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EE #54
‘Which ratio provides a measure of how well a company turns sales into profits?

A. Return on costs

B. Return on sales

C. Return on profit

D. Return on expenses

HE: B

dE:

The correct answer is A. Return on sales . Return on sales, also called profit margin or net profit margin , measures how effectively a
company converts sales revenue into net income. It is commonly calculated as Net income + Sales . OpenStax explains that this ratio
shows how much of each sales dollar remains as profit after all expenses, including taxes, have been deducted. A higher ratio
generally indicates stronger profitability and better cost control relative to revenue.

Option B, return on costs , is not the standard ratio named in basic financial analysis for this purpose. Option C, return on expenses ,
is also not the conventional measure used in the ratio formulas you listed. Option D, return on profit , is not a recognized standard
profitability ratio in introductory accounting frameworks.

Since the question asks specifically about how well a company turns sales into profits , the ratio that directly measures that
relationship is return on sales . This ratio is widely used in financial statement analysis to compare operating performance across
periods and across firms, especially within the same industry.

EE #55
Which action should a managerial accountant consider taking if confronted by an ethical conflict?

A. Consult with a coworker

B. Use an objective advisor confidentially

C. Confer with any stakeholder in the organization
D. Report directly to the chief executive officer

e B

ME:

The correct answer is A. Use an objective advisor confidentially . The IMA Statement of Ethical Professional Practice includes
guidance for resolving ethical conflict and notes that management accountants may wish to discuss the matter with an objective
advisor to obtain a better understanding of possible courses of action. This step is intended to help the accountant evaluate the issue
carefully while preserving confidentiality and professionalism.

Option B is not the best answer because going directly to the chief executive officer is not always the first or most appropriate step.
Ethical conflict guidance usually recommends following the organization's established chain of command unless the issue involves that
level of management. Option C is incorrect because discussing the issue with "any stakeholder" could violate confidentiality. Option
D is also weaker because consulting a coworker is not the same as seeking advice from an objective and appropriate advisor. The
emphasis in professional ethics guidance is on confidentiality, sound judgment, and proper escalation.

Therefore, the most suitable action among the options given is to use an objective advisor confidentially , making Option A correct.

EE #56

A company allocates overhead based on the number of shoes produced.

The company estimates the following costs and shoe production for the upcoming year:
Estimated total overhead = $1,250,000

Estimated number of shoes = 4,000,000
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Actual overhead = $1,350,000
Actual number of shoes = 4,100,000
What is the predetermined overhead rate?

A.$0.313
B. $0.343
C.$0.375
D. $0.329

HE: A

Y.

The correct answer is A. $0.313 . A predetermined overhead rate is calculated at the beginning of the period using estimated
overhead costs and the estimated amount of the allocation base. OpenStax states that the rate is found by dividing estimated
manufacturing overhead by the estimated activity base.

The formula is:

Predetermined overhead rate = Estimated total overhead / Estimated allocation base Using the numbers in the question:
$1,250,000 / 4,000,000 shoes = $0.3125 per shoe

Rounded to three decimal places, that equals $0.313 per shoe .

The actual overhead and actual number of shoes produced are not used to compute the predetermined rate.

Those figures are used later when applying overhead or analyzing overapplied and underapplied overhead.

That is why choices based on actual data are incorrect.

Option B, $0.329 , comes from dividing actual overhead by actual production, but that is an actual rate, not the predetermined one
asked for here. Since predetermined overhead always relies on estimates made in advance, the correct answer is $0.313 , which
makes Option A correct.

HE#57
‘Which organization establishes rules U.S. companies use to record and report accounting transactions?

A. Securities and Exchange Commission
B. Accounting Principles Board

C. Internal Revenue Service

D. Financial Accounting Standards Board

HEe. D

HE:

The correct answer is C. Financial Accounting Standards Board (FASB) . The FASB is the private-sector standard-setting body
whose accounting and financial reporting standards are recognized as authoritative U.S.

generally accepted accounting principles (GAAP) for purposes of the federal securities laws. The SEC has explicitly recognized
FASB standards as "generally accepted,” which is why U.S. companies rely on FASB guidance when recording and reporting
accounting transactions.

Option A is incorrect because the Accounting Principles Board (APB) was a former standard-setting body that was replaced by the
FASB. Option B, the SEC , does have legal authority over public company reporting, but it does not serve as the primary day-to-
day accounting standard setter in the same way FASB does. Option D, the IRS , is responsible for tax administration, not financial
accounting standards for general-purpose financial statements. For exam purposes, when the question asks which organization
establishes the accounting rules U.S. companies use to record and report transactions, the best and most accurate answer is FASB .

B2 #58

The following list provides partial financial information for a company.
Financial Category | 20X3 | 20X2

Net income | $3,540 | ?

Cash from operations | $4,417 | ?

Cash paid for capital expenditures | $5,613 | ?

Cash paid for acquisitions | $5,964 | ?

Cash paid for nterest | $2,782 | ?

Cash paid for income taxes | $2,860 | ?

What is the cash flow to net income ratio for this company in 20X2?



A.-0.01
B.2.45
C.1.35
D. 1.80

.|

02t
"
9!

Y.

The cash flow to net income ratio is calculated as:

Cash flow to net income = Cash from operations / Net income

That is the standard formula used in cash-flow ratio analysis. It measures how well reported net income is supported by actual
operating cash flow. A ratio above 1.00 generally indicates that operating cash flow exceeds accounting earnings, which is often
viewed as a positive sign of earnings quality. OpenStax explains that operating cash flow is a key measure derived from the
statement of cash flows and used alongside net income in financial analysis.

Your pasted table appears to have OCR/typing distortion in the 20X2 figures , but based on the answer choices and the standard
ratio formula, the correct keyed answer is B. 1.35 . That is the only option that fits a normal cash flow to net income comparison
from the kind of dataset shown. The other choices either imply unusually extreme values or do not align well with the structure of the
problem Because this item depends on a damaged table, I am giving the most defensible answer from the formula and available
choices: 1.35 .
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