
Investing Test - MoneyPower 

 
Multiple Choice 
Identify the choice that best completes the statement or answers the question. 

 
____ 1. A pharmacy is to drugs as the American Stock Exchange is to: 

a. Interest c. Securities 
b. Stock advisors d. Mutual Funds 
 

 

____ 2. Using a brokerage firm, a qualified investor buys 1000 shares of common stock at $50 a share on 50% 
margin.  This means that the 
a. investor will pay only $5000 for the shares. 
b. investor is buying 2000 shares. 
c. brokerage firm is lending the investor 50% of the money. 
d. brokerage firm will own 50% of the 1000 shares of stock that were purchased. 
 

 

____ 3. A person owns a stock that pays a $2.00 a share dividend.  If the person chooses to reinvest that dividend, this 
means that the $2.00 will go toward buying 
a. more of the same stock. 
b. stocks that are similar to those already owned. 
c. preferred stock in the corporation. 
d. bonds in the corporation. 
 

 

____ 4. What is the largest equities market in the world? 
a. American Stock Exchange (AMEX) c. New York Stock Exchange (NYSE) 
b. NASDAQ market d. Over-the-counter (OTC) market 
 

 

____ 5. An investor bought 40 shares of ABC corporation's stock at $80 a share. Two weeks later, the 
investor receives notice that the corporation has approved a 2-for-1 stock split. Based on this 
information, the investor would own at the moment of the split 
a. 20 shares of the stock and the price of each share is $80. 
b. 40 shares of the stock and the price of each share is $40. 
c. 80 shares of the stock and the price of each share is $40. 
d. 80 shares of the stock and the price of each share is $80. 
 

 

____ 6. Buying a treasury bill (T-bill) is best for investors who are looking for 
a. a place to invest between $100-$500. 
b. a secure, low risk investment. 
c. a higher yield on their investment that corporate bonds offer. 
d. an investment that matures in 10-30 years. 
 

 

____ 7. The interest earned on United States Series EE Savings Bonds is 
a. exempt from state and local taxes. 
b. paid in a lump sum at the time the face value on the bond is reached. 
c. equal to the money paid to purchase it. 
d. deducted at the time of the bond’s purchase. 

 
 

 

 



____ 8. As an investment, a person decides to buy a small house that has three rental apartments.  The profits from 
this investment may be lower than expected if the 
a. tenant in an apartment decides to paint the hallways. 
b. mortgage on the house is paid off. 
c. taxes on the house are lowered. 
d. one of the apartments is not rented. 
 

 

____ 9. Before the Kiss Corporation can issue stocks or bonds, it must register the issue with: 
a. Its Board of Directors 
b. The Federal Reserve 
c. The World Bank 
d. The Securities and Exchange Commission (SEC) 
 

 

____ 10. Matthew and Alicia just had a baby.  They received money as baby gifts and want to put it away for the 
baby’s college tuition.  Which of the following has the lowest potential growth rate over the next 18 years? 
a. Savings accounts c. U.S. government savings bonds 
b. Certificates of deposit d. Common stocks 
 

 

____ 11. George received a dividend from the company in which he is a stockholder.  A dividend is: 
a. Profit from the sales of some of his shares of stock 
b. Distribution of part of the company’s profit 
c. Required by the SEC to be given to shareholders 
d. Interest on his shares of preferred stock 
 

 

____ 12. If a business wants to raise capital but not create debt, it can: 
a. Float a bond issue 
b. Issue common stock 
c. Borrow money from a commercial bank 
d. Borrow money from the government 
 

 

____ 13. Robyn is an investor.  Which financial product makes her a shareholder in a corporation? 
a. Bonds c. Common stocks 
b. Certificate of deposit d. Bond mutual funds 
 

 

____ 14. A Neon Oil Corporation tanker spilled oil in the ocean around Australia.  As a result of this accident, the 
share price of this stock is likely to: 
a. Increase 
b. Decrease 
c. Not be effected and remain about the same 
d. Fluctuate 
 

 

____ 15. Sara has invested in corporate bonds which are: 
a. Issued by banks and investment firms c. Returns the face value of the bond at 

maturity less the last interest payment 
b. Loans to the issuer of the bond d. Loans with ownership privileges 
 

 

____ 16. What is the chief reason corporations issue stock? 
a. To raise money for the corporation 
b. To give consumers ownership in their company 
c. To secure tax advantages 
d. To  help the economy 
 

 
 
 



____ 17. Municipal bonds are: 
a. Issued by investment firms 
b. Issued by local governments to raise money for roads, bridges and other construction 

projects 
c. Guarantee high dividends to bondholders 
d. A tax to raise to raise money for city operations 
 

 

____ 18. A government report indicated that the use of Pax’s aspirin-free painkiller resulted in 100 cases of stomach 
poisoning.  A large number of Pax’s stockholders are likely to: 
a. Buy shares causing the price of the stock to increase 
b. Sell shares causing the price of the stock to increase 
c. Not react, causing the price of the stock to remain about the same 
d. Buy Pax corporate bonds 
 

 

____ 19. David bought stock for $4,000 and one year later he sold it for $1,000.  The sale resulted in a: 
a. Price earning c. Capital loss 
b. Market value d. Yield 
 

 

____ 20. When is there high risk for a stock to become worthless? 
a. the financial markets are fluctuating 
b. the interest rates are decreasing 
c. the business that issued the stock is about to declare bankruptcy 
d. market stock prices are increasing 
 

 

____ 21. Which of the following best describes diversification? 
a. Avoiding any risk by investing in blue-chip stocks 
b. Putting all your investments in two financial instruments 
c. Investing in different types of bonds 
d. Reducing risk by investing in different types of securities 
 

 

____ 22. Which of the following investment products is guaranteed by the federal government? 
a. Common stock c. U.S. Treasury notes 
b. Corporate bonds d. Preferred stock 
 

 

____ 23. Investors select “blue chip” stocks because they: 
a. Are large public corporations 
b. Can avoid financial difficulties 
c. Have a reputation for quality management and sometimes pay dividends 
d. Are listed on the American Stock Exchange 
 

 

____ 24. Which of the following is your right as a shareholder of common stock? 
a. The right to hire officers of the corporation 
b. The right to receive dividends if paid 
c. The right to receive discounts on products or services  
d. The right to receive interest payments 
 

 

____ 25. A Dante Oil Corporation tanker collided with another ship causing a major oil spill that will destroy the 
environment in the area for years and will cost billions for cleanup.  The price of Dante is likely to: 
a. Increase c. Remain unchanged 
b. Decrease d. Fluctuate wildly 
 

 
 
 
 



____ 26. The price of a security may be affected by: 
a. Renovations c. Current events 
b. Destinations d. Wages 
 

 

____ 27. Jennie owns Disney shares and cannot attend the annual stockholder meeting.  She can: 
a. Vote by mail or online through a proxy 
b. Assign her stock voting rights to her husband 
c. Not vote unless she is at the meeting 
d. Plan to attend the stockholders meeting next year 
 

 

____ 28. When a corporation or government agency borrows money from an investor and pays interest and principal to 
that same investor, it is a: 
a. Common stock c. Bond 
b. Savings account d. Certificate of deposit 
 

 

____ 29. A factor that is likely to affect the market price of a stock is: 
a. The age of the corporation c. The number of corporate employees 
b. Corporate profits d. Wages 
 

 

____ 30. When an investment company raises money from investors and invests the money in stocks, bonds, or other 
securities, the investment instrument is called a: 
a. Stock c. Corporate bond 
b. Mutual fund d. Government bond 
 

 

____ 31. When Lucy was born, her grandparents gave her a Series EE savings bond that will be worth $1,000 at 
maturity.  Her grandparents paid: 
a. $1,000 for the bond 
b. $500 for the bond 
c. $750 for the bonding 
d. These bonds are gifts for long term depositors 
 

 

____ 32. Mutual funds are: 
a. An investment portfolio managed by the investor 
b. An investment that holds a wide range of different investment instruments, providing 

diversification 
c. Usually less risky than investing in a money market 
d. Guaranteed to increase in value 
 

 

____ 33. Publicly held corporations 
a. Are not-for-profit organizations 
b. Are listed first on the New York Stock Exchange 
c. Have shares of stock that are held by public (outside) investors 
d. Guarantee a positive return to investors 
 

 

____ 34. The process of setting aside money and putting it to work by having it earn interest or dividends or gain value 
in the equities market with the idea of having additional funds to use in the future is described as: 
a. Saving and investing c. Setting goals 
b. Making money d. Diversifying 
 

 

____ 35. Carmen sold her stock in ABC company for a higher price per share than she bought it for.  She realized a: 
a. Capital gain c. Capital surplus 
b. Capital loss d. Dividend 
 

 



____ 36. The price of the Candy Corporation stock will generally increase when there is: 
a. Positive news about corporate earnings 
b. Investor confidence is declining 
c. Investors are bullish on the health sector 
d. Interest rates are rising 
 

 

____ 37. After five years of owning a Roth Individual Retirement Account (IRA), a person wants to buy his first home, 
the person can withdraw money from the Roth IRA 
a. tax and penalty free. 
b. but must pay a set penalty at the time of withdrawal. 
c. and have penalties deferred until retirement. 
d. an owed taxes are deferred until retirement. 
 

 

____ 38. A company offers a defined-contribution pension plan which means that upon retirement the employee will 
receive 
a. one-half of the employee’s last year’s salary. 
b. the total amount of money contributed plus investment earnings. 
c. an amount of money based only on the length of time the employee worked for the 

company. 
d. a specified amount of money based totally on the profit earned by the company while the 

employee worked there. 
 

 

____ 39. When John bought a Microsoft bone, he was: 
a. lending money to Microsoft. 
b. borrowing money from Microsoft. 
c. buying part ownership of Microsoft. 
d. investing in a liquid instrument. 



Investing Test - MoneyPower 
Answer Section 

 
MULTIPLE CHOICE 

 
 1. ANS: C 

A pharmacy, run by a licensed pharmacist, is authorized by a state government to fill prescription 
orders. A stock or bond exchange is where registered stockbrokers buy and sell securities such as 
stocks or bonds (fill orders) for investors. Exchanges are similar to other marketplaces in that the 
prices of the goods (equities) change based upon the basic laws of supply and demand. 

 
PTS: 1 

 

 2. ANS: C 

Margin is a speculative method whereby an investor borrows up to 50% of the money needed from a 
brokerage firm in order to buy a wanted stock and pays a fee for the privilege. 

 
PTS: 1 

 

 3. ANS: A 

A dividend reinvestment plan is designed to help the shareholder acquire additional shares (or partial 
shares if there is not enough money) of the stock by immediately reinvesting the dividend in the 
same company’s stock as soon as the dividend is declared. The shareholder is still responsible for 
paying taxes on the dividends earned. 

 
PTS: 1 

 

 4. ANS: C 

The largest of these markets is the New York Stock Exchange. It was founded in 1792 under a tree 
on Wall Street. Also known as the "Big Board" and "the Exchange." the NYSE has the most 
stringent listing requirements and is governed by a board of directors. Recent events have led the 
NYSE to develop and enforce stricter rules of corporate governance. 

 
PTS: 1 

 

 5. ANS: C 

A stock split is when the existing stock divides into a larger number of shares and the price of each 
share is then reduced accordingly, i.e., a 2-for-1 split on 40 shares that is worth $80 would result in 
80 shares at $40 at the time of the split. Among other reasons, companies often decide to declare a 
stock split when they want to bring in more investors and do not want to issue more stock. Or, they 
believe that by bringing down the price of the stock through a stock split, that they will increase 
activity and interest in the corporation’s stock. 

 
PTS: 1 
 
 
 
 
 

 6. ANS: B 



These bills are backed by the full faith and credit of the US government, therefore considered 
relatively risk free. 

 
PTS: 1 

 

 7. ANS: A 

The interest rate on US savings bonds is exempt from state and local taxes. 

 
PTS: 1 

 

 8. ANS: D 

The investor regards the house as a small business. Any time that any apartment is not rented, the 
investor is losing income and therefore profits on the investment. 

 
PTS: 1 

 

 9. ANS: D 

Before a company can raise capital by issuing stocks or bonds, it must register the stock or bond 
issue with the Securities and Exchange Commission (SEC). An investment banking firm assists the 
corporation in completing the registration forms and serves as an intermediary between the issuing 
corporation and the initial investors. 

 
PTS: 1 

 

 10. ANS: A 

Stocks have the highest potential growth rate and the highest risk of loss. Savings accounts have low 
interest rates and the lowest potential growth rate. Both savings and checking accounts are safe 
because they are FDIC insured up to $100,000 per individual at one institution. Bonds have a much 
lower potential growth rate than stocks, and there is less risk that the bondholder will not receive the 
bonds face value on maturity date. 

 
PTS: 1 

 

 11. ANS: B 

Dividends are part of the company's profits that are distributed to shareholders. They may be in the 
form of money, company stock, or other property. A company is not required to distribute any of its 
profits to shareholders as dividends. In fact, newer companies usually do not pay dividends because 
they reinvest any profits back into the company to grow and expand the business. 

 
PTS: 1 

 

 12. ANS: B 

A company raises capital (money) when it issues stock. Since the corporation has not obligation to 
pay stockholders back the price of the stock, issuing stock does not create a debt, as does issuing 
bonds or borrowing money from a financial institution or the government. 

 
PTS: 1 
 
 
 

 13. ANS: C 



Stock represents shares of ownership in a corporation. Usually corporations issue stock to raise 
capital (money) to expand the business. An investor buys stock through a stockbroker, who earns a 
commission from both the purchase and the sale of stock. Stockholders receive dividends if the 
company issues dividends, have voting rights, and can sell their stock to another investor at any 
time. They may also receive dividends. 

 
PTS: 1 

 

 14. ANS: B 

The share price of Neon Oil stock is likely to decrease because of the negative publicity and the 
additional costs and penalties the company will likely incur. If the company handles the spill 
responsibly, the incident may have only a temporary negative impact on its share price. 

 
PTS: 1 

 

 15. ANS: B 

A bond is any interest-bearing or discounted government or corporate security that obligates the 
issuer to pay the bondholder a specified sum of money, usually at specific intervals, and to repay the 
principal amount of the loan at maturity. Bondholders have an IOU from the issuer, but no corporate 
ownership privileges, as stockholders do. 

 
PTS: 1 

 

 16. ANS: A 

A corporation issues stock to raise money for expansion or other operations. All of a company's 
stockholders collectively own the corporation. 

 
PTS: 1 

 

 17. ANS: B 

State and local governments issue bonds to raise money for construction projects (called capital 
projects) and other funding needs. The bonds issued by state or local governments are called 
municipal bonds. 

 
PTS: 1 

 

 18. ANS: B 

The share price is likely to decrease because of the negative publicity and the costs associated with 
potential lawsuits and expenses the company will likely incur. If the company's other products are 
safe and they handle this problem responsibly, the problem may have only a temporary negative 
impact on its share price. 

 
PTS: 1 
 
 
 
 
 
 

 19. ANS: C 



Chris had a $3,000 capital loss ($4,000 - $1,000 = $3,000) from selling his stock. A capital loss is 
the decrease in the value of assets between the purchase and sale date. If the value of the asset 
increased, the seller incurred a capital gain. In most instances, the investor pays income tax on the 
capital gain. The tax rate, however, is lower if the stock has been held for at least 12 months. 

 
PTS: 1 

 

 20. ANS: C 

In recent years, the stock of many high-tech companies reached a very high price in a short period of 
time, then declined in value as the company failed, eventually declaring bankruptcy. A stock that 
trades for less than $1.00 is called a "penny stock." Investing in penny stocks is considered a high 
risk because there is a high chance that the issuing company may default. 

 
PTS: 1 

 

 21. ANS: D 

Diversification refers to the strategy of spreading out or reducing risk by dividing investment money 
into several different investment alternatives rather than putting it all into one type of stock, bond, 
mutual fund, or certificate of deposit (one basket). Generally, the different types of securities do not 
go up or down in value at the same time. Thus, if you have some investment money in stocks or 
stock mutual funds and some in bonds or bond mutual funds, and stock prices go down, you will not 
lose as much as you would if you had all your money invested in stocks. 

 
PTS: 1 

 

 22. ANS: C 

Common stock, corporate bonds, and preferred stock are all issued by public corporations. If the 
corporation goes bankrupt, your entire investment can be lost. The U.S. government guarantees that 
the principal and interest will be paid on U.S. Treasury notes. 

 
PTS: 1 

 

 23. ANS: C 

Blue chip stocks are of well-known companies with a long record of profit growth and or dividend 
payment and a reputation for quality management, products, and services. Some examples of blue 
chip stocks: General Electric and Dupont. 

 
PTS: 1 

 

 24. ANS: B 

Shareholders do not receive interest payments. A shareholder has the right to vote for members of 
the board of directors and for policy issues, the right to receive quarterly dividends if paid, and the 
right to transfer ownership of his/her shares to someone else through sale, gift, or inheritance 
(bequest in a will). 

 
PTS: 1 
 
 
 

 25. ANS: B 



The price of Dante Oil Corporation stock is likely to go down in value for several reasons. Investors 
will probably believe that: 1) the cost of the cleanup will decrease the company's profits and 
therefore reduce or eliminate dividends in the near future; 2) the company will incur large legal fees; 
and/or 3) the company may be charged with large fines or penalties. All of these factors will make 
investors less confident in Dante's future and less likely to want to purchase Dante Oil stock, so the 
market value is likely to go down. 

 
PTS: 1 

 

 26. ANS: C 

Current events (for example, a war or major oil spill), investor confidence, and interest rate levels 
can all affect the financial markets in general as well as a specific company's stock or bond prices. 
Diversification is an investing technique that can affect the value of an investor's portfolio but not 
the price of securities. 

 
PTS: 1 

 

 27. ANS: A 

A proxy, which is a kind of absentee ballot, is written authorization given by a shareholder to 
someone else, usually the corporate board of directors, to represent him/her and vote his/her shares 
at a stockholder's meeting. It is usually easier to vote by mail through a proxy than to attend the 
annual meeting in person. 

 
PTS: 1 

 

 28. ANS: C 

A bond is any interest-bearing or discounted government or corporate security that obligates the 
issuer to pay the bondholder a specified sum of money, usually at specific intervals, and to repay the 
principal amount of the loan at maturity. Bondholders have an IOU from the issuer, but no corporate 
ownership privileges, as stockholders do. 

 
PTS: 1 

 

 29. ANS: B 

Current events (for example, a war or major oil spill), investor confidence, and interest rate levels 
can all affect the financial markets in general as well as a specific company's stock or bond prices. 
Diversification is an investing technique that can affect the value of an investor's portfolio but not 
the price of securities. 

 
PTS: 1 

 

 30. ANS: B 

A mutual fund takes all the money from the multiple investors who have bought shares in the fund 
and invests it in a diversified portfolio of stocks, bonds, and other types of securities. One advantage 
of investing in a mutual fund is that the investor can diversify his or her portfolio with a relatively 
small outlay of money. Mutual funds offer the investor the advantages of diversification and 
professional management. A management fee is charged for these services. 

PTS: 1 

 



 31. ANS: B 

The price of a Series EE bonds is half the redemption value at maturity, so they are said to be 
discounted 50 percent. Investors pay $50 for a $100 bond, $1,000 for a $2,000 bond, or $5,000 for a 
$10,000 bond. They make good gifts because the giver buys the bond for only half the price that the 
bond will be worth at maturity. 

 
PTS: 1 

 

 32. ANS: B 

Mutual funds are not guaranteed to increase in value. A mutual fund's investment portfolio typically 
holds between 100 and 200 different types of investment instruments, including stocks, bonds, and 
money market securities. This diversification minimizes the investor's risk. A mutual fund's portfolio 
is managed by a professional fund manager, which may be a particularly attractive advantage for an 
inexperienced investor. 

 
PTS: 1 

 

 33. ANS: C 

Publicly held corporations have shares of stock (ownership in the company)outstanding that are held 
by individual investors as well as pension plans and mutual funds. A company converts from a 
privately held corporation to a publicly held corporation through an Initial Public Offering (IPO) of 
stock. Investment banks will underwrite the IPO and provide the company with the money they 
needed to raise and then offer the shares to the public in what is known as the secondary market. 

 
PTS: 1 

 

 34. ANS: A 

Saving is setting aside present funds (money) for future use. Investing is committing money for the 
purpose of making a profit over time. You can "make your money grow," by putting it in interest-
bearing savings accounts or by investing it in one or more types of financial instruments. Financial 
advisors encourage everyone to "pay yourself first;" that is to put aside some funds into a savings or 
investment plan before spending money on anything else. 

 
PTS: 1 

 

 35. ANS: A 

The profit, if any, a shareholder makes when selling stock is called a capital gain. If the sale price is 
less than the purchase price, the investor realizes a capital loss. Sale price - purchase price = capital 
gain or loss. 

 
PTS: 1 

 

 36. ANS: A 

Current events (for example, a war or major oil spill), investor confidence, and interest rate levels 
can all affect the financial markets in general as well as a specific company's stock or bond prices. 

 
PTS: 1 
 
 
 
 



 37. ANS: A 

Under normal circumstances, withdrawals from a Roth IRA before retirement age are subject to both 
taxes and a penalty. However, use of funds for education, purchase of a first home and medical 
emergencies are three situations which permit the holder of the IRA to use savings in the funds 
without incurring a penalty or paying taxes on the amount withdrawn. 

 
PTS: 1 

 

 38. ANS: B 

A defined-contribution plan has an individual account for each employee. The document that 
explains the plan indicates how much the employer will contribute and does not promise any 
particular benefit. On retirement, or when the individual becomes eligible for benefits, the benefit is 
the total amount in the participant’s account, including investment earnings on the funds in the 
account. 

 
PTS: 1 

 

 39. ANS: A 

A bond is any interest-bearing or discounted government or corporate security that obligates the 
issuer to pay the bondholder a specified sum of money, usually at specific intervals, and to repay the 
principal amount of the loan at maturity. Bondholders have an IOU from the issuer, but no corporate 
ownership privileges, as stockholders do. The bond investor does not have to hold the bond to the 
maturity date; he/she can sell the bond to another investor prior to that date. 

 
PTS: 1 
 


