· The main goal of personal financial planning is: 
A. saving and investing for future needs.
B. reducing a person's tax liability.
C. achieving personal economic satisfaction.
D. spending to achieve financial objectives.
E. saving, spending, and borrowing based on current needs.
· Who is most likely to benefit from inflation? 
A. retired people
B. lenders
C. borrowers
D. low-income consumers
E. government
· Increased consumer spending will usually cause: 
A. lower consumer prices.
B. reduced employment levels.
C. lower tax revenues.
D. lower interest rates.
E. higher employment levels.
· A major activity in the planning component of financial planning is: 
A. selecting insurance coverage.
B. evaluating investment alternatives.
C. gaining occupational training and experience.
D. allocating current resources for spending.
E. establishing a line of credit.
· Which of the following goals would be the easiest to implement and measure its accomplishment? 
A. "Reduce our debt payments."
B. "Save funds for an annual vacation."
C. "Save $100 a month to create a $4,000 emergency fund."
D. "Invest $2,000 a year for retirement."
E. "Increase our emergency fund."
· John is planning to go to graduate school in a program that will take three years. John wants to have available $10,000 available each year for his school and living expenses. If he earns 6% on his investments, how much must be deposited at the start of his studies for him to withdraw $10,000 a year for three years? 
A. $10,000
B. $18,390
C. $26,730
D. $29,100
E. $30,000
Present Value of annuity  $10,000 x 2.673 = $26,730
· You are planning to buy a house in five years. How much do you need to deposit today to have a $10,000 down payment if your investment will make 6%? 
A. $6,000
B. $6,590
C. $7,470
D. $9,400
E. $10,000
· Present Value , $10,000 x .747 = $7470.
· Which of the following would increase the risk of a loan? 
A. rising consumer prices
B. a short time to maturity
C. lower consumer prices
D. constant interest rates
E. a good credit rating
· Jennifer Ryan wants to gain some employment experience so when she is ready to start a career she has something to offer a company. She has decided to work 20 hours a week for a local accounting firm answering the phone and assisting the partners in completing tax returns. Which of the following employment experience strategies is she pursuing? 
A. part-time employment
B. volunteer work
C. internship
D. campus project
E. cooperative education program
· Caroline lives in City A and earns $50,000 per year. The cost of living index in City A is .8. She is considering a move to City B which has a cost of living index of .9. How large a salary will she require in City B to maintain her current standard of living? 
A. $44,444
B. $40,000
C. $56,250
D. $45,000
E. $50,000
· Which one of the following illustrates an insolvent situation? 
A. assets $56,000; annual expenses $60,000
B. assets $78,000; net worth $22,000
C. liabilities $45,000; net worth $6,000
D. assets $40,000; liabilities $45,000
E. annual cash inflows $45,000; liabilities $50,000
$40,000 (assets) - $45,000 (liabilities) = -$5,000 (net worth) (insolvency occurs when liabilities exceed the value of assets)
· Ben Chase needs to pay off some of his debts over the next few months. Which item on his balance sheet would help him decide what amounts are due in the near future? 
A. budget variance
B. investment assets
C. long-term liabilities
D. current assets
E. current liabilities
· During the past month, Jennifer Ernet had income of $3,000. During the month, her net worth declined by $200. If no other financial activities occurred, this means Jennifer's payments for the month were: 
A. $3,200.
B. $3,000.
C. $2,800.
D. $200.
E. $0.
· $3,000 - (-$200) = $3,200
· A person's net worth would increase as a result of: 
A. reduced amounts owed to others.
B. reduced earnings.
C. increased spending for current living expenses.
D. decreased value of personal possessions.
E. decreased value of investments.
· Jamie McFarland has determined that the value of her liquid assets is $4,500, the value of her real estate is $108,000, the value of her personal possessions is $62,000 and the value of her investment assets is $73,000. She has also determined the value of her current liabilities is $9,500 and the value of her long term liabilities is $68,000. What is Jamie's net worth? 
A. $267,500
B. $105,500
C. $170,000
D. $205,500
E. None of the above
· Total assets = $4,500 + 108,000 + 62,000 + 73,000 = $247,500; Total liabilities = $9,500 + 68,000 = $77,500; Net worth = ($247,500 - 77,500) = $170,000
· When interest rates are rising, a person would be best served by: 
A. short-term savings instruments.
B. long-term savings instruments.
C. short-term loans.
D. variable-rate loans.
E. certificates of deposit.
· A $200 savings account that earns $13 interest in a year has a yield of ____________ percent. 
A. 6.00
B. 13.00
C. 7.00
D. 11.25
E. 6.50
· $13/$200 = .065 or 6.5 percent
· The borrower's attitude toward his or her credit obligations is called: 
A. capacity.
B. capital.
C. character.
D. collateral.
E. conditions.
· Karen Price has determined that her net worth is $30,000, excluding her home. She owes $80,000 on her mortgage and $15,000 on a car loan. What is Karen's debt-to-equity ratio? 
A. 3.2
B. 2.0
C. 0.5
D. 2.7
E. 0.3
· $15,000/$30,000 = 0.5
· Interest earnings of $1,600 from a taxable investment for a person in a 28 percent tax bracket would result in after-tax earnings of: 
A. $1,600
B. $1,152
C. $1,100
D. $448
E. $152
· $1,600 x (1 - .28) = $1,152
· Capital gains refer to: 
A. tax-exempt investments.
B. retirement accounts.
C. profits from the sale of an investment asset.
D. earnings from investments such as dividends or interest.
E. tax-deferred investments.
· A person borrows $200 from a payday loan company, and pays $10 interest for two weeks. This would result in an annual interest rate of approximately ___ percent. Ignore compounding. 
A. 260
B. 130
C. 40
D. 20
E. 5
($10 x 26 weeks) = $260; $260/$200 = 1.3 or 130%
· What is the rate an individual will pay for borrowing to purchase a new home called? 
A. prime
B. discount
C. mortgage
D. treasury bond
E. corporate bond
· If you cosign a loan: 
A. you are only responsible for half of the debt obligation.
B. you will be asked, but not required, to pay the loan if full if the borrower fails to pay.
C. you will be required to pay the loan in full if the borrower defaults on the payments.
D. the creditor must first try to collect from the borrower.
E. the creditor is prohibited from garnishing your wages if you refuse to pay the loan in full.
· Today, Michael purchased a laptop computer from a retail outlet. He has agreed to pay for this purchase in full 30 days from today. This is an example of: 
A. open-end credit.
B. a line of credit.
C. single lump-sum credit.
D. installment cash credit.
E. incidental credit.
· Experts suggest that you spend no more than ____________ percent of your net income on credit purchases. 
A. 10
B. 20
C. 30
D. 40
E. 50
· A bank that is looking at your past payment records on your loans is most likely examining which aspect of the 5 Cs of lending? 
A. character
B. capacity
C. collateral
D. capital
E. conditions
· Affan Chawdry has monthly net income of $1,050. He has a house payment of $450 per month, a car loan with payments of $250 per month, a Visa card with payments of $50 per month, and a credit card with a local department store with payments of $100 per month. What is Affan's debt payments-to-income ratio? 
A. 2.63
B. 1.24
C. 0.81
D. 0.38
E. 0.50
· Ratio = ($250 + 50 + 100)/$1,050 = 0.38
· If a new-car loan costs 6%, a used-car loan would cost approximately ___ percent. 
A. 0
B. 1
C. 6
D. 7
E. 20
· A credit purchase with 24 monthly payments of $78 and a down payment of $120 would have a total cost of: 
A. $1,632.
B. $1,752.
C. $1,872.
D. $1,992.
E. $2,120.
· Emily is trying to decide whether to lease or buy a car. Which one of the following is not a factor necessary in making the comparison? 
A. down payment
B. monthly lease payments
C. gasoline costs
D. estimated value of vehicle at end of lease period
E. mileage overage charges 
· Renting is more advantageous than buying a home when you are seeking: 
A. lower short-term living costs.
B. a place to remodel.
C. a long-term investment.
D. tax benefits.
E. permanence of residence.
· Your bankcard has an APR of 18% and there is a 2% fee for cash advances. The bank starts charging interest on cash advances immediately. You get a cash advance of $600 on the first day of the month. You get your credit card bill at the end of the month. What is the total finance charge you will pay on this cash advance for the month? Assume each month has 30 days 
A. $12.
B. $9.
C. $21.
D. $0.
E. $2.
· Joan Stone owns a home in Edmond, Oklahoma. She is worried her property might be damaged due to some unforeseen event. This worry about a loss is an example of a: 
A. peril.
B. hazard.
C. risk.
D. premium.
E. policy.
· The additional living expenses component of a home insurance policy is designed to: 
A. pay for temporary housing while your home is repaired.
B. cover damage to property while away from home.
C. reimburse a homeowner for damage done by a visitor.
D. pay for medical expenses of people injured on your property.
E. pay for repairs caused by fire or other hazards.
· ____________ protects you against financial loss when your car damages the property of others. 
A. Collision
B. Comprehensive physical damage
C. Property damage liability
D. No-fault insurance
E. Assigned risk coverage
· Benjamin Northcutt has an insurance policy that does not cover cosmetic surgery like the nose job he would like to have. What provision in his insurance policy would specify this? 
A. eligibility
B. assigned benefits
C. benefit limits
D. guaranteed renewable
E. exclusions and limitations
· Individuals and families purchase life insurance primarily to: 
A. pay liability claims resulting from accidents.
B. fill financial needs created by the loss of the breadwinner.
C. fund lavish retirement vacations.
D. keep up with people with a similar financial situation.
E. make early retirement possible.
· An emergency fund should be deposited in a: 
A. savings account at the highest available interest rate.
B. six-month certificate of deposit.
C. checking account.
D. safe place at home.
E. safe deposit box in a bank vault. 
· All except which one of the following are good ways to acquire money for starting an investment program? 
A. pay bills first, and then save a reasonable amount of money for investment
B. participate in an elective savings program offered by your employer
C. make a special savings effort one month per year
D. borrow money specifically for investment purposes
E. take advantage of gifts, inheritances, and windfalls
· An example of ____________ risk occurs when an investment does not keep up with prices that are increasing in the overall economy. 
A. market
B. interest
C. inflation
D. business failure
E. current
· A firm is short on cash. Which of the following would be paid first? 
A. dividends to common stock owners.
B. cash to buy shares of stock from shareholders.
C. cash to buy bonds from current bondholders.
D. interest to bond owners.
E. dividends to preferred stock owners.
· If interest rates in the overall economy decrease, what will happen to the market value of a corporate bond with a fixed interest rate? 
A. The bond will lose all its value.
B. The value of the bond will increase.
C. The value of the bond will decrease.
D. The value of the bond will not change.
E. It is impossible to determine if the bond's value will increase, decrease, or remain constant.
· Christopher Pratt just bought shares of common stock. Which one of the following is he entitled to based on his ownership of these shares? 
A. semi-annual interest payments
B. guaranteed annual dividends
C. right to vote on major corporate issues
D. right to declare a stock split
E. right to declare future dividends
· ABC Corporation has assets that total $12 million and liabilities that total $4 million. It also has 500,000 shares of stock outstanding. What is the ABC's book value per share? 
A. $32
B. $24
C. $16
D. $8
E. $0
· Book value per share = ($12 million - 4 million)/500,000 = $16
· An investment theory based on the assumption that stock price movements are purely random is called the ____________ theory. 
A. fundamental
B. technical
C. efficient market
D. primary
E. market
· Quincy Martin Manufacturing stock has a market value of $48 a share. If the book value is $40 a share, the firm's market-to-book ratio is: 
A. 0.8.
B. 1.0.
C. 1.2.
D. 2.0.
E. 2.4.
· Market-to-book ratio = $48/$40 = 1.2
· Ashley Riley wants to buy the stock of XYZ Company at a specified price. What type of order should she place? 
A. market order
B. limit order
C. stop order
D. discretionary order
E. common order
· Which one of the following statements is correct? 
A. Stock is a form of debt capital.
B. Stock must be repaid at maturity.
C. Bonds are a form of debt capital.
D. Bonds do not have to be repaid at maturity.
E. Interest payments to bondholders must be declared by the board of directors.
· The highest bond rating issued by Moody's is: 
A. AAA.
B. Aaa.
C. A +.
D. BB.
E. AA.
· If overall interest rates in the economy rise, a corporate bond with a fixed interest rate will generally: 
A. increase in value.
B. decrease in value.
C. remain unchanged.
D. become worthless.
E. be returned to the corporation.
· A bond that can be exchanged, at the owner's option, for a specified number of shares of the corporation's stock is called a(n) ____________ bond. 
A. debenture
B. mortgage
C. indenture
D. convertible
E. subordinated
· Why do corporations sell bonds? 
A. To improve the firm's financial leverage.
B. To pay for major purchases.
C. Because they are finding it difficult or impossible to sell stock.
D. Because the interest is tax-deductible.
E. For all of the reasons listed in the other answers.
· The value of a mutual fund's portfolio minus the mutual fund's liabilities, divided by the number of shares outstanding is called the: 
A. Book value.
B. Outstanding balance.
C. Libor rate.
D. Net asset value.
E. Accounting value.
· A closed end-fund is: 
A. a fund that generally invests only in the stocks or other securities contained in a specific stock or securities index.
B. a fund whose shares are issued by an investment company only when the fund is organized.
C. professionally managed so investors need not monitor the performance of the fund.
D. a fund whose shares are issued and redeemed by the investment company at the request of investors.
E. one whose shares trade only at end-of-the-day prices.
· Which of the following would be found in a mutual fund's prospectus? 
A. statement describing the risk factors associated with the fund
B. description of the fund's past performance
C. information about the fund's management
D. the process for buying and selling shares in the fund
E. all of the information in the other answers
· The Capitalist Mutual Fund's portfolio is valued at $45 million. The fund has liabilities of $3 million, and the investment company sponsoring the fund has issued 1,600,000 shares. What is the fund's net asset value? 
A. $100.00
B. $26.25
C. $52.50
D. $3.75
E. $1.00
· NAV = ($45 million - $3 million)/1.6 million = $26.25
· Which one of the following statements is false? 
A. Investors purchase mutual funds for diversification.
B. Investors purchase mutual funds because of their professional management.
C. Investors who purchase mutual funds are guaranteed a higher rate of return than if they were to purchase comparable stocks and bonds directly.
D. Professional mutual fund managers work for an investment company.
E. Even the best portfolio managers sometimes make mistakes.
· Real estate investments are classified as: 
A. participating or nonparticipating.
B. common or preferred.
C. cumulative or noncumulative.
D. direct or indirect.
E. none of the other answers.
· In what type of real estate investment does the investor hold legal title to the property? 
A. Ginnie Mae
B. participation certificates (PCs)
C. real estate investment trusts (REITs)
D. direct investment
E. indirect investment
· Illiquidity in real estate means that: 
A. you can quickly find someone who is willing to pay full value to purchase the property.
B. you don't have a water well on the property.
C. you cannot quickly sell the property.
D. you don't have financial leverage.
E. there is an efficient market for the property.
· 	Diane Chambers buys an apartment building for $2 million. Which one of the following exhibits the highest degree of financial leverage? 
A. $500,000 down payment and mortgage of $1,500,000
B. $250,000 down payment and loan of $1,750,000
C. $150,000 down payment and loan of $1,850,000
D. $100,000 down payment and loan of $1,900,000
E. $1 million down payment and loan of $1 million
· Real property equity investments are usually considered attractive during times of: 
A. deflation.
B. disinflation.
C. inflation.
D. recession.
E. unemployment.
· Jeremy Fischer has just purchased 20 gold coins from a broker. 
What type of investment does he hold? 
A. direct investment in real estate
B. indirect investment in real estate
C. precious metals
D. ceramics
E. gems
· Brian Wilson has several Football shirt passed down to him from his grandfather. He is particularly proud of the signed Diego Maradona’s shirt that he has. What type of investment does he hold? 
A. direct investment in real estate
B. indirect investment in real estate
C. precious metals
D. collectibles
E. gems
· Your first step in retirement planning is to: 
A. estimate your spending needs.
B. analyze your current assets and liabilities.
C. adjust your spending needs for inflation.
D. evaluate your planned retirement income.
E. determine if you'll have to work during retirement.
· Joseph Vu has assets worth $1,200,000. He has written a legal document that specifies that these assets be divided equally between his wife and his two sons upon his death. What is this legal document? 
A. estate
B. will
C. trust
D. probate
E. liabilities
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