KEY REVIEW

True-False Questions

_____ 
1.
A fixed cost fluctuates directly with changes in the level of output.  

_____
2.
Opportunity costs are expenses that are not incurred if an investment is



made but that 
must be incurred if the investment is not made.

_____
3.
Risk is inherent in any investment because the future can never be

predicted with
absolute certainty.

_____
4.
Depreciation is a method for allocating costs of capital equipment.

_____
5.
The formula for straight-line depreciation is the salvage value minus the



investment cost divided by the estimated useful life.

_____
6.
The declining-balance method of depreciation achieves an accelerated 



depreciation.

_____
7.
Cost drivers are the causal factors used as the means for overhead



allocation in activity-based costing.

_____
8.
A make-or-buy decision is a typical OM investment decision.

_____
9.
The present value removes the interest rate effect by reducing all future



sums to present-day dollars.

_____
10.
The present value method is commonly used in business.

Problem

11. Daisy Manufacturing manufactures and sells custom dog collars.  They make some of the collars and purchase others.  The engineering department believes it might be possible to cut costs on their diamond collar by manufacturing one of the parts currently being purchased for $10.20.  The firm uses 175,000 of these parts each year.  The accounting department compiles the following list of costs based on engineering estimates:


Fixed costs will increase by $80,000, labor costs will increase by $200,000, factory overhead, and currently running $700,000 per year may be expected to increase by 15%.  Raw materials used to make the part will cost $900,000.  Given the preceding estimates, should Daisy make the part or continue to buy it?
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