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Morning Session

The morning session of the 2010 Level I CFA Examination has 120 questions.

Candidates are advised to allocate an average of 1. 5 minutes per question for a to-

tal of 180 minutes (3 hours) for this session of the exam.

Questions Topic Minutes
1-18 Ethical and Professional Standards 27
19 -32 Quantitative Methods 21
33 -4 Economics 18
45 - 68 Financial Statement Analysis 36
69 -78 Corporate Finance 15
79 -90 Equity Investments 18
91 -96 Derivative Investments 9
97 - 108 Fixed Income Investments 18
109 -114 Alternative Investments 9
115 -120 Portfolio Management 9
Total ; 180

Questions 1 through 18 are related to Ethical and Professional Standards.

1. Matthew Smith, CFA, was recently promoted to senior portfolio manager.

In his new position, Smith is required to supervise three portfolio managers. Smith

asks for

a copy of his firm’s written supervisory policies and procedures, but is ad-

vised that no such policies are required by regulatory standards in the country

where Smith’s firm conducts the majority of its business. According to the Stand-

ards of Practice Handbook , Smith’s most appropriate course of action would be to

A.

B.

require that his firm adopted the CFA Institute Code of Ethics and Stand-
ards of Professional Conduct.

require that the employees he supervises adopt the CFA Institute Code of
Ethics and Standards of Professional Conduct.

decline to accept supervisory responsibility until his firm adopts proce-
dures to allow him to adequately exercise such responsibility.

Darcy Grafton, CFA, purchases a large block of stock on behalf of specif-
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ic accounts she managed. The stock realized a significant gain in value before the
close of business; so Grafton reviewed her accounts again to determine where the
block shares should be allocated. According to the Standards of Practice Hand-
book, Grafton’s most appropriate action is to allocate the shares to:

A. all accounts equally.

B. all accounts for which she has discretionary authority.

C. only those accounts for which the block shares were originally intended.

3. According to the Global Investment Performance Standards ( GIPS),
which of the following is not a part of the verification process?

A. Verification to be undertaken by the firm’s compliance department.

B. To test whether firm has complied with all the composite construction re-

quirements.

C. To test whether the firm’s process and procedures are designed to calcu-

late results in compliance with GIPS standards.

4. According to the Standard of Practice Handbook, a supervisor establishing
procedures to eliminate conflicts of interest relating to personal trading would least
likely recommend requiring:

A. a ban on employee investments.

B. disclosures of beneficial ownerships.

C. duplicate confirmations of employee transactions.

5. Monica Shore, CFA, is a highly regarded portfolio manager for Atlantic
Investments ( AI) , a midsized mutual fund firm investing in domestic securities.
She has watched the hedge fund boom and on numerous occasions suggested her
firm create such a fund. Senior management has refused to commit resources to
the area. Frustrated by the inaction, and attracted by the higher fees associated
with hedge funds, Shore and several other employees use their spare time to create
a hedge fund. Because Al management thinks that hedge funds are a fad, she
does not inform her supervisor about the hedge fund. According to the Standards
of Practice Book, Shore least likely violated the Standard relating to

A. Disclosure of Conflicts.

B. Priority of Transactions.

C. Additional Compensation Arrangements.

6. Stanley Crux, CFA, a portfolio manager at NWS Asset Management Ltd,
calls a friend to join him for dinner. The friend, a financial analyst at D&M Cor-
poration declines the invitation and explains that she is performing due diligence
on Orca Electronics, a company that D&M is about to acquire. After the phone
call, Crux searches the Internet for any news of the acquisition but finds nothing.

Upon verifying that Orca is on NWS’s approved stock list, Crux purchases Orca’s
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common stock and call options for the NWS clients. Two weeks later, D&M an-
nounces its intention to acquire Orca. The next day, Crux sells all of the Orca se-
curities, giving the fund a profit of $ 3 million. According to the Standards of
Practice Handbook, did Crux violate any CFA Institute Standards of Professional
Conduct?

A. No.

B. Yes, because he traded on material nonpublic information.

C. Yes, because he only purchased stock and options for selective clients,

not all clients.

7. Steven Brockman, CFA, is a sell-side analyst. Approximately hall of
Brockman’s compensation comes form his firm’s investment-banking division.
Brockman is asked to write a report about Anacortes Concrete (AC), an invest-
ment-banking client. Despite his concerns about a slowdown in concrete demand,
Brockman issues a very positive report on AC. When issuing his report, Brockman
least likely violates the CFA Institute Standard relating to:

A. loyalty to employer.

B. disclosure of conflicts.

C. loyalty, prudence, and care.

8. An asset manager, a CFA charterholder, manages small-cap portfolios for
institutional clients. The manager is convinced, given the deteriorating economic
conditions, that as a group, small-cap equities will underperform during the next
12 months. To preserve her client’s wealth, the manager buys large-cap equities
that he believes are better positioned to weather the expected economic downturn.
The manager provides complete disclosure of these trades to his clients after the
purchase. Has the manager violated any CFA Institute Standards of Professional
Conduct?

A. No.

B. Yes, relating to suitability.

C. Yes, relating to misconduct.

9. David Sandridge earned the right to use the CFA designation in September
1968. Sandridge recently retired from the investment management profession. As
he is retired, Sandridge no longer attends CFA Institute society meetings and has
stopped paying his CFA Institute dues. According to the Standards of Practice
Handbook, how should Sandridge refer to his affiliation with CFA program?

A. David Sandridge, CFA.

B. David Sandridge, CFA (retired).

C. “I was awarded the CFA charter in 1968. ”

10. According to the Global Investment Performance Standards ( GIPS) ;
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A. firms may not set minimum asset levels for portfolios to be included in a

composite.

B. composites must be defined according to similar investment objectives

and/or strategies.

C. terminated portfolio must be excluded in the historical returns of appropri-

ate composites.

11. David Schmidt enrolled to take the Level Il CFA examination in the cur-
rent year; however, he did not take the exam. Subsequently, he registered to take
the level 1 exam the next year. Schmidt informed his employer that he passed
Level II. Which CFA Institute Standard of Professional Conduct did Schmidt most
likely violate?

A. Duties to employer.

B. Professional misconduct.

C. Referencing candidacy in the CFA program.

12. Fred Valley, CFA, is an analyst at a commercial bank. Valley receives
compensation for referrals to the bank’s brokerage and personal financial-planning
divisions. His recent referrals are long-time clients from his previous employer,
and Valley does not mention the bank’s referral arrangement. Does Valley violate
any CFA Institute Standards?

A. No.

B. Yes, with respect to misrepresentation.

C. Yes, with respect to conflicts of interest.

13. For the past decade, Christina Pederson, CFA, has managed the ac-
count of Susan Stefansson and in that time developed a close relationship with her
client. Stefansson has a beach house in the Bahamas which she offers Pederson
and her family free use of for two weeks as a reward for the excellent returns gen-
erated in her account. Pederson is so busy at work she doer not tell anyone where
she is going for vacation. When accepting Stefansson’s offer, Pederson least likely
violates the CFA Institute Standard relating to:

A. loyalty to employer.

B. disclosure of conflicts.

C. Independence and objectivity.

14. A CFA charterholder agreed in writing with his former employer not to
solicit former clients for a period of one year after his termination. After he left his
former employer, he consulted with a lawyer about whether the agreement was le-
gally enforceable. The lawyer advised that it was doubtful that the agreement could
be enforced, so the charterholder sent marketing brochures about his new firm to

his former clients. According to the Standards of Practice Handbook , which of the
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following statements is most accurate with respect to the charterholder’s conduct?

A. The Standards do not apply to the charterholder’s conduct.

B. The Standards require the charterholder to comply with the agreement
with his former employer.

C. Because the charterholder relied upon the opinion of legal counsel, he did
not violate the Standards.

15. lan O’Sullivan, CFA, is the owner and sole employee of two companies,

a public relations firm and a financial research firm. The public relations firm en-
tered into a contract with Mallory Enterprises to provide public relations services.
According to the contract, O’Sullivan received 40 000 shares of Mallory stock in
payment for his services. Over the next 10 days, the public relations firm issued
several press releases that discussed Mallory’s excellent growth prospects.
O’Sullivan, through his financial research firm, also published a research report
recommending Mallory’s stock as a “buy”. According to the Standards of Practice
Handbook , O’Sullivan is required to disclose his ownership of Mallory’s stock
in the:

A. press releases only.

B. research report only.

C. both the press releases and the research report.

16. Charlie Mancini, CFA, is the Managing Director of VES Financial
(VES), a large US—based mutual fund organization. Mancini has been under
pressure recently to increase revenues. In order to secure business from a large
hedge fund manager based in Asia, Mancini recently approved unusual terms for
the fund’s client agreement. To allow for time zone differences, the agreement al-
lows the hedge fund to trade in all of VES’s mutual funds six hours after the close
of US market. According to the Standards of Practice Handbook , did Mancini vio-
late any CFA Institute Standards of Professional Conduct?

A. No.

B. Yes, because he failed to inform his other clients of the unusual terms un-

der the new client agreement, thus not treating clients equally.

C. Yes, because he failed to review regulations on late-trading and did not
consult with VES’s compliance director to determine if late-trading was
acceptable.

17. According to the Standards of Practice Handbook, a member with super-
visory responsibilities violates the CFA Institute Standards of Professional Conduct
if the member fails to:

A. prevent violations of the law.

B. prevent violations of the CFA Code and Standards.
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C. establish and implement written compliance procedures.

18. Which of the following statements is a key characieristic of the Global In-
vestment Performance Standards ( GIPS) 7 The GIPS standards:

A. rely on the integrity of input data.

B. consist of required provisions for firms to follow to achieve best practice.

C. must be applied with the goal of achieving excellence in performance

presentation.
Questions 19 through 32 are related to Quantitative Methods.
19. An analyst gathered the following information ( $ millions) about the per-

formance of a portfolio:

value at beginning cash inflow at value at the
quarter of quarter beginning of quarter end of quarter

1 2.0 0.2 2.4
2 2.4 0.4 2.6
3 2.6 (0.2) 3.2
4 3.2 1.0 4.1
The portfolio’s annual time-weighted rate of return is closest to:

A 5.7% B. 6.5% C. 7.2%

20. An investor currently has a portfolio valued at $700 000. The investor’s
objective is long-term growth, but the investor will need $30 000 by the end of
the year to pay his son’s college tuition and another $10 000 by year-end for his

annual vacation. The investor is considering three alternative portfolios.

portfolio expected return standard deviation of returns
1 8% 10%
2 10% 13%
3 L 14% 22%

Using Roy’s safety-first criterion, which of the alternative portfolios minimizes
the probability that the investor’s portfolio will have a value lower than $700 000 at
year-end?

A. Portfolio 1. B. Portfolio 2. C. Portfolio 3.

21. The mean and siandard deviation of-the net incomes for all companies
making up a stock index is $3.5 million and $4.2 million, respectively. If a
random sample of 49 companies is taken from the index, the standard error of the
sample mean is closet to:

A. $85 714,

B. $500 000, C. $600 000.



