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As an employee, I have a right to engage in other concerted activities for the purpose of 
collective bargaining or other mutual aid or protection. In engaging in such activities, 
there should not be unlawful interference, restraint or coercion from the employer (NLRB, 
2015) since my right to engage in the aforementioned activities is guaranteed under 
section 7 of the NLRB.Cost Accounting  
 
 
 
 
PART I — SINGLE CHOICE (40 points) 
 
Instructions:  Designate the best answer for each of the following questions. 
 
1.  
 
Alvarez Company is considering the following alternatives: 
 Alternative A Alternative B 

Revenues $52,000 $60,000 
Variable costs 30,000 30,000 
Fixed costs 10,000 16,000 
What is the incremental profit? 
a. $10,000 
b. $0 
c. $2,000 
d. $4,000 

 
 
2. 
 
It costs Garner Company $12 of variable and $5 of fixed costs to produce one bathroom scale 

which normally sells for $35. A foreign wholesaler offers to purchase 3,000 scales at $16 
each. Garner would incur special shipping costs of $1 per scale if the order were 
accepted. Garner has sufficient unused capacity to produce the 3,000 scales. If the 
special order is accepted, what will be the effect on net income? 
a. $6,000 increase 
b. $6,000 decrease 
c. $9,000 increase 
d. $45,000 increase 

 
 
3. 
 
Martin Company incurred the following costs for 60,000 units: 

Variable costs $420,000 
Fixed costs   392,000 
 
Martin has received a special order from a foreign company for 3,000 units. There is 
sufficient capacity to fill the order without jeopardizing regular sales. Filling the order will 
require spending an additional $6,300 for shipping. 
 
If Martin wants to break even on the order, what should the unit sales price be? 
a. $6.00 
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b. $8.10 
c. $9.10 
d. $13.70 

 
4. 
 
A company’s unit costs based on 100,000 units are: 

Variable costs $75 
Fixed costs 30 
The normal unit sales price per unit is $165. A special order from a foreign company has 
been received for 5,000 units at $135 a unit. In order to fulfill the order, 1,000 units of 
regular sales would have to be foregone. 

 
  The opportunity cost associated with this order is 

a. $225,000. 
b. $90,000. 
c. $270,000. 
d. $405,000. 

 
 
5. 
 
Galley Industries can produce 100 units of a necessary component part with the following costs: 

Direct Materials $20,000 
Direct Labor 9,000 
Variable Overhead 21,000 
Fixed Overhead 8,000 

If Galley Industries purchases the component externally, $3,000 of the fixed costs can be 
avoided. Below what maximum external price for the 100 units would Galley choose to 
buy instead of make? 
a. $53,000 
b. $56,000 
c. $44,000 
d. $52,000 

 
 
6. 
 
Tex's Manufacturing Company can make 100 units of a necessary component part with the 

following costs: 
Direct Materials $120,000 
Direct Labor 25,000 
Variable Overhead 45,000 
Fixed Overhead 30,000 

 
If Tex's Manufacturing Company purchases the component externally, $30,000 of the 
fixed costs can be avoided. At what external price for the 100 units is the company 
indifferent between making or buying? 
a. $190,000 
b. $200,000 
c. $210,000 
d. $220,000 
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7. 
 
Moonwalker’s CVP income statement included sales of 5,000 units, a selling price of $100, 

variable expenses of $60 per unit, and fixed expenses of $88,000. Contribution margin is 
a. $400,000. 
b. $200,000. 
c. $160,000. 
d. $72,000. 

 
 
8. 
 
If Qualls Quality Airline cuts its domestic fares by 30%, 

a. its fixed costs will decrease. 
b. profit will increase by 30%. 
c. a profit can only be earned by decreasing the number of flights. 
d. a profit can be earned either by increasing the number of passengers or by decreasing 

variable costs. 
 
 
9. 
 
Moonwalker’s CVP income statement included sales of 4,000 units, a selling price of $100, 

variable expenses of $60 per unit, and fixed expenses of $98,000. Net income is 
a. $400,000. 
b. $160,000. 
c. $62,000. 
d. $72,000. 

 
 
10. 
 
For Buffalo Co., at a sales level of 10,000 units, sales is $75,000, variable expenses total 

$50,000, and fixed expenses are $21,000. What is the contribution margin per unit? 
a. $2.50 
b. $5.00 
c. $10.00 
d. $15.00 

 
 
11. 
 
If contribution margin is $120,000, sales is $300,000, and net income is $40,000, then variable 

and fixed expenses are 
  Variable   Fixed  
a. $180,000 $260,000 
b. $180,000 $80,000 
c. $80,000 $180,000 
d. $420,000 $260,000 
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12. 
 
For Sanborn Co., sales is $1,000,000, fixed expenses are $300,000, and the contribution margin 

per unit is $48. What is the break-even point? 
a. $2,083,334 sales dollars 
b. $625,000 sales dollars 
c. 20,834 units 
d. 6,250 units 

 
 
13. 
 
An increase in the level of activity will have the following effects on unit costs for variable and 

fixed costs: 
 Unit Variable Cost Unit Fixed Cost 
a. Increases Decreases 
b. Remains constant Remains constant 
c. Decreases Remains constant 
d. Remains constant Decreases 

 
 
14. 
 
The break-even point cannot be determined by 

a. computing it from a mathematical equation. 
b. computing it using contribution margin. 
c. reading the prior year's financial statements. 
d. deriving it from a CVP graph. 

 
15. 
 
In evaluating the margin of safety, the 

a. break-even point is not relevant. 
b. higher the margin of safety ratio, the greater the margin of safety. 
c. higher the dollar amount, the lower the margin of safety. 
d. higher the margin of safety ratio, the lower the fixed costs. 

 

 
16. 
 
Cost-volume-profit analysis includes all of the following assumptions except 

a. the behavior of costs is curvilinear throughout the relevant range. 
b. costs can be classified accurately as either variable or fixed. 
c. changes in activity are the only factors that affect costs. 
d. all units produced are sold. 

 
 
17. 
 
Which is the first step in the management decision-making process? 
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a. Determine and evaluate possible courses of action. 
b. Review results of the decision. 
c. Identify the problem and assign responsibility. 
d. Make a decision. 

 
18. 
 
Nonfinancial information that management might evaluate in making a decision would not include 

a. employee turnover. 
b. contribution margin. 
c. the environment. 
d. the corporate profile in the community. 

 
 
19. 
 
Which of the following is a true statement about cost behaviors in incremental analysis? 

1. Fixed costs will not change between alternatives. 
2. Fixed costs may change between alternatives. 
3. Variable costs will always change between alternatives. 

a. 1 
b. 2 
c. 3 
d. 2 and 3 

 
20. 
 
If a plant is operating at full capacity and receives a one-time opportunity to accept an order at a 

special price below its usual price, then 
a. only variable costs are relevant. 
b. fixed costs are not relevant. 
c. the order will likely be accepted. 
d. the order will likely be rejected. 
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PART II— Matching (15 points) 
  
Match the items below by entering the appropriate code letter in the space provided. 
 
 A. Incremental analysis 
 B. Opportunity cost 
 C. Sunk cost 
 
 
____ 1. A cost that cannot be changed by any present or future decision. 
 
____ 2. The process of identifying the financial data that change under alternative courses of 

action. 
 
____ 3. The potential benefit that may be lost from following an alternative course of action. 
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PART III— Calculation (15 points) 
 
Pederson Enterprises produces giant stuffed bears. Each bear consists of $12 of variable costs 
and $9 of fixed costs and sells for $45. A wholesaler offers to buy 8,000 units at $14 each, of 
which Pederson has the capacity to produce. Pederson will incur extra shipping costs of $1 per 
bear.  
 
Instructions 
Determine the incremental income or loss that Pederson Enterprises would realize by accepting 
the special order. 
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PART IV— Calculation (15 points) 
 
 
Parks Corporation currently manufactures 3,000 staplers annually for its main product. The costs 
per stapler are as follows: 

Direct materials $  3.00 
Direct labor 7.00 
Variable overhead 4.00 
Fixed overhead     7.00 
Total $21.00 

 
Gallup Company has contacted Parks with an offer to sell it 3,000 staplers for $18.00 each. $5 of 
the fixed overhead per unit is unavoidable. 
 
Instructions 
Prepare an incremental analysis for the make-or-buy decision. 
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PART V— Calculation (15 points) 
 
Hurly Co. has fixed costs totaling $132,000. Its contribution margin per unit is $1.50, and the 
selling price is $5.50 per unit. 
 
Instructions 
Compute the break-even point in units. 
 
 


