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Introduction

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,
e Improve accuracy and speed,

* Review explanations to strengthen weak areas, and

e 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 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. Don’t worry about getting everything right, 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, and take
breaks to retain information better.

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.

7. Use Other Tools

Pair this guide with other Examzify tools like flashcards, and digital
practice tests to strengthen your preparation across formats.
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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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1. Which statement is true regarding yield?
A. It only applies to bonds
B. It can vary but is primarily a function of dividend payments
C. It is a fixed rate for all investments

D. It represents the principal amount invested

2. What is capital gain?
A. The income earned from dividends
B. The increase in value of an asset from purchase to sale
C. The profit from investments in mutual funds
D. The interest earned on a fixed-income investment

3. What happens to bonds when the US dollar is revalued?
A. Bonds drop in price

B. Bonds go up in price
C. There is no change in bond prices
D. Bonds become less attractive

4. Who is permitted to purchase securities under Rule 144A?
A. Retail investors
B. Qualified institutional buyers (QIBs)
C. Any individual investor
D. Broker-dealers only

5. What distinguishes a vertical or price spread?
A. Different expiration months
B. Same strike prices
C. Different strike prices
D. Different underlying assets

6. Which investment is generally considered the least risky?
A. Common stock of a large corporation
B. Government bonds
C. Corporate bonds
D. Small-cap stocks
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7. If an investor wants to act on the price of an index option
during the trading day, what action can they take?

A. Buy additional options
B. Close the option position
C. Exercise the option

D. Modify existing orders

8. What percentage of a customer's investment portfolio is
recommended to be committed to options trading?

A. No more than 5-10%
B. No more than 15-20%
C. No more than 20-25%
D. All available funds

9. Which of the following best describes a "bull market"?
A. A period of declining stock prices

B. A market characterized by rising prices and investor
confidence

C. A market with no significant price changes

D. A situation where investors are uncertain and hesitant

10. Who is primarily benefited by a defined benefit plan?
A. Young employees
B. Part-time employees
C. Older employees
D. Self-employed individuals
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Answers
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Explanations
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1. Which statement is true regarding yield?
A. It only applies to bonds
B. It can vary but is primarily a function of dividend payments

C. It is a fixed rate for all investments
D. It represents the principal amount invested

The assertion that yield can vary but is primarily a function of dividend payments is
accurate. Yield is a financial term that generally refers to the income generated from an
investment, including dividends from stocks, interest from bonds, and other
income-producing assets. While yield is often associated with bonds, it is not limited to
them; equity investments also produce yields through dividends. The yield can change
based on several factors, such as market conditions, the performance of the underlying
asset, and the overall economic environment, making it a variable rather than a fixed
rate. Different types of investments will yield different rates of return based on their
characteristics and the payouts they generate. Therefore, considering the nature of yield
as influenced by dividend payments in the context of various investment types
encapsulates the nuances of how yield functions in practice. Understanding yield as a
fluid concept tied to income generated by an investment reinforces its relevance across
asset classes.

2. What is capital gain?
A. The income earned from dividends
B. The increase in value of an asset from purchase to sale

C. The profit from investments in mutual funds
D. The interest earned on a fixed-income investment

The correct answer, which defines capital gain, is that it is the increase in value of an
asset from purchase to sale. Capital gain occurs when an asset, such as stocks, real
estate, or other investments, appreciates over time and is sold for more than its original
purchase price. This increase in value is recognized as a profit and is subject to taxation
when realized through the sale of the asset. In the context of investments, the concept of
capital gain is crucial for investors because it affects their overall investment strategy
and tax planning. Understanding capital gain allows investors to assess the performance
of their investments and make informed decisions about buying and selling assets to
optimize returns. Other options provided in the question represent different financial
concepts unrelated to capital gains. For example, income earned from dividends refers to
the periodic payouts received from owning shares of stock. The profit from investments
in mutual funds could include capital gains but does not specifically define what a capital
gain is. Similarly, interest earned on fixed-income investments pertains to the earnings
from bonds or other interest-generating securities, not the increase in asset value. Thus,
recognizing capital gain as the increase in an asset's value from purchase to sale is an
essential aspect of investment understanding.
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3. What happens to bonds when the US dollar is revalued?
A. Bonds drop in price
B. Bonds go up in price

C. There is no change in bond prices
D. Bonds become less attractive

When the US dollar is revalued, it means that the dollar has increased in value compared
to other currencies. This valuation can lead to increased foreign investment in US bonds,
as these investments become more lucrative when denominated in a stronger dollar.
Foreign investors may find US bonds attractive due to the fact that they can potentially
earn foreign currency that is worth more when exchanged back to their local currency.
Additionally, a stronger dollar often signals a healthy economy, which can lead to lower
interest rates. As interest rates decrease, the prices of existing bonds typically increase,
since bond prices and interest rates have an inverse relationship. Investors seek to
acquire existing bonds that pay higher rates than newly issued ones at lower rates,
thereby driving up the prices of those bonds. Thus, the correct choice reflects the
relationship between currency valuation and bond prices, highlighting that bonds
generally go up in price when the US dollar is revalued.

4. Who is permitted to purchase securities under Rule 144A?
A. Retail investors
B. Qualified institutional buyers (QIBs
C. Any individual investor
D. Broker-dealers only

Under Rule 144A, the purchase of securities is specifically restricted to qualified
institutional buyers (QIBs). This regulation was designed to facilitate the resale of
restricted and control securities among institutional investors, thereby enhancing
liquidity in the secondary market. Qualified institutional buyers are defined as
institutions that own and invest on a discretionary basis at least $100 million in
securities of unaffiliated entities. This criterion ensures that only those with sufficient
investment expertise and financial resources can participate, thereby protecting
individual retail investors from the risks associated with less regulated securities. Retail
investors and individual investors do not meet the criteria for QIB status and therefore
are not permitted to purchase securities under Rule 144A. The rule is intentionally
carved to apply to sophisticated investors who have the capability to evaluate
complicated securities transactions, reflecting the intent to create a controlled
environment for securities that are not registered with the SEC. While broker-dealers
may act on behalf of QIBs, they are not the primary purchasers under this rule unless
they themselves qualify as QIBs, further emphasizing the exclusive nature of the
participant eligibility defined by Rule 144A.
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5. What distinguishes a vertical or price spread?
A. Different expiration months
B. Same strike prices
C. Different strike prices

D. Different underlying assets

A vertical or price spread is characterized by the use of options with different strike
prices but the same expiration date. This strategy involves simultaneously buying and
selling options on the same underlying asset to create a position that profits from the
difference in the premiums of the options involved. When constructing a vertical spread,
the trader selects options of the same type (either all calls or all puts) but varies the
strike prices to take advantage of price movement in the underlying asset. This approach
allows the trader to manage risk while potentially limiting losses or gains to a
predetermined range, based on the spread between the strike prices of the options
involved. The requirement for the options to have the same expiration date is crucial, as
it ensures that the price movement of the options is correlated to the same time frame,
allowing the trader to effectively forecast changes in value based on market movements.
This understanding of vertical spreads is important for traders looking to engage in more
sophisticated options strategies, as it enables them to navigate the nuanced risks and
rewards associated with using multiple strike prices to establish a coherent market
position.

6. Which investment is generally considered the least risky?
A. Common stock of a large corporation
B. Government bonds
C. Corporate bonds
D. Small-cap stocks

Government bonds are generally considered the least risky investment among the options
provided due to their backing by the full faith and credit of the issuing government,
particularly in stable countries like the United States. This backing significantly reduces
the likelihood of default, making government bonds a safer choice for investors looking
for preservation of capital and steady income. Investors favor government bonds because
they typically offer a reliable stream of interest payments and are often deemed to be
free from credit risk. This is particularly important in times of economic volatility when
other investments might experience higher risk and greater fluctuations in value. In
contrast, common stocks of large corporations can provide growth potential but are
subject to market risks, including price volatility and economic downturns. Corporate
bonds may carry additional credit risk as they depend on the issuing company’s financial
health. Small-cap stocks tend to be more volatile and less stable than larger, established
corporations due to their size and market position, leading to higher levels of investment
risk.
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7. If an investor wants to act on the price of an index option
during the trading day, what action can they take?

A. Buy additional options
B. Close the option position

C. Exercise the option
D. Modify existing orders

The correct response, which indicates that an investor can close the option position,
reflects a fundamental aspect of trading index options. Index options represent the value
of a specific stock index, and during the trading day, investors may decide to sell their
existing option positions to realize profits or losses based on market movements.

Closing an option position involves executing a trade that offsets the investor's existing
option position, which is common practice. This could mean selling a call option if they
had previously bought one or buying back a put option. This action allows the investor to
react to the current market conditions and manage their investment strategy actively.
While it is possible to buy additional options or modify existing orders, these actions are
not focused on directly responding to real-time market movements in the same way that
closing a position is. Exercising the option, which involves converting the option into
shares of the underlying asset, is another potential action but is typically reserved for
situations where the investor intends to take ownership of the underlying asset, rather
than managing the option itself during regular trading hours. Closing the position is thus
the most straightforward and practical action for responding directly to the price of an
index option during trading.

8. What percentage of a customer's investment portfolio is
recommended to be committed to options trading?

A. No more than 5-10%
B. No more than 15-20%
C. No more than 20-25%
D. All available funds

The recommendation to commit no more than 15-20% of a customer's investment
portfolio to options trading is rooted in the consideration of risk management and
diversification principles. Options trading inherently involves higher volatility and risk
compared to traditional stock trading. By limiting the allocation to this percentage,
investors are encouraged to maintain a balanced portfolio that allows for growth
potential while reducing exposure to the heightened risks that options can bring.
Investing in options can lead to significant gains; however, it can also result in
substantial losses. Therefore, the guideline of 15-20% serves as a prudent strategy,
ensuring that the majority of an investor's capital remains in less risky, more stable
investments. This allocation allows for the potential benefits of options trading without
overwhelming the investor's overall portfolio with excessive risk. The other percentages
provided would either suggest a more aggressive stance which could expose the investor
to undesirable levels of risk, or to allocate all available funds, which contradicts the
principle of diversification and prudent investment strategies. This recommendation
helps promote sound investment practices while still allowing investors to engage with
the options market.
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9. Which of the following best describes a "bull market"?
A. A period of declining stock prices

B. A market characterized by rising prices and investor
confidence

C. A market with no significant price changes
D. A situation where investors are uncertain and hesitant

A bull market is defined by a sustained period of rising prices in the stock market, often
accompanied by a general sense of investor confidence in the performance of the
economy and the financial markets. When investors are optimistic and believe that prices
will continue to rise, they are likely to buy stocks, which further drives up prices. This
positive feedback loop can create an environment where employment and corporate
profits also improve, reinforcing the bull market. Understanding the characteristics of a
bull market is crucial for investors as it can signal favorable conditions for investment.
During this time, strategies often focus on purchasing stocks in expectation of further
price increases, and the overall sentiment tends to be positive, fostering an environment
conducive to economic growth. The other options represent conditions contrary to the
essence of a bull market. For example, a period of declining stock prices signifies a bear
market, not a bull market. A market characterized by no significant price changes
suggests stagnation rather than the upward momentum of a bull market. Finally,
uncertainty and hesitance among investors would point to a lack of confidence, which is
not aligned with the bullish outlook typically seen in such markets.

10. Who is primarily benefited by a defined benefit plan?
A. Young employees
B. Part-time employees
C. Older employees

D. Self-employed individuals

A defined benefit plan is structured to provide a specified monthly benefit to participants
upon retirement, which is usually based on a combination of salary history and years of
service. This plan is particularly beneficial for older employees because they typically
have the most years of service and hence can accumulate more retirement benefits over
time. As employees age, they usually reach their highest earning potential, which
translates to a higher benefit calculation upon retirement under a defined benefit plan.
Additionally, since these plans are designed to offer a predictable income in retirement,
older employees can rely on the benefits for financial security as they step away from
their careers. Younger employees and part-time employees may not have sufficient time
or contributions into the plan to fully benefit from it, while self-employed individuals
typically do not participate in such employer-sponsored plans, as they would set up their
own retirement saving options. Thus, older employees gain the most from defined benefit
plans due to their longer tenure and higher salary positioning leading into retirement.
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Next 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://finra-series7.examzify.com

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