
 

 

 

 

Vendor:IMANET

Exam Code:IMANET-CMA

Exam Name:Certified Management Accountant (CMA)

Version:Demo

 

 



QUESTION 1

Leland Manufacturing uses 10 units of Part Number KJ37 each month in the production of radar equipment. The unit
cost to manufacture 1 unit of KJ37 is presented below. 

Material handling represents the direct variable costs of the Receiving Department that are applied to direct materials
and purchased components on the basis of their cost. This is a separate charge in addition to manufacturing overhead.
Leland\\'s annual manufacturing overhead budget is one-third variable and two-thirds fixed. Scott Supply, one of
Leland\\'s reliable vendors, has offered to supply Part Number KJ37 at a unit price of $15,000.Assume that Leland
Manufacturing does not wish to commit to a rental agreement but could use idle capacity to manufacture another
product that would contribute $52,000 per month. If Leland elects to manufacture KJ37 in order to maintain quality
control, Leland\\'s opportunity? cost is 

A. $18,000 

B. $(20,000) 

C. $4,000 D. Some amount other than those given 

Correct Answer: C 

Opportunity cost is the maximum alternative earnings that might have been obtained if the productive good service or
capacity had been applied to some alternative use. The additional total monthly cost of purchasing the component is
$48,000. If the idle facilities could be used to produce a product contributing $52,000 per month, the net benefit
opportunity cost of manufacture would be $4,0000. 

 

QUESTION 2

MS Trucking is considering the purchase of a new piece of equipment that has a net initial investment with a present
value of $300,000. The equipment has an estimated useful life of3years. For tax purposes1 the equipment will be fully
depreciated a rates of 30%, 40%, and 30% in years one, two, and three, respectively. The new machine is expected to
have a $20,000 salvage value. The machine is expected to save the company $170,000 per year in operating
expenses. MS Trucking has a 40% marginal income tax rate and a 16% cost of capital. Discount rates for a 16% rate
are: 



What is the profitability index for the project? 

A. 1.089 

B. 1.106 

C. 1.315 

D. 1.063 

Correct Answer: A 

The profitability index is the present value of the future net cash inflows divided by the present value of the net initial
investment. The present value of the future net cash inflows is $326,556. Hence, the profitability index is 1.089
($326,556 $300,000). 

 

QUESTION 3

The costs described in situations land IV are 

A. Prime costs. 

B. Sunk costs. 

C. Discretionary costs. 

D. Relevant costs. 

Correct Answer: D 

Incremental costing can be used in making decisions regarding the acceptance of special orders and make-or-buy
decisions. Many quantitative and non quantitative factors are involved in such decisions. The first step is to determine
which costs are relevant to the decision. A relevant cost is any cost that will differ depending upon the decision made.
The costs described in situations I and IV are relevant costs. In situation I, the cost can be avoided if the special order is
not accepted. In situation IV, an opportunity cost is associated with the "make" alternative. 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 4

The breakeven point in units increases when unit costs 

A. Increase and sales price remains unchanged. 

B. Decrease and sales price remains unchanged. 

C. Remain unchanged and sales price increases. 

D. Decrease and sales price increases. 

Correct Answer: A 

The breakeven point in units is calculated by dividing the fixed costs by the contribution margin per unit. If selling price is
constant and costs increase, the unit contribution margin will decline, resulting in an increase of the breakeven point. 

 

QUESTION 5

Epaulets perception may preclude the decision maker from seeing the correct problem. Which of the following is an
example of faulty perception? 

A. A person\\'s needs do not influence what is observed. 

B. A person does not see what (s) he is trained to see. 

C. Group pressure may influence which problems are perceived. 

D. A person does not see what (s) he expects to see. 

Correct Answer: C 

The inability to see all aspects of a situation may prevent accurate problem definition. This inability may be caused by
faulty perception. Faulty perception includes group pressure influencing which problems are perceived or how the
problems are defined. 

 

QUESTION 6

The internal rate of return for a project can be determined 

A. If the internal rate of return is greater than the firm\\'s cost of capital. 

B. Only if the project cash flows are constant. 

C. By finding the discount rate that yields a net present value of zero for the project. 



D. By subtracting the firm\\'s cost of capital from the project\\'s profitability index. 

Correct Answer: C 

The IRR is a capital budgeting technique that calculates the interest rate that yields a net present value equal to $0. It is
the interest rate that will discount the future cash flows to an amount equal to the initial cost of the project. Thus, the
higher the PR, the more favorable the ranking of the project. 

 

QUESTION 7

Debentures are 

A. Income bonds that require interest payments only when earnings permit. 

B. Subordinated debt and rank behind convertible bonds. 

C. Bonds secured by the full faith and credit of the issuing firm 

D. A form of lease financing similar to equipment trust certificates 

Correct Answer: C 

Debentures are unsecured bonds. Although no assets are mortgaged as security for the bonds, debentures are secured
by the full faith and credit of the issuing firm. Debentures are a general obligation of the borrower. Only, companies with
the best credit ratings can issue debentures because only the company\\'s credit rating and reputation secure the
bonds. 

 

QUESTION 8

What is the oldest and most basic form of direct marketing? 

A. Personal selling. 

B. Electronic mail. 

C. Customer-relationship marketing. 

D. Negotiating. 

Correct Answer: A 

Personal selling is the most basic (and the oldest) form of direct marketing. The great majority of industrial firms use a
professional sales force or hire manufacturers\\' representative or other agents to perform the in person task of selling.
Also, consumer firms (such as Avon) may engage in direct sales. 

 

QUESTION 9

Nonprice competitive differentiation of a firm\\'s services may be achieved by 

l. 



A superior image ll. Varying the offering lll. Innovation lV. Improving reliability 

A. 

ll and lll only 

B. 

l, ll, and lV only 

C. 

l, lll and lV only 

D. 

l, ll, lll and lV 

Correct Answer: D 

Nonprice competitive differentiation is a major issue for services firms. It may be achieved by (1) varying the offering by
including secondary service features with the primary service features;(2) improving delivery through greater reliability,
resilience (e.g., coping with customer inquiries, recalls, and emergencies), and innovation, and (3) superior image
conveyed by symbols and branding 

 

QUESTION 10

Union Electric Company must clean up the water released from its generating plant. The company\\'s cost of capital is
12 percent for average risk projects, and that rate is normally adjusted up or down by 2 percentage points for high- and
low- risk projects. Clean-Up Plan A. which is of average risk, has an initial cost of $10 million, and its operating cost will
be $1 million per year for its 10-year life. Plan B, which is a high-risk project, has an initial cost of $5 million, and its
annual operating cost over Years 1 to 10 will be $2 million. What is the approximate PV of costs for the better project? 

A. $15,432,000 

B. $15,650,000 

C. $16,300,000 

D. $17,290,000 

Correct Answer: B 

The cash flows of Plan A are discounted at 12%, the company\\'s cost of capital for average risk projects. 

Plan B is evaluated with a lower cost of capital that reflects a greater risk of the cash outflow of the project. 

Thus, the cash flows of Plan B are discounted at 10% (12% -- 2%). the company\\'s adjusted cost of capital 

for high risk projects. The net present value of each plan is the initial cost plus the present value of an 

annuity for 10 years at the appropriate rate multiplied times the annual operating cost. The present value 

factors are found in the tools section of CMA Test Prep. 



Plan A NPV = $10,000,000 + ($1,000,000 x 5.650) 

Plan A NPV = $15,650,000 

Plan B NPV = $5,000,000 + ($2,000,000 x 6.145) 

Plan B NPV = $17,290,000 

Plan A has a lower NPV and thus is the better project. 

 

QUESTION 11

Jorelle Company\\'s financial staff has been requested to review a proposed investment in new capital equipment.
Applicable financial data is presented below. There will be no salvage value at the end of the investment\\'s life and, due
to realistic depreciation practices, it is estimated that the salvage value and net book value are equal at the end of each
year. All cash flows are assumed to take place at the end of each year. For investment proposals, Jorelle uses a 12%
after-tax target rate of return. 

Discounted Factors for a 12% Rate of Return 

The accounting rate of return on the average investment proposal is 

A. 12.0% 

B. 17.2% 



C. 28.0% 

D. 34.4% 

Correct Answer: D 

 

 

QUESTION 12

The payback reciprocal can be used to approximate a project\\'s 

A. Profitability\\' index. 

B. Net present value. 

C. Accounting rate of return if the cash flow pattern is relatively stable. 

D. Internal rate of return if the cash flow pattern is relatively stable. 

Correct Answer: D 

The payback reciprocal (1 + payback) has been shown to approximate the internal rate of return\\' (IRR) when the
periodic cash flows are equal and the life of the project is at least twice the payback period: 
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