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direct distribution
full cost

incremental analysis
indirect costs
investment

loss leaders
make-or-buy decision
margin of safety
marginal cost analysis
marginal costs
mission center

mixed costs

multiple distribution
nonrevenue centers
operating costs
out-of-pocket analysis
outsourcing

overhead rate
relevant costing
relevant range
revenue centers
step-down method
step-fixed costs
step-variable costs
support center

theory of constraints
throughput contribution

volume
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4-14. Relevant costs are those that change because of the action being considered or undertaken
by an organization. Which of the following factors should be considered when determining

which costs are relevant in a decision to expand an after-school reading program for neighbor-
hood children?

a. the mission of the organization
b. the number of children that will be added to the program
c¢. the impact of adding the children on the quality of the program
d. the impact of adding the children to the existing facility
e. all of the above
4-15. Marginal costs are not equal to variable costs when (indicate all that apply)
a. the time frame for a decision is more than 1 year.
b. there is a change in fixed costs.
c. there is excess capacity.
d. some costs are outside an organizational unit making the decision.

4-16. Consider the cost of service delivery for a public service organization. Match the correct
term with its definition below.

a. average cost
b. full cost
c. marginal cost

1. The direct cost and the indirect cost of service delivery equals its

2. The total cost of service delivery divided by the total units of service delivered equals its

3. The cost of the last unit of service delivered equals its

4-17. Select the best available answer to fill the blank.

1. We Give Gifts Foundation’s accounting manager prepares reports about the foundation’s
grant making, investments, and general administrative activities. The cost of their salary
and fringe benefits would be included as part of the of its investment man-
agement activity.

a. direct cost

b. indirect cost

c. variable cost
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2. We Give Gifts Foundation pays Beta Capital Management a fee for managing a portion of its
$83 million investment in stocks and bonds. The cost of this fee would be included as part of
the of its investment management activity.

a. direct cost
b. indirect cost
¢. variable cost

4-18. Select the best choice from the following to answer Questions 1 and 2.

1. An increase in service volume will have the following effects:

a. Increase unit variable cost and decrease unit fixed cost.
b. Unit variable cost remains constant and unit fixed cost remains constant.
c¢. Decrease unit variable cost and unit fixed cost remains constant.
d. Unit variable cost remains constant and unit fixed costs decrease.

2. Which one of the following is a name for the range of service volume over which an organ-
1zation expects to operate?

a. mixed range
b. fixed range

c. variable range
d. relevant range

4-19. To break even, an organization’s must equal its

a. total revenues, fixed costs
b. total revenues, variable costs
c. total revenues, total costs
d. total revenues, total support
4-20. Answer the following questions about break-even analysis.

1. Break-even is defined as the point at which equals

2. The contribution margin is equal to minus

3. The Local Town Concert Band has fixed costs of $500 per concert and variable costs of $2.00
per person who attends the concert. If they raise their ticket price from $2.25 to $2.50, their
break-even level

a. increases.
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b. decreases.
c. stays the same.

4. The marginal contribution or contribution margin is the difference between
and

5. The Committee for Fair Elections expects to have $5,000 in fixed costs. If its fixed costs do
not change in non-presidential election years, but the amount of money each marcher raises
through pledges (price/unit) declines from $75 to $60 and the variable cost/unit increases
from $40 to $50, the break-even quantity will

a. increase.
b. decrease.
c. stay the same.
6. If all other factors remain unchanged, an increase in the variable cost per unit of service will
a. reduce the break-even volume of service.
b. reduce the contribution margin per unit of service.
c. increase total fixed costs.

7. The difference between marginal revenue and marginal cost is called the

8. If an organization sells ten fewer tickets to its annual gala than are needed to break even, the
gala will produce

a. aloss or deficit.
b. break-even results.
c. a profit or surplus.

4-21. Answer the following questions about costs.

1. Whether a cost is considered to be a direct or indirect cost depends on (select the best choice)

a. the cost objective.
b. who is doing the analysis.
c. the time frame for the analysis.
d. whether costs are inside or outside an organizational unit.
e. the expected range of volume.

2. If you are trying to determine the cost of the third-grade classes in an elementary school, the
principal’s salary is

a. direct and fixed.
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The top ribbon displays the home, insert, draw, page layout, formulas, data (selected), review, and tell
me tabs. Three options under data are displayed: sort and filter, data tools, and outline.

The table consists of seven columns: A, B, C, D, E, F, and G. It reads as follows:
Row 1. New York General Hospital: Pediatric Department (bold type and underlined).
Row 2. (empty).

Row 3. Production Volume (number of Visits): (bold type): 8,200.

Row 4. (empty).

Row 5. Revenue and Support (bold type).

Row 6. Patient Revenues: dollar nil.

Row 7. Total Revenue and Support: dollar nil.

Row 8. (empty).

Row 9. Expenses (bold type).

Row 10. Fixed Costs: 500,000 dollars.

Row 11. Variable Costs: 123,000.

Row 12. Total Expenses: 623,000 dollars.

Row 13: empty.

Row 14. Profit/(Loss): 623,000 dollars.

Row 15. (empty).

Row 16. Input Information (bold type).

Row 17.Revenue per Visit: blank (dashed line outline).

Row 18. Variable Costs per Visit: 15.00 dollars.

The pop-up box titled Goal seek has three fields: set cell: dollar B dollar 14; to value: 0 dollar; by chan-
ging cell: dollar B dollar 17. Cancel and OK buttons are at the right bottom. OK button is selected.
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