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QUESTION 1

A liability can be recognized when A. when the amount is uncertain 

B. when the identity of the creditor is uncertain 

C. an obligation exists to make a future payment based on a past event 

D. all of these answers are correct 

Correct Answer: D 

The amount or the creditor need not be certain and some future payments such as wages to be paid in the future may
not be reported as liabilities. 

 

QUESTION 2

A critical part of Standard IV (A.2) is to distinguish between: 

A. buy side and sell side. 

B. industry and company analysis. 

C. insider trading and appropriate trading. 

D. research reports and investment memoranda. 

E. employees and independent contractors. 

F. CFA charterholders and non-CFA charterholders. 

G. none of these answers. 

Correct Answer: G 

Standard IV (A.2) - Research Reports states the responsibility of AIMR members, CFA charterholders and candidates to
include in each research report those key facts that are instrumental to the investment recommendation presented in the
report. A critical part of this requirement is to distinguish clearly between opinions and facts. 

 

QUESTION 3

Consider the following information: 

30 day T-Bill rate (Risk free rate) 7.2% 

Common Stock Beta 0.8 

Expected Rate of return for the market 15.0% 

Net Worth to Total Asset Multiple .25 
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Calculate this firm\\'s cost of retained earnings using the CAPM approach. 

A. 7.2% 

B. 13.44% 

C. 12.0% 

D. 9.6% 

E. 22.2% 

F. 10.2% 

Correct Answer: B 

To calculate the cost of retained earnings for a firm using CAPM, one may use the following formula: Cost of retained
earnings = risk free rate + ((expected rate of return on the market - risk free rate) x Beta). In this case the cost of
retained earnings = 7.2% + ((15.0% - 7.2%) x 0.8 = 13.44%. 

 

QUESTION 4

The Dividend Discount Model: 

I. is primarily used to price mature stocks. 

II. assumes constant dividends. 

III. assumes a constant dividend payout ratio. 

IV.

 works only if the growth rate is higher than the expected rate of return. 

A. 

II only 

B. 

III only 

C. 

I only 

D. 

III and IV 

E. 

I and IV 

F. 
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I and II 

G. 

IV only 

Correct Answer: C 

Dividend Discount Model assumes a constant growth in dividends but does not require the payout ratio to be constant.
Also, it is applicable only when the constant growth rate is lower than the expected rate of return (It does not preclude
the growth rate from exceeding the expected rate of return over some periods. However, in that case, the formula that
arises from the assumption of constant growth rate cannot be used). 

 

QUESTION 5

Marlene Gooseberry, an institutional money manager with Middle Road Brokerage, has been examining a 

stock market series and has determined the following information: 

The dividend payout ratio at t1 has been estimated at: 31% The required rate of return is 16% 

The anticipated future growth rate of dividends is 13.75% 

The anticipated future growth rate of earnings is 14.25% 

The corporate tax rate is 35% 

Using this information, what is the earnings multiplier for this stock market series? Choose the best 

answer. 

A. 8.96 

B. 7.75 

C. 13.78 

D. 17.71 

E. None of these answers is correct. 

F. The answer cannot be determined from the information provided. 

Correct Answer: C 

Estimating the earnings multiplier for a stock market series requires the estimation of each of the following components: 

1.

 The dividend payout ratio. 

2.

 The required rate of return on common stock in the country/region/industry/sector being analyzed. 
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3.

 The expected growth rate of dividends for the stocks in the country/region/industry/sector being analyzed. 

Once values for each of these components have been determined, they are imputed into the following formula: {P/E =
[D/E / (k - g)]}. Where: P/E = the earnings multiplier, or Price-to-Earnings ratio, D/E = the dividend payout ratio at t1, k =
the required rate of return, and g = the anticipated growth rate of dividends. 

In this example, all of the necessary information has been provided, and the calculation of the earnings multiplier is
shown as follows: {P/E = [0.31 / 0.16 - 0.1375] = 13.78}. 

Notice that it was the anticipated growth rate of dividends, not the anticipated growth rate of earnings, which was used
in determining the earnings multiplier. Additionally, note that the tax rate was not explicitly factored in to the equation, as
the earnings figure used in the dividend payout ratio is already an after-tax figure. 
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