Accounting, 9e, Global Edition (Horngren)

Chapter 19   Cost-Volume-Profit Analysis

Learning Objective 19-1 

1) Peterson Company has both fixed and variable costs.  If the volume doubles, the total fixed costs will double.

Answer:  FALSE

Diff: 1

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

2) Total variable costs change in response to changes in the volume of production.

Answer:  TRUE

Diff: 1

LO:  19-1

EOC Ref:  E19-13

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

3) The mixed cost per unit is constant throughout the relevant range of activity.

Answer:  FALSE

Diff: 1

LO:  19-1

EOC Ref:  E19-13

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

4) Fixed costs per unit decrease as production levels decrease.

Answer:  FALSE

Diff: 1

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

5) Peterson Company has both fixed and variable costs.  If the volume doubles, the total variable costs will double.

Answer:  TRUE

Diff: 1

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

6) The variable cost per unit is assumed to be constant within a particular relevant range of activity.

Answer:  TRUE

Diff: 1

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

7) Variable costs change in direct proportion to a change in volume.

Answer:  TRUE

Diff: 1

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

8) Peterson Company has both fixed and variable costs.  If the volume doubles, the total of all costs combined will double.

Answer:  FALSE

Diff: 1

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

9) Within the relevant range for production costs, the total fixed costs and the variable cost per unit remain the same.

Answer:  TRUE

Diff: 1

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

10) Total fixed costs can change from one relevant range to another.

Answer:  TRUE

Diff: 1

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

11) Which of the following is NOT a fixed cost?

A) Property taxes

B) Salary of plant manager

C) Direct materials cost

D) Straight-line depreciation

Answer:  C

Diff: 1

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

12) A 15% increase in production volume will result in a:

A) 15% increase in the variable cost per unit.

B) 15% increase in total mixed costs.

C) 15% increase in total manufacturing costs.

D) 15% increase in total variable costs.

Answer:  D

Diff: 1

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

13) Which of the following statements is CORRECT with respect to variable cost per unit, within the relevant range?

A) It will increase as production decreases.

B) It will decrease as production decreases.

C) It will remain the same as production levels change.

D) It will decrease as production increases.

Answer:  C

Diff: 1

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

14) Which of the following statements is CORRECT with respect to total variable costs, within the relevant range?

A) They will decrease as production increases.

B) They will remain the same as production levels change.

C) They will decrease as production decreases.

D) They will increase as production decreases.

Answer:  C

Diff: 1

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

15) Which of the following statements is CORRECT with respect to total fixed costs, within the relevant range?

A) They will remain the same as production levels change.

B) They will increase as production decreases.

C) They will decrease as production decreases.

D) They will decrease as production increases.

Answer:  A

Diff: 1

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

16) Which of the following statements is CORRECT with respect to fixed costs per unit?

A) They will increase as production decreases.

B) They will decrease as production decreases.

C) They will remain the same as production levels change.

D) They will increase as production increases.

Answer:  A

Diff: 2

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

17) The long distance company that you use charges $5.00 per month and $0.10 per minute per call. If your current bill is $25.00, how many minutes did you use?

A) 250 minutes

B) 100 minutes

C) 200 minutes

D) 150 minutes

Answer:  C

Explanation:  C) Calculations:


$25 - $5 = $20


$20/$0.10 = 200

Diff: 1

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

18) Jenny was reviewing the water bill for her doggy day spa and determined that her highest bill, $1,700, occurred in July when she washed 800 dogs and her lowest bill, $900, occurred in November when she washed 400 dogs. What was the variable cost per dog associated with Jenny's water bill?

A) $0.67

B) $1.00

C) $0.50

D) $2.00

Answer:  D

Explanation:  D) Calculations:


$1,700 - $900 = $800


800 - 400 = 400


$800/400 = $2

Diff: 1

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

19) Jenny was reviewing the water bill for her doggy day spa and determined that her highest bill, $1,700, occurred in July when she washed 800 dogs and her lowest bill, $900, occurred in November when she washed 400 dogs. What was the fixed cost associated with Jenny's water bill?

A) $150

B) $300

C) $100

D) $200

Answer:  C

Explanation:  C) Calculations:


$1,700 - $900 = $800


800 - 400 = 400


$800/400 = $2


$1,700 - (800 × $2) = $100

Diff: 2

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

20) Dakota Company provides the following information about its single product:

	Targeted operating income
	$40,000

	Selling price per unit
	$3.50

	Variable cost per unit
	$1.05

	Total fixed costs
	$90,000


What is the contribution margin ratio?

A) 0.70

B) 0.44

C) 0.56

D) 0.30

Answer:  A

Explanation:  A) Calculations: (3.50-1.05)/3.50 = 0.70

Diff: 2

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

21) Which of the following is the term for a cost that does NOT change in total despite wide changes in volume?

A) Fixed cost

B) Variable cost

C) Mixed cost

D) Sunk cost

Answer:  A

Diff: 1

LO:  19-1

EOC Ref:  Accounting Vocabulary

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

22) Which of the following is the term for a cost that is part variable and part fixed?

A) Fixed cost

B) Variable cost

C) Mixed cost

D) Sunk cost

Answer:  C

Diff: 1

LO:  19-1

EOC Ref:  Accounting Vocabulary

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

23) Which of the following is the term for a cost that changes in total in direct proportion to a change in volume?

A) Fixed cost

B) Variable cost

C) Mixed cost

D) Sunk cost

Answer:  B

Diff: 1

LO:  19-1

EOC Ref:  Accounting Vocabulary

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

24) JB Company has fixed costs of $300,000. Total costs, both fixed and variable, are $378,000 when 40,000 units are produced. How much is the variable cost per unit?  (Please round to the nearest cent.)

A) $9.45

B) $2.78

C) $7.50

D) $1.95

Answer:  D

Explanation:  D) Calculations:


$378,000 - $300,000 = $78,000


$78,000/40,000 = $1.95

Diff: 1

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

25) JB Company has fixed costs of $300,000. Total costs, both fixed and variable, are $378,000 when 40,000 units are produced.  If the volume increases to 50,000 units, what will the total costs be?

A) $375,000

B) $472,500

C) $397,500

D) $330,000

Answer:  C

Explanation:  C) Calculations:


$378,000 - $300,000 = $78,000


$78,000/40,000 = $1.95


50,000 × $1.95 = $97,500


$97,500 + $300,000 = $397,500

Diff: 2

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

26) Axelrod Company has fixed costs of $250,000.  Highest production volume this year was in January when there were 100,000 units produced and total costs of $550,000.  How much is the variable cost per unit?  (Please round all amounts to the nearest cent.)

A) $3.00

B) $5.50

C) $2.50

D) $3.50

Answer:  A

Explanation:  A) Calculations:


$550,000 - $250,000 = $300,000


$300,000/100,000 = $3.00

Diff: 2

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

27) Axelrod Company has fixed costs of $250,000.  Highest production volume this year was in January when there were 100,000 units produced and total costs of $550,000.  In June, the company produced only 60,000 units.  How much was the total cost in June?

A) $378,000

B) $430,000

C) $330,000

D) $414,500

Answer:  B

Explanation:  B) Calculations:


$550,000 - $250,000 = $300,000


$300,000/100,000 = $3.00


60,000 × $3.00 = $180,000


$180,000 + $250,000 = $430,000

Diff: 3

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

28) Arlington Company's highest point of total cost was $61,875 in June.  Their point of lowest cost was $52,250 in December.  The company makes a single product.  Production volume in June was 7,000 units; production volume in December was 12,500 units.  How much is the fixed cost per month?

A) $9,625

B) $42,500

C) $40,000

D) $21,875

Answer:  C

Explanation:  C) Calculations:


$61,875 - $52,250 = $9,625


$9,625/(12,500 - 7.000) = $1.75


12,500 × $1.75 = $21,875


$61,875 - $21,875 = $40,000

Diff: 2

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

29) Arlington Company's highest point of total cost was $61,875 in June.  Their point of lowest cost was $52,250 in December.  The company makes a single product.  Production volume in June was 7,000 units; production volume in December was 12,500 units.  How much is the variable cost per unit?

A) $4.95

B) $1.05

C) $1.75

D) $7.46

Answer:  C

Explanation:  C) Calculations:


$61,875 - $52,250 = $9,625


$9,625/(12,500 - 7.000) = $1.75

Diff: 2

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

30) Arlington Company's highest point of total cost was $61,875 in June.  Their point of lowest cost was $52,250 in December.  The company makes a single product.  Production volume in June was 7,000 units; production volume in December was 12,500 units.  If the production volume is 9,000 units, what will the total costs be?

A) $55,000

B) $55,750

C) $45,600

D) $57,062

Answer:  B

Explanation:  B) Calculations:


$61,875 - $52,250 = $9,625


$9,625/(12,500 - 7.000) = $1.75


12,500 × $1.75 = $21,875


$61,875 - $21,875 = $40,000


9,000 × $1.75 = $15,750


$40,000 + $15,750 = $55,750

Diff: 3

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

31) Orleans Company has a normal range of production volumes between 100,000 units and 180,000 units per month.  That is considered the relevant range for production cost analysis.  If the company expands significantly beyond 180,000 units per month, which of the following would be the most likely expectation?

A) The fixed costs will remain the same, but the variable cost per unit may change.

B) The fixed costs may change, but the variable cost per unit will remain the same.

C) The fixed costs and the variable cost per unit will not change.

D) Both the fixed costs and the variable cost per unit may change.

Answer:  D

Diff: 2

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

32) The phone bill for a CPA firm is a mixed cost.  Please refer to the 4-month data below, apply the high-low method, and answer the question.

	
	Minutes
	Total Bill

	Jan
	300
	$2,650 

	Feb
	150
	$2,575 

	Mar 
	100
	$2,550 

	Apr
	250
	$2,625 


How much is the fixed portion of the total cost?

A) $2,050

B) $1,960

C) $2,500

D) $250

Answer:  C

Explanation:  C) Calculations:


$2,650 - $2,550 = $100


$100/ (300 - 100) = $0.50


300 × $0.50 = $150


$2,650 - $150 = $2,500

Diff: 2

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

33) The phone bill for a CPA firm is a mixed cost.  Please refer to the 4-month data below, apply the high-low method, and answer the question.

	
	Minutes
	Total Bill

	Jan
	300
	$2,650 

	Feb
	150
	$2,575 

	Mar 
	100
	$2,550 

	Apr
	250
	$2,625 


How much is the variable cost per minute?

A) $0.50

B) $1.75

C) $2.50

D) $0.25

Answer:  A

Explanation:  A) Calculations:


$2,650 - $2,550 = $100


$100/ (300 - 100) = $0.50

Diff: 2

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

34) The phone bill for a CPA firm is a mixed cost.  Please refer to the 4-month data below, apply the high-low method, and answer the question.

	
	Minutes
	Total Bill

	Jan
	300
	$2,650 

	Feb
	150
	$2,575 

	Mar 
	100
	$2,550 

	Apr
	250
	$2,625 


If the company uses 280 minutes in May, how much will the total bill be?

A) $2,625

B) $2,750

C) $2,640

D) $2,540

Answer:  C

Explanation:  C) Calculations:


$2,650 - $2,550 = $100


$100/ (300 - 100) = $0.50


300 × $0.50 = $150


$2,650 - $150 = $2,500


280 × $0.50 = $140


$2,500 + $140 = $2,640

Diff: 2

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

35) Porterhouse Company has both fixed and variable production costs.  If volume goes up by 20%, how would that affect the total variable costs?  (Assume all volumes are within the relevant range.)

A) Would go up 20%

B) Would remain the same

C) Would go up by some amount less than 20%

D) Would go down

Answer:  A

Diff: 2

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

36) Porterhouse Company has both fixed and variable production costs.  If volume goes up by 20%, how would that affect the total fixed costs?  (Assume all volumes are within the relevant range.)

A) Would go up 20%

B) Would remain the same

C) Would go up by some amount less than 20%

D) Would go down

Answer:  B

Diff: 1

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

37) Porterhouse Company has both fixed and variable production costs.  If volume goes up by 20%, how would that affect the total of all costs?  (Assume all volumes are within the relevant range.)

A) Would go up 20%

B) Would remain the same

C) Would go up by some amount less than 20%

D) Would go down

Answer:  C

Diff: 2

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

38) America First Company provided the following manufacturing costs for the month of June.

	Direct materials cost
	$40,000 

	Janitor's salary
	$2,500 

	Property taxes
	$8,000 

	Direct labor cost
	$68,000 

	Packaging costs
	$9,400 

	Equipment depreciation (straight-line)
	$12,000 

	Factory insurance
	$9,500 

	Factory manager's salary
	$6,400 


How much of the above would normally be considered fixed costs?

A) $47,800

B) $26,400

C) $35,800

D) $38,400

Answer:  D

Explanation:  D) Calculations:  $2,500 + $8,000 + $12,000 + $9,500 + $6,400 = $38,400

Diff: 2

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

39) America First Company provided the following manufacturing costs for the month of June.

	Direct materials cost
	$40,000 

	Janitor's salary
	$2,500 

	Property taxes
	$8,000 

	Direct labor cost
	$68,000 

	Packaging costs
	$9,400 

	Equipment depreciation (straight-line)
	$12,000 

	Factory insurance
	$9,500 

	Factory manager's salary
	$6,400 


How much of the above would normally be considered variable costs?

A) $108,000

B) $125,400

C) $117,400

D) $38,400

Answer:  C

Explanation:  C) Calculations:  $40,000 + $68,000 + $9,400 = $117,400

Diff: 2

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

40) Ace Card Company has variable costs of $0.40 per unit of product.  The remainder of its production costs are fixed. In May, the volume was 12,000 units and the total production costs were $6,900.  How much are the fixed costs?

A) $2,100

B) $2,200

C) $1,950

D) $2,025

Answer:  A

Explanation:  A) Calculations:  $6,900 - (12,000 × $0.40) = $2,100

Diff: 1

LO:  19-1

EOC Ref:  E19-13

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

Learning Objective 19-2 

1) If a unit sells for $11.40 and has a variable cost of $3.80, its contribution margin per unit is $7.60.

Answer:  TRUE

Explanation:  Calculation: $11.40 - $3.80 = $7.60

Diff: 1

LO:  19-2

EOC Ref:  S19-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

2) Contribution margin is defined as the sales revenue minus the fixed costs.

Answer:  FALSE

Diff: 1

LO:  19-2

EOC Ref:  S19-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

3) Fixed costs divided by the contribution margin per unit equals the breakeven point in unit sales.

Answer:  TRUE

Diff: 1

LO:  19-2

EOC Ref:  S19-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

4) CVP analysis assumes that the ONLY factor that affects costs is change in volume.

Answer:  TRUE

Diff: 1

LO:  19-2

EOC Ref:  S19-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

5) Both the income statement approach and the contribution margin approach will yield the same answer for calculating breakeven points.

Answer:  TRUE

Diff: 1

LO:  19-2

EOC Ref:  S19-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

6) The breakeven point represents the sales volume at which the company's net income is zero.

Answer:  TRUE

Diff: 1

LO:  19-2

EOC Ref:  S19-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

7) If all other factors are constant, an increase in fixed costs will increase the breakeven point.

Answer:  TRUE

Diff: 1

LO:  19-2

EOC Ref:  S19-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

8) Fixed costs divided by the contribution margin ratio equals the breakeven point in sales dollars.

Answer:  TRUE

Diff: 1

LO:  19-2

EOC Ref:  S19-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

9) Some companies use contribution margin rather than sales revenues as the basis of incentives for motivating sales persons because it will lead them to sell more of the higher margin goods.

Answer:  TRUE

Diff: 1

LO:  19-2

EOC Ref:  S19-5

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

10) Breakeven is the point where the sales revenues are exactly equal to the fixed costs.

Answer:  FALSE

Diff: 1

LO:  19-2

EOC Ref:  S19-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

11) Breakeven is the point where the sales revenues are exactly equal to the total variable costs plus the total fixed costs.

Answer:  TRUE

Diff: 1

LO:  19-2

EOC Ref:  S19-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

12) Arturo Company's model A generator sells for $456 and model B sells for $390.  The variable cost of model A is $404 and of model B is $320.  If Arturo Company's sales incentives reward sales of the goods with highest contribution margin, the sales force will be motivated to push sales of model A more aggressively than model B.

Answer:  FALSE

Explanation:  Calculations:


$456 - $404 = $52


$390 - $320 = $70

Diff: 1

LO:  19-2

EOC Ref:  S19-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

13) Arturo Company's model A generator sells for $456, and model B sells for $390.  The variable cost of model A is $404 and of model B is $320.   If Arturo sells more of model B than model A, it will generate lower revenues, but higher net income.

Answer:  TRUE

Explanation:  Calculations:


$456 - $404 = $52


$390 - $320 = $70

Diff: 2

LO:  19-2

EOC Ref:  S19-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

14) Paula sells hand-knitted scarves at the flea market. Each scarf sells for $25.  Paula pays $30 to rent a vending space for one day.  Her variable costs are $15 per scarf.  How many scarves does she need to sell to break even?

A) 4

B) 3

C) 5

D) 2

Answer:  B

Explanation:  B) Calculations: $30/($25 - $15) = 3

Diff: 1

LO:  19-2

EOC Ref:  S19-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

15) Paula sells hand-knitted scarves at the flea market. Each scarf sells for $25.  Paula pays $30 to rent a vending space for one day.  Her variable costs are $15 per scarf.  What total revenue amount does she need to earn to break even?

A) $85

B) $75

C) $50

D) $100

Answer:  B

Explanation:  B) Calculations:


$30/($25 - $15) = 3


3 × $25 = $75

Diff: 1

LO:  19-2

EOC Ref:  S19-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

16) Dalian Company provides the following information:


Price per unit:
$20


Variable cost per unit:
$8


Fixed costs per month:
$15,000

How much is the contribution margin per unit?

A) $12.00

B) $4.00

C) $4.50

D) $16.00

Answer:  A

Explanation:  A) Calculations:  $20 - $8 = $12

Diff: 1

LO:  19-2

EOC Ref:  S19-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

17) Dalian Company provides the following information:


Price per unit:
$20


Variable cost per unit:
$8


Fixed costs per month:
$15,000

How much is the contribution margin ratio?

A) 12%

B) 6%

C) 40%

D) 60%

Answer:  D

Explanation:  D) Calculations:


$20 - $8 = $12


$12/$20 = 60%

Diff: 2

LO:  19-2

EOC Ref:  S19-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

18) Dalian Company provides the following information:

Price per unit:
$20

Variable cost per unit:
$8

Fixed costs per month:
$15,000

What is the breakeven point in terms of units sold?

A) 1,150

B) 1,200

C) 1,875

D) 1,250

Answer:  D

Explanation:  D) Calculations:


$20 - $8 = $12


$15,000/$12 = 1,250

Diff: 2

LO:  19-2

EOC Ref:  S19-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

19) Dalian Company provides the following information:

Price per unit:
$20

Variable cost per unit:
$8

Fixed costs per month:
$15,000

What is the breakeven point in terms of sales revenues?

A) $18,500

B) $25,000

C) $37,500

D) $22,750

Answer:  B

Explanation:  B) Calculations:


$20 - $8 = $12


$15,000/$12 = 1,250


1,250 × $20 = $25,000

Diff: 2

LO:  19-2

EOC Ref:  S19-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

20) Reevis Company has fixed costs of $7,500.  Their contribution margin ratio is 20%. What is the break-even point in sales dollars?

A) $22,000

B) $37,500

C) $1,500

D) $32,750

Answer:  B

Explanation:  B) Calculations: $7,500/20% = $37,500

Diff: 2

LO:  19-2

EOC Ref:  S19-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

21) Reevis Company sells hand-sewn shirts for $25 per unit, and has fixed costs of $7,500.  Their contribution margin ratio is 20%. How many units do they have to sell to break even?

A) 950

B) 1,750

C) 1,125

D) 1,500

Answer:  D

Explanation:  D) Calculations:


$7,500/20% = $37,500


$37,500/$25 = 1,500

Diff: 3

LO:  19-2

EOC Ref:  S19-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

22) Reevis Company sells hand-sewn shirts for $25 per unit, and has fixed costs of $7,500.  Their contribution margin ratio is 20%. How much is the variable cost per unit?

A) $20

B) $8

C) $5

D) $15

Answer:  A

Explanation:  A) Calculations:


$25 × 20% = $5


$25 - $5 = $20

Diff: 3

LO:  19-2

EOC Ref:  S19-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

23) Olympus Company sells 1,400 units per month at a price of $28.00 per unit.  The variable cost is $22.50 per unit.  How much is the total contribution margin?  (Please round to nearest whole dollar.)

A) $9,500

B) $7,700

C) $39,200

D) $6,750

Answer:  B

Explanation:  B) Calculations: 1,400 × ($28.00 - $22.50) = $7,700

Diff: 1

LO:  19-2

EOC Ref:  S19-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

24) Olympus Company sells 1,400 units per month at a price of $28.00 per unit.  The variable cost is $22.50 per unit.  Fixed costs are $6,900 per month.  How much is the operating income?

A) $9,500

B) $32,300

C) $800

D) $750

Answer:  C

Explanation:  C) Calculations:


1,400 × ($28.00 - $22.50) = $7,700


$7,700 - $6,900 = $800

Diff: 1

LO:  19-2

EOC Ref:  S19-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

25) A company's contribution margin ratio is 8%.  Fixed costs are $2,400 per month.  How much sales revenue is needed to break even?

A) $28,000

B) $36,000

C) $32,000

D) $30,000

Answer:  D

Explanation:  D) Calculations:  $2,400/8% = $30,000

Diff: 2

LO:  19-2

EOC Ref:  S19-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

26) A company's product sells for $240 per unit.  Variable cost is $208 per unit.  Fixed costs run at $150,400 per month.  How many units need to be sold to break even?

A) 4,700

B) 4,250

C) 3,800

D) 4,900

Answer:  A

Explanation:  A) Calculations:


$240 - $208 = $32


$150,400/$32 = 4,700

Diff: 2

LO:  19-2

EOC Ref:  S19-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

27) A company's product sells for $240 per unit.  Variable cost is $210 per unit.  Fixed costs run at $141,000  per month.  How many dollars of sale revenue are required to break even?

A) $1,290,000

B) $1,128,000

C) $956,000

D) $1,050,000

Answer:  B

Explanation:  B) Calculations:


$240 - $210 = $30


$141,000/$30 = 4,700


4,700 × $240 = $1,128,000

Diff: 2

LO:  19-2

EOC Ref:  S19-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

28) A company's product sells for $240 per unit.  The contribution margin ratio is 12.5%.   Fixed costs run at $141,000 per month.  How many dollars of sale revenue are required to break even?

A) $1,129,000

B) $1,128,000

C) $956,000

D) $1,050,000

Answer:  B

Explanation:  B) Calculations: $141,000/12.5% = $1,128,000

Diff: 2

LO:  19-2

EOC Ref:  S19-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

29) A company's contribution margin is $9 per unit.  Fixed costs are $14,850 per month.  How many units must be sold to break even?

A) 1,700

B) 1,425

C) 850

D) 1,650

Answer:  D

Explanation:  D) Calculations: $14,850/$9 = 1,650

Diff: 1

LO:  19-2

EOC Ref:  S19-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

30) Olympus Company sells 1,400 units per month at a price of $28.00 per unit.  The variable cost is $22.50 per unit.  Fixed costs are $6,900 per month.  Please prepare a contribution margin income statement in the format provided here.

	
	

	
	

	
	

	
	

	
	


Answer:  
	Revenues
	$39,200 

	Variable expenses
	$31,500 

	Contribution margin
	$7,700 

	Fixed expenses
	$6,900 

	Net operating income
	$800 


Explanation:  This question is not available in MyAccountingLab.

Diff: 1

LO:  19-2

EOC Ref:  S19-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

Learning Objective 19-3 

1) The breakeven point on a CVP graph is the point where the sales revenue line intersects the total cost line.

 [image: image1.jpg]



Answer:  TRUE

Diff: 1

LO:  19-3

EOC Ref:  E19-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

2) CVP graphs can help managers quickly estimate the profit or loss earned at different levels of sales volume.

Answer:  TRUE

Diff: 1

LO:  19-3

EOC Ref:  E19-18

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

3) On a CVP graph, in the area where the revenue line appears above the total cost line, the vertical distance separating the two lines represents what?
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A) Contribution margin

B) Operating loss

C) Operating income

D) Variable costs

Answer:  C

Diff: 1

LO:  19-3

EOC Ref:  E19-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

4) On a CVP graph, in the area where the revenue line appears below the total cost line, the vertical distance separating the two lines represents what?
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A) Contribution margin

B) Operating loss

C) Operating income

D) Variable costs

Answer:  B

Diff: 1

LO:  19-3

EOC Ref:  E19-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

5) In a CVP graph, what does the line which begins at the lower left corner represent?
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A) Total sales revenue

B) Total variable cost

C) Total fixed cost

D) Both the total variable cost and the total sales revenue

Answer:  A

Diff: 1

LO:  19-3

EOC Ref:  E19-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

6) On a CVP graph, the intersection of the sales line and the total cost line is known as the:
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A) total cost point.

B) breakeven point.

C) unit contribution margin.

D) margin of safety point.

Answer:  B

Diff: 1

LO:  19-3

EOC Ref:  E19-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

7) On a CVP graph, there is a point where the two diagonal lines intersect.  Which of the following statements accurately describes that point?
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A) It is the point where total revenues equal total variable costs.

B) It is the point where fixed costs equal variable costs.

C) It is the point where total revenues equal fixed costs.

D) It is the point where total costs equal total revenues.

Answer:  D

Diff: 1

LO:  19-3

EOC Ref:  E19-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

8) Jurassic Manufacturers produces flooring material.  Fixed costs are $5,000 per month.  Sales price for one unit of product is $50, and the variable cost per unit is $30.  If Jurassic managers create a CVP graph from volume levels of zero to 400 units, where will the revenue and total cost lines intersect?

A) 250 units

B) 190 units

C) 240 units

D) 275 units

Answer:  A

Explanation:  A) Calculations: $5,000/($50 - $30) = 250

Diff: 2

LO:  19-3

EOC Ref:  E19-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

9) Jurassic Manufacturers produces flooring material.  Fixed costs are $5,000 per month.  Sales price for one unit of product is $50, and the variable cost per unit is $30.  If Jurassic wishes to earn an operating income of $2,000, how many units need to be sold?

A) 270

B) 300

C) 320

D) 350

Answer:  D

Explanation:  D) Calculations:


$5,000 + $2,000 = $7,000


$7,000/$20 = 350

Diff: 2

LO:  19-3

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

10) Jurassic Manufacturers produces flooring material.  Fixed costs are $5,000 per month.  Sales price for one unit of product is $50, and the variable cost per unit is $30.  If Jurassic wishes to earn an operating income of $5,000, how many units need to be sold?

A) 500

B) 300

C) 450

D) 350

Answer:  A

Explanation:  A) Calculations:


$5,000 + $5,000 = $10,000


$10,000/$20 = 500

Diff: 2

LO:  19-3

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

11) Chambers Company sells glass vases at a wholesale price of $2.50 per unit.  Variable cost is $1.75 per unit.  Chambers' fixed costs are $6,500 per month.  If Chambers wishes to make operating income of $2,500, how many units must be sold?

A) 11,500

B) 11,750

C) 12,000

D) 12,500

Answer:  C

Explanation:  C) Calculations:


$6,500 + $2,500 = $9,000


$9,000/($2.50 - $1.75)  = 12,000

Diff: 2

LO:  19-3

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

12) Chambers Company sells glass vases at a wholesale price of $2.50 per unit.  Variable cost is $1.75 per unit.  Chambers' fixed costs are $6,500 per month.  Chambers is currently selling 15,000 units per month.  If Chambers wants to increase operating income by 20%, how many more units, over and above the current volume, must they sell?  (Please round to nearest whole number.)

A) 1,166

B) 1,333

C) 1,267

D) 5,666

Answer:  C

Explanation:  C) Calculations:


($2.50 - $1.75) × 15,000 = $11,250


$11,250 - $6,500 = $4,750


$4,750 × 1.2 + $5,700


($5,700 + $6,500)/ $0.75 = 16,267


16,267 - 15,000 = 1,267

Diff: 3

LO:  19-3

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

13) Runnymeade Products makes a racing bicycle tire.  Cost and volume data are below.

	Price per unit
	$18.00 

	Variable cost per unit
	$14.50 

	Fixed cost per month
	$28,000 

	Current sales volume (units)
	10,000 


How much is current monthly operating income?

A) $7,000

B) $6,850

C) $5,900

D) $7,250

Answer:  A

Explanation:  A) Calculations: 
($18.00 - $14.50) × 10,000 = $35,000


$35,000 - $28,000 = $7,000

Diff: 1

LO:  19-3

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

14) Runnymeade Products makes a racing bicycle tire.  Cost and volume data are below.

	Price per unit
	$18.00 

	Variable cost per unit
	$14.50 

	Fixed cost per month
	$28,000 

	Current sales volume (units)
	10,000 


If management wants to earn $9,000 of operating income, how many units must be sold?  (Please round to nearest whole number.)

A) 11,667

B) 10,571

C) 9,667

D) 10,333

Answer:  B

Explanation:  B) Calculations:


$18.00 - $14.50 = $3.50


($9,000 + $28,000)/$3.50 = 10,571

Diff: 2

LO:  19-3

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

15) Bell Products manufactures packs of pesticides which are sold to farmers.  Cost, volume and price data are as follows:

	Price per unit
	$25.00 

	Variable cost per unit
	$20.00 

	Fixed cost per month
	$8,000 

	Current sales volume (units)
	3,000 


How much is Bell's current monthly operating income?

A) $1,000

B) $5,000

C) $6,750

D) $7,000

Answer:  D

Explanation:  D) Calculations:  
$25.00 - $20.00 = $5.00


3,000 × $5 + $15,000


$15,000 - $8,000 = $7,000

Diff: 2

LO:  19-3

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

16) Bell Products manufactures packs of pesticides which are sold to farmers.  Cost, volume and price data are as follows:

	Price per unit
	$25.00 

	Variable cost per unit
	$20.00 

	Fixed cost per month
	$8,000 

	Current sales volume (units)
	3,000 


If Bell wishes to earn $10,000 of operating income, what volume of sales is needed?

A) 3,150

B) 3,200

C) 3,500

D) 3,600

Answer:  D

Explanation:  D) Calculations:  
$25.00 - $20.00 = $5.00


$10,000 + $8,000 = $18,000


$18,000/$5.00 = 3,600

Diff: 2

LO:  19-3

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

17) Bell Products manufactures packs of pesticides which are sold to farmers.  Cost, volume and price data are as follows:

	Price per unit
	$25.00 

	Variable cost per unit
	$20.00 

	Fixed cost per month
	$8,000 

	Current sales volume (units)
	3,000 


If Bell wishes to increase their current operating income by 10%,  what volume of sales is needed?

A) 3,140

B) 3,200

C) 3,500

D) 3,625

Answer:  A

Explanation:  A) Calculations:


$7,000 × 110% = $7,700


$25.00 - $20.00 = $5.00


$7,700 + $8,000 = $15,700


$15,700/$5.00 = 3,140

Diff: 2

LO:  19-3

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

18) Bell Products manufactures packs of pesticides which are sold to farmers.  Cost, volume and price data are as follows:

	Price per unit
	$25.00 

	Variable cost per unit
	$20.00 

	Fixed cost per month
	$8,000 

	Current sales volume (units)
	3,000 


If Bell wishes to double their current operating income, what volume of sales is needed?

A) 3,140

B) 4,400

C) 3,500

D) 3,625

Answer:  B

Explanation:  B) Calculations:


$7,000 × 2 = $14,000


$25.00 - $20.00 = $5.00


$14,000 + $8,000 = $22,000


$22,000/$5.00 = 4,400

Diff: 2

LO:  19-3

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

19) Juan Martinez played classical guitar professionally until his motorcycle accident left him disabled.  After long months of therapy, he hired an experienced luthier (maker of stringed instruments) and opened a small shop that makes and sells Spanish guitars.  The guitars sell for $600, and the fixed monthly operating costs are as follows:


Rent and utilities
$960


Wages and benefits of luthier
$1,500


Other
$900

Juan got confused when his accountant told him about contribution margin ratios, but he understood clearly that for every dollar of sales, $0.70 went to cover his fixed costs, and that anything past that point was pure profit.

How many guitars does Juan have to sell each month to break even?

A) 6

B) 5

C) 12

D) 8

Answer:  D

Explanation:  D) Calculations:


$600 × 70% = $420


$960 + $1,500 + $900 = $3,360


$3,360/$420 = 8

Diff: 2

LO:  19-3

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

20) Juan Martinez played classical guitar professionally until his motorcycle accident left him disabled.  After long months of therapy, he hired an experienced luthier (maker of stringed instruments) and opened a small shop that makes and sells Spanish guitars.  The guitars sell for $600, and the fixed monthly operating costs are as follows:


Rent and utilities
$960


Wages and benefits of luthier
$1,500


Other
$900

Juan got confused when his accountant told him about contribution margin ratios, but he understood clearly that for every dollar of sales, $0.70 went to cover his fixed costs, and that anything past that point was pure profit.

How many dollars of revenue does Juan have to make each month to break even?

A) $3,950

B) $4,800

C) $3,360

D) $5,200

Answer:  B

Explanation:  B) Calculations:


$600 × 70% = $420


$960 + $1,500 + $900 = $3,360


$3,360/$420 = 8


8 × $600 = $4,800

Diff: 2

LO:  19-3

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

21) Juan Martinez played classical guitar professionally until his motorcycle accident left him disabled.  After long months of therapy, he hired an experienced luthier (maker of stringed instruments) and opened a small shop that makes and sells Spanish guitars.  The guitars sell for $600, and the fixed monthly operating costs are as follows:


Rent and utilities
$960


Wages and benefits of luthier
$1,500


Other
$900

Juan got confused when his accountant told him about contribution margin ratios, but he understood clearly that for every dollar of sales, $0.70 went to cover his fixed costs, and that anything past that point was pure profit.

Juan wishes to make $2,500 of operating profit each month.  If so, how many guitars will Juan have to sell?

A) 12

B) 14

C) 18

D) 9

Answer:  B

Explanation:  B) Calculations:


$600 × 70% = $420


$960 + $1,500 + $900 = $3,360


($3,360 + $2,500)/$420 = 14

Diff: 3

LO:  19-3

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

22) Juan Martinez played classical guitar professionally until his motorcycle accident left him disabled.  After long months of therapy, he hired an experienced luthier (maker of stringed instruments) and opened a small shop that makes and sells Spanish guitars.  The guitars sell for $600, and the fixed monthly operating costs are as follows:


Rent and utilities
$960


Wages and benefits of luthier
$1,500


Other
$900

Juan got confused when his accountant told him about contribution margin ratios, but he understood clearly that for every dollar of sales, $0.70 went to cover his fixed costs, and that anything past that point was pure profit.

Juan wishes to make $2,500 of operating profit each month.  If so, how much sales revenue will Juan have to make?

A) $8,760

B) $8,140

C) $8,400

D) $7,960

Answer:  C

Explanation:  C) Calculations:


$600 × 70% = $420


$960 + $1,500 + $900 = $3,360


($3,360 + $2,500)/$420 = 13.95


14 × $600 = $8,400

Diff: 3

LO:  19-3

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

Learning Objective 19-4 

1) If variable costs go up, and all other factors remain the same, the business will have to sell more units to break even.

Answer:  TRUE

Diff: 1

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

2) If variable costs go up, and all other factors remain the same, the margin of safety will shrink.

Answer:  FALSE

Diff: 1

LO:  19-4

EOC Ref:  S19-9

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

3) If variable costs go down, and all other factors remain the same, the company will have to sell more units to break even.

Answer:  FALSE

Diff: 1

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

4) If variable costs go down, and all other factors remain the same, the margin of safety will become larger.

Answer:  TRUE

Diff: 1

LO:  19-4

EOC Ref:  S19-9

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

5) If fixed costs go up and all other factors remain the same, the company will have to sell fewer units to break even.

Answer:  FALSE

Diff: 1

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

6) If fixed costs go up and all other factors remain the same, the margin of safety will become smaller.

Answer:  TRUE

Diff: 1

LO:  19-4

EOC Ref:  S19-9

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

7) If a company reduces its fixed costs, the operating income will increase in the exact same amount as the cost reduction.

Answer:  TRUE

Diff: 2

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

8) Juan Martinez played classical guitar professionally until his motorcycle accident left him disabled.  After long months of therapy, he hired an experienced luthier (maker of stringed instruments) and opened a small shop that makes and sells Spanish guitars.  The guitars sell for $600, and the fixed monthly operating costs are as follows:


Rent and utilities
$960


Wages and benefits of luthier
$1,500


Other
$900

Juan got confused when his accountant told him about contribution margin ratios, but he understood clearly that for every dollar of sales, $0.70 went to cover his fixed costs, and that anything past that point was pure profit.

Juan knows his breakeven point is now 8 units per month, but he is considering raising his price to $660. If he does so, how will that affect the contribution margin ratio?

A) It will stay the same.

B) It will go up 70% to 75%.

C) It will go up from 70% to approximately 73%.

D) It will go down from 70% to approximately 67%.

Answer:  C

Explanation:  C) Calculations:


$600 × 70% = $420


$600 - $420 = $180


$660 - $180 = $480


$480/$660 = 72.7%

Diff: 3

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

9) Juan Martinez played classical guitar professionally until his motorcycle accident left him disabled.  After long months of therapy, he hired an experienced luthier (maker of stringed instruments) and opened a small shop that makes and sells Spanish guitars.  The guitars sell for $600, and the fixed monthly operating costs are as follows:


Rent and utilities
$960


Wages and benefits of luthier
$1,500


Other
$900

Juan got confused when his accountant told him about contribution margin ratios, but he understood clearly that for every dollar of sales, $0.70 went to cover his fixed costs, and that anything past that point was pure profit.

Juan knows his breakeven point is now 8 units per month, but he is considering raising his price to $660. If he does so, how will that affect the breakeven point?

A) It will stay the same.

B) It will go up from 8 to 10 units.

C) It will up from 8 to 12 units.

D) It will go down from 8 to 7 units.

Answer:  D

Explanation:  D) Calculations:


$600 × 70% = $420


$600 - $420 = $180


$660 - $180 = $480


$3,360/$480 = 7

Diff: 3

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

10) Fairfield Company management has budgeted the following amounts for its next fiscal year:

	Total fixed expenses
	$832,500

	Sale price per unit
	$40

	Variable expenses per unit
	$25


What will happen to the breakeven point in units if Fairfield can reduce fixed expenses by  $22,500?

A) The breakeven point will decrease by 1,500 units.

B) The breakeven point will decrease by 562 units.

C) The breakeven point will decrease by 900 units.

D) The breakeven point will increase by 562 units.

Answer:  A

Explanation:  A) Calculations:


$40 - $25 = $15


$22,500/$15 = 1,500

Diff: 3

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

11) Fairfield Company management has budgeted the following amounts for its next fiscal year:

	Total fixed expenses
	$832,500

	Sale price per unit
	$40

	Variable expenses per unit
	$25


If Fairfield Company spends an additional $30,000 on advertising, sales volume should increase by 2,500 units. What effect will this decision have on operating income?

A) Operating income will decrease $62,500.

B) Operating income will increase $7,500.

C) Operating income will increase $70,000

D) Operating income will increase $37,500.

Answer:  B

Explanation:  B) Calculations:


2,500 × $15 = $37,500


$37,500 - $30,000 = $7,500

Diff: 3

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

12) Which of the following statements is CORRECT if the variable cost per unit increases while the sale price per unit and total fixed costs remain constant?

A) The breakeven point decreases.

B) The contribution margin increases.

C) The breakeven point remains the same.

D) The breakeven point increases.

Answer:  D

Diff: 2

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

13) Which of the following statements is CORRECT if total fixed costs decrease while the sales price per unit and variable costs per unit remain constant?

A) The contribution margin increases.

B) The breakeven point increases.

C) The contribution margin decreases.

D) The breakeven point decreases.

Answer:  D

Diff: 2

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

14) Lightfoot Company sells its product for $55 and has variable costs of $30 per unit. Total fixed costs are $25,000. What will be the effect on the breakeven point if variable costs increase by 10% due to an increase in the cost of direct materials?

A) It will increase by approximately 136 units.

B) It will increase by approximately 242 units.

C) It will decrease by approximately 136 units.

D) It will decrease by approximately 242 units.

Answer:  A

Explanation:  A) Calculations:


$25,000/($55 - $30) = 1,000


$25,000/($55 - $33) = 1,136


1,136 - 1,000 = 136

Diff: 3

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

15) Which of the following will lower the breakeven point assuming no other changes?

A) A decrease in the sales price per unit

B) An increase in total fixed costs

C) An increase in the variable costs per unit

D) An increase in the sales price per unit

Answer:  D

Diff: 1

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

16) Gould Enterprises sells computer disks for $1.50 per disk. Unit variable expenses total $0.90. The breakeven point in units is 3,000 and budgeted sales in units are 4,300. What is the margin of safety in dollars?

A) $4,500

B) $1,950

C) $2,580

D) $780

Answer:  B

Explanation:  B) Calculations: (4,300 - 3,000) × $1.50 = $1,950

Diff: 2

LO:  19-4

EOC Ref:  S19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

17) The McPherson Company is facing a $6 increase in the variable cost of producing one of its products for the upcoming year. Because of this situation, the sales manager has made a proposal to increase the selling price of the product while increasing the advertising budget at the same time. The price increase will lower sales volume, but the other changes may help the company maintain its profit margins.   McPherson has provided the following information regarding the current year results and the proposal made by the sales manager:

	
	Current Year
	Proposal

	Unit sales
	  27,000
	18,000

	Sales price per unit              
	$48
	$58

	Variable cost per unit
	$30
	$36

	Fixed cost
	$76,000
	$96,000


Relative to the current year, the sales manager's proposal will:

A) decrease operating income by $90,000.

B) increase contribution margin by $90,000.

C) decrease the unit breakeven point.

D) decrease operating income by $110,000.

Answer:  D

Explanation:  D) Calculation:


[27,000 × ($48-$30)] - $76,000} = $410,000


[18,000 × ($58-$36)] - $96,000 = $300,000


$300,000 - $410,000 = ($110,000)

Diff: 3

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

18) Moylan Company has provided the following contribution margin income statement:

	Sales
	$777,000

	Variable expenses           
	$504,000

	Contribution margin    
	$273,000

	Fixed expenses                
	$212,000

	Operating income         
	$61,000


If the sales volume increases 10%, which of the following statements is CORRECT?

A) Operating income will increase $6,100.

B) Operating income will increase $27,300.

C) Fixed expenses will increase $21,200.

D) Contribution margin will increase $77,700.

Answer:  B

Explanation:  B) Calculations:


($777,000 × 1.1) - ($504,000 × 1.1) - 212,000 = $88,300


$88,300 - 61,000 = $27,300

Diff: 3

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

19) Jarvis Foods produces a gourmet condiment which sells for $10.00 per unit.  Variable costs are $7.50 per unit, and fixed costs are $18,000 per month.  Jarvis is currently selling 8,000 units per month.  If Jarvis is forced to reduce the selling price down to $9.00 per unit, and volume remains constant, how will that affect its breakeven point?

A) Breakeven will go up by 4,800 units.

B) Breakeven will stay the same.

C) Breakeven will go down by 4,800 units.

D) Breakeven will go up by 1,500 units.

Answer:  A

Explanation:  A) Calculations:


$18,000 / ($10.00 - $7.50) = 7,200


$18,000 / ($9.00 - $7.50) = 12,000


12,000 - 7,200 = 4,800

Diff: 2

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

20) Jarvis Foods produces a gourmet condiment which sells for $10.00 per unit.  Variable costs are $7.50 per unit, and fixed costs are $18,000 per month.  Jarvis is currently selling 8,000 units per month.  If Jarvis is forced to reduce the selling price down to $9.00 per unit, and volume remains constant, how will that affect its breakeven point in dollars?

A) Breakeven will go down by $36,000 of sales revenues.

B) Breakeven will go down by $4,800 of sales revenues.

C) Breakeven will go up by $36.000 of sales revenues.

D) Breakeven will go up by $8,000 of sales revenues.

Answer:  C

Explanation:  C) Calculations:


$18,000 / ($10.00 - $7.50) = 7,200


7,200 × $10.00 = $72,000


$18,000 / ($9.00 - $7.50) = 12,000


12,000 × $9.00 = $108,000


$108,000 - $72,000 = $36,000

Diff: 2

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

21) Jarvis Foods produces a gourmet condiment which sells for $10.00 per unit.  Variable costs are $7.50 per unit, and fixed costs are $18,000 per month.  Jarvis is currently selling 8,000 units per month.  If Jarvis is forced to reduce the selling price down to $9.00 per unit, and volume remains constant, how will that affect its operating income?

A) Operating income will go up by $6,000.

B) Operating income will become a loss of $6,000.

C) Operating income will become a loss of $2,000.

D) Operating income will go up by $2,000.

Answer:  B

Explanation:  B) Calculations:


8,000 × ($10.00 - $7.50) - $18,000= $2,000


8.000 × ($9.00 - $7.50)  - $18,000 = ($6,000)

Diff: 2

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

22) Jarvis Foods produces a gourmet condiment which sells for $10.00 per unit.  Variable costs are $7.50 per unit, and fixed costs are $18,000 per month.  Jarvis is currently selling 8,000 units per month.  If Jarvis reduces the selling price down to $9.00 per unit, they believe volume will rise to 13,000 units per month.   How would that affect its operating income?

A) Operating income will go up by $6,000.

B) Operating income will go down by $1,600.

C) Operating income will go down by $500.

D) Operating income will go up by $2,000.

Answer:  C

Explanation:  C) Calculations:


8,000 × ($10.00 - $7.50) - $18,000= $2,000


13.000 × ($9.00 - $7.50)  - $18,000 = $1,500


$2,000 - $1,500 = $500

Diff: 2

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

23) Jarvis Foods produces a gourmet condiment which sells for $10.00 per unit.  Variable costs are $7.50 per unit, and fixed costs are $18,000 per month.  Jarvis is currently selling 8,000 units per month.  How much is Jarvis's margin of safety expressed in units?

A) 250 units

B) 800 units

C) 160 units

D) 40 units

Answer:  B

Explanation:  B) Calculations:


$10.00 - $7.50 = $2.50


$18,000/$2.50 = 7,200


8,000 - 7,200 = 800

Diff: 2

LO:  19-4

EOC Ref:  S19-9

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

24) Jarvis Foods produces a gourmet condiment which sells for $10.00 per unit.  Variable costs are $7.50 per unit, and fixed costs are $18,000 per month.  Jarvis is currently selling 8,000 units per month.  How much is Jarvis's margin of safety expressed in sales revenue?

A) $8,000

B) $7,400

C) $6,000

D) $2,600

Answer:  A

Explanation:  A) Calculations:


$10.00 - $7.50 = $2.50


$18,000/$2.50 = 7,200


7,200 × $10.00 = $72,000


8.000 × $10.00 = $80,000


$80,000 - $72,000 = $8,000

Diff: 2

LO:  19-4

EOC Ref:  S19-9

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

25) Arquebus Company is owned and operated by a craftsman who makes replicas of historic firearms for museums, sportsmen and collectors.  He is currently producing 40 flintlock muskets per month.  Cost data are as follows:


Price
$720 per unit


Variable cost
$470 per unit


Fixed costs
$8,000 per month

In June, the cost of the special kind of metal he uses went up considerably, and the variable cost per unit increased by $50 per unit.  If volume and other factors remain constant, how will this affect the company's breakeven point?

A) It will go up by 12 units.

B) It will have no effect on breakeven.

C) It will go up by 8 units per month.

D) It will go down by 2 units per month.

Answer:  C

Explanation:  C) Calculations:


$720 - $470 = $250


$8,000/$250 = 32


$720 - $520 = $200


$8,000/$200 = 40


40 - 32 = 8

Diff: 2

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

26) Arquebus Company is owned and operated by a craftsman who makes replicas of historic firearms for museums, sportsmen and collectors.  He is currently producing 40 flintlock muskets per month.  Cost data are as follows:


Price
$720 per unit


Variable cost
$470 per unit


Fixed costs
$8,000 per month

In June, the cost of the special kind of metal he uses went up considerably, and the variable cost per unit increased by $50 per unit.  If volume and other factors remain constant, how will this affect the company's breakeven point in sales dollars?

A) It will go up by $5,760 of sales revenue.

B) It will go up by $2,400 of sales revenue.

C) It will go down by $400 of sales revenue.

D) It will go down by $2,720 of sales revenue.

Answer:  A

Explanation:  A) Calculations:


$720 - $470 = $250


$8,000/$250 = 32


32 × $720 = $23,040


$720 - $520 = $200


$8,000/$200 = 40


40 × $720 = $28,800


$28,800 - $23,040 = $5,760

Diff: 2

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

27) Arquebus Company is owned and operated by a craftsman who makes replicas of historic firearms for museums, sportsmen and collectors.  He is currently producing 40 flintlock muskets per month.  Cost data are as follows:


Price

$720 per unit


Variable cost

$470 per unit


Fixed costs

$8,000 per month

In June, the cost of the special kind of metal he uses went up considerably, and the variable cost per unit increased by $50 per unit.  If volume and other factors remain constant, how will this affect the company's operating income?

A) It will go up by $5,760 of sales revenue.

B) It will go up by $2,400 of sales revenue.

C) It will go down by $400 of sales revenue.

D) It will go down by $2,000.

Answer:  D

Explanation:  D) Calculations:


$720 - $470 = $250


(40 × $250) - $8,000 = $2,000


$720 - $520 = $200


(40 × $200) - $8,000 = $0


$2,000 - $0 = $2,000

Diff: 2

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

28) Arquebus Company is owned and operated by a craftsman who makes replicas of historic firearms for museums, sportsmen and collectors.  He is currently producing 40 flintlock muskets per month.  Cost data are as follows:


Price
$720 per unit


Variable cost
$470 per unit


Fixed costs
$8,000 per month

In June, the cost of the special kind of metal he uses went up considerably, and the variable cost per unit increased by $50 per unit.  The owner believes he can pass along half of the cost increase to his customers by raising the price to $745, and still maintain the same volume of sales.  If so, how will this affect his operating income?

A) It will go up by $1,000.

B) It will go down by $1,000.

C) It will go down by $1,225.

D) It will go down by $2,500.

Answer:  B

Explanation:  B) Calculations:


$720 - $470 = $250


(40 × $250) - $8,000 = $2,000


$745 - $520 = $225


(40 × $225) - $8.000 = $1,000


$2,000 - $1,000 = $1,000

Diff: 2

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

29) Arquebus Company is owned and operated by a craftsman who makes replicas of historic firearms for museums, sportsmen and collectors.  He is currently producing 40 flintlock muskets per month.  Cost data are as follows:


Price
$720 per unit


Variable cost
$470 per unit


Fixed costs
$8,000 per month

How much is his margin of safety expressed in units per month?

A) 8 units

B) 6 units

C) 4 units

D) 2 units

Answer:  A

Explanation:  A) Calculations:


$8,000/$250 = 32


40 - 32 = 8

Diff: 2

LO:  19-4

EOC Ref:  S19-9

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

30) Arquebus Company is owned and operated by a craftsman who makes replicas of historic firearms for museums, sportsmen and collectors.  He is currently producing 40 flintlock muskets per month.  Cost data are as follows:


Price
$720 per unit


Variable cost
$470 per unit


Fixed costs
$8,000 per month

How much is his margin of safety expressed in sales revenue?

A) $2,000

B) $1,600

C) $900

D) $1,200

Answer:  A

Explanation:  A) Calculations:


$720 - $470 = $250


$8,000/$250 = 32


40 - 32 × $250 = $2,000

Diff: 2

LO:  19-4

EOC Ref:  S19-9

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

31) Taizhong Semiconductor Company mass produces several common computer chips.  Type A sells for $1.20 per unit.  Variable cost is $0.95 per unit and the fixed costs are $32,000 per month.  Taizhong currently sells 140,000 units per month.  Under intense pressure to boost profits, the production manager has a plan which will reduce fixed costs by 10%.  How will this affect the breakeven point in terms of units per month?

A) It will go down by 12,800 units.

B) It will go down by 8,000 units.

C) It will go up by 1,200 units.

D) It will stay the same.

Answer:  A

Explanation:  A) Calculations:


$1.20 - $0.95 = $0.25


$32,000/$0.25 = 128,000


$32,000 × 10% = $3,200


($32,000 - $3,200)/$0.25 = 115,200


128,000 - 115,200 = 12,800

Diff: 2

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

32) Taizhong Semiconductor Company mass produces several common computer chips.  Type A sells for $1.20 per unit.  Variable cost is $0.95 per unit and the fixed costs are $32,000 per month.  Taizhong currently sells 140,000 units per month.  Under intense pressure to boost profits, the production manager has a plan which will reduce fixed costs by 10%.  How will this affect the breakeven point in terms of sales revenue?

A) It will go down $3,200.

B) It will go down by $15,360.

C) It will go up by $9,460.

D) It will go down by $16,200.

Answer:  B

Explanation:  B) Calculations:


$1.20 - $0.95 = $0.25


$32,000/$0.25 = 128,000


128,000 × $1.20 = $153,600


$32,000 × 10% = $3,200


($32,000 - $3,200)/$0.25 = 115,200


115,200 × $1.20 = $138,240


$153,600 - $138,240 = $15,360

Diff: 2

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

33) Taizhong Semiconductor Company mass produces several common computer chips.  Type A sells for $1.20 per unit.  Variable cost is $0.95 per unit and the fixed costs are $32,000 per month.  Taizhong currently sells 140,000 units per month.  Under intense pressure to boost profits, the production manager has a plan which will reduce fixed costs by 10%.  How will this affect net operating income?

A) It will go up exactly 10%.

B) It will go down approximately 40%.

C) It will go up approximately 12%.

D) It will go up approximately 107%.

Answer:  D

Explanation:  D) Calculations:


$1.20 - $0.95 = $0.25


(140,000 × $0.25) - $32,000 = $3,000


(140,000 × $0.25) - $28,800 = $6,200


$6,200 - $3.000 = $3,200


$3,200/$3,000 = 107%

Diff: 3

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

34) Taizhong Semiconductor Company mass produces several common computer chips.  Type A sells for $1.20 per unit.  Variable cost was $0.95 per unit and the fixed costs were $32,000 per month.  Taizhong currently sells 140,000 units per month.  Because of volatility in the precious metals market, the variable cost per unit has just gone up by $0.05, but the company does not believe it can pass the extra cost on to the customer.  To offset higher variable costs, the production manager has developed a plan which will reduce fixed costs by 20%.  How will these combined changes affect net operating income?

A) It will go up 10%.

B) It will go down 20%.

C) It will go up 12%.

D) It will go down 110%.

Answer:  B

Explanation:  B) Calculations:


$1.20 - $0.95 = $0.25


(140,000 × $0.25) - $32,000 = $3,000


(140,000 × $0.20) - $25,600 = $2,400


$3,000 - $2,400 = $600


$600/$3,000 = 20%

Diff: 3

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

35) Taizhong Semiconductor Company mass produces several common computer chips.  Type A sells for $1.20 per unit.  Variable cost is $0.95 per unit and the fixed costs are $32,000 per month.  Taizhong currently sells 140,000 units per month.  How much is the margin of safety expressed in units per month?

A) 13,600 units

B) 1,600 units

C) 800 units

D) 12,000 units

Answer:  D

Explanation:  D) Calculations:


$1.20 - $0.95 = $0.25


$32,000/$0.25 = 128,000


140,000 - 128,000 = 12,000

Diff: 2

LO:  19-4

EOC Ref:  S19-9

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

36) Taizhong Semiconductor Company mass produces several common computer chips.  Type A sells for $1.20 per unit.  Variable cost is $0.95 per unit and the fixed costs are $32,000 per month.  Taizhong currently sells 140,000 units per month.  How much is the margin of safety expressed in sales revenues?

A) $13,750

B) $12,500

C) $4,680

D) $14,400

Answer:  D

Explanation:  D) Calculations:


$1.20 - $0.95 = $0.25


$32,000/$0.25 = 128,000


128,000 × $1.20 = $153,600


140,000 × $1.20 = $168,000


$168,000 - $153,600 = $14,400

Diff: 2

LO:  19-4

EOC Ref:  S19-9

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

37) A small business produces a single product and reports the following data:

	Price
	$8.00 
	per unit

	Variable cost
	$5.00 
	per unit

	Fixed cost
	$21,000 
	per month

	Volume
	10,000 
	per month


If the company reduces its price to $7.50, it believes that the volume will go up to 11,000 units.

How would this change affect operating income?

A) It will go up by $7,500.

B) It will go up by $8,000.

C) It will go down by $2,500.

D) It will go down by $4,500.

Answer:  C

Explanation:  C) Calculations:


$8.00 - $5.00 = $3.00


(10,000 × $3.00) - $21,000 = $9,000


$7.50 - $5.00 = $2.50


(11,000 × $2.50) - $21,000 = $6,500


$9,000 - $6,500 = $2,500

Diff: 2

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

38) A small business produces a single product and reports the following data:

	Price
	$8.00 
	per unit

	Variable cost
	$5.00 
	per unit

	Fixed cost
	$21,000 
	per month

	Volume
	10,000 
	per month


The company's variable cost goes up by $0.75 per unit, so they raise the price by the same amount.

Assume other factors remain the same.  How would this change affect operating income?

A) It will go up by $7,500.

B) It will go up by $8,000.

C) It will go down by $2,500.

D) It will stay the same.

Answer:  D

Explanation:  D) Calculations:


$8.00 - $5.00 = $3.00


(10,000 × $3.00) - $21,000 = $9,000


$8.75 - $5.75 = $3.00


(10,000 × $3.00) - $21,000 = $9,000

Diff: 2

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

39) A small business produces a single product and reports the following data:

	Price
	$8.00 
	per unit

	Variable cost
	$5.00 
	per unit

	Fixed cost
	$21,000 
	per month

	Volume
	10,000 
	per month


The company's variable cost goes up by $0.25 per unit.  Fixed costs are lowered from $21,000 to $18,000.   Assume other factors remain the same.  How would this change affect operating income?

A) It will go up by $500.

B) It will go up by $800.

C) It will go down by $2,500.

D) It will stay the same.

Answer:  A

Explanation:  A) Calculations:


$8.00 - $5.00 = $3.00


(10,000 × $3.00) - $21,000 = $9,000


$8.00 - $5.25 = $2.75


(10,000 × $2.75) - $18,000 = $9,500


$9,500 - $9,000 = $500

Diff: 2

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

40) A small business produces a single product and reports the following data:

	Price
	$8.00 
	per unit

	Variable cost
	$5.00 
	per unit

	Fixed cost
	$21,000 
	per month

	Volume
	10,000 
	per month


The price is raised to $8.50 per unit, and the volume drops to 9.000 units per month.

Assume other factors remain the same.  How would this change affect operating income?

A) It will go up by $500.

B) It will go up by $1,500.

C) It will go down by $2,500.

D) It will stay the same.

Answer:  B

Explanation:  B) Calculations:


$8.00 - $5.00 = $3.00


(10,000 × $3.00) - $21,000 = $9,000


$8.50 - $5.00 = $3.50


(9,000 × $3.50) - $21,000 = $10,500


$10,500 - $9,000 = $1,500

Diff: 2

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

41) A small business produces a single product and reports the following data:

	Price
	$8.00 
	per unit

	Variable cost
	$5.00 
	per unit

	Fixed cost
	$21,000 
	per month

	Volume
	10,000 
	per month


Fixed costs go up by $2,000 per month, and the price is raised by $0.20 per unit. Assume other factors remain the same.  How would this change affect operating income?

A) It will go up by $500.

B) It will go up by $1,500.

C) It will go down by $2,500.

D) It will stay the same.

Answer:  D

Explanation:  D) Calculations:


$8.00 - $5.00 = $3.00


(10,000 × $3.00) - $21,000 = $9,000


$8.20 - $5.00 = $3.20


(10,000 × $3.20) - $23,000 = $9,000

Diff: 2

LO:  19-4

EOC Ref:  E19-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

Learning Objective 19-5 

1) Gray Company sells two products, X and Y. For the coming year, Gray predicts the sale of 5,000 units of X and 10,000 units of Y. The contribution margins of the two products are $2 and $3, respectively. The weighted-average contribution margin would be $2.50.

Answer:  FALSE

Explanation:  Calculations:


($2 × 1) + ($3 × 2) =$8.00


$8/3 = $2.67

Diff: 2

LO:  19-5

EOC Ref:  S19-10

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

2) For the next year, Hall Company predicts the sale of 15,000 units of a product with a contribution margin of $6 per unit and 30,000 units of another product with a contribution margin of $9 per unit. The weighted-average contribution margin per unit is $8.

Answer:  TRUE

Explanation:  Calculations:


$6 × 15,000 = $90,000


$9 × 30,000 = $270,000


$90,000 + $270,000 = $360,000


$360,000/45,000 = $8

Diff: 2

LO:  19-5

EOC Ref:  S19-10

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

3) When companies sell multiple products, prices are set to ensure that all products have the same contribution margin.

Answer:  FALSE

Diff: 1

LO:  19-5

EOC Ref:  S19-10

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

4) The combination of products that make up total sales, and the proportion of sales among the products is referred to as "sales mix."

Answer:  TRUE

Diff: 1

LO:  19-5

EOC Ref:  S19-10

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

5) A company sells products in two size packages-regular and long.  The two products sell in equal numbers.  The contribution margin of the regular is $12 and the contribution margin of the long size is $18.  The weighted average contribution margin is $15.

Answer:  TRUE

Explanation:  Calculations:


$12 + $18 = $30


$30/2 = $15

Diff: 1

LO:  19-5

EOC Ref:  S19-10

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

6) A company sells products in two size packages-regular and long.  They sell twice as many regulars as they do the long size.  The contribution margin of the regular is $12 and the contribution margin of the long size is $18.  The weighted average contribution margin is $15.

Answer:  FALSE

Explanation:  Calculations:


$12 × 2 = $24


$18 × 1 = $18


($24 + $18)/3 = $14

Diff: 1

LO:  19-5

EOC Ref:  S19-10

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

7) Browning Company sells two products-X and Y. Product X sells for $25 per unit with variable costs of $15. Product Y sells for $30 with variable costs of $20. Total fixed costs for the company are $20,000. Browning Company typically sells three units of Product X for every unit of Product Y. What is the breakeven point in total units?

A) 2,000 units

B) 1,091 units

C) 1,500 units

D) 500 units

Answer:  A

Explanation:  A) Calculations:


$25 - $15 = $10


$30 - $20 = $10


($10 × 3) + ($10 × 1) = $40


$40/4 = $10


$20,000/$10 = 2,000

Diff: 3

LO:  19-5

EOC Ref:  E19-21

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

8) Mist Company sells two products-A and B. Mist predicts that it will sell 2,500 units of A and 1,500 units of B during the next period. The unit contribution margins are $3.50 and $4.80, respectively. What is the weighted-average unit contribution margin?  (Please round to nearest cent.)

A) $3.99

B) $4.25

C) $4.15

D) $3.71

Answer:  A

Explanation:  A) Calculations:


($3.50 × 2,500) + ($4.80 × 1,500) = $15,950


$15,950/4,000 = $3.99

Diff: 2

LO:  19-5

EOC Ref:  S19-10

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

9) McDaniel, Inc. sells two products-J and B. McDaniel predicts that it will sell 7,200 units of J and 5,600 units of B in the next period. The unit contribution margins are $2.85 and $6.30, respectively. What is the weighted-average unit contribution margin?

A) $5.15

B) $4.58

C) $4.99

D) $4.36

Answer:  D

Explanation:  A) Calculations: [(7,200 × $2.85) + (5,600 × $6.30)] /12,800 = $4.36

Diff: 2

LO:  19-5

EOC Ref:  S19-10

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

10) Jackson Company has provided the following information regarding the two products that it sells:

	
	Jet Boats
	Ski Boats

	Sales price per unit                  
	$8,000
	$20,000

	Variable cost per unit              
	$4,800
	$14,000


Annual fixed costs are $280,000.

How many units must be sold in order for Jackson to breakeven, assuming that Jackson sells five jet boats for every two ski boats sold?

A) 70 jet boats and 28 ski boats

B) 50 jet boats and 20 ski boats

C) 20 jet boats and 50 ski boats

D) 45 jet boats and 28 ski boats

Answer:  B

Explanation:  B) Calculations:


[($8,000-$4,800) × 5] + [($20,000-$14,000) × 2]/(5+2) = $4,000


$280,000/$4,000 = 70


70 × 5/7 = 50


70 × 2/7 = 20

Diff: 3

LO:  19-5

EOC Ref:  E19-21

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

11) Becky's Bakery sells three large muffins for every two small ones. A small muffin sells for $3, with a variable cost of $2.00. A large muffin sells for $5 with a variable cost of $2.50. What is the weighted-average contribution margin?

A) $1.93

B) $1.75

C) $1.25

D) $1.90

Answer:  D

Explanation:  D) Calculations:


$5.00 - $2.50 = $2.50


$3.00 - $2.00 = $1.00


($2.50 × 3) + ($1.00 × 2) = $9.50


$9.50/5 = $1.90

Diff: 2

LO:  19-5

EOC Ref:  S19-10

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

12) Becky's Bakery sells three large muffins for every two small ones. A small muffin sells for $3, with a variable cost of $2.00. A large muffin sells for $5 with a variable cost of $2.50.   Fixed costs are $3,000 per month.  How much is the breakeven in terms of total units?  (Please round to the nearest whole number.)

A) 1,240

B) 1,579

C) 946

D) 1,180

Answer:  B

Explanation:  B) Calculations:


$5.00 - $2.50 = $2.50


$3.00 - $2.00 = $1.00


($2.50 × 3) + ($1.00 × 2) = $9.50


$9.50/5 = $1.90


$3,000/$1.90 = 1,579

Diff: 2

LO:  19-5

EOC Ref:  E19-21

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

13) Becky's Bakery sells three large muffins for every two small ones. A small muffin sells for $3, with a variable cost of $2.00. A large muffin sells for $5 with a variable cost of $2.50.   Fixed costs are $3,000 per month.  How much is the breakeven volume for each type of muffin?

A) 947 large, 632 small

B) 890 large, 524 small

C) 901 large, 622 small

D) 922 large, 687 small

Answer:  A

Explanation:  A) Calculations:


$5.00 - $2.50 = $2.50


$3.00 - $2.00 = $1.00


($2.50 × 3) + ($1.00 × 2 ) = $9.50


$9.50/5 = $1.90


$3,000/$1.90 = 1,579


1,579 × 3/5 = 947


1,579 × 2/5 = 632

Diff: 3

LO:  19-5

EOC Ref:  E19-21

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

14) Becky's Bakery sells three large muffins for every two small ones. A small muffin sells for $3, with a variable cost of $2.00. A large muffin sells for $5 with a variable cost of $2.50.   Fixed costs are $3,000 per month.  How much is the breakeven point in total sales dollars?

A) $6,091

B) $5,845

C) $6,922

D) $6,631

Answer:  D

Explanation:  D) Calculations:


$5.00 - $2.50 = $2.50


$3.00 - $2.00 = $1.00


($2.50 × 3) + ($1.00 × 2 ) = $9.50


$9.50/5 = $1.90


$3,000/$1.90 = 1,579


1,579 × 3/5 = 947


1,579 × 2/5 = 632


(947 × $5) + (632 × $3) = $6,631

Diff: 3

LO:  19-5

EOC Ref:  E19-21

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

15) The local convenience store sells soft drinks. It sells two large drinks for every small drink. A large drink sells for $1.50, with a variable cost of $0.60. A small drink sells for $1.00 with a variable cost of $0.50. What is the weighted-average contribution margin?  (Please round to the nearest cent.)

A) $0.77

B) $0.65

C) $0.70

D) $0.45

Answer:  A

Explanation:  A) Calculations:


$1.50 - $0.60 = $0.90


$1.00 - $0.50 = $0.50


($0.90 × 2) + ($0.50 × 1) = $2.30


$2.30/3 = $0.77

Diff: 2

LO:  19-5

EOC Ref:  S19-10

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

16) The local convenience store sells soft drinks. It sells two large drinks for every small drink. A large drink sells for $1.50, with a variable cost of $0.60. A small drink sells for $1.00, with a variable cost of $0.50.  The weighted average contribution margin is $0.70.

Answer:  FALSE

Explanation:  Calculations:


$1.50 - $0.60 = $0.90


$1.00 - $0.50 = $0.50


($0.90 × 2) + ($0.50 × 1) = $2.30


$2.30/3 = $0.77

Diff: 2

LO:  19-5

EOC Ref:  S19-10

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

17) Argyle sells steel beams to building contractors in two sizes-regular and heavy.  Argyle sells 4 regular beams for every one heavy beam.  Cost data are as follows:

	
	Regular
	Heavy

	Price per unit
	$20.00 
	$28.00 

	Variable cost per unit
	$16.00 
	$20.00 


How much is the weighted average contribution margin per unit?

A) $5.20

B) $6.00

C) $4.80

D) $4.15

Answer:  C

Explanation:  C) Calculations:


$20 - $16 = $4


$28 - $20 = $8


($4 × 4) + ($8 × 1) = $24


$24/5 = $4.80

Diff: 2

LO:  19-5

EOC Ref:  S19-10

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

18) Argyle sells steel beams to building contractors in two sizes-regular and heavy.  Argyle sells 4 regular beams for every one heavy beam.  Cost data are as follows:

	
	Regular
	Heavy

	Price per unit
	$20.00 
	$28.00 

	Variable cost per unit
	$16.00 
	$20.00 


Argyle's fixed costs are $2,880 per month.  How much is the breakeven point in total number of units?

A) 590

B) 578

C) 620

D) 600

Answer:  D

Explanation:  D) Calculations:


$20 - $16 = $4


$28 - $20 = $8


($4 × 4) + ($8 × 1) = $24


$24/5 = $4.80


$2,880/$4.80 = 600

Diff: 2

LO:  19-5

EOC Ref:  E19-21

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

19) Argyle sells steel beams to building contractors in two sizes-regular and heavy.  Argyle sells 4 regular beams for every one heavy beam.  Cost data are as follows:

	
	Regular
	Heavy

	Price per unit
	$20.00 
	$28.00 

	Variable cost per unit
	$16.00 
	$20.00 


Argyle's fixed costs are $2,880 per month.  How much is the breakeven point for each product type?

A) 500 regular, 100 heavy

B) 420 regular, 180 heavy

C) 480 regular, 120 heavy

D) 120 regular, 480 heavy

Answer:  C

Explanation:  C) Calculations:


$20 - $16 = $4


$28 - $20 = $8


($4 × 4) + ($8 × 1) = $24


$24/5 = $4.80


$2,880/$4.80 = 600


600 × 4/5 = 480


600 × 1/5 = 120

Diff: 3

LO:  19-5

EOC Ref:  E19-21

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

20) Argyle sells steel beams to building contractors in two sizes:regular and heavy.  Argyle sells 4 regular beams for every one heavy beam.  Cost data are as follows:

	
	Regular
	Heavy

	Price per unit
	$20.00 
	$28.00 

	Variable cost per unit
	$16.00 
	$20.00 


Argyle's fixed costs are $2,880 per month.  How much is the breakeven point for total sales revenues?

A) $12,960

B) $13,240

C) $9,600

D) $12,880

Answer:  A

Explanation:  A) Calculations:


$20 - $16 = $4


$28 - $20 = $8


($4 × 4) + ($8 × 1) = $24


$24/5 = $4.80


$2,880/$4.80 = 600


600 × 4/5 = 480


600 × 1/5 = 120


480 × $20 = $9,600


120 × $28 = $3,360


$9,600 + $3,360 = $12,960

Diff: 3

LO:  19-5

EOC Ref:  E19-21

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

Learning Objective 19-6 

1) When a company produces more units than it sells, absorption costing income will exceed variable costing income.

Answer:  TRUE

Diff: 1

LO:  19-6

EOC Ref:  E19A-3

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

2) The only difference between absorption costing and variable costing is the way that fixed manufacturing overhead costs are treated.

Answer:  TRUE

Diff: 1

LO:  19-6

EOC Ref:  E19A-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

3) Which of the following accurately describes absorption costing?

A) Only variable manufacturing costs are assigned to products.

B) Only fixed manufacturing costs are assigned to products.

C) Both variable and fixed manufacturing costs are assigned to products.

D) Both manufacturing and non-manufacturing costs are assigned to products.

Answer:  C

Diff: 1

LO:  19-6

EOC Ref:  Accounting Vocabulary

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

4) Which of the following accurately describes variable costing?

A) Only variable manufacturing costs are assigned to products.

B) Only fixed manufacturing costs are assigned to products.

C) Both variable and fixed manufacturing costs are assigned to products.

D) Both manufacturing and non-manufacturing costs are assigned to products.

Answer:  A

Diff: 1

LO:  19-6

EOC Ref:  Accounting Vocabulary

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

5) If production exceeds units sold, which of the following statements is CORRECT?

A) The same operating income will result under both a variable costing and absorption costing income statement.

B) A higher operating income will result under a variable costing income statement.

C) A lower operating income will result under an absorption costing income statement.

D) A higher operating income will result under an absorption costing income statement.

Answer:  D

Diff: 2

LO:  19-6

EOC Ref:  E19A-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

6) A decrease in inventory levels will cause which of the following when comparing operating income under absorption and variable costing?

A) The same operating income under both variable costing and absorption costing

B) A higher operating income under variable costing

C) A lower operating income under variable costing

D) A lower cost of goods sold and a higher operating income under absorption costing

Answer:  B

Diff: 2

LO:  19-6

EOC Ref:  E19A-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

7) Allston Products sells a special kind of effects pedal for musical performers.  Each unit sells for $20.00.  Additional data for the month of April, 2011, are as follows:

	Direct materials
	$4.00 
	per unit

	Direct labor
	$8.00 
	per unit

	Variable manuf. overhead
	$20,000 
	per month

	Fixed manuf. overhead
	$14,000 
	per month

	Operating expenses
	$21,000 
	per month

	
	
	

	Beginning inventory
	0 
	units

	Units produced
	8,000 
	units

	Units sold
	7,500 
	units

	Ending inventory
	500 
	units


Using variable costing, what is the cost per unit produced?

A) $16.25

B) $14.25

C) $14.50

D) $12.75

Answer:  C

Explanation:  C) Calculations:


$20,000/8,000 = $2.50


$4.00 + $8.00 + $2.50 = $14.50

Diff: 2

LO:  19-6

EOC Ref:  E19A-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

8) Allston Products sells a special kind of effects pedal for musical performers.  Each unit sells for $20.00.  Additional data for the month of April, 2011, are as follows:

	Direct materials
	$4.00 
	per unit

	Direct labor
	$8.00 
	per unit

	Variable manuf. overhead
	$20,000 
	per month

	Fixed manuf. overhead
	$14,000 
	per month

	Operating expenses
	$21,000 
	per month

	
	
	

	Beginning inventory
	0 
	units

	Units produced
	8,000 
	units

	Units sold
	7,500 
	units

	Ending inventory
	500 
	units


Using absorption costing, what is the cost per unit produced?

A) $16.25

B) $14.25

C) $14.50

D) $12.75

Answer:  A

Explanation:  A) Calculations:


$20,000 + $14,000 = $34,000


$34,000/8,000 = $4.25


$4.00 + $8.00 + $4.25 = $16.25

Diff: 2

LO:  19-6

EOC Ref:  E19A-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

9) Allston Products sells a special kind of effects pedal for musical performers.  Each unit sells for $20.00.  Additional data for the month of April, 2011, are as follows:

	Direct materials
	$4.00 
	per unit

	Direct labor
	$8.00 
	per unit

	Variable manuf. overhead
	$20,000 
	per month

	Fixed manuf. overhead
	$14,000 
	per month

	Operating expenses
	$21,000 
	per month

	
	
	

	Beginning inventory
	0 
	units

	Units produced
	8,000 
	units

	Units sold
	7,500 
	units

	Ending inventory
	500 
	units


Using absorption costing, how much is the net operating income for April?

A) $6,900

B) $7,480

C) $7,125

D) $6,250

Answer:  C

Explanation:  C) Calculations:


$20,000 + $14,000 = $34,000


$34,000/8,000 = $4.25


$4.00 + $8.00 + $4.25 = $16.25


7,500 × $16.25 = $121,875


7,500 × $20 = $150,000


$150,000 - $121,875 - $21,000 = $7,125

Diff: 3

LO:  19-6

EOC Ref:  E19A-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

10) Allston Products sells a special kind of effects pedal for musical performers.  Each unit sells for $20.00.  Additional data for the month of April, 2011, are as follows:

	Direct materials
	$4.00 
	per unit

	Direct labor
	$8.00 
	per unit

	Variable manuf. overhead
	$20,000 
	per month

	Fixed manuf. overhead
	$14,000 
	per month

	Operating expenses
	$21,000 
	per month

	
	
	

	Beginning inventory
	0 
	units

	Units produced
	8,000 
	units

	Units sold
	7,500 
	units

	Ending inventory
	500 
	units


Using variable costing, how much is the net operating income for April?

A) $6,900

B) $7,480

C) $7,125

D) $6,250

Answer:  D

Explanation:  D) Calculations:


$20,000/8,000 = $2.50


$4.00 + $8.00 + $2.50 = $14.50


7,500 × $14.50 = $108,750


7,500 × $20 = $150,000


$150,000 - $108,750 - $14,000 - $21,000 = $6,250

Diff: 3

LO:  19-6

EOC Ref:  E19A-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

11) Allston Products sells a special kind of effects pedal for musical performers.  Each unit sells for $20.00.  Additional data for the month of April, 2011, are as follows:

	Direct materials
	$4.00 
	per unit

	Direct labor
	$8.00 
	per unit

	Variable manuf. overhead
	$20,000 
	per month

	Fixed manuf. overhead
	$14,000 
	per month

	Operating expenses
	$21,000 
	per month

	
	
	

	Beginning inventory
	0 
	units

	Units produced
	8,000 
	units

	Units sold
	7,500 
	units

	Ending inventory
	500 
	units


Which of the following statements is TRUE?

A) Absorption costing produces operating income that is $875 higher than variable costing.

B) Absorption costing produces operating income that is $875 lower than variable costing.

C) Absorption costing produces operating income that is $13,125 higher than variable costing.

D) Absorption costing produces operating income that is $13,125 lower than variable costing.

Answer:  A

Explanation:  A) Calculations:


$20,000/8,000 = $2.50


$4.00 + $8.00 + $2.50 = $14.50


7,500 × $14.50 = $108,750


7,500 × $20 = $150,000


$150,000 - $108,750 - $14,000 - $21,000 = $6,250


$20,000 + $14,000 = $34,000


$34,000/8,000 = $4.25


$4.00 + $8.00 + $4.25 = $16.25


7,500 × $16.25 = $121,875


7,500 × $20 = $150,000


$150,000 - $121,875 - $21,000 = $7,125


$7,125 -$6,250 = $875

Diff: 3

LO:  19-6

EOC Ref:  E19A-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

12) If a company uses standard absorption costing, how could a business manager exploit that accounting method in order to boost book income without violating the rules of GAAP?

A) By adopting just-in-time inventory management, the manager could reduce the costs of financing and storing inventory, which would in turn, help boost book income.

B) By coding administrative costs to inventory, the manager could report lower total expenses and thus report higher income.

C) By reducing inventory levels, the manager could show higher sales revenues, and thus report higher book income.

D) By building up inventory levels, fixed manufacturing costs could be "stored up" in inventory, the cost of goods sold would be lower, and book income would be higher.

Answer:  D

Diff: 2

LO:  19-6

EOC Ref:  E19A-3

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting
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