







Name: ______________________

ACC202 – Management Accounting Fundamentals
Test No. 3 – Chapter 7 & 8 

(December - 2016)

Multiple Choice Questions & Problem: (100 Points Total)

Part I - Instructions: Circle the letter that corresponds to the correct answer for each of the following multiple-choice questions. Show all calculations where required in order to receive credit for your answers.

1.
Which of the following is a drawback to absorption costing as opposed to variable costing?

A) Management cannot accurately price products because non-manufacturing overhead is not applied to inventory

B) Managers can manipulate earnings by simply producing more than is sold in a period

C) Fixed overhead is simply expensed as a period cost without being properly considered as a cost of inventory

D) Absorption costing is not allowed for GAAP purposes

E) There is no drawback: absorption costing is always preferable to variable costing

2.
Which of the following is a disadvantage of using variable costing?

A) Inventory values tend to be overstated.

B) Two sets of accounting records must be maintained.

C) CVP relationships are more difficult to determine than under absorption costing.

D) Per-customer or per-product contribution margin is obscured.

E) All of the above

3.
The idea that a company will forego some benefit by choosing one option over another is called:

A) Relevant Costs

B) Sunk Costs

C) Opportunity Costs

D) Decision Costs

E) None of the above

4.
Which of the following costs would be considered relevant when deciding between two products to produce?

A) Level of direct materials required

B) Additional investment in factory equipment for one product

C) Amount of additional direct and indirect labor

D) The opportunity cost associated with one or the other product

E) All of the above

5.
Which of the following are factors to consider when deciding whether to accept a special order?

A) The fixed costs that will be allocated to the units produced

B) Whether there is sufficient excess production capacity

C) The projected salvage value of current production equipment

D) Last year's budgeted level of production

E) All of the above

6.
Which of the following factors would lead a company to make a component rather than buy it?

A) Greater control over production quality

B) Other, more profitable uses for production equipment

C) Concerns that the company is too highly invested in fixed assets

D) Attractive deals offered by suppliers

E) All of the above

7.
Which of the following factors would lead a company to buy a component rather than make it?

A) Greater control over production quality

B) Employee concerns about outsourcing

C) Excess productive capacity

D) An unpredictable supplier of the component

E) None of the above

8. The Bharu Violin Company has the capacity to manufacture and sell 5,000 violins each year but is currently only manufacturing and selling 4,800. The following per unit numbers relate to annual operations at 4,800 units:

Per Violin


Selling Price



$600


Manufacturing Costs:



Variable


$130



Fixed



$270


Selling and Administrative Costs
:



Variable


$20



Fixed



$40

Woolgar Symphony Orchestra is interested in purchasing Bharu’s excess capacity of 200 units but only if they can get the violins for $350 each. This special order would not affect the regular sales or the cost structure above.

If the special order from Woolgar Symphony Orchestra is accepted, Bharu’s profits for the year will:
a. increase by $40,000 
 
   


b. decrease by $10,000 
  
   


c. decrease by $22,000   


d. decrease by $28,000 

9. Wenig Inc. has some material that originally cost $73,500. The material has a scrap value of $45,600 as is, but if reworked at a cost of $6,600, it could be sold for $58,100. What would be the incremental effect on the company's overall profit of reworking and selling the material rather than selling it as is as scrap?
a. $22,000 decrease 
  
   


b. $67,600 decrease 
  
   


c. $51,500 increase   

d. $5,900 increase 
 
THE FOLLOWING INFORMATION APPLIES TO QUESTIONS 10 THROUGH 13. 

Beginning Inventory in Units



0

Units Produced




4,800

Units Sold





4,000

Sales






$400,000

Direct Material Cost (Unit Level/Variable)

$96,000

Variable Conversion Costs Used (DL+Var Ohd)
$48,000

Fixed Manufacturing Costs (Facility Level)

$72,000

Fixed Indirect Operating Costs 


$80,000

10. The cost of goods sold under variable costing is:

a.
$110,000.

b.
$120,000.

c.
$144,000.

d.
$140,000.

11. The operating income under variable costing is: 

a.
$120,000.

b.
$140,000.

c.
$104,000.

d.
$128,000.

12. The cost of ending inventory under variable costing is:

a.
$36,000.

b.
$38,000.

c.
$40,000.

d.
$24,000.

13. The difference between the variable costing ending inventory cost and the absorption costing ending inventory cost is:



a.
800 units times $15 per unit indirect manufacturing cost.



b.
800 units times $10 per unit material cost.



c.
800 units times $20 per unit variable conversion cost plus $15 per unit indirect manufacturing cost.



d.
800 units times $20 per unit variable conversion cost plus $15 per unit indirect manufacturing cost plus $16.67 per unit indirect operating costs.

14. If the unit level of inventory increases during an accounting period, then 



a.
less operating income will be reported under the absorption costing than variable costing.



b.
more operating income will be reported under the absorption costing than variable costing.



c.
operating income will be the same under absorption costing and variable costing.



d.
the exact effect on operating income cannot be determined.

15. The difference between operating income under variable costing and absorption costing centers on how to account for 



a.
direct materials costs.



b.
fixed manufacturing overhead costs.









c.
variable manufacturing costs.





d. Both (b) and (c). 
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