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FINC-5210 Exam #2.  Please select the BEST answer for each of the following questions.  Each question is worth three (3) points, for a total of 100 points.

1.  There is considerable debate between individuals who believe in either fundamental analysis or technical analysis.  Which of the following statements is true regarding these two approaches?

a.     They both use historical information to try to forecast the future.

b.     They are separate and incompatible approaches for stock price analysis.

c.     Fundamental analysis is a much older, traditional, and reliable approach than technical analysis.

d.     All of the above are true.

e.     Only a. and c. are true.

2.  Which of the following would probably NOT be used by a practitioner of technical analysis?

a.     Historical price and volume data.

b.     Company earnings reports.

c.     Support and resistance levels.

d.     Aggregate market data, such as the advance-decline line.

e.     All of the above would be used.
3.  The efficient market hypothesis tell us:

a.     That all relevant information is already factored into the price of a stock.

b.     That it is not possible to consistently “beat the market”. 

c.     That the market’s actions are really not possible to forecast.

d.     All of the above.

e.     Only a. and c.

4.  Which of the following is NOT true regarding Dow Theory?

a.     Stock prices move in trends which can be identified in the long term.

b.     Daily price action is of no real importance.

c.     A trend is confirmed when the major indexes are both moving in the same direction.

d.     It provided much of the foundation of contemporary fundamental analysis.

e.     All of the above are true.

5.  Using diversification:

a.     Can reduce the overall risk in a stock portfolio.

b.     Can reduce the overall returns in a stock portfolio.

c.     Means investing in a number of different stocks.

d.     All of the above are true.

e.     Only a. and c.

6.  A national crisis involving all sectors of the economy will have what effect on the stocks in a portfolio?

a.      Unsystematic risk

b.      Systematic risk

c.      No effect

d.      Portfolio risk

e.      Risk premium

7.  If the price of oil were to suddenly rise significantly, what would we call the effect of this event upon the air transportation stocks in a portfolio?

a.      Unsystematic risk

b.      Systematic risk

c.      Portfolio risk

d.      Risk premium

e.      None of the above

8.  The “beta” coefficient:

a.      Is a measure of the risk of a stock.

b.      Compares the movement and volatility of a stock to the market as a whole.

c.      Measures systematic risk.

d.      All of the above.

e.      Only a. and b.

9.  Which of the following can be used to determine the degree to which a portfolio is “beating” the market?

a.      The beta coefficient

b.      Sharpe ratio

c.      Jensen’s alpha

d. Both a. and b.

e. Both b. and c.
10.  Which of the following tells you when to buy shares of a stock?

a.         Investment psychology.

b.         Money management.

c.         Method.

d.         All of the above.

e.         Only b. and c. 

11.  Which of the following tells you when to sell shares of a stock which you currently own?

a.         Investment psychology.

b.         Money management.

c.         Method.

d.         All of the above.

e.         Only b. and c.

12.  Joe is an investor who looks for companies whose stocks are currently selling at prices which represent historically low prices in relation to company earnings and revenues.  In addition, he prides himself as someone who likes to do the opposite of what the investment “crowd” is doing.  Which of the following best describes Joe’s investment style?

a.         Growth

b.         Value

c.         Contrarian

d.         Only a. and c. 

e.         Only b. and c.

13.  Mary is an investor who buys the stocks of companies which are currently reporting increases in revenues and earnings.  Which of the following best describes Mary’s investment style?

a.         Value

b.         Momentum

c.         Technical

d.         Contrarian

e.         None of the above.

14.  Jim is an investor who uses the following approach.  He maintains a portfolio with five equal-sized positions.  Each year, he closes out all of his current positions and buys the stocks of the five companies in the Dow Jones Industrial Average with the highest one-year price percentage increase.  Which of the following best describes Joe’s investment style?  

a.         Growth

b.         Value

c.         Technical
d.         Mechanical

e.         None of the above.

15.  Susan is an investor who uses a moving average method to time her stock purchases, assuming that as long as the moving average is sloping upward, the stock will continue moving up in price with enough strength to produce a significant increase in price.  Which of the following best describes Susan’s investment style?

a.         Value

b.         Growth

c.         Momentum

d.         Contrarian

e.         None of the above.

16.  Which of the following is a good approach to test an investment method?

a.         Back-test it manually using historical data from the past few years.

b.         Paper-trade it manually using current data.

c.         Back-test it using a computerized testing system.

d.         All of the above.

e.         Only a. and b. are true.
17.   Which of the following statements is true regarding stock price trends?

a.         A trend will tend to go further and last longer than we might think.

b.         Stock prices are in uptrends or downtrends about half of the time, and not in trends the other half of the time.

c.         The trend of a stock’s price depends on your timeframe.

d.         All of the above.

e.         Only a. and b.

18.   Which of the following would NOT be a good starting point for selecting and/or creating a personalized investment method?

a. Read interviews with successful investors, looking for a method which

you like.

b.         Find a method which has worked in the past, study it in detail, and tailor it to your personality.

c.         Study the stock market, develop your own theories, and develop a method from scratch.

d.         Try several different methods, using back-testing and paper-trading, and look for one which you like.

e.         Actually, all of these are good starting points for developing an investment method.

19.   Which of the following is NOT a good way to overcome harmful emotions which can get in the way of investing success?

a.         Find a successful investor and adopt his/her method.

b.         Test your method thoroughly and come to trust it.

c.         Make sure your method fits with your personality.

d.         Have clear-cut rules for entering and exiting positions.

e.         Stop investing, move all of your account into cash, and reflect on yourself and the market for a few weeks.

20.   Assume the market indexes have been moving up for the past several weeks.  However, you notice that the cumulative chart of the number of stocks moving up in price minus the number of stocks moving down in price is moving down rather than up.  In addition, the cumulative chart of the number of stocks making new highs minus the number of stocks making new lows is also moving down.  What could this mean?

a.         It could mean that the current advance in the market is potentially too weak to continue.

b.         It could mean that the conditions of the Dow Theory for a market uptrend have not yet been met.  

c.         It could mean nothing at all.
d.         Only a. and b.

e.         Only a. and c.

21.   Which of the following approaches is an example of a rule in your investment method?

a.         Sell a stock you currently own when the price reaches a certain level.

b.         Sell a stock you currently own by locking in a certain percentage of the profit.

c.         Sell a stock you currently own when the price drops below a trend line.

d.         All of the above.

e.         None of the above.

22.   Which of the following is NOT true regarding the psychology of the investment “crowd”?

a.         The crowd is typically correct during the middle portion of a market trend.

b.         The crowd is typically incorrect during the late portion of a market trend.

c.         The crowd is typically incorrect during the early portion of a market trend.
d.         The emotions of the crowd are generally more complicated than the emotions of each individual in the crowd.
e.         All of the above are true.
23.   Your broker has recommended that you consider buying shares of Lowe’s (LOW), based on the company’s new marketing campaign and plans for expansion.  What must you do before deciding?

a.         It depends on your method.  

b.         Perform your own price ratio analysis to project a share price for LOW and make your own decision.

c. Look at the chart for LOW.

d. Look to see if insiders are buying or selling LOW.

e.         All of the above.

24.   Assume the financial news has been negative for months, forecasting no end to an extended bear market.  You find that individual investors have started selling their mutual funds, converting them to cash, in record numbers.  The non-financial magazines are starting to publish cover stories about “the end of the stock market.”  And the market indexes are at their lowest point in two years.  Which of the following statements is true regarding how a specific investor might interpret this news? 

a.         A trend-following investor will continue holding short positions until he/she sees evidence that the downtrend is over.

b.         A contrarian investor will see this as a potential buying opportunity.

c.         A value investor will consider buying stocks whose current prices are well below the price levels projected using price ratio analysis.

d.         All of the above.

e.         Only b. and c.

25.  Which of the following statements is NOT true regarding corporate bonds?

a.         A senior debenture was typically issued before any subordinated debentures.

b.         Some can be converted to shares of preferred stock.

c.         Some can be called in by the issuer.

d.         They represent a debt which the corporation owes to the bondholders.

e.         All of the above are true.
26.  Which of the following statements is NOT true regarding the credit ratings of a corporate bond?

a.         The stronger the convenants of the bond, the higher the ratings are likely to be.

b.         They are based on the perceived ability of the corporation to meet its obligations to pay the interest and to repay the principal of the bond issue.

c.         They apply to the bond issue, not the corporation.

d.         They provide investors with a good idea of the riskiness of a particular bond.

e.         All of the above are true.
27.  Which of the following represents a government bond whose interest is exempt from federal income taxes?

a.         U.S. Savings Bonds.

b.         Treasury Bills.

c. GNMA Securities.
d.         Treasury Bonds.

e.         None of the above are true.
28.  You are convinced the market is going to move up in price, and that the computer industry is going to lead the way up.  You are especially bullish on DELL, which is currently priced around $35.  You do not currently own DELL stock.  Your projections tell you that DELL could move to at least $45 in the next few weeks.  You are considering the following option investments.  Assume that you are correct and DELL stock does indeed reach $45 in 3 weeks.  Which option, if bought today, will give you the greatest profit?

a.         Buy a put option for DELL with a strike price of $40.

b.         Buy a call option for DELL with a strike price of $40.

c.         Buy a put option for DELL with a strike price of $45.

d.         Buy a call option for DELL with a strike price of $45.

e.         None of the above will be profitable when the stock’s price is $45.
29.  You buy a put option for 100 shares of INTC with a strike price of $35.  INTC is currently trading at $30, and the option costs you $3.00 per share.  What is the total dollar amount of your risk, not including commissions or fees?

a.         $300.

b.         $500.
c.         It depends on how high INTC stock goes before the option expires.  If INTC stock stays below $35, your risk is zero.  If INTC goes above you’re your risk is the difference between the stock price and $35.
d.         It depends on how low INTC stock goes before the option expires.  Your risk is the difference of $35 and the stock price, assuming the price is below $35.  Otherwise, your risk is zero.

e.         None of the above are true.
30.  Which of the following is true regarding stock options?

a.         It is possible to make a very high percentage gain on the amount invested.

b.         The most you can lose is the amount you originally invested.

c.         They represent an option which may or may not be exercised, with neither party (the owner or the writer) obligated to close the deal.

d.         All of the above.

e.         Only a. and b.
31.  You currently own 100 shares of IBM, selling at $100.  You have a large profit which you wish to protect.  Which of the following approaches will essentially “lock in” your profit at the current price level (in the event that the price drops) and at the same time result in the largest overall profit in terms of total dollars?

a.         Buying a $2 put option with a strike price of $100.
b.         Buying a $2 call option with a strike price of $100.

c.         Writing a $2 put option with a strike price of $100.
d.         Writing a $2 call option with a strike price of $100.

e.         None of the above.
32.   Assume that you are looking at buying shares of two mutual funds.  Fund #1 has an average yearly return over the past 10 years of 9 percent with a standard deviation of 10.  Fund #2 has an average yearly return over the past 10 years of 14% with a standard deviation of 19.  These two funds have had a correlation of approximately .05 during the past 10 years.  At what mix would the portfolio have the lowest overall risk?

a.         100% Fund #1, 0% Fund #1.

b.         80% Fund #1, 20% Fund #2.

c.         50% Fund #1, 50% Fund #2.

d.         20% Fund #1, 80% Fund #2.

e.         0% Fund #1, 100% Fund #1.
33.   You are considering investing in one of the funds shown below from Fidelity Investments (www.fidelity.com).  You recall from class that historically there has been a positive correlation between the risk of an investment and its returns.  Using standard deviation as a measure of risk, and using each fund’s 10 year returns as an estimate of its future returns, examine the risk and return of these funds.  Which fund does not seem to “obey” the rule of risk and return correlation, at least over the past 10 years? 

a.         Puritan fund.

b.         Equity Income fund.

c.         Dividend Growth fund.

d.         Capital Appreciation fund.

e.         Growth Company fund.
