
CFA Practice Questions

Ethical and Professional Standards

Question: Which of the following is most likely a violation of CFA Institute Standards of
Professional Conduct?

Answer: Using material nonpublic information to benefit in investment decision-making

Question: Under the CFA Institute's Code of Ethics, members must:

Answer: Promote the integrity of, and uphold the rules governing, capital markets

Question: According to the CFA Institute Standards of Professional Conduct, an analyst
must:

Answer: Separate personal investments and trading activities from those of their
employer to avoid conflicts of interest

Question: An investment manager who uses client funds to purchase securities for their
own account is most likely violating which CFA Standard?

Answer: Duties to Clients

Question: When referring to performance information to prospective clients, a CFA
charterholder must ensure that:

Answer: All presentations of performance information are fair, accurate, and complete

Question: The use of material nonpublic information to make investment decisions is:

Answer: Prohibited by CFA Institute Standards of Professional Conduct

Question: Priority of transactions in compliance with CFA Institute standards means:

Answer: Client transactions must take precedence over transactions in accounts in which
a member or candidate has a beneficial ownership

Question: A CFA candidate sharing multiple-choice exam questions with a study group
after taking the exam is:

Answer: A violation of CFA Institute Standards of Professional Conduct

Question: Accepting gifts from clients under the CFA Institute's ethical guidelines is:

Answer: Allowed if disclosed to the employer and does not conflict with the member's duty
to clients

Question: According to the CFA Institute's Code of Ethics, members should strive to:

Answer: All of the above
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Question: Under the CFA Institute Standards of Professional Conduct, which of the
following is least likely a requirement for CFA members?

Answer: Avoiding all conflicts of interest

Question: According to the CFA Institute's Standards of Professional Conduct, which of
the following must a member or candidate NOT do?

Answer: Engage in conduct that reflects negatively on their integrity or fitness as a
finance professional

Question: CFA Institute's Standard regarding Preservation of Confidentiality requires
members and candidates to:

Answer: Always protect confidential information, only disclosing it when such disclosure is
legally required or allowed by the client

Question: The Standard of Professional Conduct regarding Investment Analysis,
Recommendations, and Actions most likely requires CFA members to:

Answer: Distinguish between fact and opinion in the presentation of investment analysis
and recommendations

Question: The 'Misrepresentation' standard set by the CFA Institute prohibits members
from:

Answer: Guaranteeing a specific return on investments

Question: Which of the following actions is most likely a violation of the CFA Institute
Standards of Professional Conduct?

Answer: Using material nonpublic information to make a trade decision for a client's
portfolio.

Question: Under the CFA Institute's Code of Ethics, members are required to:

Answer: Place the integrity of the investment profession and the interests of clients above
their own personal interests.

Question: According to the CFA Institute Standards of Professional Conduct, which of the
following must a CFA charterholder disclose to their employer?

Answer: Personal investments and trading activities that might conflict with the employer's
interests.

Question: When referring to performance data in an advertisement, the CFA Institute
Standards require a CFA charterholder to:

Answer: Provide all relevant disclosures to ensure that the advertisement is not
misleading.

Question: A CFA charterholder comes across non-public information that could affect a
stock's price. According to CFA Institute Standards, what is the appropriate course of
action?

Answer: Not act on or disclose the information until it is publicly available.
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Question: According to the CFA Institute, the duty of loyalty to clients involves:

Answer: Ensuring that client interests take precedence over the interests of the CFA
charterholder or the charterholder's employer.

Question: In order to comply with CFA Institute standards regarding investment analysis,
recommendations, and actions, a CFA charterholder must:

Answer: Use reasonable judgment and exercise diligence in making investment
decisions.

Question: When managing conflicts of interest, CFA Institute's Standards of Professional
Conduct require a CFA charterholder to:

Answer: Identify, disclose, and manage conflicts of interest to ensure fair treatment to all
clients.

Question: According to the CFA Institute Standards of Professional Conduct, priority of
transactions should be given in which of the following orders?

Answer: Client transactions, employer transactions, personal transactions.

Question: Which of the following actions is most likely to violate CFA Institute's Standard
of Professional Conduct regarding misconduct?

Answer: Engaging in any conduct that involves lying, cheating, stealing, or other
dishonest conduct.

Question: According to the CFA Institute's Standards of Professional Conduct, when may
a member or candidate disclose confidential information?

Answer: When the information concerns illegal activities and is disclosed to the proper
authorities.

Question: Under the CFA Institute Standards of Professional Conduct, which of the
following is considered a duty to clients?

Answer: Maintaining loyalty, prudence, and care.

Question: A CFA Institute member suspects that a coworker is manipulating market
prices. According to the CFA Institute's Standard of Professional Conduct, what is the most
appropriate first action?

Answer: Disassociate from any activity related to the manipulation.

Question: Which of the following best describes a member's obligation under the CFA
Institute's Professional Conduct Program?

Answer: To cooperate with any investigation into their professional conduct or the conduct
of others.

Question: Which of the following scenarios most likely represents a violation of the CFA
Institute's Standard concerning reference to CFA Institute, the CFA designation, and the
CFA program?

Answer: A charterholder stating that earning the CFA charter guarantees superior
investment performance.
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Question: In the context of the CFA Institute's Standards of Professional Conduct, which
of the following best describes the standard of 'Independence and Objectivity'?

Answer: Members and candidates must use reasonable care and judgment to achieve
and maintain independence and objectivity in making investment decisions.

Question: According to the CFA Institute's Standards of Professional Conduct, which of
the following activities is least likely to be considered a violation of the duty of loyalty to
clients?

Answer: Recommending financial products that are suitable and meet the client's financial
objectives, even if they are not the lowest cost options.

Question: A member provides investment advisory services and decides to recommend a
security to clients. The member owns a significant position in this security. According to the
Standards of Professional Conduct, which of the following actions best aligns with the
member's obligations?

Answer: The member discloses their ownership in the security and any potential conflicts
of interest to clients before proceeding with the recommendation.

Question: Under the CFA Institute's Code of Ethics, members have an obligation to:

Answer: Protect the integrity of capital markets by promoting fair and transparent
practices.

Question: Which of the following actions is most likely a violation of the CFA Institute
Standards of Professional Conduct?

Answer: Using material nonpublic information to inform investment decisions

Question: An analyst writes a research report on a company and includes a strong buy
recommendation. After submitting the report for review, the analyst purchases shares of
the company before the report is published. According to the CFA Institute Standards of
Professional Conduct, which standard is most likely violated?

Answer: Priority of Transactions

Question: Under the CFA Institute's Standards of Professional Conduct, members are
required to take reasonable care to achieve and maintain independence and objectivity.
Which of the following actions best demonstrates compliance with this requirement?

Answer: Declining a gift from a company that is the subject of a research report

Question: According to the CFA Institute Standards of Professional Conduct, which of the
following activities is permitted?

Answer: Participating in an investment strategy that involves frequent trading to exploit
short-term price movements

Question: A CFA charterholder neglects to check the updated list of sanctioned countries
before executing trades and inadvertently invests in securities from a country under
international sanctions. Which aspect of the CFA Institute Standards of Professional
Conduct does this most likely violate?

Answer: Knowledge of the Law
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Question: When referring to the Code of Ethics, the obligation to "seek to avoid conflicts
of interest" most directly applies to which of the following actions?

Answer: A portfolio manager trading securities for their account in a way that benefits their
personal investments

Question: The Standard regarding Priority of Transactions requires that:

Answer: Members and candidates must always put client transactions ahead of their own

Question: A member learns about a significant forthcoming merger between two
companies through a family member working at one of the companies. The member then
proceeds to trade shares based on this information. This action is a violation of the
Standards related to:

Answer: Material Nonpublic Information

Question: The CFA Institute's Standards concerning guidance for independence and
objectivity are formulated to help professionals:

Answer: Analyze investments without bias from personal feelings or financial pressures

Question: Which of the following best describes a situation involving 'mosaic theory'?

Answer: Using public and non-material non-public information to analyze stocks.

Question: According to the CFA Institute's Code of Ethics and Standards of Professional
Conduct, which of the following practices is most likely to preserve the confidentiality of
client information?

Answer: Obtaining written consent from clients before divulging their information, except
as required in legal circumstances.

Question: An investment manager uses a client's funds to buy securities for the
manager's personal account before purchasing the same securities for the client. This
practice is known as:

Answer: Front running

Question: If a CFA charterholder is asked to undertake an activity that goes against their
professional judgement, the standards suggest they should:

Answer: Decline to undertake the activity.

Question: Which of the following actions is most likely to be considered a violation of CFA
Institute's Standards of Professional Conduct?

Answer: Not disclosing to an employer compensation arrangements related to services
that may create a conflict of interest with the employer's interest.

Question: Under the CFA Institute Code of Ethics and Standards of Professional Conduct,
members must:

Answer: Maintain knowledge of and comply with all applicable laws, rules, and
regulations of any government, regulatory organization, licensing agency, or professional
association governing their professional activities.
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Question: According to the CFA Institute's Standards of Professional Conduct, which of
the following is likely to impair independence and objectivity?

Answer: Accepting a gift that exceeds the monetary value threshold established by the
member's or candidate’s employer and not disclosing it to their employer.

Question: In order to maintain and improve professional competence, CFA Institute
members and candidates are required to:

Answer: Engage in lifelong learning in the context of their professional activities.

Question: A CFA candidate comes across non-material information that could have a
slight impact on a stock's price if it were widely known. According to the CFA Institute's
Standards of Professional Conduct, the candidate should:

Answer: Not trade on or encourage others to trade on the information.

Question: The CFA Institute Standards of Professional Conduct requires members to
disclose to clients and prospective clients:

Answer: Significant limitations and risks associated with the investment process.

Question: Which of the following best describes a member's duty under the CFA Institute
Standards concerning confidentiality?

Answer: Members and candidates must keep information about current, former, and
prospective clients confidential unless the information concerns illegal activities.

Question: Priority of transactions is most closely related to:

Answer: Ensuring fair treatment and best execution for clients' trades before personal
trades.

Question: A CFA member observes unethical behavior by a colleague that could
potentially harm clients. According to the CFA Institute's Standards of Professional
Conduct, the member should first:

Answer: Follow the firm’s established compliance procedures to address the violation.

Question: Which of the following actions is least likely to violate the CFA Institute's
Standard of Professional Conduct?

Answer: Accepting a gift from a client that is based on investment performance

Question: An investment manager who possesses material nonpublic information about a
security must:

Answer: Notify their supervisor and refrain from trading while the information remains
nonpublic

Question: Under the CFA Institute's Code of Ethics and Standards of Professional
Conduct, members are required to:

Answer: Act with integrity, competence, diligence, respect, and in an ethical manner with
the public, clients, prospective clients, employers, and employees
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Question: When it comes to conflicts of interest, the CFA Institute's Standards of
Professional Conduct require an analyst to:

Answer: Always disclose conflicts to employers, clients, and prospective clients

Question: According to the CFA Institute, the practice of 'marking the close' refers to:

Answer: Buying or selling securities at the close of the trading day to affect the closing
price

Question: Which of the following actions is most likely a violation of CFA Institute's
Standard of Professional Conduct?

Answer: Referring to the CFA designation as a guarantee of performance.

Question: A CFA charterholder accidentally comes across confidential financial
information of a competitor. According to the CFA Institute's Standards of Professional
Conduct, what is the most appropriate action?

Answer: Notify their supervisor and avoid acting or causing others to act on the
information.

Question: Regarding the CFA Institute's Code of Ethics, which of the following actions
best demonstrates a CFA charterholder placing the integrity of the investment profession
and the interests of clients above their own personal interests?

Answer: Refusing all gifts and entertainment that do not comply with the charterholder's
firm's written policies and procedures.

Question: According to the CFA Institute's Standards of Professional Conduct, which of
the following scenarios regarding Professionalism requires a CFA Charterholder to
dissociate from a company?

Answer: The company provides misleading marketing materials to clients.

Question: In accordance with the CFA Institute's Standards of Professional Conduct,
when managing a client's assets, a CFA charterholder:

Answer: Should make investment decisions that align with the stated objectives and
constraints of the client.

Question: Under CFA Institute's Standards of Professional Conduct, a member discovers
a significant error in a monthly report sent to clients. Which of the following is the most
appropriate next step?

Answer: Correct the error and notify the affected clients immediately.

Question: Which of the following is considered a best practice under CFA Institute's
Standard regarding Investment Analysis, Recommendations, and Actions?

Answer: Using a reasonable and adequate basis, supported by appropriate research and
investigation, for investment analyses.

Question: Regarding the duties of a CFA member to their employer, the Standard of
Professional Conduct most likely requires:
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Answer: Prior written consent from all parties involved before undertaking independent
practice in competition with their employer.

Question: Which of the following is NOT a component of the CFA Institute Code of
Ethics?

Answer: Avoid any actions that discredits the profession.

Question: An analyst accidentally discovers confidential information about an upcoming
company merger. According to CFA Standards, what is the most appropriate action?

Answer: Do not act on the information and maintain confidentiality.

Question: A portfolio manager uses a client's funds to buy shares for their own account
before purchasing the shares for the client. This action is an example of:

Answer: Front running.

Question: According to the CFA Institute Standards of Professional Conduct, which action
regarding personal investments is most appropriate for members and candidates?

Answer: Members and candidates should prioritize their employer's trade before their own
trades in the same securities.

Question: Which of the following best describes the ethical standard regarding
independence and objectivity according to the CFA Code and Standards?

Answer: Members should avoid any relationships that compromise their ability to make
unbiased and objective recommendations.

Question: A CFA charterholder who comes across a conflict of interest while performing
professional activities should:

Answer: Disclose the conflict in writing to all affected parties.

Question: According to the CFA Institute Standards, when referring to analysis results, a
member must NOT:

Answer: Guarantee the accuracy of third-party data.

Question: Members must not accept gifts, benefits, compensation, or consideration that
competes with, or might reasonably be expected to create a conflict with, their employer’s
interest unless:

Answer: Prior written consent is received from all involved parties.

Question: According to the CFA Institute's Code of Ethics, members must act with
integrity, competence, diligence, and respect, and in an ethical manner with:

Answer: The public, clients, prospective clients, employers, and employees.

Question: Which of the following actions is least likely to be in violation of CFA Institute
Standards of Professional Conduct?

Answer: Making investment recommendations consistent with a client's financial goals
and risk tolerance.
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Question: Under the CFA Institute's Professional Conduct Program, which of the following
is not a disciplinary sanction?

Answer: A monetary fine.

Question: According to the CFA Institute Standards of Professional Conduct, which of the
following is required to maintain the confidentiality of client information?

Answer: Confidentiality must be maintained unless disclosure is required by law.

Question: When referring to the Code of Ethics and Standards of Professional Conduct,
which of the following is not a component of the Code of Ethics?

Answer: Ensure that the investment analysis, recommendations, and actions are free of
conflicts of interest.

Question: According to the Standards of Professional Conduct, Priority of Transactions
requires that:

Answer: Members and Candidates must give priority to clients over their own personal
transactions.

Question: Which of the following statements about the CFA Institute Code of Ethics is
INCORRECT?

Answer: Members should guarantee the performance of investments they recommend to
ensure client satisfaction.

Question: Under the CFA Institute's Standards of Professional Conduct, the responsibility
to seek best execution for client trades means:

Answer: Seeking the most favorable terms for a transaction given the circumstances.

Question: Maintaining the confidentiality of client information is a requirement under the
CFA Institute Standards of Professional Conduct unless:

Answer: All of the above.

Question: Which of the following best exemplifies the concept of 'Independence and
Objectivity' as required by the CFA Institute Standards of Professional Conduct?

Answer: Paying for one's own travel expenses to a company site visit, rather than
allowing the company being analyzed to pay for the trip.

Question: According to the CFA Institute Standards of Professional Conduct, which of the
following is permitted when referencing the CFA designation?

Answer: Using the CFA designation to indicate the individual has passed all three levels
of the CFA exam and has agreed to adhere to the CFA Institute Code of Ethics and
Standards of Professional Conduct.

Question: Which of the following actions is most likely a violation of CFA Institute
Standards of Professional Conduct?

Answer: Using material nonpublic information to make a trade for a family member's
account.
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Question: An analyst neglects to review a company's annual report before making a
recommendation to clients. According to the CFA Institute Standards of Professional
Conduct, this analyst has most likely violated the standard relating to:

Answer: Diligence and Reasonable Basis.

Question: When must a CFA Institute member disclose conflicts of interest to clients and
prospects?

Answer: At all times, irrespective of whether it actually compromises the member's
objectivity or independence.

Question: Which of the following situations most likely represents a breach of
confidentiality under CFA Institute Standards of Professional Conduct?

Answer: Discussing confidential client information with a spouse.

Question: A portfolio manager uses a client's funds to buy shares for his own account
before purchasing the shares for the client. This action is considered:

Answer: A violation of the Priority of Transactions standard.

Question: Which of the following actions best demonstrates compliance with CFA Institute
Standard I(C) - Misrepresentation?

Answer: Referencing the CFA designation in a manner that implies an ability to achieve
superior returns.

Question: Under the CFA Institute's Code of Ethics, members are required to:

Answer: Practice and encourage others to practice in a professional and ethical manner.

Question: Which of the following scenarios is MOST likely to be in violation of CFA
Institute Standard IV(B) - Additional Compensation Arrangements?

Answer: Receiving a performance-based bonus directly from a client, in addition to
regular employment compensation, without written consent from all parties involved.

Question: A CFA charterholder is most likely to have violated Standard III(E) -
Preservation of Confidentiality, if they:

Answer: Discuss client information with a new employer, without the client's permission,
as part of explaining their client management strategy.

Question: According to CFA Institute Standard I(B) - Independence and Objectivity,
members must:

Answer: Pay strict adherence to maintaining independence and objectality, avoiding any
relationships, gifts, or compensation arrangements that could impair their decision-making
process.

Question: Which of the following best describes members' obligations under CFA Institute
Standard VII(B) - Reference to CFA Institute, the CFA Designation, and the CFA Program?

Answer: Members must not exaggerate the meaning or implications of membership in
CFA Institute, holding the CFA designation, or candidacy in the CFA Program.

CFA Pracbook.com

Page 10 of 54 https://pracbook.com/cfa-practice-test/



Question: Which of the following actions is most likely a violation of CFA Institute
Standard of Professional Conduct?

Answer: Using material nonpublic information to make a trade for their own account.

Question: An analyst accidentally discovers confidential information about a company's
financial performance before it is publicly disclosed. According to the CFA Institute
Standards of Professional Conduct, what is the most appropriate action for the analyst to
take?

Answer: Report the information to their supervisor and refrain from trading on it.

Question: Under the CFA Institute's Code of Ethics, members are required to:

Answer: Promote the integrity of capital markets by adhering to high ethical standards.

Question: Regarding conflicts of interest, the CFA Institute Standards of Professional
Conduct require a member to:

Answer: Make full and fair disclosure of all matters that could reasonably be expected to
impair independence and objectivity or interfere with respective duties to clients and
employers.

Question: A CFA charterholder uses a complex quantitative model to manage client
portfolios. According to the CFA Institute Standards of Professional Conduct, which of the
following actions is required for compliance when communicating with clients about the
model?

Answer: Explain the model and its assumptions in a manner that allows clients to make
informed decisions.

Question: A portfolio manager learns about a significant upcoming corporate acquisition
from a trusted source before it is publicly announced. According to the CFA Institute
Standards of Professional Conduct, the manager should:

Answer: Inform the firm's compliance department and refrain from acting on the
information.

Question: According to the CFA Institute's Code of Ethics, analysts must avoid activities
that can lead to or suggest:

Answer: A conflict of interest with the analyst's ability to act in their clients' best interest.

Question: An investment professional receives a gift from a client for outstanding service.
According to the CFA Institute Standards of Professional Conduct, the professional should:

Answer: Accept the gift but disclose the information to their employer.

Question: Under the CFA Institute's Code of Ethics, members are required to put the
integrity of the investment profession and the interests of clients:

Answer: Above their own personal interests.

Question: The CFA Institute Standards of Professional Conduct state that members and
candidates must give priority to:
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Answer: Investment transactions for clients and employers over their own personal
transactions.

Question: In accordance with the Standard of 'Confidentiality', CFA members and
candidates are NOT permitted to:

Answer: Disclose confidential client information to third parties without specific consent.

Question: Which of the following is considered a violation of the CFA Institute's Standard
related to 'Market Manipulation'?

Answer: Spreading false rumors to influence the price of a security.

Question: An analyst most likely violates CFA Institute Standards of Professional Conduct
by:

Answer: Failing to disclose to their employer a brokerage account at another firm that is in
the analyst's name.

Question: According to the CFA Institute's Standards of Professional Conduct, which of
the following is permissible?

Answer: Not divulging material nonpublic information to anyone outside of those who
need to know the information for corporate purposes.

Question: A CFA charterholder forgot to renew their membership with the CFA Institute
but continues to list the CFA designation on their business card. This action is:

Answer: A violation of the CFA Institute Standards of Professional Conduct.

Question: A portfolio manager uses an economic forecasting model that is also available
to the public. Under CFA Institute Standards, the manager:

Answer: Does not have to disclose the use of this model to clients since the information is
publicly available.

Question: Maintaining confidentiality of client information is a staple of ethical conduct. In
which of the following situations is it acceptable to disclose such information?

Answer: Both of the above are acceptable situations to disclose client information.

Question: Which of the following is most likely a violation of the CFA Institute's Code of
Ethics and Standards of Professional Conduct?

Answer: Sharing non-public information about a company's upcoming earnings report
with a colleague.

Question: A CFA charterholder accidentally discovers non-public, material information
about a company in which they hold stock. According to the CFA Institute's Standards of
Professional Conduct, the charterholder should:

Answer: Inform their supervisor or compliance department about the accidental discovery
and refrain from trading.

Question: According to the CFA Institute's Standards of Professional Conduct, which of
the following statements regarding investment analysis is true?
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Answer: Charterholders must inform clients about the risks associated with an investment
recommendation.

Question: Under the CFA Institute's Code of Ethics and Standards of Professional
Conduct, members are required to:

Answer: Maintain and improve their professional competence.

Question: Which action by a CFA charterholder best demonstrates compliance with the
duty of loyalty to clients?

Answer: Ensuring fair and equitable treatment of all clients when disseminating
investment recommendations.

Question: A CFA charterholder is offered a gift from a client for exceeding performance
benchmarks. According to CFA Institute standards, the charterholder should:

Answer: Accept the gift and immediately disclose its receipt to their employer.

Question: Which of the following actions is most likely a violation of CFA Institute's
Standards of Professional Conduct?

Answer: Sharing performance data with a potential client that is accurate but not
compliant with GIPS standards.

Question: Which of the following scenarios best demonstrates a CFA member upholding
their duty to clients in accordance with CFA Institute's Standards of Professional Conduct?

Answer: A financial advisor ensures that investments are suitable to their clients' financial
situations, objectives, and constraints before making recommendations.

Question: In order to uphold the confidentiality of client information in accordance with
CFA Institute's Standards of Professional Conduct, an analyst should:

Answer: Seek permission from the client before disclosing information to third parties,
unless required by law.

Question: Which action best aligns with the CFA Institute's guidance on investment
analysis, recommendations, and actions?

Answer: Conducting thorough, independent analysis before making investment
recommendations or taking action.

Question: A CFA charterholder, when referencing performance in client presentations,
must:

Answer: Make reasonable efforts to ensure that the presentation is fair, accurate, and
complete.

Question: Which of the following actions is least likely to violate the CFA Institute
Standard concerning Misrepresentation?

Answer: Summarizing the conclusions of a research report without presenting the
supporting data.
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Question: Under the CFA Institute Standards of Professional Conduct, members must
disclose conflicts of interest to clients and prospects:

Answer: Regardless of whether they believe the conflict will affect their impartiality.

Question: According to the CFA Institute Code of Ethics, members should place the
integrity of the investment profession and the interests of clients:

Answer: Above their own personal interests.

Question: An analyst making investment recommendations in a report must:

Answer: Provide a full rationale for the recommendations including all relevant risk
factors.

Question: Under the Code and Standards, the duty to act for the benefit of clients is:

Answer: Primary over the duty to employer when the two are in conflict.

Question: A CFA charterholder is revising a financial model for a company after a
significant accounting error was found in the company's books. The most appropriate
action would be to:

Answer: Communicate the potential impact of the error on investment recommendations
to all interested parties immediately.

Question: According to the CFA Institute's Professional Conduct Program, an allegation of
misconduct by a member will most likely result in:

Answer: An investigation to determine if there is a violation of the Code and Standards.

Question: Which one of the following is most likely to be considered a violation of the CFA
Institute Standards of Professional Conduct?

Answer: Sharing client information with a third-party service provider without client's
express permission.

Question: An analyst suspects that some confidential information about an analysis
model might have been inadvertently shared with a competitor. According to the CFA
Institute Standards of Professional Conduct, what is the FIRST step the analyst should
take?

Answer: Discuss the matter with the supervisor or compliance department.

Question: Under the CFA Institute's Code of Ethics, Members and Candidates are
required to:

Answer: Place the integrity of the investment profession and the interests of clients above
their own personal interests.

Question: According to the CFA Institute Standards of Professional Conduct, which of the
following practices is permitted regarding referral fees?

Answer: Disclosing the receipt and payment of referral fees to clients and prospects.

Question: A CFA candidate finds a significant error in a financial model they developed for
valuing securities that could potentially alter investment recommendations. According to
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the CFA Institute's Code and Standards, the candidate should:

Answer: Correct the error, document the changes, and communicate the correction to all
affected parties promptly.

Question: When considering potential investments in securities, a chartered financial
analyst comes across non-public information that could influence the market price of the
securities positively. According to the CFA Institute Standards of Professional Conduct, the
analyst should:

Answer: Avoid acting or causing others to act on the information until it is publicly
disclosed.

Question: A financial analyst regularly publishes research reports. It has come to light that
in some instances, the analyst's recommendations were influenced by the promise of
future business from the companies being analyzed. According to the CFA Institute
Standards of Professional Conduct, this situation most likely violates standards related to:

Answer: Objective and Independent.

Question: Which of the following actions is most likely a violation of CFA Institute's
Standards of Professional Conduct?

Answer: Using material nonpublic information to make trade decisions for clients.

Question: A CFA member discovers a significant error in a published research report that
could change the report's investment recommendation. According to the CFA Institute's
Standards of Professional Conduct, the member should:

Answer: Correct the error and inform clients who received the report about the correction.

Question: Under the CFA Institute's Standards of Professional Conduct, which of the
following is least likely considered a violation?

Answer: Accepting a modest gift from a client who is pleased with portfolio performance.

Question: According to the CFA Institute Standards of Professional Conduct, which action
by a CFA charterholder is most likely a violation of their duty to clients?

Answer: Recommending an investment that is suitable for the majority of clients but not
all.

Question: A CFA charterholder uses a complex quantitative model to select stocks. The
model has historically produced strong results but uses proprietary techniques. When
marketing this strategy, the charterholder should:

Answer: Provide sufficient information to investors to allow them to understand the
general principles behind the model without revealing proprietary information.

Question: Concerning the performance presentation to prospective clients, the CFA
Institute's Standards of Professional Conduct require a CFA charterholder to:

Answer: Provide information that is fair, accurate, and complete.

Question: Which of the following actions is least likely to be considered a violation of the
CFA Institute Standards of Professional Conduct?
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Answer: Referring to oneself as a CFA in a manner that suggests the designation denotes
a skill level

Question: A CFA charterholder accidentally discovers nonpublic, material information
about a publicly traded company and makes a trade based on that information. According
to the CFA Institute Standards of Professional Conduct, the charterholder has:

Answer: Violated the standards because using any nonpublic information is prohibited

Question: When it comes to conflict of interest, the CFA Institute Standards of
Professional Conduct require members to:

Answer: Disclose all conflicts to their employer, clients, and prospective clients

Question: According to the CFA Institute's Standards of Professional Conduct, prioritizing
a high-net-worth client's trade over another client's because the first client generates more
fees for the firm is:

Answer: A violation because it discriminates against clients

Question: Which of the following is true about a CFA charterholder's responsibility
concerning the Code and Standards?

Answer: A charterholder must not knowingly participate or assist in any actions that
violate the Code and Standards

Question: Under the CFA Institute's Standards of Professional Conduct, which of the
following actions is most accurate regarding performance presentation to prospective
clients?

Answer: Performance must be presented in a fair and accurate manner, considering the
context in which it is shown

Question: In the context of research reports, the Standards of Professional Conduct of
the CFA Institute require an analyst to:

Answer: Distinguish between fact and opinion in their analysis

Economics

Question: The real exchange rate measures:

Answer: The ratio of domestic prices to foreign prices, adjusted for the exchange rate.

Question: Which of the following is most likely a normative economic statement?

Answer: The government should lower taxes to increase economic growth.

Question: If the price elasticity of demand for a good is 0.5, then a 10 percent increase in
price will decrease the quantity demanded by:

Answer: 5 percent.

Question: Which of the following is an example of a contractionary fiscal policy?
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Answer: An increase in taxes.

Question: According to the quantity theory of money, if the money supply grows at 10%,
real GDP grows at 3%, the velocity of money is unchanged, what is the inflation rate?

Answer: 7%

Question: Which of the following best describes the term 'structural unemployment'?

Answer: Unemployment that occurs when workers lack skills needed for available jobs.

Question: According to the theory of comparative advantage, a country should:

Answer: Produce goods in which it is most efficient, even if it is more efficient than other
countries in producing all goods.

Question: If the interest rate decreases, what is likely to happen to investment spending?

Answer: It will increase.

Question: Which of the following is a characteristic of monopolistic competition?

Answer: There are many firms and few barriers to entry.

Question: An increase in the supply of a good will lead to a(n):

Answer: Decrease in price and an increase in quantity demanded.

Question: What does the term 'GDP deflator' refer to?

Answer: A measure of inflation or deflation in the economy

Question: Which of the following best describes 'comparative advantage'?

Answer: The ability to produce a good at a lower opportunity cost than another entity

Question: Which of the following is not a function of money?

Answer: Barrier to trade

Question: What does the Phillips Curve illustrate?

Answer: The trade-off between inflation and unemployment in an economy

Question: What term is used to describe the situation when the interest rate banks charge
each other for overnight loans of federal funds meets the target set by the central bank?

Answer: Federal funds effective rate

Question: Which of the following is an example of a contractionary fiscal policy?

Answer: Reducing government spending

Question: What happens in the foreign exchange market when a currency appreciates?

Answer: Exports become more expensive and imports become cheaper
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Question: In the context of macroeconomics, what does the term 'stagflation' refer to?

Answer: A combination of stagnant economic growth, high inflation, and high
unemployment

Question: What is the economic principle indicating that resources are limited and cannot
meet all human wants?

Answer: Scarcity

Question: If the government increases interest rates, what is the likely impact on
aggregate demand?

Answer: Decrease

Question: What does the Lorenz Curve illustrate?

Answer: Income or wealth distribution within a population

Question: Which of the following is not a function of money?

Answer: Guarantee of social welfare

Question: According to the Quantity Theory of Money, what is the result of increasing the
money supply?

Answer: Increase in overall price level

Question: Which of the following best defines 'monetary policy'?

Answer: The actions of a central bank, currency board, or other regulatory committees
that determine the size and rate of growth of the money supply

Question: In Keynesian economics, how can government influence demand and reduce
unemployment?

Answer: By increasing government spending

Question: What does the Phillips Curve illustrate?

Answer: The relationship between inflation and unemployment

Question: What is meant by 'Purchasing Power Parity'?

Answer: The price level at which domestic and foreign goods have the same price when
priced in the same currency

Question: Which of the following best describes the distinction between normative and
positive economics?

Answer: Normative economics studies what ought to be, while positive economics studies
what is.

Question: Which of the following is NOT a key function of the financial system?

Answer: To ensure equal distribution of income among citizens
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Question: If the price elasticity of demand for a product is less than 1, the demand for the
product is described as:

Answer: Inelastic

Question: Monetary policy influences the economy primarily through changes in:

Answer: The money supply and interest rates

Question: According to the law of demand, ceteris paribus, if the price of a commodity
falls, then:

Answer: The quantity demanded of the commodity rises

Question: What does the Phillips curve show the relationship between?

Answer: Inflation and unemployment

Question: Which of the following is an example of a contractionary fiscal policy?

Answer: An increase in corporate taxes

Question: The concept of 'diminishing marginal utility' implies that:

Answer: Each additional unit of a good or service consumed yields less additional utility
than the previous unit.

Question: What is the primary focus of microeconomics?

Answer: The behavior of individual markets and agents

Question: What does the term 'marginal cost' refer to in the context of production?

Answer: The cost of producing one more unit of a good

Question: According to the law of demand, what is the relationship between price and
quantity demanded?

Answer: Inversely proportional

Question: In the context of exchange rates, what does PPP stand for?

Answer: Purchasing Power Parity

Question: What signifies a contraction in the business cycle?

Answer: A decline in economic activity across the economy

Question: Which of the following is an example of a non-tariff barrier?

Answer: Import quotas

Question: What is the primary goal of monetary policy?

Answer: To ensure price stability and control inflation

Question: Which of the following best describes 'fiscal policy'?
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Answer: Government spending policies that influence macroeconomic conditions

Question: What factor primarily causes currency appreciation?

Answer: Increased demand for a country's goods and services

Question: What does the Lorenz Curve illustrate?

Answer: The distribution of income across a population

Question: In economics, what is 'deadweight loss'?

Answer: The reduction in total surplus that results from a market distortion, such as a tax

Question: What is the primary objective of monetary policy?

Answer: To ensure price stability

Question: What happens to the value of a country's currency when it runs a trade
surplus?

Answer: The value increases

Question: According to the quantity theory of money, what is the effect of an increase in
the money supply, holding everything else constant?

Answer: Increase in the price level

Question: In the context of exchange rates, what is 'purchasing power parity'?

Answer: A theoretical exchange rate that allows you to buy the same amount of goods
and services in every country

Question: What indicates a contractionary monetary policy?

Answer: Selling government securities in open market operations

Question: What is the effect of a high inflation rate on the real value of money?

Answer: Decreases the real value

Question: Which of the following best defines 'stagflation'?

Answer: A period of stagnant economic growth, high inflation, and high unemployment

Question: What does the law of diminishing marginal returns state?

Answer: As one input variable is increased, there will be a point at which the marginal per
unit output will start to decrease, holding all other inputs constant

Question: What is the economic term for the situation where the government spending
exceeds its revenue?

Answer: Budget deficit
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Question: In the context of supply and demand, what effect does a price ceiling have
when set below the equilibrium price?

Answer: It creates a shortage.

Question: Which of the following is an example of a regressive tax system?

Answer: Sales tax

Question: What concept describes the phenomenon that additional satisfaction
decreases as more units of a product are consumed?

Answer: Law of diminishing marginal utility

Question: If a country has a comparative advantage in the production of a good, this
implies that:

Answer: It can produce the good at a lower opportunity cost than its trading partner.

Question: Which of the following is not a function of money?

Answer: Producer of interest

Question: What is meant by 'crowding out' in the context of government spending?

Answer: Reduced private investment due to increased government borrowing

Question: Which of the following best describes a 'mixed economy'?

Answer: An economy that features characteristics of both capitalism and socialism

Question: What does the Phillips curve illustrate?

Answer: The trade-off between inflation and unemployment in the short run

Question: What is the economic principle that describes a situation where the quantity
supplied exceeds the quantity demanded at a particular price?

Answer: Surplus

Question: Which of the following best describes the term 'marginal cost'?

Answer: The cost of producing one additional unit of a product

Question: In the context of macroeconomics, the Phillips Curve illustrates the relationship
between:

Answer: Inflation and unemployment rates

Question: Which of the following is considered a contractionary fiscal policy?

Answer: Raising taxes

Question: What does the term 'real GDP' refer to?

Answer: Gross Domestic Product adjusted for inflation
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Question: The theory of comparative advantage suggests that:

Answer: Countries should produce goods in which they have a relative productivity
advantage

Question: What is meant by 'price elasticity of demand'?

Answer: The ratio of the percentage change in quantity demanded to the percentage
change in price

Question: Which of the following is an example of a progressive tax system?

Answer: A tax system where the tax rate increases as the taxable amount increases

Question: When referring to the 'money supply' in an economy, which of the following is
typically included?

Answer: Cash in circulation and demand deposits at banks

Question: Which of the following best describes the law of demand?

Answer: As the price of a good increases, demand for the good decreases.

Question: What is the primary factor that causes a movement along the demand curve for
a good?

Answer: A change in the price of the good itself

Question: According to the concept of price elasticity of demand, a product is considered
inelastic if:

Answer: the quantity demanded changes insignificantly due to a change in price.

Question: In the context of supply and demand, a market equilibrium occurs when:

Answer: the quantity demanded is equal to the quantity supplied at the current price.

Question: Which of the following is a characteristic of perfect competition?

Answer: There are many buyers and sellers in the market, each small relative to the total
market.

Question: What does the marginal rate of substitution (MRS) represent in consumer
choice theory?

Answer: The rate at which a consumer is willing to substitute one good for another,
keeping utility constant.

Question: Which of the following best describes the concept of diminishing marginal
utility?

Answer: The additional satisfaction gained from consuming an additional unit of a good
decreases as more of the good is consumed.

Question: What does the term 'monetary policy' refer to?

Answer: The central bank's actions to control the supply of money in the economy.
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Question: What is the primary objective of fiscal policy?

Answer: To influence the overall level of economic activity through government spending
and taxation policies.

Question: Which of the following economic measures is most directly aimed at assessing
the average productivity of a nation's economy?

Answer: Gross Domestic Product (GDP) per capita

Question: What does the concept of 'diminishing marginal utility' explain?

Answer: The additional satisfaction decreases as more units of a product are consumed.

Question: In the context of international trade, what does the term 'comparative
advantage' refer to?

Answer: The ability of a country to produce a good at a lower opportunity cost than
another country

Question: The Phillips curve represents the relationship between:

Answer: unemployment and inflation

Question: Which of the following best describes the concept of 'economic rent'?

Answer: The payment to a factor of production in excess of its opportunity cost

Question: If the supply of a good is perfectly inelastic, how would an increase in demand
affect its price?

Answer: The price would increase significantly.

Question: Which theory explains why interest rates across different countries move in a
similar pattern?

Answer: International Fisher effect

Question: In an economy, if the money supply increases, what is the most likely
immediate effect on interest rates?

Answer: Interest rates will decrease.

Question: What is the primary focus of microeconomics?

Answer: The decisions of individual households and firms

Question: Which of the following is most likely to lead to an increase in the demand curve
for a normal good?

Answer: An increase in consumer income

Question: What does the price elasticity of demand measure?

Answer: The responsiveness of quantity demanded to a change in the price of the good

Question: In the context of supply and demand, market equilibrium is defined as:
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Answer: The point where the demand curve intersects the supply curve

Question: If the government imposes a price ceiling below the equilibrium price of a good,
what is most likely to occur?

Answer: A shortage of the good

Question: Which of the following best describes the concept of diminishing marginal
utility?

Answer: The utility derived from each additional unit of consumption decreases as total
consumption increases

Question: Gross Domestic Product (GDP) can be calculated using which of the following
methods?

Answer: Expenditure approach, income approach, and production approach

Question: Which of the following best explains the natural rate of unemployment?

Answer: It is the rate of unemployment when the economy is at full employment

Question: What is meant by the term 'monetary policy'?

Answer: The central bank's actions involving the control of the supply of money

Question: What effect does a high inflation rate have on the purchasing power of money?

Answer: It decreases the purchasing power

Question: Which of the following is most likely to be a characteristic of a perfectly
competitive market?

Answer: There are many buyers and sellers.

Question: According to the quantity theory of money, if the money supply grows at 10%,
real output grows at 3%, and the velocity of money is unchanged, the inflation rate will be:

Answer: 7%

Question: Which of the following is NOT a function of money?

Answer: Production resource

Question: What does the Phillips Curve illustrate?

Answer: The relationship between inflation and unemployment

Question: What is the primary economic function of the financial system?

Answer: To channel funds from savers to investors

Question: Which of the following statements about fiscal policy is true?

Answer: Fiscal policy refers to the manipulation of government spending and taxes to
influence the economy.
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Question: What is the primary difference between monopolistic competition and perfect
competition?

Answer: The ability to set prices above marginal cost

Question: A decrease in the supply of loanable funds will lead to:

Answer: An increase in the interest rate and a decrease in investment.

Question: Which of the following is most likely to lead to an increase in a nation's
currency value in the foreign exchange markets?

Answer: An increase in interest rates relative to interest rates in other countries

Question: If the quantity demanded of a good exceeds the quantity supplied at the current
price, what is the likely outcome in a competitive market?

Answer: The price of the good will increase until quantity supplied equals quantity
demanded.

Question: Which of the following economic indicators is a lagging indicator?

Answer: Unemployment rate

Question: In the context of international trade, what does the term 'terms of trade' refer
to?

Answer: The ratio of export prices to import prices.

Question: According to the quantity theory of money, if the money supply grows faster
than real output, what is the likely result?

Answer: Inflation

Question: What does the Phillips Curve represent?

Answer: The trade-off between inflation and unemployment

Question: Which of the following best describes 'comparative advantage' in international
trade?

Answer: A country's ability to produce a good at a lower opportunity cost than other
countries.

Question: What does the Lorenz Curve illustrate?

Answer: The distribution of income within an economy.

Question: In Keynesian economics, what is the primary reason for unemployment?

Answer: A lack of aggregate demand

Question: What is the primary goal of monetary policy?

Answer: To control the money supply and interest rates

Question: Which of the following best describes the concept of comparative advantage?
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Answer: The ability to produce a good at a lower opportunity cost than another entity

Question: The concept of 'sticky wages' primarily refers to:

Answer: Wages not adjusting quickly to changes in labor market conditions

Question: Which of the following would be considered a contractionary fiscal policy?

Answer: An increase in taxes

Question: In the context of international trade, what does the term 'tariff' refer to?

Answer: A tax imposed on imported goods

Question: What does the Phillips Curve demonstrate?

Answer: The trade-off between unemployment rates and inflation levels

Question: Which principle states that trade can create value and increase the welfare of
all nations participating, even if some are more efficient at producing goods or services
than others?

Answer: Comparative Advantage

Question: How does the quantity theory of money explain inflation?

Answer: Inflation results from an increase in the money supply faster than the growth of
real output.

Question: What is the primary function of the World Bank?

Answer: To provide advice and funding to developing countries for development projects

Question: Which of the following terms refers to the situation when increasing all inputs
by some percentage results in a greater percentage increase in output?

Answer: Economies of scale

Question: According to the quantity theory of money, if the money supply grows at 10%
per year, real GDP grows at 3% per year, and the velocity of money is unchanged, what
will be the inflation rate?

Answer: 7%

Question: In the context of the foreign exchange market, what does the term
'appreciation' refer to?

Answer: An increase in the value of a currency relative to another currency

Question: What does the Philips Curve illustrate?

Answer: The relationship between inflation and unemployment

Question: Which economic theory posits that countries should specialize in producing
goods for which they have a lower opportunity cost of production?

Answer: Comparative advantage

CFA Pracbook.com

Page 26 of 54 https://pracbook.com/cfa-practice-test/



Question: When referring to fiscal policy, expansionary measures typically include:

Answer: Reducing taxes and increasing government spending

Question: What is usually considered the primary goal of monetary policy?

Answer: To control the money supply and interest rates

Question: Which of the following is a characteristic of monopolistic competition?

Answer: Many firms selling products that are similar but not identical

Question: An increase in consumer confidence will likely lead to:

Answer: An increase in consumer spending and a decrease in savings

Question: Which economic indicator is considered a leading indicator for consumer
inflation?

Answer: Producer Price Index (PPI)

Question: In macroeconomics, what does the term 'guns or butter' model illustrate?

Answer: The allocation between defense and civilian goods

Question: What economic theory posits that lower taxes increase government revenue by
encouraging economic growth?

Answer: Laffer Curve

Question: In the context of international trade, what does the 'terms of trade' refer to?

Answer: The ratio of export prices to import prices

Question: What principle states that trade between countries can improve overall
economic welfare, even when one country has an absolute advantage in all goods?

Answer: Comparative Advantage

Question: Which of the following best describes the fiscal policy?

Answer: Government policy on taxing and spending to influence the economy

Question: What does the Phillips Curve demonstrate the relationship between?

Answer: Inflation and unemployment

Question: Which is considered a contractionary monetary policy tool?

Answer: Selling government securities

Question: Which of the following is an example of a regressive tax system?

Answer: Sales tax

Question: What is the primary goal of a firm in a perfectly competitive market?
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Answer: Maximizing profits

Question: Which of the following best describes the concept of diminishing marginal
utility?

Answer: Utility increases at a decreasing rate with each additional unit consumed

Question: In the context of macroeconomics, what does the Phillips curve illustrate?

Answer: The relationship between inflation and unemployment

Question: Which of the following is true about the elasticity of demand?

Answer: It measures how much the quantity demanded responds to changes in price

Question: What does the term 'monetary policy' refer to?

Answer: Regulation of the money supply and interest rates by the central bank

Question: What is the main difference between nominal GDP and real GDP?

Answer: Nominal GDP measures output using current prices, while real GDP adjusts for
inflation

Question: According to the law of supply, what happens to the quantity supplied of a good
when its price increases?

Answer: It increases

Question: What is meant by 'fiscal policy'?

Answer: Government spending and taxation policies to influence the economy

Question: What is the fundamental problem of economics?

Answer: Determining how to use scarce resources efficiently

Financial Reporting and Analysis

Question: What method is used to measure inventory that is not ordinarily
interchangeable and for goods or services produced and segregated for specific projects?

Answer: Specific identification method

Question: According to the Financial Accounting Standards Board (FASB) and
International Accounting Standards Board (IASB) frameworks, the fundamental qualitative
characteristic that makes financial information useful is:

Answer: Relevance and Faithful Representation

Question: Under International Financial Reporting Standards (IFRS), research costs are:

Answer: Expensed as incurred
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Question: A lease that effectively transfers substantially all the risks and rewards
incidental to ownership from the lessor to the lessee is best described as a:

Answer: Finance lease

Question: When a company changes its accounting policy for inventory valuation from
FIFO to LIFO:

Answer: It applies the change retrospectively and adjusts prior periods.

Question: Which of the following is a primary difference between IFRS and US GAAP in
the presentation of financial statements?

Answer: IFRS allows revaluation of intangible assets under certain conditions, whereas
US GAAP generally does not.

Question: The impairment of goodwill under IFRS is tested:

Answer: Annually and whenever there is an indication that the asset might be impaired.

Question: A 'held for sale' classification for non-current assets requires that the asset:

Answer: Cannot be depreciated or amortized and is measured at the lower of its carrying
amount and fair value less costs to sell.

Question: Which of the following best describes the purpose of the statement of cash
flows?

Answer: To provide information about the cash receipts and cash payments of an entity
during a period.

Question: Under IFRS, research costs are:

Answer: expensed as incurred.

Question: The LIFO (Last In, First Out) inventory method results in which of the following
outcomes during a period of rising prices?

Answer: Higher ending inventory values compared to FIFO (First In, First Out).

Question: When a company changes an accounting estimate, which of the following
statements is true?

Answer: The change affects only current and future periods, not past periods.

Question: Which statement is true regarding operating leases under IFRS?

Answer: A right-of-use asset and a corresponding liability are recognized on the balance
sheet.

Question: How does an increase in accounts receivable impact the cash flow from
operations under the indirect method?

Answer: It is subtracted from net income.

Question: A firm's gross profit margin is most likely to increase if:
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Answer: both sales and cost of goods sold increase, but sales increase by a larger
percentage.

Question: IFRS allows revaluation of which of the following assets?

Answer: Plant, property, and equipment.

Question: Deferred tax liabilities are typically created by:

Answer: timing differences that result in higher taxable income in future periods.

Question: Which of the following is most likely used in the calculation of free cash flow to
the firm?

Answer: Cash flow from operations

Question: According to the International Financial Reporting Standards (IFRS), which
method is not allowed for inventory valuation?

Answer: Last-in, first-out (LIFO)

Question: An analyst observing a decrease in the current ratio and an increase in the
quick ratio would most likely conclude that:

Answer: Inventory has decreased.

Question: Which of the following statements concerning convertible bonds is correct?

Answer: Convertible bonds are recorded as debt on the balance sheet but may have an
equity component.

Question: The impairment of a long-lived asset should be recognized in the financial
statements if:

Answer: The carrying amount of the asset cannot be recovered through its use or sale.

Question: In accounting, goodwill is tested for impairment:

Answer: Annually, and more frequently if certain indicators are present.

Question: Under US GAAP, the development costs for patents should be:

Answer: Expensed as incurred.

Question: What is the effect of a write-down of inventory on the current period's financial
statements?

Answer: Decrease in net income

Question: The use of LIFO instead of FIFO in a period of rising prices typically leads to:

Answer: Lower taxes and lower net income.

Question: Which of the following statements regarding IFRS and US GAAP differences in
inventory accounting is most accurate?

Answer: IFRS prohibits the use of LIFO method, whereas US GAIGA permits it.
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Question: Which of the following is least likely a component of comprehensive income
under both IFRS and US GAAP?

Answer: Changes in the fair value of biological assets

Question: Under the accrual basis of accounting, which of the following statements is
most accurate?

Answer: Expenses are recognized in the period they are incurred, not necessarily when
cash is paid out.

Question: A company reported net income of $200,000. The company has 20,000 shares
outstanding with a $5 per share dividend declared. What is the dividend payout ratio?

Answer: 50%

Question: When comparing the straight-line method to the double-declining-balance
method of depreciation, which statement is true?

Answer: The double-declining-balance method charges higher depreciation expense in
the early years of the asset's life.

Question: Which of the following adjustments to convert net income to cash flow from
operating activities under the indirect method is incorrect?

Answer: Add gains from the sale of long-term assets.

Question: A company revalued its fixed assets upwards under IFRS. What is the effect of
this revaluation on the company's future depreciation expense and earnings?

Answer: Future depreciation expense increases, and future earnings may decrease.

Question: In the context of lease accounting under IFRS 16, which of the following
statements is most accurate?

Answer: Lessee recognizes a right-of-use asset and a corresponding lease liability on the
balance sheet.

Question: According to IFRS, which of the following conditions must be met for revenue
to be recognized?

Answer: The company must have a reasonable expectation of collecting payment.

Question: Which of the following is not a characteristic of a defined benefit pension plan?

Answer: The benefits received by the employee depend on the plan's investment
performance

Question: What does a high receivables turnover ratio indicate?

Answer: The company collects its receivables more quickly

Question: In accounting for inventory, what effect does the FIFO (First-In, First-Out)
method have on the cost of goods sold (COGS) during a period of rising prices?

Answer: Decreases COGS, increasing gross profit
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Question: Which statement is correct regarding the treatment of operating leases under
IFRS?

Answer: Operating leases must be recognized on the balance sheet

Question: What does a decrease in inventory turnover ratio most likely indicate?

Answer: Possible overstocking of inventory or slowing sales

Question: Which of the following would be classified as a cash flow from investing
activities?

Answer: Cash paid to acquire a new piece of equipment

Question: Under IFRS, revaluation of fixed assets can lead to which of the following?

Answer: A decrease in asset turnover ratio

Question: Which statement about intangible assets under IFRS is true?

Answer: Intangible assets purchased in a business combination should be recognized at
fair value

Question: What is the impact of a stock dividend on a company's total shareholders'
equity?

Answer: Total shareholders' equity remains unchanged

Question: What is the effect of an increase in the depreciation expense on the financial
statements?

Answer: Decreases both net income and shareholders' equity

Question: Which of the following equations correctly represents the calculation of Return
on Equity (ROE) using the DuPont System?

Answer: ROE = Net Profit Margin × Asset Turnover × Equity Multiplier

Question: When analyzing a company's financial statements, which of the following
adjustments should be made to convert operating leases to capital leases in order to more
accurately compare companies' financials?

Answer: Increase assets and increase liabilities

Question: Which of the following is a disadvantage of using LIFO (Last-in, First-out)
inventory accounting method during periods of rising prices?

Answer: It can understate the value of inventory on the balance sheet

Question: What is the impact of a write-down of inventory on the current ratio?

Answer: Decreases the current ratio

Question: Which statement is true regarding the relationship between financial statement
analysis and valuation?
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Answer: Financial statement analysis is used as a tool in the valuation process to assess
a company's performance and future cash flow prospects.

Question: In the context of financial reporting, what does the term 'comprehensive
income' include?

Answer: It encompasses all changes in equity during a period except those resulting from
investments by owners and distributions to owners.

Question: Which of the following standards deals with financial reporting in
hyperinflationary economies under IFRS?

Answer: IAS 29

Question: Under IFRS, research costs are:

Answer: expensed as incurred.

Question: When converting from LIFO to FIFO during a period of rising prices, which of
the following statements is correct?

Answer: COGS under FIFO will be lower than under LIFO.

Question: In accounting for pension plans, the service cost component of pension
expense:

Answer: represents the present value of benefits associated with employee service during
the period.

Question: Impairments of long-lived assets under IFRS:

Answer: can be reversed if the fair value of the asset recovers above the carrying
amount.

Question: Which of the following is an example of a subsequent event that requires
disclosure under IAS 10 but not adjustment to the financial statements?

Answer: The declaration of a dividend after the reporting period.

Question: Deferred tax liabilities are:

Answer: recognized for temporary differences that will result in taxable amounts in future
years when the related asset is recovered or liability is settled.

Question: The direct method of reporting cash flows from operating activities:

Answer: reports major classes of gross cash receipts and payments.

Question: Earnings quality is improved by:

Answer: making conservative estimates that tend to underestimate net income.

Question: Which of the following best describes the matching principle in accounting?

Answer: Expenses should be recorded in the period in which they help to generate
revenues.
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Question: Which method of inventory valuation will result in the highest net income during
a period of rising prices?

Answer: First-In, First-Out (FIFO)

Question: A company that changes its inventory valuation method from FIFO to LIFO in a
period of rising prices will likely experience:

Answer: A decrease in reported earnings in the period of change.

Question: In the context of financial statement analysis, the gross profit margin is
calculated as:

Answer: Gross Profit / Net Sales.

Question: Deferred tax liabilities can be best described as taxes:

Answer: That arise from temporary differences between taxable and accounting income.

Question: According to International Financial Reporting Standards (IFRS), investment
property should be initially recognized at:

Answer: Cost.

Question: What is the effect of a stock dividend on a company’s financial statements?

Answer: No effect on total shareholders' equity.

Question: Which of the following statements regarding finance leases is correct under
IFRS 16?

Answer: A right-of-use asset and lease liability are recognized at the lease's inception.

Question: Earnings before interest and taxes (EBIT) is calculated as:

Answer: Net Income + Interest Expense + Taxes.

Question: Which of the following is a potential effect of accelerating revenue recognition?

Answer: Increasing current period earnings at the expense of future periods

Question: In which situation would a company's inventory turnover ratio appear
overstated?

Answer: If the company uses LIFO method during a period of rising prices

Question: A firm reports a lower debt to equity ratio than its industry peers. What could be
a possible reason if the company uses finance leases extensively?

Answer: The use of finance leases is leading to an understatement of liabilities.

Question: What is the effect of a capital lease on a company's debt to assets ratio at
inception compared to operating lease treatment?

Answer: The ratio increases under capital lease treatment.
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Question: When converting from LIFO to FIFO for comparative analysis, which of the
following adjustments should be made to the inventory balance under a LIFO reserve?

Answer: Add the LIFO reserve to the LIFO inventory balance.

Question: How does an improvement in a company's receivables turnover ratio generally
affect its cash flow from operations?

Answer: It increases cash flow from operations.

Question: Which of the following would most likely indicate an impairment of long-lived
assets?

Answer: A significant decrease in the asset’s market value below its carrying amount

Question: Under IFRS, revaluation of an asset can result in a revaluation surplus. How
should this surplus be treated in the financial statements?

Answer: It should be recognized in other comprehensive income and accumulated in
equity under revaluation surplus.

Question: When a company changes its accounting policy voluntarily, how should the
change be applied according to most accounting standards?

Answer: Retrospectively, adjusting prior period financial statements as if the new policy
had always been used

Question: What is the impact on financial statements if a company expenses costs that
should have been capitalized?

Answer: Understate net income in the current period and overstate net income in future
periods

Question: Which of the following is an example of a contra-asset account?

Answer: Accumulated Depreciation

Question: According to the accrual basis of accounting, revenues are recognized when
they are:

Answer: Earned and realized or realizable

Question: Under IFRS, which inventory costing method is prohibited?

Answer: LIFO (Last-In, First-Out)

Question: When a bond is issued at a premium:

Answer: The bond sells for more than its face value

Question: In a period of declining prices, which inventory method would result in the
lowest cost of goods sold?

Answer: LIFO

Question: Which of the following statements regarding deferred tax assets is true?
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Answer: It arises when the tax base of an asset is greater than its carrying amount in the
statement of financial position.

Question: What effect does a capital lease have on a company's leverage ratios,
compared to an operating lease?

Answer: Increases leverage ratios

Question: The process of allocating the cost of a tangible fixed asset over its useful life is
known as:

Answer: Depreciation

Question: Which of the following would most likely indicate an improvement in a
company's liquidity position?

Answer: An increase in the current ratio

Question: Which of the following is not a component of comprehensive income?

Answer: Dividends paid to shareholders

Question: What does the debt to equity ratio measure?

Answer: The proportion of equity and debt used to finance the company's assets

Question: How does the revaluation model under IFRS affect the financial statements if
an asset’s carrying amount is increased?

Answer: Increase in assets and increase in equity

Question: In calculating cash flows from operating activities using the indirect method,
which of the following is correct?

Answer: An increase in accounts payable is added to net income

Question: Which of the following best describes the 'Matching Principle'?

Answer: Expenses should be matched with the revenues they helped to generate

Question: When a bond is issued at a discount, how does it affect the issuer's financial
statements?

Answer: Increases interest expense over the life of the bond

Question: Which of the following best describes the accrual basis of accounting?

Answer: Recognizes revenues when earned and expenses when incurred, regardless of
the timing of cash receipts or payments.

Question: In a period of rising prices, which inventory valuation method will result in the
highest cost of goods sold?

Answer: Last-in, first-out (LIFO)
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Question: An analyst gathers the following information about a company: Beginning
retained earnings of $500, Dividends declared of $100, and Net income of $150. What are
the ending retained earnings?

Answer: $550

Question: Under IFRS, research costs are:

Answer: Expensed as incurred.

Question: Which of the following statements about the statement of cash flows is
incorrect?

Answer: Operating activities include the purchase and sale of long-term assets and
investments.

Question: How is interest paid classified in the statement of cash flows under IFRS?

Answer: Operating activity

Question: A company's financial leverage will increase when it:

Answer: Issues bonds and uses the proceeds to buy back shares of its own stock.

Question: Which of the following adjustments does not need to be made to convert a
company's net income to cash from operating activities using the indirect method?

Answer: Adjusting for dividend income received

Question: A decrease in accounts receivable would be reflected how in the statement of
cash flows?

Answer: A source of cash in operating activities

Question: If a company reports a revaluation surplus under IFRS for an item of plant,
equipment, or intangible asset, how should the surplus be treated?

Answer: Recognized in other comprehensive income and accumulated in equity under
revaluation surplus

Question: What method is used to recognize revenue over time according to IFRS 15?

Answer: Input method

Question: Which of the following is not considered a cash equivalent?

Answer: Equity investments

Question: A company decides to change the estimated useful life of its machinery from 10
years to 8 years. This change should be accounted for as:

Answer: A change in accounting estimate

Question: Under IFRS, how are development costs treated once technological feasibility
has been established?

Answer: They must be capitalized.
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Question: When converting from LIFO to FIFO during a period of rising prices, how will
the change affect a company's reported inventory on the balance sheet?

Answer: Inventory will increase.

Question: Operating leases under IFRS 16 require:

Answer: Recognition of an asset and liability at the lease commencement.

Question: For a finance lease, how is the interest portion of the lease payment treated in
the lessee's income statement under IFRS?

Answer: As part of finance costs

Question: Under US GAAP, how should research and development costs be treated?

Answer: Expensed as incurred

Question: When accounting for inventory, the FIFO method assumes that:

Answer: The first goods purchased are the first ones sold

Question: What principle suggests that expenses should be recognized in the same
period as the revenues they helped to generate?

Answer: Matching principle

Question: Which of the following adjustments is made to convert net income to operating
cash flow under the indirect method?

Answer: All of the above

Question: When a company changes its accounting policy, how should the change be
applied according to International Financial Reporting Standards (IFRS)?

Answer: Retrospectively to all prior periods presented, unless it is impracticable to
determine the effects

Question: Under IFRS, how is investment property initially measured?

Answer: Cost

Question: Under US GAAP, how are research and development costs treated?

Answer: Expensed when incurred

Question: Which of the following statements about the statement of cash flows is
incorrect?

Answer: Investing activities include cash flows related to debt and equity financing.

Question: What does the accrual basis of accounting entail?

Answer: Recognizing revenue when it is earned and expenses when they are incurred

Question: Which of the following is not a characteristic of a non-current asset?
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Answer: Expected to be converted to cash within one year

Question: Which of the following statements regarding International Financial Reporting
Standards (IFRS) is most accurate?

Answer: Development costs can be capitalized under certain conditions according to
IFRS.

Question: A company reports a higher asset turnover ratio compared to the industry
average. Which of the following is the most likely implication of this difference?

Answer: The company is utilizing its assets more efficiently than the industry.

Question: What is the impact on financial statements if a company capitalizes instead of
expenses a cost?

Answer: Current year's net income increases and assets increase.

Question: Which of the following is an example of off-balance sheet financing?

Answer: Operating leases.

Question: Under US GAAP, how are research and development costs treated?

Answer: Expensed when incurred.

Question: The conversion of a convertible bond into common stock will have which of the
following effects on a company's financial statements?

Answer: Decrease total debt.

Question: In the context of ratio analysis, which of the following would indicate an
improvement in a company's liquidity position over time?

Answer: An increase in the current ratio.

Question: What does a deferred tax liability indicate?

Answer: The company has underpaid taxes that are due in the future.

Question: When comparing two projects using the net present value (NPV) method,
which of the following statements is true?

Answer: The project with the higher NPV is preferred, regardless of the initial cost.

Question: Which of the following accounting methods results in the highest depreciation
expense in the first year?

Answer: Declining balance method

Question: When a company changes its inventory valuation method from FIFO to LIFO
during a period of rising prices, how would this affect its financial statements in the year of
change?

Answer: Decrease current assets on the balance sheet
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Question: Which of the following statements concerning off-balance sheet financing is
most accurate?

Answer: It is a form of financing that does not appear on the company's balance sheet

Question: In comparing the income statement under IFRS and US GAAP, what is a true
statement?

Answer: Under IFRS, extraordinary items are segregated in the income statement, while
US GAAP prohibits their separate presentation.

Question: Which of the following effects would likely result from a company's decision to
capitalize instead of expense a cost?

Answer: Higher net income in the current period

Question: What effect does a stock dividend have on a company's financial statements?

Answer: Decreases retained earnings

Question: Which of the following is a correct statement about the Statement of
Comprehensive Income?

Answer: It includes all changes in equity during a period except those resulting from
investments by owners and distributions to owners.

Question: According to IFRS, the component of pension costs that reflects the return on
plan assets is calculated using?

Answer: The discount rate used to measure the pension obligation.

Question: How are dividends received from investments in financial assets classified in
the cash flow statement under IFRS?

Answer: Either operating or investing activities, depending upon the entity's policy

Question: Under IFRS, how are research and development costs treated?

Answer: Research costs are expensed as incurred; development costs are capitalized
once technological feasibility is established.

Question: What effect does a higher inventory turnover ratio have on a company's days
sales in inventory?

Answer: It decreases the days sales in inventory.

Question: Which of the following accounting methods increases the carrying amount of
an investment under the equity method?

Answer: Recording the investor’s proportionate share of the investee's net income.

Question: In a period of rising prices, which inventory valuation method will result in the
highest cost of goods sold?

Answer: LIFO (Last-In, First-Out)

Question: Which of the following statements about operating leases under IFRS is true?
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Answer: They result in the recognition of a right-of-use asset and a lease liability.

Question: What is the effect of a write-down of inventory on the current period's financial
statements?

Answer: Decrease in net income

Question: How does capitalizing versus expensing costs in the period incurred affect a
company's financial statements?

Answer: Capitalizing increases current period's net income and total assets.

Question: Which statement is true regarding the impact of currency translation differences
under the current rate method?

Answer: They are reported in other comprehensive income and affect shareholders'
equity.

Question: What is the primary purpose of segment reporting?

Answer: To provide information about the risks and returns of different business activities.

Question: Which of the following statements about IFRS and US GAAP regarding the
classification of leases is most accurate?

Answer: Under both IFRS and US GAAP, all leases are classified as either finance or
operating leases.

Question: In accounting for inventory, what effect does the use of LIFO (Last In, First Out)
have on a company's gross margin when prices are rising?

Answer: Decreases the gross margin compared to FIFO.

Question: A company reports a higher net income under IFRS compared to US GAAP.
This difference could be likely due to which of the following?

Answer: Different treatment of development costs.

Question: When converting from LIFO to FIFO in a period of rising prices, which of the
following adjustments should be made?

Answer: Increase inventory to reflect the FIFO basis and decrease Cost of Goods Sold
(COGS).

Question: According to IFRS, which of the following statements about the treatment of
borrowing costs is true?

Answer: Borrowing costs related to the acquisition of a qualifying asset must be
capitalized.

Question: What is the impact of a capital lease on a company's debt-to-equity ratio
compared to an operating lease?

Answer: A capital lease increases the debt-to-equity ratio compared to an operating
lease.
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Question: Which of the following best describes the purpose of segment reporting?

Answer: To provide information that enables users of financial statements to better
understand the financial performance of the segments.

Question: How does the revaluation model under IFRS for property, plant, and equipment
affect a company's financial statements?

Answer: It can increase asset values and equity, potentially leading to higher depreciation
expense.

Question: Which of the following is a potential impact of adjusting a company's financial
statements from LIFO to FIFO during a period of inflation?

Answer: Increased current ratio

Quantitative Methods

Question: Which of the following is a measure of the central tendency?

Answer: Mean

Question: If the coefficient of correlation between two variables X and Y is 0, what does it
mean?

Answer: There is no linear relationship between X and Y.

Question: What is the probability of getting at least one head in two tosses of a fair coin?

Answer: 0.75

Question: Assuming a normal distribution, what percent of observations fall within one
standard deviation of the mean?

Answer: Approximately 68%

Question: What is the present value of a $100 investment made 2 years from now at an
interest rate of 5% per annum?

Answer: $90.70

Question: If the variance of a data set is 16, what is the standard deviation?

Answer: 4

Question: When calculating the future value of an annuity, which of the following variables
is NOT required?

Answer: The current exchange rate

Question: Which test is used to evaluate the hypothesis that the mean of a population is
equal to a specified value?

Answer: T-test
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Question: In the context of time series analysis, what does seasonality refer to?

Answer: Short, fixed, and recurring periods

Question: What is the median of the data set 3, 7, 9, 5, and 12?

Answer: 7

Question: Which of the following measures of central tendency is most affected by
outliers?

Answer: Mean

Question: In a regression analysis, if the coefficient of determination (R-squared) is 0.81,
what is the correct interpretation?

Answer: 81% of the variance in the dependent variable can be explained by the
independent variable.

Question: What is an assumption of the linear regression model?

Answer: Homoscedasticity

Question: What is the present value of a bond that pays $100 annually and returns $1000
at the end of 10 years, assuming an interest rate of 5%?

Answer: $954.83

Question: Which of the following distributions is most appropriately used to model the
number of occurrences of an event in a fixed interval of time?

Answer: Poisson distribution

Question: What does the null hypothesis (H0) in a hypothesis test usually state?

Answer: There is no significant effect or difference.

Question: If a T-distribution is used instead of a normal distribution for a hypothesis test,
what is typically true regarding the sample size?

Answer: The sample size is typically small (30 or less).

Question: In time value of money calculations, which of the following statements is true
regarding an annuity due compared to an ordinary annuity, all else equal?

Answer: An annuity due has higher present and future values.

Question: What is the future value of $100 invested for 2 years at an annual interest rate
of 5%?

Answer: $110.25

Question: In the context of probability concepts, which of the following statements is true
about independent events?

Answer: The occurrence of one event has no effect on the probability of the occurrence of
the other event.
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Question: Which of the following measures of central tendency is most affected by
extreme values?

Answer: Mean

Question: Which of the following is not a measure of dispersion?

Answer: Median

Question: If the correlation coefficient between two variables is 0, this means that the two
variables are:

Answer: Not correlated.

Question: What does the p-value in a hypothesis test indicate?

Answer: The risk of rejecting the null hypothesis when it is true.

Question: The regression equation Y = a + bX is used to estimate:

Answer: The average value of Y for a given value of X.

Question: Which of the following error types occurs when we fail to reject a null
hypothesis that is actually false?

Answer: Type II error

Question: What is the effect of compounding more frequently than annually on the future
value of an investment?

Answer: Increases the future value

Question: Which of the following measures is not affected by extreme values?

Answer: Mode

Question: If the probability of event A is 0.2 and the probability of event B is 0.3, what is
the maximum possible probability of the intersection of events A and B?

Answer: 0.2

Question: For a linear regression model, which of the following statistics measures the
strength of the linear relationship between the independent variable and the dependent
variable?

Answer: Coefficient of determination (R^2)

Question: What is the future value of $100 invested for 2 years at an annual interest rate
of 10% compounded annually?

Answer: $121

Question: A portfolio has an expected return of 10% and a standard deviation of 5%.
Using the Chebyshev's theorem, what is the minimum proportion of results that will fall
within two standard deviations from the mean?

Answer: At least 75%
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Question: Which of the following is a measure of dispersion?

Answer: Variance

Question: What does the p-value in hypothesis testing indicate?

Answer: The probability that the observed data occurred by chance under the assumption
that the null hypothesis is true

Question: If the correlation coefficient between two variables is 0, what does this indicate
about the relationship between the two variables?

Answer: No linear relationship

Question: What is the primary purpose of constructing a confidence interval in statistics?

Answer: To estimate a population parameter

Question: Which of the following measures is least likely affected by extreme values in a
data set?

Answer: Median

Question: If the probability of event A is 0.3, and the probability of event B is 0.5, what is
the probability of either A or B occurring, assuming A and B are mutually exclusive?

Answer: 0.65

Question: In hypothesis testing, if the null hypothesis is actually true, but the test leads to
its rejection, what type of error has occurred?

Answer: Type I Error

Question: What is the expected value of a probability distribution with the following
probabilities and outcomes? Probabilities: 0.1, 0.2, 0.4, 0.3. Outcomes: 2, 4, 6, 8.

Answer: 5.2

Question: Which of the following is a characteristic of the normal distribution?

Answer: Symmetrical and bell-shaped

Question: What does the p-value in a hypothesis test indicate?

Answer: The probability of observing a test statistic as extreme as, or more extreme than,
the one observed if the null hypothesis is true

Question: In regression analysis, what does an R-squared value of 0.9 indicate?

Answer: 90% of the total variance in the dependent variable can be explained by the
independent variable

Question: If the coefficient of variation for two different investments are 0.5 and 0.7
respectively, which investment is considered to be more risky?

Answer: The investment with a coefficient of variation of 0.7

CFA Pracbook.com

Page 45 of 54 https://pracbook.com/cfa-practice-test/



Question: What is the IRR (Internal Rate of Return) used for in quantitative analysis?

Answer: To determine the discount rate at which the net present value of a project is zero

Question: Which of the following measures is least likely to be affected by extreme values
in a data set?

Answer: Median

Question: A probability distribution that is symmetric and bell-shaped is known as:

Answer: Normal distribution

Question: If the standard deviation of a population is 20, what is the standard error of the
mean for a sample size of 16?

Answer: 5

Question: The present value of a future sum of money is inversely related to:

Answer: the interest rate.

Question: In time series analysis, a steady increase in the data over time is best
described as:

Answer: Trend

Question: What best describes the level of measurement that categorizes data and
allows for ranking but does not quantify the differences between rankings?

Answer: Ordinal scale

Question: Which hypothesis test is most appropriate when comparing the means of two
related populations?

Answer: Paired-samples t-test

Question: In a hypothesis test, the risk of a Type I error is denoted by:

Answer: Alpha (α)

Question: A 95% confidence interval estimate for the population mean is 100 to 200. If the
confidence level is increased to 99%, with no change in the sample mean or standard
deviation, the confidence interval would:

Answer: Become wider

Question: What is the effective annual rate (EAR) if the stated annual interest rate is 6%
compounded quarterly?

Answer: 6.36%

Question: A time series model that is particularly useful for forecasting data with a clearly
defined trend but no significant seasonal patterns is:

Answer: Exponential smoothing with trend
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Question: The probability of occurrence of one event given that another event has already
occurred is called:

Answer: Conditional probability

Question: If two variables have a Pearson correlation coefficient of -0.9, this indicates
that:

Answer: There is a strong negative linear relationship between them.

Question: What is the future value of an investment of $10,000, earning an annual
interest rate of 8%, after 5 years?

Answer: $14,693.28

Question: Which of the following measures of central tendency is most affected by
extreme values?

Answer: Mean

Question: In hypothesis testing, the probability of committing a Type I error is indicated
by:

Answer: Alpha (α)

Question: When constructing a confidence interval for the mean with an unknown
population standard deviation and a small sample size, the appropriate distribution to use
is the:

Answer: t-distribution

Question: The concept of covariance is most closely associated with:

Answer: The strength and direction of a linear relationship between two variables.

Question: Which of the following measures is affected most by extreme values in a data
set?

Answer: Mean

Question: What is the primary difference between a population and a sample?

Answer: A population includes all possible observations about which we wish to make an
inference, whereas a sample is a subset of the population.

Question: What type of data is most appropriately analyzed using logistic regression?

Answer: Binary data

Question: If the correlation coefficient between two variables is 0, what does it imply?

Answer: There is no linear relationship between the two variables.

Question: What is the expected return of a portfolio if the expected returns of the two
assets in the portfolio are 8% and 12%, and the assets are equally weighted?

Answer: 10%
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Question: When performing hypothesis testing, if a researcher rejects the null hypothesis
when it is actually true, what type of error has occurred?

Answer: Type I error

Question: What does a p-value less than the significance level (α) indicate in hypothesis
testing?

Answer: The null hypothesis can be rejected.

Question: In the context of time value of money, what does the term 'discounting' refer to?

Answer: Decreasing the value of future cash aspect of the portfolioows to their present
value by applying a discount rate.

Question: What statistical concept is the foundation of diversification?

Answer: Correlation

Question: Which of the following measures is most affected by extreme values in a data
set?

Answer: Mean

Question: In regression analysis, what does the coefficient of determination (R^2)
measure?

Answer: Percentage of the total variability in the dependent variable that is explained by
the regression

Question: If a dataset has a mean of 20 and a standard deviation of 5, what is the z-score
of a data point that is 25?

Answer: 1

Question: Which of the following is a property of the normal distribution?

Answer: Its mean, median, and mode are equal

Question: A confidence interval for the population mean provides a range believed to:

Answer: Include the population mean with a specified level of confidence

Question: What is the primary purpose of hypothesis testing in statistics?

Answer: To make a decision about the validity of a claim or assertion about a population
parameter based on sample data

Question: In time series analysis, what does seasonality refer to?

Answer: Patterns that occur at regular intervals less than a year

Question: What statistical measure is typically used to assess the risk associated with a
portfolio?

Answer: Standard deviation
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Question: Which of the following measures is least affected by extreme values?

Answer: Median

Question: What is the primary difference between arithmetic and geometric returns?

Answer: Arithmetic returns average the periodic returns, while geometric returns link the
periodic returns.

Question: Which of the following is true about the normal distribution?

Answer: It is characterized by its mean and variance.

Question: Assuming a two-tailed test with a significance level of 0.05, what is the critical
value for a Z-test?

Answer: 1.96

Question: Which of the following correlation coefficients indicates the strongest
relationship between two variables?

Answer: -0.8

Question: What does the p-value in a hypothesis test indicate?

Answer: The probability of observing the test statistic or something more extreme given
that the null hypothesis is true.

Question: Which of the following is a measure of systematic risk?

Answer: Beta

Question: What would be the effect of adding a risk-free asset to a portfolio of risky
assets?

Answer: Decrease the portfolio's overall risk

Question: In the context of time value of money, what does the term 'compounding' refer
to?

Answer: The process of increasing an amount by adding interest over multiple periods

Question: What is the future value of $100 invested for 2 years at an annual interest rate
of 5% using simple interest?

Answer: $110

Question: What is the present value of a $1,000 cash flow to be received in 3 years,
assuming a discount rate of 8%?

Answer: $794

Question: Which of the following is a measure of the dispersion of a set of data points?

Answer: Standard deviation
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Question: Given a regression line equation of Y = 4X + 3, what is the value of Y when X is
5?

Answer: 23

Question: The internal rate of return (IRR) is best described as:

Answer: The rate at which the net present value of the cash flows from an investment
equals zero.

Question: What is the main purpose of diversification in a portfolio?

Answer: To minimize risk by spreading investments across various financial instruments,
industries, and other categories.

Question: In hypothesis testing, if the p-value is less than the significance level (alpha),
the null hypothesis:

Answer: Should be rejected

Question: If the coefficient of correlation between two variables is 0, what does this
imply?

Answer: There is no linear relationship between the two variables.

Question: Which of the following is an example of a nominal scale?

Answer: Employee ID numbers

Question: Which of the following is an example of a nominal scale?

Answer: Country of citizenship

Question: What does the p-value in a hypothesis test indicate?

Answer: The probability of observing the test statistic or something more extreme
assuming the null hypothesis is true

Question: If the correlation coefficient between two variables is 0, what does this imply?

Answer: The two variables do not have any linear relationship

Question: What is the primary purpose of constructing a confidence interval?

Answer: To estimate the population parameter

Question: What assumption is made about the error terms in a simple linear regression
model?

Answer: They are normally distributed with a mean of zero

Question: If a data set has a positive skew, which of the following statements is true?

Answer: The mean is greater than the median

Question: What is typically used to estimate the variance of a population sampled?
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Answer: The standard deviation of the sample

Question: In time series analysis, what does a moving average process aim to do?

Answer: Identify the underlying trend by smoothing out short-term fluctuations

Question: What is the future value of an investment of $5,000 that earns 10% annual
interest, compounded annually, after 3 years?

Answer: $6,655

Question: If the probability of event A is 0.3 and event B is 0.4, and the two events are
independent, what is the probability of both A and B occurring?

Answer: 0.12

Question: Which of the following measures of central tendency is most affected by
outliers?

Answer: Mean

Question: If the present value of a cash flow to be received in one year is $200 and the
interest rate is 5%, what is the future value of the cash flow?

Answer: $210

Question: Which of the following correlation coefficients indicates the strongest
relationship between two variables?

Answer: -0.9

Question: What does the p-value in a hypothesis test indicate?

Answer: The probability of observing the test statistic or something more extreme given
that the null hypothesis is true

Question: A regression analysis between sales (Y) and advertising (X) resulted in the
following equation: Y = 50,000 + 8X. What does the coefficient of X represent?

Answer: The slope of the regression line, indicating that for every one unit increase in
advertising, sales will increase by 8 units

Question: What is the effective annual rate if the nominal rate is 6% compounded
quarterly?

Answer: 6.14%

Question: In time series analysis, what does an autocorrelation function measure?

Answer: The relationship between a variable's current value and its historical values

Question: Which of the following measures is not affected by extreme values?

Answer: Median
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Question: A set of data is normally distributed with a mean of 50 and a standard deviation
of 5. What percentage of observations lies between 45 and 55?

Answer: 68.26%

Question: If the probability of event A occurring is 0.5 and the probability of event B
occurring is 0.5, what is the joint probability of both A and B occurring assuming they are
independent?

Answer: 0.25

Question: Which of the following is a measure of the dispersion or variability in a data
set?

Answer: Standard deviation

Question: In hypothesis testing, if the null hypothesis is actually true, but we mistakenly
reject it, what type of error have we committed?

Answer: Type I error

Question: What is the present value of a $1,000 payment made in three years assuming
the annual discount rate is 6%?

Answer: $839.62

Question: In regression analysis, what measures the strength and direction of a linear
relationship between two variables?

Answer: Correlation coefficient

Question: A portfolio returns 15% in year one, -5% in year two, and 10% in year three.
What is the geometric mean return?

Answer: 5.93%

Question: What is the term for the risk that can be eliminated through diversification?

Answer: Unsystematic risk

Question: What is the median of the following set of numbers: 3, 7, 9, 5, 11?

Answer: 7

Question: If the probability of event A is 0.30 and the probability of event B is 0.40, what is
the minimum possible probability that either event A or event B occurs?

Answer: 0.70

Question: What is the future value of $100 invested for 5 years at an annual interest rate
of 6%, compounded semi-annually?

Answer: $134.90

Question: What statistical measure best quantifies the accuracy of the prediction model?

Answer: Mean Absolute Deviation (MAD)
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Question: Which of the following is a correct interpretation of a correlation coefficient of
-0.9?

Answer: There is a strong negative linear relationship between two variables.

Question: What is the present value of $1,000 to be received in 4 years, discounted back
to the present at a 5% annual rate?

Answer: $822.70

Question: A linear regression model has a coefficient of determination (R^2) of 0.85. What
does this indicate?

Answer: 85% of the variation in the dependent variable is predictable from the
independent variable.

Question: Which of the following distributions is used to model the number of occurrences
of an event in a fixed interval of time or space?

Answer: Poisson distribution

Question: In hypothesis testing, what is the risk of Type I error?

Answer: Rejecting a true null hypothesis

Question: What is the future value of an investment of $10,000, compounded annually at
a rate of 5% for 5 years?

Answer: $12,763

Question: If the probability of rain on any given day in city X is 30%, what is the
probability of not raining?

Answer: 70%

Question: What is the present value of a $1,000 payment made in four years assuming a
discount rate of 5%?

Answer: $761.22

Question: The standard deviation of a portfolio measures

Answer: the portfolio's total risk.

Question: If investment A has a higher standard deviation than investment B, it means
that:

Answer: Investment A is more volatile than investment B.

Question: What kind of distribution is characterized by its mean, median, and mode being
equal?

Answer: Normal distribution

Question: What does a p-value less than 0.05 typically indicate?

Answer: There is a 5% likelihood that the observed results are due to chance.
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Question: Which of the following is a measure of central tendency?

Answer: Median

Question: What does the p-value in a hypothesis test indicate?

Answer: The probability of observing a test statistic as extreme as, or more extreme than,
the value observed, assuming that the null hypothesis is true

Question: Which of the following best describes a Type II error?

Answer: Failing to reject a false null hypothesis

Question: In regression analysis, what does an R-squared value of 0 indicate?

Answer: There is no linear relationship between the dependent and independent
variables

Question: Which of the following correlation coefficients represents the strongest
relationship between two variables?

Answer: -0.9

Question: The concept of compounding is MOST closely associated with which of the
following?

Answer: Future value of a single sum

Question: Which of the following best describes the null hypothesis in the context of
hypothesis testing?

Answer: It is a statement of no difference or effect, to be tested against the alternative
hypothesis

Question: What is the main purpose of constructing a confidence interval?

Answer: To estimate the range within which a population parameter lies with a certain
degree of confidence

Question: If the coefficient of variation for an investment is 0.80, and the standard
deviation of its returns is 10%, what is its mean return?

Answer: 12.5%
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