
Chapter 02 Testbank

Student: ___________________________________________________________________________

1. Which of the following statements is false? 
i. Qualitative information is not relevant for planning purposes.
ii. Production costs are important for planning purposes, but selling and administration costs are not.
iii. Information on revenues is not important for planning purposes. 
 

A. i 

B. iii 

C. i and iii 

D. i, ii and iii 
 

2. Which of the following statements is true? 
 

A. The word cost has the same meaning in all situations in which it is used. 

B. Cost data, once classified and recorded, can be used for any purpose. 

C. Different cost concepts and classifications are used for different purposes. 

D. None of the given answers 
 

3. Which of the following statements is true? A cost is: 
 

A. always an expense 

B. always an asset 

C. can be either an expense or an asset 

D. always a liability 
 

4. Variable costs: 
 

A. vary indirectly with changes in activity level 

B. vary directly with changes in activity level 

C. vary on a per unit basis 

D. vary indirectly with changes in activity level AND vary on a per unit basis 
 

5. If production increases, variable cost will: 
 

A. remain constant on a per unit basis 

B. increase by a variable amount 

C. vary on a per unit basis 

D. remain unchanged 
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6. As activity level decreases, unit variable cost: 
 

A. increases proportionately with activity 

B. decreases proportionately with activity 

C. remains constant 

D. decreases by a fixed amount 
 

7. As activity level increases, total variable costs: 
 

A. increase proportionately with activity 

B. decrease proportionately with activity 

C. increase by a fixed amount 

D. decrease by a fixed amount 
 

8. Fixed costs: 
 

A. vary directly with changes in activity level 

B. in total remain unchanged as activity levels change 

C. vary on a per unit basis 

D. B and C 
 

9. Which of the following is not an example of a variable cost? 
 

A. Straight-line depreciation on a machine expected to last 5 years. 

B. Wages paid to assembly line workers at a local manufacturing plant. 

C. Timber used to make outdoor furniture. 

D. Commissions paid to sales personnel. 
 

10. Which of the following statements is false? 
 

A. Costing is common to both conventional and contemporary management accounting. 

B. Activity-based costing is common to both conventional and contemporary management accounting. 

C. Performance measurement is common to both conventional and contemporary management accounting. 

D. Contemporary performance measurement covers a range of critical success factors. 
 

11. Which is the correct order of cost incurrence in the value chain? 
 

A. R & D, Product Design, Manufacturing, Marketing, Distribution, Customer Support 

B. R & D, Product Design, Customer Support, Marketing, Distribution, Manufacturing 

C. R & D, Product Design, Manufacturing, Distribution, Customer Support, Selling 

D. R & D, Product Design, Manufacturing, Distribution, Marketing, Customer Support 
 



12. Costs that can be traced to a particular cost object are called: 
 

A. direct costs 

B. indirect costs 

C. product costs 

D. manufacturing costs 
 

13. Indirect costs: 
 

A. cannot be traced to a particular cost object 

B. cannot be economically traced to a particular cost object 

C. are always variable costs 

D. are always fixed costs 
 

14. Whether a cost is classified as direct or indirect will depend on: 
 

A. the nature of the cost object 

B. whether the cost can be economically traced to the cost object 

C. whether the organisation is in a manufacturing or service industry 

D. the nature of the cost object AND whether the cost can be economically traced to the cost object 
 

15. Costs that can be significantly influenced by a particular manager are: 
 

A. product costs. 

B. period costs. 

C. controllable costs. 

D. administrative costs. 
 

16. Which of the following is not an example of a manufacturing overhead? 
 

A. Assembly line workers' wages 

B. Factory rent 

C. Depreciation of factory machinery 

D. Factory lighting 
 

17. Product costs are: 
 

A. expended as they are incurred 

B. inventoriable costs 

C. period costs 

D. expended as they are incurred AND inventoriable costs 
 



18. Costs that are expended during the period in which the costs are incurred are called: 
 

A. product costs 

B. inventoriable costs 

C. period costs 

D. indirect costs 
 

19. Which of the following costs of a manufactured product is a period cost? 
 

A. Direct material 

B. Manufacturing overhead 

C. Indirect material 

D. Sales commission 
 

20. Which of the following is not a period cost? 
 

A. Marketing costs 

B. Administrative costs 

C. Research and development 

D. Factory overheads 
 

21. Cost of goods purchased includes the: 
 

A. purchase cost 

B. transportation inward cost 

C. storage cost 

D. purchase cost AND transportation inward cost 
 

22. Product costs comprise: 
 

A. direct materials, direct labour and manufacturing overhead 

B. direct materials and manufacturing overhead 

C. direct labour and manufacturing overhead 

D. direct materials and direct labour 
 



23. Refer to the following data.
 

 
 
 The prime costs are: 
 

A. $190 000 

B. $40 000 

C. $150 000 

D. $142 000 
 

24. Refer to the following data.
 

 
 
 The conversion costs are: 
 

A. $150 000 

B. $142 000 

C. $182 000 

D. $190 000 
 



25. Refer to the following data.
 

 
 
 The product costs are: 
 

A. $15 000 

B. $182 000 

C. $190 000 

D. $332 000 
 

26. Refer to the following data.
 

 
 
 The period costs are: 
 

A. $15 000 

B. $20 000 

C. $190 000 

D. $372 000 
 



27. Refer to the following data.
 

 
 
 The non-manufacturing costs are: 
 

A. $15 000 

B. $70 000 

C. $182 000 

D. $372 000 
 

28. Indirect material, indirect labour and other manufacturing costs that are neither direct labour nor direct material costs 
are classified as: 
 

A. manufacturing overhead 

B. product costs 

C. prime costs 

D. manufacturing overhead AND product costs 
 

29. Indirect materials include: 
 

A. materials that are incorporated into the finished product 

B. materials required for the production process, which do not become an integral part of the finished product 

C. direct materials that are so insignificant in cost that it becomes unimportant to trace their costs to specific products 

D. materials required for the production process, which do not become an integral part of the finished product AND 
direct materials that are so insignificant in cost that it becomes unimportant to trace their costs to specific products 

 

30. On-costs on direct labour are classified as: 
 

A. direct labour 

B. indirect labour 

C. manufacturing overhead 

D. either direct labour or indirect labour depending on the decision made by the firm 
 



31. Depreciation of factory equipment would be classified as: 
 

A. indirect material 

B. indirect labour 

C. manufacturing overhead 

D. a sundry expense 
 

32. Idle time is: 
 

A. frequently an avoidable cost 

B. classified as overhead 

C. caused by events such as equipment breakdown and new set-ups of production runs 

D. All of the given answers 
 

33. Unless overtime and idle time are caused by a particular job, they are treated as: 
 

A. a part of direct labour expense 

B. a part of manufacturing overhead 

C. associated with a particular product 

D. a part of manufacturing overhead AND associated with a particular product 
 

34. The flow of manufacturing costs through the system is: 
 

A. raw materials inventory; work in process inventory; finished goods inventory; cost of goods sold 

B. raw materials inventory; work in process inventory; cost of goods sold; finished goods inventory 

C. work in process inventory; raw materials inventory; finished goods inventory; cost of goods sold 

D. raw materials inventory; finished goods inventory; work in process inventory; cost of goods sold 
 



35. The Casual Furniture Company manufactures outdoor furniture and incurred the following costs during the month of 
January.
 

 
 
 The product costs are: 
 

A. $90 000 

B. $83 000 

C. $65 000 

D. $63 000 
 



36. The Casual Furniture Company manufactures outdoor furniture and incurred the following costs during the month of 
January.
 

 
 
 The period costs are: 
 

A. $0 

B. $7 000 

C. $25 000 

D. $30 500 
 



37. The Casual Furniture Company manufactures outdoor furniture and incurred the following costs during the month of 
January.
 

 
 
 The prime costs are: 
 

A. $30 000 

B. $50 000 

C. $65 000 

D. $50 500 
 



38. The Casual Furniture Company manufactures outdoor furniture and incurred the following costs during the month of 
January.
 

 
 
 The conversion costs are: 
 

A. $34 500 

B. $29 500 

C. $20 000 

D. $35 000 
 



39. The Casual Furniture Company manufactures outdoor furniture and incurred the following costs during the month of 
January.
 

 
 
 The manufacturing overhead is: 
 

A. $14 500 

B. $15 000 

C. $9500 

D. $9 000 
 

40. In the manufacturing firm, inventories consist of: 
 

A. raw materials, cost of goods manufactured during the period and finished goods 

B. raw materials, work in process and finished goods 

C. raw materials, finished goods and cost of goods sold 

D. cost of goods manufactured and cost of goods sold 
 



41. To calculate the cost of goods sold during the period, you would use which of the following equations? 
 

A. Beginning finished goods + cost of goods manufactured + ending finished goods 

B. Ending finished goods + cost of goods manufactured – beginning finished 
goods 

C. Beginning finished goods + cost of goods manufactured – ending finished 
goods 

D. Beginning finished goods + ending finished goods – cost of goods 
manufactured 

 

42. Work in process inventories are composed of: 
 

A. direct materials 

B. direct labour 

C. manufacturing overhead 

D. All of the given answers 
 

43. Barrett Industries began the month of June with a finished goods inventory of $15 000. The finished goods inventory 
at the end of June was $10 000 and the cost of goods sold during the month was $20 000. 
The cost of goods manufactured during the month of June was: 
 

A. $15 000 

B. $25 000 

C. $20 000 

D. $5000 
 

44. Fairchild Pty Ltd began April with a finished goods inventory of $25 000. The cost of goods manufactured during the 
month was $40 000 and the cost of goods sold during April was $50 000. 
The inventory remaining in finished goods at the end of April was: 
 

A. $35 000 

B. $25 000 

C. $20 000 

D. $15 000 
 

45. Barrister and Company began July with a finished goods inventory of $10 000. The cost of goods manufactured 
during the month was $85 000 and the ending finished goods inventory was $20 000. 
The cost of goods sold during July was: 
 

A. $55 000 

B. $75 000 

C. $95 000 

D. $105 000 
 



46. Lenco Industries has cost of goods manufactured of $65 000 in May. The finished goods inventory at the end of May 
was $20 000 and the cost of goods sold during May was $75 000. 
The inventory in finished goods at the beginning of May was: 
 

A. $5 000 

B. $30 000 

C. $10 000 

D. $20 000 
 



47. As manufacturing companies become more automated, their 
cost structure will change so that: 
 

A. vari
abl
e 
cos
ts 
incr
eas
e, 
fixe
d 
cos
ts 
dec
rea
se 

B. vari
abl
e 
cos
ts 
dec
rea
se, 
fixe
d 
cos
ts 
dec
rea
se 

C. vari
abl
e 
cos
ts 
dec
rea
se, 
fixe
d 
cos
ts 
incr
eas
e 

D. ther
e is 
no 
cha
nge 



in 
the 
rati
o of 
vari
abl
e to 
fixe
d 
cos
ts 

 

48. Conventional cost management systems use production 
volume as the measure of activity. Contemporary systems 
might use which of the following as activity measures: 
 

A. nu
mb
er 
of 
bat
che
s 

B. nu
mb
er 
of 
cus
tom
ers 

C. nu
mb
er 
of 
pro
duc
t 
line
s 

D. All 
of 
the 
giv
en 
ans
wer
s 

 



49. Which of the following terms accurately describes all three 
manufacturing costs (i.e. direct materials, direct labour and 
manufacturing overhead)? 
 

A. Pro
duc
t 
cos
ts 

B. Vari
abl
e 
cos
ts 

C. Dir
ect 
cos
ts 

D. Bot
h 
dire
ct 
cos
ts 
and 
pro
duc
t 
cos
ts 

 



50. The monthly cost of renting manufacturing equipment is: 
 

A. part 
of 
con
ver
sio
n 
cos
t 
and 
a 
peri
od 
cos
t 

B. part 
of 
pri
me 
cos
t 
and 
an 
inv
ent
oria
ble 
cos
t 

C. part 
of 
pri
me 
cos
t 
and 
a 
peri
od 
cos
t 

D. part 
of 
con
ver
sio
n 
cos
t 
and 
an 
inv



ent
oria
ble 
cos
t 

 



51. With respect to the flow of manufacturing costs through the 
accounts, what does the ending balance of work in process 
account show? 
 

A. The 
tota
l of 
cos
ts 
for 
co
mpl
ete
d 
job
s. 

B. The 
tota
l of 
cos
ts 
for 
inc
om
plet
e 
job
s. 

C. The 
am
oun
t of 
cos
ts 
inc
urre
d 
for 
the 
peri
od. 

D. The 
am
oun
t of 
cos
t to 
be 
tran
sfer
red 
to 
cos



t of 
goo
ds 
sol
d. 

 



52. Which of the following statements correctly completes this 
sentence? ‘For a firm that manufactures floor tiles, when the 
tiles are completed and ready for sale …' 
 

A. ther
e is 
no 
cha
nge 
in 
the 
val
ue 
of 
the 
firm
's 
ass
ets. 

B. the 
firm
's 
tota
l 
ass
ets 
are 
dec
rea
sed
. 

C. the 
firm
's 
tota
l 
cos
t of 
the 
goo
ds 
sol
d is 
incr
eas
ed. 

D. the 
firm
's 
wor
k in 
pro
ces



s 
inv
ent
ory 
is 
incr
eas
ed. 

 



53. Which of the following statements is correct in relation to 
determining whether a cost is direct or indirect? 
 

A. The 
wid
er 
the 
defi
niti
on 
of 
the 
cos
t 
obj
ect 
the 
mor
e 
cos
ts 
that 
will 
be 
indi
rect 
cos
ts. 

B. The 
nu
mb
er 
of 
cos
t 
ite
ms 
that 
can 
be 
clas
sifie
d 
as 
dire
ct 
cos
ts 
doe
s 
not 
dep
end 



on 
the 
defi
niti
on 
of 
cos
t 
obj
ect
s. 

C. The 
narr
ow
er 
the 
defi
niti
on 
of 
the 
cos
t 
obj
ect 
the 
mor
e 
cos
ts 
that 
will 
be 
dire
ct 
cos
ts. 

D. The 
wid
er 
the 
defi
niti
on 
of 
the 
cos
t 
obj
ect 
the 
mor
e 
cos



ts 
that 
will 
be 
dire
ct 
cos
ts. 

 



54. Choose the statement that best completes this sentence: 
‘Conventional management accounting focuses on …' 
 

A. bud
geti
ng 
syst
em
s, 
fina
nci
al 
perf
orm
anc
e 
me
asu
res 
and 
cos
t 
con
trol. 

B. fina
nci
al 
perf
orm
anc
e 
me
asu
res, 
ext
ern
al 
rep
orti
ng 
and 
cos
t 
eli
min
atio
n. 

C. non
-
fina
nci
al 
perf



orm
anc
e 
me
asu
res, 
ext
ern
al 
rep
orti
ng 
and 
cos
t 
con
trol. 

D. ext
ern
al 
rep
orti
ng, 
lab
our-
rela
ted 
acti
vity 
me
asu
res 
and 
cos
t 
eli
min
atio
n. 

 



55. Eldervale Winery is a producer of premium wine. Which of 
the following is an example of an upstream cost? 
 

A. The 
cos
ts 
ass
oci
ate
d 
with 
stor
ing 
win
e 
barr
els 

B. The 
cos
ts 
ass
oci
ate
d 
with 
des
igni
ng 
the 
lab
els 
on 
a 
win
e 
bott
le 

C. The 
cos
ts 
ass
oci
ate
d 
with 
deli
veri
ng 
pro
duc
ts 
to 
cus



tom
ers 

D. The 
cos
ts 
ass
oci
ate
d 
with 
qua
lity 
ins
pec
tion 

 



56. Eldervale Winery is a producer of premium wine. Which of 
the following is NOT an example of an upstream cost? 
 

A. The 
cos
ts 
ass
oci
ate
d 
with 
mar
keti
ng 
a 
ne
w 
ran
ge 
of 
win
e in 
an 
inte
rnat
ion
al 
trad
e 
fair 

B. The 
cos
ts 
ass
oci
ate
d 
with 
res
ear
chi
ng 
a 
ne
w 
vari
ety 
of 
gra
pes 

C. The 
cos
ts 



ass
oci
ate
d 
with 
test
ing 
a 
ne
w 
win
e 
barr
el 

D. The 
cos
ts 
ass
oci
ate
d 
with 
neg
otia
ting 
with 
and 
ma
nag
ing 
far
mer
s 
wh
o 
sup
ply 
the 
gra
pes 

 



57. Eldervale Winery is a producer of premium wine. Which of 
the following is an example of a downstream cost? 
 

A. The 
cos
ts 
ass
oci
ate
d 
with 
stor
ing 
win
e 
for 
cus
tom
ers 

B. The 
cos
ts 
ass
oci
ate
d 
with 
des
igni
ng 
the 
lab
els 
on 
a 
win
e 
bott
le 

C. The 
cos
ts 
ass
oci
ate
d 
with 
res
ear
chi
ng 
a 
ne



w 
vari
ety 
of 
gra
pes 

D. The 
cos
ts 
ass
oci
ate
d 
with 
qua
lity 
test
ing 

 



58. Eldervale Winery is a producer of premium wine. Which of 
the following is NOT an example of a downstream cost? 
 

A. The 
cos
ts 
ass
oci
ate
d 
with 
ran
do
m 
qua
lity 
che
ck 
duri
ng 
the 
win
e 
pro
duc
tion 
pro
ces
s 

B. The 
cos
ts 
ass
oci
ate
d 
with 
the 
sal
es 
tea
m 
trav
ellin
g to 
a 
win
e 
sho
w 
to 
pro
mot



e 
Eld
erv
ale 
win
e 

C. The 
cos
ts 
ass
oci
ate
d 
with 
deli
veri
ng 
win
e to 
cus
tom
ers 

D. The 
cos
ts 
ass
oci
ate
d 
with 
ans
wer
ing 
cus
tom
er 
inq
uiri
es 
on 
the 
diff
ere
nce
s 
bet
we
en 
win
e 
vari
etie
s 

 



59. Mydas Ltd operates a large factory which manufactures 
three types of motor vehicles, including family cars, sports 
cars and motorcycles. If the cost object is a motorcycle, 
which of the following is a direct cost? 
 

A. The 
cos
ts 
of 
wh
eel
s 
on 
the 
mot
orc
ycle 

B. The 
sal
ary 
of 
the 
fact
ory 
gen
eral 
ma
nag
er 

C. The 
sal
ary 
of 
the 
fact
ory 
qua
lity 
ins
pec
tor 

D. The 
win
dsc
ree
n 
wip
ers 
on 
a 
fam
ily 
car 



 



60. Mydas Ltd operates a large factory which manufactures 
three types of motor vehicles, including family sedans, sports 
cars and motorcycles. If the cost object is a family car, which 
of the following is an indirect cost? 
 

A. The 
cos
ts 
of 
wh
eel
s 
on 
the 
mot
orc
ycle 

B. The 
sal
ary 
of 
the 
fact
ory 
gen
eral 
ma
nag
er 

C. The 
wa
ges 
of 
the 
qua
lity 
ins
pec
tor 
wh
ose 
job 
is 
to 
ins
pec
t 
eac
h 
fam
ily 
car 

D. The 



win
dsc
ree
n 
wip
ers 
on 
a 
fam
ily 
car 

 



61. A responsibility centre…. 
 

A. refe
rs 
to a 
unit 
of 
bus
ine
ss 
wh
ere 
all 
the 
ass
oci
ate
d 
cos
ts 
are 
con
sid
ere
d 
as 
‘dir
ect 
cos
ts' 

B. refe
rs 
to a 
unit 
of a 
bus
ine
ss 
wh
ere 
the 
ma
nag
er 
is 
hel
d 
acc
oun
tabl
e 
for 
acti



vitie
s 
and 
perf
orm
anc
e 

C. is 
ano
ther 
ter
m 
for 
‘bu
sin
ess 
divi
sio
n' 

D. is a 
ter
m 
app
lica
ble 
onl
y to 
ma
nuf
act
urin
g 
co
mp
ani
es 

 



62. Sally Strong is the production manager of Eldervale Winery. 
Her role includes overseeing the production and bottling 
processes of Eldervale Winery's three product lines: 
sparkling wine, red wine and white wine. Which of the 
following is most likely an example of an uncontrollable cost 
for Sally? 
 

A. The 
cos
ts 
ass
oci
ate
d 
with 
bott
ling 
win
e 

B. The 
cos
ts 
ass
oci
ate
d 
with 
adv
erti
sin
g 
Eld
erv
ale 
win
e 
on 
nati
ona
l TV 

C. The 
cos
ts 
ass
oci
ate
d 
with 
mo
vin
g 
win
e 



fro
m 
the 
barr
els 
to 
the 
bott
ling 
are
a 

D. The 
cos
ts 
ass
oci
ate
d 
with 
qua
lity 
test
ing 

 



63. Sally Strong is the production manager of Eldervale Winery. 
Her role includes overseeing the production and bottling 
processes of Eldervale Winery's three product lines: 
sparkling wine, red wine and white wine. Which of the 
following is most likely to an example of a controllable cost 
for Sally? 
 

A. The 
cos
ts 
ass
oci
ate
d 
with 
bott
ling 
win
e 

B. The 
cos
ts 
ass
oci
ate
d 
with 
adv
erti
sin
g 
Eld
erv
ale 
win
e 
on 
nati
ona
l TV 

C. The 
cos
ts 
ass
oci
ate
d 
with 
liais
ing 
with 
dist
ribu



tors 
to 
exp
ort 
win
e to 
Chi
na 

D. The 
cos
ts 
ass
oci
ate
d 
with 
obt
aini
ng 
fina
nce 
fro
m 
ban
ks 

 

64. Behaviour of fixed and variable costs. 
Compare and contrast the behaviour of fixed and variable 
costs in total and per unit. 
 

 

 

 

 

65. Describe how the value chain can help a business analyse 
its cost structures. What is meant by upstream costs and 
downstream costs? Give examples. 
 

 

 

 

 



66. Kevin Smith is the production manager of Mydas Ltd, a 
company that manufactures a range of motor vehicles. His 
role includes overseeing the entire production process of 
Mydas Ltd's three product lines: family cars, sports cars, and 
motor cycles. Once completed, all the cars are shipped to 
Australia, China and Korea by the company's shipping and 
transportation department. 
Identify two examples of controllable costs and two 
examples of uncontrollable costs for Kevin. Explain your 
answer. 
 

 

 

 

 

67. Only long-term decisions require an understanding of costs. 
 
True    False

 

68. Direct and indirect cost classification is based on cost 
behaviour in relation to changes in the level of activity. 
 
True    False

 

69. Prime costs is the term given to direct labour and direct 
materials, as they are the major costs directly associated 
with the manufacture of a product. 
 
True    False

 

70. Costs that managers cannot significantly influence are 
classified as uncontrollable costs. 
 
True    False

 

71. A courier company may view kilometres driven as a possible 
cost driver. 
 
True    False

 

72. In relation to the activities of the value chain of a 
manufacturing company, primary processes include 
accounting and legal activities. 
 
True    False

 



73. Manufacturing organisations have four inventory accounts – 
raw materials, work in process, cost of goods sold and 
finished goods. 
 
True    False

 

74. Inventoriable costs include direct materials, direct labour, 
manufacturing overheads and period costs for that 
accounting period. 
 
True    False

 

75. Fixed costs per unit decrease as activity levels increase. 
 
True    False

 

76. The equation to calculate total manufacturing costs = cost of 
goods manufactured – beginning work in process + ending 
work in process. 
 
True    False

 



Chapter 02 Testbank Key
 

1.
(p. 42)

Which of the following statements is false? 
i. Qualitative information is not relevant for planning 
purposes.
ii. Production costs are important for planning purposes, but 
selling and administration costs are not.
iii. Information on revenues is not important for planning 
purposes. 
 

A. i 

B. iii 

C. i 
and 
iii 

D. i, ii 
and 
iii 

 
AACSB: Reflective

Difficulty: Easy
Learning Objective: 02-01 Describe the components of conventional and contemporary management accounting systems

 



2.
(p. 45)

Which of the following statements is true? 
 

A. The 
wor
d 
cos
t 
has 
the 
sa
me 
me
ani
ng 
in 
all 
situ
atio
ns 
in 
whi
ch 
it is 
use
d. 

B. Cos
t 
dat
a, 
onc
e 
clas
sifie
d 
and 
rec
ord
ed, 
can 
be 
use
d 
for 
any 
pur
pos
e. 

C. Diff
ere
nt 
cos
t 
con



cep
ts 
and 
clas
sific
atio
ns 
are 
use
d 
for 
diff
ere
nt 
pur
pos
es. 

D. No
ne 
of 
the 
giv
en 
ans
wer
s 

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-03 Explain what is meant by different costs for different purposes

 



3.
(p. 56)

Which of the following statements is true? A cost is: 
 

A. alw
ays 
an 
exp
ens
e 

B. alw
ays 
an 
ass
et 

C. can 
be 
eith
er 
an 
exp
ens
e or 
an 
ass
et 

D. alw
ays 
a 
liabi
lity 

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-10 Describe the cost flows in a manufacturing business and prepare a schedule of cost of goods manufactured, a schedule of 

cost of goods sold and an income statement for a manufacturer
 



4.
(p. 47)

Variable costs: 
 

A. var
y 
indi
rect
ly 
with 
cha
nge
s in 
acti
vity 
lev
el 

B. var
y 
dire
ctly 
with 
cha
nge
s in 
acti
vity 
lev
el 

C. var
y 
on 
a 
per 
unit 
bas
is 

D. var
y 
indi
rect
ly 
with 
cha
nge
s in 
acti
vity 
lev
el 
AN
D 
var
y 
on 



a 
per 
unit 
bas
is 

 
AACSB: Reflective

Difficulty: Easy
Graduate Attribute: Problem Solving

Learning Objective: 02-04 Classify costs according to their behaviour -- that is, as variable or fixed
 

5.
(p. 47)

If production increases, variable cost will: 
 

A. rem
ain 
con
sta
nt 
on 
a 
per 
unit 
bas
is 

B. incr
eas
e 
by 
a 
vari
abl
e 
am
oun
t 

C. var
y 
on 
a 
per 
unit 
bas
is 

D. rem
ain 
unc
han
ged 

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-04 Classify costs according to their behaviour -- that is, as variable or fixed

 



6.
(p. 47)

As activity level decreases, unit variable cost: 
 

A. incr
eas
es 
pro
port
ion
atel
y 
with 
acti
vity 

B. dec
rea
ses 
pro
port
ion
atel
y 
with 
acti
vity 

C. rem
ain
s 
con
sta
nt 

D. dec
rea
ses 
by 
a 
fixe
d 
am
oun
t 

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-04 Classify costs according to their behaviour -- that is, as variable or fixed

 



7.
(p. 47)

As activity level increases, total variable costs: 
 

A. incr
eas
e 
pro
port
ion
atel
y 
with 
acti
vity 

B. dec
rea
se 
pro
port
ion
atel
y 
with 
acti
vity 

C. incr
eas
e 
by 
a 
fixe
d 
am
oun
t 

D. dec
rea
se 
by 
a 
fixe
d 
am
oun
t 

 
AACSB: Reflective

Difficulty: Easy
Graduate Attribute: Problem Solving

Learning Objective: 02-04 Classify costs according to their behaviour -- that is, as variable or fixed
 



8.
(p. 47)

Fixed costs: 
 

A. var
y 
dire
ctly 
with 
cha
nge
s in 
acti
vity 
lev
el 

B. in 
tota
l 
rem
ain 
unc
han
ged 
as 
acti
vity 
lev
els 
cha
nge 

C. var
y 
on 
a 
per 
unit 
bas
is 

D. B 
and 
C 

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-04 Classify costs according to their behaviour -- that is, as variable or fixed

 



9.
(p. 47)

Which of the following is not an example of a variable cost? 
 

A. Str
aig
ht-
line 
dep
reci
atio
n 
on 
a 
ma
chi
ne 
exp
ect
ed 
to 
last 
5 
yea
rs. 

B. Wa
ges 
pai
d to 
ass
em
bly 
line 
wor
ker
s at 
a 
loc
al 
ma
nuf
act
urin
g 
pla
nt. 

C. Tim
ber 
use
d to 
ma
ke 
out
doo
r 



furn
itur
e. 

D. Co
mm
issi
ons 
pai
d to 
sal
es 
per
son
nel. 

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-04 Classify costs according to their behaviour -- that is, as variable or fixed

 



10.
(p. 42)

Which of the following statements is false? 
 

A. Cos
ting 
is 
co
mm
on 
to 
bot
h 
con
ven
tion
al 
and 
con
tem
por
ary 
ma
nag
em
ent 
acc
oun
ting
. 

B. Acti
vity
-
bas
ed 
cos
ting 
is 
co
mm
on 
to 
bot
h 
con
ven
tion
al 
and 
con
tem
por
ary 
ma
nag



em
ent 
acc
oun
ting
. 

C. Per
for
ma
nce 
me
asu
rem
ent 
is 
co
mm
on 
to 
bot
h 
con
ven
tion
al 
and 
con
tem
por
ary 
ma
nag
em
ent 
acc
oun
ting
. 

D. Co
nte
mp
orar
y 
perf
orm
anc
e 
me
asu
rem
ent 
cov
ers 
a 



ran
ge 
of 
criti
cal 
suc
ces
s 
fact
ors. 

 
AACSB: Reflective

Difficulty: Easy
Graduate Attribute: Problem Solving

Learning Objective: 02-01 Describe the components of conventional and contemporary management accounting systems
 



11.
(p. 49)

Which is the correct order of cost incurrence in the value 
chain? 
 

A. R & 
D, 
Pro
duc
t 
Des
ign, 
Ma
nuf
act
urin
g, 
Mar
keti
ng, 
Dist
ribu
tion
, 
Cus
tom
er 
Sup
port 

B. R & 
D, 
Pro
duc
t 
Des
ign, 
Cus
tom
er 
Sup
port
, 
Mar
keti
ng, 
Dist
ribu
tion
, 
Ma
nuf
act
urin
g 

C. R & 



D, 
Pro
duc
t 
Des
ign, 
Ma
nuf
act
urin
g, 
Dist
ribu
tion
, 
Cus
tom
er 
Sup
port
, 
Sell
ing 

D. R & 
D, 
Pro
duc
t 
Des
ign, 
Ma
nuf
act
urin
g, 
Dist
ribu
tion
, 
Mar
keti
ng, 
Cus
tom
er 
Sup
port 

 
AACSB: Reflective

Difficulty: Easy
Graduate Attribute: Problem Solving

Learning Objective: 02-07 Classify costs according to the segments of the value chain
 



12.
(p. 48)

Costs that can be traced to a particular cost object are 
called: 
 

A. dire
ct 
cos
ts 

B. indi
rect 
cos
ts 

C. pro
duc
t 
cos
ts 

D. ma
nuf
act
urin
g 
cos
ts 

 
AACSB: Reflective

Difficulty: Easy
Learning Objective: 02-05 Classify costs as direct or indirect

 



13.
(p. 48)

Indirect costs: 
 

A. can
not 
be 
trac
ed 
to a 
part
icul
ar 
cos
t 
obj
ect 

B. can
not 
be 
eco
no
mic
ally 
trac
ed 
to a 
part
icul
ar 
cos
t 
obj
ect 

C. are 
alw
ays 
vari
abl
e 
cos
ts 

D. are 
alw
ays 
fixe
d 
cos
ts 

 
AACSB: Reflective
Difficulty: Medium

Learning Objective: 02-05 Classify costs as direct or indirect
 



14.
(p. 48)

Whether a cost is classified as direct or indirect will depend 
on: 
 

A. the 
nat
ure 
of 
the 
cos
t 
obj
ect 

B. wh
eth
er 
the 
cos
t 
can 
be 
eco
no
mic
ally 
trac
ed 
to 
the 
cos
t 
obj
ect 

C. wh
eth
er 
the 
org
ani
sati
on 
is in 
a 
ma
nuf
act
urin
g or 
ser
vice 
ind
ustr
y 

D. the 



nat
ure 
of 
the 
cos
t 
obj
ect 
AN
D 
wh
eth
er 
the 
cos
t 
can 
be 
eco
no
mic
ally 
trac
ed 
to 
the 
cos
t 
obj
ect 

 
AACSB: Reflective
Difficulty: Medium

Learning Objective: 02-05 Classify costs as direct or indirect
 



15.
(p. 49)

Costs that can be significantly influenced by a particular 
manager are: 
 

A. pro
duc
t 
cos
ts. 

B. peri
od 
cos
ts. 

C. con
troll
abl
e 
cos
ts. 

D. ad
min
istr
ativ
e 
cos
ts. 

 
AACSB: Reflective

Difficulty: Easy
Graduate Attribute: Problem Solving

Learning Objective: 02-06 classify costs as controllable or uncontrollable
 



16.
(p. 52)

Which of the following is not an example of a manufacturing 
overhead? 
 

A. Ass
em
bly 
line 
wor
ker
s' 
wa
ges 

B. Fac
tory 
rent 

C. De
pre
ciati
on 
of 
fact
ory 
ma
chi
ner
y 

D. Fac
tory 
ligh
ting 

 
AACSB: Reflective
Difficulty: Medium

Learning Objective: 02-08 Analyse costs using the classifications commonly used in manufacturing businesses
 



17.
(p. 56)

Product costs are: 
 

A. exp
end
ed 
as 
the
y 
are 
inc
urre
d 

B. inv
ent
oria
ble 
cos
ts 

C. peri
od 
cos
ts 

D. exp
end
ed 
as 
the
y 
are 
inc
urre
d 
AN
D 
inv
ent
oria
ble 
cos
ts 

 
AACSB: Reflective
Difficulty: Medium

Learning Objective: 02-10 Describe the cost flows in a manufacturing business and prepare a schedule of cost of goods manufactured, a schedule of 
cost of goods sold and an income statement for a manufacturer

 



18.
(p. 54)

Costs that are expended during the period in which the costs 
are incurred are called: 
 

A. pro
duc
t 
cos
ts 

B. inv
ent
oria
ble 
cos
ts 

C. peri
od 
cos
ts 

D. indi
rect 
cos
ts 

 
AACSB: Reflective

Difficulty: Easy
Learning Objective: 02-09 Explain the different definitions of product cost used in external accounting reports and for decision making

 



19.
(p. 54)

Which of the following costs of a manufactured product is a 
period cost? 
 

A. Dir
ect 
mat
eria
l 

B. Ma
nuf
act
urin
g 
ove
rhe
ad 

C. Indi
rect 
mat
eria
l 

D. Sal
es 
co
mm
issi
on 

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-09 Explain the different definitions of product cost used in external accounting reports and for decision making

 



20.
(p. 54)

Which of the following is not a period cost? 
 

A. Mar
keti
ng 
cos
ts 

B. Ad
min
istr
ativ
e 
cos
ts 

C. Res
ear
ch 
and 
dev
elo
pm
ent 

D. Fac
tory 
ove
rhe
ads 

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-09 Explain the different definitions of product cost used in external accounting reports and for decision making

 



21.
(p. 54)

Cost of goods purchased includes the: 
 

A. pur
cha
se 
cos
t 

B. tran
spo
rtati
on 
inw
ard 
cos
t 

C. stor
age 
cos
t 

D. pur
cha
se 
cos
t 
AN
D 
tran
spo
rtati
on 
inw
ard 
cos
t 

 
AACSB: Reflective
Difficulty: Medium

Learning Objective: 02-09 Explain the different definitions of product cost used in external accounting reports and for decision making
 



22.
(p. 52)

Product costs comprise: 
 

A. dire
ct 
mat
eria
ls, 
dire
ct 
lab
our 
and 
ma
nuf
act
urin
g 
ove
rhe
ad 

B. dire
ct 
mat
eria
ls 
and 
ma
nuf
act
urin
g 
ove
rhe
ad 

C. dire
ct 
lab
our 
and 
ma
nuf
act
urin
g 
ove
rhe
ad 

D. dire
ct 
mat
eria
ls 
and 



dire
ct 
lab
our 

 
AACSB: Reflective

Difficulty: Easy
Learning Objective: 02-08 Analyse costs using the classifications commonly used in manufacturing businesses

 

23.
(p. 52)

Refer to the following data.
 

 
 
 The prime costs are: 
 

A. $19
0 
000 

B. $40 
000 

C. $15
0 
000 

D. $14
2 
000 

 
AACSB: Reflective
Difficulty: Medium

Learning Objective: 02-08 Analyse costs using the classifications commonly used in manufacturing businesses
 



24.
(p. 52)

Refer to the following data.
 

 
 
 The conversion costs are: 
 

A. $15
0 
000 

B. $14
2 
000 

C. $18
2 
000 

D. $19
0 
000 

 
AACSB: Reflective
Difficulty: Medium

Learning Objective: 02-08 Analyse costs using the classifications commonly used in manufacturing businesses
 



25.
(p. 52)

Refer to the following data.
 

 
 
 The product costs are: 
 

A. $15 
000 

B. $18
2 
000 

C. $19
0 
000 

D. $33
2 
000 

 
AACSB: Reflective
Difficulty: Medium

Learning Objective: 02-08 Analyse costs using the classifications commonly used in manufacturing businesses
 



26.
(p. 54)

Refer to the following data.
 

 
 
 The period costs are: 
 

A. $15 
000 

B. $20 
000 

C. $19
0 
000 

D. $37
2 
000 

 
AACSB: Reflective
Difficulty: Medium

Learning Objective: 02-09 Explain the different definitions of product cost used in external accounting reports and for decision making
 



27.
(p. 52)

Refer to the following data.
 

 
 
 The non-manufacturing costs are: 
 

A. $15 
000 

B. $70 
000 

C. $18
2 
000 

D. $37
2 
000 

 
AACSB: Reflective
Difficulty: Medium

Learning Objective: 02-08 Analyse costs using the classifications commonly used in manufacturing businesses
 



28.
(p. 52)

Indirect material, indirect labour and other manufacturing 
costs that are neither direct labour nor direct material costs 
are classified as: 
 

A. ma
nuf
act
urin
g 
ove
rhe
ad 

B. pro
duc
t 
cos
ts 

C. pri
me 
cos
ts 

D. ma
nuf
act
urin
g 
ove
rhe
ad 
AN
D 
pro
duc
t 
cos
ts 

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-08 Analyse costs using the classifications commonly used in manufacturing businesses

 



29.
(p. 52)

Indirect materials include: 
 

A. mat
eria
ls 
that 
are 
inc
orp
orat
ed 
into 
the 
finis
hed 
pro
duc
t 

B. mat
eria
ls 
req
uire
d 
for 
the 
pro
duc
tion 
pro
ces
s, 
whi
ch 
do 
not 
bec
om
e 
an 
inte
gral 
part 
of 
the 
finis
hed 
pro
duc
t 

C. dire
ct 
mat



eria
ls 
that 
are 
so 
insi
gnif
ica
nt 
in 
cos
t 
that 
it 
bec
om
es 
uni
mp
orta
nt 
to 
trac
e 
thei
r 
cos
ts 
to 
spe
cific 
pro
duc
ts 

D. mat
eria
ls 
req
uire
d 
for 
the 
pro
duc
tion 
pro
ces
s, 
whi
ch 
do 
not 
bec
om



e 
an 
inte
gral 
part 
of 
the 
finis
hed 
pro
duc
t 
AN
D 
dire
ct 
mat
eria
ls 
that 
are 
so 
insi
gnif
ica
nt 
in 
cos
t 
that 
it 
bec
om
es 
uni
mp
orta
nt 
to 
trac
e 
thei
r 
cos
ts 
to 
spe
cific 
pro
duc
ts 

 
AACSB: Reflective
Difficulty: Medium

Learning Objective: 02-08 Analyse costs using the classifications commonly used in manufacturing businesses



 

30.
(p. 52)

On-costs on direct labour are classified as: 
 

A. dire
ct 
lab
our 

B. indi
rect 
lab
our 

C. ma
nuf
act
urin
g 
ove
rhe
ad 

D. eith
er 
dire
ct 
lab
our 
or 
indi
rect 
lab
our 
dep
end
ing 
on 
the 
dec
isio
n 
ma
de 
by 
the 
firm 

 
AACSB: Reflective

Difficulty: Easy
Learning Objective: 02-08 Analyse costs using the classifications commonly used in manufacturing businesses

 



31.
(p. 52)

Depreciation of factory equipment would be classified as: 
 

A. indi
rect 
mat
eria
l 

B. indi
rect 
lab
our 

C. ma
nuf
act
urin
g 
ove
rhe
ad 

D. a 
sun
dry 
exp
ens
e 

 
AACSB: Reflective

Difficulty: Easy
Graduate Attribute: Problem Solving

Learning Objective: 02-08 Analyse costs using the classifications commonly used in manufacturing businesses
 



32.
(p. 52)

Idle time is: 
 

A. freq
uen
tly 
an 
avo
ida
ble 
cos
t 

B. clas
sifie
d 
as 
ove
rhe
ad 

C. cau
sed 
by 
eve
nts 
suc
h 
as 
equ
ipm
ent 
bre
akd
ow
n 
and 
ne
w 
set-
ups 
of 
pro
duc
tion 
run
s 

D. All 
of 
the 
giv
en 
ans
wer
s 



 
AACSB: Reflective

Difficulty: Easy
Learning Objective: 02-08 Analyse costs using the classifications commonly used in manufacturing businesses

 



33.
(p. 52)

Unless overtime and idle time are caused by a particular job, 
they are treated as: 
 

A. a 
part 
of 
dire
ct 
lab
our 
exp
ens
e 

B. a 
part 
of 
ma
nuf
act
urin
g 
ove
rhe
ad 

C. ass
oci
ate
d 
with 
a 
part
icul
ar 
pro
duc
t 

D. a 
part 
of 
ma
nuf
act
urin
g 
ove
rhe
ad 
AN
D 
ass
oci
ate
d 



with 
a 
part
icul
ar 
pro
duc
t 

 
AACSB: Reflective

Difficulty: Easy
Learning Objective: 02-08 Analyse costs using the classifications commonly used in manufacturing businesses

 



34.
(p. 54)

The flow of manufacturing costs through the system is: 
 

A. raw 
mat
eria
ls 
inv
ent
ory; 
wor
k in 
pro
ces
s 
inv
ent
ory; 
finis
hed 
goo
ds 
inv
ent
ory; 
cos
t of 
goo
ds 
sol
d 

B. raw 
mat
eria
ls 
inv
ent
ory; 
wor
k in 
pro
ces
s 
inv
ent
ory; 
cos
t of 
goo
ds 
sol
d; 
finis
hed 



goo
ds 
inv
ent
ory 

C. wor
k in 
pro
ces
s 
inv
ent
ory; 
raw 
mat
eria
ls 
inv
ent
ory; 
finis
hed 
goo
ds 
inv
ent
ory; 
cos
t of 
goo
ds 
sol
d 

D. raw 
mat
eria
ls 
inv
ent
ory; 
finis
hed 
goo
ds 
inv
ent
ory; 
wor
k in 
pro
ces
s 
inv
ent



ory; 
cos
t of 
goo
ds 
sol
d 

 
AACSB: Reflective

Difficulty: Easy
Learning Objective: 02-09 Explain the different definitions of product cost used in external accounting reports and for decision making

 

35.
(p. 52, 54)

The Casual Furniture Company manufactures outdoor 
furniture and incurred the following costs during the month of 
January.
 

 
 
 The product costs are: 
 

A. $90 
000 

B. $83 
000 

C. $65 
000 

D. $63 
000 

 
AACSB: Reflective

Difficulty: Difficult
Graduate Attribute: Problem Solving



Learning Objective: 02-08 Analyse costs using the classifications commonly used in manufacturing businesses
Learning Objective: 02-09 Explain the different definitions of product cost used in external accounting reports and for decision making

 

36.
(p. 52)

The Casual Furniture Company manufactures outdoor 
furniture and incurred the following costs during the month of 
January.
 

 
 
 The period costs are: 
 

A. $0 

B. $7 
000 

C. $25 
000 

D. $30 
500 

 
AACSB: Reflective

Difficulty: Difficult
Graduate Attribute: Problem Solving

Learning Objective: 02-09 Explain the different definitions of product cost used in external accounting reports and for decision making
 



37.
(p. 52)

The Casual Furniture Company manufactures outdoor 
furniture and incurred the following costs during the month of 
January.
 

 
 
 The prime costs are: 
 

A. $30 
000 

B. $50 
000 

C. $65 
000 

D. $50 
500 

 
AACSB: Reflective

Difficulty: Difficult
Graduate Attribute: Problem Solving

Learning Objective: 02-08 Analyse costs using the classifications commonly used in manufacturing businesses
 



38.
(p. 52)

The Casual Furniture Company manufactures outdoor 
furniture and incurred the following costs during the month of 
January.
 

 
 
 The conversion costs are: 
 

A. $34 
500 

B. $29 
500 

C. $20 
000 

D. $35 
000 

 
AACSB: Reflective

Difficulty: Difficult
Graduate Attribute: Problem Solving

Learning Objective: 02-08 Analyse costs using the classifications commonly used in manufacturing businesses
 



39.
(p. 52)

The Casual Furniture Company manufactures outdoor 
furniture and incurred the following costs during the month of 
January.
 

 
 
 The manufacturing overhead is: 
 

A. $14 
500 

B. $15 
000 

C. $95
00 

D. $9 
000 

 
AACSB: Reflective

Difficulty: Difficult
Graduate Attribute: Problem Solving

Learning Objective: 02-08 Analyse costs using the classifications commonly used in manufacturing businesses
 



40.
(p. 52)

In the manufacturing firm, inventories consist of: 
 

A. raw 
mat
eria
ls, 
cos
t of 
goo
ds 
ma
nuf
act
ure
d 
duri
ng 
the 
peri
od 
and 
finis
hed 
goo
ds 

B. raw 
mat
eria
ls, 
wor
k in 
pro
ces
s 
and 
finis
hed 
goo
ds 

C. raw 
mat
eria
ls, 
finis
hed 
goo
ds 
and 
cos
t of 
goo
ds 
sol



d 

D. cos
t of 
goo
ds 
ma
nuf
act
ure
d 
and 
cos
t of 
goo
ds 
sol
d 

 
AACSB: Reflective

Difficulty: Easy
Learning Objective: 02-09 Explain the different definitions of product cost used in external accounting reports and for decision making

 



41.
(p. 56)

To calculate the cost of goods sold during the period, you 
would use which of the following equations? 
 

A. Beg
inni
ng 
finis
hed 
goo
ds 
+ 
cos
t of 
goo
ds 
ma
nuf
act
ure
d + 
end
ing 
finis
hed 
goo
ds 

B. End
ing 
finis
hed 
goo
ds 
+ 
cos
t of 
goo
ds 
ma
nuf
act
ure
d – 
beg
inni
ng 
finis
hed 
goo
ds 

C. Beg
inni
ng 
finis



hed 
goo
ds 
+ 
cos
t of 
goo
ds 
ma
nuf
act
ure
d – 
end
ing 
finis
hed 
goo
ds 

D. Beg
inni
ng 
finis
hed 
goo
ds 
+ 
end
ing 
finis
hed 
goo
ds 
– 
cos
t of 
goo
ds 
ma
nuf
act
ure
d 

 
AACSB: Reflective

Difficulty: Easy
Learning Objective: 02-10 Describe the cost flows in a manufacturing business and prepare a schedule of cost of goods manufactured, a schedule of 

cost of goods sold and an income statement for a manufacturer
 



42.
(p. 56)

Work in process inventories are composed of: 
 

A. dire
ct 
mat
eria
ls 

B. dire
ct 
lab
our 

C. ma
nuf
act
urin
g 
ove
rhe
ad 

D. All 
of 
the 
giv
en 
ans
wer
s 

 
AACSB: Reflective

Difficulty: Easy
Learning Objective: 02-10 Describe the cost flows in a manufacturing business and prepare a schedule of cost of goods manufactured, a schedule of 

cost of goods sold and an income statement for a manufacturer
 

43.
(p. 56)

Barrett Industries began the month of June with a finished 
goods inventory of $15 000. The finished goods inventory at 
the end of June was $10 000 and the cost of goods sold 
during the month was $20 000. 
The cost of goods manufactured during the month of June 
was: 
 

A. $15 
000 

B. $25 
000 

C. $20 
000 

D. $50
00 

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-10 Describe the cost flows in a manufacturing business and prepare a schedule of cost of goods manufactured, a schedule of 



cost of goods sold and an income statement for a manufacturer
 

44.
(p. 56)

Fairchild Pty Ltd began April with a finished goods inventory 
of $25 000. The cost of goods manufactured during the 
month was $40 000 and the cost of goods sold during April 
was $50 000. 
The inventory remaining in finished goods at the end of April 
was: 
 

A. $35 
000 

B. $25 
000 

C. $20 
000 

D. $15 
000 

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-10 Describe the cost flows in a manufacturing business and prepare a schedule of cost of goods manufactured, a schedule of 

cost of goods sold and an income statement for a manufacturer
 

45.
(p. 56)

Barrister and Company began July with a finished goods 
inventory of $10 000. The cost of goods manufactured 
during the month was $85 000 and the ending finished 
goods inventory was $20 000. 
The cost of goods sold during July was: 
 

A. $55 
000 

B. $75 
000 

C. $95 
000 

D. $10
5 
000 

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-10 Describe the cost flows in a manufacturing business and prepare a schedule of cost of goods manufactured, a schedule of 

cost of goods sold and an income statement for a manufacturer
 



46.
(p. 56)

Lenco Industries has cost of goods manufactured of $65 000 
in May. The finished goods inventory at the end of May was 
$20 000 and the cost of goods sold during May was $75 
000. 
The inventory in finished goods at the beginning of May was: 
 

A. $5 
000 

B. $30 
000 

C. $10 
000 

D. $20 
000 

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-10 Describe the cost flows in a manufacturing business and prepare a schedule of cost of goods manufactured, a schedule of 

cost of goods sold and an income statement for a manufacturer
 



47.
(p. 42)

As manufacturing companies become more automated, their 
cost structure will change so that: 
 

A. vari
abl
e 
cos
ts 
incr
eas
e, 
fixe
d 
cos
ts 
dec
rea
se 

B. vari
abl
e 
cos
ts 
dec
rea
se, 
fixe
d 
cos
ts 
dec
rea
se 

C. vari
abl
e 
cos
ts 
dec
rea
se, 
fixe
d 
cos
ts 
incr
eas
e 

D. ther
e is 
no 
cha
nge 



in 
the 
rati
o of 
vari
abl
e to 
fixe
d 
cos
ts 

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-01 Describe the components of conventional and contemporary management accounting systems

 

48.
(p. 42)

Conventional cost management systems use production 
volume as the measure of activity. Contemporary systems 
might use which of the following as activity measures: 
 

A. nu
mb
er 
of 
bat
che
s 

B. nu
mb
er 
of 
cus
tom
ers 

C. nu
mb
er 
of 
pro
duc
t 
line
s 

D. All 
of 
the 
giv
en 
ans
wer
s 

 
AACSB: Reflective



Difficulty: Difficult
Learning Objective: 02-01 Describe the components of conventional and contemporary management accounting systems

 

49.
(p. 45)

Which of the following terms accurately describes all three 
manufacturing costs (i.e. direct materials, direct labour and 
manufacturing overhead)? 
 

A. Pro
duc
t 
cos
ts 

B. Vari
abl
e 
cos
ts 

C. Dir
ect 
cos
ts 

D. Bot
h 
dire
ct 
cos
ts 
and 
pro
duc
t 
cos
ts 

 
AACSB: Reflective

Difficulty: Difficult
Graduate Attribute: Problem Solving

Learning Objective: 02-03 Explain what is meant by different costs for different purposes
 



50.
(p. 45)

The monthly cost of renting manufacturing equipment is: 
 

A. part 
of 
con
ver
sio
n 
cos
t 
and 
a 
peri
od 
cos
t 

B. part 
of 
pri
me 
cos
t 
and 
an 
inv
ent
oria
ble 
cos
t 

C. part 
of 
pri
me 
cos
t 
and 
a 
peri
od 
cos
t 

D. part 
of 
con
ver
sio
n 
cos
t 
and 
an 
inv



ent
oria
ble 
cos
t 

 
AACSB: Reflective

Difficulty: Difficult
Graduate Attribute: Problem Solving

Learning Objective: 02-03 Explain what is meant by different costs for different purposes
 



51.
(p. 56)

With respect to the flow of manufacturing costs through the 
accounts, what does the ending balance of work in process 
account show? 
 

A. The 
tota
l of 
cos
ts 
for 
co
mpl
ete
d 
job
s. 

B. The 
tota
l of 
cos
ts 
for 
inc
om
plet
e 
job
s. 

C. The 
am
oun
t of 
cos
ts 
inc
urre
d 
for 
the 
peri
od. 

D. The 
am
oun
t of 
cos
t to 
be 
tran
sfer
red 
to 
cos



t of 
goo
ds 
sol
d. 

 
AACSB: Reflective

Difficulty: Easy
Learning Objective: 02-10 Describe the cost flows in a manufacturing business and prepare a schedule of cost of goods manufactured, a schedule of 

cost of goods sold and an income statement for a manufacturer
 



52.
(p. 56)

Which of the following statements correctly completes this 
sentence? ‘For a firm that manufactures floor tiles, when the 
tiles are completed and ready for sale …' 
 

A. ther
e is 
no 
cha
nge 
in 
the 
val
ue 
of 
the 
firm
's 
ass
ets. 

B. the 
firm
's 
tota
l 
ass
ets 
are 
dec
rea
sed
. 

C. the 
firm
's 
tota
l 
cos
t of 
the 
goo
ds 
sol
d is 
incr
eas
ed. 

D. the 
firm
's 
wor
k in 
pro
ces



s 
inv
ent
ory 
is 
incr
eas
ed. 

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-10 Describe the cost flows in a manufacturing business and prepare a schedule of cost of goods manufactured, a schedule of 

cost of goods sold and an income statement for a manufacturer
 



53.
(p. 48)

Which of the following statements is correct in relation to 
determining whether a cost is direct or indirect? 
 

A. The 
wid
er 
the 
defi
niti
on 
of 
the 
cos
t 
obj
ect 
the 
mor
e 
cos
ts 
that 
will 
be 
indi
rect 
cos
ts. 

B. The 
nu
mb
er 
of 
cos
t 
ite
ms 
that 
can 
be 
clas
sifie
d 
as 
dire
ct 
cos
ts 
doe
s 
not 
dep
end 



on 
the 
defi
niti
on 
of 
cos
t 
obj
ect
s. 

C. The 
narr
ow
er 
the 
defi
niti
on 
of 
the 
cos
t 
obj
ect 
the 
mor
e 
cos
ts 
that 
will 
be 
dire
ct 
cos
ts. 

D. The 
wid
er 
the 
defi
niti
on 
of 
the 
cos
t 
obj
ect 
the 
mor
e 
cos



ts 
that 
will 
be 
dire
ct 
cos
ts. 

 
AACSB: Reflective

Difficulty: Difficult
Graduate Attribute: Problem Solving

Learning Objective: 02-05 Classify costs as direct or indirect
 



54.
(p. 42)

Choose the statement that best completes this sentence: 
‘Conventional management accounting focuses on …' 
 

A. bud
geti
ng 
syst
em
s, 
fina
nci
al 
perf
orm
anc
e 
me
asu
res 
and 
cos
t 
con
trol. 

B. fina
nci
al 
perf
orm
anc
e 
me
asu
res, 
ext
ern
al 
rep
orti
ng 
and 
cos
t 
eli
min
atio
n. 

C. non
-
fina
nci
al 
perf



orm
anc
e 
me
asu
res, 
ext
ern
al 
rep
orti
ng 
and 
cos
t 
con
trol. 

D. ext
ern
al 
rep
orti
ng, 
lab
our-
rela
ted 
acti
vity 
me
asu
res 
and 
cos
t 
eli
min
atio
n. 

 
AACSB: Reflective
Difficulty: Medium

Learning Objective: 02-01 Describe the components of conventional and contemporary management accounting systems
 



55.
(p. 49)

Eldervale Winery is a producer of premium wine. Which of 
the following is an example of an upstream cost? 
 

A. The 
cos
ts 
ass
oci
ate
d 
with 
stor
ing 
win
e 
barr
els 

B. The 
cos
ts 
ass
oci
ate
d 
with 
des
igni
ng 
the 
lab
els 
on 
a 
win
e 
bott
le 

C. The 
cos
ts 
ass
oci
ate
d 
with 
deli
veri
ng 
pro
duc
ts 
to 
cus



tom
ers 

D. The 
cos
ts 
ass
oci
ate
d 
with 
qua
lity 
ins
pec
tion 

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-07 Classify costs according to the segments of the value chain

 



56.
(p. 49)

Eldervale Winery is a producer of premium wine. Which of 
the following is NOT an example of an upstream cost? 
 

A. The 
cos
ts 
ass
oci
ate
d 
with 
mar
keti
ng 
a 
ne
w 
ran
ge 
of 
win
e in 
an 
inte
rnat
ion
al 
trad
e 
fair 

B. The 
cos
ts 
ass
oci
ate
d 
with 
res
ear
chi
ng 
a 
ne
w 
vari
ety 
of 
gra
pes 

C. The 
cos
ts 



ass
oci
ate
d 
with 
test
ing 
a 
ne
w 
win
e 
barr
el 

D. The 
cos
ts 
ass
oci
ate
d 
with 
neg
otia
ting 
with 
and 
ma
nag
ing 
far
mer
s 
wh
o 
sup
ply 
the 
gra
pes 

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-07 Classify costs according to the segments of the value chain

 



57.
(p. 49)

Eldervale Winery is a producer of premium wine. Which of 
the following is an example of a downstream cost? 
 

A. The 
cos
ts 
ass
oci
ate
d 
with 
stor
ing 
win
e 
for 
cus
tom
ers 

B. The 
cos
ts 
ass
oci
ate
d 
with 
des
igni
ng 
the 
lab
els 
on 
a 
win
e 
bott
le 

C. The 
cos
ts 
ass
oci
ate
d 
with 
res
ear
chi
ng 
a 
ne



w 
vari
ety 
of 
gra
pes 

D. The 
cos
ts 
ass
oci
ate
d 
with 
qua
lity 
test
ing 

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-07 Classify costs according to the segments of the value chain

 



58.
(p. 49)

Eldervale Winery is a producer of premium wine. Which of 
the following is NOT an example of a downstream cost? 
 

A. The 
cos
ts 
ass
oci
ate
d 
with 
ran
do
m 
qua
lity 
che
ck 
duri
ng 
the 
win
e 
pro
duc
tion 
pro
ces
s 

B. The 
cos
ts 
ass
oci
ate
d 
with 
the 
sal
es 
tea
m 
trav
ellin
g to 
a 
win
e 
sho
w 
to 
pro
mot



e 
Eld
erv
ale 
win
e 

C. The 
cos
ts 
ass
oci
ate
d 
with 
deli
veri
ng 
win
e to 
cus
tom
ers 

D. The 
cos
ts 
ass
oci
ate
d 
with 
ans
wer
ing 
cus
tom
er 
inq
uiri
es 
on 
the 
diff
ere
nce
s 
bet
we
en 
win
e 
vari
etie
s 



 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-07 Classify costs according to the segments of the value chain

 



59.
(p. 48)

Mydas Ltd operates a large factory which manufactures 
three types of motor vehicles, including family cars, sports 
cars and motorcycles. If the cost object is a motorcycle, 
which of the following is a direct cost? 
 

A. The 
cos
ts 
of 
wh
eel
s 
on 
the 
mot
orc
ycle 

B. The 
sal
ary 
of 
the 
fact
ory 
gen
eral 
ma
nag
er 

C. The 
sal
ary 
of 
the 
fact
ory 
qua
lity 
ins
pec
tor 

D. The 
win
dsc
ree
n 
wip
ers 
on 
a 
fam
ily 



car 
 

AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-05 Classify costs as direct or indirect

 



60.
(p. 48)

Mydas Ltd operates a large factory which manufactures 
three types of motor vehicles, including family sedans, sports 
cars and motorcycles. If the cost object is a family car, which 
of the following is an indirect cost? 
 

A. The 
cos
ts 
of 
wh
eel
s 
on 
the 
mot
orc
ycle 

B. The 
sal
ary 
of 
the 
fact
ory 
gen
eral 
ma
nag
er 

C. The 
wa
ges 
of 
the 
qua
lity 
ins
pec
tor 
wh
ose 
job 
is 
to 
ins
pec
t 
eac
h 
fam
ily 
car 

D. The 



win
dsc
ree
n 
wip
ers 
on 
a 
fam
ily 
car 

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-05 Classify costs as direct or indirect

 



61.
(p. 48)

A responsibility centre…. 
 

A. refe
rs 
to a 
unit 
of 
bus
ine
ss 
wh
ere 
all 
the 
ass
oci
ate
d 
cos
ts 
are 
con
sid
ere
d 
as 
‘dir
ect 
cos
ts' 

B. refe
rs 
to a 
unit 
of a 
bus
ine
ss 
wh
ere 
the 
ma
nag
er 
is 
hel
d 
acc
oun
tabl
e 
for 
acti



vitie
s 
and 
perf
orm
anc
e 

C. is 
ano
ther 
ter
m 
for 
‘bu
sin
ess 
divi
sio
n' 

D. is a 
ter
m 
app
lica
ble 
onl
y to 
ma
nuf
act
urin
g 
co
mp
ani
es 

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-05 Classify costs as direct or indirect

 



62.
(p. 48)

Sally Strong is the production manager of Eldervale Winery. 
Her role includes overseeing the production and bottling 
processes of Eldervale Winery's three product lines: 
sparkling wine, red wine and white wine. Which of the 
following is most likely an example of an uncontrollable cost 
for Sally? 
 

A. The 
cos
ts 
ass
oci
ate
d 
with 
bott
ling 
win
e 

B. The 
cos
ts 
ass
oci
ate
d 
with 
adv
erti
sin
g 
Eld
erv
ale 
win
e 
on 
nati
ona
l TV 

C. The 
cos
ts 
ass
oci
ate
d 
with 
mo
vin
g 
win
e 



fro
m 
the 
barr
els 
to 
the 
bott
ling 
are
a 

D. The 
cos
ts 
ass
oci
ate
d 
with 
qua
lity 
test
ing 

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-05 Classify costs as direct or indirect

 



63.
(p. 48)

Sally Strong is the production manager of Eldervale Winery. 
Her role includes overseeing the production and bottling 
processes of Eldervale Winery's three product lines: 
sparkling wine, red wine and white wine. Which of the 
following is most likely to an example of a controllable cost 
for Sally? 
 

A. The 
cos
ts 
ass
oci
ate
d 
with 
bott
ling 
win
e 

B. The 
cos
ts 
ass
oci
ate
d 
with 
adv
erti
sin
g 
Eld
erv
ale 
win
e 
on 
nati
ona
l TV 

C. The 
cos
ts 
ass
oci
ate
d 
with 
liais
ing 
with 
dist
ribu



tors 
to 
exp
ort 
win
e to 
Chi
na 

D. The 
cos
ts 
ass
oci
ate
d 
with 
obt
aini
ng 
fina
nce 
fro
m 
ban
ks 

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-05 Classify costs as direct or indirect

 

64.
(p. 48)

Behaviour of fixed and variable costs. 
Compare and contrast the behaviour of fixed and variable 
costs in total and per unit. 
 

 
AACSB: Communication

Difficulty: Easy
Graduate Attribute: Communication

Learning Objective: 02-05 Classify costs as direct or indirect
 

65.
(p. 49)

Describe how the value chain can help a business analyse 
its cost structures. What is meant by upstream costs and 
downstream costs? Give examples. 
 

 
AACSB: Communication

Difficulty: Medium
Graduate Attribute: Communication

Learning Objective: 02-07 Classify costs according to the segments of the value chain
 



66.
(p. 48)

Kevin Smith is the production manager of Mydas Ltd, a 
company that manufactures a range of motor vehicles. His 
role includes overseeing the entire production process of 
Mydas Ltd's three product lines: family cars, sports cars, and 
motor cycles. Once completed, all the cars are shipped to 
Australia, China and Korea by the company's shipping and 
transportation department. 
Identify two examples of controllable costs and two 
examples of uncontrollable costs for Kevin. Explain your 
answer. 
 

 
AACSB: Communication

AACSB: Reflective
Difficulty: Difficult

Graduate Attribute: Communication
Graduate Attribute: Problem Solving

Learning Objective: 02-05 Classify costs as direct or indirect
 

67.
(p. 42)

Only long-term decisions require an understanding of costs. 
 
FALSE

 
AACSB: Analytic

Difficulty: Easy
Graduate Attribute: Problem Solving

Learning Objective: 02-01 Describe the components of conventional and contemporary management accounting systems
 

68.
(p. 48)

Direct and indirect cost classification is based on cost 
behaviour in relation to changes in the level of activity. 
 
FALSE

 
AACSB: Reflective

Difficulty: Easy
Learning Objective: 02-05 Classify costs as direct or indirect

 

69.
(p. 52)

Prime costs is the term given to direct labour and direct 
materials, as they are the major costs directly associated 
with the manufacture of a product. 
 
TRUE

 
AACSB: Reflective

Difficulty: Easy
Learning Objective: 02-08 Analyse costs using the classifications commonly used in manufacturing businesses

 

70.
(p. 49)

Costs that managers cannot significantly influence are 
classified as uncontrollable costs. 
 
TRUE

 
AACSB: Reflective

Difficulty: Easy
Learning Objective: 02-06 classify costs as controllable or uncontrollable

 



71.
(p. 48)

A courier company may view kilometres driven as a possible 
cost driver. 
 
TRUE

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-05 Classify costs as direct or indirect

 

72.
(p. 49)

In relation to the activities of the value chain of a 
manufacturing company, primary processes include 
accounting and legal activities. 
 
FALSE

 
AACSB: Reflective
Difficulty: Medium

Graduate Attribute: Problem Solving
Learning Objective: 02-05 Classify costs as direct or indirect

 

73.
(p. 56)

Manufacturing organisations have four inventory accounts – 
raw materials, work in process, cost of goods sold and 
finished goods. 
 
FALSE

 
AACSB: Reflective

Difficulty: Easy
Learning Objective: 02-10 Describe the cost flows in a manufacturing business and prepare a schedule of cost of goods manufactured, a schedule of 

cost of goods sold and an income statement for a manufacturer
 

74.
(p. 56)

Inventoriable costs include direct materials, direct labour, 
manufacturing overheads and period costs for that 
accounting period. 
 
FALSE

 
AACSB: Reflective

Difficulty: Easy
Learning Objective: 02-10 Describe the cost flows in a manufacturing business and prepare a schedule of cost of goods manufactured, a schedule of 

cost of goods sold and an income statement for a manufacturer
 

75.
(p. 47)

Fixed costs per unit decrease as activity levels increase. 
 
TRUE

 
AACSB: Reflective

Difficulty: Easy
Graduate Attribute: Problem Solving

Learning Objective: 02-04 Classify costs according to their behaviour -- that is, as variable or fixed
 

76.
(p. 56)

The equation to calculate total manufacturing costs = cost of 
goods manufactured – beginning work in process + ending 
work in process. 
 
TRUE

 
AACSB: Reflective



Difficulty: Easy
Learning Objective: 02-10 Describe the cost flows in a manufacturing business and prepare a schedule of cost of goods manufactured, a schedule of 

cost of goods sold and an income statement for a manufacturer
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arn
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2

Le
arn
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6
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ing 
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08 
An
aly
se 
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sin
g t
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ssif
icat
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mo
nly 
use
d in 
ma
nuf
act
uri
ng 
bus
ine
sse
s

17

Le
arn
ing 
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02-
09 
Ex
plai
n t
he 
diff
ere
nt 
defi
niti
ons 

9
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pro
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e st
ate
me
nt f
or 
a 
ma
nuf
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ure
r


