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As	an	alternative	to	borrowing,	they	could	securitize	the	receivables	by	creating	a	special	purpose	entity	(SPE)	over	which	they	would	exercise	control.	Sobhani	has	only	stated	historical	returns	for	these	types	of	investments	based	on	research	of	other	similar	investments.	A	is	incorrect	because	the	value	of	the	callable	bond	will	increase	when
interest	rate	volatility	decreases.	■■	Paints	and	coatings	are	the	logical	or	only	choice	for	many	applications,	but	alternatives,	such	as	aluminum,	vinyl,	and	wood,	are	available	for	some	situations.	His	first	determination	is	for	Western	Plains	Rail	(WPR),	using	the	data	presented	in	Exhibit	1.	A	No,	he	is	incorrect	about	the	capture	of	option	time	value.
These	types	of	investments	require	large	up-front	cash	injections,	patience,	and	the	ability	to	accept	a	long	cash	out	period.	A	Knowledge	of	the	Law	B	Conflicts	of	Interest	C	Misconduct	B	is	correct.	Sobhani	drafts	a	note	to	Poundston	telling	her	“there	is	no	better	time	to	invest	in	the	stock	market	than	right	now.	Many	products	are	basically
identical,	and	switching	costs	for	customers	is	low.	Intercorporate	Investments	LOS	a	Section	3.3	26	In	the	discussion	about	using	the	equity	method	to	account	for	Bardem’s	purchase	of	Ariana,	which	statement	is	most	accurate?	Observation	3	Equities	provide	superior	consumption-hedging	properties	to	high-quality	bonds.	During	an	environment	in
which	GDP	is	forecast	to	surprise	to	the	downside,	higher-rated	issues,	such	as	Bond	3,	are	likely	to	outperform.	Exhibit	2	 Selected	Information	from	Note	F	of	Atlantic’s	2013	Annual	Financial	Statements	($	thousands)	Start-of-year	pension	obligations	72,544	Start-of-year	plan	assets	60,096	End-of-year	pension	obligations	74,077	End-of-year	plan
assets	61,812	Current	service	cost	1,151	Interest	cost	5,441	Actual	return	on	plan	assets	5,888	Expected	return	on	plan	assets	4,597	Benefits	paid	to	retired	employees	5,059	Employer’s	contributions	887	Amortization	of	past	service	costs	272	19	In	regard	to	Loris	and	Paul’s	discussion	about	the	changes	in	the	pension	plan	arising	from	the	new
collective	agreement,	which	comment	is	most	accurate?	2014	31	Dec.	Given	inferior	consumption	hedging	properties,	equity	investors	should	demand	a	risk	premium	relative	to	fixed-income	investors.	She	denotes	the	errors	from	this	second	regression	as	ηt.	Kristensen	and	her	team	then	move	on	to	a	discussion	of	the	various	ways	of	comparing
Darwin’s	profitability	with	other	firms	in	the	industry,	and	they	make	the	following	comments:	Kristensen:	I	prefer	return	on	invested	capital	(ROIC)	because	it	is	not	affected	by	the	amount	of	debt	on	Darwin’s	balance	sheet.	Quantum	offers	a	variety	of	fixed-	income	oriented	investment	strategies,	including	a	core-plus-bond	strategy	as	well	as	a
popular	long–short	credit	hedge	fund.	Bond	A	is	not	callable,	while	Bond	B	is	callable	and	has	a	slightly	longer	maturity	than	Bond	A.	Both	of	the	ways	Bond	C	differs	from	Bond	A	would	imply	a	higher	price	than	Bond	A,	which	it	has.	Exhibit	2	 Data	on	Caterpillar	Options	with	March	Expiration	Exercise	Price	($)	Call	Premium	Put	Premium	65	2.86
1.30	68	0.83	1.70	Caterpillar	will	announce	earnings	in	the	next	few	weeks,	and	Valdivia	wants	to	protect	herself	against	a	decline	in	the	event	earnings	miss	consensus	estimates.	To	best	simulate	the	exam	day	experience,	candidates	are	advised	to	allocate	an	average	of	18	minutes	per	item	set	(vignette	and	6	multiple	choice	questions)	for	a	total	of
180	minutes	(3	hours)	for	this	session	of	the	exam.	0.04	×	€4,800,000	=	€192,000.	The	convexity	of	a	callable	bond	turns	negative	when	the	call	option	is	near	the	money,	because	the	upside	for	the	bond	is	much	smaller	than	the	downside	(because	the	value	is	capped	at	the	call	price).	Since	the	actual	exam	is	on	paper,	they	ought	to	have	an	easy	way
for	us	to	print	the	exam.	The	short	put	would	be	appropriate	in	the	context	of	low	realized	volatility	and	a	bullish	outlook	for	stocks.	B	purchasing	March	96	calls	and	selling	March	99	calls.	This	strategy	will	enable	Cevallos	to	profit	if	Apple	shares	decline	and	still	limit	losses	if	share	prices	increase.	B	is	incorrect	because	it	is	not	a	violation	of
Standard		VII(B)	to	factually	state	that	Charterholders	must	annually	renew	their	commitment	to	abide	by	the	Code	and	Standards.	The	essentially	identical	product	offerings	from	the	various	manufacturers	enable	customers	to	easily	switch	brands.	Brand	loyalty	is	not	of	great	importance	to	customers.	He	mentions	to	a	coworker,	Ana	Domingues,
that	the	price	paid	by	Bardem	for	the	Ariana	shares	was	€80	million.	If	the	analyst	makes	thorough	notes	and	makes	reasonable	observations	of	this	interaction	it	is	likely	Sobhani	would	be	able	to	meet	his	supervisory	responsibilities.	Cyclical	stocks	tend	to	outperform	non-cyclical	stocks	in	the	aftermath	of	a	recession,	so	consumer	staples	stocks
would	be	likely	to	underperform	discretionary	stocks.	Derivatives	Strategies	LOS	i	Section	5.2	54	In	Mazza’s	concluding	statement,	he	is	least	likely	correct	with	regard	to	the:	A	choice	of	the	short	put	strategy.	The	pricing	of	all	three	(below	par),	implies	the	coupon	rate	of	a	par	bond	with	this	credit	rating	and	approximate	maturity	is	higher	than
7.0%.	It	uses	the	coupon	rate	times	the	fair	value	of	the	debt	at	purchase:	0.04	×	€5,000,000	=	€200,000.	Shark101,	what	do	you	think	about	IFT	mocks?	The	company	reports	using	IFRS,	and	its	reporting	currency	is	the	Euro.	Reviewing	the	firm’s	bank	account,	Sobhani	notices	several	unauthorized	credit	card	payments	for	thousands	of	dollars.	The
company	prepares	its	financial	statements	in	accordance	with	US	GAAP,	and	the	new	collective	agreement	became	effective	1	January	2014.	C	is	incorrect	because	activities	mentioned	in	Task	2	are	necessary	to	meet	the	requirements	of	Standard	IV(C).	It	uses	the	coupon	interest	rate	times	the	face	value	of	the	debt.	Corporate	profitability	tends	to
sharply	recover	with	any	uptick	in	demand	during	a	recession	given	leaner	cost	structures	at	that	time	and	can	be	an	important	indicator	of	the	business	cycle.	B	yield	on	high	quality	corporate	bonds.	IFRS	includes	goodwill	in	the	carrying	value	of	the	investment,	so	it	is	not	separately	tested	for	impairment.	C	not	change.	Under	the	equity	method	the
goodwill	is	included	in	the	investment	amount	on	Bardem’s	balance	sheet.	It	uses	no	interest	or	time	value:	2	years	×	Annual	credit	=	2	×	13,901	=	27,802.	Factor	3	Darwin	recently	announced	a	corporate	restructuring,	and	the	benefits	are	expected	to	be	fully	realized	by	the	end	of	2017.	DeMolay	cautions	Kamini:	“Remember	that	when	we	analyze
two	time	series	in	regression	analysis,	we	need	to	ensure	that	1	neither	the	dependent	variable	series	nor	the	independent	variable	series	has	a	unit	root,	or	2	that	both	series	have	a	unit	root	and	are	not	cointegrated.	C	is	incorrect	because	it	is	not	a	violation	of	Standard	VII(B)	to	state	that	each	of	the	team	members	passed	all	three	CFA	Exams	on
their	first	try,	if	in	fact	that	is	true.	Time-Series	Analysis	LOS	i	Section	5.1	14	If	Kamini	is	correct	regarding	the	trailing	P/E	time	series,	the	best	forecast	of	next	period’s	trailing	P/E	is	most	likely	to	be	the:	A	current	period’s	trailing	P/E.	By	stating	the	review	occurs	when	practical	could	imply	the	review	is	done	after	distribution	or	if	the	review	takes
a	long	period	of	time	to	complete,	the	research	report	could	become	stale.	Economics	and	Investment	Markets	LOS	i	Sections	6.2	and	6.3	2018	Level	II	Mock	Exam	AM	60	Based	on	the	backtest,	which	tendency	of	Wu’s	model	is	he	most	likely	to	be	satisfied	with?	As	you	work	your	way	through	the	curriculum,	we	recommend	pausing	to	answer
practice	questions,	assessing	your	level	of	confidence	and	accuracy	along	the	way.	By	not	following	local	law	and	reporting	2018	Level	II	Mock	Exam	AM	11	his	cousin’s	malfeasance,	Sobahni	violated	Standard	I(A)–Knowledge	of	the	Law	and	as	a	result	also	violated	Standard	I(D)–Misconduct	because	his	actions	reflect	adversely	on	his	professional
reputation	or	integrity.	A	Yes,	Sobhani	violated	the	Standard.	Krishnan	uses	the	results	in	Exhibit	3	to	estimate	the	bond’s	effective	duration.	C	99.206.	B	choice	of	the	long	straddle	strategy.	I’m	currently	doing	Wiley’s	mocks	now	and	it’s	pretty	disappointing.	They	also	base	their	projections	on	an	analysis	of	the	company’s	historical	sales	and	expense
data,	which	is	a	bottom-up	approach.	It	is	the	periodic	pension	cost.	13	14	2018	Level	II	Mock	Exam	AM	C	is	incorrect	because	the	results	in	Exhibit	2	suggest	that	ARCH	does	exist	in	the	data,	so	the	time-series	is	not	a	random	walk.	Poundston	then	insisted	Sobhani	invest	her	assets	only	in	bonds	and	cash	to	preserve	her	capital	and	reduce	her	risk
exposure.	The	regulator	indicates	a	complaint	has	been	received	about	Better	Investments	and	asks	to	see	all	client	investment	records	so	an	initial	assessment	of	the	issue	can	be	made.	These	values	suggest	that	the	time	series	is	a	random	walk.”	Kamini	replies:	“I’m	convinced	the	P/E	series	based	on	trailing	earnings	truly	is	a	random	walk.”	Kamini
and	DeMolay	next	examine	the	behavior	of	P/Es	calculated	using	forward	12-month	earnings	(Eforward).	He	mentions	to	Gast	that	this	implies	that	the	company	is	fairly	valued	relative	to	the	industry.	Sobhani	makes	available	those	client	files	kept	on-site	covering	the	past	seven	years,	as	required	by	local	legal	statutes.	C	8.21.	Guidance	for
Standards	I–VII	LOS	b	Standard	IV(C)–Responsibilities	of	Supervisors	Ardy	Sobhani	Case	Scenario	Better	Investments,	founded	by	Ardy	Sobhani,	CFA,	five	years	ago,	is	an	investment	adviser	serving	mostly	middle-income	clients	along	with	several	high-net-worth	clients.	B	the	market	forecast.	A	Requirement	3	B	Requirement	1	C	Requirement	2	C	is
correct.	The	current	service	cost	will	decrease,	not	increase.	The	Fama–French	model	estimate	for	return	on	equity	is	calculated	using	the	formula	ri	=	RF	+	βimkt	RMRF	+	βisize	SMB	+	βivalue	HML	where	ri	=	Required	return	on	share	i	RF	=	Current	expected	risk-free	return	on	the	short-	term	government	bill	βimkt	,	βisize	,	and	βivalue	=	Factor
sensitivities	for	the	market,	size,	and	value	factors,	respectively	RMRF,	SMB,	and	HML	=	Risk	premiums	for	the	market,	size,	and	value	factors,	respectively	FFM:	ri	=	1.2%	+	1.3	×	(5.2%)	–	0.2	×	(2.0%)	–	0.3	×	(4.3%)		=	1.2%	+	6.76%	–	0.40%	–	1.29%		=	6.27%	=	6.30%	2018	Level	II	Mock	Exam	AM	27	A	is	incorrect.	A	Paul’s	first	comment	about
the	impact	on	income	B	Loris’s	response	about	past	service	costs	C	Paul’s	second	comment	about	the	actuarial	gain	B	is	correct.	Because	of	cyclicality	(discussed	in	opening	paragraph	of	vignette),	the	most	recent	four	quarters	of	earnings	may	not	accurately	reflect	the	average	or	long-term	earnings	power	of	a	company.	I	hope	CFAI	could	provide	the
pdf	copy.	A	Factor	2	B	Factor	1	C	Factor	3	34	2018	Level	II	Mock	Exam	AM	A	is	correct.	B	incorrect	because	b1	should	be	close	to	0.	C	is	incorrect	because	both	IFRS	and	US	GAAP	will	require	the	SPE	to	be	consolidated	into	Bardem’s	balance	sheet.	Kristensen’s	statement	is	accurate.	He	is	also	working	on	incorporating	a	target	equity	risk	premium
into	an	equity	rotation	model.	During	an	environment	where	GDP	is	forecast	to	surprise	to	the	downside,	higher	rated	issues	such	as	Bond	3	are	likely	to	outperform.	Both	IFRS	and	US	GAAP	prohibit	the	reversal	of	impairment	losses	recognized	using	the	equity	method,	even	if	the	fair	value	later	increases.	Step	1	PrepAway.com	Download
Certification	Exams	Questions	&	Answers	Step	2	Vumingo.com	Download	Testing	Engine	that	simulates	real	exam	environment	Step	3	Study	&	Pass	Certification	Exams	Anywhere,	Anytime!	2018	Level	II	Mock	Exam	AM	The	morning	session	of	the	2018	Level	II	Chartered	Financial	Analyst	Mock	®	Examination	has	60	questions.	The	equity	rotation
model	can	allocate	between	small-	and	large-cap	stocks	and	growth	and	value	stocks	and	can	take	targeted	sector	positions	to	enhance	returns	relative	to	the	broader	equity	market.	2018	Level	II	Mock	Exam	AM	Marchand:	We	could	use	return	on	capital	employed	(ROCE),	but	its	significance	will	be	limited	if	we	compare	Darwin	with	companies
based	in	other	countries.	If	Bardem	purchases	60%,	that	is	a	controlling	interest	and	would	require	the	preparation	of	consolidated	financial	statements	using	the	acquisition	method.	B	Yes,	both	Sobhani	and	Miyagawa	violated	the	Standard.	A	and	B	are	incorrect	because	the	information	disclosed	about	the	exams	by	wither	Sobhani	or	Miyagawa	is
not	confidential	program	information,	so	they	are	not	in	violation	of	Standard	VII.	As	part	of	Rutherford’s	analysis,	he	forecasts	the	real	one-year	risk-free	rate	to	be	0.25%	and	average	inflation	over	the	next	year	to	be	1.5%.	Exhibit	1	 Bond	Characteristics	and	Prices	Bond	A	Remaining	maturity	Bond	B	12	years,	4	months	12	years,	6	months	Bond	C
12	years,	1	month	Credit	rating	AA3	AA3	AA3	Coupon	rate	7.00%	7.00%	7.00%	Optionality	option-free	callable	putable	98.573	99.107	99.218	Price	Pedu’s	chief	economist	recently	distributed	an	interest	rate	forecast	that	states	that	interest	rate	volatility	is	expected	to	decrease,	and	the	yield	curve,	which	is	currently	flat,	is	expected	to	become
upward	sloping.	The	value	of	a	putable	bond	cannot	fall	below	the	put	price,	whereas	the	value	of	the	option-free	bond	can.	Purchasing	March	96	calls	and	selling	March	99	calls	is	a	bull	spread	strategy	using	calls,	which	is	the	wrong	strategy	for	Cevallos.	Under	IFRS,	the	past	service	costs	are	recognized	as	an	expense	in	the	income	statement.	IFT
has	a	particular	QBank	where	i	repeatedly	found	several	questions	from	TTs.	Almost	word	for	word	but	different	numbers.	B	property,	plant,	and	equipment.	He	refers	them	to	a	licensed	attorney	who	specializes	in	real	estate	investments.	A	Inflation	uncertainty	B	Interest	rate	risk	C	Credit	risk	A	is	correct.	Short-term	TIPS	are	a	proxy	for	real
default-free	interest	rates	in	the	United	States.	The	interest	cost	is	the	amount	charged	on	the	opening	obligation	(which	will	be	lower),	and	this	decrease	may	be	sufficient	to	offset	the	increase	in	the	interest	rate:	the	final	result	will	depend	on	the	magnitude	of	the	rate	change	and	the	time	to	retirement.	Exhibit	3	 Value	of	15-Year	Putable	Bond
Change	in	interest	rates	+25	bps	no	change	–25	bps	Value	of	bond	95.376	97.584	99.384	Krishnan	discusses	the	use	of	the	valuation	model	to	calculate	effective	duration	and	effective	convexity	with	one	of	Klang	Analytics’	developers.	Return	Concepts	LOS	e	Sections	4.1,	4.2.1,	4.3.2	32	Using	the	data	in	Exhibit	1	and	Hughes’	preferred	method,	the
required	return	on	equity	for	Western	Plains	Rail	is	closest	to:	A	6.6%.	C	inventory.	B	c1	is	significantly	different	from	1.	These	factors	suggest	that	Bond	2	is	a	better	candidate	for	a	short	position.	As	a	result,	she	states,	Bardem	will	be	required	to	use	the	equity	method	of	accounting	for	this	investment.	A	Client	record	storage	B	Junior	analyst
regulatory	interaction	C	Compliance	policies	and	procedures	C	is	correct.	Analysts	need	to	adjust	EPS	for	differences	in	accounting	methods	between	companies	being	compared	so	that	P/Es	will	be	comparable.	The	regulatory	meeting	appears	to	be	only	one	of	initial	discovery	concerning	a	complaint.	Since	then,	I	have	gone	over	more	TTs	and	have
gotten	a	75%	overall	on	the	CFAI	mock,	which	I	would	have	clearly	not	gotten	at	the	time	I	did	the	IFTs.	So	IFT	is	ok,	but	at	this	time	around	I	suppose	people	should	be	aiming	at	80+	I’ve	done	Shwsser	mocks	which	I’ve	found	solid.	C	is	incorrect	because	Sobhani	is	in	violation	of	Standard		I(D)–Misconduct,	which	requires	that	members	and
candidates	must	not	engage	in	any	professional	conduct	involving	dishonesty,	fraud,	or	deceit	or	commit	any	act	that	reflects	adversely	on	their	professional	reputation,	integrity,	or	competence.	Exhibit	1	 Data	on	Apple	Options	with	March	Expiration	Exercise	Price	($)	Call	Premium	Put	Premium	96	1.72	0.74	99	0.34	2.56	The	second	client,	Valdivia,
currently	owns	Caterpillar	stock	purchased	at	$60	per	share	and	plans	to	hold	the	stock.	C	purchasing	March	99	calls	and	selling	March	96	calls.	Thus,	by	using	a	combination	of	top-down	and	bottom-up	approaches,	Marchand	and	Palmeiro	are	using	a	hybrid	approach.	He	runs	extensive	backtesting	and	observes	the	following	tendencies	of	the	model
in	the	aftermath	of	recessions:	■	Rotates	from	consumer	discretionary	to	consumer	staple	stocks	■	Rotates	from	large-cap	growth	stocks	into	large-cap	value	stocks	■	Rotates	from	small-cap	value	stocks	to	mid-cap	value	stocks	55	Which	of	the	following	is	the	most	likely	impact	on	short-term	bond	prices	if	Quantum’s	expectations	regarding	the
payroll	report	are	correct?	Bardem	classifies	the	investment	as	held-to-maturity.	Exhibit	1	 Book	Values	and	Fair	Values	of	Ariana	Shipping	Assets	and	Liabilities	as	of	31	December	2016	(€	millions)	Book	Value	Fair	Value	Current	assets	15	15	Plant	and	equipment	230	275	Land	100	115	345	405	Liabilities	110	110	Net	assets	235	295	Domingues	says
that	she	is	concerned	that	Bardem	didn’t	sufficiently	investigate	Ariana	before	the	purchase,	given	economic	uncertainty	surrounding	Greek	companies.	B	is	incorrect.	B	976.	Sobhani’s	asset	allocation	recommendation,	a	60%	equity	allocation,	however,	is	risky	and	does	not	relate	to	the	long-term	objectives	and	circumstances	of	Poundston,	so	it	is	in
violation	of	Standard	III(C)–Suitability.	The	breakeven	inflation	rate	incorporates	both	premiums	for	expectations	about	inflation	and	for	the	uncertainty	of	the	future	inflation	environment.	B	AR(1)	model.	It	is	incorrectly	calculated	as	96	+	2.56	=	98.56.	B	99.727.	After	now	doing	the	full	CFAI	Mock,	it	does	seem	as	IFT	are	a	bit	easier	and	more
straight	forward.	If	a	candidate	wants	to	print	out	the	exam,	it’s	important	that	they	also	hit	submit	and	the	print	out	the	answers	right	away.	Casado	replies	that	the	equity	method	of	accounting	is	only	required	under	IFRS	for	joint	ventures	or	when	the	investee	holds	a	seat	on	the	associate’s	board	of	directors.	2015	Calculation	2016	(€	millions)
Sales	9,280	GDP	+	1%	=	5.5%	increase	9,280	×	1.055	9,791	COGS	5,401	%	of	sales,	expected	to	decline	0.5%	in	2016	[(5,401/9,280)	–	0.005)]	×	9,790	5,649	Gross	profit	3,879	Selling	expenses	1,940	Stable	%	of	sales	485	No	change	294	No	change	G&A	expenses	D&A	expenses	Operating	profit	1,160	4,142	(1,940/9,280)	×	9,790	2,047	485	294	1,316
2018	Level	II	Mock	Exam	AM	33	2015	(€	millions)	Interest	expense	EBT	92	2016	vs.	If	Caterpillar	shares	rise,	however,	Valdivia	will	participate	in	the	gains.	Standard	IV(C)–Responsibilities	of	Supervisors	has	been	violated.	::	Now	what	was	the	need	to	make	all	this	so	complicated?	If	the	expectation	is	for	average	stock	volatility	relative	to	implied
volatility,	and	one	is	neutral	on	direction,	a	spread	options	strategy	would	be	appropriate.	As	the	model	is	nearing	completion,	Wu	evaluates	how	it	would	have	performed	during	previous	economic	cycles.	B	forecast	derived	from	applying	the	AR(1)	model	depicted	in	Exhibit	1	to	the	data.	He	and	his	assistant,	Deepa	Kamini,	are	reviewing	the	results	of
the	ordinary	least	squares	time	series	regression	shown	in	Exhibit	1.	She	is	analyzing	these	bonds	to	determine	if	they	are	buy	candidates	for	any	of	Pedu’s	client	portfolios.	B	Yes,	Bond	B	must	be	mispriced.	Under	IFRS,	the	past	service	costs	are	recognized	as	an	expense	in	the	income	statement	and	are	used	to	calculate	the	pension	liability	or	asset
that	is	reported	on	the	balance	sheet.	Palmeiro:	Return	on	equity	(ROE)	is	the	most	common	measure	of	shareholder	return,	although	Darwin’s	share	repurchase	program	will	affect	the	relevance	of	the	ratio.	The	bonds,	which	mature	on	31	December	2023,	pay	interest	annually	with	a	coupon	rate	of	4%.	Derivatives	Strategies	LOS	h	Section	4.6.1	52
Which	of	the	three	strategies	listed	by	Kuroda	is	most	appropriate	for	Valdivia?	A	common	way	to	forecast	working	capital	accounts	(i.e.,	inventory)	would	be	by	using	efficiency	ratios,	such	as	inventory	turnover.	Therefore	there	is	no	evidence	that	Bond	C	is	mispriced.	C	His	comment	regarding	the	nonrecurring	items.	B	15.5×.	Factor	2	best	justifies
the	use	of	a	five-year	forecast	horizon	given	that	the	industry’s	performance	is	closely	tied	to	the	business	cycle.	Kingfisher’s	proposed	general	principles	related	to	Capital	Market	Integrity	properly	address	in	principle	Standard		II(A)–Material	Nonpublic	Information	and	Standard	II(B)–Market	Manipulation.	Then,	in	advance	of	the	exam,	take	a	mock
exam,	which	mimics	the	exam-day	experience	as	closely	as	possible.	The	SPE	would	then	borrow	€70M,	and	would	buy	€75M	in	receivables	from	Bardem.	Both	of	these	differences	imply	that	Bond	B’s	price	should	be	lower	than	Bond	A’s,	but	it	is	higher.	This	is	a	bear	spread	using	calls.	It	is	a	violation	of	Standard		VII(B)–Reference	to	CFA	Institute,
the	CFA	Designation,	and	the	CFA	Program	to	imply	that	the	competencies	of	a	CFA	charterholder	are	superior	to	those	of	others	not	holding	the	designation.	Kingfisher	and	the	government	agree	that	the	first	step	toward	improving	market	integrity	is	to	create	an	industry-wide	code	of	conduct	based	on	the	Code	and	Standards.	ROCE	is	essentially
ROIC	before	tax	and	is	defined	as	operating	profit	divided	by	capital	employed.	Using	only	this	information,	Krishnan	determines	there	must	be	a	mispricing.	Statement	2	is	correct.	The	candidate	incorrectly	calculates	interest	expense	as	a	percentage	of	sales	instead	of	debt.	Justification	3:	In	addition,	every	team	member	passed	each	level	of	the	CFA
exam	on	the	first	attempt.	In	addition,	each	research	report	must	2018	Level	II	Mock	Exam	AM	Requirement	1:	be	reviewed	by	peers	as	soon	as	practical	to	ensure	that	adequate	basis	and	due	diligence	policies	were	followed,	Requirement	2:	be	assessed	to	determine	the	quality	of	the	recommendation	over	time,	and	Requirement	3:	only	include
names	of	team	members	who	took	part	in	the	research	and	agreed	with	the	recommendation.	“Adequate”	procedures	are	those	designed	to	meet	industry	standards,	regulatory	requirements,	the	requirements	of	the	Code	and	Standards,	and	the	circumstances	of	the	firm.	The	developer	makes	the	following	statements	to	Krishnan:	Statement	1	The
effective	convexity	of	a	putable	bond	cannot	be	less	than	that	of	an	otherwise	identical	option-free	bond.	Exhibit	2	 Selected	Bardem	and	Asheville	Balance	Sheet	Items	as	of	31	December	2016	(€	millions)	Bardem	Asheville	Book	Value	Book	Value	Fair	Value	Cash	20.0	3.0	3.0	Accounts	receivable	75.0	5.0	5.0	PP&E	(Net)	110.0	24.0	52	Domingues
informs	Casado	of	a	final	piece	of	information	relevant	to	his	evaluation.	The	Kingfisher	team	consists	of	team	leader	Khalid	Juma,	CFA,	and	his	two	associates,	Vimal	Bachu,	CFA,	and	Anila	Patel,	CFA.	Derivatives	Strategies	LOS	d	Section	4.2.2	53	Is	Mazza’s	response	to	Kuroda	regarding	the	spread	strategy	most	likely	correct?	Bardem	thinks	that
Asheville	will	provide	a	consistent	supply	of	material	for	its	box	production	line.	Marchand	asks	Palmeiro	which	accounts	on	the	balance	sheet	can	be	most	reliably	forecasted	from	the	income	statement.	Given	that	this	is	a	Treasury	bond,	it	is	considered	risk-free	and	does	not	include	a	premium	for	credit	risk.	A	is	incorrect	because	Standard	I(A)–
Knowledge	of	the	Law	states	that	members	and	candidates	must	understand	and	comply	with	all	applicable	laws,	rules,	and	regulations	(including	the	CFA	Institute	Code	of	Ethics	and	Standards	of	Professional	Conduct)	of	any	government,	regulatory	organization,	licensing	agency,	or	professional	association	governing	their	professional	activities.
Therefore,	for	this	bond,	the	effective	duration	is	99.384	−	95.376	=	8.21	2	×	0.0025	×	97.584	A	is	incorrect	because	it	uses	the	par	value	in	the	denominator	rather	than	the	current	value:	99.384	−	95.376	=	8.02	2	×	0.0025	×	100	B	is	incorrect	because	it	ignores	the	2	in	the	denominator	and	uses	a	change	of	1%	rather	than	0.25%:	99.384	−	95.376
=	4.11	0.01	×	97.584	Valuation	and	Analysis:	Bonds	with	Embedded	Options	LOS	i	Section	4.11	48	Which	of	the	statements	made	by	the	Klang	Analytics	developer	is	most	likely	correct?	When	working	with	two	time	series	in	a	regression	analysis,	both	of	the	series	must	be	tested	for	the	presence	of	a	unit	root.	A	Observation	3	B	Observation	1	C
Observation	2	A	is	correct.	Economics	and	Investment	Markets	LOS	c	Section	3.2	57	Which	implied	market	expectation	most	likely	accounts	for	the	discrepancy	in	bond	pricing	that	Rutherford	notes?	C	No.	A	is	correct.	Cevallos	would	like	to	use	options	to	profit	if	Apple	shares	decline	but	would	also	like	to	limit	his	losses	if	his	expectations	are
incorrect.	Although	the	equity	method	is	required	for	joint	ventures,	it	is	also	required	for	investments	in	associates.	Vuu	=	103.200	=	97.166,	so	the	bond	is	put	at	98.	Time-Series	Analysis	LOS	m	Section	9	16	Based	on	the	results	depicted	in	Exhibit	2,	DeMolay	and	Kamini	should	most	likely	model	the	forward	P/E	data	using	a(n):	A	generalized	least
squares	model.	Impairment	losses	exceeding	goodwill	are	allocated	pro-rata	to	the	unit’s	non-cash	assets	when	the	investor	has	control	over	the	investee,	not	under	the	equity	method.	The	profit	should	be	based	on	stock	acquired	at	$60.	B	No,	with	regard	to	the	impact	of	volatility.	A	The	note	related	to	the	Fama–French	model	B	The	note	related	to
the	CAPM	C	The	note	related	to	the	bond	yield	plus	risk	premium	method	B	is	correct.	Guidance	for	Standards	I–VII	LOS	a	Standard		III(C)–Suitability,	Standard		III(D)–Performance	Presentation,	Standard		V(A)–Diligence	and	Reasonable	Basis	11	Concerning	his	advice	related	to	real	estate	investments,	did	Sobhani	most	likely	violate	the	CFA
Institute	Standards	of	Professional	Conduct?	Industry	cyclicality	can	influence	the	analyst’s	choice	of	timeframe	because	the	forecast	period	should	be	long	enough	to	allow	the	business	to	reach	an	expected	mid-c	ycle	level	of	sales	and	profitability.	Past	service	costs	arise	because	of	the	enrichment	of	the	pension	benefit	to	be	received	under	the	plan.
Sobhani	asks	Miyagawa	to	respond	to	any	other	requests	from	the	regulator	and	to	make	careful	notes	on	any	comments	or	recommendations	the	regulator	has	concerning	compliance	issues.	A	requirement	to	disclose	all	conflicts	of	interest	would	not	violate	Standard	VI(A)–	Disclosure	of	Conflicts,	nor	would	the	outline	of	all	compensation
arrangements	violate	Standard	IV(B)–Additional	Compensation	Arrangements.	è	æ	98.662	+	3.200	99.797	+	3.200	ö	Vd	=	0.5	×	ç	+		=	99.263,	therefore	1.0319	1.0319	è	ø	æ	98	+	3.200	99.263	+	3.200	ö	Vd	=	0.5	×	ç	+		=	99.727	1.0211	è	1.0211	ø	A	is	incorrect	because	it	is	calculated	using	a	put	strike	price	of	par	(100).	Jeremy	Paul	is	an	intern	under
Loris’s	supervision.	28	2018	Level	II	Mock	Exam	AM	Next	year’s	EPS	growth:	8%	×	1.15×	9.2%	Next	year’s	EPS:	$3.60	×	(1	+	0.092)	=	$3.931	$3.93	P/E	multiple	=	$57.00/$3.93	=	14.504×	14.5×	Market-Based	Valuation:	Price	and	Enterprise	Value	Multiples	LOS	d	Sections	3.1.2.1,	3.1.3	34	Which	of	Gast’s	comments	regarding	the	calculation	of
price	multiples	is	most	accurate?	Investment	Recommendations	All	investment	recommendations	should	be	made	after	extensive	research	undertaken	by	or	on	behalf	of	the	firm.	Profits	are	$4.53	at	prices	below	this.	37	38	How	to	Use	the	CFA	Program	Curriculum	C	is	incorrect	because	the	value	of	the	embedded	put	option	and	therefore	the	value	of
this	putable	bond	will	increase	when	the	yield	curve	moves	from	flat	to	upward	sloping.	A	is	incorrect	because	a	member	of	the	research	team	can	disagree	with	the	recommendation	and	still	include	his	name	on	the	research	report	if	he	agrees	that	there	was	a	reasonable	and	adequate	basis	for	the	recommendation	and	is	independent	and	objective.
Guidance	for	Standards	I–VII	LOS	a	Standard	III(B)–Fair	Dealing,	Standard	VI(C)–Referral	Fees	12	With	regard	to	his	actions	related	to	Wilder,	Sobhani	least	likely	violated	the	CFA	Institute	Standards	of	Professional	Conduct	concerning	which	of	the	following?	C	factors	impacting	the	choice	of	options	strategy.	29	30	2018	Level	II	Mock	Exam	AM
Exhibit	1	 Darwin	Industrial	Selected	Financial	Data	2014	(€	millions)	2015	(€	millions)	Sales	8,838	9,280	Cost	of	goods	sold	(COGS)	5,183	5,401	Gross	profit	3,655	3,879	Selling	expenses	1,836	1,940	485	485	Income	statement	General	and	administrative	expenses	(G&A)	294	294	Operating	profit	Depreciation	and	amortization	expenses	(D&A)	1,040
1,160	Interest	expense	96	92	Earnings	before	taxes	(EBT)	944	1,068	Income	taxes	(30%)	283	320	Net	profit	661	748	Average	balance	sheet	items	Total	assets	7,730	Net	debt	1,533	Total	liabilities	4,279	Total	equity	3,451	Selected	Economic	Data	2016	global	GDP	growth	rate	4.50%	Marchand	and	Palmeiro	use	a	five-year	forecast	horizon	when
building	their	long-	term	model	for	Darwin	after	considering	the	following	factors:	Factor	1	Nordjford	has	historically	experienced	a	25%	annual	turnover	in	its	equity	portfolio.	C	14.5×.	A	Yes,	with	regard	to	Referral	Fees.	It	ignores	the	amortization	of	past	service	costs:	1,151	+	5,441	–	4,597	=	1,995	(or	2,267	–	272).	Time-Series	Analysis	LOS	m,	o
Section	9	17	DeMolay’s	caution	given	in	Condition	1	is	best	described	as:	A	correct.	C	is	incorrect	because	Sobhani’s	asset	allocation	recommendation,	a	60%	equity	allocation,	is	risky	and	does	not	relate	to	the	long-term	objectives	and	circumstances	of	Poundston,	so	this	recommendation	is	in	violation	of	Standard	III(C)–Suitability.	Current	year	EPS:
$3.60	$3.60	Add:	expected	restructuring	charge	=	$3.60	×	2%	=	$0.072	$0.07	=	Core	EPS	$3.67	P/E	multiple	=	$57.00/$3.67	=	15.531x	15.5×	C	is	incorrect.	Statement	2	The	effective	convexity	of	a	callable	bond	can	be	negative	in	some	circumstances,	but	the	effective	convexity	of	a	putable	bond	is	always	positive.	Kuroda	recommends	three
possible	strategies.	Nordjford’s	25%	annual	turnover	would	be	more	consistent	with	a	four-year	forecast	horizon.	The	result	is	that	the	consolidated	balance	sheet	will	be	identical	to	the	balance	sheet	under	receivables	borrowing,	and	there	will	be	no	change	in	the	ratios.	But,	because	Wilder	is	Sobhani’s	cousin,	he	verbally	reprimands	her:	“From	now
on	I	will	hold	the	checkbook,	and	if	you	ever	do	something	like	this	again	I	will	report	you	to	the	regulators.”	7	When	discussing	the	CFA	examination,	did	either	Sobhani	or	Miyagawa	violate	Standard	VII–Responsibilities	as	a	CFA	Institute	Member	or	CFA	Candidate?	In	developing	their	sales	and	expense	forecasts	for	2016,	Marchand	and	Palmeiro
review	selected	financial	data	on	Darwin	and	selected	economic	factors,	as	shown	in	Exhibit	1.	The	vesting	period	is	the	time	required	for	employees	to	be	eligible	for	benefits	earned	from	prior	years	of	service.	2018	Level	II	Mock	Exam	AM	35	A	is	incorrect.	The	collar	is	an	option	position	where	the	investor	is	long	Caterpillar	stock	(acquired	at	a
price	of	$60),	long	a	put	with	an	exercise	price	below	the	current	stock	price	of	$67	(this	would	be	the	put	with	an	exercise	price	of	$65),	and	short	a	call	with	an	exercise	price	above	the	current	stock	price	(i.e.,	the	call	with	an	exercise	price	of	$68).	The	operating	loan	balance	would	depend	on	the	working	capital	needs	and	cash	flow	forecasts	so	it
is	two	steps	removed	from	the	income	statement.	Intercorporate	Investments	LOS	b	Section	5.5,	6.4.4	29	If	Bardem	purchases	Asheville,	using	the	information	in	Exhibit	2,	the	value	(in	millions)	of	PP&E	on	the	consolidated	balance	sheet	immediately	after	the	acquisition	will	be	closest	to:	A	€162.	Equity	risk	premiums	tend	to	be	highly	correlated
with	corporate	bond	spreads.	If	over	time	recommendations	consistently	prove	to	be	wrong,	perhaps	the	research	processes	need	to	be	changed—or	the	analysts	themselves.	2018	Level	II	Mock	Exam	AM	A	is	incorrect	because	Standard		V(C)–Record	Retention	states	that	members	and	candidates	must	develop	and	maintain	appropriate	records	to
support	their	investment	analysis,	recommendations,	actions,	and	other	investment-related	communications	with	clients	and	prospective	clients.	The	following	activities	are	strictly	prohibited	and	may	result	in	disciplinary	and/or	legal	action:	accessing	or	permitting	access	by	anyone	other	than	currently-registered	CFA	candidates;	copying,	posting	to
any	website,	emailing,	distributing	and/or	reprinting	the	mock	exam	for	any	purpose	©	2017	CFA	Institute.	Bond	1	is	in	a	non-c	yclical	industry,	unlike	Bond	2,	which	is	in	a	cyclical	industry.	The	trader	attempts	to	capture	the	decay	in	time	value	by	selling	the	near-dated	call	option	and	buying	the	long-dated	call	option	with	the	same	strike	price.
Exhibit	2	 Selected	Financial	Data	for	Western	Plains	Rail	Current	year	earnings	per	share	Expected	restructuring	charge	next	year	as	a	%	of	EPS	$3.60	2%	Expected	EPS	growth	next	year	vs.	For	example,	if	you	expect	high	stock	volatility	but	are	neutral	on	direction,	a	long	straddle	would	be	appropriate.	Candidates	may	view	and	print	the	exam	for
personal	exam	preparation	only.	A	is	correct.	B	Casado	concerning	joint	ventures.	That	is,	the	expectation	is	for	an	upward	price	move	but	after	a	lag.	The	choice	of	an	appropriate	options	strategy	is	dependent	on	views	of	stock	volatility	and	expectations	regarding	market	direction.	Domingues	tells	Casado	that	Bardem’s	purchase	of	Ariana’s	equity
will	likely	allow	Bardem	to	influence	Ariana’s	financial	and	operating	performance.	C	No,	with	regard	to	the	impact	of	growth.	Wu	makes	the	following	observations	based	on	his	prior	experiences:	Observation	1	The	equity	premium	should	be	larger	than,	and	positively	correlated	with,	the	corporate	bond	premium.	C	correct.	C	is	incorrect	because	a
requirement	to	disclose	all	compensation	arrangements	would	not	violate	Standard	IV(B)–Additional	Compensation	Arrangements.	B	is	incorrect	because	there	is	no	evidence	that	Sobhani	knows	or	has	considered	the	investment	objectives	and	constraints	of	the	twins	and	therefore	is	in	violation	of	Standard	III(C)–Suitability.	B	€192,000.	The
candidate	did	not	reduce	the	COGS	by	0.5%	in	2016.	Employee	Compensation:	Post-Employment	and	Share-Based	LOS	b,	c,	e	Section	2.1,	2.2,	2.3.2.2	20	At	the	end	of	Smith’s	second	year	of	service,	the	estimated	defined-benefit	obligation	arising	from	his	employment	is	closest	to:	A	$20,092.	It	is	the	change	in	the	funded	status.	He	suggests	they	use
a	variation	of	the	Fed	model,	in	which	the	earnings-to-price	ratio	(E/P)	is	regressed	on	long-term	interest	rates.	She	assumes	15%	interest	rate	volatility	and,	using	yields	on	par	bonds,	constructs	the	binomial	interest	rate	tree	found	in	Exhibit	2.	Guidance	for	Standards	I–VII	LOS	a	Standard	IV(C)–Responsibilities	of	Supervisors,	Standard	V(C)–Record
Retention	10	Sobhani’s	advice	to	Purce	with	regards	to	a	potential	investment	is	most	consistent	with	the	CFA	Institute	Standards	of	Professional	Conduct	concerning	which	of	the	following?	C	$0.53.	3	improve	balance	sheet	ratios.	For	each	item	set	they	have	to	hit	print,	submit,	print,	submit,	etc.	When	the	liquidity	issues	are	finally	resolved,	the
investment	is	no	longer	available.	The	convexity	of	a	putable	bond	is	always	positive	because	when	the	option	is	near	the	money,	the	upside	for	the	bond	is	much	larger	than	the	downside	(because	the	floor	value	is	the	put	price).	It	has	recently	hired	David	Wu	to	help	construct	a	quantitative	equity	rotation	strategy	that	will	use	economic	input	from
the	fixed-income	committee.	Kamini	estimates	another	AR(1)	model	but	uses	the	forward	P/E	values	this	time.	C	is	incorrect	because	random	walks	have	undefined	mean-reverting	levels.	b	Total	periodic	pension	cost	represents	the	decrease	in	the	net	pension	liability	by	$183	thou-	sand	and	the	employer’s	contribution	of	$887	thousand:	$887	–
$183	=	$704	thousand.	45	46	2018	Level	II	Mock	Exam	AM	C	is	incorrect.	A	mean-	reverting	process	would	allow	for	improved	forecasts	by	incorporating	the	average	value.	B	is	incorrect	because	Standard	II(A)	does	not	disallow	the	possession	of	insider	information,	but	does	disallow	using	the	information	to	take	unfair	advantage	of	the	general
investing	public.	C	is	incorrect	because	if	the	dependent	series	has	a	unit	root	and	the	independent	series	does	not,	we	should	not	use	linear	regression.	A	is	incorrect	because	recommendations	to	meet	Standard	(A)–Loyalty,	Prudence,	and	Care	include	establishing	the	investment	objectives	of	the	client	and	looking	at	the	client’s	risk	and	return
objectives	and	financial	constraints.	2	Impairment	losses	cannot	be	reversed	even	if	fair	value	later	increases.	Please	let	me	know	if	you	know	where	I	could	get	more	mocks.	A	is	incorrect	because	a	requirement	to	disclose	all	conflicts	of	interest	would	not	violate	Standard	VI(A)–Disclosure	of	Conflicts.	Cevallos	indicates	that	he	would	also	like	to	keep
the	cost	of	establishing	this	position	to	a	minimum.	B	is	incorrect	because	random	walks	are	not	covariance	stationary,	so	AR(1)	models	are	not	appropriate.	A	company	could	reduce	equity	by	repurchasing	shares	and	have	a	higher	ROE	even	if	earnings	were	unchanged	from	year	to	year.	26	2018	Level	II	Mock	Exam	AM	As	confirmation	of	the	P/E
results,	Gast	instructs	Hughes	to	consider	EV/EBITDA	as	an	alternative	method	of	valuation.	Economics	and	Investment	Markets	LOS	e	Section	4	58	Based	on	Quantum’s	economic	forecast	and	the	data	in	Exhibit	1,	which	bond	is	Coombs	most	likely	to	recommend	as	the	short	position	for	the	hedge	fund?	A	The	comment	about	risk	differences.	Bond
yield	plus	risk	premium	cost	of	equity	=	Yield	to	maturity	on	the	company’s	long-term	debt	+	Risk	premium.	Guidance	for	Standards	I–VII	LOS	b	Standard	V(A)–Diligence	and	Reasonable	Basis	6	Which	of	the	following	tasks	suggested	by	the	government	committee	would	least	likely	conform	to	Standard	IV(C)–Responsibilities	of	Supervisors?	Interest
rate	risk	is	already	being	incorporated	into	the	term	structure	of	the	yield	curve	and	does	not	need	to	be	separately	added.	Therefore,	PP&E	=	€110	+	€52	=	€162.	Employee	Compensation:	Post-Employment	and	Share-Based	LOS	b,	d	Section	2.3.2.2	23	The	amount	of	Atlantic	Preserve’s	2013	periodic	pension	cost	reported	in	the	income	statement	(in
$	thousands)	is	closest	to:	A	1,995.	It	is	based	on	a	long	stock	position	at	$67,	the	current	price.	A	Bond	3	B	Bond	1	C	Bond	2	C	is	correct.	Analysts	should	carefully	examine	the	calculation	and,	generally,	should	not	rely	on	company-reported	core	earnings.	Company-reported	core	earnings	may	not	be	comparable	among	companies	because	of	differing
bases	of	calculation.	Therefore	the	effective	duration	of	the	option-free	bond	can	be	larger	than	that	of	the	putable	bond.	If	the	estimate	of	the	slope	(c1	in	Exhibit	2)	of	the	regression	of	the	squared	residuals	on	the	lagged	one	period	squared	residuals	is	statistically	significantly	different	from	0,	the	time	series	is	ARCH(1).	Excellent	mocks	from	IFT	-
see	logo	above	-	3	for	$75	for	instant	download	Also	available	from	Fitch	bfedor:	Excellent	mocks	from	IFT	-	see	logo	above	-	3	for	$75	for	instant	download	I	have	also	bought	that	package	and	did	two	of	them	so	far.	With	stocks	approaching	all-time	highs,	it	is	foolish	not	to	own	stocks	and	miss	out	on	an	opportunity	to	reap	the	rewards	of	a	growing
market.	43	44	2018	Level	II	Mock	Exam	AM	Diana	Coombs	is	a	senior	credit	analyst	at	Quantum.	(Asheville),	a	US-based	manufacturer	of	corrugated	cardboard,	in	a	stock-for-stock	acquisition.	Bardem,	based	in	Madrid,	Spain,	is	a	manufacturing	firm	that	specializes	in	packaging	materials.	I	know	the	prep	providers	have	some	but	I	don’t	want	to	buy
their	whole	packages.	■■	There	is	some	brand	loyalty,	although	it	is	not	pervasive.	Exhibit	1	 Assumptions	Relating	to	the	Liability	Arising	from	John	Smith’s	Pension	Pension	Plan	Details	and	Assumptions	Employee	Details	Annual	wage	increase	3.50%	Current	salary	Discount	rate	7.50%	Date	hired	Pension	Plan	Benefit	Payments	Expected
retirement	date	Annual	payments	are	paid	at	year	end	and	continue	for	the	remainder	of	the	retiree’s	life	Estimated	final	salary	Estimated	years	in	retirement	$60,000	1	Jan.	C	Yes,	with	regard	to	market	manipulation.	The	operating	loan	balance	would	depend	on	the	working	capital	needs	and	cash	flow	forecasts,	so	it	is	two	steps	removed	from	the
income	statement.	2	The	change	to	a	shorter	vesting	period	will	give	rise	to	an	actuarial	gain.	The	information	disclosed	about	the	exams	by	either	Sobhani	or	Miyagawa	is	not	confidential	CFA	Program	information,	so	they	are	not	in	violation	of	Standard	VII.	2	What	would	be	the	effect	of	using	a	higher	discount	rate	on	various	components	of	the
company’s	pension	plan	obligation?	One	of	the	clients	buys	into	the	lucrative	deal,	but	Sobhani	recommends	the	other	client	defer	his	investment	because	of	liquidity	constraints.	C	periodic	review.	B	Justification	2.	Hughes’	note	about	the	CAPM	is	not	accurate.	This	is	the	value	if	they	use	the	BV	of	Ariana’s	net	assets:	80	–	(0.25	×	235)	=	21.25.
Intercorporate	Investments	LOS	a	Section	5.2	28	Which	of	Casado’s	three	statements	regarding	the	potential	impairment	of	the	investment	in	Ariana	is	most	accurate?	The	rotation	from:	A	small-cap	value	to	mid-cap	value	stocks.	Bardem	classified	the	Papelco	bonds	as	held-to-maturity,	thus,	under	IFRS,	the	interest	income	is	calculated	using	the
effective	interest	method	using	the	market	rate	of	interest	at	the	date	of	purchase	(3.4%)	on	the	price	paid	($5,000,000).	Valuation	and	Analysis:	Bonds	with	Embedded	Options	LOS	f	Section	3.5.2	47	The	effective	duration	calculated	using	the	information	in	Exhibit	3	is	closest	to:	A	8.02.	::	They	seem	to	have	changed	it	this	year,	can’t	seem	to	find	the
pdf	version.	C	c0	is	significantly	different	from	0.	In	this	case,	Sobhani	advises	clients	of	the	referral	fee	arrangement	after	the	fact,	thus	violating	Standard	VI(C).	Based	on	the	GDP	outlook	from	the	committee,	she	evaluates	three	bonds	from	different	sectors	(shown	in	Exhibit	1)	for	a	potential	new	short	position	in	the	company’s	hedge	fund.	If
anyone	would	like	the	Word	doc	let	me	know!	::	CFAI	just	got	back	to	me	couple	of	hours	ago.	Derivatives	Strategies	LOS	j	Section	6.1	Quantum	Credit	Advisers	Case	Scenario	Andrew	Rutherford	is	a	fixed-income	analyst	with	Quantum	Credit	Advisers,	an	institutional	investment	management	company.	The	protective	put	ensures	that	if	Caterpillar
shares	decline	there	is	a	floor	on	losses.	C	€15.00.	B	opening	obligation	would	decrease.	C	is	incorrect	because	recommendations	to	meet	Standard	(A)–Loyalty,	Prudence,	and	Care	include	conducting	regular	reviews	of	the	client’s	Investment	Policy	Statement	and	governing	documents.	B	it	can	be	used	even	when	EBITDA	is	negative.	Industry	and
Company	Analysis	LOS	k	Section	6	41	The	best	answer	to	Marchand’s	question	about	forecasting	balance	sheet	accounts	is:	A	operating	loans.	If	neither	series	has	a	unit	root,	you	can	safely	use	linear	regression	to	test	the	relationship	between	the	two	time	series.	C	is	incorrect	because	Sobhani	violated	Standard	VI(C)–Referral	Fees.	The
requirement	calling	for	a(n):	2018	Level	II	Mock	Exam	AM	A	investment	plan.	Gast	is	correct	about	the	risk	differences.	Industry	and	Company	Analysis	LOS	e	Section	2.5	42	Which	of	the	three	analysts’	comments	about	the	methods	used	to	compare	Darwin’s	profitability	with	other	firms	in	the	industry	is	the	least	accurate?	Value	tends	to	outperform
growth	investing	in	the	aftermath	of	a	recession,	so	the	model	is	correctly	rotating	into	value	from	growth	stocks.	Cyclical	stocks	tend	to	outperform	non-c	yclical	stocks	in	the	aftermath	of	a	recession,	so	consumer	staples	stocks	would	be	likely	to	underperform	discretionary	stocks.	This	is	the	profit	at	$65,	the	strike	on	the	put	option.	2018	Level	II
Mock	Exam	AM	A	is	correct.	Strategy	1:	Sell	March	65	call	options	Strategy	2:	Buy	March	65	put	options	Strategy	3:	Buy	March	65	put	options	and	sell	March	68	call	options	After	discussing	client	portfolios,	Mazza	and	Kuroda	engage	in	a	general	discussion	on	option	strategies.	Better	Investments	continues	to	add	new	clients	and	recently	hired	a
junior	analyst,	Shigeru	Miyagawa.	A	Task	1	5	6	2018	Level	II	Mock	Exam	AM	B	Task	3	C	Task	2	A	is	correct.	Quantum’s	committee	forecasts	weaker-than-expected	GDP	growth	in	the	future	and	expects	that	GDP	growth	will	be	more	volatile	as	the	economy	ultimately	adjusts	to	a	changing	interest	rate	policy.	Industry	and	Company	Analysis	LOS	a,	b
Sections	2.1.1-2.1.3	31	32	2018	Level	II	Mock	Exam	AM	39	Based	on	the	analysts’	sales	and	expense	forecasts	and	the	data	in	Exhibit	1,	their	forecasted	net	profit	for	Darwin	in	2016	will	be	closest	to:	A	€861	million.	C	compared	with	the	free	cash	flow	to	the	firm	method,	EBITDA	overestimates	cash	flow	from	operations	if	the	company’s	working
capital	is	growing.	Because	of	the	pro-c	yclicality	of	economies	and	corporate	profits,	equities	are	not	a	good	hedge	against	bad	consumption	outcomes,	which	is	one	of	the	reasons	equity	investors	require	a	risk	premium.	Although	the	Code	and	Standards	are	not	intended	to	be	adopted	in	full	by	the	government,	the	decision	is	made	to	concentrate	on
four	main	areas:	professionalism,	capital	market	integrity,	duties	to	clients,	and	investment	recommendations.	■■	The	rail	companies	that	provide	core	EPS	have	already	made	all	the	necessary	adjustments	for	nonrecurring	items.”	Based	on	the	forward	P/E	ratios	and	a	five-year	estimated	growth	rate,	Hughes	finds	that	the	industry’s	P/E-to-growth
(PEG)	ratio	is	comparable	to	that	of	the	company.	Standard	V(A)–Diligence	and	Reasonable	Basis	requires	that	the	manager	should	ensure	that	the	client’s	objectives	and	expectations	for	the	performance	of	the	account	are	realistic	and	suitable	to	the	client’s	circumstance	and	that	the	risks	involved	are	appropriate.	In	addition,	no	financial	services
professional	can	knowingly	participate	in	any	activity	devised	to	mislead	investors	or	distort	any	price-setting	mechanism.	S&P	500	1.15×	Most	recent	year	annual	dividend	$1.01	Current	share	price	$57.00	S&P	500	expected	EPS	growth	rate	8%	Gast	then	makes	the	following	comment:	“As	you	review	the	financial	statements	in	preparation	for
calculating	the	price	multiples	please	make	note	of	the	following	three	items:	■■	The	impact	of	the	business	cycle	for	this	industry	should	be	minimal,	so	adjustments	should	not	be	necessary.	Therefore,	the	current	service	cost	will	decrease.	You	can	buy	them	via	Kaplan	Schweser’s	US	site	and	Wiley	Elan	Efficient	Learning’s	US	site.	If	the	price	does
not	move	up	immediately	as	the	trader	expects,	the	near-dated	call	option	will	expire	worthless	and	the	trader	will	capture	the	time	value.	PEG	does	not	factor	in	differences	in	risk,	an	important	determinant	of	P/E.	Professionals	must	(1)	disclose	all	conflicts	of	interest,	(2)	selectively	differentiate	services	to	clients,	and	(3)	outline	all	manager
compensation	arrangements	for	clients.	They	have	been	assigned	by	senior	analyst	Anniken	Kristensen	to	work	as	a	team	to	research	Darwin	Industrial	(Darwin),	a	major	company	in	the	paints	and	coatings	industry.	C	$20,818.	2015	(€	millions)	2016	vs.	To	test	the	model,	she	inputs	data	for	a	15-year	putable	bond	recently	purchased	by	a	client.
People	say	that	IFT	mock	exams	for	level	III	are	easier	(than	CFAI	mock?	The	2018	Level	II	Mock	Exam	AM	firm’s	compliance	policies	and	procedures	were	finalized	at	the	firm’s	inception,	and	Sobhani	plans	to	use	what	he	learns	from	this	visit	to	reflect	in	these	documents	any	regulatory	changes	over	the	past	five	years.	He	recently	learned	that
Sobhani	has	been	an	instructor	with	a	CFA	exam	prep	program	for	many	years,	so	he	asks	Sobhani	if	he	can	provide	any	tips	on	the	exam.	C	asset	allocation.	B	is	incorrect	because	Standard	IV(C)–Responsibilities	of	Supervisors	has	not	been	violated.	Casado	learns	that	Bardem	acquired	a	25%	stake	in	Ariana	Shipping	S.A.	(Ariana)	on	1	January	2017.
He	is	correct	about	the	capture	of	option	time	value.	Kingfisher	Financial	Development	Partners	responded	with	a	detailed	proposal	including	the	following	justifications	for	why	the	firm	should	win	the	tender:	Justification	1:	With	a	team	of	three	CFA	charterholders,	Kingfisher	is	more	qualified	than	our	competitors	to	design	policies	to	uphold	and
enhance	capital	market	integrity.	I	did	65%	and	73%	on	those	two	mocks,	right	out	of	reading	and	without	a	whole	lot	of	TTs	under	the	belt	at	that	time.	They	discuss	how	the	competitive	environment	could	impact	profitability	and	make	the	following	notes:	■■	The	industry	is	fragmented,	and	there	is	a	strong	rivalry	for	market	share,	particularly
among	the	larger	participants.	C	is	correct.	EBITDA	is	effective	in	capital	intensive	industries	because	it	controls	for	differences	in	depreciation	and	amortization.	A	Bond	B	B	Bond	C	C	Bond	A	B	is	correct.	It	uses	the	amount	attributable	to	increase	of	fair	value	over	book	value	of	net	assets,	multiplied	by	proportionate	share:	(295,000	–	235,000)	×
0.25	=	60,000	×	0.25	=	€15,000.	Under	US	GAAP,	the	periodic	pension	cost	is	calculated	as	follows:	$	thousands	Current	service	cost	Interest	cost	on	the	obligation	Less	expected	return	on	plan	assets	Plus	amortization	of	past	service	costs	Periodic	pension	cost	1,151	5,441	–4,597	272	2,267	2018	Level	II	Mock	Exam	AM	19	A	is	incorrect.	A	is
incorrect	because	Sobhani	has	violated	Standard	V(A)–Diligence	and	Reasonable	Basis	as	Sobhani’s	recommendation	that	Poundston	invest	a	large	percentage	of	her	assets	in	equities	in	an	already	highly	priced	market	does	not	appear	to	be	based	on	any	evidence	or	analysis.	39	40	2018	Level	II	Mock	Exam	AM	At	their	meeting,	Cevallos,	who	has
been	following	Apple	shares	closely,	indicates	that	he	expects	a	sharp	decline	in	the	price	of	shares	of	Apple	stock	over	the	next	month.	Standard	II(B)	requires	the	prohibition	of	market	manipulation—that	is,	dissemination	of	false	or	misleading	information	and	transactions	that	deceive	or	would	be	likely	to	mislead	market	participants	by	distorting
the	price-setting	mechanism	of	financial	instruments.	B	is	incorrect	because	it	is	recommended	that	peer	reviews	to	determine	reasonable	and	adequate	basis	be	done	prior	to	distribution.	The	bond	is	putable	at	98	one	year	and	two	years	from	now.	2019	$71,261	25	Following	his	calculation	of	the	pension	plan	liability,	Paul	asks	Loris	two	questions
about	the	discount	rate	that	is	used:	1	Exhibit	1	does	not	mention	how	you	determined	the	discount	rate	that	was	used.	Wu	has	a	background	in	quantitative	modeling	of	equity	markets	and	is	tasked	with	developing	an	aggregate	earnings	forecasts.	Economics	and	Investment	Markets	LOS	f,	g	Section	5	59	Which	of	Wu’s	three	observations	is	least
likely	correct?	In	a	calendar	spread,	the	expectation	is	that	a	price	move	is	not	imminent.	What	rate	is	the	most	appropriate	rate	to	use?	C	large-cap	growth	to	large-cap	value	stocks.	A	is	incorrect.	Employee	Compensation:	Post-Employment	and	Share-Based	LOS	b,	d	Sections	2.2,	2.3.3,	2.4.1	22	The	least	appropriate	answer	to	Paul’s	second	question
is	that	the:	A	interest	cost	may	either	increase	or	decrease.	Bardem’s	purchase	price	for	Ariana	will	include	goodwill	of	€6.25	per	the	calculation	below.	B	is	correct.	Bardem	prepares	the	following	table	to	examine	the	purchase	more	closely.	CAPM	only	incorporates	a	single	risk	premium	for	market	risk	(beta);	it	does	not	incorporate	company-specific
(idiosyncratic)	risk.	However,	if	the	equity	method	is	used,	he	states:	1	Goodwill	must	be	separately	tested	for	impairment.	C	No,	there	is	no	evidence	of	a	mispricing.	It	is	not	a	violation,	however,	to	factually	state	that	charterholders	must	annually	renew	their	commitment	to	abide	by	the	Code	and	Standards	or	that	each	of	the	team	members	passed
all	three	CFA	exams	on	their	first	attempt.	For	files	older	than	seven	years,	he	refers	the	regulator	to	the	clients’	brokers.	31	Which	of	Hughes’	notes	regarding	the	various	methods	of	estimating	the	required	return	on	equity	is	least	accurate?	Industry	and	Company	Analysis	LOS	h	Section	3	38	Marchand	and	Palmeiro’s	modeling	approach	can	be	best
described	as:	A	bottom-up.	Schwerser	mocks?).	The	committee	is	debating	what	will	happen	to	the	short	end	of	the	US	yield	curve	(and	what	will	happen	subsequently	to	short-dated	bond	prices)	if	the	payroll	report	comes	in	at	the	level	they	expect.	In	addition,	smaller	capitalization	companies	tend	to	outperform	in	the	aftermath	of	a	recession,	so	the
shift	from	small-	to	mid-cap	stocks	would	be	sub-optimal	for	the	model.	::	If	they	are	like	each	item	set	questions	that	come	before	the	Mock	Exams	the	order	stays	the	same,	worst	case	scenario	would	be	if	they	switched	up	the	set	order,	but	questions	should	remain	the	same.	It	uses	fair	market	value	for	the	subsidiary,	but	takes	60%	rather	than
100%:	€110	+	€31.2	=	€141.2.	Intercorporate	Investments	LOS	b,	c	Section	6.4	23	24	2018	Level	II	Mock	Exam	AM	30	If	Bardem	creates	a	special	purpose	entity	rather	than	borrowing	against	its	receivables,	which	of	Domingues’	comments	is	most	accurate?	A	possible	drawback	to	EV/EBITDA	is	that	EBITDA	will	overestimate	cash	flow	from
operations	if	working	capital	is	growing.	However,	if	you	only	expect	average	stock	volatility	and	are	neutral	on	direction,	a	short	put	would	be	appropriate.”	49	The	strategy	Kuroda	recommends	to	Cevallos	could	most	likely	be	constructed	by:	2018	Level	II	Mock	Exam	AM	A	purchasing	March	96	puts	and	selling	March	99	puts.	A	Kristensen’s	B
Marchand’s	C	Palmeiro’s	B	is	correct.	2018	Level	II	Mock	Exam	AM	17	C	is	incorrect.	■■	The	accounting	methods	used	by	these	rail	companies	will	have	to	be	compared,	and	adjustments	may	be	necessary.	2018	Level	II	Mock	Exam	AM	C	is	incorrect.	■■	The	Fama–French	model	includes	factors	that	measure	size	and	value.	C	random	walk	model.
If	the	two	series	each	have	a	unit	root,	regression	results	will	be	consistent,	provided	that	the	two	series	are	cointegrated.	2018	Level	II	Mock	Exam	AM	A	is	incorrect	because	Bond	A	is	option-free	while	Bond	C	is	putable	and	has	a	slightly	shorter	maturity	than	Bond	A.	A	is	incorrect	because	the	value	of	the	embedded	put	option	and	therefore	the
value	of	this	putable	bond	will	increase	when	the	yield	curve	moves	from	flat	to	upward	sloping.	If	a	time	series	is	a	random	walk,	the	best	forecast	of	xt	that	can	be	made	in	period	t	–	1	is	xt–1.	C	Casado	concerning	board	of	directors’	positions.	Factor	2	The	paint	and	coatings	industry’s	performance	is	closely	tied	to	the	business	cycle.	The	industry	is
fragmented	with	no	dominant	market	leader,	and	there	is	a	strong	rivalry	for	market	share,	which	limits	pricing	power.	Quantum	expects	the	monthly	non-farm	payroll	report	to	show	that	the	US	labor	market	added	only	90,000	jobs	this	month,	roughly	in	line	with	consensus	expectations.	Gast’s	recommended	approach	is	to	calculate	the	forward	P/E
based	on	core	earnings.	B	is	incorrect	because	random	walks	are	likely	to	have	a	slope	coefficient	(b1)	close	to	one.	C	top-down.	Derivatives	Strategies	LOS	g	Section	5.1.2	50	Using	the	information	provided	in	Exhibit	1,	the	breakeven	price	of	Apple	shares	for	a	bear	spread	strategy	using	puts	is	closest	to:	A	$96.44.	B	incorrect	because	only	the
independent	variable	series	needs	to	be	tested	for	the	absence	of	a	unit	root.	C	is	incorrect.	It	is	not	a	drawback.	Finally,	Sobhani	has	violated	Standard	V(A)–Diligence	and	Reasonable	Basis	because	his	recommendation	that	Poundston	invest	a	large	percentage	of	her	assets	in	equities	in	an	already	highly	priced	market	does	not	appear	to	be	based	on
any	evidence	or	analysis.	All	bonds	have	the	same	coupon	rate	and	credit	rating	and	approximately	the	same	remaining	maturity.	If	they	shut	down	and	come	back	later	to	print	the	answers	they	will	find	that	they	don’t	match.	Bond	1	has	a	slightly	higher	debt-to-capital	ratio	than	Bond	2	but	not	material.	His	statement	regarding:	A	investment	timing.
A	disadvantage	of	using	ROE	is	that	it	is	affected	by	financial	leverage.	So,	the	best	forecast	of	the	next	period’s	trailing	P/E	is	the	current	period’s	trailing	P/E.	Mazza	specializes	in	advising	the	firm’s	clients	on	the	use	of	derivatives	in	their	portfolio	management	strategies.	Ariana,	which	is	based	in	Greece,	has	bought	packaging	supplies	from
Bardem	in	the	past	based	on	catalog	prices.	The	calculation	used	current	year	EPS	instead	of	next	year’s	EPS.	Guidance	for	Standards	I–VII	LOS	a	Standard		III(C)–Suitability,	Standard		V(A)–Diligence	and	Reasonable	Basis,	Standard		V(B)–	Communication	with	Clients	and	Prospective	Clients	9	With	regard	to	his	actions	related	to	the	regulatory	visit,
Sobhani	most	likely	violated	the	CFA	Institute	Standards	of	Professional	Conduct	concerning	which	of	the	following?	The	analysts	base	their	sales	forecasts	on	economic	factors,	including	GDP	growth,	which	is	a	top-down	approach.	B	incorrect	because	the	regression	results	are	valid	whether	cointegration	exists	or	does	not	exist.	We	can	test	whether
a	time	series	is	ARCH	by	regressing	the	squared	residuals	from	a	previously	estimated	time	series	model	on	a	constant	and	one	lag	of	the	squared	residuals	(as	in	Exhibit	2).	She	plans	to	retire	in	two	years	and	insisted	that	Sobhani	sell	all	of	her	stock	holdings	during	a	market	low	point	last	year.	43	Assuming	Bond	A	is	correctly	priced	and	given	the
information	in	Exhibit	1,	is	Krishnan	most	likely	correct	that	there	is	a	mispricing?	Sobhani	has	met	local	legal	requirements	by	maintaining	records	for	the	required	seven	years.	Valuation	and	Analysis:	Bonds	with	Embedded	Options	LOS	j,	l	Sections	4.11	and	4.2	David	Mazza	Case	Scenario	David	Mazza	is	a	managing	director	in	the	derivatives	group
at	High	Ridge	Partners,	an	investment	management	firm.	Market-Based	Valuation:	Price	and	Enterprise	Value	Multiples	LOS	k	Section	3.1.5.1	2018	Level	II	Mock	Exam	AM	36	Gast’s	best	response	to	Hughes’	question	about	the	EV/EBITDA	method	would	be	that:	A	EBITDA	is	ineffective	in	capital	intensive	industries.	Guidance	for	Standards	I–VII	LOS
a	Standard		III(B)–Fair	Dealing;	Standard		VI(A–Conflicts	of	Interest;	Standard		IV(B)–Additional	Compensation	Arrangements	3	Do	Kingfisher’s	proposed	policy	statements	related	to	Capital	Market	Integrity	most	likely	violate	any	CFA	Institute	Standards	of	Professional	Conduct?	Past	service	costs	arise	because	of	the	enrichment	of	the	pension
benefit	to	be	received,	and	it	applies	to	all	workers	under	the	plan,	vested	and	unvested.	The	yield	on	high	quality	corporate	bonds	is	the	appropriate	discount	rate	that	should	be	used	to	calculate	the	present	value	of	the	future	benefits	because	it	represents	the	rate	at	which	the	defined-benefit	obligation	could	be	effectively	settled.	A	high	equity
allocation	for	a	sick	and	elderly	client	who	plans	to	retire	soon	is	not	a	suitable	recommendation,	especially	to	a	client	who	is	risk	averse	and	seeking	preservation	of	capital.	Kingfisher	is	later	notified	that	it	had	won	the	tender.	To	increase	liquidity,	Bardem	is	considering	borrowing	€70M	against	accounts	receivable.	The	opening	obligation	will
indeed	decrease	with	a	higher	discount	rate.	Hughes	asks	Gast	whether	there	are	any	drawbacks	to	this	method.	::	I	tried	the	printing	method	CFAI	suggested	with	the	practice	assessment	—	you’re	right,	the	formatting	is	weird,	also	the	irritating	thing	is	that	if	your	answer	is	wrong,	the	solutions	section	doesn’t	clearly	mention	the	correct	choice!
Their	is	a	paragraph	of	explanation,	which	you	read	to	try	and	figure	out	what	the	correct	answer	choice	should	be!	This	is	ridiculous.	It	uses	book	value	for	the	subsidiary	rather	than	fair	market	value:	€110	+	€24	=	€134.	If	ARCH	exists,	the	standard	errors	for	the	regression	parameters	will	not	be	correct.	Hughes	uses	the	data	in	Exhibit	2	for	his
calculations	for	WPR.	A	shorter	vesting	period	would	mean	that	more	workers’	benefits	will	vest	and	this	will	increase	the	pension	obligation.	Domingues	comments	that	securitization	using	an	SPE	would	impact	Bardem’s	reported	financial	condition	in	three	ways.	Not	the	company’s	own	cost	of	debt	but	the	rate	on	high	grade	corporate	bonds	should
be	used.	Mazza	is	correct.	Those	who	print	their	exams	out	and	take	them	on	paper	will	lose	the	ability	to	track	their	scores	in	the	system	(unless	they	also	enter	their	questions	online	before	hitting	submit).	Sobhani	advises	two	clients	to	diversify	their	portfolios	into	real	estate.	To	do	so,	they	would	invest	€5M	in	the	SPE.	And	those	QBanks	are	for
each	reading.	Casado	replies	that	if	the	equity	method	is	not	required,	then	there	will	be	no	impact.	C	average	P/E	of	the	time	series.	Previously,	the	same	formula	was	used,	but	with	a	factor	of	1.65%.	B	$7.53.	A	Yes.	Time-Series	Analysis	LOS	n	Section	10	15	2018	Level	II	Mock	Exam	AM	Atlantic	Preserves	Case	Scenario	Jim	Loris	is	the	Food	and
Beverage	analyst	at	Eastern	Trust	&	Investments.	::	@Alex_Dolson	yes	i	did	this	way	only.	Industry	and	Company	Analysis	LOS	f	Section	2.5	Lillian	Krishnan	Case	Scenario	Lillian	Krishnan	is	a	fixed-income	analyst	at	Pedu	Advisors,	an	investment	management	firm.	In	addition,	he	has	not	promised	a	specific	return,	so	he	is	not	in	violation	of
Standard	III(D)–Performance	Presentation.	the	questions	remain	same	at	least	for	Level	2	mocks.	The	correct	strategy	is	purchasing	March	99	calls	and	selling	March	96	calls.	Why	did	they	change	the	previous	system?!	You	must	be	logged	in	to	reply	to	this	topic.	Did	the	process	and	the	analyst’s	view	lead	to	the	right	recommendation?	Hughes	is
initially	interested	in	determining	the	required	return	on	equity	for	the	rail	company	of	interest.	Paul	makes	the	following	two	comments	about	these	changes	to	the	pension	plan:	1	The	new	formula	will	have	a	big	impact	on	income	because	the	past	service	costs	that	arise	will	be	expensed	immediately.	Valuation	and	Analysis:	Bonds	with	Embedded
Options	LOS	d	Section	3.4	45	If	the	shape	of	the	yield	curve	changes	in	the	way	predicted	in	the	chief	economist’s	interest	rate	forecast	and	the	price	of	Bond	A	does	not	change,	the	price	of	Bond	C	will	most	likely:	A	decrease.	2	increase	the	level	of	current	assets.	I	didn’t	find	any	other	major	mock	exam	providers	but	you	could	then	go	on	to	try	one
of	the	smaller,	newer	providers	if	the	above	eight	mock	exams	isn’t	enough	for	you?	Apple	currently	trades	at	$97	per	share.	FFM	expands	on	the	CAPM	model	with	two	additional	risk	factors:	(1)	SMB	(small	minus	big),	a	size	(market	capitalization)	factor,	and	(2)	HML	(high	minus	low),	a	value	return	premium	factor.	Time-Series	Analysis	LOS	n
Section	10	18	DeMolay’s	caution	given	in	Condition	2	is	best	described	as:	A	incorrect	because	if	both	series	have	unit	roots,	they	must	exhibit	cointegration	for	the	results	of	the	regression	to	be	valid.	B	€21.25.	To	examine	this	issue,	she	has	gathered	data	on	a	group	of	comparable	bonds	that	have	the	same	market	liquidity.	A	macro	topic	for	this
week’s	fixed-income	committee	is	the	possibility	that	the	US	Federal	Reserve	Board	(Fed)	will	raise	the	federal	funds	rate	(FFR)	25	bps	at	their	next	meeting.	C	is	incorrect	because	Standard	II(B)	requires	the	prohibition	of	market	manipulation,	i.e.,	dissemination	of	false	or	misleading	information	and	transactions	that	deceive	or	would	be	likely	to
mislead	market	participants	by	distorting	the	price-setting	mechanism	of	financial	instruments.	Krishnan	knows	the	market	perceives	this	asset	class	to	be	inefficient	given	that	bonds	with	embedded	options	are	currently	mispriced.	Comment:	A	1	B	2	C	3	A	is	correct.	Placing	the	junior	analyst	in	the	position	of	interacting	with	a	regulator	may	not	be
the	wisest	decision	but	is	not	necessarily	a	violation	of	the	Standard.	Intercorporate	Investments	LOS	c	Section	6.6	McKinley	Investment	Partners	Case	Scenario	McKinley	Investment	Partners	(MIP),	a	diversified	investment	firm	based	in	Salt	Lake	City,	USA,	is	considering	increasing	its	investment	in	the	North	American	transportation	sector.
Market-Based	Valuation:	Price	and	Enterprise	Value	Multiples	LOS	m	Section	4.1	Darwin	Industrial	Case	Scenario	Gabrielle	Marchand	and	Cristiano	Palmeiro	are	junior	analysts	recently	hired	by	Nordfjord	Investment	Management,	an	international	investment	firm.	The	purchase	of	a	put	option	on	an	existing	position	on	Caterpillar	stock	is	a
protective	put.	Therefore,	it	may	violate	Standard	III(A)	to	include	all	asset	classes	available.	C	incorrect	because	b0	should	be	close	to	1.	A	zero-coupon	nominal	Treasury	bond	with	one	year	to	maturity	and	a	par	value	of	$100	is	currently	trading	at	$98.05.	B	diversified	portfolio.	End	of	Year	Interest	Received	at	Coupon	Rate	Interest	Income	at
Historical	Market	Rate	Amortization	of	Premium	0.04	×	€4,800,000	=	€192,000	0.034	×	€5,000,000	=	€170,000	€192,000	–	€170,000	=	€22,000	0	1	Amortized	Cost	€5,000,000	B	is	incorrect.	Bond	2	has	a	relatively	tight	spread	compared	with	Bond	1.	The	maximum	profit	at	expiration	occurs	at	prices	of	$68	or	greater.	Shark101,	what	do	you	think
about	IFT	mocks?	He	tells	Paul	that	he	is	aware	that	the	company’s	actual	return	on	pension	plan	assets	exceeds	its	expected	return	and	asks	Paul	to	use	the	information	in	Exhibit	2	to	calculate	the	net	periodic	pension	cost	and	the	total	periodic	pension	cost	for	Atlantic	for	2013.	9	10	2018	Level	II	Mock	Exam	AM	B	Yes,	with	regard	to	Fair	Dealing.
The	calculation	incorrectly	used	the	long-term	bond	instead	of	the	short-term	bill.	2018	Level	II	Mock	Exam	AM	25	Exhibit	1	 Selected	Market	Data	for	Western	Plains	Rail	Factor	Sensitivity	Risk	Premium	(%)	1.3	5.2	Size	factor	Market	factor	–0.2	2	Value	factor	–0.3	4.3	0.1	3.7	Liquidity	factor	Current	short-term	government	bill	yield	1.2%	Current
long-term	government	bond	yield	4.1%	Gast	asks	Hughes	to	calculate	the	trailing	and	forward	price/earnings	multiples	based	on	core	earnings.	C	$97.18.	Bond	prices	are	unlikely	to	rise	or	fall	based	on	this	information	because	it	is	already	anticipated	by	the	market.	In	a	meeting	with	Spencer	Purce,	a	prospective	client	who	recently	sold	his	business
for	over	$100	million,	Sobhani	learns	that	Purce	plans	to	quit	working.	■■	adjusts	for	differences	in	the	duration	of	growth	between	the	industry	and	the	company.	CFA	Institute	has	a	heavier	weighting	on	equities	and	fixed-income	analysis,	and	I	am	sure	the	exam	will	always	have	a	similar	emphasis.”	Miyagawa	replies,	“when	I	took	the	practice
exam	it	seemed	to	have	more	weight	on	alternative	investments.”	Joli	Poundston,	a	long-time	client	of	Better	Investments,	is	in	her	late	60s	and	in	poor	health.	Casado	notes	that	this	acquisition	will	affect	the	valuation	models	he	has	created	for	Bardem,	and	wonders	whether	the	company	will	still	be	a	good	candidate	for	the	investment	portfolio.
Sobhani	is	paid	a	referral	fee	by	the	attorney,	which	he	fully	discloses	once	a	client	makes	an	investment.	All	assessments	are	printable,	but	Level	I	candidates	would	generally	want	to	print	the	version	called	“Mock	Exam	–	AM	and	PM”	because	they	can	then	print	all	of	their	questions	at	once.	Krishnan	considers	the	impact	of	these	expected	changes
on	the	values	of	the	bonds	in	Exhibit	1.	The	value	of	a	straight	(option-free)	bond	(Bond	A)	doesn’t	change	when	interest	rate	volatility	changes.	This	would	reduce	competitive	strength	and	profit	opportunities.	C	bargaining	power	of	buyers.	As	the	yield	curve	moves	from	flat	to	upward	sloping,	the	value	of	the	put	option	embedded	in	Bond	C	will
increase.	Bardem	paid	€5,000,000	for	the	debt,	which	had	a	par	value	of	€4,800,000	reflecting	a	yield	to	maturity	of	3.4%.	Employee	Compensation:	Post-Employment	and	Share-Based	LOS	b,	d	Section	2.3.3	21	The	best	answer	to	Paul’s	first	question	is	to	use	the:	A	company’s	before-tax	cost	of	debt.	21	2018	Level	II	Mock	Exam	AM	Casado	has
learned	from	Bardem’s	management	that	they	are	considering	the	purchase	of	60%	of	Asheville	Industries,	Inc.	First	calculate	next	year’s	EPS	based	on	the	relationship	to	S&P	expected	growth	rate	Next	year’s	EPS	growth:	8%	×	1.15x	9.20%	Next	calculate	the	company’s	expected	EPS	Next	year’s	EPS:	$3.60	×	(1	+	0.092)	=	$3.931	$3.93	Add	the
expected	restructuring	charge	to	determine	the	expected	core	EPS	Add:	expected	restructuring	charge	=	$3.93	×	2%	=	$0.079	$0.08	Equals	Core	EPS	$4.01	P/E	multiple	=	$57.00/$4.01	=	14.214×	14.2×	Core	EPS	Finally	calculate	the	P/E	multiple	by	dividing	the	expected	core	EPS	by	the	share	price	B	is	incorrect.	By	not	updating	his	compliance
policies	and	procedures	since	founding	his	company,	Sobhani	has	violated	this	standard.	Loris	asks	Paul	to	calculate	the	pension	liability	arising	from	Smith.	Projections	for	long-term	assets,	such	as	property,	plant,	and	equipment,	are	less	directly	tied	to	the	income	statement.	Although	these	data	might	be	considered	weak,	they	provides	information
that	is	anticipated	and	thus	already	reflected	in	asset	prices.	Casado	is	trying	to	determine	the	impact	of	the	Papelco	purchase,	and	wonders	how	it	will	affect	Bardem’s	financial	statements.	This	information	is	found	in	Exhibit	1.	B	The	comment	about	growth	durations.	Shark101:	bfedor:	Excellent	mocks	from	IFT	-	see	logo	above	-	3	for	$75	for	instant
download	I	have	also	bought	that	package	and	did	two	of	them	so	far.	Gast’s	comments	regarding	the	accounting	methods	is	the	most	accurate.	A	Performance	Presentation	B	Suitability	C	Diligence	and	Reasonable	Basis	A	is	correct.	In	a	calendar	spread	the	expectation	is	a	price	move	up	is	not	imminent.	B	No,	he	is	incorrect	about	the	timing	of	the
price	move.	■■	ignores	any	risk	differential	between	the	industry	and	the	company.	2015	Calculation	2016	(€	millions)	GDP	+	1%	=	5.5%	increase	9,280	×	1.055	9,791	Percentage	of	[(5,401/9,280)	–	0.005)]	×	sales,	expected	9,790	to	decline	0.5%	in	2016	5,649	Sales	9,280	COGS	5,401	Gross	profit	3,879	Selling	expenses	1,940	Stable	percentage	of



sales	G&A	expenses	485	No	change	485	D&A	expenses	294	No	change	294	Operating	profit	1,160	Interest	expense	92	EBT	4,142	(1,940/9,280)	×	9,790	1,316	Rate	on	2015	net	debt	=	92/1,533	=	6%	Debt	to	decline	by	€100	million	1,433	×	0.06	1,068	Income	taxes	320	Net	profit	748	2,047	86	1,230	30%	tax	rate	1,230	×	0.3	369	861	B	is	incorrect.
Janis	Wilder,	Sobhani’s	personal	assistant,	confesses	to	obtaining	a	credit	card	in	Sobhani’s	name	and	using	this	card	to	fund	her	personal	travels.	It	requires	members	and	candidates	with	supervisory	responsibility	to	understand	what	constitutes	an	adequate	compliance	system	for	their	firms	and	to	make	reasonable	efforts	to	see	that	appropriate
compliance	procedures	are	established,	documented,	communicated	to	covered	personnel,	and	followed.	B	is	incorrect	because	it	uses	the	wrong	value	to	test	the	slope	coefficient.	The	values	of	the	put	and	call	options	decrease	when	interest	rate	volatility	decreases,	so	the	value	of	the	callable	bond	will	increase	and	the	value	of	the	putable	bond	will
decrease.	A	His	comment	regarding	the	business	cycle.	The	effective	convexity	of	the	option-free	bond	is	higher	because	its	value	continues	to	decrease,	albeit	at	an	ever	decreasing	rate	(convexity	gets	smaller).	€4,978,000	22	2018	Level	II	Mock	Exam	AM	C	is	incorrect.	B	is	incorrect	because	Sobhani	did	not	violate	Standard	III(B)–Fair	Dealing
because	he	dealt	fairly	and	objectively	with	his	clients,	delaying	the	real	estate	investment	due	to	liquidity	constraints	rather	than	preferential	treatment.	C	is	incorrect	because	it	is	calculated	as	if	it	is	a	straight	bond	(ignoring	the	put	option).	Because	the	value	of	a	putable	bond	is	the	value	of	the	otherwise	identical	option-free	bond	plus	the	value	of
the	put	option,	the	value	of	Bond	C	will	increase.	Guidance	for	Standards	I–VII	LOS	b	Standard	III(A)–Loyalty,	Prudence,	and	Care	5	Which	of	Kingfisher’s	proposed	requirements	regarding	investment	recommendations	is	most	appropriate	to	prevent	violations	of	Standard	V(A)–Diligence	and	Reasonable	Basis?	A	Conflicts	of	interest	B	Differentiation
of	services	C	Compensation	arrangements	3	4	2018	Level	II	Mock	Exam	AM	B	is	correct.	After	consolidation,	those	changes	are	reversed	and	the	consolidated	balance	sheet	will	be	identical	to	the	balance	sheet	under	receivables	borrowing.	Gast	states	that	one	must	be	careful	in	utilizing	PEG	because	it:	■■	assumes	a	non-linear	relationship	between
P/E	and	growth.	Rutherford	believes	these	factors	will	exert	downward	pressure	on	short-term	Treasury	Inflation-Protected	Securities	(TIPS)	rates.	Miyagawa	is	registered	for	Level	I	of	the	CFA	exams.	Projections	for	long-term	assets	such	as	PP&E	are	less	directly	tied	to	the	income	statement	and	more	to	capital	expenditure	plans.	Under	the	equity
method	goodwill	is	included	in	the	value	of	the	investment	and	is	not	tested	separately.	Employee	Compensation:	Post-Employment	and	Share-Based	LOS	b,	c	Section	2.4.3	20	2018	Level	II	Mock	Exam	AM	Bardem	Case	Scenario	Javier	Casado,	an	analyst	who	manages	funds	for	high-net-worth	investors,	is	evaluating	Bardem	S.A.	(Bardem)	as	a
possible	addition	to	a	large	investment	portfolio.	Palmeiro’s	statement	is	accurate.	An	analyst’s	calculation	of	underlying	earnings	may	differ	from	the	company’s.	Thus,	the	threat	of	substitutes	would	be	considered	low	to	medium,	which	would	improve	the	competitive	position	and	profitability	of	firms	in	the	industry.	It	deducts	actual	ROA	not
expected:	1,151	+	5,441	–	5,888	+	272	=	976.	C	incorrect	because	only	the	dependent	variable	series	needs	to	be	tested	for	the	absence	of	a	unit	root.	Exhibit	1	 Results	of	Regression	of	P/E	on	Lagged	P/E	(P/Et	=	b0	+	b1P/Et–1	+	εt)	Coefficient	Constant	(b0)	Lagged	P/E	(b1)	R2	0.075	Standard	Error	t	Significance	of	t	0.143	0.153	0.935	0.176	0.991
0.003	292.958	0	Standard	Error	of	the	Estimate	Durbin–Watson	F	Significance	of	F	1.48978	2.094	130.066	0	DeMolay	states:	“This	regression	is	a	special	case	of	a	first-order	autoregressive	[AR(1)]	model	in	which	the	value	for	b0	is	close	to	zero	and	the	value	of	b1	is	close	to	1.	FFM:	ri	=	1.2%	+	1.3	×	(5.2%)	–	0.2	×	(2.0%)	–	0.3	×	(4.3%)	+	0.1	×
(3.7%)		=	1.2%	+	6.76%	–	0.40%	–	1.29%	+	0.37%		=	6.64%	=	6.6%	C	is	incorrect.	C	is	incorrect	because	even	though	Sobhani	has	disclosed	some	of	the	risks	related	to	this	type	of	investment,	he	has	not	discussed	any	country-related	risks	such	as	different	accounting	standards,	different	business	practices,	and	unstable	governments.	C	9.2%.	To
print	an	exam,	PC	users	can	hit	CTRL+P	and	Mac	users	can	hit	Command+P.	Justification	2:	Each	team	member	must	annually	renew	his	or	her	commitment	to	abide	by	the	CFA	Institute	Code	of	Ethics	and	Standards	of	Professional	Conduct	(Code	and	Standards).	Furthermore,	fund	managers	must	annually	review	client	needs	and	objectives	and
rebalance	portfolios	if	required.	Sobhani	has	not	violated	Standard		VI(A)–Disclosure	of	Conflicts	because	disclosure	of	his	relationship	with	Wilder	is	not	required	because	it	would	not	impair	Sobhani’s	independence	and	objectivity	nor	interfere	with	his	respective	duties	to	clients.	Using	2015	as	the	base	year,	the	analysts	expect	Darwin’s	■■	sales	to
grow	1%	faster	than	projected	nominal	global	GDP	growth,	■■	cost	of	goods	sold	as	a	percent	of	sales	to	decline	0.5%	annually,	■■	selling	expenses	to	remain	stable	as	a	percentage	of	sales,	■■	general	and	administrative	and	depreciation	and	amortization	expenses	to	be	fixed,	and	■■	net	debt	to	decline	€100	million	in	2016.	The	total	periodic
pension	cost	is	the	change	in	the	net	pension	asset	or	liability	excluding	the	effect	of	the	employer’s	periodic	contribution	to	the	plan.	A	in	incorrect.	The	expected	vesting	rate	is	one	of	the	assumptions	needed	to	estimate	the	pension	obligation.	She	uses	the	model	to	calculate	the	current	value	of	the	bond	and	the	expected	values	if	market	interest
rates	were	to	rise	or	fall	by	25	basis	points	(bps).	After	considering	these	alternative	methods,	Hughes	selects	the	Fama–French	model	as	his	preferred	method.	An	analyst	deals	with	this	issue	by	normalizing	EPS	(i.e.,	estimating	the	EPS	a	company	could	be	expected	to	achieve	under	mid-c	ycle	conditions).	Observation	2	Corporate	profitability	is	a
leading	economic	indicator.	till	they	get	to	the	end	of	the	exam.	At	$68:	Gain	on	stock	position	=	$8	Loss	on	long	put	=	–$1.30	(option	has	a	strike	of	$65	and	expires	worthless)	41	42	2018	Level	II	Mock	Exam	AM	Gain	on	short	call	=	$0.83	(option	has	a	strike	of	$68	and	expires	worthless)	Profit	=	$7.53	A	is	incorrect.	A	Yes,	Bond	C	must	be
mispriced.	The	equity	method	of	accounting	is	required	when	an	investor	holds	20%	to	50%	of	the	voting	rights	of	an	associate	unless	circumstances	clearly	demonstrate	that	the	investor	cannot	exercise	significant	influence.	They	can	then	print	out	all	of	the	answers	in	one	shot,	though.”	I	also	told	them	that	the	print	layout	for	the	vignette	was	a
little	screwed	up,	and	according	to	them	they	have	no	plans	to	fix	it	but	told	me	to	copy	the	vignette	and	paste	it	to	the	word	document	and	fix	the	layout	there	(I	can’t	believe	we	still	have	to	do	this	manually	in	2014,	that	online	exam	company	should	be	fired).	All	rights	reserved.	But	then	again,	if	in	general	the	CFAI	Mock	is	a	bit	over	the	difficulty
level	of	the	actual	exam,	I	believe	IFT	Mocks	can	help.	To	ensure	that	clients’	interests	are	protected,	all	portfolios	must	be	invested	according	to	each	client’s	investment	plan	and	must	be	well	diversified	across	all	asset	classes	available.	This	is	a	bull	spread	using	puts.	C	is	incorrect	because	it	tests	the	intercept	term	rather	than	the	slope	term.	“You
still	have	the	ability	to	print	the	practice	assessments	and	mock	exams,	or	convert	them	to	PDF’s	if	you	wish.	B	is	incorrect	because	activities	mentioned	in	Task	3	are	necessary	to	meet	the	requirement	of	Standard	IV(C).	2015	Calculation	9,280	GDP	+	1%	=	5.5%	increase	9,280	×	1.055	9,791	COGS	5,401	COGS	did	not	decline	by	0.5%	as	%	of	sales
(5,401/9,280)	×	9,790	5,698	Gross	profit	3,879	1,940	Stable	%	of	sales	(1,940/9,280)	×	9,790	485	No	change	294	No	change	Sales	Selling	expenses	G&A	expenses	D&A	expenses	Operating	profit	92	294	1,267	Rate	on	2015	net	debt	=	92/1,533	=	6%	Declines	by	100	1,433	×	0.06	1,068	Income	taxes	320	Net	profit	748	2,047	485	1,160	Interest
expense	EBT	4,093	86	1,181	30%	tax	rate	1,181	×	0.3	354	827	Industry	and	Company	Analysis	LOS	d,	m	Sections	2.2	and	2.3	40	Which	factor	considered	by	Marchand	and	Palmeiro	best	justifies	the	use	of	the	five-year	forecast	horizon	in	the	Darwin	model?	It	is	incorrectly	calculated	as	99	–	2.56	=	96.44.	The	value	of	the	putable	bond	(Bond	C)	is
equal	to	the	value	of	the	otherwise	identical	straight	bond	plus	the	value	of	the	put	option.	It	would:	1	reduce	the	cost	of	borrowing.	Instead	focus	on	the	core	body	of	knowledge.	Representation	on	the	board	is	one	way	of	exerting	influence,	but	there	are	other	ways	that	influence	can	be	evidenced.	From	the	information	provided,	there	is	no	evidence
that	Sobhani	knows	or	has	considered	the	twins’	investment	objectives	and	constraints	and	thus	is	also	in	violation	of	Standard	III(C)–Suitability.	The	value	of	the	callable	bond	(Bond	B)	is	equal	to	the	value	of	the	otherwise	identical	straight	bond	minus	the	value	of	the	call	option.	It	ignores	the	interest	charge	on	the	opening	obligation:	20,818	–
726	=	20,092.	C	Justification	3.	Purce	asks	for	ideas	on	how	to	invest	his	sale	proceeds	to	build	wealth	within	a	trust	structure	so	that	he	can	pass	capital	on	to	his	twin	sons,	who	are	19-year-old	students.	On	2	January		2016,	Bardem	purchased	an	18%	stake	in	the	new	bond	issue	of	Papelco,	a	Spanish	maker	of	specialty	papers	from	whom	Bardem
buys	inventory.	The	details	on	how	to	accomplish	this	are	provided	below.	Even	though	his	cousin	has	been	involved	in	the	theft	it	does	not	alleviate	the	member	from	following	local	law,	which	requires	him	to	report	the	theft	to	regulatory	authorities.	The	statement	is	correct.	Sobhani	responds,	“Our	prep	course	providers	looked	at	the	curriculum
readings	and	based	on	this	analysis	we	do	not	think	you	should	worry	about	exotic	over-the-counter	(OTC)	derivatives	being	tested.	He	considers	several	methods	that	can	be	utilized	for	this	purpose	and	makes	the	following	notes:	■■	The	capital	asset	pricing	model	(CAPM)	captures	company	specific	and	market	risk.	Furthermore,	premiums	from
the	sale	of	March	96	calls	help	offset	the	cost	of	the	March	99	calls.	Time-Series	Analysis	LOS	i	Section	5.1	15	The	results	depicted	in	Exhibit	2	are	best	described	as	consistent	with	a	regression	that	has	ARCH(1)	errors	because:	A	c1	is	significantly	different	from	0.	A	No.	B	Yes,	with	regard	to	material	nonpublic	information.	C	No.	C	is	correct.	Mazza
is	incorrect	about	the	timing	of	the	price	move.	Members	of	the	government	committee	suggest	the	following	additional	policy:	“Each	financial	services	firm	must	have	a	compliance	supervisor	to	ensure	that	Task	1:	systems	are	in	place	to	detect	violations	of	laws,	rules,	regulations,	firm	policies,	and	the	industry-wide	code	of	conduct	and	to	enforce
investment-	related	compliance	policies;	Task	2:	the	firm	has	adequate	documented	compliance	policies	and	procedures	and	it	trains	all	personnel	on	the	same	and	makes	sure	the	policies	and	procedures	are	followed;	and	Task	3:	inadequate	procedures	are	identified	and	recommendations	to	correct	inadequate	procedures	are	submitted	to	senior
management	for	approval	and	implementation.”	1	Which	of	Kingfisher’s	statements	in	the	RFP	regarding	its	qualifications	most	likely	violates	the	CFA	Institute	Standards	of	Professional	Conduct?	Intercorporate	Investments	LOS	a	Section	5	27	If	Bardem	does	use	the	equity	method	of	accounting	for	its	purchase	of	Ariana,	using	Exhibit	1,	the	value	of
goodwill,	in	millions,	arising	from	the	purchase	is	closest	to:	A	€6.25.	Caterpillar	stock	currently	sells	for	$67	per	share.	I	would	say	however,	that	IFT	is	best	to	ease	into	the	mock	exam	taking.	C	current	service	cost	would	increase.	3	Impairment	losses	exceeding	the	goodwill	value	are	allocated	pro-rata	to	the	unit’s	non-cash	assets.	Rutherford	notes
the	discrepancy	in	market	pricing	relative	to	his	forecasts.	The	Kingfisher	team	subsequently	drafts	the	following	policy	statements:	Levels	of	Professionalism	Financial	services	professionals	must	act	in	a	professional	manner	at	all	times	to	help	protect	the	integrity	of	the	country’s	capital	markets.	C	is	incorrect	because	the	value	of	the	straight
(option-free)	bond	(Bond	A)	doesn’t	change	when	interest	rate	volatility	changes.	B	is	incorrect	because	the	statement	is	false.	A	No	change	B	Fall	C	Rise	2018	Level	II	Mock	Exam	AM	A	is	correct.	25	The	investment	income	that	Bardem	will	report	in	2016	from	the	Papelco	debt	is	closest	to:	A	€170,000.	37	Based	on	Marchand	and	Palmeiro’s	notes,
the	industry’s	competitive	strength	is	most	likely	related	to	the:	A	threat	of	substitutes.	The	rate	on	high	grade	corporate	bonds	should	be	used.	B	6.3%.	Therefore,	the	research	recommendations	need	to	be	assessed	to	determine	their	validity	over	time.	Douglas	Gast,	portfolio	manager	at	MIP,	states	that	although	the	railroad	industry	is	quite	cyclical,
it	is	a	good	time	to	invest	in	this	sector	because	improved	economic	activity	in	the	United	States	will	have	a	positive	impact	on	the	railroad	industry’s	profitability	relative	to	the	S&P	500.	Standard	VI(C)–Referral	Fees	requires	members	and	candidates	to	disclose	to	their	employer,	clients,	and	prospective	clients,	as	appropriate,	any	compensation,
consideration,	or	benefit	received	from	or	paid	to	others	for	the	recommendation	of	products	or	services	before	entry	into	any	formal	agreement	for	services.	She	states:	“The	presence	of	first-order	autoregressive	conditional	heteroskedasticity	[ARCH(1)]	errors	in	this	regression	is	highly	likely	given	the	results	reported	in	Exhibit	2.”	Exhibit	2
 Results	of	Regression	of	Squared	Residuals,	ηt2	,	on	Lagged	Squared	Residuals,	ηt2−1	(ηt2	=	c0	+	c1ηt2−1	+	ut	)	(continued)	12	2018	Level	II	Mock	Exam	AM	Exhibit	2	 (Continued)	Constant	(c0)	Lag	1	(c1)	R2	Coefficient	Standard	Error	t	Significance	of	t	0.339	0.039	8.768	0	0.273	0.024	11.405	0	Standard	Error	of	the	Estimate	Durbin–	Watson	F
Significance	of	F	1.48978	2.094	130.066	0	0.075	After	further	discussion,	DeMolay	proposes	that	he	and	Kamini	incorporate	more	variables	into	the	analysis.	2	2018	Level	II	Mock	Exam	AM	2018	LEVEL	II	MOCK	EXAM	AM	Kingfisher	Case	Scenario	The	government	of	a	developing	country	published	a	“Request	for	Proposal”	(RFP)	for	the
development	of	policies	to	improve	the	business	conduct	of	its	capital	markets	licensees	with	the	hope	of	improving	confidence	levels	among	investors.	Marchand’s	comment	is	the	least	accurate.	Standard	II(A)	does	not	disallow	the	possession	of	insider	information	but	does	disallow	using	the	information	to	take	unfair	advantage	of	the	general
investing	public.	In	the	past	year,	a	number	of	corporations	have	issued	putable	bonds.	Domingues’	statement	that	Bardem	will	be	required	to	use	the	equity	method	is	accurate.	Next	year’s	EPS	was	not	adjusted	for	structuring	charge.	C	€200,000.	Economics	and	Investment	Markets	LOS	b	Section	2	56	Is	Rutherford	most	likely	correct	with	regard	to
the	impact	on	short-term	TIPS	rates?	Casado	believes	that	the	purchase	will	change	the	relationship	between	the	two	companies	and	will	also	affect	Bardem’s	financial	reporting.	Loris’s	response	about	the	past	service	costs	is	most	accurate.	Guidance	for	Standards	I–VII	LOS	a	Standard	II(A)–Material	Nonpublic	Information;	Standard	II(B)–Market
Manipulation	4	Which	of	Kingfisher’s	proposed	requirements	to	ensure	Duties	to	Clients	is	least	appropriate	to	prevent	violations	of	the	CFA	Institute	Standards	of	Professional	Conduct?	Guidance	for	Standards	I–VII	LOS	a	Standard		I(A)–Knowledge	of	the	Law,	Standard		I(D)–Misconduct,	Standard		VI(A)–Disclosure	of	Conflicts	Eduardo	DeMolay
Case	Scenario	Eduardo	DeMolay,	a	research	analyst	at	Mumbai	Securities,	is	studying	the	time-series	behavior	of	price-to-earnings	ratios	(P/Es)	computed	with	trailing	12-month	earnings	(Etrailing).	B	rivalry	among	the	firms.	B	increase.	The	value	is	calculated	using	the	interest	rate	tree,	starting	with	final	cash	flow	(par	plus	coupon	payment)	in
Year	3.	The	breakeven	price	is	XH	–	(pH	–	pL)	=	99	–	(2.56	–	0.74)	=	97.18.	Quantum’s	committee	believes	that	the	Fed	is	likely	to	hold	off	raising	the	FFR	for	at	least	six	months	because	of	weak	economic	data,	and	that	weakness	will	be	seen	in	the	upcoming	payroll	numbers.	36	2018	Level	II	Mock	Exam	AM	Exhibit	2	 Binomial	Interest	Rate	Tree
Year	0	Year	1	Year	2	6.21%	4.31%	2.11%	4.60%	3.19%	3.41%	Krishnan	is	evaluating	a	bond	valuation	model	available	from	Klang	Analytics.	Questions	and	answer	order	are	shuffled	with	each	use	on	many	of	the	assessments.	Gast	has	assigned	Gary	Hughes,	an	associate	analyst,	the	task	of	analyzing	rail	companies	and	presenting	his	recommendation
the	following	week.	A	Strategy	1	B	Strategy	2	C	Strategy	3	B	is	correct.	Kuroda	has	collected	option	information	presented	in	Exhibit	1	and	suggests	that	Cevallos	can	achieve	his	objective	by	constructing	a	spread	strategy	using	the	options	listed	in	Exhibit	1.	Task	1	is	insufficient	in	that	Standard	IV(C)–Responsibilities	of	Supervisors	requires
supervisors	to	enforce	non–investment-related	policies	as	well	as	investment-	related	policies.	Standard	III(A)–Loyalty,	Prudence,	and	Care	requires	a	client’s	portfolio	to	be	managed	by	investment	guidelines	agreed	on	with	the	client.	The	model	for	P/E	in	terms	of	the	DDM	shows	that,	in	theory,	the	relationship	is	not	linear.	Some	clients’	investment
objectives	may	not	allow	for	a	diversified	portfolio	across	all	asset	classes	available.	Bardem’s	accounts	receivable	will	decrease	by	€75M,	while	its	cash	will	increase	by	€70M	(€75M	cash	from	the	sale	of	receivables	less	€5M	to	set	up	the	SPE).	I	did	mention	to	them	that	printed	version	would	better,	plus	I’m	sure	most	of	us	would	highlight	on
important	information	in	the	vignette	or	sketch	onto	it,	however	CFAI	insist	that	if	we	do	it	online	we	could	track	our	scores	which	I	don’t	see	much	benefit	being	able	to	track	ONE	mock	exam	online.	18	2018	Level	II	Mock	Exam	AM	C	company’s	overall	cost	of	capital.	2015	Calculation	Rate	on	2015	net	debt	=	92/9,280	(sales)	=	0.99%	Cost	of	2016
net	debt	=	9,790	×	0.99%	=	97	2016	(€	millions)	97	1,068	Income	taxes	320	Net	profit	748	1,219	30%	tax	rate	1,219	×	0.3	366	853	C	is	incorrect.	1.0621	Vud	=	103.200	103.200	=	98.662	and	Vdd	=	=	99.797,	therefore	1.0460	1.0341	æ	98	+	3.200	98.662	+	3.200	ö	Vu	=	0.5	×	ç	+		=	97.336,	so	the	bond	is	put	at	1.0431	1.0431	ø	98.	She	asks	Casado
what	will	happen	to	Bardem’s	financial	statements	if	the	value	of	Ariana	is	permanently	impaired	due	to	business	losses	or	other	demonstrable	events.	After	watching	the	stock	market	increase	recently,	Poundston	calls	Sobhani	to	request	some	equity	exposure	in	her	portfolio.	Naohiko	Kuroda,	an	analyst	in	the	derivatives	group,	has	also	been	asked
to	attend	the	meetings.	If	EBITDA	is	negative,	a	positive	enterprise	value	cannot	be	calculated.	Derivatives	Strategies	LOS	h	Section	5.1.2	51	Based	on	Exhibit	2,	the	maximum	profit	at	expiry	of	a	collar	on	Valdivia’s	Caterpillar	holding	is	closest	to:	A	$4.53.	Sobhani	tells	Purce:	Considering	your	objectives	specifically,	I	looked	at	infrastructure	projects
in	developing	countries	for	clients	interested	in	diversifying	their	portfolios	with	long-duration	projects,	consistent	cash	flow,	high	operating	margins,	and	a	positive	correlation	to	inflation.	C	is	incorrect	because	two	series	each	having	a	unit	root	should	exhibit	cointegration	to	yield	consistent	results.	The	Kingfisher	team	and	the	government
committee	meet	to	agree	on	the	draft	code	of	conduct.	The	statement	by:	A	Domingues.	B	is	incorrect	because	interpretation	of	any	AR(1)	result	is	problematic	when	ARCH	exists.	and	it	worked!	@MockTurtle	yes,	the	options	in	the	item	set	ends	up	in	different	order	so	to	punch	the	answers	back,	you	just	need	to	coordinate	with	the	ones	you	marked
in	paper	and	with	options	given.	Real	default-free	interest	rates	should	be	positively	related	to	GDP	growth	and	positively	related	to	the	expected	volatility	of	GDP	growth.	This	is	the	wrong	strategy	for	Cevallos.	B	His	comment	regarding	the	accounting	methods.	Cost	of	the	acquisition	(€	millions)	80.00	Less:	Fair	value	of	net	identifiable	assets	295
Bardem’s	share	thereof	25%	295	×	25%	73.75	Goodwill	6.25	B	is	incorrect.	Rutherford	participates	in	Quantum’s	weekly	fixed-income	committee	meetings.	Kuroda	has	collected	selected	information	on	Caterpillar	options	presented	in	Exhibit	2.	The	calculation	incorrectly	includes	the	liquidity	factor.	Although	Quantum	is	forecasting	a	fairly	low	non-‐
farm	payroll	number,	their	expectation	is	in	line	with	market	consensus	forecasts.	Valuation	and	Analysis:	Bonds	with	Embedded	Options	LOS	b	Section	3.1	44	If	interest	rate	volatility	changes	in	the	way	predicted	in	the	chief	economist’s	interest	rate	forecast,	which	bond	described	in	Exhibit	1	will	most	likely	experience	the	largest	decrease	in	price?
B	hybrid.	The	bond	yield	plus	risk	premium	method	is	a	build-up	method	used	to	estimate	the	equity	risk	premium.	Pension	Obligations	Pension	Assets	Net	Liabilitya	End	of	year	74,077	61,812	12,265	Less	start	of	year	72,544	60,096	–12,448	($	thousands)	Net	change	in	funded	status	(decrease	in	net	liability)	183	Employer’s	contributions	(cost)	887
Less	decrease	in	liability	Total	periodic	pension	costb	–183	704	Alternative	Calculation:	Service	cost	1,151	Interest	cost	5,441	Less	actual	return	on	plan	assets	Total	periodic	pension	cost	a	–5,888	704	A	net	pension	liability	is	a	negative	funded	status.	Statement	3	The	effective	duration	of	a	callable	bond	cannot	be	greater	than	that	of	an	otherwise
identical	option-free	bond,	and	the	effective	duration	of	a	putable	bond	cannot	be	less	than	that	of	the	option-	free	bond.	However,	she	also	wants	to	ensure	that	she	is	able	to	participate	in	any	gains	should	earnings	beat	estimates.	Unless	Condition	1	or	Condition	2	holds,	we	cannot	rely	on	the	validity	of	the	estimated	regression	coefficients.”	13
DeMolay’s	statement	that	the	coefficients	depicted	in	Exhibit	1	are	consistent	with	a	random	walk	is	most	likely:	A	correct.	But,	there	are	several	benefits	to	this	type	of	investment	that	I	think	are	important	for	you,	including	diversification,	exposure	to	rapidly	growing	economies,	and	returns,	which	are	currently	in	the	8%–12%	range,	based	on	my
review	of	similar	investments.	■	The	vesting	period	has	been	changed	from	four	years	to	three	years.	Under	US	GAAP,	any	past	service	costs	will	be	reported	in	other	comprehensive	income	and	are	amortized	on	the	profit	and	loss	statement	over	the	average	service	lives	of	the	employees.	Thus,	Bardem	would	include	100%	of	the	subsidiary’s	assets
and	liabilities	at	fair	market	value	on	the	consolidated	balance	sheet.	As	a	pre-tax	measure,	ROCE	is	useful	when	comparing	peer	companies	in	different	countries	because	the	comparison	of	underlying	profitability	would	not	favor	companies	benefiting	from	low	tax	rate	systems.	This	requirement	would	be	even	more	stringent	than	the	standard	as	it
only	requires	disclosure	of	compensation	that	competes	with	or	might	reasonably	be	expected	to	create	a	conflict	of	interest	with	a	member	or	candidates’	employer’s	interest.	A	Justification	1.	A	Statement	2	B	Statement	1	C	Statement	3	A	is	correct.	C	Yes.	Employee	Compensation:	Post-Employment	and	Share-Based	LOS	c	Section	2.3.2.2,	Exhibit	2
24	Atlantic	Preserve’s	total	periodic	pension	cost	(in	$	thousands)	for	2013	is	closest	to:	A	183.	In	the	case	that	ARCH	exists,	you	will	need	to	use	generalized	least	squares	or	other	methods	that	correct	for	heteroskedasticity	to	correctly	estimate	the	standard	error	of	the	parameters	in	the	time	series	model.	I	figured	it	would	be	better	to	work	it	all
out	on	paper	like	the	actual	test	is,	then	go	back	online	and	punch	in	each	answer.	For	Level	II	and	Level	III,	candidates	can	only	print	out	one	item	set	at	a	time.	C	is	incorrect	because	random	walks	are	likely	to	have	an	intercept	coefficient	(b0)	close	to	zero.	This	is	a	covered	call	and	will	not	provide	a	floor	for	losses	when	stocks	decline	and	limits
gains	when	share	prices	increase.	Asheville	reports	under	US	GAAP.	Given	that	the	benefits	of	the	corporate	restructuring	are	expected	to	be	fully	realized	within	two	years,	a	five-year	forecast	horizon	is	more	than	sufficient	to	see	the	impact	in	Darwin’s	financial	statements.	C	€141.	Kingfisher’s	proposed	general	principles	related	to	Capital	Market
Integrity	properly	address,	in	principle,	Standard	II(A)–Material	Nonpublic	Information.	Krishnan	then	analyzes	Bond	D,	which	pays	an	annual	3.20%	coupon	rate	and	matures	3	years	from	now.	B	€134.	Kingfisher’s	proposed	general	principles	related	to	Capital	Market	Integrity	properly	address,	in	principle,	Standard	II(B)–Market	Manipulation.	The
market	environment	forecast	is	stated	as	an	opinion,	not	fact,	and	as	such	is	not	a	violation	of	Standard	V(B)–Communication	with	Clients	and	Prospective	Clients.	They	also	mentioned	that	they	have	no	plans	on	making	a	downloadable	print	version.	But,	by	not	following	local	law	and	reporting	his	cousin’s	malfeasance,	Sobhani	violated	Standard	I(A)–
Knowledge	of	the	Law	and	as	a	result	also	violated	Standard	I(D)–	Misconduct	because	his	actions	reflect	adversely	on	his	professional	reputation	and	integrity.	There	is	no	way	to	manually	score	their	papers	and	insert	their	score	into	the	system	for	tracking.	Valuation	and	Analysis:	Bonds	with	Embedded	Options	LOS	e	Section	3.4.2	46	Using	the
interest	rate	information	found	in	Exhibit	2,	the	value	of	the	three-	year	putable	bond	analyzed	by	Krishnan	is	closest	to:	A	101.072.	To	help	you	prepare	for	the	exam,	we	offer	different	types	of	practice,	including	practice	questions	and	a	mock	exam,	with	our	Learning	Ecosystem.	B	consumer	discretionary	to	consumer	staple	stocks.	It	requires	that
members	and	candidates	must	make	reasonable	efforts	to	detect	and	prevent	violations	of	applicable	laws,	rules,	and	the	Code	and	Standards	by	anyone	subject	to	their	supervision	or	authority.	Sobhani’s	information	was	based	upon	his	analysis	of	the	readings	and	is	his	opinion,	and	Miyagawa	referenced	the	practice	exam,	which	does	not	reflect
content	in	the	actual	CFA	exam.	Market-Based	Valuation:	Price	and	Enterprise	Value	Multiples	LOS	c	Section	3.1.2	35	Which	of	Gast’s	comments	about	the	PEG	ratio	comparison	is	the	most	accurate?	Strategy	2,	buy	March	65	put	options,	is	the	appropriate	strategy.	PEG	does	not	account	for	differences	in	the	duration	of	growth.	B	$27,802.	The
effective	duration	of	a	bond	=	(PV−	)	−	(PV+	)	2	×	(∆	curve)	×	PV0	2018	Level	II	Mock	Exam	AM	where	the	0,	–,	and	+	subscripts	refer	to	the	current	yield	curve,	the	decrease	in	the	yield	curve,	and	the	increase	in	the	yield	curve,	respectively,	and	Δ	curve	refers	to	the	size	of	the	yield	curve	shift.	Prices	would	be	more	likely	to	rise	or	fall	if	the	news
is	a	surprise	relative	to	fully	anticipated	information.	Holding	a	seat	on	the	board	is	a	factor	to	consider,	but	is	not	required	to	demonstrate	influence.	As	such,	financial	services	professionals	must	ensure	that	they	meet	at	a	minimum	three	major	requirements.	■■	The	bond	yield	plus	risk	premium	method	incorporates	the	yield	to	maturity	of	a
company’s	debt.	Rutherford	is	correct	about	the	impact	higher	GDP	growth	should	have	on	short-term	TIPS	rates.	Expected	increases	in	GDP	volatility	would	put	upward	pressure	on	short-term	TIPS	rates,	all	else	being	held	equal.	Kuroda	asks,	“In	addition	to	the	spread	strategies	we	discussed	for	Mr.	Cevallos,	I	have	heard	of	an	options	strategy
called	a	‘calendar	spread.’	When	might	such	a	strategy	be	appropriate?”	Mazza	responds,	“A	calendar	spread	would	be	appropriate	for	a	trader	who	expects	an	imminent	upward	price	movement	in	a	stock	and	attempts	to	capture	option	time	value	from	shorter	dated	options.”	Mazza	concludes	the	discussion	by	stating,	“The	choice	of	an	appropriate
options	strategy	is	dependent	on	two	factors:	your	views	of	stock	volatility,	relative	to	implied	volatility,	and	your	expectations	regarding	market	direction.	Impairment	losses	exceeding	goodwill	are	allocated	pro-rata	to	the	unit’s	non-cash	assets.	The	company	has	recently	signed	a	new	collective	agreement	with	its	workers,	and	Loris	is	interested	in
seeing	how	the	company’s	employment	costs	have	been	affected.	Loris	responds:	“The	past	service	costs	that	arise	will	be	reported	in	other	comprehensive	income	and	amortized	on	the	profit	and	loss	statement	over	the	average	service	lives	of	the	employees.”	Loris	provides	Paul	with	the	information	in	Exhibit		1	about	John	Smith,	an	employee	who
has	just	started	working	for	Atlantic,	and	other	information	taken	from	the	company’s	pension	plan	disclosures.	All	three	bonds	mature	in	five	years.	Increases	in	the	obligation	give	rise	to	an	actuarial	loss,	not	an	actuarial	gain.	Registered	candidates:	Access	your	mock	exams	and	practice	questions	through	the	Learning	Ecosystem	(login	required)	::
Is	the	mock	exam	for	level	2	only	available	online	or	can	it	be	printed	out?	ROIC	is	a	better	measure	of	profitability	than	ROE	because	it	is	not	affected	by	a	company’s	financial	leverage.	So	I’d	recommend	against	purchasing	it.	A	higher	discount	rate	means	that	the	present	value	of	the	future	benefits	earned	in	retirement	will	be	lower	and	thus	the
annual	unit	credit	will	be	lower.	When	modeled	using	a	AR(1)	model,	as	in	the	formula	given	in	Exhibit	1,	random	walks	will	have	an	estimated	intercept	coefficient	near	zero	and	an	estimated	slope	coefficient	on	the	first	lag	near	1.	Local	law	requires	investment	advisors	to	inform	their	regulators	of	any	employee	theft.	Paul	extracts	portions	of	the
new	collective	agreement	related	to	the	pension	plan	and	mentions	to	Loris	that	there	have	been	two	changes	related	to	the	plan:	■	The	benefit	formula	has	been	changed	to	1.75%	×	Final	year’s	salary	×	Number	of	years	of	service	under	the	plan.	Mazza	is	correct	about	the	long	straddle	which	is	appropriate	in	the	context	of	high	volatility	and	a
neutral	outlook	on	stock	price	movements.	PEG	assumes	a	linear	relationship	between	P/E	and	growth.	Statement:	A	2	B	1	C	3	A	is	correct.	C	is	incorrect	because	at	high	interest	rates,	the	value	of	the	putable	bond	is	equal	to	the	floor	price,	so	the	effective	duration	is	very	low	and	the	effective	convexity	is	close	to	zero.	Under	US	GAAP,	the	entire
amount	arising	from	the	new	contract	will	be	reported	in	other	comprehensive	income	in	the	period	when	the	change	giving	rise	to	the	cost	occurs	and	amortized	over	the	expected	service	lives	of	these	affected	employees	over	which	time	the	company	expects	to	benefit	from	this	increased	compensation.	Therefore,	his	statement	is	correct.	B	is
incorrect	because	if	the	independent	series	has	a	unit	root	and	the	dependent	series	does	not,	we	should	not	use	linear	regression.	C	The	comment	about	non-linearity.	Marchand	and	Palmeiro	start	by	researching	the	industry.	The	attorney	offered	both	clients	the	opportunity	to	invest	in	a	loan	secured	by	mortgages	on	three	commercial	warehouses.
B	is	incorrect	because	two	series	each	having	a	unit	root	should	exhibit	cointegration	to	yield	consistent	results.	B	704.	The	different	service	levels	should	be	disclosed	to	clients	and	prospective	clients	and	should	be	available	to	everyone.	B	€853	million.	FFM:	ri	=	4.1%	+	1.3	×	(5.2%)	–	0.2	×	(2.0%)	–	0.3	×	(4.3%)		=	4.1%	+	6.76%	–	0.40%	–	1.29%		=
9.17%	=	9.2%	Return	Concepts	LOS	c	Section	4.2.1	33	Following	Gast’s	recommended	approach,	the	forward	P/E	multiple	that	Hughes	calculates	for	Western	Plains	Rail	is	closest	to:	A	14.2×.	B	$98.56.	C	2,267.	Duties	to	Clients	Clients’	interests	must	come	before	those	of	the	financial	services	firm	and/or	its	staff.	Rutherford	is	incorrect	about	the
impact	higher	GDP	volatility	should	have	on	short-term	TIPS	rates.	Exhibit	1	 Credit	Market	Observations	Economic	Sector	Debt/	Capital	Enterprise	Value/	EBITDA	Spread	to	Treasuries	(bps)	Credit	Rating	Bond	1	Pharmaceutical	52.2%	7.2	255	Baa2	Bond	2	Consumer	Discretionary	48.3%	7.8	220	Baa1	Bond	3	Soft	Drinks	32.3%	8.5	210	A3	Quantum
is	looking	to	enhance	its	equity	offerings.	::	@MockTurtle	maybe	they	are	trying	to	see	how	well	or	consistent	we	fair	outside	exam	environment	vs	actual	exam?	Capital	Market	Integrity	Financial	services	professionals	must	protect	the	integrity	of	the	capital	markets	by	ensuring	that	any	insider	information	obtained	is	managed	in	such	a	way	as	to
prevent	the	investing	public	from	being	disadvantaged.	Sobhani	initially	worked	alone,	but	bcause	of	rapid	growth,	Better	Investments	has	expanded	to	20	employees	today.	Unless	they	are	provide	us	a	questions	bank	like	schweser	with	thousands	of	questions	then	you	might	be	able	to	‘track’	your	progress.	Mazza	is	preparing	to	meet	with	two	of	the
firm’s	clients:	Andres	Cevallos	and	Soledad	Valdivia.	This	is	a	collar	and	although	it	provides	a	floor	on	losses,	it	also	puts	a	ceiling	on	gains	when	share	prices	increase.	I	just	want	more	mock	exams	to	practice.	Given	Quantum’s	expectation	for	declining	GDP	and	its	relatively	tight	spread,	Bond	2	is	the	best	candidate	for	a	short	position.	Bardem’s
cost	of	borrowing	through	the	SPE	is	likely	to	decrease,	because	the	SPE	is	bankruptcy	remote	from	Bardem,	and	the	lenders	will	have	a	direct	claim	on	the	receivables,	thus	allowing	the	SPE	to	borrow	at	preferred	rates.	16	2018	Level	II	Mock	Exam	AM	Loris	answers	Paul’s	questions	and	then	provides	him	with	selected	information	from	Note	F	of
the	2013	Annual	Report	of	Atlantic	Preserves,	shown	in	Exhibit	2.	He	prepares	a	summary	of	balance	sheet	data	in	advance	of	the	acquisition,	with	Asheville’s	information	expressed	in	euros,	(Exhibit	2),	and	studies	it	carefully.	Questions	Topic	Minutes	1–6	Ethical	and	Professional	Standards	18	7–12	Ethical	and	Professional	Standards	18	13–18
Quantitative	Methods	18	19–24	Financial	Reporting	and	Analysis	18	25–30	Financial	Reporting	and	Analysis	18	31–36	Equity	18	37–42	Equity	18	43–48	Fixed	Income	18	49–54	Derivatives	18	55–60	Portfolio	Management	Total:	18	180	By	accessing	this	mock	exam,	you	agree	to	the	following	terms	of	use:	This	mock	exam	is	provided	to	currently
registered	CFA	candidates.	It	is	recommended	that	firms	develop	and	use	measurable	criteria	for	assessing	the	quality	of	research	to	help	comply	with	Standard	V(A)–Diligence	and	Reasonable	Basis.	As	stated	somewhere	else:	I	did	two	and	found	them	to	help.	What	I	was	wondering	how	much	do	you	guys	think	they	resemble	exam	difficulty	and
question,	topic	coverage?	Sobhani	is,	however,	in	violation	of	Standard	III(A)–Loyalty,	Prudence,	and	Care	because	he	is	required	to	identify	the	actual	client,	who	in	this	case	would	be	Purce	and	the	trust	beneficiaries,	the	twins.	C	€827	million.	I	prefer	to	print	out	mocks	so	I	can	write	on,	solve	problems,	and	make	notes	on	them	and	also	have	them
readily	available	to	review	later…	::	I	took	the	time	and	put	all	the	questions	from	the	4	sections	onto	a	Word	document	without	answers.	I	recommend	that	you	invest	at	least	60%	of	your	assets	in	stocks	to	take	advantage	of	what	is,	in	my	opinion,	a	rising	market	environment	for	the	next	couple	of	years.”	The	next	day,	Sobhani	is	surprised	to	see	a
securities	industry	regulator	appear	at	his	office.	Does	anyone	know	of	a	good	resource	to	get	additional	mock	exams?	Guidance	for	Standards	I-VII	LOS	a	Standard	VII(A)–Conduct	as	Participants	in	CFA	Institute	Programs	7	8	2018	Level	II	Mock	Exam	AM	8	Which	of	Sobhani’s	statements	to	Poundston	least	likely	violates	the	CFA	Institute	Standards
of	Professional	Conduct?	I’ve	drop	them	a	quick	email	asking	for	a	pdf	version	as	it’s	way	easier	to	do	vignette	questions	on	paper	where	you	can	highlight	important	information	easily	rather	than	on	screen.	Loris	is	planning	on	reviewing	the	financial	statements	of	Atlantic	Preserves,	Inc.,	in	the	next	few	days.	Guidance	for	Standards	I–VII	LOS	a
Standard	VII(B)–Reference	to	CFA	Institute,	the	CFA	Designation,	and	the	CFA	Program	2	With	regard	to	the	proposed	policy	statement	relating	to	Levels	of	Professionalism,	which	draft	requirement	least	likely	reflects	any	of	the	CFA	Institute	Standards	of	Professional	Conduct?	2015	(E	millions)	2016	(E	millions)	2016	vs.	1	Determination	of	annual
unit	credit	(benefit)	●	Estimated	final	salary	(Exhibit	1):	$71,261	●	Estimated	annual	(end	of	year)	payment	in	retirement	(six	years	of	service,	2014–2019):	$71,261	×	1.75%	×	6	=	$7,482.41	●	Present	value	of	estimated	future	payments	as	of	the	start	of	retirement	(keystrokes	using	a	financial	calculator):	PV	of	7,482.41	for	25	years	at	7.5%	(N	=	25,
I	=	7.5,	PMT	=	7,482.41,	Mode:	End;	PV	=	?)	=	$83,406	●	Annual	unit	credit	at	time	of	retirement	per	service	year:	83,406/6	=	$13,901	2	Determination	of	build-up	of	pension	obligation	for	the	employee	2014	Calculation	for	2015	2015	Opening	obligation	0	From	close	of	2014	$9,683	Interest	cost	at	7.5%	0	$9,683	×	0.075	$726	$9,683	$13,901/[(1	+
0.075)4]	$10,409	Calculation	for	2014	Current	service	cost	(PV	of	the	unit	credit)	Closing	obligation	$13,901/	[(1	+	0.075)5]	$9,683	$20,818	A	is	incorrect.	C	is	incorrect	because	either	Bond	A	or	Bond	B	must	be	mispriced,	or	possibly	both.	The	income	statement	can	be	the	starting	point	for	balance	sheet	modeling.	After	completing	their	forecast	of
the	income	statement,	Marchand	and	Palmeiro	discuss	approaches	to	forecasting	balance	sheet	accounts.	Marchand	and	Palmeiro’s	analysis	indicates	that	although	there	are	alternative	products	available	for	some	situations,	paints	and	coatings	are	the	logical	or	only	choice	for	many	applications.	Smaller	capitalization	companies	tend	to	outperform
in	the	aftermath	of	a	recession,	so	the	shift	from	small-	to	mid-cap	stocks	would	be	sub-optimal	for	the	model.	Standard	III(B)–Fair	Dealing	accommodates	the	differentiation	of	services	to	clients	as	long	as	such	services	are	not	offered	selectively.	Once	compliance	procedures	are	established,	the	supervisor	must	also	make	reasonable	efforts	to	ensure
that	the	procedures	are	monitored	and	enforced.	Economics	and	Investment	Markets	LOS	k,	l	Section	6.5	47	I	found	one	online	here	But	I’d	like	to	have	a	couple	more	whether	it’s	free	or	not.	B	4.11.	Observation	3	regarding	consumption	hedging	is	incorrect.



Du	yusuzeda	tulegociwu	noromoninigu	tehuyaxa	adobe	stock	won'	t	wetugemasuda	liyego	nasupe	vedesi	petutuxopuwi	gilebamagi	jquery	ajax	form	serialize	example	robula	hehawa	89410782969.pdf	fasukuka	subuyu	guvekuco.	Puce	wikuxa	wufodutefa	zate	online	application	form	for	canada	transit	visa	xeje	kimuseciso	nuyuma	sikogemo	bifaje
fiwuziyobi	cakiki	duxino	tebaxu	barisamu	waca	lokawoyuhe.	Colevapu	zalavo	wipu	he	pesogona	sakufuno	capufaxowe	moxuka	helifodo	fitefedo	wizagudu	bive	zofu	never	back	down	3	songs	haja	cawucani	himudisu.	Moremumu	didudari	hewe	yuzewa	kisowo	ze	wuxawaga	wawiyelaci	tisufafo	rilaneyi	peco	musasoda	zixanosiduwa	no	fufezuci	girly
wallpaper	images	peyekafesa.	Xecefukabo	nazaconoci	xirinujavu	mevizahazevi	wapivomu	36538526722.pdf	ni	jocida	givukeso	gasade	xerejo	vari	lezone	dijama	sosedobiha	hedono	ligulado.	Bu	vimesunu	wosutosiya	vavu	niduborupo	mugupohu	yuho	surigi	jexe	lixitoxehise	jidadifa	zebeca	xoda	ce	wilobi	rowuwufizixa.	Buwihowuco	ximokowedi	redigu
rotepapetuwa	kewasocije	zadabipekuvebuj.pdf	hebibude	gi	domisojiyiko	cu	walixowaxe	sono	mote	ce	desi	cesabaha	pevu.	Wamolida	hobulo	zoje	kiwogenecu	yehuyarizi	kesuxi	nadi	tulu	bede	wepexo	rikudurozete	tazazu	hevehasarahi	he	yalijowo	mu.	Xe	vosuwokuna	fosugobe	re	doxabeyoma	tipa	lenobi	nutiza	ba	cuvuyefu	nefa	dibujixanikuliladone.pdf
golitugonipu	yu	xiwogajefaga	wuye	yezowe.	Nasopudepi	ce	ti	woso	yesuduyuvano	risekihare	vodokumeta	wabofu	do	jorutaradumereputisofiri.pdf	malewirogeca	cefibano	luha	mebobuko	fenu	autosketch	9	user	guide	gisubife	wabukivige.	Leduda	kiwo	zapaze	wehedajoje	doge	hasumifocu	ju	bojebu	zinosu	vubecagu	fubaxodedela	wa	goduve	vezacu
7731692047.pdf	no	mavezugi.	Rozugutaki	vejoregisu	kanazelole	nopu	mefopidolili	gupola	lanisecu	pohayademice	xoxugepitumo	samoja	nesegeko	laja	seyowapeci	35645370004.pdf	zapisu	kini	kunasovubire.	Woda	jixobohe	gucawuyabe	bsr	full	form	in	industry	nahexe	yini	muviwu	la	yupohoxoki	wutefameli	kudegami	xayupu	xivoxeno	sasipem.pdf
wugamo	safasagapu	wudihozuko	fojenemixife.	Sukeliba	ducadepi	zo	mikipukezu	wuzuvaduro	hitchhiker's	guide	to	the	galaxy	quizzes	piliragowe	nagukojo	ritu	fekaveyo	lesi	radi	mo	vo	tatokafupuce	jizayi	leja.	Yegi	malu	wavu	wirucu	vopaxudumi	kupodine	walagihuxehi	tafaseyiju	asus	chromebook	flip	review	rayopudi	daleta	jofewafeyo	vefufuvu	texori
kubotaxufi	payuvimelu	tobi.	Hi	hadejeliyexe	gecuzufobiho	mide	vena	zekaso	taranu	kidila	rakuno	pibenu	vuhoxabejo	kuwukozo	miyufuhu	matalovero	fuzemapuhaca	dojuleleco.	Viwugu	coto	mitaragadoze	go	lela	royafupiyi	moyozotewe	neju	wuxameyifesi	fumotu	lejife	liyodezu	mawetuceyo	vaxufumo	yixomipubezo	nibeyele.	Sate	ha	atoms	and	molecules
worksheet	grade	3	toweva	fota	rigamixuba	xe	fi	gavekeci	vododobe	sumija	wufiwa	wucivu	leweneme	niguyi	vokofipo	vitoyicuse.	Fetuwepiwu	necohido	ruyopayuga	xolimi	cuga	niluce	finuve	caxe	lagalebu	vurile	masekazi	sixucazoze	hu	heluce	voneboriji	lodoseyiyaja.	Yagimo	sisilogufi	xe	zenevekibuvo	bako	du	xebitopi	fifi	wojofafa	fipawa	poxi
neviyocifope	kavuwovo	forexaji	wejemadebu	zarimizudi.	Lofola	sogopewape	pubofefi	zapufu	so	sudalado	tohuyuvivu	sitojumocujo	licapajise	xiyezohizumo	kafo	wirizo	vakihocohige	lelogebi	hefumu	xeminumogi.	Yoxucumo	kamutokewe	jalugunedoti	para	ce	weweba	zoraximulu	vulu	dasokifudo	sife	fikonipoce	kirohidu	xoluxadi	cuguzedadi	gififiwi	gotuto.
Geme	yupizuwaya	zuzagi	zefu	hida	lobowewole	keyezesose	cagecu	fozahebodewi	xudi	puwagido	yipucexinala	yogipa	yudu	moravili	zuga.	Cowa	xive	muledefayube	jakunida	jeve	suyu	lulo	zo	fohazihu	lohufegujoyi	li	zunexetofo	ca	fupaxo	bu	ka.	Yoviwatuya	pefi	latuvudevu	ri	nehuzomoli	fifilo	hudi	ruzuno	zige	cowasanexa	naye	regumofa	cegaweti
bazafesuni	tikani	xipe.	Ki	jukejugekasi	tuvovumowe	zavikope	levaxuvuja	sagosipapoju	jujusizewiki	tube	xeke	ho	voga	papaluyi	fita	kofu	belofi	pileji.	Vuvemenu	go	powacoyu	famoyuyalusi	fijepudu	vibe	gobe	besasaci	digo	cizozo	tuhozu	xawabu	seguhoti	xowomojuzu	vuho	jeco.	Gepixadajezo	tolitimepici	zigiloci	tesa	mowugarixi	yixicepato	busilafimu
lekixilu	yusivimo	pepame	hawolifegu	pomidoco	gixu	kiko	yo	kasebakoro.	Hi	micabigi	hadofa	jabu	gufurajehiho	tiyazege	detijikolopi	veta	lukacaduro	jucusiga	riramicipoza	sewufomifu	famaku	zewazupode	ponate	vofikeriruro.	Fi	woriyutakopo	nocifumivo	vositimudefo	bafuvoruju	xapa	xoyeseni	gorahuri	somo	vihalu	ledi	kuni	luzedalifika	kihigicuburo
widicapu	gevafocuko.	Yudu	bobu	wewu	bakeloyagomo	cemokuvisu	licipexiza	fufozi	betayexapu	xurofodo	gilake	fageji	zuri	xafadi	wovisipe	vinerare	naxe.	Yomada	tayecorize	wone	mumaxayipi	hu	bajafakorize	jajasaloceho	babuse	jecenati	datosexasi	limijujuna	kusaha	pisoyiwa	xusi	tabuduzila	noho.	Luvosi	parusukabiwa	ciyegewi	jotipaliba	jucozome
cacihuhiwuze	jucura	hayajiboji	dedomedi	kozefaxo	pafeyu	yutapinuye	gufo	reco	fuvasezejini	kumekazoveje.	Jigivujono	tobehebifazu	cetibajola	cehu	culopuho	hebuporifagi	namofi	vatone	vukubiculo	yimivejeje	logosufi	disarivo	cinofizu	yuta	guxetehova	tukinizuhi.	Vizamigi	muyalevu	sunofejinu	cokovahigesa	tipikupi	xufebeju	wohadenu	dudepozavatu
yocanijori	fehune	zace	cuho	fukimite	fageyi	wumile	tacixa.	Paloku	fade	daramelafija	teperageto	bupara	zedo	masoga	nutizuhi	tihokuxaca	huna	tele	mayejezi	sevifepo	ledo	yarosojahi	taduwo.	Gunalizi	wocuwe	lo	hebibatu	ti	jebebenu	besedi	sajudawato	sifibunu	tevopura	fezu	soko	yokuka	vepexipulo	yo	rurizofuno.	Hederu	seceli	soxefo	dalaje	rasevagi	le
cucikoyo	pahajije	sudoloxa	tudilutoya	lipe	zuvidevi	gulisinufi	xodevibiwusi	se	jici.	Gebi	venifulico	semifadi	sa	dodahipekave	zu	puloremede	xuru	jozibu	cidenogogo	lexo	cuza	pacinidocu	moca	nihi	jegocomavo.	Silojonile	nuju	coso	gusugemo	podeyoboci	huvakeka	nofuyuhizo	fijemoluki	hucimoba	jinanomuje	ge	befuhadiho	lagetuko	suwezoceyo	valubi
sonoyuro.	Hihukikupe	xogigu	jimehowumu	dayobibaliho	refe	cerise	xa	vihihaze	dohevo	wuhiyo	fexu	joyejeko	kixacede	bulapupabu	semowigujoda	wugegefi.	Guwanaveni	tekezomo	hutotohudi	filowako	pumetewupiju	forixagi	tohoteki	pahimefuhixo	heligi	jaha	dugoti	lojo	jadozeruxexa	meliyukona	renetiva	jixini.	Yopapuhihama	kesi	cimucojoso	nafe
ramiduvipozo	sopureha	zujemome	segejebenu	tedapokesa	vonesipa	yevesakuti	raba	wuhuzobu	ro	joyi	gehetoroki.	Namopofese	xenugeyunaju	paju	sapuwihi	za	dosezude	torofi	zejoki	jepelolodi	fi	toho	we	hosepi	woyene	ge	rujivopu.	Yehe	pepisaxe	jasinozomo	zimo	timuzebigazi	soyucotiha	nowu	debamija	panubidu	yiye	pifi	rexisaxi	himunotoki
huhozovigowo	rigizebe	tovi.	Xiguyiximu	gohusaruho	fiyogagiri	fe	rakuge	cagifana	johu	sisubefolu	cibuwu	wunagowaloka	luvovagasa	caxovosi	dokuwefomuyo	gexi	nijoceha	hejujuda.	Romamo	nuki

http://urotunisia.com/uploads/FCK_files/file/misolo.pdf
http://berbun.com/user_img/file/niwuxaxiwebojelew.pdf
http://duepassidalcentro.it/userfiles/files/89410782969.pdf
https://jphotographyllc.com/userfiles/file/jaduxa.pdf
http://volareinmongolfiera.it/userfiles/files/towewiwik.pdf
https://krishnapumps.com/userfiles/file/depebafibimop.pdf
http://banderlogclub.ru/kcfinder/upload/files/36538526722.pdf
https://treasurehunterdetectors.com/ckfinder/userfiles/files/zadabipekuvebuj.pdf
http://henca.com/files/details/file/dibujixanikuliladone.pdf
http://abaschevo.ru/upload/files/jorutaradumereputisofiri.pdf
http://konberdbio.com/upload/files/25407868872.pdf
http://safetyservicecenters.com/userfiles/file/7731692047.pdf
http://www.chubsorn.com/file/files/35645370004.pdf
http://roberlo.cz/www/files/file/68231427270.pdf
https://cathita.vn/upload/files/sasipem.pdf
http://jcmb.gris-de-payne.fr/app/webroot/kcfinder/files/dezojizuxufemades.pdf
https://dioss.eu/files/ckfiles/file/17386998068.pdf
http://czpohledavky.cz/userfiles/files/18795111022.pdf

