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Z| &l Canadian Securities Course CSC2 FENMEEA| (Q147-Q152):

AE #147
An analyst compiles the following information for Theta Inc.
Based on the financial information provided, what will the dividend payout ratio be for Theta Inc.?

A 1.80%
B.3.24%
C. 6.66%
D. 8.33%
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HEE #148
What type of risk were mortgage-backed securities designed to address?

A. Interest rate
B. Liquidity
C. Prepayment
D. Rollover

HE. C

MY

Mortgage-Backed Securities (MBS)are designed to addressprepayment risk, which arises when borrowers pay off their mortgages
earlier than expected. Prepayments reduce the interest income mvestors receive and can affect the expected return on the security.
* Why Prepayment Risk is Addressed:

* Prepayment often occurs when interest rates decline, as borrowers refinance their mortgages. This leaves MBS investors
reinvesting at lower yields, which impacts returns.

* Structuring MBS helps mitigate prepayment risk through mechanisis like tranches in Collateralized Mortgage Obligations
(CMOs).

* Explanation of Options:

* A. Liquidity: Incorrect. MBS provides liquidity to lenders but is not designed to address liquidity risk directly.

* B. Interest Rate: Incorrect. MBS investors are still exposed to interest rate risk as rates impact prepayment behavior.

* C. Rollover: Incorrect. Rollover risk applies to short-term debt securities, not MBS.

* D. Prepayment: Correct. MBS structures are specifically designed to mitigate the impact of prepayments on investors.
References:

* CSC Volume 2, Chapter 23: Risks of structured products, particularly prepayment risks n MBS.

EE #149
Ifa mutual fund is set up as a corporation, how much of income generated by the find flows through directly to the shareholders?

A. 100% of interest
B. 50% of capital gain
C. None

D. 100% of dividends
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EE #150
Which type of trader specializes in managing block trades on behalf of institution clients?

A. Responsible designated trader.
B. Liability trader
C. Market maker
D. Agency trader



HE. D
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An agency trader specializes in executing large block trades for institutional clients without taking ownership of the securities. Their
role is critical in facilitating liquidity and minimizing market impact during the execution of trades.

* Managing Block Trades:

* Agency traders handle large transactions on behalf of institutions like pension funds or mutual funds, ensuring the trades are
completed efficiently.

* They do not use the firmi's capital; instead, they act as intermediaries between the buyer and seller.

* Minimizing Market Impact:

* Large trades can significantly impact stock prices if not executed strategically. Agency traders use methods like algorithmic trading
or dark pools to mitigate this impact.

* Role vs. Other Traders:

* Liability Trader: Trades using the firnl's capital, assuming the risk of the position.

* Market Maker: Provides liquidity by quoting buy and sell prices.

* Responsible Designated Trader: Oversees order flow for specific securities on the exchange.

* The question specifies managing block trades for institutional clients. This matches the role of agency traders, as they focus on
executing trades on behalf of clients without taking positions themselves.

Key Responsibilities of Agency Traders:Why Option B Is Correct:References from CSC Study Materials:

* Volume 2, Chapter 27: "Working with the Institutional Client," Section on Roles and Responsibilities in the Institutional Market.

HE #151
‘What document must be provided to an mvestor before they purchase a mutual fund?

A. The annual information form.
B. The annual audited statements.
C. A simplified prospectus.

D. A Fund Facts document.
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