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ACCT 2122 
CHAPTER 13-14 ADDITIONAL SAMPLE QUESTIONS (12/2/21)

The following questions were extracted from past exams. They are intended for you to 
become familiar with the types and the formats of questions that you will be asked on the 
upcoming exam. Studying ONLY these sample questions will not adequately prepare you 
for the exam. You should also read the textbook and review the Connect problems and 
other problems that were presented in class.

1. Cheap Junk Inc has some obsolete Mitt Romney bobble-heads that originally cost 
$225,000. The bobble-heads can be sold overseas as they are for $150,000, or they can 
be changed to Obama bobbleheads at an additional cost of $47,000, and then sold for 
$191,000.  Cheap Junk's sunk costs are: 

A) $225,000
B)    $81,000 
C)    $75,000 
D)   $272,000

Use the following to answer questions 2-3:

Krazy Inc manufactures industrial components. One of its products, Double Krazy, 
has the following production data:

Per Unit
Selling price $180
Direct materials $29
Direct labor $5
Variable manufacturing overhead $4
Fixed manufacturing overhead $21
Variable selling expense $2
Fixed selling and administrative expense $17

The above per unit data are based on annual production of 4,000 units of Double 
Krazy.

2. The company has received a special, one-time-only order for 500 units. There would be 
no variable selling expense on this special order and the total fixed manufacturing 
overhead and fixed selling and administrative expenses of the company would not be 
affected by the order. Assuming that Krazy has excess capacity and can fill the order 
without cutting back on the production of any product, what is the minimum price per 
unit on the special order below which the company should not go?
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A) $78
B) $180
C) $38
D) $59

3. The company has received a special, one-time-only order for 500 units to be sold at $65. 
There would be no variable selling expense on this special order and the total fixed 
manufacturing overhead and fixed selling and administrative expenses of the company 
would not be affected by the order. However, there are modifications that will have to be 
done to the product that will increase variable costs by $2.50 and a special machine will 
have to be purchased for $5,000 that will not have a salvage value or use after this order. 
If the special order is accepted, the company's overall net operating income will increase 
(decrease) by:

A) ($11,500)
B)   ($2,000) 
C) $7,250 
D) $12,250

4. Wishy-Washy Corp is trying to decide if they want to make a component internally or 
buy it from an outside source. They will use 300,000 of these components in the 
upcoming year.  The unit costs are as follows:

Direct materials $22.50
Direct Labor $12.10
Variable manufacturing overhead $2.30
Fixed manufacturing overhead $4.00

Total Unit Costs 40.90

Direct labor is a variable cost. Of the fixed manufacturing overhead, 10% is not 
avoidable if the component were bought from an outside supplier; the remainder is 
avoidable. In addition, if the components are purchased, the facilities currently used 
could be leased to another company for $400,000 per year. When deciding whether to 
make or buy the component, what cost of making the component should be compared to 
the price of buying the component?
A) $41.83 
B) $40.50
C) $37.30 
D) $38.63

5. A study has been conducted to determine if Product A should be dropped. Sales of the 
product total $200,000 per year; variable expenses total $140,000 per year. Fixed 
expenses charged to the product total $90,000 per year. The company estimates that 
$40,000 of these fixed expenses will continue even if the product is dropped. These data 
indicate that if Product A is dropped, the company's overall net operating income 
would:
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A) decrease by $10,000 per year
B) decrease by $20,000 per year
C) increase by $30,000 per year
D) increase by $20,000 per year

6. The Whitton Company uses a discount rate of 14%. The company has an opportunity 
to buy a machine now for $18,000 that will yield cash inflows of $10,000 per year for 
each of the next three years. The machine would have no salvage value. The net 
present value of this machine to the nearest whole dollar is:
A) $24,750 
B) $23,220 
C) $11,250 
D)   $5,220

7. A company with $800,000 in operating assets is considering the purchase of a machine 
that costs $125,000 and which is expected to reduce operating costs by $40,000 each 
year. The payback period for this machine in years is closest to:
A) 3.125 years
B) 20 years
C) 6.4 years
D) 0.32 years

8. Sibble Corporation is considering the purchase of a machine that would cost $330,000 
and would last for 5 years. At the end of 5 years, the machine would have a salvage 
value of $50,000. By reducing labor and other operating costs, the machine would 
provide annual cost savings of $76,000. The company requires a minimum pretax 
return of 12% on all investment projects. The net present value of the proposed project 
is closest  to:
A) -$6,020 
B) -$27,670 
C) -$56,020 
D) -$48,764

9. The following data pertain to an investment in equipment:

Investment in the project $10,000
Annual net cash inflows $2,400
Working capital required $5,000
Salvage value of the equipment $1,000
Life of the project 8 Years

At the completion of the project, the working capital will be released for use elsewhere. 
Compute the net present value of the project, using a discount rate of 10%:
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A) -$1,729 
B) $606
C) $1,729 
D) $8,271

10.  The management of Dewitz Corporation is considering a project that would require an 
initial investment of $65,000. No other cash outflows would be required. The present 
value of the cash inflows would be $72,800. The profitability index of the project is 
closest to:
A) 1.12
B) 0.88
C) 0.107
D) 0.12

11. We are thinking of investing in a project that would generate $25,000 per year for 6 
years. If the project has an initial investment of $115,572, what would the approximate 
internal rate of return be for this project?
A)    8%
B) 10%
C) 14%
D) 5%

12. The Yates Company is considering purchasing a piece of equipment which is expected 
to have a useful life of 7 years with no salvage value at the end of the 7-year period. 
This equipment is expected to generate a cash inflow of $32,000 each year of its useful 
life. If the required rate of return is 14%, then what is the most that Yates should pay 
for the equipment?
A) $12,800 
B) $150,000 
C) $343,360 
D) $137,216

13. Nuts Corporation is contemplating purchasing equipment that would increase sales 
revenues by $420,000 per year and cash operating expenses by $231,000 per year. The 
equipment would cost $747,000 and have a 9 year life with no salvage value. The 
annual depreciation would be $83,000. The simple rate of return on the investment is 
closest to:
A) 14.2%
B) 11.1%
C) 56.2%
D) 25.3%

14. Which of the following costs are always irrelevant in decision making?
a. Sunk costs.



Version 1 Page 1

b. Fixed costs.
c. Avoidable costs.
d. Opportunity costs


