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1. What aspect does NOT influence the method of sale
according to GFOA recommendations?
A. Market sentiment analysis
B. Security structure of the proposed bond
C. Issuer's credit rating
D. Type of financial media coverage

2. When should issuers disclose social factors that impact
credit quality?
A. During the annual financial statements only
B. Only when they have experienced issues
C. At the time of bond issuance and in ongoing disclosures
D. Once during each calendar year

3. Which expense is typically NOT included in bond issue
costs?
A. Trustee fees
B. Trial period costs
C. Rating agency fees
D. Printing of disclosure documents

4. What must underwriters seek from issuers according to
MSRB Rule G-17?
A. Acknowledgement of risks involved in the transaction
B. Approval of profits margin
C. Permission to negotiate fees
D. Consultation on market trends

5. What is one purpose of refunding bonds?
A. To increase the total debt amount
B. To eliminate the need for underwriters
C. To restructure debt and reduce interest costs
D. To impose additional covenants
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6. During the 2-year spending period, which of the following
must be allocated to expenditures?
A. At least 5% within 6 months and 50% within 12 months
B. At least 10% within 6 months, 45% within 12 months, and

100% within 24 months
C. At least 75% within 18 months and 100% within 24 months
D. All funds as long as spent within the 2 years

7. Use of variable rate debt for financing has the following
features except:
A. Interest expenses that rise and fall with interest revenues
B. Useful to finance projects with high likelihood of prepayment
C. Requires greater financial management skill to implement
D. Lower liquidity

8. What does SEC Rule 15c2-12 require underwriters to do
regarding municipal securities?
A. Review and disseminate official statements prepared by

issuers
B. Negotiate bond pricing directly with investors
C. Conduct audits of municipal revenues
D. Only provide disclosures upon request

9. What should be considered when developing an investor
relations program?
A. Market competitiveness
B. Comprehensive disclosure timelines
C. Staffing requirements
D. Cost analysis

10. What typically backs the issuance of Commercial Paper?
A. Government contracts and agreements
B. Bank lines of credit
C. Pledge of future tax revenues
D. Private investor contributions
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Answers
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1. D
2. C
3. B
4. A
5. C
6. B
7. D
8. A
9. B
10. B

6Sample study guide. Visit https://cpfodebtmgmt.examzify.com for the full version

SA
M

PLE



Explanations
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1. What aspect does NOT influence the method of sale
according to GFOA recommendations?
A. Market sentiment analysis
B. Security structure of the proposed bond
C. Issuer's credit rating
D. Type of financial media coverage

The method of sale for municipal bonds is a critical decision that can significantly affect
pricing and ultimately the cost of borrowing. According to the Government Finance
Officers Association (GFOA), several factors play a crucial role in determining the best
approach to selling bonds.  Market sentiment analysis is essential because it assesses
how investors feel about the market conditions and can influence demand for bonds.
When sentiment is positive, selling bonds in a competitive sale might yield better pricing.
The security structure of the proposed bond helps define risk and attractiveness to
investors, guiding the method of sale. Different structures may appeal to different types
of investors, which can inform whether to go with a competitive or negotiated sale.  The
issuer's credit rating is another significant factor. Higher-rated bonds typically sell
better in competitive markets, while lower-rated bonds might benefit from a negotiated
sale to allow for specific investor targeting.  In contrast, the type of financial media
coverage does not inherently influence the decision on the method of sale. Although
media coverage may impact public perception and investor sentiment, it is not a direct
factor in the actual selling method according to GFOA recommendations. This aspect is
more about the timing and public discourse surrounding the sale rather than a technical
or structural consideration in choosing a method of sale.

2. When should issuers disclose social factors that impact
credit quality?
A. During the annual financial statements only
B. Only when they have experienced issues
C. At the time of bond issuance and in ongoing disclosures
D. Once during each calendar year

Issuers should disclose social factors that impact credit quality at the time of bond
issuance and in ongoing disclosures because these factors can significantly influence an
issuer’s financial health and market perception over time. By providing this information
up front during the bond issuance, investors are made aware of any relevant social issues
that could affect the viability of the investment. Furthermore, ongoing disclosures allow
issuers to keep stakeholders updated on changes that may arise, reflecting any new
developments or shifts in social factors that could impact credit quality.  This approach
ensures transparency and enables investors to make informed decisions based on the
most current information available. Regular updates on social factors can also help to
maintain investor confidence and foster a good relationship between the issuer and its
stakeholders by demonstrating a commitment to open communication regarding credit
risk factors.
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3. Which expense is typically NOT included in bond issue
costs?
A. Trustee fees
B. Trial period costs
C. Rating agency fees
D. Printing of disclosure documents

In the context of bond issue costs, trial period costs are typically not included. Bond
issue costs generally consist of various fees and expenses directly associated with the
issuance of bonds, which are necessary to ensure that the bonds are successfully sold and
meet regulatory requirements.  Trustee fees are costs paid to the trustee who manages
the bond's terms and ensures that all parties adhere to the bond’s conditions. Rating
agency fees are incurred when a bond issuer seeks to have their bonds rated by agencies,
providing investors with an assessment of credit risk, which is crucial for the bond’s
acceptance in the market. The printing of disclosure documents is also a necessary
expense, as these documents provide potential investors with critical information
regarding the terms and risks associated with the bonds being issued.  Unlike these fees
and costs, trial period costs are generally not associated with the direct issuance of
bonds but may relate to preliminary phases of financial projects or assessments. Since
they do not pertain to the formal issuance process of the bonds themselves, they are
excluded from the bond issue costs.

4. What must underwriters seek from issuers according to
MSRB Rule G-17?
A. Acknowledgement of risks involved in the transaction
B. Approval of profits margin
C. Permission to negotiate fees
D. Consultation on market trends

Underwriters are required to obtain an acknowledgment of the risks involved in the
transaction from issuers as per MSRB Rule G-17. This rule emphasizes the necessity for
underwriters to ensure that issuers are fully aware of and understand the risks
associated with the debt instruments being offered. This acknowledgment is crucial
because it aligns the interests of both parties and helps maintain transparency
throughout the issuance process.  Understanding the risks allows issuers to make
informed decisions regarding the structuring and timing of their offerings. It also
reflects the underwriter's role in acting as a fair and honest intermediary, ensuring that
both the issuers and investors are adequately informed. This adherence to transparency
and ethical practices supports the integrity of the municipal securities market.
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5. What is one purpose of refunding bonds?
A. To increase the total debt amount
B. To eliminate the need for underwriters
C. To restructure debt and reduce interest costs
D. To impose additional covenants

Refunding bonds are primarily issued to restructure existing debt obligations in a way
that reduces interest costs for the issuer. When a government or organization issues
refunding bonds, it typically uses the proceeds from these bonds to pay off its older,
higher-interest debt. This can lead to significant savings in interest payments over time
since the new bonds may carry a lower interest rate due to prevailing market conditions. 
In this context, the purpose of refunding bonds aligns closely with financial strategy; it
allows the issuer to take advantage of lower interest rates or improved credit ratings that
have emerged since the original bonds were issued. By replacing older debt with new
bonds that have more favorable terms, the issuer can more effectively manage its debt
service obligations and improve its overall financial position.  This approach directly
contrasts with options concerning increasing total debt, eliminating the need for
underwriters, or imposing additional covenants, which do not align with the primary
intent and benefits of refunding bonds.

6. During the 2-year spending period, which of the following
must be allocated to expenditures?
A. At least 5% within 6 months and 50% within 12 months
B. At least 10% within 6 months, 45% within 12 months, and

100% within 24 months
C. At least 75% within 18 months and 100% within 24 months
D. All funds as long as spent within the 2 years

The correct answer is rooted in the requirements and guidelines regarding the allocation
of funds during the specified spending period. Specifically, the option indicating that at
least 10% of the funds must be allocated to expenditures within the first 6 months,
followed by 45% within the first 12 months, and culminating in 100% by the end of the
24-month period aligns with common fiscal management practices. This structure is
designed to ensure that funds are utilized effectively and in a timely manner, thereby
promoting accountability and transparency in the use of public resources.  This
allocation strategy underscores the importance of having a phased approach to spending
which can help in monitoring the effective use of funds. It prevents the potential for
delays in expenditure that could occur if all resources were allowed to be spent at the end
of the period, thereby ensuring that expenditures are maintained at a stable and
consistent rate over time.  Additionally, the requirement to allocate a specific percentage
at certain milestones helps in tracking progress and ensuring compliance with fiscal
responsibilities, which is critical especially in public finance management. Following this
outlined structure can also foster confidence among stakeholders and funding entities,
as it demonstrates a commitment to responsible financial management and the efficient
use of allocated funds.
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7. Use of variable rate debt for financing has the following
features except:
A. Interest expenses that rise and fall with interest revenues
B. Useful to finance projects with high likelihood of prepayment
C. Requires greater financial management skill to implement
D. Lower liquidity

Utilizing variable rate debt for financing exhibits several key characteristics that cater to
specific financial scenarios. One of the prominent features is that interest expenses are
prone to changes in line with prevailing interest rates, which can rise and fall based on
market conditions. This presents an opportunity to capitalize on lower interest rates
during favorable economic periods but also comes with the risk of higher payments when
rates increase.  Variable rate debt is particularly advantageous in financing projects that
have a high likelihood of prepayment. Projects with uncertain timelines or conditions
that may lead to early payoffs benefit from this type of debt because they avoid the
potential penalties and costs associated with fixed-rate debt that may not align with the
project's lifecycle.  Moreover, managing variable rate debt requires a higher level of
financial acumen. This is due to the inherent risks and complexities associated with
fluctuating interest rates, necessitating diligent monitoring and potentially advanced
financial strategies to mitigate exposure.  In contrast, the incorrect response suggests a
notion of lower liquidity. Variable rate debt typically does not equate to lower liquidity; if
anything, it may enhance liquidity positions as it often aligns with short-term financing
needs. Therefore, asserting that variable rate debt results in lower liquidity is inaccurate,
reflecting a misunderstanding of how this financing option operates in practical
scenarios.

8. What does SEC Rule 15c2-12 require underwriters to do
regarding municipal securities?
A. Review and disseminate official statements prepared by

issuers
B. Negotiate bond pricing directly with investors
C. Conduct audits of municipal revenues
D. Only provide disclosures upon request

SEC Rule 15c2-12 mandates that underwriters review and disseminate official statements
that are prepared by issuers of municipal securities. This requirement is designed to
ensure that key information related to the securities is accessible to potential investors,
thereby promoting transparency and informed decision-making in the municipal
securities market.  This rule aims to provide investors with a comprehensive
understanding of the financial status and risks associated with municipal securities. The
official statement typically includes important details such as the purpose of the bond
issue, the structure of the debt, the financial condition of the issuer, and the security for
the bonds. By requiring underwriters to disseminate this information, the rule helps
protect investors and enhances the integrity of the municipal securities market.  The
other options do not align with the requirements set forth by SEC Rule 15c2-12. While
negotiating bond pricing, conducting audits, or providing disclosures only upon request
may play roles in broader financial practices or regulations, they are not specific
obligations under this particular SEC rule. Thus, the emphasis on reviewing and
disseminating official statements stands out as the key compliance requirement for
underwriters of municipal securities.
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9. What should be considered when developing an investor
relations program?
A. Market competitiveness
B. Comprehensive disclosure timelines
C. Staffing requirements
D. Cost analysis

When developing an investor relations program, comprehensive disclosure timelines are
crucial. This involves understanding the specific timings for reporting financial
performance and other relevant information to investors and stakeholders. It ensures
that the information provided is timely, which is essential for maintaining transparency
and building trust with investors. A well-structured timeline helps to align
communication strategies with key events such as earnings releases, investor
conferences, and other announcements that could affect investor perception and market
performance.   Incorporating comprehensive disclosure timelines also allows for better
planning and coordination with internal teams, ensuring that all necessary departments
are prepared and that the messaging is consistent and effective. This strategic approach
enhances the overall effectiveness of the investor relations program and supports a
proactive relationship with the investment community.

10. What typically backs the issuance of Commercial Paper?
A. Government contracts and agreements
B. Bank lines of credit
C. Pledge of future tax revenues
D. Private investor contributions

The issuance of Commercial Paper is typically backed by bank lines of credit, which
serves as a safety net for the issuing company. Companies issue Commercial Paper as a
short-term debt instrument to meet immediate liquidity needs, and these lines of credit
provide assurance that, should the company be unable to roll over its debt or meet its
obligations, it has access to funds from the bank to cover those commitments. This
connection to bank lines of credit not only helps reassure investors but also facilitates a
smoother borrowing process, allowing firms to take advantage of favorable short-term
market conditions.  The other options are not standard backing methods for Commercial
Paper. Government contracts and agreements, while they may provide revenue or
business opportunities, don’t directly secure Commercial Paper. A pledge of future tax
revenues is more applicable to government bonds rather than corporate debt
instruments. Private investor contributions also don't play a role in underwriting
Commercial Paper, as it is more a reflection of the company's creditworthiness supported
by bank credit rather than direct investment from individuals.
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