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QUESTION 1

AA Company has purchased one share of QQ Company common stock and one put option. It has also sold one call
option. The options are vented on one share of 00 Company common stock and have the same maturity date and
exercise price. The exercise price ($40) is the same as the share price. Moreover, the options are exercisable only at
the expiration date. Assume that the value of a share of (Xi Company common stock at the expiration date is either $30
or $45. The difference in the net payoff on the portfolio because of a difference in the stock price at the maturity date is 

A. $10.00 

B. $7.50 

C. $500 

D. $0 

Correct Answer: D 

The stock price at the maturity date is $30, AA Compare\\' will have a share of stock worth $30 and a put option worth
$10 ($40 exercise price -- $30 stock Price). The call option will be worthless Hence, the net payoff is $40 ($30 + $10).
11 the stock price at the maturity date is $45. the share of stock villa be worth $45, the put will be worthless, and the
loss on the call will be $5 ($45 -- $40) Thus, the net payoff ll be $40 ($45 -- $5) Consequents the difference in the net
payoff on the portfolio because of a difference in the stock price at the maturity date is $0 ($40 -- $40) 1The portfolio has
the same value at the maturity date regardless of the price of the stock. 

 

QUESTION 2

A higher degree of operating leverage compared with the industry average implies that the firm 

A. Has higher variable costs. 

B. Has profits that are more sensitive to changes in sales volume. 

C. Is more profitable. 

D. Is less risk. 

Correct Answer: B 

Operating leverage is a measure of the degree to which fixed costs are used in the production process. A company with
a higher percentage of fixed costs (higher operating leverage) has greater risk than one in the same industry that relies
more heavily on variable costs. The DOL equals the percentage change in net operating income divided by the
percentage change in sales. Thus, profits become more sensitive to changes in sales volume as the DOL increases. 

 

QUESTION 3

A PERT network has only two activities on its critical path. These activities have standard deviations of 6 and 8,
respectively. The standard deviation of the project completion time is 

A. 7 
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B. 10 

C. 14 

D. 48 

Correct Answer: B 

The mean time forth critical path is simply the sum of the means of the activity times. However, the standard deviation
equals the square root of the sum of the variances (squares of the standard deviations) of the times for activities on the
critical path. The standard deviation of the project completion time (time for the critical path) is therefore the square root
of 100 (62 + 82), or 10. 

 

QUESTION 4

"Committed costs" are 

A. Costs which management decides to incur in the current period to enable the company to achieve objectives other
than the filling of orders placed by customers. 

B. Costs which are likely to respond to the amount of attention devoted to them by a specified manager. 

C. Costs which are governed mainly by past decisions that established the present levels of operating and
organizational capacity and which only change slowly in response to small changes in capacity. 

D. Amortization of costs which were capitalized in previous periods. 

Correct Answer: C 

Committed costs are those which are required as a result of past decisions. 

 

QUESTION 5

Yonder Motors sells 20,000 automobiles per year for $25,000 each. The firm\\'s average receivables are $30,000,000
and average inventory is $40,000,000. Yoder\\'s average collection period is closest to which one of the following?
Assume a 365-day year. 

A. 17 days. 

B. 22 days. 

C. 29 days. 

D. 61 days. 

Correct Answer: B 
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