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QUESTION 1

The costs described in situations Ill and V are 

A. Prime costs. 

B. Sunk costs. 

C. Discretionary costs. 

D. Imputed costs. 

Correct Answer: B 

A sunk cost is a cost that cannot be avoided because the expenditure has already occurred or an irrevocable decision
has been made to incur the cost. Sunk costs are irrelevant to management decision making because they cannot vary
with the option selected. Both situations Ill and V represent sunk costs because the costs have already been incurred.
Management accountants are frequently asked to analyze various decision situations, including the following: 

I. The cost of a special device that is necessary if a special order is accepted. II. The cost proposed 

annually for the plant service for the grounds at corporate headquarters. 

Ill. Joint production costs incurred, to be considered in a sell-at-split versus a process- further decision. 

IV.

 The costs associated with alternative uses of plant space, to be considered in a make/buy decision. 

V.

 The cost of obsolete inventory acquired several years ago, to be considered in a keep- versus-disposal 

decision. 

 

QUESTION 2

Which one of the following statements concerning cash discounts is correct? 

A. The cost of not taking a 2/10, net 30 cash discount is usually less than the prime rate. 

B. With trade terms of 2/15, net 60, if the discount is not taken, the buyer receives 45 days of free credit. 

C. The cost of not taking the discount is higher for terms of 2/10, net 60 than for 2/10, net 30. 

D. The cost of not taking a cash discount is generally higher than the cost of a bank loan. 

Correct Answer: D 

Payments should be made within the discount periods if the cost of not taking discounts exceeds the firm\\'s cost of
capital. For example, failing to take a discount when terms are 2/10, net 30 means that the firm is paying an effective
annual interest rate exceeding 36%. Thus, the cost of not taking a discount is usually higher than the cost of a bank
loan. 
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QUESTION 3

If FLF Corporation must assume a 20% flotation cost on new stock issuances. what is the cost of new common
stock\\'? 

A. 6.25% 

B. 15% 

C. 16.25% 

D. 10% 

Correct Answer: C 

 

 

QUESTION 4

Which of the following is not a type of process? 

A. Make-to-stock. 

B. Make-to-order. 

C. Buffer 

D. Hybrid 

Correct Answer: C 

A buffer in the context of process analysis is a quantity of work-in-process inventory that allows some stage(s) of the
overall process to continue operating when an earlier stage breaks down. 

 

QUESTION 5

What return on equity do investors seem to expect for a firm with a $50 share price, an expected dividend of $5.50, of 9,
and a constant growth rate of 4.5%? 

A. 15.05% 

B. 15.50% 

C. 15.95% 

D. 16.72% 

Correct Answer: B 

Dividing the $5.50 dividend by the $50 share price produces an 11% dividend yield. Adding the 11% yield to the 4.5%
growth rate produces a total return of 15.5%. 
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