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ITA Business Knowledge for Internal Auditing Sample Questions (Q266-
Q271):

NEW QUESTION # 266
To keep costs at a minimum and decrease the conpletion time by 1-1/2 days, Networks, Inc. should crash activity(ies):

A. ABand CE
B. AD
C. AD and AB
D. DE

Answer: C

Explanation:
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The critical (longest) path is A-D-E, which has an expected time of 13 days (5.5 + 7.5). However, to decrease the project's
completion time by 1.5 days, paths A-B-C-E (4.5 + 1.0

+ 6.5 =12 days) and A-B-D-E (4.5 +.5 + 7.5=12.5 days) as well as A-D-E must also be shortened. Hence, A-D-E must be
reduced by 1.5 days. A-B-C-E by .5 day, and A-B-D-E by 1.0 day. The only way to decrease A-D-E by 1.5 days is to crash
activity AD (5.5 expected time - 4.0 crash time = 1.5 days). Crashing DE results in a 1.0-day saving (7.56.5) only. Crashing AB is
the efficient way to reduce both A-B-C-E and A-B-D-E by the desired amount of time because it is part of both paths. The
incremental cost of crashing AB is US $1,000 (US $4,000 crash cost - US $3,000 normal cost) to shorten the completion time by
1.0 day (4.5 - 3.5). The alternatives for decreasing both A-B-C-E and A-B-D-E are more costly.

NEW QUESTION # 267

An audit manager has just returned from an executive training program and has suggested that the audit department develop a
mathematical model to help identify factors that may be causing changes in the cost of production. According to the manager, the
model should recognize that the company currently has three separate production (cost) centers. Which of the following approaches
would best provide the analysis suggested by the audit manager?

¢ A Develop a multiple regression analysis of production costs, including such variables as raw material inventory costs,
number of employees in the department, and overtime pay.

¢ B. Develop a linear regression analysis relating the cost of production to the cost of goods sold.

e C. Develop a 3-year ratio analysis of the cost of production compared to the cost of raw mventory across the three
departments.

e D. Develop a classical variables sampling estimate of cost of production per department, with the sample stratified by the
dollar value of each product produced.

Answer: A

Explanation:

Regression analysis extends correlation to find an equation for the linear relationship among variables. The behavior of a dependent
variable, such as cost of production, is explained in terms of one or more independent variables (for example, raw material costs,
employees, overtime). Thus, multiple regression analysis determines flinctional relationships among quantitative variables.

NEW QUESTION # 268
Which of the following quality costs are nonconformance costs?

A. Environmental costs.

B. Costs of inspecting in-process items.
C. Systens development costs.

D. Costs of quality circles.

Answer: A

Explanation:
Nonconformance costs include internal and external failure costs. External failure costs include environmental costs, e.g., fines for
violations of environmental laves and loss of customer goodwill.

NEW QUESTION # 269
The use of derivatives to either hedge or speculate results in:

A. OffSet risk when speculating and increased risk when hedging,
B. Offset risk when hedging and increased risk when speculating,
C. Increased risk regardless of motive.

D. Decreased risk regardless of motive.

Answer: B

Explanation:

Derivatives, including options and futures, are contracts between the parties who contract. Unlike stocks and bonds, they are not
claims on business assets. A futures contract is entered into as either a speculation or a hedge. Speculation nvolves the assumption
of risk in the hope of gaining from price movements. Hedging is the process of using offsetting commitments to minimize or avoid the



impact of adverse price movements.

NEW QUESTION # 270
Assumme that the value of'a share of QQ Company ordinary stock at the expiration date is either US $30 or US $45. What is the
difference in the net payoff on the portfolio because of a difference in the stock price at the maturity date?

A. US $5.00
B. US $10.00
C.US §7.50
D. US $0

Answer: D

Explanation:

Ifthe stock price at the maturity date is US $30, AA Company will have a share of stock worth US $30 and a put option worth US
$10 $40 exercise price -$30 stock price). The call option will be worthless. Hence, the net payoffis US $40 $30 + $10). Ifthe
stock price at the maturity date is US $45, the share of stock will be worth US $45, the put will he worthless, and the loss on the
call will be US $5 $45 - $40). Thus, the net payoff will be US $40 $45 - $5). Consequently, the difference in the net payoff on the
portfolio because of a difference in the stock price at the maturity date is US $0 $40 - $40).

NEW QUESTION # 271
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