
 
Question 1 

Susan Plumb is the supervisor of her firm’s research department. Her firm has been seeking the 
mandate to underwrite Wings Industries’ proposed secondary stock offering. Without mentioning 
that the firm is seeking the mandate, she asks Jack Dawson to analyze Wings common stock 
and prepare a research report. After reasonable effort, Dawson produces a favorable report on 
Wings stock. Plumb then adds a footnote describing the underwriting relationship with Wings 
and disseminates the report to the firm’s clients. According to CFA Institute Standards of 
Professional Conduct, these actions are: 

A) not a violation of any Standard. 

B) a violation of Standard V(A), Diligence and Reasonable Basis.  

C) a violation of Standard VI(A), Disclosure of Conflicts. 

 

Question 2 

Jim Kent is an individual investment advisor in San Francisco with 300 clients. Kent uses open-
ended mutual funds to implement his investment policy. For most of his clients, Kent has used 
the Baker fund, a small company growth fund based in Boston, for a portion of their portfolio. As 
a result he has become very friendly with Keith Dunston, the manager of the fund, whom Kent 
feels is mainly responsible for Baker’s performance. One day Dunston calls Kent and tells him 
that he will be leaving the fund in four weeks and moving to San Francisco to work for a different 
money management company. Dunston is seeking suggestions on housing in the area. Baker 
has not yet announced Dunston’s departure. Kent immediately finds a fund that is a suitable 
replacement for the Baker fund, and over the next two days he calls his 30 clients with the 
largest dollar investments in the funds and tells them he feels they should switch their holdings. 
Baker feels the remaining clients’ positions are small enough to wait for their annual review to 
switch funds. Kent has: 

A) 
violated the Standards regarding nonpublic information but has not violated the 
Standards in failing to deal fairly with clients. 

B) 
violated the Standards by not dealing fairly with clients but has not violated the 
Standards regarding material nonpublic information. 

C) 
violated the Standards by not dealing fairly with clients and regarding material 
nonpublic information. 

 

Question 3 – 

Nancy Westfall is an individual investment advisor who uses mutual funds for her clients. She 
typically chooses funds from a list of 40 funds that she has thoroughly researched. The Craigs, 
a married couple that is a client, asked her to consider the Eligis fund for their portfolio. Westfall 



 
had not previously considered the fund because when she first conducted her research three 
years ago, Eligis was too small to be considered. However, the fund has now grown in value, 
and after doing thorough research on the fund, she finds the fund has suitable characteristics to 
be included in her acceptable list of funds. She puts the fund in the Craigs’ portfolio but not in 
any of her other clients’ portfolios. The fund ends up being the poorest performing fund in the 
Craigs’ portfolio. Has Westfall violated any Standards? Westfall has: 

A) not violated the Standards. 

B) violated the Standards by not dealing fairly with clients. 

C) 
violated the Standards by not having a reasonable and adequate basis for making the 
recommendation. 

 

Question 4 – 

Timothy Hooper, CFA, is a security analyst at an investment firm. In his spare time, Hooper 
serves as a volunteer for City Pride, which collects clothes for the homeless. Hooper has 
occasionally given some of the clothes to his friends or sold the clothes instead of returning all 
of the clothing to City Pride. City Pride discovers what he has been doing and dismisses him. 
Later, City Pride learns that other volunteer organizations have dismissed Hooper for similar 
actions. Has Hooper violated Standard I(D) on professional misconduct in the CFA Institute 
Standards of Professional Conduct? 

A) Yes. 

B) 
No, because Hooper’s conduct is unrelated to his professional activities as a security 
analyst. 

C) No, because Hooper volunteers his services to City Pride. 

 

Question 5 

A CFA Institute member is a U.S. citizen living and working in a foreign country. That country 
has no laws against insider trading. Based on this information, the CFA Institute member may: 

A) trade using insider information. 

B) not trade using insider information based upon the rules of the SEC. 

C) not trade using insider information based upon the CFA Institute Standards.  

 

Question 6 



 
Scott Marsh is a research analyst for a brokerage firm following the computer industry. Joe 
Perry is Marsh’s former college roommate and is the head of technology for Mercury, a large 
software company. Perry informs Marsh on Tuesday that in two days the company will be 
making an official announcement that its release of its newest version of its software will be 
moved up one month, from October 1 to September 1. The announcement will be surprising to 
the industry and will likely be met with skepticism because the company has had trouble 
meeting release dates in the past. Perry assures Marsh that he is certain that they will meet the 
September 1 date. Marsh considers Perry to be very honest and highly competent. Marsh 
should: 

A) 

wait until the public announcement is made, then release a report explaining that he 
believes the company will make the release date, disclosing that one of the reasons 
for his opinion is Perry is a friend of his. 

B) 
immediately put out a report recommending the stock, but waiting until the official 
announcement to state his reasons. 

C) 
produce his research report in two days based solely on the official announcement, 
not taking into consideration the information from Perry. 

 

Question 7 

A good way to describe the Global Investment Performance Standards (GIPS) is a: 

A) screening mechanism for determining appropriate international investments. 

B) common yardstick for means of comparison. 

C) legal doctrine with criminal penalties. 

 

Question 8 – 

Kim Lee is a research analyst at Superior Investments and is researching a biotech firm 
specializing in the analysis of ―mad cow‖ disease. While touring company facilities and meeting 
with management, she learns that they believe they may have found a way to reverse the 
disease. Moreover, one manager conjectured, ―Suppose that we reversed the disease in 
someone who didn’t even have it? We might then be able to boost that individual’s IQ into the 
stratosphere!‖ After returning to her office, Lee issues a research report describing the 
compound as an ―IQ booster with huge potential.‖ This statement: 

A) is reasonable given the information she was provided by the company. 

B) is allowable but only if quoted verbatim from her conversations with management. 

C) lacks a reasonable and adequate basis in fact. 



 

 

Question 9 

One year ago, Karen Jason left the employment as a portfolio manager of Howe Advisors. The 
departure was contentious and both parties threatened legal action. As a result, both parties 
signed a settlement in which Jason was paid a pro rated bonus, but agreed not to work on the 
portfolios of any existing Howe client for two years. The terms of the agreement were that both 
parties agreed to keep all aspects of the agreement confidential, including the fact that there 
was hostility surrounding the departure. Jason now works for Torre Advisors, who has the Stein 
Company as a new client. At the time Jason left Howe, Stein was a client of Howe, although 
Jason did not personally work on the Stein portfolio. Jason’s supervisor at Torre wants Howe to 
work on the Stein portfolio. Jason should: 

A) 
inform her supervisor that she cannot work on the portfolio because of a non-compete 
agreement. 

B) 
inform her supervisor that she cannot work on the portfolio because of a legal 
agreement, but cannot tell him why. 

C) 
work on the portfolio because she did not personally work on the portfolio when she 
was at Howe. 

 

Question 10 – 

A broker and CFA charterholder has been arrested for the crime of murder. Which, if any, of the 
following could result in the member being summarily suspended from using the CFA 
designation? 

A) Both of the results listed here. 

B) Either being convicted or pleading guilty to the crime. 

C) 
He is acquitted of the crime, but he is barred from continuing to work in the 
investment industry. 

 

Question 11 – 

If the holding period yield on a Treasury bill (T-bill) with 197 days until maturity is 1.07%, what is 
the effective annual yield? 

A) 1.99%. 



 

B) 0.58%. 

C) 1.07%. 

 

Question 12 

In a negatively skewed distribution, what is the order (from lowest value to highest) for the 
distribution’s mode, mean, and median values? 

A) Mean, median, mode. 

B) Median, mode, mean. 

C) Mode, mean, median. 

 

Question 13 

Find the future value of the following uneven cash flow stream. Assume end of the year 
payments. The discount rate is 12%. 

Year 1 -2,000 

Year 2 -3,000 

Year 3 6,000 

Year 4 25,000 

Year 5 30,000 

  A) $65,144.33. 

  B) $33,004.15. 

  C) $58,164.58. 

        

 

Question 14 – 

A survey is taken to determine whether the average starting salaries of CFA charterholders is 
equal to or greater than $59,000 per year. What is the test statistic given a sample of 135 newly 
acquired CFA charterholders with a mean starting salary of $64,000 and a standard deviation of 
$5,500? 



 

A) 10.56. 

B) -10.56. 

C) 0.91. 

 

Question 15 

In order to test if the mean IQ of employees in an organization is greater than 100, a sample of 
30 employees is taken. The sample value of the computed z-statistic = 3.4. The appropriate 
decision at a 5% significance level is to: 

A) reject the null hypotheses and conclude that the population mean is greater than 100. 

B) reject the null hypothesis and conclude that the population mean is not equal to 100. 

C) reject the null hypothesis and conclude that the population mean is equal to 100. 

 

Question 16 

Which of the following portfolios provides the best ―safety first‖ ratio if the minimum acceptable 
return is 6%? 

Portfolio Expected Return (%) 
Standard Deviation 
(%) 

1 13 5 

2 11 3 

3 9 2 

A) 1. 
   

B) 3. 
   

C) 2. 
   

            

 

Question 17 – 

Assume that Rajesh Singh’s income increased from $20,000 per year to $30,000 per year, and 
his demand for ―store-brand‖ bread decreased from 80 loaves to 40 loaves per year. Which of 
the following most accurately describes Singh’s income elasticity for store-brand bread? 



 

A) Income elasticity is -0.60 and store-brand bread is an inferior good. 

B) Income elasticity is -1.67 and store-brand bread is an inferior good. 

C) Income elasticity is +1.00 and store-brand bread is a complimentary good. 

 

Question 18 

A firm is trying to determine the optimal amount of labor to employ in its production process. 
Each unit of labor for this process costs the firm $35. A partial table of the firm’s short-run output 
estimates appears below: 

Labor 
input, 
units 

Marginal 
product 

Total 
product 

Marginal 
revenue 

Marginal 
revenue 
product 

4    8    22    $10    $80 

5    7    29    $9    $63 

6    6    35    $9    $54 

7    4    39    $8    $32 

8    2    41    $8    $16 

9+    0    41    —    — 

Which of the following is least likely to be accurate? This firm: 

A) experiences diminishing marginal returns from labor over the entire range shown. 

B) will employ the 7th unit of labor. 

C) will produce 35 units of the product. 

 

Question 19 – 

Consider the following statements: 

Statement 1: ―A natural monopoly exists when economies of scale are so pronounced that all of 
an industry’s demand should be supplied by one firm.‖ 

Statement 2: ―Monopoly is characterized by a single seller of a distinct product for which no 
good substitutes exist.‖ 



 
Statement 3: ―Average cost pricing is a form of regulation that is intended to force monopolists 
to reduce output to the point where the monopolist’s average total cost curve intersects its 
marginal cost curve.‖ 

Which of the following best describes the accuracy of these statements? 

  Statement 1 Statement 2 Statement 3 

  

A) 

Correct Correct Incorrect 

  

B) 

Correct Incorrect Correct 

  

C) 

Incorrect Correct Incorrect 

  

 

Question 20 – 

Which of the following regarding monopolistic competition is most accurate? 

A) Zero barriers to entry and exit exist. 

B) Each firm produces a differentiated product. 

C) There are very few independent sellers. 

 

Question 21 – 

Which of the following statements best explains how automatic stabilizers work? Even without a 
change in fiscal policy, automatic stabilizers tend to promote: 

A) 
a budget surplus during a recession and a budget deficit during an inflationary 
expansion. 

B) 
a budget deficit during a recession and a budget surplus during an inflationary 
expansion. 

C) a budget deficit during a recession but do not promote a budget surplus during an 



 

inflationary expansion. 

 

Question 22 

In a recent economic forum meeting, Jason Federmeyer of the Bank of Detroit, and Lawrence 
Lobovsky of the Bank of Tulsa, were discussing the demand for money and how it has changed 
over the years. Federmeyer made the following two statements to Lobovsky: 

Statement 1: Financial innovation has significantly affected the demand for money. The 
increased use of credit cards and debit cards, interest-bearing checking accounts, internet 
banking and even the large number of ATMs around the world have all helped to increase the 
demand for money above what it would have been if only the increase in real GDP were at 
work. 

Statement 2: Although the quantity of money demanded is largely determined by interest rates, 
the supply of money is determined by the central bank and is independent of interest rates. 

Are Statement 1 and Statement 2 as made by Federmeyer CORRECT? 

  Statement 1 Statement 2 

  

A) 

Incorrect Incorrect 

  

B) 

Correct Correct 

  

C) 

Incorrect Correct 

  

 

Question 23 

According to FASB, timeliness is a characteristic of: 

A) reliability. 



 

B) both relevance and reliability. 

C) relevance. 

 

Question 24 

An analyst is least likely to use disclosures of accounting policies and estimates to evaluate: 

A) what policies are likely to be modified in future periods. 

B) whether the disclosures have changed since the prior period. 

C) what policies are discussed. 

 

Question 25 – 

Which of the following best describes financial reporting and financial statement analysis? 

A) 
Financial reports assess a company’s past performance in order to draw conclusions 
about the company’s ability to generate cash and profits in the future. 

B) 
Financial reporting refers to how companies show their financial performance and 
financial analysis refers to using the information to make economic decisions. 

C) 
The objective of financial analysis is to provide information about the financial position 
of an entity that is useful to a wide range of users. 

 

Question 26 

Murray Company reported the following revenues and expenses for the year ended 2007: 

Sales revenue $200,000 

Wage expense 89,000 

Insurance expense 17,000 

Interest expense 10,400 

Depreciation expense 50,000 

Following are the related balance sheet accounts: 

    2007 2006 

Unearned revenue $15,600 $13,200 



 

Wages payable 5,400 6,600 

Prepaid insurance 1,200 0 

Interest payable 500 1,600 

Accumulated depreciation 95,000 45,000 

Calculate cash collections and cash expenses. 

  Cash collections Cash expenses 

  

A) 

$202,400 $58,100 

  

B) 

$202,400 $119,900 

  

C) 

$197,600 $119,900 

  

 

Question 27 

Juniper Corp. has the following transactions in 2005. 

 Juniper’s equipment with a book value of $55,000 was sold for $85,000 cash. 
 A parcel of land was purchased for $100,000 worth of Juniper common stock. 
 ABC company paid Juniper preferred dividends of $40,000. 
 Juniper declared and paid a $100,000 cash dividend. 
Using the indirect method, what is cash flow from financing (CFF) for Juniper for 2005? 

A) -$60,000. 

B) -$100,000. 

C) -$15,000. 

 



 
Question 28 

On December 31, 2004, JME Corporation had 350,000 shares of common stock outstanding. 
On September 1, 2005, an additional 150,000 shares of common stock were issued. In addition, 
JME had $10 million of 8% convertible bonds outstanding at December 31, 2004, which are 
convertible into 200,000 shares of common stock. Net income for 2005 was $3 million. 
Assuming an income tax rate of 40%, what amount should be reported as the diluted earnings 
per share for 2005? 

A) $5.00. 

B) $5.80. 

C) $6.00. 

 

Question 29 

Compared with firms that expense costs, firms that capitalize costs can be expected to report:  

A) higher asset levels and lower equity levels in the early years of the asset’s life.  

B) higher asset levels and higher equity levels in the early years of the asset’s life.  

C) lower asset levels and higher equity levels in the early years of the asset’s life. 

 

Question 30 

  Units Unit Price 

Beginning Inventory 699 $5.00 

Purchases 710 $8.00 

Sales 806 $15.00 

SGA Expenses $3,141 per annum   

Part 1) 

Determine the cost of goods sold using the weighted average method and also using the first in, 
first out (FIFO) method. 

  Weighted Average FIFO 

  



 

A) 

$4,986.02 $4,133.45 

  

B) 

$5,248.44 $4,351.00 

  

C) 

$4,351.00 $5,248.44 

  

Part 2) 
What is the ending inventory level in dollars using the FIFO method? 

A) $4,824.00. 

B) $6,160.00. 

C) $4,582.80. 

 

Question 31 – 

An analyst gathered the following data about a company: 

 Current liabilities are $300. 
 Total debt is $900. 
 Working capital is $200. 
 Capital expenditures are $250. 
 Total assets are $2,000. 
 Cash flow from operations is $400. 
If the company would like a current ratio of 2, they could: 

A) increase current assets by 100 or decrease current liabilities by 50. 

B) decrease current assets by 100 or increase current liabilities by 50. 

C) increase current assets by 100 or increase current liabilities by 50. 

 

Question 32 – 



 
Falcon Financial Group is considering the purchase of Company A or Company B based on a 
low price-to-book investment strategy that also considers differences in solvency. Selected 
financial data for both firms, as of December 31, 20X7, follows: 

in millions, except per-share data Company A Company B 

Current assets $3,000 $5,500 

Fixed assets $5,700 $5,500 

Total debt $2,700 $3,500 

Common equity $6,000 $7,500 

Outstanding shares 500 750 

Market price per share $26.00 $22.50 

The firms’ financial statement footnotes contain the following: 

 Company A values its inventory using the first in, first out (FIFO) method. 
 Company B’s inventory is based on the last in, first out (LIFO) method. Had Company B 

used FIFO, its inventory would have been $700 million higher. 
 Company A leases its manufacturing plant. The remaining operating lease payments total 

$1,600 million. Discounted at 10%, the present value of the remaining payments is $1,000 
million. 

 Company B owns its manufacturing plant. 
To make the firms financials ratios comparable, calculate the adjusted price-to-book ratios for 
Company A and Company B. 

  Company A Company B 

  

A) 

$2.17 $2.81 

  

B) 

$2.17 $2.06 

  

C) 

$1.63 $2.06 

  

 



 
Question 33 

Assume a firm with a debt to equity ratio of 0.50 and debt equal to $35 million makes a 
commitment to acquire raw materials with a present value of $12 million over the next 3 years. 
For purposes of analysis the best estimate of the debt to equity ratio should be: 

A) 0.500. 

B) 0.573. 

C) 0.671. 

 

Question 34 – 

In calculating the weighted average cost of capital (WACC), which of the following statements 
is least accurate? 

A) 
Different methods for estimating the cost of common equity might produce different 
results. 

B) 
The cost of preferred equity capital is the preferred dividend divided by the price of 
preferred shares. 

C) 
The cost of debt is equal to one minus the marginal tax rate multiplied by the coupon 
rate on outstanding debt. 

 

Question 35 – 

Which of the following statements about the discounted payback period is least accurate? The 
discounted payback: 

A) frequently ignores terminal values. 

B) method can give conflicting results with the NPV. 

C) period is generally shorter than the regular payback. 

 

Question 36 

Assume that a company has equal amounts of debt, common stock, and preferred stock. An 
increase in the corporate tax rate of a firm will cause its weighted average cost of capital 
(WACC) to: 

A) rise. 



 

B) more information is needed. 

C) fall. 

 

Question 37 – 

Which of the following statements best describes risk aversion? 

A) There is an indirect relationship between expected returns and expected risk. 

B) 
Given a choice between two assets of equal return, the investor will choose the asset 
with the least risk. 

C) The investor will always choose the asset with the least risk. 

 

Question 38 – 

Stock A has a standard deviation of 10%. Stock B has a standard deviation of 15%. The 
covariance between A and B is 0.0105. The correlation between A and B is: 

A) 0.55. 

B) 0.70. 

C) 0.25. 

 

Question 39 – 

An investor owns the following portfolio today. 

Stock 
Market 
Value 

Expected 
Annual 
Return 

R $2,000 17% 

S $3,200 8% 

T $2,800 13% 

The investor’s expected total rate of return (increase in market value) after three years 
is closest to: 

A) 36.0%. 



 

B) 40.5%. 

C) 12.0%. 

 

Question 40 

A portfolio manager adds a new stock that has the same standard deviation of returns as the 
existing portfolio but has a correlation coefficient with the existing portfolio that is less than +1. 
Adding this stock will have what effect on the standard deviation of the revised portfolio’s 
returns? The standard deviation will: 

A) increase. 

B) decrease. 

C) decrease only if the correlation is negative. 

 

Question 41 

Which of the following statements about the implications of tests for the efficient market 
hypothesis (EMH) is least accurate? 

A) 
The best way to measure the performance of investments professionals is against a 
randomly selected buy-hold strategy of stocks (assuming the same risk level). 

B) 
Other than corporate insiders and market specialists, most traders have monopolistic 
access to information, which rejects the strong-form EMH. 

C) 
By purchasing an index fund, an investor can match the market return and minimize 
costs. 

 

Question 42 – 

If a firm announces an unexpectedly large cash dividend, the efficient market hypothesis (EMH) 
would predict which of the following price changes at the announcement? 

A) No price change. 

B) An abnormal price change to occur before the announcement. 

C) An abnormal price change to occur at the time of the announcement. 

 



 
Question 43 – 

Which of the following statements about the efficient market hypothesis is least accurate? 

A) The evidence suggests that stock markets are weak-form efficient. 

B) Tests of independence in stock returns have found no autocorrelation. 

C) 
Studies of market anomalies have found a positive return between the Friday close 
and the Monday open, known as the weekend effect. 

 

Question 44 – 

An index was recently begun with the following two stocks: 

 Company A – 50 shares valued at $2 each. 
 Company B – 10 shares valued at $10 each. 
Given that the value-weighted index was originally set at 100 and Company A’s stock is 
currently selling for $4 per share while Company B’s stock is still at $10 per share, what is the 
current value of the price-weighted index and the value-weighted index? 

  Price-weighted Value-weighted 

  

A) 

8 150 

  

B) 

7 300 

  

C) 

7 150 

  

 

Question 45 – 

Which of the following is least likely an advantage of using price/sales (P/S) multiple? 

A) P/S multiples provide a meaningful framework for evaluating distressed firms. 



 

B) 
P/S multiples are not as volatile as P/E multiples and hence may be more reliable in 
valuation analysis. 

C) 
P/S multiples are more reliable because sales data cannot be distorted by 
management. 

 

Question 46 

An analyst gathered the following information about an industry. The industry beta is 0.9. The 
industry profit margin is 8%, the total asset turnover ratio is 1.5, and the leverage multiplier is 2. 
The dividend payout ratio of the industry is 50%. The risk-free rate is 7% and the expected 
market return is 15%. The industry P/E is closest to: 

A) 12.00. 

B) 22.73. 

C) 14.20. 

 

Question 47 – 

Assume that at the end of the next year, Company A will pay a $2.00 dividend per share, an 
increase from the current dividend of $1.50 per share. After that, the dividend is expected to 
increase at a constant rate of 5%. If an investor requires a 12% return on the stock, what is the 
value of the stock? 

A) $30.00. 

B) $31.78. 

C) $28.57. 

 

Question 48 – 

A Treasury bond due in one-year has a yield of 8.5%. A Treasury bond due in 5 years has a 
yield of 9.3%. A bond issued by General Motors due in 5 years has a yield of 9.9%. A bond 
issued by Exxon due in one year has a yield of 9.4%. The default risk premiums on the bonds 
issued by Exxon and General Motors are: 

  Exxon   General Motors 

  



 

A) 

0.1% 0.6% 

  

B) 

0.9% 0.6% 

  

C) 

0.1% 1.4% 

  

 

Question 49 – 

What would the marginal tax rate have to be for an investor to be indifferent between a 6% yield 
on tax exempt municipal bonds and a 10% corporate bond? 

A) 40%. 

B) 60%. 

C) 20%. 

 

Question 50 – 

If the volatility of interest rates increases, which of the following will experience the smallest 
price increase resulting from lower rates? 

A) Putable bond. 

B) Zero-coupon option-free bond. 

C) Callable bond. 

 

Question 51 

Consider the following two statements about putable bonds: 



 
Statement #1: As yields fall, the price of putable bonds will rise less quickly than similar option-
free bonds (beyond a critical point) due to the decrease in value of the embedded put option. 

Statement #2: As yields rise, the price of putable bonds will fall more quickly than similar option-
free bonds (beyond a critical point) due to the increase in value of the embedded put option. 

You should: 

A) agree with both statements. 

B) disagree with both statements. 

C) agree with only one statement. 

 

Question 52 – 

You are considering the purchase of a three-year annual coupon bond with a par value of 
$1,000 and a coupon rate of 5.5%. You have determined that the spot rate for year 1 is 5.2%, 
the spot rate for year two is 5.5%, and the spot rate for year three is 5.7%. What would you be 
willing to pay for the bond now? 

A) $937.66. 

B) $1,000.00. 

C) $995.06. 

 

Question 53 – 

Assume that the current price of a bond is 102.50. If interest rates increase by 0.5% the value of 
the bond decreases to 100 and if interest rates decrease by 0.5% the price of the bond 
increases to 105.5. What is the effective duration of the bond? 

A) 5.37. 

B) 5.50. 

C) 5.48. 

 

Question 54 – 



 
For a European call option X = 25 and a European call option X = 30 on the same stock with the 
same time to expiration it is true that, when the 30 call is at- or in-the-money, the strongest 
statement we can make is the: 

A) 30 call is worth at least as much as the 25 call. 

B) value of the 25 call is greater than or equal to the value of the 30 call. 

C) value of the 25 call is greater than the value of the 30 call. 

 

Question 55 – 

The value of an interest-rate call option at expiration is zero or the: 

A) 
present value of, the market rate minus the exercise rate, adjusted for the period of 
the rate, times the principal amount. 

B) 
market rate minus the exercise rate, adjusted for the period of the rate, times the 
principal amount. 

C) 
exercise rate minus the market rate, adjusted for the period of the rate, times the 
principal amount. 

 

Question 56 – 

James Anthony has a short position in a put option with a strike price of $94. If the stock price is 
below $94 at expiration, what will happen to Anthony’s short position in the option? 

A) The person who is long the put option will not exercise the put option. 

B) He will let the option expire. 

C) 
He will have the option exercised against him at $94 by the person who is long the 
put option. 

 

Question 57 – 

Which of the following statements best describes the fund-of-funds (FOF) class of hedge funds? 
A fund of funds: 

A) allows smaller investors to access the hedge funds market. 

B) is an open-end mutual fund that primarily invests in other open-end funds. 



 

C) 
is open to institutional investors for the purpose of seeking arbitrage situations in 
hedge fund pricing. 

 

Question 58 – 

Jillian Best is choosing between two mutual funds. Fund A has a front-end load of 4%, a net 
asset value (NAV) of $60.00, and an expected return of 13.0%. Fund B has a redemption fee of 
1.5%, a NAV of $27, and an expected return of 10%. Jillian will invest $50,000 in either fund. 
Which of the following statements is most accurate if Jillian has a 6-month holding period? The: 

A) investor is better off with the front-end load fund by $120.00. 

B) investor is better off with the redemption fee fund by $592.50. 

C) investor is better off with the redemption fee fund by $712.50. 

 

Question 59 – 

Which statement about mutual funds is most accurate? 

A) The liquidity of an open-end fund is provided by the open market. 

B) 
The redemption fee for a closed-end fund is the commission charged on the sale and 
a portion of the bid/ask spread of the shares. 

C) Some open-end funds charge no fees. 

 


