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QUESTION 1

If a distribution is right skewed, which of the following is/are true? 

I. It cannot be normally distributed. 

II. Its skewness is negative. 

III. It has a positive mean. 

IV.

 Large positive deviations dominate large negative deviations. 

A. 

I only 

B. 

I and IV 

C. 

II only 

D. 

I and III 

E. 

III only 

F. 

I, II, III and IV 

Correct Answer: B 

A normal distribution is symmetrical and hence, has zero skewness i.e. it is neither positively nor negatively skewed. If
the distribution is right skewed, its skewness is positive but it does not necessarily have a positive mean. 

 

QUESTION 2

Which of the following is not involved in determining a company\\'s profit margin? 

A. Identifying and evaluating the firm\\'s competitive strategy (low-cost-high-volume, differentiation). 

B. Evaluating the firm\\'s dependency on the overall conditions prevailing in its industry. 

C. Identifying the firm\\'s internal performance like past trends and potential future problems. 
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D. Identifying and evaluating the risks involved in the company\\'s cash flows. 

Correct Answer: D 

A company\\'s profit margin is determined by many factors like its competitive strategy, the degree of monopoly it
enjoys, the relative dependency on external factors versus internally generated performance, etc. However, while the
risks involved in the cash flows are relevant considerations in determining the total level of earnings of a firm, they do
not affect the percentage of the sales which translate into profits i.e. the profit margin. Of course, higher risks can and
do lower the return on capital. 

 

QUESTION 3

With regard to a theoretical Treasury yield curve constructed with the bootstrapping method: 

A. every point on the curve is constructed by utilizing current on-the-run Treasury yields of various maturities. 

B. the yield for most maturities used to construct the Treasury yield curve are observed yields rather than interpolated
yields. 

C. any yield on the Treasury yield curve that is not one of the on-the-run maturities is only an approximation for that
maturity. 

Correct Answer: C 

 

QUESTION 4

Sharon Foster owns a portfolio of two bonds. The first bond is a mortgage backed security (MBS) with a coupon rate
well above current market rates for securities with similar characteristics. Foster also owns a callable corporate bond
with five years to maturity and a coupon rate of 9%. The bond is nonrefundable. Comparable corporate issues brought
to market recently were priced to yield 6.5%. The risks that Sharon faces by holding each of these securities could best
be described as: 

A. interest rate risk for the MBS, and call risk for the corporate bond 

B. price compression for the MBS, and reinvestment risk for the corporate bond 

C. prepayment risk for the MBS, and call risk for the corporate bond 

Correct Answer: C 

 

QUESTION 5

What do we call the value called z that is computed using sample data? 

A. Decision rule 

B. Test statistic 

C. Parameter 

D. None of these answers 
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Correct Answer: B 

The z-values are statistics generated to provide a measure of testing the hypothesis. 

 

QUESTION 6

Under the indirect method, when reporting the cash flow from operations the starting point is 

A. the net changes of the operating asset and liability accounts. 

B. cost of goods sold. 

C. net income. 

D. all noncash expenses. 

E. cash collections. 

Correct Answer: C 

Under the indirect method the starting point is the period\\'s net income. 

 

QUESTION 7

The following financial data on CashCow, Inc. have been taken from its financial statements for 1996: 

a.

 Dividends paid$25,000 

b.

 Sale of land$64,000 

c.

 Inventory purchases$29,000 

d.

 Purchase of a warehouse$208,000 

e.

 Bonds issued$90,000 

f.

 Dividends received from investments$17,000 

g.

 Interest paid on bonds$2,400 
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h.

 Salaries paid$107,400 

i.

 Cash collection from customers$28,400 

j.

 Loss on land sale$18,000 

k.

 Beginning cash balance$312,000 

In the above question, the financing cash flow is ________. 

A. $79,600 

B. $90,000 

C. $82,000 

D. $65,000 

Correct Answer: D 

Items a and e are the financing cash flows. 

 

QUESTION 8

Mutual funds are distributed by 

A. three major methods: through brokers, through dedicated sales forces, or through direct purchase from the fund or
direct marketing. Most no-load funds have been distributed through brokers, while most load funds have been
distributed through direct marketing. 

B. two major methods: through a sales forces, or through direct purchase from the fund or direct marketing. Although
most funds are currently distributed through direct marketing, there has recently been a trend toward distribution through
a sales force. 

C. three major methods: through brokers, through dedicated sales forces, or through direct purchase from the fund or
direct marketing. Most no-load funds have been distributed through a sales force, while most load funds have been
distributed through brokers. 

D. two major methods: through a sales forces, or through direct purchase from the fund or direct marketing. Although
most funds are currently distributed through a sales force, there has recently been a trend toward distribution through
direct marketing. 

Correct Answer: D 

In the past, no-load funds were sold only through direct marketing because the lack of a sales fee made it difficult to
compensate brokers or a dedicated sales force. More recently, some brokers have started distributing no-load funds.
Currently, about 54% of funds are distributed through a sales force, while 34% are distributed through direct marketing. 
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QUESTION 9

State the formula for approximating interest rate parity. 

A. rh - rf = f1 - e0 * e0 

B. rh + rf = f1 - e0/e0 

C. rh + rf = f1 + e0/e0 

D. rh - rf = f1 + e0/e0 

E. rh - rf = f1 - e0/e0 

Correct Answer: E 

Interest rate parity will hold when there are no covered interest arbitrage opportunities. 

 

QUESTION 10

Bell Brothers has $3,000,000 in sales. Its fixed costs are estimated to be $100,000, and its variable costs are equal to
fifty cents for every dollar of sales. The company has $1,000,000 in debt outstanding at a before-tax cost of 10 percent.
If Bell Brothers\\' sales were to increase by 20 percent, how much of a percentage increase would you expect in the
company\\'s net income? 

A. 15.66% 

B. 18.33% 

C. 19.24% 

D. 23.08% 

E. 21.50% 

Correct Answer: D 

Step 1 Find Degree of Total Leverage (DTL) 

DTL = (S-VC)/(S-VC-F-I) = ($3,000,000-$1,500,000)/($3,000,000-$1,500,000-$100,000-$100,000 = 

1.1538. 

Step 2 Find percentage increase in net income: 

%Change NI = (0.20)(DTL) = (0.20)(1.1538) = 0.2308 = 23.08%. 

 

QUESTION 11

Under the Performance Presentation Standards, selected firm composites can be designated as being in compliance,
only if ________ of the firm\\'s composites are in compliance. 
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A. all 

B. many 

C. some 

D. one 

Correct Answer: A 

Compliance cannot be met on a per product or per composite basis, but can only be met on a firmwide basis.
Composites may not be presented as being in compliance unless all of the firm\\'s qualifying portfolios have been
accounted for in at least one composite defined according to similar strategy or investment objective. 

 

QUESTION 12

Interest rate expense per share 

A. has consistently increased from 1977 to the present. 

B. increased throughout the 1980s and decreased in the early 1990s. 

C. has fluctuated widely from year to year. 

D. has consistently decreased from 1977 to the present. 

Correct Answer: B 

U.S. firms in the 1980s assumed increased debt financing and financial risk. As a result, interest rate expenses
increased consistently during that period. This growth was reversed after the 1989-1990 recession because of a
decrease in debt levels and interest rates. 

 

QUESTION 13

Assume an investor makes the following investments: 

During year one, the stock paid a $5.00 per share dividend. In year two, the stock paid a $7.50 per share 

dividend. 

The time-weighted return is: 

A. 51.4%. 

B. 51.7%. 

C. 23.2%. 

D. 14.7%. 

Correct Answer: A 

To calculate the time-weighted return: 
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Step 1: Separate the time periods into holding periods and calculate the return over that period: 

Holding period 1:P0= $50.00 

D1= $5.00 

P1= $75.00 (from information on second stock purchase) 

HPR1 = (75 ?50 + 5) / 50 = 0.60, or 60% 

Holding period 2:P1= $75.00 

D2= $7.50 

P2= $100.00 

HPR2 = (100 ?75 + 7.50) / 75 = 0.433, or 43.3%. 

Step 2: Use the geometric mean to calculate the return over both periods 

Return = [(1 + HPR1) * (1 + HPR2)]1/2?1 = [(1.60) * (1.433)]1/2?1 = .5142, or51.4%. 

 

QUESTION 14

Consider the following preferred stock: 

Price per share: $12.55 Semiannual dividend per share: $0.725 Required return: 11.50% per year 

Is the preferred stock realistically overvalued, undervalued, or correctly valued? Further, should this preferred stock be
valued as a perpetuity or a finite series of cash flows? (Assume a long-term holding period). 

A. Correctly valued; perpetuity 

B. Undervalued; finite series of cash flows 

C. Correctly valued; finite series of cash flows 

D. The answer cannot completely be determined from the information provided. 

E. Overvalued; perpetuity 

F. Undervalued; finite series of cash flows 

Correct Answer: A 

The preferred stock profiled in this example is trading very close to its theoretical value, which is found as $12.61. 

To determine the value of a preferred stock, use the following equation; {P0 = [d1 / k]} 

Where:P0 = the price of the preferred stock at time 0, d1 = the annual dividend at t = 1, and k = the 

required rate of return. 

In this example, the dividend is provided as a semiannual figure, which must be doubled to show the 
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annual dividend. After this adjustment has been made, the value of the preferred stock can be found as 

follows. 

{P0 = [$1.45 / 0.115] = $12.61. 

Preferred stock is commonly valued as a perpetuity because there is no finite conclusion to the projected 

series of cash flows for a preferred stock. Unlike a bond, whose cash flows are characterized by a finite 

lifespan (i.e. the cash flows of a bond cease at maturity), the cash flows (dividends) produced by a 

preferred stock could theoretically last forever. 

 

QUESTION 15

Which of the following can be found in Standard I? 

A. Members shall deliver a copy of the Code to their employer. 

B. Members shall not participate in any professional conduct involving dishonesty, fraud, deceit, etc. 

C. Members shall not knowingly participate or assist in any violation of laws, rules or regulations. 

D. Members shall exercise diligence and thoroughness in making investment recommendations or in taking investment
actions. 

E. Members shall not misrepresent investment performance. 

Correct Answer: C 

Standard I states that members shall: "A. Maintain knowledge of and comply with all applicable laws of any governing
agency or professional association governing the member\\'s professional activities, and B. Not knowingly participate or
assist in any violation of laws, rules or regulations." 
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