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QUESTION 1

Ordinarily, the most appropriate basis on which to evaluate the performance of a division manager is the division\\'s 

A. Contribution margin. 

B. Net revenue minus controllable division costs. 

C. Gross profit 

D. Net income minus the division\\'s fixed costs. 

Correct Answer: B 

Managerial performance should be evaluated on the basis of those factors controllable by the manager. Managers may
control revenues, costs, and/or investment in resources A well-designed responsibility accounting system establishes
responsibility centers within the organization 

 

QUESTION 2

Madengrad Company manufactures a single electronic product called Precisionmix. This unit is a batch-density
monitoring device attached to large industrial mixing machines used in flour, rubber, petroleum, and chemical
manufacturing. Precisionmix sells for $900 per unit. The following variable costs are incurred to produce each
Precisionmix device: 

Madengrad\\'s income tax rate is 40%, and annual fixed costs are $6,600,000. Except for an operating loss incurred in
the year of incorporation, the firm has been profitable over the last 5 years.If Madengrad Company achieves a sales and
production volume of 8.000 units, the annual before-tax income (loss) will be 

A. $(4,200000) 

B. $1,780,000 

C. $(2,520,000) 

D. $(420,000) 

Correct Answer: A 

At a volume of 8000 units, sales will be $7,200,000 (8000 units x $900). Variable costs will ,be $4,800,000 (8,000 units x
$600). Thus. the contribution margin is $2,400,000. Deducting the $6,600,000 of fixed 9costs from the contribution
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margin leaves a net loss of $4,200,000. 

 

QUESTION 3

The following data pertain to the Rees Company for the year just ended: 

What was Rees Company\\'s residual income? 

A.$0 

B. $8,000 

C. $20,000 

D. $60,000 

Correct Answer: D 

Residual income is the excess of the return on an investment over a targeted amount equal to an imputed interest
charge on invested capital. The first step is to determine the level of income if the invested capital had returned exactly
the cost of capital. Invested capital is not given, so it must be calculated. Given capital turnover (sales ?invested capital)
of 4, invested capital must be $200,000 ($800,000 sales ?). Thus, the required return is $20,000 (10% imputed rate x
$200,000). The residual income is the excess of operating income over $20,000, or $60,000 ($80,000 - $20,000). 

 

 

QUESTION 4

Kline Corporation is expanding its plant, which requires an investment of $8 million in new equipment. Kline\\'s sales are
expected to increase by $6 million per year as a result of the expansion. Cash investment in current assets averages
30% of sales, and accounts payable and other current abilities are 10% of sales, What is the estimated total cash
investment for this expansion? 

A. $6.8 million. 

B. $8.6 million. 

C. $9.2 million. 

D. $9.8 million. 

Correct Answer: C 
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For capital budgeting purposes, the net investment is the net outlay or cash requirement. This amount includes the cost
of the new equipment, minus any cash recovered from the trade or sale of existing assets. The investment required also
includes funds to proide for increases in working capital, for example, the additional receivables and inventories
resulting from the acquisition of a new manufacturing plant. The investment in working `capital is treated as an initial
cost of the investment, although twill be recovered at the end of the project (its salvage value equals its initial cost). For
Kline, the additional current assets will be 30% of sales, but current liabilities can be used to fund assets to the extent of
10% of sales. Thus, the initial investment in working capital will equal 20% of the $6 million in sales, or $1,200,000. The
total initial cash outlay will consist of the $8 million in new equipment plus $1,200,000 in working capital, a total of $9.2
million. 

 

QUESTION 5

The following information regarding a change in credit policy was assembled by the Wilson Wax Company. The
company has a required rate of return of 11% and a variable cost ratio of 50%. The opportunity\\' cost oaf longer
collection period is assumed to be negligible. 

The pretax cost of carrying the additional investment in receivables, assuming a 360- dayyear, is 

A. $5,439 

B. $10,878 

C. $13,778 

D. $98,890 

Correct Answer: A 

The cost of carrying receivables equals average receivables times the variable cost ratio times the cost of money. Under
the old policy, average daily sales are $12,778 ($4,600,000 ?360 days). Given a 30- day average collection period, the
average receivables balance is $383,340 ($12,778 x 30 days). Under the new policy, average daily sales are $13,778
($4,960,000 ?360 days), and the average receivables balance is $482,230 ($13,778 x 35 days). Hence, the average
balance is $98,890 higher under the new policy. Because the company\\'s incremental (variable) costs are 50% of sales,
the additional investment is $49,445 ($98,890 x 50%). The interest rate, or required rate of return1 is 11%. Thus, the
incremental pretax carrying cost is $5,439 ($49,445 x 11%). 

 

QUESTION 6

A firm wishing to become global must consider how many national markets to enter. A firm should enter fewer4 national
markets when 

A. Communication adaptation costs are low 

B. The product need not be adapted 

CMA PDF Dumps | CMA VCE Dumps | CMA Study Guide                              4 / 11

https://www.lead4pass.com/cma.html
https://www.lead4pass.com/cma.html
https://www.lead4pass.com/cma.html


https://www.lead4pass.com/cma.html
2023 Latest lead4pass CMA PDF and VCE dumps Download

C. Entry costs are low 

D. The first countries chosen are heavily populated and have high incomes 

Correct Answer: D 

According to Ayal and Zif, the following are factors indicating that few national markets should be entered: 

(1)

 entry costs are high: 

(2)

 market control costs are high, 

(3)

 product adaptation costs are high; 

(4)

 communication adaptation costs are high; 

(5)

 the first countries selected have large populations, high incomes, and high income growth, and 

(6)

 a dominant firm can erect high entry barriers. 

 

QUESTION 7

The term "escalation of commitment" refers to 

A. The process of continuing to fund old projects because of inadequate information or time to formally anal we the
costs and benefits associated with continued investment. 

B. The decision maker increasing the resources to a new course of action if the employee can recommend alternatives
such that the decision the new course of action as his/her own initiative. 

C. Committing to projects that have been shown to be successful and limiting the additional commitment of resources to
projects that have been unsuccessful. 

D. The decision maker increasing the resources to the previous course of action in an effort to demonstrate that the
previous course of action was appropriate. 

Correct Answer: D 

Consistency may be dysfunctional because it may result in inflexibility. The desire to avoid the inner conflict resulting
from inconsistency may have adverse effects on decision making. For example, when a decision maker feels
responsible for the failure of a course of action, (s) he may want to prove that the original decision was sound despite
increasing evidence to the contrary. Thus, his/her commitment to a failed policy may escalate, and additional resources
may be squandered. 
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QUESTION 8

Stewart Industries has been producing two bearings, components B12 and B18, for use in production. 

Stewart\\'s annual requirement for these components is 8,000 units of B12 and 11000 units of B18. Recently, Stewart\\'s
management decided to devote additional machine time to other product lines resulting in only 41,000 machine hours
per year that can be dedicated to the production of the bearings. An outside company has offered to sell Stewart the
annual supply of the bearings at prices of $11.25 for B12 and $13.50 for B18. Stewart wants to schedule the otherwise
idle 411000 machine hours to produce bearings so that the company can minimize its costs (maximize its net benefits).
Note 1: Variable manufacturing overhead is applied on the basis of direct labor hours. Note 2: Fixed manufacturing
overhead is applied on the basis of machine hours. The net benefit (loss) per machine hour that would result if Stewart
accept the supplier\\'s offer of $13.50 per unit for Component B18 is 

A. $.50 

B. $(1.00) 

C. $(1.75) 

D. Some amount other than those given. 

Correct Answer: B 

 

 

QUESTION 9

Green Company produces Product A and sells it for $18.00. The following cost data apply: Green has thought of
marketing a new Product B with the same cost structure as Product A except that the price will be $15.60. Green
Company currently has the plant capacityr necessary for this expansion. Because of the cost structure, Green Company
will find the production and sale of Product B in the short run to be 
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A. Not profitable unless the price can be raised to $17.10. 

B. Not profitable at any price. 

C. Not profitable at $15.60 because the fixed selling expense and fixed manufacturing overhead will not be covered by
the price. 

D. Profitable to produce and sell Product B in the short run at the price of $15.60. 

Correct Answer: D 

With excess capacily, production is profitable if the incremental revenues are greater than the incremental costs. Here,
the incremental costs equal total costs minus any fixed costs ($17.10 -- $1 .50 -- $2.20 = $13.40). If Product B can be
sold for a price greater than $13.40. Short-run production will be profitable. Long-run profit ability, however, will depend
on fixed costs as well as variable costs and sales price. 

 

QUESTION 10

While auditing a marketing department, the internal auditor discovered that the product life cycle model was used to
structure the marketing mix. Under such a philosophy, the opportunity for cost reductions would be greatest in which
stage of the cycle? 

A. Introduction stage. 

B. Growth stage. 

C. Maturity stage. 

D. Decline stage. 

Correct Answer: B 

During the growth stage, the opportunity for reductions id at its maximum because production volume is increasing at a
high rate. Thus, fixed costs are being spread over more unit of production, and the benefits of the learning curve are
being realized. 
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QUESTION 11

Which of the following is the most significant reason that domestic governments and international organizations seek to
eliminate cartels? 

A. The increased sales price reduces the amount of corporate tax revenues payable to the government 

B. True competition keeps prices as low as possible, thus increasing efficiency in the marketplace 

C. Small business cannot survive or grow without government protection 

D. The economic stability of developing countries depends on a global free market 

Correct Answer: B 

A cartel is an organization of sellers (e.g., the oil cartel OPEC) who undertake joint action to maximize member\\'s
profits by controlling the supply and therefore the price of their product. Under the laws of many nations, such collusive
conduct is illegal when engaged in by firma subject to those laws. The reason is that, as a result of the monopolistic and
anticompetitive practices of cartels, supply is lower, prices re high, competition is restrained, and the relevant. Industry
is less efficient. Accordingly, governmental and international organizations seek to protect consumers and the health of
the domestic and global economy through anti-cartel efforts. 

 

QUESTION 12

Tonya, Inc. has a cost of capital of 15% and is considering the acquisition of a new machine that costs $800,000 and
has a useful life of 5 years. Tonya projects that earnings and cash flow will increase as follows: 

Interest rate factors at 15% are as follows: 

What is the payback period of this investment? 

CMA PDF Dumps | CMA VCE Dumps | CMA Study Guide                              8 / 11

https://www.lead4pass.com/cma.html
https://www.lead4pass.com/cma.html
https://www.lead4pass.com/cma.html


https://www.lead4pass.com/cma.html
2023 Latest lead4pass CMA PDF and VCE dumps Download

A. 1.Syears. 

B. 3.Oyears. 

C. 3.3 years. 

D. 4.0 years. 

Correct Answer: B 

The payback method is simply the time required to recover the investment. It does not consider the time value of money
or returns after the payback period. When cash flows are not uniform, a cumulative calculation is necessary. Thus, 3.0
years is the payback period ($320,000 in the first year, $280,000 in the second year, and $200,000 in the third year). 

 

QUESTION 13

Falcon AG, a German heavy machinery manufacturer, is planning to expand its manifesting base in the US. and has
been offered a special loan of $25 million by the state of Georgia. The loan is for a term of 5 years and carries an
interest of 4% to be paid annually Falcons normal borrowing rate for 5-year borrowing is 6%. What is the value of this
special loan to Falcon? 

A. $4.212 million. 

B. $2113 million. 

C. $6325 million, 

D. $20.788 million. 

Correct Answer: B 

The value of the special loan can be calculated by computing the NPV of the loan using Falcon\\'s normal borrowing
rate of 6% for 5 periods. NPV equals $25 million minus PV of interest payments minus PV of principal. Thus, the NPV is
$2.1 13 million ($25 million --[($25 million x .04 annual interest) x4.212 PV of an annuity for Syrsat6%]-- ($25
millionx747PVof$1 in5yrs. at6%]}. 

 

QUESTION 14

Total production costs of prior periods for a company are listed as follows. Assume that the same cost behavior patterns
can be extended linearly over the range of 31000to 35.000 units and that the cost driver for each cost is the number of
units produced. 

What is the average cost per unit at a production level of 8,000 units for costX? 
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A. $5.98 

B. $5.85 

C. $7.90 

D. $4.83 

Correct Answer: A 

 

 

QUESTION 15

The internal rate of return on an investment 

A. Usually coincides with the company\\'s hurdle rate. 

B. Disregards discounted cash flows. 

C. May produce different rankings from the net present value method on mutually exclusive projects. 

D. Would tend to be reduced if a company used an accelerated method of depreciation for tax purposes rather than the
straight-line method. 

Correct Answer: C 

Investment projects may be mutually exclusive under conditions of capital rationing (limited capital). In other words,
scarcity of resources will prevent an entity from undertaking all available profitable activities. Under the PR method, an
interest rate is computed such that the present value of the expected future cash flows equals the cost of the investment
(NPV = 0). The IRR method assumes that the cash flows will be reinvested at the IRR. The NPV is the excess of the
present value of the estimated net cash inflows over the net cost of the investment. The cost of capital must be specified
in the NPV method. An assumption of the NPV method is that cash flows from the investment will be reinvested at the
particular project\\'s cost of capital. Because of the difference in the assumptions regarding the reinvestment of cash
flows, the two methods will occasionally give different answers regarding the ranking of mutually exclusive projects.
Moreover, the IRR method may rank several small, short-lived projects ahead of a large project with a lower rate of
return but with a longer life span. However, the large project might return more dollars to the company because of the
larger amount invested and the longer time span over which earnings will accrue. When faced with capital rationing, an
investor will want to invest in projects that generate the most dollars in relation to the limited resources available and the
size and returns from the possible investments. Thus, the NPV method should be used because it determines the
aggregate present value for each feasible combination of projects. 
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