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QUESTION 1

Which of the following is the major difference between the capital asset pricing model (CAPM) and arbitrage pricing
theory (APT)? 

A. CAPM uses discounted cash flows whereas APT does not. 

B. CAPM uses a single systematic risk factor to explain an asset\\'s return whereas APT uses multiple systematic
factors. 

C. APT uses a single systematic risk factor to explain an asset\\'s return whereas CAPM uses multiple systematic
factors. 

D. Under CAPM, the beta coefficient of the risk-free rate of return is assumed to be higher than that of any asset in the
portfolio. Under APT, the beta coefficient of every asset in the portfolio is individual compared to the beta of the risk-free
rate. 

Correct Answer: B 

CAPM uses a single systematic risk factor to explain an asset\\'s return whereas APT uses multiple systematic factors. 

 

QUESTION 2

In calculating diluted earnings per share when a company has convertible bonds outstanding, the number of common
shares outstanding must be to adjust for the conversion feature of the bonds, and the net income must be by the
amount of interest expense on the bonds, net of tax List A List B 

A. Increased Increased 

B. Increased . Decreased 

C. Decreased Increased 

D. Decreased Decreased 

Correct Answer: A 

The weighted-average number of shares outstanding must be increased to reflect the shares into which the bonds could
be converted. Also, the effect of the bond interest on net income must be eliminated. In this way, earnings per share is
calculated as if the bonds had been converted into common shares as of the start of the year. 

 

QUESTION 3

Simulation, a widely used technique in decision modeling, is a 

A. Process of modeling in which real activities are represented in mathematical form. 

B. Tool used for allocating scarce resources. 

C. Technique used to add random behavior to simulate uncertain. 
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D. Technique used to map out possible actions given probabilistic events. 

Correct Answer: A 

Computer simulation is used when an optimization model cannot be developed, e.g., because the variables exceed the
equations describing them. Simulation involves constructing a mathematical/logical model incorporating most of the
features of the problem. This model is tested in a variedly of hypothetical situations, and the modeled responses can
then be measured. 

 

QUESTION 4

In equipment-replacement decisions1 which one of the following does not affect the decision-making process? 

A. Current disposal price of the old equipment. 

B. Operating costs of the old equipment. 

C. Original fair market value of the old equipment. 

D. Cost of the new equipment. 

Correct Answer: C 

All relevant costs should be considered when evaluating an equipment-replacement decision. These include the cost of
the new equipment1 the disposal price of the old equipment, and the operating costs of the old equipment versus the
operating costs of the new equipment. The original cost or fair market value of the old equipment is a sunk cost and is
irrelevant to future decisions. 

 

QUESTION 5

What is the opportunity cost of making a component part in a factory given no alternative use of the capacity? 

A. The variable manufacturing cost of the component. 

B. The total manufacturing cost of the component. 

C. The total variable cost of the component. 

D. Zero. 

Correct Answer: D 

Opportunity cost is the benefit forgone by not selecting the best alternative use of scarce resources. The opportunity
cost is zero when no alternative use is available. 
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