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1. Which organization is responsible for harmonizing
regulation of the Canadian capital markets?
A. Canadian Securities Administration (CSA)
B. Investment Industry Regulatory Organization of Canada

(IIROC)
C. Mutual Fund Dealers Association (MFDA)
D. Montreal Exchange

2. Which of the following is NOT one of the 5 exchanges in
Canada?
A. Canadian securities exchange
B. Montreal Exchange
C. NEO Exchange
D. NYSE

3. Who are the users of capital?
A. Individuals
B. Businesses
C. Governments
D. Financial Institutions

4. Who can be insiders?
A. Shareholders with less than 5% ownership
B. External consultants
C. Government officials
D. Directors, senior officers, and 10% or more owners

5. What is the formula for the IV of a right during the
ex-rights period?
A. (Stock price - Subscription price) / (Number of rights to buy

1 share)
B. (Number of rights to buy 1 share +1) / (Stock price -

Subscription price)
C. (Stock price + Subscription price) / Number of rights to buy

1 share
D. (Subscription price - Stock price) / (Number of rights to buy

1 share +1)
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6. Describe how to find the PV of the principal.
A. Use the formula PV = FV * (1 + r)^n
B. Convert the future value into a percentage
C. Minus the interest rate from the future value
D. Use the PV formula PV = FV/ (1+r)^n. r is equal to the

discount rate per period. n is Equal to the number of payments
to maturity. FV is equal to the principal received at maturity.

7. What are the main differences between a sole
proprietorship and a partnership?
A. In sole props, only 1 person runs the business and is

responsible for all the liabilities.
B. In a partnership, only 1 person runs the business and is

responsible for all the liabilities.
C. In a partnership, there is no difference between the

business's assets and the person's assets.
D. In a partnership, two or more people run the business.

8. What does the MFDA Investor Protection Corporation
(MFDA IPC) protect?
A. It protects customers from natural disasters
B. It provides coverage for clients involved in legal disputes
C. It provides protection for eligible customers of insolvent

MFDA member firms
D. It ensures cybersecurity for financial data

9. What is a red herring prospectus?
A. A document with detailed financial statements for potential

investors
B. The final prospectus with all offering details
C. A preliminary prospectus used to gauge public interest
D. A legal agreement between underwriters and issuers

10. What are the 5 phases of the business cycle?
A. Expansion, Peak, trough, recovery, decline
B. Expansion, Peak, contraction, trough, recovery
C. Upswing, recession, recovery, trough, contraction
D. Contraction, depression, expansion, peak, trough
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Answers
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1. A
2. D
3. D
4. D
5. A
6. D
7. A
8. C
9. C
10. B
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Explanations
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1. Which organization is responsible for harmonizing
regulation of the Canadian capital markets?
A. Canadian Securities Administration (CSA)
B. Investment Industry Regulatory Organization of Canada

(IIROC)
C. Mutual Fund Dealers Association (MFDA)
D. Montreal Exchange

The Canadian Securities Administration (CSA) is the organization tasked with
harmonizing regulation across the Canadian capital markets. Its primary role is to
oversee the various provincial and territorial securities regulators to ensure a consistent
regulatory framework across Canada. This harmonization is vital to create a cohesive
environment for capital markets, facilitating transactions and investments while also
protecting investors through unified rules and standards.  The CSA works to address
inconsistencies and promote collaboration among different regulatory bodies,
contributing to an efficient and effective capital market system in Canada. Its efforts
include developing national instruments, guidelines, and policies that apply across
jurisdictions, which helps in reducing regulatory fragmentation.  In contrast, the
Investment Industry Regulatory Organization of Canada (IIROC) primarily focuses on
overseeing investment dealers and trading activities in the equity and debt markets,
ensuring compliance with industry rules, whereas the Mutual Fund Dealers Association
(MFDA) oversees mutual fund dealers specifically. The Montreal Exchange mainly
operates as a marketplace, focusing on trading in financial contracts and derivatives.
These organizations have different mandates and functions that do not encompass the
broad regulatory harmonization across all capital markets that the CSA provides.

2. Which of the following is NOT one of the 5 exchanges in
Canada?
A. Canadian securities exchange
B. Montreal Exchange
C. NEO Exchange
D. NYSE

The correct answer is D. NYSE is not one of the five exchanges in Canada. The New York
Stock Exchange (NYSE) is based in the United States and is not part of the Canadian
exchanges. The three Canadian exchanges mentioned in the question are the Canadian
Securities Exchange, the Montreal Exchange, and the NEO Exchange.
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3. Who are the users of capital?
A. Individuals
B. Businesses
C. Governments
D. Financial Institutions

The correct answer identifies financial institutions as critical users of capital. Financial
institutions, such as banks, credit unions, and investment firms, play a pivotal role in the
economy by pooling funds from investors and allocating them to various entities in need
of capital. They engage in activities such as lending, investing, and providing financial
services, facilitating the flow of capital from savers to borrowers.  While individuals,
businesses, and governments are indeed users of capital, they rely on financial
institutions to access the funds they need. Individuals may seek loans for personal needs,
businesses may require capital for expansion or operations, and governments might need
funds for projects and public services. However, financial institutions serve as
intermediaries in these transactions, making them fundamental players in the capital
markets. Understanding the primary role of financial institutions in managing and
distributing capital provides insight into their significance as capital users in the broader
economic context.

4. Who can be insiders?
A. Shareholders with less than 5% ownership
B. External consultants
C. Government officials
D. Directors, senior officers, and 10% or more owners

The correct answer identifies individuals who have access to material, non-public
information about a company due to their position or ownership stake. Directors, senior
officers, and those who own 10% or more of a company's shares are considered insiders
because their roles and investment levels grant them significant insight into the
company's affairs that is not available to the general public. This privileged access poses
a risk for insider trading, which is why there are regulations in place to monitor their
trading activities closely.  In contrast, shareholders with less than 5% ownership typically
do not possess enough influence or access to sensitive information to be classified as
insiders. External consultants may have access to information but are generally not
insiders unless they have a direct role in the company or are explicitly designated by the
company. Government officials might have access to certain information, but they do not
automatically fall into the insider category without a direct relationship to the company's
operations or ownership.
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5. What is the formula for the IV of a right during the
ex-rights period?
A. (Stock price - Subscription price) / (Number of rights to buy

1 share)
B. (Number of rights to buy 1 share +1) / (Stock price -

Subscription price)
C. (Stock price + Subscription price) / Number of rights to buy

1 share
D. (Subscription price - Stock price) / (Number of rights to buy

1 share +1)
The formula for the intrinsic value (IV) of a right during the ex-rights period is derived
from the financial principles surrounding rights offerings. In a rights offering, existing
shareholders are given the opportunity to purchase additional shares at a specified
subscription price, typically lower than the current market price.   The intrinsic value of
a right essentially reflects its potential benefit to the shareholder: the difference between
the current market price of the stock and the subscription price, adjusted for how many
rights are required to purchase one new share.   So, using the formula where you
subtract the subscription price from the stock price and divide that result by the number
of rights required to buy one share effectively allows us to quantify the financial benefit
of exercising the right. This indicates how much value an individual right holds.   This
approach properly accounts for the relationship between the market price, the price at
which shares can be purchased through rights, and the supply of rights that enables the
new shares to be acquired. It highlights the mechanics of rights offerings as a means of
raising capital while offering value to existing shareholders.   In contrast, the other
choices involve incorrect calculations or improper interpretations of the rights' value and
do not align with the traditional method of evaluating options in the context of rights
offerings.

6. Describe how to find the PV of the principal.
A. Use the formula PV = FV * (1 + r)^n
B. Convert the future value into a percentage
C. Minus the interest rate from the future value
D. Use the PV formula PV = FV/ (1+r)^n. r is equal to the

discount rate per period. n is Equal to the number of payments
to maturity. FV is equal to the principal received at maturity.

The correct approach to find the present value (PV) of a principal amount involves
discounting the future value (FV), reflecting the time value of money. Using the formula
PV = FV / (1 + r)^n properly captures this concept, where the future cash flow is divided
by the factor (1 + r)^n. In this formula, "r" represents the discount rate per period, and
"n" indicates the number of periods until the payment is received. This method
effectively recognizes that a dollar today is worth more than a dollar in the future due to
the opportunity to earn interest on that dollar.   This correct formula applies to any
situation where you want to determine the worth of future cash flows in today's monetary
terms. Thus, understanding this formula is crucial for various financial calculations,
including investments and loan assessments.
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7. What are the main differences between a sole
proprietorship and a partnership?
A. In sole props, only 1 person runs the business and is

responsible for all the liabilities.
B. In a partnership, only 1 person runs the business and is

responsible for all the liabilities.
C. In a partnership, there is no difference between the

business's assets and the person's assets.
D. In a partnership, two or more people run the business.

The correct answer identifies a key characteristic of a sole proprietorship: it is owned
and operated by one individual who bears full responsibility for the business's liabilities.
This means that the owner’s personal assets are potentially at risk if the business incurs
debts or legal issues.   In contrast, a partnership involves two or more individuals who
share the responsibilities of running the business. This fundamental difference in
ownership structure is important because it impacts liability and decision-making. In a
partnership, liability can be shared among partners, though specific terms can vary
based on the partnership agreement and whether it is a general partnership or a limited
partnership.   While the other choices do present aspects related to partnerships and sole
proprietorships, they either misrepresent the nature of partnerships or blend
characteristics from both business structures inaccurately. For example, partners
typically share management and liability, which is not accurately conveyed in those
options. Understanding these distinctions is critical for anyone studying business
structures within the Canadian Securities context, as they affect various factors including
taxation, personal liability, and operational control.

8. What does the MFDA Investor Protection Corporation
(MFDA IPC) protect?
A. It protects customers from natural disasters
B. It provides coverage for clients involved in legal disputes
C. It provides protection for eligible customers of insolvent

MFDA member firms
D. It ensures cybersecurity for financial data

The correct answer is C. The MFDA Investor Protection Corporation (IPC) provides
protection for eligible customers of insolvent MFDA member firms. In the event that a
member firm becomes insolvent, the MFDA IPC steps in to provide coverage and
protection for clients who may have suffered financial losses as a result. This protection
helps to instill confidence in investors and ensures that they have some recourse in case
their investments are at risk due to the insolvency of a member firm.  Options A, B, and D
are incorrect because the MFDA IPC does not protect customers from natural disasters,
provide coverage for clients involved in legal disputes, or ensure cybersecurity for
financial data. Its main purpose is to protect eligible customers in the specific scenario
of an insolvent MFDA member firm.
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9. What is a red herring prospectus?
A. A document with detailed financial statements for potential

investors
B. The final prospectus with all offering details
C. A preliminary prospectus used to gauge public interest
D. A legal agreement between underwriters and issuers

A red herring prospectus is a preliminary document used to gauge public interest in an
upcoming securities offering. It contains key information about the offering but lacks
certain details that are typically included in the final prospectus, such as the offer price
and the exact number of securities being offered. This initial document helps potential
investors decide if they are interested in the offering before the finalized terms are
determined. Therefore, option C is the correct choice in this context.

10. What are the 5 phases of the business cycle?
A. Expansion, Peak, trough, recovery, decline
B. Expansion, Peak, contraction, trough, recovery
C. Upswing, recession, recovery, trough, contraction
D. Contraction, depression, expansion, peak, trough

The five phases of the business cycle are widely recognized as Expansion, Peak,
Contraction, Trough, and Recovery. In this context, the correct identification of these
phases is crucial for understanding how economies operate over time.  Expansion refers
to a period where the economy is growing, leading to increased production, employment,
and consumer spending. This growth eventually reaches a Peak, which is characterized
by the highest level of economic activity before a downturn begins. Following the peak,
the economy enters a Contraction phase, where economic activity decreases, resulting in
declines in investment and employment. After some time of contraction, the economy
reaches its lowest point, known as the Trough, where output and demand hit their lowest
levels. Finally, the cycle moves into a Recovery phase, indicating a rebound of economic
activities as growth resumes.  The other choices include phrases that do not accurately
reflect the commonly accepted terminology associated with economic cycles. For
example, "decline" and "depression" are not standard phases in the business cycle
terminology, while "upswing" is not a widely recognized term in this context, leading to
confusion. Thus, understanding the correct terminology provides clarity on how
economic fluctuations impact various aspects of the market and overall economic health.
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