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IntroductionIntroduction
Preparing for a certification exam can feel overwhelming, but with the
right tools, it becomes an opportunity to build confidence, sharpen your
skills, and move one step closer to your goals. At Examzify, we believe
that effective exam preparation isn’t just about memorization, it’s about
understanding the material, identifying knowledge gaps, and building
the test-taking strategies that lead to success.

This guide was designed to help you do exactly that.

Whether you’re preparing for a licensing exam, professional
certification, or entry-level qualification, this book offers structured
practice to reinforce key concepts. You’ll find a wide range of
multiple-choice questions, each followed by clear explanations to help
you understand not just the right answer, but why it’s correct.

The content in this guide is based on real-world exam objectives and
aligned with the types of questions and topics commonly found on
official tests. It’s ideal for learners who want to:

• Practice answering questions under realistic conditions,
• Improve accuracy and speed,
• Review explanations to strengthen weak areas, and
• Approach the exam with greater confidence.

We recommend using this book not as a stand-alone study tool, but
alongside other resources like flashcards, textbooks, or hands-on
training. For best results, we recommend working through each
question, reflecting on the explanation provided, and revisiting the
topics that challenge you most.

Remember: successful test preparation isn’t about getting every question
right the first time, it’s about learning from your mistakes and improving
over time. Stay focused, trust the process, and know that every page you
turn brings you closer to success.

Let’s begin.
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How to Use This GuideHow to Use This Guide
This guide is designed to help you study more effectively and approach
your exam with confidence. Whether you're reviewing for the first time
or doing a final refresh, here’s how to get the most out of your Examzify
study guide:
1. Start with a Diagnostic Review

Skim through the questions to get a sense of what you know and what
you need to focus on. Your goal is to identify knowledge gaps early.
2. Study in Short, Focused Sessions

Break your study time into manageable blocks (e.g. 30 – 45 minutes).
Review a handful of questions, reflect on the explanations.
3. Learn from the Explanations

After answering a question, always read the explanation, even if you got
it right. It reinforces key points, corrects misunderstandings, and
teaches subtle distinctions between similar answers.
4. Track Your Progress

Use bookmarks or notes (if reading digitally) to mark difficult questions.
Revisit these regularly and track improvements over time.
5. Simulate the Real Exam

Once you're comfortable, try taking a full set of questions without
pausing. Set a timer and simulate test-day conditions to build confidence
and time management skills.
6. Repeat and Review

Don’t just study once, repetition builds retention. Re-attempt questions
after a few days and revisit explanations to reinforce learning. Pair this
guide with other Examzify tools like flashcards, and digital practice tests
to strengthen your preparation across formats.

There’s no single right way to study, but consistent, thoughtful effort
always wins. Use this guide flexibly, adapt the tips above to fit your pace
and learning style. You've got this!
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Questions
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1. In financial terms, what is a 'discount rate'?
A. The rate of tax imposed on income
B. The interest rate used to determine the present value of

future cash flows
C. A fee charged for the issuance of financial reports
D. The rate applied to increase projected earnings

2. What role does the Federal Reserve play in financial
management?
A. It determines the federal income tax rate
B. It regulates the U.S. monetary system
C. It issues corporate bonds
D. It manages individual bank accounts

3. What is the primary role of the finance department in an
organization?
A. To handle payroll and employee benefits
B. To manage financial planning and capital allocation
C. To oversee marketing strategies
D. To focus on customer service and relations

4. What does 'diversification' refer to in investment strategy?
A. The practice of concentrating investments in one area
B. The practice of investing solely in stocks
C. The practice of spreading investments across various assets
D. The practice of investing in a single commodity

5. What stage of accounting is also known as the "accounts
receivable" stage?
A. Obligation
B. Unfilled Customer Orders
C. Filled Customer Orders Uncollected
D. Accrued Expenditures Unpaid

Sample study guide, visit https://fob105fmbok.examzify.com
for the full version with hundreds of practice questions 6

SA
M

PLE



6. What is a 'hedge' in financial terms?
A. An investment made with no associated risk
B. A strategy to maximize potential gains
C. An investment to reduce the risk of adverse price movements
D. A loan taken out to invest in stocks

7. Which of the following activities occurs when developing
alternatives?
A. Statistical analysis
B. Benchmarking
C. Conducting surveys
D. Cost analysis

8. Which of the following best distinguishes between fixed
costs and variable costs?
A. Fixed costs change with production levels, while variable

costs remain constant
B. Fixed costs are associated with direct materials, while

variable costs relate to indirect costs
C. Fixed costs remain constant regardless of production levels,

while variable costs change with production
D. Variable costs are predictable, while fixed costs are

uncertain

9. Which term refers to the review process for discrepancies
in accounting?
A. Audit Review
B. Dormant Account Review-Quarterly (DAR-Q)
C. Performance Assessment
D. Operational Review
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10. What is the key difference between systematic risk and
unsystematic risk?
A. Systematic risk is industry-specific; unsystematic risk affects

all markets
B. Systematic risk affects the entire market; unsystematic risk

is company-specific
C. Systematic risk can be diversified away; unsystematic risk

cannot be
D. Systematic risk is unpredictable; unsystematic risk is

predictable
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Answers
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1. B
2. B
3. B
4. C
5. C
6. C
7. B
8. C
9. B
10. B
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Explanations
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1. In financial terms, what is a 'discount rate'?
A. The rate of tax imposed on income
B. The interest rate used to determine the present value of

future cash flows
C. A fee charged for the issuance of financial reports
D. The rate applied to increase projected earnings

A discount rate is an essential concept in financial management that refers to the
interest rate used to determine the present value of future cash flows. This rate reflects
the time value of money, which recognizes that a specific amount of money today is worth
more than the same amount in the future due to its potential earning capacity. By
applying the discount rate, financial managers can evaluate the attractiveness of
investments, assess project viability, and make informed decisions regarding capital
budgeting and valuation.  Using a discount rate allows analysts to bring future cash
inflows and outflows back to their equivalent value in today's terms. This is particularly
important in investment analysis, where understanding the present value helps compare
different projects or financial opportunities that may have cash flows occurring at
different times.  In contrast to the other options, the tax rate on income does not pertain
to cash flow valuation, the fees for financial reports are not related to present value
calculations, and the increase rate of projected earnings refers to forecasted growth
rather than the concept of time value of money. Each of these alternatives serves a
different purpose within financial management and does not align with the function of a
discount rate in evaluating future cash flows.

2. What role does the Federal Reserve play in financial
management?
A. It determines the federal income tax rate
B. It regulates the U.S. monetary system
C. It issues corporate bonds
D. It manages individual bank accounts

The Federal Reserve plays a critical role in regulating the U.S. monetary system, which
includes managing monetary policy, supervising and regulating banks, maintaining
financial stability, and providing payment services. By adjusting interest rates and using
other monetary policy tools, the Federal Reserve influences the availability and cost of
money and credit in the economy. This regulation helps ensure stable prices and
maximum sustainable employment, impacting financial management at both
macroeconomic and microeconomic levels.  In contrast, the other options do not
accurately reflect the Federal Reserve's functions. For example, determining federal
income tax rates is a responsibility of Congress, corporate bond issuance is primarily the
domain of private corporations, and the management of individual bank accounts is
carried out by commercial banks rather than the Federal Reserve. Thus, the correct
choice captures the essence of the Federal Reserve's role in promoting a stable and
efficient financial environment.
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3. What is the primary role of the finance department in an
organization?
A. To handle payroll and employee benefits
B. To manage financial planning and capital allocation
C. To oversee marketing strategies
D. To focus on customer service and relations

The primary role of the finance department in an organization is to manage financial
planning and capital allocation. This encompasses a variety of critical tasks, including
budgeting, forecasting, and analyzing financial performance to ensure that the
organization can effectively allocate its resources. By developing financial plans, the
finance department helps establish long-term goals and assesses how to achieve them,
which is vital for the sustainability and growth of the organization.  Capital allocation
specifically refers to the process of distributing financial resources among various
projects or investments, ensuring that funds are utilized in a way that maximizes return
and aligns with the organization’s strategic objectives. The finance department also
monitors cash flow, manages investments, and assesses financial risks, all of which are
essential to maintaining the financial health of the organization.  The other areas, while
important to the overall functioning of a business, do not define the core responsibilities
of the finance department. Payroll and employee benefits are typically managed by
human resources. Marketing strategies are overseen by the marketing department,
focused on market penetration and customer engagement, while customer service and
relations fall under the purview of the customer service department. Each side has its
specific functions, but the finance department's role in planning and capital allocation is
crucial for informed decision-making and financial stability.

4. What does 'diversification' refer to in investment strategy?
A. The practice of concentrating investments in one area
B. The practice of investing solely in stocks
C. The practice of spreading investments across various assets
D. The practice of investing in a single commodity

Diversification in investment strategy refers to the practice of spreading investments
across various assets. This approach is designed to reduce risk by investing in a diverse
array of securities, such as stocks, bonds, real estate, and other asset classes. The
fundamental idea is that a well-diversified portfolio will yield higher returns with a lower
risk compared to one that heavily concentrates investments in a single asset or type of
asset.  By holding a variety of investments, an investor can mitigate the adverse effects of
poor performance from any single investment. For example, if one sector of the market
experiences a downturn, other investments in the portfolio might perform well and help
offset those losses. This balanced approach is a cornerstone of effective investment
management, as it recognizes the unpredictability of markets and aims for a more stable
overall performance.
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5. What stage of accounting is also known as the "accounts
receivable" stage?
A. Obligation
B. Unfilled Customer Orders
C. Filled Customer Orders Uncollected
D. Accrued Expenditures Unpaid

The "accounts receivable" stage refers to the period in which a business has provided
goods or services to customers but has not yet received payment. This aligns with the
concept of filled customer orders that remain uncollected, as it signifies that while the
transactions have occurred, the cash has not yet been realized. At this stage, businesses
need to track and manage these outstanding receivables to ensure timely collection,
which is crucial for maintaining healthy cash flow and financial stability.  In contrast, the
other options do not capture this specific financial relationship. The obligation stage
deals with commitments to pay expenses that are not yet settled, unfilled customer
orders refer to orders placed by customers that have yet to be fulfilled, and accrued
expenditures unpaid pertain to expenses incurred but not yet paid. These categories do
not encompass the process of collecting money from customers who have already
received their products or services, which is the hallmark of accounts receivable.
Therefore, focusing on the aspect of outstanding payments for filled orders highlights
why this stage is accurately described as the "accounts receivable" stage.

6. What is a 'hedge' in financial terms?
A. An investment made with no associated risk
B. A strategy to maximize potential gains
C. An investment to reduce the risk of adverse price movements
D. A loan taken out to invest in stocks

A 'hedge' in financial terms refers to an investment strategy designed to reduce the risk
of adverse price movements in an asset. It acts as a form of protection against potential
losses that can arise from fluctuations in market prices. By using various financial
instruments or market strategies, such as derivatives (options and futures), investors can
mitigate the impact of volatility on their investments.  This risk management strategy is
critical for investors and businesses, as it allows them to maintain their positions while
minimizing potential negative effects from market uncertainties. For instance, an
investor may hold shares of a stock and simultaneously purchase a put option to sell
those shares at a predetermined price, thereby setting a 'floor' for their potential losses. 
In contrast, the other options do not accurately describe the concept of a hedge. An
investment made with no associated risk suggests a complete elimination of risk, which
is not realistic in finance. A strategy to maximize potential gains focuses on profit rather
than risk management. A loan taken out to invest in stocks does not address risk
reduction; instead, it introduces additional financial risk due to leverage.
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7. Which of the following activities occurs when developing
alternatives?
A. Statistical analysis
B. Benchmarking
C. Conducting surveys
D. Cost analysis

When developing alternatives, benchmarking plays a critical role as it involves comparing
your organization's processes, performance metrics, or products against those of leading
competitors or industry best practices. This process helps identify gaps in performance
and areas for improvement, which can inform the development of new strategic
alternatives. By understanding what successful organizations are doing, a company can
craft viable alternatives that are competitive and aligned with best practices in the
industry.  Statistical analysis, conducting surveys, and cost analysis are all valuable tools
in the decision-making and evaluation processes, but they do not specifically focus on the
comparison aspect that benchmarking provides. Statistical analysis might be used to
derive insights from data, conducting surveys can gather input from stakeholders, and
cost analysis examines financial implications; however, these activities do not inherently
provide the comparative framework necessary for developing and refining alternatives as
benchmarking does. Thus, benchmarking is pivotal in generating alternatives based on
proven success in the industry.

8. Which of the following best distinguishes between fixed
costs and variable costs?
A. Fixed costs change with production levels, while variable

costs remain constant
B. Fixed costs are associated with direct materials, while

variable costs relate to indirect costs
C. Fixed costs remain constant regardless of production levels,

while variable costs change with production
D. Variable costs are predictable, while fixed costs are

uncertain
The correct choice highlights the fundamental distinction between fixed costs and
variable costs, which is essential in financial management and budgeting.  Fixed costs
are expenses that do not change with the level of production or sales activity. They
remain constant regardless of how much or how little a company produces, making them
predictable and stable over a certain range of activity. Common examples include rent,
salaries of permanent staff, and insurance premiums.  On the other hand, variable costs
are directly associated with the level of production; they fluctuate as production levels
change. As a company makes more products, variable costs increase (such as costs for
raw materials and direct labor that varies with output), and conversely, they decrease
when production slows.  Recognizing this distinction is critical for effective financial
planning and analysis, as it impacts decisions related to pricing, budgeting, and financial
forecasting.
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9. Which term refers to the review process for discrepancies
in accounting?
A. Audit Review
B. Dormant Account Review-Quarterly (DAR-Q)
C. Performance Assessment
D. Operational Review

The term that accurately refers to the review process for discrepancies in accounting is
often understood to be an audit process. An audit typically involves a systematic
examination of books, accounts, and financial statements to ensure accuracy and
compliance with established standards. This process is crucial for identifying
discrepancies and ensuring that financial records are accurate.  While the term
"Dormant Account Review-Quarterly (DAR-Q)" may suggest a review process, it
specifically pertains to the assessment of dormant accounts, which are typically accounts
that have had no activity for a certain period of time. The focus of the DAR-Q is different,
as it primarily aims at managing inactive accounts rather than broadly addressing
discrepancies in overall accounting records.  An audit review, by contrast, encompasses a
more comprehensive approach to financial assessment, looking into all areas where
discrepancies might exist—thus confirming that the correct terminology for addressing
discrepancies in accounting is related to the audit process rather than the specific focus
of dormant accounts.

10. What is the key difference between systematic risk and
unsystematic risk?
A. Systematic risk is industry-specific; unsystematic risk affects

all markets
B. Systematic risk affects the entire market; unsystematic risk

is company-specific
C. Systematic risk can be diversified away; unsystematic risk

cannot be
D. Systematic risk is unpredictable; unsystematic risk is

predictable
The key difference between systematic risk and unsystematic risk lies in their scope and
impact on investments. Systematic risk, often referred to as market risk, is associated
with the overall market's movements and economic factors that affect all securities, such
as interest rates, inflation, and geopolitical events. Because these factors influence the
market as a whole, systematic risk cannot be eliminated through diversification; it affects
all investments in the market regardless of their specific characteristics.  On the other
hand, unsystematic risk, also known as specific risk, is unique to a particular company or
industry. This type of risk can arise from factors such as management decisions, product
recalls, or competitive pressures that do not impact the entire market. Since
unsystematic risk pertains to individual entities, it can be reduced or eliminated through
diversification—by holding a varied portfolio of investments.  Thus, the distinction is
clear: systematic risk affects the entire market, while unsystematic risk is confined to
specific companies or sectors. This understanding is vital for investors as they strategize
how to manage risks within their portfolios.
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Next StepsNext Steps
Congratulations on reaching the final section of this guide. You've taken
a meaningful step toward passing your certification exam and advancing
your career.

As you continue preparing, remember that consistent practice, review,
and self-reflection are key to success. Make time to revisit difficult
topics, simulate exam conditions, and track your progress along the way.

If you need help, have suggestions, or want to share feedback, we’d love
to hear from you. Reach out to our team at hello@examzify.com.

Or visit your dedicated course page for more study tools and resources:

https://fob105fmbok.examzify.com

We wish you the very best on your exam journey. You've got this!
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