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B #174

A rating agency downgrades a corporation's credit rating. Which of the following effects is this action most likely to have on the yield
and price of the corporation's outstanding bonds?

A. Yield will fall; price will fall.
B. Yield will rise; price will fall.
C. Yield will fall; price will rise.
D. Yield will rise; price will rise.

IEf#: B

RN -

Step by Step Explanation:

* Credit Downgrade: Increases perceived risk, causing bond prices to drop and yields to rise.

* Yield-Price Relationship: Yields move inversely to bond prices. Lower prices lead to higher yields as investors demand more
return for increased risk.

References:

* SEC Guidance on Bond Ratings: SEC Bond Ratings.

HRA #175
An investor is bullish on a particular stock for the long run, but he would prefer a better price than the stock's current quote. Which
of the following trades should the investor enter for this stock?
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A. Market order to buy
B. Limit order to sell
C. Market order to sell
D. Limit order to buy

Ef#: D

R

A limit order to buy allows the nvestor to specify the maximum price he is willing to pay for the stock. The order will only execute if
the stock price falls to or below the specified price.

* B is correct because a limit order to buy aligns with the investor's desire to secure a better price.

* Ais incorrect because a limit order to sell is used when an investor wants to sell at a mnimum price.

* C and D are incorrect because market orders execute at the current market price, not at a preferred price.

Reference: SIE Study Guide, Chapter 1: Trade Execution and Order Types

HM #176
Which of the following strategies is an investor most likely to employ using options contracts?

A. Buying put options to set a definitive floor for potential losses

B. Buying call options when the market shows downward momentum
C. Selling call options to set a definitive ceiling for potential losses

D. Buying put options when the market shows upward momentum

Ef: A

fEEL:

Buying a put option gives the imvestor the right to sell a stock at a specific strike price, effectively setting a floor for potential losses if
the stock price declines. This is a common risk-management strategy.

* A'is correct because buying puts limits downside risk while retaining the potential for upside gains.

* B is incorrect as buying puts is a bearish strategy, not one used during upward momentum.

* C 1s incorrect because selling call options does not hedge losses; it is a speculative or income- generating strategy.

* D is incorrect because buying calls is a bullish strategy, used during upward momentum, not downward.

Reference: SIE Study Guide, Chapter 8: Options Strategies

R #177
An investor sells shares ofa closed-end find at the market. Which of the following responses best describes the net proceeds to be
received?

A. NAV less any redemption fee

B. Bid price less any commission

C. Net asset value (NAV)

D. Public offering price (POP) less any redemption fee

IEf#: B

R :

Step by Step Explanation:

* Closed-End Funds: Trade on exchanges like stocks, and the nvestor receives the bid price (market price) minus any applicable
commussions.

* Incorrect Options:

* A & B: NAV applies to open-end mutual funds, not closed-end funds.

* D: POP applies to initial sales of mutual find shares.

SEC Guidance on Closed-End Funds: SEC Closed-End Funds.

BHR#178
Publicly traded limited partnership interests are typically considered:



A. Equity securities

B. Mutual funds

C. Derivative mvestments
D. Fixed-income securities

EfE: A

RN -

Step by Step Explanation:

* Publicly Traded Limited Partnerships (PTPs): Represent ownership stakes, which categorize them as equity securities. PTPs often
involve sectors like real estate or energy.

* Incorrect Options:

* A: Mutual funds are pooled investment vehicles, not partnerships.

* C: Fixed-income securities are debt instruments like bonds.

* D: Derivatives include options or futures, not ownership stakes.

References:

* SEC Guidance on Publicly Traded Partnerships: SEC PTPs.
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