b. false

Q34. If the minimum acceptable rate of return for investments exceeds the average rate of return on an asset, the asset should be purchased.
   a. true
   b. false
Q35. Using the following partial table of present value of $1 at compound interest, determine the present value of $20,000 to be received four years hence with earnings at the rate of 12% a year:
	Year
	6%
	10%
	12%

	1
	.943
	.909
	.893

	2
	.890
	.826
	.797

	3
	.840
	.751
	.712

	4
	.792
	.683
	.636

	
	
	
	



   a. $13,660
   b. $15,840
   c. $12,720
   d. $10,400

Q36. Which of the following can be used to place capital investment proposals involving different amounts of investment on a comparable basis for purposes of net present value analysis?
   a. Price-level index
   b. Present value factor
   c. Annuity
   d. Present value index

Q37. The internal rate of return method of analyzing capital investment proposals uses the present value concept to compute an internal rate of return expected from the proposals.
   a. true
   b. false

Q38. Qualitative considerations are best evaluated using present value methods such as internal rate of return.
   a. true
   b. false

Q39. The process by which management plans, evaluates, and controls long-term investment decisions involving fixed assets is called capital investment analysis.
   a. true
   b. false

Q40. Capital rationing is the process by which management allocates funds among competing capital investment proposals.
   a. true
   b. false

Q41. The amount of the estimated average income for a proposed investment of $60,000 in a fixed asset, giving effect to depreciation (straight-line method), with a useful life of four years, no residual value, and an expected total income yield of $22,300, is
   a. $10,800.
   b. $5,575.
   c. $5,400.
   d. $15,000.

Q42. Internal rate of return is often called the payback rate of return.
   a. true
   b. false

Q43. Methods that ignore present value in capital investment analysis include the cash payment method.
   a. true
   b. false

Q44. When evaluating two competing proposals with unequal lives, management should give greater consideration to the investment with the longer life because the asset will be useful to the company for a longer period of time.
   a. true
   b. false

Q45. The computations involved in the net present value method of analyzing capital investment proposals are more involved than those for the average rate of return method.
   a. true
   b. false

Q46. When evaluating a proposal by use of the net present value method, if there is an excess of the present value of future cash inflows over the amount to be invested, the rate of return on the proposal exceeds the rate used in the analysis.
   a. true
   b. false

Q47. Leasing assets may be a favorable alternative to purchasing assets if the asset has a high risk of becoming obsolete.
   a. true
   b. false




Q48. The payback period is determined using which of the following formulas?
   a. Amount to be invested/Annual average net income
   b. Annual net cash flow/Amount to be invested
   c. Annual average net income/Amount to be invested
   d. Amount to be invested/Equal annual net cash flows

Q49. In capital rationing, alternative proposals that survive initial and secondary screening are normally evaluated in terms of
   a. net income.
   b. nonfinancial factors.
   c. maximum cost.
   d. net cash flow.

Q50. The process by which management plans, evaluates, and controls long- term investment decisions involving fixed assets is called cost-volume-profit analysis.
   a. true
   b. false

Q51. Using the following partial table of present value of $1 at compound interest, determine the present value of $20,000 to be received four years hence, with earnings at the rate of 10% a year.
	Year
	6%
	10%
	12%

	1
	.943
	.909
	.893

	2
	.890
	.826
	.797

	3
	.840
	.751
	.712

	4
	.792
	.683
	.636

	
	
	
	



   a. $13,660
   b. $12,720
   c. $15,840
   d. $10,400

Q52. If the average rate of return on an asset exceeds the minimum acceptable rate of return for investments, the asset should be purchased.
   a. true
   b. false



Q53. For years one through five, a proposed expenditure of $250,000 for a fixed asset with a 5-year life has expected net income of $40,000, $35,000, $25,000, $25,000, and $25,000, respectively, and net cash flows of $90,000, $85,000, $75,000, $75,000, and $75,000, respectively. The cash payback period is 2.5 years.
   a. true
   b. false

Q54. A qualitative characteristic that may impact upon capital investment analysis is manufacturing productivity.
   a. true
   b. false

Q55. When evaluating a proposal by use of the cash payback method, if net cash flows exceed the capital investment within the time deemed acceptable by management, the proposal should be accepted.
   a. true
   b. false

Q56. If a proposed expenditure of $80,000 for a fixed asset with a 4-year life has an annual expected net cash flow and net income of $32,000 and $12,000, respectively, the cash payback period is 2.5 years.
   a. true
   b. false

Q57. Using the following partial table of present value of $1 at compound interest, determine the present value of $20,000 to be received three years hence, with earnings at the rate of 10% a year.
	Year
	6%
	10%
	12%

	1
	.943
	.909
	.893

	2
	.890
	.826
	.797

	3
	.840
	.751
	.712

	4
	.792
	.683
	.636

	
	
	
	



   a. $14,240
   b. $16,800
   c. $15,020
   d. $15,840

Q58. A capital expenditures budget summarizes the decisions made for the acquisition of fixed assets for several future years.
   a. true
   b. false


Q59. An analysis of a proposal by the net present value method indicated that the present value exceeded the amount to be invested. Which of the following statements best describes the results of this analysis?
   a. The proposal is desirable and the rate of return expected from the proposal exceeds the minimum rate used for the analysis.
   b. The proposal is desirable and the rate of return expected from the proposal is less than the minimum rate used for the analysis.
   c. The proposal is undesirable and the rate of return expected from the proposal is less than the minimum rate used for the analysis.
   d. The proposal is undesirable and the rate of return expected from the proposal exceeds the minimum rate used for the analysis.

Q60. Decisions to install new equipment, replace old equipment, and purchase or construct a new building are examples of
   a. sales mix analysis.
   b. variable cost analysis.
   c. variable cost analysis.
   d. capital investment analysis.

Q61. Care must be taken involving capital investment decisions since normally a long-term commitment of funds is involved and operations could be affected for many years.
   a. true
   b. false

Q62. Which of the following is a present value method of analyzing capital investment proposals?
   a. Average rate of return
   b. Cash payback method
   c. Accounting rate of return
   d. Net present value

Q63. Which of the following are present value methods of analyzing capital investment proposals?
   a. Internal rate of return and average rate of return
   b. Average rate of return and net present value
   c. Net present value and internal rate of return
   d. Net present value and payback






Q64. The anticipated purchase of a fixed asset for $400,000, with a useful life of 5 years and no residual value, is expected to yield total net income of $300,000 for the 5 years. The expected average rate of return is 30%.
   a. true
   b. false

Q65. In net present value analysis for a proposed capital investment, the expected future net cash flows are reduced to their present values.
   a. true
   b. false

Q66. When evaluating a proposal by use of the net present value method, if there is an excess of the present value of future cash inflows over the amount to be invested, the rate of return on the proposal is less than the rate used in the analysis.
   a. true
   b. false

Q67. The expected average rate of return for a proposed investment of $3,000,000 in a fixed asset giving effect to depreciation (straight-line method) with a useful life of 20 years, no residual value, and an expected total income of $6,000,000 is
   a. 25%.
   b. 18%.
   c. 40%.
   d. 20%.

Q68. A company with $60,000 in current assets and $40,000 in current liabilities pays a $1,000 current liability. As a result of this transaction, the current ratio and working capital will
   a. both decrease.
   b. both increase.
   c. increase and remain the same, respectively.
   d. remain the same and decrease, respectively.

Q69. If a company has issued only one class of stock, the earnings per share is determined by dividing net income by the number of shares outstanding.
   a. true
   b. false








Q70. An acceleration in the collection of receivables will tend to cause the accounts receivable turnover to
   a. decrease.
   b. remain the same.
   c. either increase or decrease.
   d. increase.

Q71. The percentage analysis of increases and decreases in individual items in comparative financial statements is called
   a. vertical analysis.
   b. solvency analysis.
   c. profitability analysis.
   d. horizontal analysis.

Q72. Balance sheet and income statement data indicate the following:
	Bonds payable, 12% (issued 1998, due 2022)
	$1,000,000

	Preferred 5% stock, $100 par (no change during year)
	300,000

	Common stock, $50 par (no change during year)
	2,000,000

	Income before income tax for year
	300,000

	Income tax for year
	80,000

	Common dividends paid
	50,000

	Preferred dividends paid
	15,000

	
	



Based on the data presented above, what is the number of times interest charges were earned (rounded to one decimal place)?
   a. 3.5
   b. 2.2
   c. 4.0
   d. The answer cannot be determined.

Q73. The relationship of each asset item as a percent of total assets is an example of horizontal analysis.
   a. true
   b. false

Q74. Which of the following is a measure of the liquid position of a corporation?
   a. Earnings per share
   b. Inventory turnover
   c. Current ratio
   d. Number of times interest charges earned
Q75. Ratios and various other analytical measures are NOT a substitute for sound judgment, nor do they provide definitive guides for action.
   a. true
   b. false

Q76. Interpreting financial analysis should be considered in light of conditions peculiar to the industry and the general economic conditions.
   a. true
   b. false

Q77. The excess of current liabilities over current assets is referred to as working capital.
   a. true
   b. false

Q78. The following information is available for Morgan Corp.:
	 
	2010 

	Market price per share of common stock
	$25.00 

	Earnings per share on common stock
	1.25 

	
	



Which of the following statements is correct?
   a. The price-earnings ratio is 20 and a share of common stock was selling for 20 times the amount of earnings per share at the end of 2010.
   b. The price-earnings ratio is 5.0% and a share of common stock was selling for 5.0% more than the amount of earnings per share at the end of 2010.
   c. The price-earnings ratio is 10 and a share of common stock was selling for 125 times the amount of earnings per share at the end of 2010.
   d. The market price per share and the earnings per share are not statistically related to each other.

Q79. The ratio of the market price per share of common stock on a specific date to the annual earnings per share is referred to as the price-earnings ratio.
   a. true
   b. false

Q80. The terms acid-test ratio and quick ratio refer to the same ratio--the instant debt-paying ability of a company.
   a. true
   b. false

Q81. The effects of differences in accounting methods are of little importance when analyzing comparable data from competing businesses.
   a. true
   b. false

Q82. The ability of a business to pay its debts as they come due and to earn a reasonable amount of income is referred to as
   a. solvency and leverage.
   b. solvency and profitability.
   c. solvency and liquidity.
   d. solvency and equity.

Q83. An analysis in which all the components of an income statement are expressed as a percentage of net sales is called
   a. vertical analysis.
   b. horizontal analysis.
   c. liquidity analysis.
   d. common-size analysis.

Q84. “Working capital” is another term for the current ratio.
   a. true
   b. false

Q85. The ratio of current assets to current liabilities is referred to as the acid-test ratio.
   a. true
   b. false

Q86. The ratio of the sum of cash, receivables, and marketable securities to current liabilities is called the
   a. price-earnings ratio.
   b. earnings ratio.
   c. quick ratio.
   d. current ratio.

Q87. If the accounts receivable turnover for the current year has decreased when compared with the ratio for the preceding year, there has been an acceleration in the collection of receivables.
   a. true
   b. false

Q88. Based on the following data for the current year, what is the accounts receivable turnover?
	Net sales on account during year
	$ 500,000

	Cost of merchandise sold during year
	300,000

	Accounts receivable, beginning of year
	45,000

	Accounts receivable, end of year
	35,000

	Inventory, beginning of year
	90,000

	Inventory, end of year
	110,000

	
	



   a. 12.5
   b. 14.3
   c. 11.1
   d. 7.5

Q89. The number of times interest charges are earned is computed as
   a. net income plus interest charges, divided by interest charges.
   b. income before income tax plus interest charges, divided by interest charges.
   c. net income divided by interest charges.
   d. income before income tax divided by interest charges.

Q90. The ratio computed by dividing current assets by current liabilities is the
   a. current ratio.
   b. earnings ratio.
   c. acid-test ratio.
   d. quick ratio.

Q91. Based on the following data for the current year, what is the inventory turnover?
	Net sales on account during year
	$ 500,000

	Cost of merchandise sold during year
	300,000

	Accounts receivable, beginning of year
	45,000

	Accounts receivable, end of year
	35,000

	Inventory, beginning of year
	90,000

	Inventory, end of year
	110,000

	
	



   a. 3.0
   b. 2.7
   c. 4.0
   d. 3.3

Q92. In computing the rate earned on total assets, interest expense is added to net income before dividing by average total assets.
   a. true
   b. false

Q93. A balance sheet shows cash, $75,000; marketable securities, $110,000; receivables, $90,000; and $225,000 of inventories. Current liabilities are $200,000. The current ratio is 1.375 to 1.
   a. true
   b. false
Q94. A company with working capital of $500,000 and a current ratio of 2.25 pays a $100,000 short-term liability. The amount of working capital immediately after payment is
   a. $600,000.
   b. $400,000.
   c. $500,000.
   d. $100,000.

Q95. The ability of a business to earn a reasonable amount of income is referred to as the factor of
   a. leverage.
   b. profitability.
   c. wealth.
   d. solvency.

Q96. Based on the following data for the current year, what is the inventory turnover?
	Net sales on account during year
	$ 517,500

	Cost of merchandise sold during year
	450,000

	Accounts receivable, beginning of year
	50,000

	Accounts receivable, end of year
	40,000

	Inventory, beginning of year
	110,000

	Inventory, end of year
	140,000

	
	



   a. 7.2
   b. 3.6
   c. 3.2
   d. 4.2

Q97. The percent of fixed assets to total assets is an example of
   a. vertical analysis.
   b. solvency analysis.
   c. profitability analysis.
   d. horizontal analysis.

Q98. If a firm has an quick ratio of 1, the subsequent payment of an account payable will cause the ratio to increase.
   a. true
   b. false




Q99. Based on the following data for the current year, what is the accounts receivable turnover?
	Net sales on account during year
	$ 525,500

	Cost of merchandise sold during year
	375,000

	Accounts receivable, beginning of year
	50,000

	Accounts receivable, end of year
	40,000

	Inventory, beginning of year
	110,000

	Inventory, end of year
	140,000

	
	



   a. 13.14
   b. 11.7
   c. 10.35
   d. 8.3

Q100. The balance sheets at the end of each of the first two years of operations indicate the following:
	 
	2011   
	2010   

	Total current assets
	$600,000 
	$560,000

	Total investments
	60,000 
	40,000

	Total property, plant, and equipment
	900,000 
	700,000

	Total current liabilities
	125,000 
	80,000

	Total long-term liabilities 
	350,000 
	250,000

	Preferred 9% stock, $100 par 
	100,000 
	100,000

	Common stock, $10 par
	600,000 
	600,000

	Paid-in capital in excess of par--common stock
	60,000 
	60,000

	Retained earnings
	325,000 
	210,000

	
	
	




If net income is $130,000 and interest expense is $40,000 for 2011, and the market price is $40, what is the price-earnings ratio on common stock (rounded to one decimal place)?
   a. 14.9
   b. 18.4
   c. 17.3
   d. 19.8
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