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QUESTION 1

The accounting equation reads: 

A. Revenue minus expenses equals profit 

B. Assets equal Liabilities plus Stockholders\\' Equity 

C. Assets plus Liabilities is equal to Stockholders\\' Equity 

D. None of these answers is correct 

Correct Answer: B 

The accounting equation shows us that the Assets (Own) are equal to the Liabilities (obligations) plus the
Stockholders\\' Equity. 

 

QUESTION 2

The majority of empirical evidence indicates that 

A. the gross returns on mutual funds tend to as good as or slightly better than those on buy-and-hold strategies, while
the net returns on mutual funds tend to be slightly lower than those on buy-and-hold strategies. 

B. the gross returns on mutual funds tend to as good as or slightly worse than those on buy-and-hold strategies, while
the net returns on mutual funds tend to be significantly lower than those on buy-andhold strategies. 

C. the gross returns on mutual funds tend to be significantly better than those on buy-and-hold strategies, while the net
returns on mutual funds tend to be about equal to those on buy-and-hold strategies. 

D. the gross and net returns on mutual funds tend to be significantly higher than those on buy-and-hold strategies. 

E. the gross and net returns on mutual funds tend to be significantly lower than those on buy-and-hold strategies. 

Correct Answer: E 

Net returns (which take account for research and trading costs) have been about 1% lower on mutual funds than on buy-
and-hold strategies. Because of these studies, index funds have grown in popularity. Because index funds only imitate a
broad market index, they have no research costs and minimal trading expenses. 

 

QUESTION 3

Scott works for a regional brokerage firm. He estimates that Walkton Industries will increase its dividend by $1.50 a
share during the next year. He realized that this increase is contingent on pending legislation that would, if enacted, give
Walkton a substantial tax break. The U.S. representative for Walkton\\'s home district has told Scott that, although he is
lobbying hard for the bill and prospects for passage look good, Congress\\'s concern over the federal deficit could cause
the tax bill to be voted down. Walkton has not made any statements regarding a change in dividend policy. Scott writes
in his research report, "We expect Walkton\\'s stock price to rise by at least $8.00 a share by the end of the year.
Because the dividend will increase by $1.50 a share, the stock price gain will be fueled, in large part, by the increase in
the dividend. Investors buying the stock at the current time should expect to realize a total return of at least 15 percent
on the stock." Which of the following is/are true? 
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I. Scott violated the Standards because he used material inside information. 

II. Scott violated the Standards because he failed to separate opinion from fact. 

III.

 Scott did not violate the Standards. 

A. 

I and II only. 

B. 

II only. 

C. 

I only. 

D. 

III only. 

Correct Answer: B 

This question relates to Standard IV (A.2), Research Reports. Scott issued a research report stating that the stock price
of Walkton is expected to rise to $8 a share "because the dividend will increase by $1.50 a share." Yet, he made this
assertion fully aware the dividend will increase only if Congress enacts certain legislation, which is an uncertain
prospect. By stating that the dividend will increase, Scott failed to separate fact from opinion. The information on the
passing of legislation is not material inside information because it does not come from or pertain to company
operations. 

 

QUESTION 4

What monthly payment would repay a $28,500 car loan over 60 months, assuming your loan has an interest rate of
3.9% per year, compounded monthly? 

A. $492.29 

B. $764.58 

C. $423.75 

D. $550.58 

E. $523.59 

Correct Answer: E 

On the BAII Plus, press 60 N, 3.9 divide 12 = I/Y, 28500 PV, 0 FV, CPT PMT. On the HP12C, press 60 n, 

3.9 ENTER 12 divide i, 28500 PV, 0 FV, PMT. Note that the answer will be displayed as a negative number. Make sure
the BAII Plus has the value of P/Y set to 1. 
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QUESTION 5

Woodson Inc. has two possible projects, Project A and Project B with the following cash flows: Year Project AProject B
0-150,000-100,000 1100,00045,000 2105,00065,000 340,00080,000 At what cost of capital do the two projects have
the same net present value (NPV)? 

A. 34.8% 

B. 10.3% 

C. 13.5% 

D. 15.8% 

E. 21.7% 

Correct Answer: E 

To determine the crossover rate, find the differential cash flows between the 2 projects and then calculate the IRR of
those differential cash flows. tProject change, A - B 0-50,000 155,000 240,000 3-40,000 IRR = 21.7%. 
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