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Long Answer Questions
Question 1 
	
	Assets = 
	Liabilities + Stockholders’ Equity

	
	Cash
	Factory Over-head
	Raw Materials Inventory
	Work in Process Inventory
	Finished Goods Inventory
	Accumulated Deprec.
	Accts Payable
	Wages Payable
	Share-holders’ Equity
	Retained Earnings

	A
	
	
	+186,000
	
	
	
	+186,000
	
	
	

	B
	
	
	-161,500
	+161,500
	
	
	
	
	
	

	C
	-139,800
- 9,000
	+9,000
	
	+139,800
	
	
	
	
	
	

	D
	
	+40,000
	
	
	
	-40,000
	
	
	
	

	E
	-48,000
	+48,000
	
	
	
	
	
	
	
	

	F
	
	-97,650
	
	+97,650
	
	
	
	
	
	

	G
	
	
	
	-406,000
	+406,000
	
	
	
	
	

	H
	+580,000
	
	
	
	-394,000
	
	
	
	
	+186,000

	I
	
	+650
	
	
	
	
	
	
	
	+650





Question 2 
a) $20 - $14 = $6
b) $288,000/$6 = 48,000 units
c) $612,000 + $288,000 = $3,000,000
6/20
d) $360,000/ $72,000 = $5
e) 60,000 – 48,000  = 20%
60,000
f) $288,000 + $60,000/$6 = 58,000 units

Question 3 
	
	Differential Revenue – 25,000 units x $75 
	$1,875,000 

	Differential Expenses: DM                            
	$32

	Direct labour               
	8.00

	Factory overhead – variable 
	15.00

	Selling and administrative expenses – variable
Other                                   
	2.50

	Shipping                             
	6.00

	Total variable costs
	63.50

	
	X 25,000 units = 1,587,500

	+ safety certification                      
	125,000

	
	1,712,500

	
	

	Differential Income
	162,500


.
Question 4 
a)
	Cost of machine
	
	($24,000.00)

	DL savings on existing sales
	$3,000 x 3.465 
	10,395.00

	Additional sales
	($8,000 - $3,000 var costs-$750 mtce) x 3.465 
	14,726.25

	Salvage value of machine in 4 years’ time
	$2,300 x 0.792 
	1,821.60

	NPV
	
	2,942.85


b) Yes, Penny should buy the machine because the NPV is positive. 

Question 5
a) New Jersey ROI = 100,000/150,000 = 66.67%
New York ROI = $50,000/$100,000 = 50%
b) New Jersey RI = $100,000 – (10% of $150,000) = $85,000
New York RI = $50,000 – (10% of $100,000) = $40,000
c) The New York division manager would earn a new ROI of:
$50,000 + $75,000     = 41.67%
$100,000 + $200,000
This ROI is lower than the original ROI calculated in a) of 50%.
Because this expansion would decrease ROI for the division, the New York manager should not expand.



