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QUESTION 1

The two primary qualities of accounting information to make it useful for decision-making are ________. 

A. materiality and comparability 

B. full disclosure and relevance 

C. reliability and comparability 

D. relevance and reliability 

Correct Answer: D 

The financial information used to make decisions should be both reliable and relevant. 

 

QUESTION 2

William Moore is explaining the attributes and importance of asset allocation for investment portfolios to a group of
wealthy individual investors. Which of Moore\\'s following statements is least likely correct? 

A. Asset allocation involves assigning policy weights to relevant asset classes. 

B. Asset allocation is the process of selecting specific securities to include in the portfolio. 

C. 85-95% of a typical portfolio\\'s return can be explained by the target asset allocation. 

Correct Answer: B 

 

QUESTION 3

Louisiana Enterprises, an all-equity firm, is considering a new capital investment. Analysis has indicated that the
proposed investment has a beta of 0.5 and will generate an expected return of 7 percent. The firm currently has a
required return of 10.75 percent and a beta of 1.25. The investment, if undertaken, will double the firm\\'s total assets. If
k(RF) = 7 percent and the market return is 10 percent, should the firm undertake the investment? 

A. No; the expected return of the asset (7%) is less than the required return (8.5%). 

B. Yes; the expected return of the asset (7%) exceeds the required return (6.5%). 

C. Yes; the beta of the asset will reduce the risk of the firm. 

D. No; the risk of the asset (beta) will increase the firm\\'s beta. 

E. No; the expected return of the asset is less than the firm\\'s required return, which is 10.75%. 

Correct Answer: A 

Calculate the required return and compare to the expected return. 

k(s) = k(RF) + (k(M) - k(RF))b = 0.07 + (0.10 - 0.07)0.5 = 0.085 = 8.5%. 
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The expected return of the asset (7%) is less than the required return (8.5%) so the investment should not 

be made. 

 

QUESTION 4

A portfolio manager is in the process of forecasting an earnings multiplier for the specialty software industry. In his
analysis, this portfolio manager examines the historical payout ratio, required rate of return, and growth forecasts for the
software industry, and then compares these figures to those of the overall market. Which of the following best
characterizes this method of forecasting an industry earnings multiple? 

A. Microsimulation 

B. Microanalysis 

C. Monte Carlo simulation 

D. Macroanalysis 

E. Macrosimulation 

F. Porter Method 

Correct Answer: B 

The method profiled in this example is "microanalysis," which is one of two methods for estimating the earnings
multiplier of an industry. Microanalysis involves examining the variables underlying the earnings multiplier - the required
rate of return, the growth forecast, and the dividend payout ratio. In microanalysis, these variables are examined for the
industry and then compared with the values of these variables for the entire market. 

The microanalysis method is contrasted by the macroanalysis method, which involves examining the historical
relationship between the earnings multiplier of an industry with that of the overall market. Macroanalysis forecasts often
use a time series. 

The "Porter Method" is used to examine the level of competition within an industry, and "Monte Carlo simulation" is a
method of measuring stand-alone risk. "Microsimulation," and "macrosimulation" are largely fictitious terms. 

 

QUESTION 5

If you owe $2,000 today and pay for it by making 20 monthly payments with the first payment made immediately (today),
what is the size of this monthly payment, if interest accrues at 7% per year, compounded monthly? 

A. $193.55 

B. $191.63 

C. $209.48 

D. $105.62 

E. $106.24 

Correct Answer: D 
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Recognize that this question is an annuity due situation, since the first cash flow occurs immediately or at the beginning
of each period. Annuities where the first payment occurs 1 period from today (or at the end of each period) are called
"ordinary" annuities. This requires placing the calculator into "Begin" mode prior to solving the question. NOTE: Be sure
to place the calculator OUT OF annuity due mode after this question before going on to subsequent questions, or you
will get the wrong answers! On the BAII Plus, press 2nd BGN. If the display shows END, then press 2nd SET and then
2nd Quit. This will place the BAII Plus into annuity due mode (you can tell this because the BAII Plus will display BGN in
small letters). Now press 20 N, 7 divide 12 = I/Y, 2000 PV, 0 FV, CPT PMT. Place the calculator back into End mode
(for ordinary annuities) by pressing 2nd BGN and then if the calculator is displaying BGN, press 2nd SET and 2nd Quit.
The BGN letters should disappear from the display. On the HP12C, press BlueShift END, which is the blue function on
the front of the 8 digit key. This places the HP12C into Begin mode (the HP12C shows the word BEGIN in the display
when in this mode). Then press 20 n, 7 ENTER 12 divide i, 2000 PV, 0 FV, PMT. To place the HP12C back into
ordinary annuity mode (or END mode), press BlueShift BEG (the blue function written on the front of the 7 digit key).
Note that the answer is displayed as a negative number. Make sure the BAII Plus has the value of P/Y set to 1. 
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