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E R #208
Which of the following statements is true regarding the capital budgeting procedure known as the discounted payback period?
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A. Tt begins at time zero for the project.

B. It calculates the overall value of a project.

C. It ignores the time value of money.

D. It calculates the time a project takes to break even.
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Comprehensive and Detailed In-Depth Explanation:

The discounted payback period is a capital budgeting technique that determines how long it takes for a project to recover its initial
investment, accounting for the time value of money.

Option A (Calculates the overall project value) describes Net Present Value (NPV), not the payback period.

Option B (Ignores the time value of money) applies to the simple payback period, but the discounted payback period does account
for the time value of money.

Option D (Begins at time zero) is true for all capital budgeting methods, not specific to this one.

Thus, option C is correct because the discounted payback period measures the break-even time while considering the present value
of cash flows.

Reference: ITA Financial Management - Capital Budgeting Methods

A #209
The economic order quantity is the size of the order that minimizes total inventory costs which include ordering and holding (carrying)

costs. It can be calculated using the formula:
It

Q = order size in units

D = annual demand in units

P = cost per purchase order

S = carrying cost per year for one unit of inventory
Ifthe annual demand decreases by 36% the optimal order size will

e A Increase by 6%.

¢ B. Decrease by 20%.
e C. Increase by 20%.
e D. Decrease by 6%.
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D decreases by 36%, that is, from 100% to 64%. Because .64 is the square of .8, the EOQ for .64D (Q1) equals 80% of the EOQ
for Q).

H R #210

On December 31, Year 1, XYZ led 5-year bonds with a face amount of US $1 miillion.

The bonds carry a stated interest rate of 10% and were sold at par. Interest is payable annually on December 31 According to the
provisions of the bond denture, XYZ was to make annual deposits into a bond sinking find (beginning December 31, Year 2) to
accunulate the funds necessary to retire the bonds at their maturity. On Decermber 31 Year 5, all required interest payments and
sinking-fund payments due to date had been made on schedule. If the sinking-fund assets are properly classified as noncurrent. How
should the balance of bonds payable be classified on the December 31 Year 5 balance sheet?

e A Deferred credit.
¢ B. Long-term liability.



e (. Contra to long-term investments.
e D. Current liability
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A current liability is an obligation on that is expected to be settled within the normal operating cycle or is due to be settled withinl 2
months of the balance sheet date. Any other liability is noncurrent. Some current liabilities are included in the working capital
employed in the normal operating e.g., trade payables and accrued employee operating costs. Current liabilities not settled within the
normal operating cycle include the current part of interest-bearing debt, dividends, income taxes, and bank overdrafts. Thus, the
bends payable should be classified as current because they are due to be settled within 12 months. Under the Standards, the
classification of the sinking-fund assets is irrelevant to the classification of the bond payable.

HMA #211
The network below describes the interrelationships of several activities necessary to complete a project. The arrows represent the

activities. The numbers between the arrows indicate the number of months to complete each activity.

The shortest time to complete the project is:

A. 5 months.
B. 14 months.
C. 8 months.
D. 6 months.

IEfE: C

fEERA -

The critical (longest) path through the network fromnode (A) to node (F) is path A-C-D-F. All other paths are shorter than path A-
C-D-F, so the activities along those paths can be completed before the activities along path A-C-D-F. Thus, the shortest time to
conplete the project is 8 months (3 + 3 + 2).

HA #212
According to ITA guidance on IT auditing, which of the following would not be an area examined by the internal audit activity?

A. Access system security.
B. Change management.
C. Operations processes.
D. Policy development.
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