Accounting, 9e, Global Edition (Horngren)

Chapter 24   Performance Evaluation and the Balanced Scorecard

Learning Objective 24-1 

1) When a small company grows to a large size, it may decide to decentralize because it is difficult for one owner (or manager) to manage an entire, large business.

Answer:  TRUE

Diff: 1

LO:  24-1

EOC Ref:  S24-1

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Decision Modeling

2) Small companies tend to use centralized decision-making because of the smaller scope of their operations.

Answer:  TRUE

Diff: 1

LO:  24-1

EOC Ref:  S24-1

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Decision Modeling

3) Companies that are centralized split their operations into different divisions or operating units and top management delegates decision-making to the division/unit managers.

Answer:  FALSE

Diff: 1

LO:  24-1

EOC Ref:  S24-1

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Decision Modeling

4) A benefit of decentralization is that it allows top management to concentrate on long-term strategic planning.

Answer:  TRUE

Diff: 1

LO:  24-1

EOC Ref:  S24-1

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Decision Modeling

5) In a decentralized business, a typical cost center is responsible for not only the profit and loss of its business, but also for the evaluation and return on capital investment projects.

Answer:  FALSE

Diff: 1

LO:  24-1

EOC Ref:  S24-1

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Decision Modeling

6) Which of the following is an advantage of decentralization?

A) May create disparities in alignment of goals between different business units

B) May cause inconsistencies in the way various business units operate

C) May duplicate costs and functions across multiple business units

D) Helps prepare and train managers at lower levels for higher positions later on

Answer:  D

Diff: 1

LO:  24-1

EOC Ref:  S24-2

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Decision Modeling

7) Which of the following is a disadvantage of decentralization?

A) Promotes use of specialized skills and knowledge

B) Helps business keep closer relationships with customers

C) May duplicate costs and functions across multiple business units

D) Helps prepare and train managers at lower levels for higher positions later on

Answer:  C

Diff: 1

LO:  24-1

EOC Ref:  S24-2

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Decision Modeling

8) Which of the following BEST describes the term goal congruence?

A) The creation of a strategic plan that sets managers' goals

B) The alignment of unit managers' goals with those of upper management and shareholders

C) A set of incentives for managers to achieve performance targets

D) Making sure that compensation packages for managers at equivalent levels are equal

Answer:  B

Diff: 1

LO:  24-1

EOC Ref:  S24-1

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Decision Modeling

9) The Frito-Lay division of PepsiCo is most likely treated as a(n):

A) cost center.

B) revenue center.

C) profit center.

D) investment center.

Answer:  D

Diff: 1

LO:  24-1

EOC Ref:  S24-2

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

10) The central reservations office at American Airlines is most likely treated as a(n):

A) cost center.

B) revenue center.

C) profit center.

D) investment center.

Answer:  B

Diff: 2

LO:  24-1

EOC Ref:  S24-2

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

11) A product line at Coca-Cola is most likely treated as a(n):

A) cost center.

B) revenue center.

C) profit center.

D) investment center.

Answer:  C

Diff: 2

LO:  24-1

EOC Ref:  S24-2

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

12) Which of the following is a cost center?

A) A company's legal department

B) A company's sales department

C) A product line of a particular company

D) A company's individual stores

Answer:  A

Diff: 2

LO:  24-1

EOC Ref:  S24-2

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

13) Which of the following would be considered a profit center?

A) A company's accounting department

B) A company's sales department

C) A company's product line

D) A company's operating divisions

Answer:  C

Diff: 2

LO:  24-1

EOC Ref:  S24-2

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

14) The manager of a cost center has control of:

A) revenues.

B) investment decisions.

C) expenses.

D) investment funds.

Answer:  C

Diff: 1

LO:  24-1

EOC Ref:  S24-2

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

15) The manager of a profit center has control of:

A) revenues and expenses.

B) investment decisions and operating income.

C) revenues and financing decisions.

D) investment funds.

Answer:  A

Diff: 1

LO:  24-1

EOC Ref:  S24-2

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

16) The human resources department would most likely be considered a(n):

A) cost center.

B) revenue center.

C) investment center.

D) profit center.

Answer:  A

Diff: 1

LO:  24-1

EOC Ref:  S24-2

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

17) Which of the following would most likely be evaluated using return on investment?

A) Cost center

B) Profit center

C) Revenue center

D) Investment center

Answer:  D

Diff: 1

LO:  24-1

EOC Ref:  S24-2

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

18) The production line at Gateway Computers is most likely treated as a(n):

A) cost center.

B) revenue center.

C) profit center.

D) investment center.

Answer:  A

Diff: 2

LO:  24-1

EOC Ref:  S24-2

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

19) Which of the following is NOT a potential advantage of decentralization?

A) Top management can use their time to concentrate on long-term strategic planning rather than daily operations.

B) Customer relations are generally improved.

C) It improves the motivation and retention of division managers.

D) Decentralization promotes goal congruence and coordination.

Answer:  D

Diff: 2

LO:  24-1

EOC Ref:  S24-1

AACSB:  Knowledge/Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Decision Modeling

Learning Objective 24-2 

1) Performance evaluation systems provide top management with a framework for maintaining control over the organization.

Answer:  TRUE

Diff: 1

LO:  24-2

EOC Ref:  S24-3

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

2) Companies benchmark their performance against the performance of their competitors and also against their own past performance.

Answer:  TRUE

Diff: 1

LO:  24-2

EOC Ref:  S24-3

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

3) Decentralization increases the difficulty of achieving goal congruence among managers.

Answer:  TRUE

Diff: 1

LO:  24-2

EOC Ref:  E24-3

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

4) If a manager's performance is evaluated solely on the ability to control costs, he or she may sacrifice quality for savings, thus endangering customer satisfaction.

Answer:  TRUE

Diff: 1

LO:  24-2

EOC Ref:  E24-3

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

5) From the shareholders' point of view, performance measurement should focus on financial performance only.

Answer:  FALSE

Diff: 1

LO:  24-2

EOC Ref:  E24-3

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

6) Financial performance metrics are considered to be a lead indicator, providing signs of future performance.

Answer:  FALSE

Diff: 1

LO:  24-2

EOC Ref:  E24-12

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

7) Which of the following goals of a performance evaluation system is accomplished when targets are compared to actual results?

A) Communication of a company's expectations

B) The promotion of goal congruence

C) Motivation of assembly line employees

D) Providing feedback to management

Answer:  D

Diff: 2

LO:  24-2

EOC Ref:  S24-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

8) Which one of the following is NOT a goal of a performance evaluation system?

A) Communicating expectations

B) Formulating a budget

C) Motivating unit managers

D) Providing feedback

Answer:  B

Diff: 1

LO:  24-2

EOC Ref:  E24-3

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

9) Which of the following statements reflects the use of benchmarking in a performance evaluation system?

A) A company uses internal controls to prevent theft and wastage.

B) A company initiates innovative production technology.

C) A company compares its performance metrics with other companies in its industry.

D) A company attracts top talent from other companies using stock options and other financial rewards.

Answer:  C

Diff: 1

LO:  24-2

EOC Ref:  E24-3

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

10) Which one of the following is NOT a goal of a performance evaluation system?

A) Communicating expectations

B) Benchmarking

C) Motivating unit managers

D) Issuing stock to investors

Answer:  D

Diff: 1

LO:  24-2

EOC Ref:  E24-3

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

11) The performance measurement system should provide incentives for coordinating activities of the subunits and focusing them toward the overall company objectives.  This statement reflects which of the following performance measurement goals?

A) Motivating unit managers

B) Promoting goal congruence

C) Providing feedback

D) Benchmarking

Answer:  B

Diff: 1

LO:  24-2

EOC Ref:  S24-3

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

12) The performance measurement system should compare the company's performance against the best practices in the industry.  This statement reflects which of the following performance measurement goals?

A) Motivating unit managers

B) Promoting goal congruence

C) Providing feedback

D) Benchmarking

Answer:  D

Diff: 1

LO:  24-2

EOC Ref:  S24-3

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

13) The performance measurement system must ensure that managers know the specific goals and targets for the subunits.  This statement reflects which of the following performance measurement goals?

A) Motivating unit managers

B) Communicating expectations

C) Providing feedback

D) Motivating managers

Answer:  B

Diff: 1

LO:  24-2

EOC Ref:  S24-3

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

14) The performance measurement system lets upper management know whether the subunits are achieving their goals and targets or not.  This statement reflects which of the following performance measurement goals?

A) Motivating unit managers

B) Communicating expectations

C) Providing feedback

D) Motivating managers

Answer:  C

Diff: 1

LO:  24-2

EOC Ref:  S24-3

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Decision Modeling

Learning Objective 24-3 

1) In a balanced scorecard system, the key performance indicators (KPIs) are ways to measure whether the company is meeting its goals.

Answer:  TRUE

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

2) Each one of the four perspectives of a strong balanced scorecard should have as many KPIs as management can devise, to create a more effective and efficient system.

Answer:  FALSE

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

3) A company that uses a balanced scorecard has established a KPI for employee turnover.  If the KPI is negative, that implies a very low rate of employee turnover.

Answer:  FALSE

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

4) In designing a balanced scorecard, the company begins with company goals, then develops KPIs, and finally, based on the KPIs that are established, the company identifies the company's critical factors.

Answer:  FALSE

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

5) A good balanced scorecard focuses only on leading indicators, because lagging indicators that relate to past performance are not important for the scorecard.

Answer:  FALSE

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

6) Which of the following is NOT one of the four perspectives of a balanced scorecard?

A) Financial perspective

B) Customer perspective

C) Technological perspective

D) Learning and growth perspective

Answer:  C

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

7) One part of the balanced scorecard helps management answer the question: "How do we look to shareholders?"  Which of the four perspectives is being described here?

A) Financial perspective

B) Customer perspective

C) Internal business perspective

D) Learning and growth perspective

Answer:  A

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

8) One part of the balanced scorecard helps management answer the question: "How can we continue to improve and create value?"  Which of the four perspectives is being described here?

A) Financial perspective

B) Customer perspective

C) Internal business perspective

D) Learning and growth perspective

Answer:  D

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

9) One part of the balanced scorecard helps management answer the question: "What business processes must we excel at in order to reach our objectives?"  Which of the four perspectives is being described here?

A) Financial perspective

B) Customer perspective

C) Internal business perspective

D) Learning and growth perspective

Answer:  C

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

10) One perspective of the balanced scorecard focuses on revenue growth and productivity.  Which of the four perspectives is this?

A) Financial perspective

B) Customer perspective

C) Internal business perspective

D) Learning and growth perspective

Answer:  A

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

11) KPIs for revenue growth and cost cutting pertain to which of the four perspectives of a balanced scorecard?

A) Financial perspective

B) Customer perspective

C) Internal business perspective

D) Learning and growth perspective

Answer:  A

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

12) KPIs for customer satisfaction ratings pertain to which of the four perspectives of a balanced scorecard?

A) Financial perspective

B) Customer perspective

C) Internal business perspective

D) Learning and growth perspective

Answer:  B

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

13) KPIs, such as percentage of market share and rate of on-time deliveries, pertain to which of the four perspectives of a balanced scorecard?

A) Financial perspective

B) Customer perspective

C) Internal business perspective

D) Learning and growth perspective

Answer:  B

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

14) Innovation, operations and post-sales service are key factors related to which of the four perspectives of a balanced scorecard?

A) Financial perspective

B) Customer perspective

C) Internal business perspective

D) Learning and growth perspective

Answer:  C

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

15) Employee skills, information system capabilities, and the company's "climate for action" are key factors related to which of the four perspectives of a balanced scorecard?

A) Financial perspective

B) Customer perspective

C) Internal business perspective

D) Learning and growth perspective

Answer:  D

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

16) Which of the following statements most accurately describes the company's "climate for action?"

A) A corporate culture that encourages communication, change, and growth

B) A corporate culture that is focused on strong, top-down command and control

C) A corporate culture which is aimed exclusively at period earnings

D) A corporate culture that encourages physical activity, sports and recreation to improve employee health and morale

Answer:  A

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

17) Many companies use a balanced scorecard for performance evaluation.  The balanced scorecard has four business perspectives, and utilizes KPIs to evaluate performance in various areas.  Which of the following KPIs would relate to the financial perspective?

A) Hours of employee training

B) Number of warranty claims

C) Percentage of market share

D) Return on investment

Answer:  D

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

18) Many companies use a balanced scorecard for performance evaluation.  The balanced scorecard has four business perspectives, and utilizes KPIs to evaluate performance in various areas.  Which of the following KPIs would relate to the customer perspective?

A) Hours of employee training

B) Number of warranty claims

C) Percentage of market share

D) Return on investment

Answer:  C

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

19) Many companies use a balanced scorecard for performance evaluation.  The balanced scorecard has four business perspectives, and utilizes KPIs to evaluate performance in various areas.  Which of the following KPIs would relate to the internal business perspective?

A) Hours of employee training

B) Number of warranty claims

C) Percentage of market share

D) Return on investment

Answer:  B

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

20) Many companies use a balanced scorecard for performance evaluation.  The balanced scorecard has four business perspectives, and utilizes KPIs to evaluate performance in various areas.  Which of the following KPIs would relate to the learning and growth perspective?

A) Hours of employee training

B) Number of warranty claims

C) Percentage of market share

D) Return on investment

Answer:  A

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

21) In a balanced scorecard system, which of the following KPIs would relate to the financial perspective?

A) Defect rate

B) Employee satisfaction

C) Gross margin growth

D) Number of repeat customers

Answer:  C

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

22) In a balanced scorecard system, which of the following KPIs would relate to the customer perspective?

A) Defect rate

B) Employee satisfaction

C) Gross margin growth

D) Number of repeat customers

Answer:  D

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

23) In a balanced scorecard system, which of the following KPIs would relate to the internal business perspective?

A) Defect rate

B) Employee satisfaction

C) Gross margin growth

D) Number of repeat customers

Answer:  A

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

24) In a balanced scorecard system, which of the following KPIs would relate to the learning and growth perspective?

A) Defect rate

B) Employee satisfaction

C) Gross margin growth

D) Number of repeat customers

Answer:  B

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

25) In a balanced scorecard system, if customer satisfaction was one of the critical factors, which of the following would be a relevant KPI?

A) Revenue growth

B) Production yield rate

C) Market share

D) Employee training hours

Answer:  C

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

26) In a balanced scorecard system, if operational efficiency was one of the critical factors, which of the following would be a relevant KPI?

A) Revenue growth

B) Production yield rate

C) Market share

D) Employee training hours

Answer:  B

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

27) In a balanced scorecard system, if employee excellence was one of the critical factors, which of the following would be a relevant KPI?

A) Revenue growth

B) Production yield rate

C) Market share

D) Employee training hours

Answer:  D

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

28) In a balanced scorecard system, if financial profitability was one of the critical factors, which of the following would be a relevant KPI?

A) Revenue growth

B) Production yield rate

C) Market share

D) Employee training hours

Answer:  A

Diff: 1

LO:  24-3

EOC Ref:  S24-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

29) Which of the following is NOT a relevant performance indicator for the balanced scorecard's financial perspective?

A) Earnings per share

B) Revenue growth

C) Return on investment

D) Number of repeat customers

Answer:  D

Diff: 2

LO:  24-3

EOC Ref:  S24-4

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

30) Which of the following is a relevant performance indicator for the balanced scorecard's learning and growth perspective?

A) Earnings per share growth

B) Revenue growth

C) Employee access to customer information

D) Percentage of on-time deliveries

Answer:  C

Diff: 2

LO:  24-3

EOC Ref:  S24-4

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

31) Which of the following statements BEST describes the purpose of the balanced scorecard approach?

A) The goal of the balanced scorecard approach is to maximize profits.

B) The goal of the balanced scorecard approach is to maximize operational efficiency.

C) The goal of the balanced scorecard approach is to develop a set of organizational performance measures to assist the organization in implementing its strategies.

D) The goal of the balanced scorecard approach is to maximize shareholder wealth.

Answer:  C

Diff: 2

LO:  24-3

EOC Ref:  S24-4

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

32) Manufacturing cycle time is a measure pertaining to the balanced scorecard's:

A) learning and growth perspective.

B) internal business perspective.

C) financial perspective.

D) customer perspective.

Answer:  B

Diff: 2

LO:  24-3

EOC Ref:  S24-4

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

33) Real-time feedback on quality is a measure pertaining to the balanced scorecard's:

A) learning and growth perspective.

B) internal business perspective.

C) financial perspective.

D) customer perspective.

Answer:  A

Diff: 2

LO:  24-3

EOC Ref:  S24-4

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

34) New product development time is a measure pertaining to the balanced scorecard's:

A) learning and growth perspective.

B) internal business perspective.

C) financial perspective.

D) customer perspective.

Answer:  B

Diff: 2

LO:  24-3

EOC Ref:  S24-4

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

35) Which of the following is FALSE about a balanced scorecard?

A) It communicates the company's strategy to employees.

B) It monitors how well the company's employees are realizing the company's business strategy.

C) It provides a starting point for creating company strategies.

D) It provides benchmarks to encourage employees to carry out the company's strategy.

Answer:  C

Diff: 1

LO:  24-3

EOC Ref:  S24-1

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Decision Modeling

36) Customer satisfaction, operational efficiency, and employee excellence are the three primary considerations when using the balanced scorecard approach.

Answer:  FALSE

Diff: 1

LO:  24-3

EOC Ref:  S24-3

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Reporting

37) When measuring a company's performance, which of the following is NOT a lag indicator?

A) Operating income for the last month

B) Ratio analysis

C) Variance analysis

D) The expected growth in future demand for a company's products

Answer:  D

Diff: 2

LO:  24-3

EOC Ref:  S24-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

38) Which of the following is a lagging indicator?

A) Operational performance

B) Customer satisfaction

C) Financial performance

D) Employee training

Answer:  C

Diff: 1

LO:  24-3

EOC Ref:  E24-12

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

Learning Objective 24-4 

1) When companies use the management by exception approach, ONLY unfavorable variances are investigated.

Answer:  FALSE

Diff: 1

LO:  24-4

EOC Ref:  S24-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

2) Revenue center performance reports highlight ONLY flexible budget variances, whereas cost center performance reports include sales volume variances.

Answer:  FALSE

Diff: 1

LO:  24-4

EOC Ref:  E24-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

3) Managers of profit centers are responsible for generating revenue and controlling costs, so their performance reports include both revenues and expenses.

Answer:  TRUE

Diff: 1

LO:  24-4

EOC Ref:  E24-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

4) A critical function of the performance report is to focus on which managers must take blame for unfavorable variances.

Answer:  FALSE

Diff: 1

LO:  24-4

EOC Ref:  S24-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

5) Based on the variances shown on responsibility performance reports, management must take corrective action on all variances, including favorable, unfavorable, controllable, and uncontrollable variances.

Answer:  FALSE

Diff: 1

LO:  24-4

EOC Ref:  S24-5

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

6) Union Company's corporate payroll department is a cost center, and prepares monthly performance reports.  Union uses the management by exception approach, based on the dollar amounts of the variances.  Based on the performance report for the payroll department shown below, on which of the following variances would the company focus first for investigation and explanation?

	Cost Center 
	
	Flexible
	Flexible Budget
	
	
	

	Performance Report
	Actual
	Budget
	Variance
	U/F
	% variance
	U/F

	Salary & benefits
	$46,000 
	$44,500 
	$1,500 
	U
	3.4%
	U

	Rent expense
	12,750 
	11,900 
	850 
	U
	7.1%
	U

	Depreciation expense
	8,900 
	9,080 
	180 
	F
	2.0%
	F

	Supply expense
	1,890 
	2,200 
	310 
	F
	14.1%
	F

	Miscellaneous expense
	4,320 
	4,120 
	200 
	U
	4.9%
	U

	
	$73,860 
	$71,800 
	$2,060 
	U
	2.9%
	U


A) Rent expense

B) Miscellaneous expense

C) Salary and benefits

D) Depreciation expense

Answer:  C

Diff: 1

LO:  24-4

EOC Ref:  S24-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

7) Westhaven Company has a warehousing unit which operates as a cost center.  They prepare monthly performance reports.

The report for February is shown here:

	Cost Center
	
	Flexible
	Flexible Budget
	
	
	

	Performance Report
	Actual
	Budget
	Variance
	U/F
	% variance
	U/F

	Salary & benefits
	$119,000 
	$120,000 
	$1,000 
	F
	0.8%
	F

	Rent expense
	94,500 
	90,000 
	4,500 
	U
	5.0%
	U

	Depreciation expense
	23,200 
	24,000 
	800 
	F
	3.3%
	F

	Supply expense
	11,890 
	12,000 
	110 
	F
	0.9%
	F

	Other expense
	8,120 
	8,000 
	120 
	U
	1.5%
	U

	
	$256,710 
	$254,000 
	$2,710 
	U
	1.1%
	U


Westhaven uses the management by exception approach.  On which of the following variances would the company focus first for investigation and explanation?

A) Supply expense

B) Rent expense

C) Other expense

D) Depreciation expense

Answer:  B

Diff: 1

LO:  24-4

EOC Ref:  S24-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

8) Waycross Construction Company has a pipeyard operation which is run as a cost center.  They are preparing a performance report for the month of March and have provided the data below:

	Cost Center
	
	Flexible
	Flexible Budget
	
	
	

	Performance Report
	Actual
	Budget
	Variance
	U/F
	% variance
	U/F

	Wages & benefits
	$81,200 
	$80,000 
	
	
	
	

	Office lease expense
	42,060 
	45,000 
	
	
	
	

	Depreciation expense
	39,600 
	42,000 
	
	
	
	

	Insurance expense
	33,490 
	30,000 
	
	
	
	

	Other expense
	7,120 
	8,000 
	
	
	
	

	
	$203,470 
	$205,000 
	
	
	
	


How much is the percentage variance for Wages and benefits?

A) 2.2 % F

B) 2.2 % U

C) 1.5% F

D) 1.5% U

Answer:  D

Explanation:  D) Calculations:


$81,200 - $80,000 = $1,200


$1,200/$80,000 = 1.5%

Diff: 1

LO:  24-4

EOC Ref:  E24-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

9) Waycross Construction Company has a pipeyard operation which is run as a cost center.  They are preparing a performance report for the month of March and have provided the data below:

	Cost Center
	
	Flexible
	Flexible Budget
	
	
	

	Performance Report
	Actual
	Budget
	Variance
	U/F
	% variance
	U/F

	Wages & benefits
	$81,200 
	$80,000 
	
	
	
	

	Office lease expense
	42,060 
	45,000 
	
	
	
	

	Depreciation expense
	39,600 
	42,000 
	
	
	
	

	Insurance expense
	33,490 
	30,000 
	
	
	
	

	Other expense
	7,120 
	8,000 
	
	
	
	

	
	$203,470 
	$205,000 
	
	
	
	


A) 11.6 % U

B) 11.6 % F

C) 12.5 % U

D) 12.5% F

Answer:  A

Explanation:  A) Calculations:


$33,490 - $30,000 = $3,490


$3,490/$30,000 = 11.6%

Diff: 1

LO:  24-4

EOC Ref:  E24-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

10) Waycross Construction Company has a pipeyard operation which is run as a cost center.  They are preparing a performance report for the month of March and have provided the data below:

	Cost Center
	
	Flexible
	Flexible Budget
	
	
	

	Performance Report
	Actual
	Budget
	Variance
	U/F
	% variance
	U/F

	Wages & benefits
	$81,200 
	$80,000 
	
	
	
	

	Office lease expense
	42,060 
	45,000 
	
	
	
	

	Depreciation expense
	39,600 
	42,000 
	
	
	
	

	Insurance expense
	33,490 
	30,000 
	
	
	
	

	Other expense
	7,120 
	8,000 
	
	
	
	

	
	$203,470 
	$205,000 
	
	
	
	


Waycross uses management by exception.  On which variance will Waycross focus first?

A) Wages & benefits

B) Insurance expense

C) Office lease expense

D) Depreciation expense

Answer:  B

Diff: 1

LO:  24-4

EOC Ref:  S24-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

11) Which of the following statements BEST describes management by exception?

A) Management investigates only unfavorable variances.

B) Management investigates all variances that are exceptions to the usual trends.

C) Management investigates all variances.

D) Management investigates only variances of significant magnitude.

Answer:  D

Diff: 1

LO:  24-4

EOC Ref:  S24-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

12) Johnson Construction Materials Company has a sales office which sells concrete culvert pipe to property developers.  The sales office is a revenue center and must prepare a monthly performance report. It has provided the data below.  

[image: image1.jpg]Revenue Center Performance Report

Actual Flexible Budget Flexible | Sales Volume Static

Product type: | Sales Revenue Variance U/F | Budget Variance U/F | Budget
40 inch $31,500 $30,000 $40,000
36 inch lon $40,150 $42,000 $33,000
36 inch short $36,200 $33,000 $30,000
32 inch $19,000 $20,000 $28.000





A) $10,000 U

B) $1,500 F

C) $1,850 U

D) $9,000 F

Answer:  B

Explanation:  B) Calculations: $31,500 - $30,000 = $1,500

Diff: 1

LO:  24-4

EOC Ref:  E24-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

13) Johnson Construction Materials Company has a sales office which sells concrete culvert pipe to property developers.  The sales office is a revenue center and must prepare a monthly performance report. It has provided the data below.   

[image: image2.jpg]Revenue Center Performance Report

Actual Flexible Budget Flexible | Sales Volume Static

Product type: | Sales Revenue Variance U/F | Budget Variance U/F | Budget
40 inch $31,500 $30,000 $40,000
36 inch lon $40,150 $42,000 $33,000
36 inch short $36,200 $33,000 $30,000
32 inch $19,000 $20,000 $28.000





How much is the sales volume variance for the 40 inch pipe?

A) $10,000 U

B) $1,500 F

C) $1,850 U

D) $9,000 F

Answer:  A

Explanation:  A) Calculations: $40,000 - $30,000 = $10,000

Diff: 1

LO:  24-4

EOC Ref:  E24-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

14) Johnson Construction Materials Company has a sales office which sells concrete culvert pipe to property developers.  The sales office is a revenue center and must prepare a monthly performance report.  It has provided the data below.

[image: image3.jpg]Revenue Center Performance Report

Actual Flexible Budget Flexible | Sales Volume Static

Product type: | Sales Revenue Variance U/F | Budget Variance U/F | Budget
40 inch $31,500 $30,000 $40,000
36 inch lon $40,150 $42,000 $33,000
36 inch short $36,200 $33,000 $30,000
32 inch $19,000 $20,000 $28.000





How much is the flexible budget variance for the 32 inch pipe?

A) $1,000 F

B) $1,000 U

C) $8,000 U

D) $8,000 F

Answer:  B

Explanation:  B) Calculations: $20,000 - $19,000 = $1,000

Diff: 1

LO:  24-4

EOC Ref:  E24-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

15) Johnson Construction Materials Company has a sales office which sells concrete culvert pipe to property developers.  The sales office is a revenue center and must prepare a monthly performance report. It has

provided the data below.

[image: image4.jpg]Revenue Center Performance Report

Actual Flexible Budget Flexible | Sales Volume Static

Product type: | Sales Revenue Variance U/F | Budget Variance U/F | Budget
40 inch $31,500 $30,000 $40,000
36 inch lon $40,150 $42,000 $33,000
36 inch short $36,200 $33,000 $30,000
32 inch $19,000 $20,000 $28.000




 

How much is the sales volume variance for the 32 inch pipe?

A) $1,000 F

B) $1,000 U

C) $8,000 U

D) $8,000 F

Answer:  C

Explanation:  C) Calculations: $28,000 - $20,000 = $8,000

Diff: 1

LO:  24-4

EOC Ref:  E24-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

16) Johnson Construction Materials Company has a sales office which sells concrete culvert pipe to property developers.  The sales office is a revenue center and must prepare a monthly performance report.  Please view the partially completed performance report below:

[image: image5.jpg]Revenue Center Performance Report

Actual Flexible Budget Flexible | Sales Volume Static

Product type: | Sales Revenue Variance U/F | Budget Variance U/F | Budget
40 inch $31,500 $30,000 $40,000
36 inch lon $40,150 $42,000 $33,000
36 inch short $36,200 $33,000 $30,000
32 inch $19,000 $20,000 $28.000




 

A company uses management by exception to address flexible budget variances.  On which variance would the company focus first?

A) 40 inch

B) 26 inch long

C) 36 inch short

D) 32 inch

Answer:  C

Explanation:  C) Calculations:

	
	Actual
	Flexible Budget
	
	Flexible

	Product type:
	Sales Revenue
	Variance
	U/F
	Budget

	   40 inch
	$31,500 
	$1,500 
	F
	$30,000 

	  36 inch long
	$40,150 
	$1,850 
	U
	$42,000 

	  36 inch short
	$36,200 
	$3,200 
	F
	$33,000 

	  32 inch
	$19,000 
	$1,000 
	U
	$20,000 


Diff: 1

LO:  24-4

EOC Ref:  S24-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

17) Tavares Manufactured Homes Company has a sales division which submits a monthly performance report as a revenue center.  A partially completed performance report appears below:

[image: image6.jpg]Revenue Center Performance Report -

SK
Actual Flexible Budget Flexible Sales Volume Static
Product type: Sales Revenue Variance U/F | Budget Variance U/F | Budget
Model A $11,200 $12,000 $10,000
Model B1 $3,300 $3,000 $5,000
Model B2 $3,960 $4,000 $4,000
Model B3 $5.100 $5.000 $4.000





A) $1,000 U

B) $1,000 F

C) $100 U

D) $100 F

Answer:  D

Explanation:  D) Calculations:  $5,100 - $5,000 = $100

Diff: 1

LO:  24-4

EOC Ref:  E24-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

18) Tavares Manufactured Homes Company has a sales division which submits a monthly performance report as a revenue center.  A partially completed performance report appears below:

[image: image7.jpg]Revenue Center Performance Report -

SK
Actual Flexible Budget Flexible Sales Volume Static
Product type: Sales Revenue Variance U/F | Budget Variance U/F | Budget
Model A $11,200 $12,000 $10,000
Model B1 $3,300 $3,000 $5,000
Model B2 $3,960 $4,000 $4,000
Model B3 $5.100 $5.000 $4.000





How much is the sales volume variance for Model B3?

A) $1,000 U

B) $1,000 F

C) $100 U

D) $100 F

Answer:  B

Explanation:  B) Calculations:  $5,000 - $4,000 = $1,000

Diff: 1

LO:  24-4

EOC Ref:  E24-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

19) Rockland Heavy Industries has a sales division that focuses on power cranes.  The sales division is a revenue center.  Below is a partially completed performance report for the month of June. 

[image: image8.jpg]Revenue Center Performance Report - SK

Actual Flexible Budget Flexible Sales Volume Static
Product type: Sales Revenue Variance U/F | Budget Variance U/F | Budget
Lightweight $10,900 $11,000 $10,000
Heavyweight $9,120 $9,000 $10,000
Green model $6,100 $8,000 $7.000
Extended length $5.100 $5.000 $5.000





Rockland uses management by exception to investigate flexible budget variances.  On which of the following variances would they focus first for investigation?

A) Lightweight

B) Heavyweight

C) Green model

D) Extended length

Answer:  C

Explanation:  C) Calculations:

[image: image9.jpg]Revenue Center Performance Report - SK

Actual Flexible Budget Flexible | Sales Volume Static
Product type: | Sales Revenue Variance | UFF | Budget Variance | U/F | Budget
Lightweight $10.900 $100| U | $11,000 $1,000| F | $10,000
Heavyweight $9,120 $120| F 9,000 $1,000 | U | $10,000
Green model 6,100 $1.900| U $8,000 $1,000| F | 57,000
Extended length $5.100 $100| F $5.000 50| - | s5.000





Diff: 1

LO:  24-4

EOC Ref:  S24-5

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

20) Zhongfang Consumer Products has a small car division that operates as a profit center. Below is a partially completed performance report for the first quarter.

[image: image10.jpg]Flexible Budget

Actual Flexible Budget Variance U/F | % variance | UF
Sales Revenue $688,000 $700,000
Variable expenses 309.000 320.000
Contribution margin 379.000 380.000
Traceable fixed expenses 371,000 368.000
Division margin $8,000 $12,000





How much is the variance for sales revenue?

A) $11,000 F

B) $12,000 F

C) $12,000 U

D) $13,000 F

Answer:  C

Explanation:  C) Calculations: $700,000 - $688,000 = $12,000

Diff: 1

LO:  24-4

EOC Ref:  E24-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

21) Zhongfang Consumer Products has a small car division that operates as a profit center. Below is a partially completed performance report for the first quarter.

[image: image11.jpg]Flexible Budget

Actual Flexible Budget Variance U/F | % variance | UF
Sales Revenue $688,000 $700,000
Variable expenses 309.000 320.000
Contribution margin 379.000 380.000
Traceable fixed expenses 371,000 368.000
Division margin $8,000 $12,000




 

How much is the variance for variable expenses?

A) $11,000 F

B) $12,000 F

C) $12,000 U

D) $13,000 F

Answer:  A

Explanation:  A) Calculations: $320,000 - $309,000 = $11,000

Diff: 1

LO:  24-4

EOC Ref:  E24-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

22) Zhongfang Consumer Products has a small car division that operates as a profit center. Below is a partially completed performance report for the first quarter.

[image: image12.jpg]Flexible Budget

Actual Flexible Budget Variance U/F | % variance | UF
Sales Revenue $688,000 $700,000
Variable expenses 309.000 320.000
Contribution margin 379.000 380.000
Traceable fixed expenses 371,000 368.000
Division margin $8,000 $12,000




 

How much is the variance for traceable fixed expenses?

A) $3,000 F

B) $1,000 F

C) $3,000 U

D) $1,000 U

Answer:  C

Explanation:  C) Calculations: $371,000 - $368,000 = $3,000

Diff: 1

LO:  24-4

EOC Ref:  E24-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

23) Zhongfang Consumer Products has a small car division that operates as a profit center. Below is a partially completed performance report for the first quarter. 

[image: image13.jpg]Flexible Budget

Actual Flexible Budget Variance U/F | % variance | UF
Sales Revenue $688,000 $700,000
Variable expenses 309.000 320.000
Contribution margin 379.000 380.000
Traceable fixed expenses 371,000 368.000
Division margin $8,000 $12,000




 

How much is the variance for division profit margin?

A) $4,000 F

B) $6,000 F

C) $4,000 U

D) $1,000 U

Answer:  C

Explanation:  C) Calculations: $12,000 - $8,000 = $4,000

Diff: 1

LO:  24-4

EOC Ref:  E24-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

24) Zhongfang Consumer Products has a small car division that operates as a profit center. Below is a partially completed performance report for the first quarter.

[image: image14.jpg]Flexible Budget

Actual Flexible Budget Variance U/F | % variance | UF
Sales Revenue $688,000 $700,000
Variable expenses 309.000 320.000
Contribution margin 379.000 380.000
Traceable fixed expenses 371,000 368.000
Division margin $8,000 $12,000




 

How much is the percentage variance for sales revenue?

A) 1.7 % F

B) 1.7 % U

C) 3.4 % U

D) 3.4 % F

Answer:  B

Explanation:  B) Calculations:


$700,000 - $688,000 = $12,000


$12,000/$700,000 = 1.7%

Diff: 1

LO:  24-4

EOC Ref:  E24-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

25) Zhongfang Consumer Products has a small car division that operates as a profit center. Below is a partially completed performance report for the first quarter.

[image: image15.jpg]Flexible Budget

Actual Flexible Budget Variance U/F | % variance | UF
Sales Revenue $688,000 $700,000
Variable expenses 309.000 320.000
Contribution margin 379.000 380.000
Traceable fixed expenses 371,000 368.000
Division margin $8,000 $12,000




 

How much is the percentage variance for variable expenses?

A) 1.7 % F

B) 1.7 % U

C) 3.4 % U

D) 3.4 % F

Answer:  D

Explanation:  D) Calculations:


$320,000 - $309,0000 = $11,000


$11,0000/$320,000 = 3.4%

Diff: 1

LO:  24-4

EOC Ref:  E24-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

26) Zhongfang Consumer Products has a small car division that operates as a profit center. Below is a partially completed performance report for the first quarter. 

[image: image16.jpg]Flexible Budget

Actual Flexible Budget Variance U/F | % variance | UF
Sales Revenue $688,000 $700,000
Variable expenses 309.000 320.000
Contribution margin 379.000 380.000
Traceable fixed expenses 371,000 368.000
Division margin $8,000 $12,000




 

How much is the percentage variance for traceable fixed expenses?

A) 0.8 % F

B) 0.8 % U

C) 0.3  % U

D) 0.3  % F

Answer:  B

Explanation:  B) Calculations:


$371,000 - $368,000 = $3,000


$3,000/$368,000 = 0.8%

Diff: 1

LO:  24-4

EOC Ref:  E24-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

27) Zhongfang Consumer Products has a small car division that operates as a profit center. Below is a partially completed performance report for the first quarter.

[image: image17.jpg]Flexible Budget

Actual Flexible Budget Variance U/F | % variance | UF
Sales Revenue $688,000 $700,000
Variable expenses 309.000 320.000
Contribution margin 379.000 380.000
Traceable fixed expenses 371,000 368.000
Division margin $8,000 $12,000




  

How much is the percentage variance for divisional profit margin?

A) 33.3 % F

B) 33.3 % U

C) 0.3  % U

D) 0.3  % F

Answer:  B

Explanation:  B) Calculations:


$12,000 - $8,000 = $4,000


$4,000/$12,000 = 33.3%

Diff: 1

LO:  24-4

EOC Ref:  E24-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

28) Which of the following statements is TRUE about performance reporting?

A) Reports should focus on whom to blame for unfavorable variances.

B) Managers should not be held accountable for uncontrollable variances.

C) Only unfavorable variances need to be explained.

D) Every variance, regardless of magnitude, must be investigated.

Answer:  B

Diff: 1

LO:  24-4

EOC Ref:  S24-5

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

29) Responsibility accounting performance reports are prepared by which types of business units?

A) Cost centers only

B) Investment centers and revenue centers only

C) Cost centers, revenue centers, and profit centers

D) Investment centers only

Answer:  C

Diff: 1

LO:  24-4

EOC Ref:  S24-5

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

30) Zhongfang Consumer Products has a small car division that operates as a profit center. Below is a partially completed performance report for the first quarter.  Please complete the report in the format below.

Profit Center Performance Report
[image: image18.jpg]Flexible Budget

Actual Flexible Budget Variance U/F | % variance | UF
Sales Revenue $688,000 $700,000
Variable expenses 309.000 320.000
Contribution margin 379.000 380.000
Traceable fixed expenses 371,000 368.000
Division margin $8,000 $12,000




 

Answer:  
[image: image19.jpg]Profit Center Performance Report

Flexible Budget

Actual Flexible Budget Variance U/F | % variance | UF
Sales Revenue $688,000 $700,000 $12,000 | U 17%| U
Variable expenses 309,000 320,000 11,000 | F 34%| F
Contribution margin 379,000 380,000 1,000 | U 03%| U
Traceable fixed expenses 371.000 368.000 3.000| U 08%| U
Division margin $8,000 $12,000 $4,000 | U 333%| U





Explanation:  This question is not available in MyAccountingLab.

Diff: 2

LO:  24-4

EOC Ref:  E24-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

31) Johnson Construction Materials Company has a sales office which sells concrete culvert pipe to property developers.  The sales office is a revenue center and must prepare a monthly performance report.  Please complete the performance report using the format and the data below:

Revenue Center Performance Report

[image: image20.jpg]Actual Flexible Budget Flexible Sales Volume Static
Product type: | Sales Revenue Variance UF Budget Variance UF Budget
40 inch $31,500 $30,000 $40,000
36 inch lon $40,150 $42,000 $33,000
36 inch short $36,200 $33,000 $30,000
32 inch $19.000 $20.000 $28.000





Answer:  Revenue Center Performance Report

[image: image21.jpg]Actual Flexible Budget Flexible Sales Volume Static

Product type: | Sales Revenue Variance UFE Budget Variance U/F | Budget
40 inch $31,500 $1,500 ¥ $30,000 $10,000 | U $40,000
36 inch lon; $40,150 $1,850| U $42,000 $9,000| F $33,000
36 inch short $36,200 $3,200 4 $33,000 $3,000| F $30,000
32 inch $19,000 $1,000 | U $20.,000 $8,000| U $28,000





Explanation:  This question is not available in MyAccountingLab.

Diff: 2

LO:  24-4

EOC Ref:  E24-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

32) Tavares Manufactured Homes Company has a sales division which submits a monthly performance report as a revenue center.  Please complete the report using the format and data below.

Revenue Center Performance Report - $K

[image: image22.jpg]Actual Flexible Budget Flexible | Sales Volume Static
Product type: Sales Revenue Variance U/F | Budget Variance UF Budget
Model A $11,200 $12,000 $10,000
Model B1 $3,300 $3,000 $5,000
Model B2 $3,960 $4,000 $4,000
Model B3 $5.100 $5.000 $4.000





Answer:  Revenue Center Performance Report - $K

[image: image23.jpg]Actual

Flexible
Budget

Flexible

Sales Volume Static
Product type: | Sales Revenue Variance U/F | Budget Variance UF Budget
Model A $11,200 $800| U $12,000 $2,000 | F $10,000
Model B1 $3,300 $300| F $3,000 $2,000 | U $5,000
Model B2 $3,960 $40| U $4,000 $0 ol $4,000
Model B3 $5,100 $100| F $5,000 $1,000| F $4,000





Explanation:  This question is not available in MyAccountingLab.

Diff: 2

LO:  24-4

EOC Ref:  E24-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

33) Union Company's corporate payroll department is a cost center, and submits monthly performance reports.  In the report below, there are both budgeted and actual data.  Please use the format below and complete the report. The percentage amounts should be rounded to the nearest one-tenth of a percent.

[image: image24.jpg]Cost Center Flexible | Flexible Budget
Performance Report Actual | Budget Variance UFF | % variance | UF

Salary & benefits $46,000 | 544,500
Rent expense 12,750 11,900
Depreciation expense 8,900 9,080
Supply expense 1,890 2.200
Miscellancous expense 4.320 4,120

$73.860 | $71,800





Answer:  

[image: image25.jpg]Cost Center Flexible | Flexible Budget
Performance Report Actual | Budget Variance UFF | % variable | U/F
Salary & benefits $46.000 | 344,500 $1.500| U 34%| U
Rent expense 12,750 | 11,900 850 U 71% | U
Depreciation expense 8,900 80| F 2.0%| F
Supply expense 1,890 310 F 141% ] F
Miscellancous expense 4.320 200] U 4.9% | U
$73.860 | $71,800 $2,060| U 29%| U





Explanation:  This question is not available in MyAccountingLab.

Diff: 1

LO:  24-4

EOC Ref:  E24-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

34) Westhaven Company has a warehousing unit which operates as a cost center.  They prepare monthly performance reports.  Actual and budget data for February are shown here:

	Cost Center
	
	Flexible

	Performance Report
	Actual
	Budget

	Salary & benefits
	$119,000 
	$120,000 

	Rent expense
	94,500 
	90,000 

	Depreciation expense
	23,200 
	24,000 

	Supply expense
	11,890 
	12,000 

	Miscellaneous expense
	8,120 
	8,000 

	
	$256,710 
	$254,000 


Using the report format below, please complete the performance report.

	Cost Center
	
	Flexible
	Flexible Budget
	
	
	

	Performance Report
	Actual
	Budget
	Variance
	U/F
	% variance
	U/F

	Salary & benefits
	$119,000 
	$120,000 
	
	
	
	

	Rent expense
	94,500 
	90,000 
	
	
	
	

	Depreciation expense
	23,200 
	24,000 
	
	
	
	

	Supply expense
	11,890 
	12,000 
	
	
	
	

	Other expense
	8,120 
	8,000 
	
	
	
	

	
	$256,710 
	$254,000 
	
	
	
	


Answer:  

	Cost Center
	
	Flexible
	Flexible Budget
	
	
	

	Performance Report
	Actual
	Budget
	Variance
	U/F
	% variance
	U/F

	Salary & benefits
	$119,000 
	$120,000 
	$1,000 
	F
	0.8%
	F

	Rent expense
	94,500 
	90,000 
	4,500 
	U
	5.0%
	U

	Depreciation expense
	23,200 
	24,000 
	800 
	F
	3.3%
	F

	Supply expense
	11,890 
	12,000 
	110 
	F
	0.9%
	F

	Other expense
	8,120 
	8,000 
	120 
	U
	1.5%
	U

	
	$256,710 
	$254,000 
	$2,710 
	U
	1.1%
	U


Explanation:  This question is not available in MyAccountingLab.

Diff: 1

LO:  24-4

EOC Ref:  E24-15

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

Learning Objective 24-5 

1) ROI (return on investment) focuses on the ratio of operating income to average assets.

Answer:  TRUE

Diff: 1

LO:  24-5

EOC Ref:  E24-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

2) ROI is calculated using income before taxes, interest expense, and other non-operating income.

Answer:  TRUE

Diff: 1

LO:  24-5

EOC Ref:  E24-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

3) The formula for ROI takes the total company net income and divides by assets.

Answer:  FALSE

Diff: 1

LO:  24-5

EOC Ref:  E24-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

4) Recreation Equipment Company has several divisions that are investment centers.  Data for the Boat Division and the Trailer Division are shown here:

	
	Boat Division
	Trailer Division

	Operating income
	$90,000 
	$36,000 

	Total assets at Jan 1
	$670,000 
	$230,000 

	Total assets at Dec 31
	$710,000 
	$220,000 


With regard to using assets efficiently, the Boat Division has the higher ROI because it has the highest operating income.

Answer:  FALSE

Explanation:  Calculations:

	Beginning assets + ending assets
	$1,380,000 
	$450,000 

	Divide by 2
	2 
	2 

	Average assets
	$690,000 
	$225,000 

	Operating income
	$90,000 
	$36,000 

	ROI (op inc/avg assets)
	13.0%
	16.0%


Diff: 2

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

5) ROI is used to compare various units of a company to other companies in the industry, but is NOT used to compare various divisions within the same company because that would hinder creative management and competitiveness within the company.

Answer:  FALSE

Diff: 2

LO:  24-5

EOC Ref:  E24-17

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

6) Profit margin is defined as operating income divided by sales.

Answer:  TRUE

Diff: 1

LO:  24-5

EOC Ref:  E24-17

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

7) Asset turnover is defined as the average total assets divided by the sales revenue.

Answer:  FALSE

Diff: 1

LO:  24-5

EOC Ref:  E24-17

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

8) The formula for ROI can be broken down as follows:  ROI = profit margin x asset turnover.

Answer:  TRUE

Diff: 1

LO:  24-5

EOC Ref:  E24-17

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

9) Huntswell Corporation has two major divisionAgricultural Products and Industrial Products.  Data for the year just finished is as follows:

	
	Agriculture Division
	Industrial Division

	Sales revenue
	$140,000 
	$1,040,000 

	Operating income
	$16,400 
	$220,000 

	Average assets
	$300,000 
	$5,540,000 

	Target rate of return
	4.0%
	4.0%


If Huntswell wishes to identify the division that generated the highest earnings relative to its assets, that would be the Industrial Division.

Answer:  FALSE

Explanation:  Calculations:

	
	Agriculture Division
	Industrial Division

	Operating income
	$16,400 
	$220,000 

	Average assets
	$300,000 
	$5,540,000 

	ROI
	5.5%
	4.0%


Diff: 2

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

10) If upper management is NOT satisfied with a division's current profit margin, they should reduce product costs and operating expenses.

Answer:  TRUE

Diff: 2

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

11) If upper management is NOT satisfied with a division's asset turnover ratio, they should attempt to decrease operating expenses in order to raise the turnover.

Answer:  FALSE

Diff: 2

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

12) If a company division has a negative RI (residual income,) that means that the division did NOT use its assets as effectively as management expected.

Answer:  TRUE

Diff: 1

LO:  24-5

EOC Ref:  E24-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

13) When a company is comparing the financial performance of various divisions, it may choose to focus on RI as opposed to ROI because using RI tends to lead toward goal congruence between the division and the corporation.

Answer:  TRUE

Diff: 2

LO:  24-5

EOC Ref:  E24-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

14) If a corporate division makes large asset purchases, that would have the effect of lowering ROI.

Answer:  TRUE

Diff: 2

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

15) Both RI and EVA calculate whether a corporate division generated operating income above the target set by the business, but they do so from different perspectives.

Answer:  TRUE

Diff: 2

LO:  24-5

EOC Ref:  E24-18

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

16) The EVA calculation and the ROI calculation both use operating income before income tax because the income tax expense is NOT relevant to either the EVA or the ROI measures.

Answer:  FALSE

Diff: 2

LO:  24-5

EOC Ref:  E24-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

17) Marcia Consumer Products has several divisions, including the Education Division and the Recreation Division.  Data on the two divisions are shown here:

	
	Education Division
	Recreation Division

	Current ROI
	9.2%
	10.0%

	Current WACC
	8.0%
	8.0%

	Operating income
	$110,000 
	$200,000 

	Effective tax rate
	20.0%
	20.0%

	Average total assets
	$1,200,000 
	$2,000,000 

	Current liabilities
	$30,000 
	$30,000 


These data show that the Recreation Division has generated returns in excess of those expected by the investors and creditors, but the Education Division has not.

Answer:  TRUE

Explanation:  Calculations:

	Calculate EVA
	Education Division
	Recreation Division

	Operating income
	$110,000 
	$200,000 

	Effective tax rate
	20.0%
	20.0%

	Income tax expense
	$22,000 
	$40,000 

	Operating income after tax
	$88,000 
	$160,000 

	Average total assets
	$1,200,000 
	$2,000,000 

	Current liabilities
	$30,000 
	$30,000 

	Total assets less liabilities
	$1,170,000 
	$1,970,000 

	WACC
	8.0%
	8.0%

	Average assets less current liabilities × WACC
	$93,600 
	$157,600 

	EVA
	($5,600)
	$2,400 


Diff: 3

LO:  24-5

EOC Ref:  E24-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

18) Corporate divisions, like the media division of Amazon.com, are normally considered:

A) cost centers.

B) revenue centers.

C) profit centers.

D) investment centers.

Answer:  D

Diff: 1

LO:  24-5

EOC Ref:  E24-17

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

19) Which of the following statements BEST describes the responsibilities of the head of an investment center?

A) He or she is mainly responsible for controlling costs.

B) He or she is responsible for maximizing income and using assets efficiently.

C) He or she is responsible chiefly for achieving as much operating income as possible.

D) He or she is responsible solely for the efficient and productive use of invested assets.

Answer:  B

Diff: 1

LO:  24-5

EOC Ref:  E24-17

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

20) An investment center is responsible for new investments.  Which of the following is a good example of the kind of investments for which an investment center is responsible?

A) Purchasing raw materials for production

B) Creating a new product line with separate manufacturing facilities

C) Replacing worn-out manufacturing equipment

D) Performing maintenance work on facilities

Answer:  B

Diff: 1

LO:  24-5

EOC Ref:  E24-17

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

21) To evaluate the performance of an investment center, a business needs KPIs that measure:

A) manufacturing productivity and product defect rate.

B) operating income and the efficient use of assets.

C) customer satisfaction and market share.

D) generation of  sales revenues and control of operating expenses.

Answer:  B

Diff: 1

LO:  24-5

EOC Ref:  E24-17

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

22) Investment centers need KPIs to evaluate how efficiently the business unit uses assets.  Typical KPIs of this type would include all of the following EXCEPT:

A) ROI (Return on investment).

B) EVA (Economic value added).

C) NOI (Net operating income).

D) RI (Residual Income).

Answer:  C

Diff: 1

LO:  24-5

EOC Ref:  E24-17

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

23) Which of the following KPIs are used to evaluate how efficiently a business unit uses assets?

A) Sales revenue growth

B) Percentage of market share

C) Residual income

D) Production efficiency

Answer:  C

Diff: 1

LO:  24-5

EOC Ref:  E24-17

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

24) Which of the following KPIs are used to evaluate how efficiently a business unit uses assets?

A) Return on investment

B) Defect rate

C) Employee satisfaction

D) Production efficiency

Answer:  A

Diff: 1

LO:  24-5

EOC Ref:  E24-17

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

25) Which of the following KPIs are used to evaluate how efficiently a business unit uses assets?

A) Hours of employee training

B) Defect rate

C) New product development time

D) Economic value added

Answer:  D

Diff: 1

LO:  24-5

EOC Ref:  E24-17

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

26) The formula for ROI (return on investment) is:

A) operating income divided by average total assets.

B) operating income minus minimum acceptable operating income.

C) after-tax operating income minus the weighted average cost of capital times average total assets excluding current liabilities.

D) operating income divided by sales revenue.

Answer:  A

Diff: 1

LO:  24-5

EOC Ref:  E24-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

27) The formula for EVA (economic value added) is:

A) operating income divided by average total assets.

B) operating income minus minimum acceptable operating income.

C) after-tax operating income minus the weighted average cost of capital times average total assets excluding current liabilities.

D) operating income divided by sales revenue.

Answer:  C

Diff: 1

LO:  24-5

EOC Ref:  E24-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

28) The formula for RI (residual income) is:

A) operating income divided by average total assets.

B) operating income minus minimum acceptable operating income.

C) after-tax operating income minus the weighted average cost of capital times average total assets excluding current liabilities.

D) operating income divided by sales revenue.

Answer:  B

Diff: 1

LO:  24-5

EOC Ref:  E24-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

29) Parkinson Company provides the following financial data:

	Income from operations
	$200,000 

	Interest expense
	$45,000 

	Gains/(losses) on sale of equipment
	($2,500)

	Net income
	$152,500 

	Total assets at Jan 1
	$2,600,000 

	Total assets at Dec 31
	$3,200,000 


How much is the return on investment?

A) 6.3%

B) 5.3%

C) 6.9%

D) 7.2%

Answer:  C

Explanation:  C) Calculations:


($2,600,000 + $3,200,000)/2 = $2,900,000


$200,000/$2,900,000 = 6.9 %

Diff: 2

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

30) Bardot Company reported operating income of $16,400.  Assets at the beginning of the year totaled $440,000.  Assets at the end of the year totaled $450,000.  How much is the ROI?

A) 4.2%

B) 3.9%

C) 2.7%

D) 3.7%

Answer:  D

Explanation:  D) Calculations:


($440,000 + $450,000)/2 = $445,000


$16,400/$445,000 = 3.7%

Diff: 2

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

31) Recreation Equipment Company has several divisions which are investment centers.  Data for the Boat Division and the Trailer Division are shown here:

	
	Boat Division
	Trailer Division

	Operating income
	$90,000 
	$36,000 

	Total assets at Jan 1
	$670,000 
	$230,000 

	Total assets at Dec 31
	$710,000 
	$220,000 


Which of the following statements would be the MOST meaningful interpretation of this data?

A) The performance of the Boat Division is better than the Trailer Division because the Boat Division has higher assets.

B) The Trailer Division shows a more efficient use of assets than the Boat Division because it has a higher ROI.

C) The Boat Division shows a more efficient use of assets than the Trailer Division because it has a higher operating income.

D) The Boat Division was more successful financially than the Trailer Division because it shows an increase in assets as contrasted to a reduction of assets in the Trailer Division.

Answer:  B

Explanation:  B) Calculations:

	Beginning assets + ending assets
	$1,380,000 
	$450,000 

	Divide by 2
	2 
	2 

	Average assets
	$690,000 
	$225,000 

	Operating income
	$90,000 
	$36,000 

	ROI (op inc/avg assets)
	13.0%
	16.0%


Diff: 2

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

32) Recreation Equipment Company has several divisions which are investment centers.  Data for the Boat Division and the Trailer Division are shown here:

	
	Boat Division
	Trailer Division

	Operating income
	$90,000 
	$36,000 

	Total assets at Jan 1
	$670,000 
	$230,000 

	Total assets at Dec 31
	$710,000 
	$220,000


How much is the ROI of the Boat Division?

A) 12.7%

B) 12.8%

C) 12.9%

D) 13.0%

Answer:  D

Explanation:  D) Calculations:

	Beginning assets + ending assets
	$1,380,000 
	$450,000 

	Divide by 2
	2 
	2 

	Average assets
	$690,000 
	$225,000 

	Operating income
	$90,000 
	$36,000 

	ROI (op inc/avg assets)
	13.0%
	16.0%


Diff: 2

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

33) If a large diversified company has many different divisions, each competing for capital expenditure funds, which of the following statements would be MOST relevant?

A) The division with the lowest assets should have priority for investment funds to allow that division to grow to the scale of the other divisions.

B) The division with the highest operating income should take priority, because it will likely continue to earn the highest operating income for the company.

C) The division with the highest ROI should take priority because it shows that it can produce the highest return per invested dollar.

D) The division with the highest growth rate in assets should be given additional funding.

Answer:  C

Diff: 2

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

34) All of the following statements reflect ways in which ROI is used as an evaluation tool EXCEPT:

A) the ROI of a company division is compared with that of other companies to see how it compares to the competition.

B) a company compares the ROI of various divisions to determine which one will get additional investment.

C) the ROI is used to determine the optimum financing mix of debt versus equity.

D) the ROI is used across time to determine whether a division's performance is improving or not.

Answer:  C

Diff: 2

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

35) Which of the following statements MOST accurately describes the profit margin?

A) How efficiently a division uses its average assets to generate sales

B) How much operating income the division earns on every dollar of sales

C) How much return a division generates on average assets

D) How much extra income does a division generate above the minimum acceptable level

Answer:  B

Diff: 1

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

36) Which of the following statements MOST accurately describes asset turnover?

A) How efficiently a division uses its average assets to generate sales

B) How much operating income the division earns on every dollar of sales

C) How much return a division generates on average assets

D) How much extra income does a division generate above the minimum acceptable level

Answer:  A

Diff: 1

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

37) Which of the following statements MOST accurately describes residual income?

A) How efficiently a division uses its average assets to generate sales

B) How much operating income the division earns on every dollar of sales

C) How much return a division generates on average assets

D) How much extra income does a division generate above the minimum acceptable level

Answer:  D

Diff: 1

LO:  24-5

EOC Ref:  E24-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

38) Huntswell Corporation has two major divisions-Agricultural Products and Industrial Products.  Data for the year just finished is as follows:

	
	Agriculture Division
	Industrial Division

	Sales revenue
	$140,000 
	$1,040,000 

	Operating income
	$16,400 
	$220,000 

	Average assets
	$300,000 
	$5,540,000 

	Target rate of return
	4.0%
	4.0%


For the Industrial Division, how much was the ROI?

A) 5.5%

B) 4.5%

C) 4.0%

D) 3.9%

Answer:  C

Explanation:  C) Calculations:

	
	Agriculture Division
	Industrial Division

	Operating income
	$16,400 
	$220,000 

	Average asset
	$300,000 
	$5,540,000 

	ROI
	5.5%
	4.0%


Diff: 2

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

39) Huntswell Corporation has two major divisions: Agricultural Products and Industrial Products.  Data for the year just finished is as follows:

	
	Agriculture Division
	Industrial Division

	Sales revenue
	$140,000 
	$1,040,000 

	Operating income
	$16,400 
	$220,000 

	Average assets
	$300,000 
	$5,540,000 

	Target rate of return
	4.0%
	4.0%


For the Agricultural Division, how much is the profit margin?

A) 10.5%

B) 11.1%

C) 11.4%

D) 11.7%

Answer:  D

Explanation:  D) Calculations:

	
	Agriculture Division
	Industrial Division

	Operating income
	$16,400 
	$220,000 

	Sales revenue
	$140,000 
	$1,040,000 

	Profit margin
	11.7%
	21.2%


Diff: 2

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

40) Huntswell Corporation has two major divisions-Agricultural Products and Industrial Products.  Data for the year just finished is as follows:
	
	Agriculture Division
	Industrial Division

	Sales revenue
	$140,000 
	$1,040,000 

	Operating income
	$16,400 
	$220,000 

	Average assets
	$300,000 
	$5,540,000 

	Target rate of return
	4.0%
	4.0%


For the Industrial Division, how much is the profit margin?

A) 21.2%

B) 19.3%

C) 17.4%

D) 16.7%

Answer:  A

Explanation:  A) Calculations:

	
	Agriculture Division
	Industrial Division

	Operating income
	$16,400 
	$220,000 

	Sales revenue
	$140,000 
	$1,040,000 

	Profit margin
	11.7%
	21.2%


Diff: 2

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

41) Huntswell Corporation has two major divisionsAgricultural Products and Industrial Products.  Data for the year just finished is as follows:

	
	Agriculture Division
	Industrial Division

	Sales revenue
	$140,000 
	$1,040,000 

	Operating income
	$16,400 
	$220,000 

	Average assets
	$300,000 
	$5,540,000 

	Target rate of return
	4.0%
	4.0%


For the Agricultural Division, how much is the asset turnover?

A) 41.1%

B) 46.7%

C) 49.9%

D) 51.2%

Answer:  B

Explanation:  B) Calculations:

	
	Agriculture Division
	Industrial Division

	Sales revenue
	$140,000 
	$1,040,000 

	Average assets
	$300,000 
	$5,540,000 

	Asset turnover
	46.7%
	18.8%


Diff: 2

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

42) Huntswell Corporation has two major divisionsAgricultural Products and Industrial Products.  Data for the year just finished is as follows:
	
	Agriculture Division
	Industrial Division

	Sales revenue
	$140,000 
	$1,040,000 

	Operating income
	$16,400 
	$220,000 

	Average assets
	$300,000 
	$5,540,000 

	Target rate of return
	4.0%
	4.0%


For the Industrial Division, how much is the asset turnover?

A) 11.1%

B) 16.7%

C) 18.8%

D) 21.2%

Answer:  C

Explanation:  C) Calculations:

	
	Agriculture Division
	Industrial Division

	Sales revenue
	$140,000 
	$1,040,000 

	Average assets
	$300,000 
	$5,540,000 

	Asset turnover
	46.7%
	18.8%


Diff: 2

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

43) If upper management is NOT satisfied with a division's current profit margin, which of the following strategies would they most likely recommend?

A) Reduce the level of assets owned by the division

B) Reduce either product costs or operating expenses or both

C) Invest in more assets for the division

D) Locate new equity investment funds

Answer:  B

Diff: 3

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

44) If upper management is NOT satisfied with a division's asset turnover ratio, which of the following strategies would they most likely recommend?

A) Reduce the level of assets owned by the division

B) Reduce either product costs or operating expenses or both

C) Invest in more assets for the division

D) Locate new equity investment funds

Answer:  A

Diff: 3

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

45) Huntswell Corporation has two major divisionsAgricultural Products and Industrial Products.  Data for the year just finished is as follows:

	
	Agriculture Division
	Industrial Division

	Sales revenue
	$140,000 
	$1,040,000 

	Operating income
	$16,400 
	$220,000 

	Average assets
	$300,000 
	$5,540,000 

	Target rate of return
	4.0%
	4.


For the Agricultural Division, how much is the residual income?

A) $4,400

B) $2,650

C) $1,200

D) ($3,200)

Answer:  A

Explanation:  A) Calculations:

	
	Agriculture Division
	Industrial Division

	Target rate of return
	4.0%
	4.0%

	Average assets
	$300,000 
	$5,540,000 

	Min operating income
	$12,000 
	$221,600 

	Operating income
	$16,400 
	$220,000 

	RI
	$4,400 
	($1,600)


Diff: 2

LO:  24-5

EOC Ref:  E24-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

46) Huntswell Corporation has two major divisions: Agricultural Products and Industrial Products.  Data for the year just finished is as follows:

	
	Agriculture Division
	Industrial Division

	Sales revenue
	$140,000 
	$1,040,000 

	Operating income
	$16,400 
	$220,000 

	Average assets
	$300,000 
	$5,540,000 

	Target rate of return
	4.0%
	4.0%


For the Industrial Division, how much is the residual income?

A) $2,400

B) $1,650

C) ($200)

D) ($1,600)

Answer:  D

Explanation:  D) Calculations:

	
	Agriculture Division
	Industrial Division

	Target rate of return
	4.0%
	4.0%

	Average assets
	$300,000 
	$5,540,000 

	Min operating income
	$12,000 
	$221,600 

	Operating income
	$16,400 
	$220,000 

	RI
	$4,400 
	($1,600)


Diff: 2

LO:  24-5

EOC Ref:  E24-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

47) Which of the following statements MOST accurately explains a positive residual income?

A) A division has produced more operating income than the target set by upper management.

B) A division has generated positive operating income.

C) A division has been liquidated, and there is some residual amount of income earned after the liquidation.

D) A division has recorded a profit on sales of plant equipment which was sold for higher than its residual value.

Answer:  A

Diff: 1

LO:  24-5

EOC Ref:  E24-18

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

48) The EVA is a way of looking at a division's performance from the point of view of the:

A) managers.

B) employees.

C) shareholders and creditors.

D) suppliers.

Answer:  C

Diff: 2

LO:  24-5

EOC Ref:  E24-18

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

49) Which of the following statements MOST accurately describes a company's weighted average cost of capital?

A) The interest rate charged to the company for long-term debt

B) The amount a company incurs for capital expenditures

C) The minimum rate of return required by its investors

D) The average of beginning assets and ending assets

Answer:  C

Diff: 2

LO:  24-5

EOC Ref:  E24-18

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

50) Which of the following statements is TRUE about the weighted average cost of capital (WACC)?

A) If a business has a high risk level, the WACC will be higher.

B) If a business has a high risk level, the WACC will be lower.

C) The WACC represents the corporation's internal return targets.

D) The WACC is the same as a business's ROI.

Answer:  A

Diff: 2

LO:  24-5

EOC Ref:  E24-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

51) Marcia Consumer Products has several divisions, including the Education Division and the Recreation Division.  Data on the two divisions are shown here:

	
	Education Division
	Recreation Division

	Current ROI
	9.2%
	10.0%

	Current WACC
	8.0%
	8.0%

	Operating income
	$110,000 
	$200,000 

	Effective tax rate
	20.0%
	20.0%

	Average total assets
	$1,200,000 
	$2,000,000 

	Current liabilities
	$30,000 
	$30,000 


How much is the EVA for the Education Division?
A) $12,890

B) $4,600

C) ($5,600)

D) ($12,750)

Answer:  C

Explanation:  C) Calculations:

	Operating income
	$110,000 
	$200,000 

	Effective tax rate
	20.0%
	20.0%

	Income tax expense
	$22,000 
	$40,000 

	Operating income after tax
	$88,000 
	$160,000 

	Average total assets
	$1,200,000 
	$2,000,000 

	Current liabilities
	$30,000 
	$30,000 

	Total assets less liabilities
	$1,170,000 
	$1,970,000 

	WACC
	8.0%
	8.0%

	Average assets less current liabilities × WACC
	$93,600 
	$157,600 

	EVA
	($5,600)
	$2,400 


Diff: 3

LO:  24-5

EOC Ref:  E24-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

52) Marcia Consumer Products has several divisions, including the Education Division and the Recreation Division.  Data on the two divisions are shown here:

	
	Education Division
	Recreation Division

	Current ROI
	9.2%
	10.0%

	Current WACC
	8.0%
	8.0%

	Operating income
	$110,000 
	$200,000 

	Effective tax rate
	20.0%
	20.0%

	Average total assets
	$1,200,000 
	$2,000,000 

	Current liabilities
	$30,000 
	$30,000 


How much is the EVA for the Recreation Division?

A) $1,890

B) $2,400

C) ($1,300)

D) ($2,950)

Answer:  B

Explanation:  B) Calculations:

	Operating income
	$110,000 
	$200,000 

	Effective tax rate
	20.0%
	20.0%

	Income tax expense
	$22,000 
	$40,000 

	Operating income after tax
	$88,000 
	$160,000 

	Average total assets
	$1,200,000 
	$2,000,000 

	Current liabilities
	$30,000 
	$30,000 

	Total assets less liabilities
	$1,170,000 
	$1,970,000 

	WACC
	8.0%
	8.0%

	Average assets less current liabilities × WACC
	$93,600 
	$157,600 

	EVA
	($5,600)
	$2,400 


Diff: 3

LO:  24-5

EOC Ref:  E24-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

53) For the calculation of EVA, current liabilities are deducted from total average assets for what reason?

A) Because liabilities are not included in assets, and so they should be deducted.

B) Because the current liabilities are due within a one year period.

C) Because it is necessary in order to calculate the equity of the company.

D) Because the funds needed to pay the current liabilities will not be available to generate income in the long run.

Answer:  D

Diff: 2

LO:  24-5

EOC Ref:  E24-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

54) One of the key drawbacks of using financial KPIs like ROI and EVA is that:

A) they are difficult and complex to calculate.

B) they change from period to period.

C) they cannot be readily compared to other companies.

D) they focus only on the short term.

Answer:  D

Diff: 3

LO:  24-5

EOC Ref:  E24-18

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

55) A key benefit of using the balanced scorecard to evaluate business performance is that:

A) it is simple to implement.

B) individual performance measures each have their limitations; the balanced scorecard gives a broader picture of performance.

C) it is limited to financial measures, and so it keeps the focus on the "bottom line".

D) it is a standardized measure, and so it can be readily used to compare companies in different industries on a consistent basis.

Answer:  B

Diff: 3

LO:  24-5

EOC Ref:  E24-18

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

56) Assume Division 1 of the XYZ Company had the following results last year.

	Sales
	$5,000,000

	Operating income
	1,000,000

	Total assets (average)
	10,000,000

	Current liabilities
	500,000


Management's required rate of return is 8% and the weighted average cost of capital is 6%.  Its effective tax rate is 30%.What is the division's return on investment?

A) 5%

B) 10%

C) 20%

D) 50%

Answer:  B

Explanation:  B) Calculations: $1,000,000/ $10,000,000 = 10%

Diff: 2

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

57) Assume Division 1 of the XYZ Company had the following results last year.

	Sales
	$5,000,000

	Operating income
	1,000,000

	Total assets (average)
	10,000,000

	Current liabilities
	500,000


Management's required rate of return is 8% and the weighted average cost of capital is 6%.  Its effective tax rate is 30%. What is the division's economic value added?

A) $60,000

B) $130,000

C) $270,000

D) $430,000

Answer:  B

Explanation:  B) Calculations: 

	Operating income
	$1,000,000 

	Effective tax rate
	30.0%

	Income tax expense
	$300,000 

	Operating income after tax
	$700,000 

	Average total assets
	$10,000,000 

	Current liabilities
	$500,000 

	Total assets less liabilities
	$9,500,000 

	WACC
	6.0%

	Average assets less current liabilities × WACC
	$570,000 

	EVA
	$130,000 


Diff: 3

LO:  24-5

EOC Ref:  E24-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

58) Assume the Apple division of the Gala Company had the following results last year. 

	Sales
	$3,000,000

	Operating income
	500,000

	Total assets (average)
	4,500,000

	Current liabilities
	300,000


Management's required rate of return is 10% and the weighted average cost of capital is 8%.  Its effective tax rate is 30%. What is Apple division's return on investment?

A) 11.11%

B) 16.67%

C) 66.67%

D) 60.00%

Answer:  A

Explanation:  A) Calculations: $500,000 /$4,500,000 = 11.11%

Diff: 2

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

59) Assume the Apple division of the Gala Company had the following results last year. 

	Sales
	$3,000,000

	Operating income
	500,000

	Total assets (average)
	4,500,000

	Current liabilities
	300,000


Management's required rate of return is 10% and the weighted average cost of capital is 8%.  Its effective tax rate is 30%. What is Apple division's EVA?

A) $14,000

B) $14,760

C) $15,535

D) $16,220

Answer:  A

Explanation:  A) Calculations: 

	Operating income
	$500,000 

	Effective tax rate
	30.0%

	Income tax expense
	$150,000 

	Operating income after tax
	$350,000 

	Average total assets
	$4,500,000 

	Current liabilities
	$300,000 

	Total assets less liabilities
	$4,200,000 

	WACC
	8.0%

	Average assets less current liabilities × WACC
	$336,000 

	EVA
	$14,000 


Diff: 2

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

60) Which of the following goals of a performance evaluation system is accomplished when the company's actual results are compared to industry standards?

A) Motivation of unit managers

B) Promotion of goal congruence

C) External benchmarking

D) Communicating expectations

Answer:  C

Diff: 2

LO:  24-5

EOC Ref:  S24-4

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

61) Huntswell Corporation has two major divisions-Agricultural Products and Industrial Products.  Data for the year just finished is as follows:

	
	Agriculture Division
	Industrial Division

	Sales revenue
	$140,000 
	$1,040,000 

	Operating income
	$16,400 
	$220,000 

	Average assets
	$300,000 
	$5,540,000 

	Target rate of return
	4.0%
	4.0%


For the Agricultural Division, how much was the ROI?

A) 5.5%

B) 4.5%

C) 3.2%

D) 5.9%

Answer:  A

Explanation:  A) Calculations:

	
	Agriculture Division

	Operating income
	$16,400 

	Average asset
	$300,000 

	ROI
	5.5%


Diff: 2

LO:  24-5

EOC Ref:  E24-17

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting
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