Mutual Fund Course 100 Answers

Course 101

1. C is Correct. Unlike a bank account, a mutual fund is not insured against loss.

2. B is Correct. NAV, or net asset value, is calculated by dividing a fund's total assets by the number of shares, giving you the price per share.  

3. C is Correct. As a shareholder, you are an owner of the fund. In this case, Fidelity advises Fidelity Magellan Fund, but the fund's shareholders collectively own it, with Magellan's board of directors, representing their interests.

4. B is Correct. Mutual funds are regulated by the Securities and Exchange Commission (SEC), but they are not insured or guaranteed. You can lose money in a mutual fund.
5. A is Correct. When you own a fund, you technically own all the securities in that fund. Fund managers choose the securities for you, and you pay them for that service. When you sell you fund shares, you receive cash in return--even if you’re selling a closed fund. 

Course 102

1. C is Correct. The equation for NAV is total assets divided by shares outstanding: ($10 million in securities + $2 million in cash)/1 million shares. Remember that all assets, including cash assets, are included in the numerator.


2. C is Correct.  Most mutual funds calculate their NAVs once each day, at the market's close. So no matter what time of day you buy most mutual funds, you'll be getting in at the end-of-day NAV.

3. A is Correct.  A fund's number of shares outstanding fluctuates when investors buy or sell the fund. These purchases or sales have no effect on the fund's NAV, since NAV is affected by the performance of the fund's underlying portfolio holdings.

4. C is Correct.  Because funds issue fractional shares, either Fund A or Fund B would be available to an investor with just $100 in hand: $100 would buy 10 shares of Fund A or .909 shares of Fund B.


5. B is Correct.  Total returns include any changes in NAV (which includes the underlying growth of portfolio holdings that haven't yet been sold) plus any dividends paid out. It's the best measure of performance. 

Course 103

1. C is Correct. Total return includes all elements of return, both income and capital gains that have been realized and distributed, as well as any unrealized gains in the fund's underlying portfolio, which are reflected in NAV changes.


2. B is Correct. NAV slips once a distribution is made. Remember, though, shareholders still have their money--they simply now have some in the fund and some in cash.


3. A is Correct. While a fund's total return includes any income distributions made over the past 12 months, it also reflects any capital-gains distributions and NAV changes. Yield, meanwhile, measures income distributions only.

4. B is Correct.  Shareholders elect whether they want to take their distributions in cash or whether they want them reinvested, or put back, into the fund to continue to grow.

5. C is Correct.  When funds make distributions, you are none the poorer. Because you have chosen to reinvest, your distribution of $50 ($5 x 10 shares) buys 10 more shares at the new $5 NAV. You now have a total of 20 shares in the fund.
 

Course 104

1. B is Correct. You have some control over your taxes by buying and selling a fund, but fund managers decide when to buy and sell securities for the fund. They decide when to realize gains and make distributions. Fund shareholders have no control over those decisions.

2. A is Correct.  Even if your funds reinvest your distributions, you still have to pay taxes on the distributions. Moreover, funds that lose money in one year can pay out taxable distributions--remember our emerging-markets funds example?

3. C is Correct. Funds that own income-producing securities, such as bonds or high yielding stocks, pay out lots of income, and therefore aren't remarkably tax-efficient. In addition, stock funds with ultralow turnovers of 10% or less tend to be tax friendly.

4. A is Correct. If you buy a fund just before it makes a distribution, you'll pay taxes on that distribution, even though you haven't enjoyed any of the appreciation that led to that distribution.

5. C is Correct. If you're investing in a taxable account, it's wise to consider taxes when investing. However, don't let the tax tail wag the investment dog. What's most important is how much you keep after taxes, not how much Uncle Sam gets.

Course 105

1. B is Correct. Advisors can charge you a fee or get a commission from products, such as mutual funds, that they sell. They can also charge a combination of fees and commissions. They cannot, however, take a portion of the fund manager's fee.

2. C is Correct. Loads are commissions that are paid to advisors. Fund managers receive a portion of the fund's management fee.


3. A is Correct. There's just no reason to pay a load if you are not receiving financial advice. Either buy no-load funds directly through fund families, or invest through a no-transaction fee network (or fund supermarket).

4. C is Correct. There are no up-front costs with a no-transaction fee network. The networks charge funds for being included, and funds very often pass along these charges to all shareholders (whether or not they invest via a supermarket) in their expense ratios.

5. A is Correct. Investing all in one place makes recordkeeping easier and makes moving to and from funds a snap, too. And as long as you stick with one of the largest fund families, you'll have plenty of diversification options, too.

Course 106

1. B is Correct. Because stocks go up more often than they go down and because of the effects of compounding, market-timers can't just get their calls right half the time and outperform. They must be right two thirds of the time. That's a lot.


2. B is Correct. With a lump-sum investment you would have purchased the most shares at the lowest NAV--right at the beginning of the period.


3. C is Correct. The dollar-cost-averaging investor has probably accumulated more shares than either the timer or the lump-sum investor and had some uninvested cash on hand when the lump-sum investor was losing money.


4. A is Correct. In a rising market, a lump-sum investor will earn more than someone who is dollar-cost averaging into a fund will. However, dollar-cost averaging limits risk, instills discipline, and often allows investors to get into high-minimum funds for less.


5. C is Correct. You would want to invest as much as you can now, because the market is more likely to go up than down over the next 10 years. But we would recommend investing a little each month or each quarter, as well, so that you remain disciplined.


Course 107

1. B is Correct. Annual expenses cover managing and administering the fund, as well as marketing and brokerage expenses. Only certain funds charge redemption fees. Some fund families charge account-maintenance fees if your account value falls below a set amount.


2. C is Correct. If you're buying shares with front-end loads, you pay when you buy the fund. If you're buying shares with back-end loads, you pay when you sell the fund. If you're buying level-load shares, you pay a little bit each year.


3. A is Correct. Not all funds charge 12b-1 fees, but if they do, that cost is in the expense ratio. The expense does not include the costs of buying and selling securities (or brokerage fees), nor any borrowing costs (or interest expense).


4. C is Correct. Because the less the fund charges, the more you get to keep, and the better your returns tend to be.


5. A is Correct. You should pay less for fund types with a narrow range of returns, such as bond or large-cap stock funds. Look for funds with expense ratios of 1% or less. The range of returns is wider for small-cap or foreign funds, so you should expect to pay more.

Course 108

1. C is Correct. If funds have a team of managers working on the fund, they do not have to list all team members. The names of the board of directors typically appear in the Statement of Additional Information.


2. A is Correct. The Investment Objective section details whether the fund seeks long-term growth or income, for example. To find out what types of securities the fund invests in, go to the Strategy section. The Risk section describes the risks particular to this fund.


3. B is Correct. Although the prospectus does list management fees, those represent the money paid to the fund's advisor, not to its day-to-day manager.


4. B is Correct. While the prospectus provides a view of all fund costs--including management and operational fees, as well as any commissions--the SAI breaks down those costs into their components, such as the portion of 12b-1 fees paid to brokers.


5. B is Correct. You must request an SAI to receive one.


Course 109
1. B is Correct. Because your manager runs the fund day-to-day, you're most likely to find useful context in his or her letter. The president's letter tends to focus on economic and market trends. The footnotes provide details about the portfolio.


2. C is Correct. You want to know how your fund stacks up against some index as well as a set of peers.


3. A is Correct. Stocks are listed in the Portfolio Holdings section while an expense breakdown appears in the Statement of Operations. The Per-Share Data features a series of ratios such as annual expenses and turnover as well as per-share distributions and NAVs.


4. C is Correct. While some information about strategies such as shorting stocks may appear in the Portfolio Holdings section, your best bet is to scrutinize the footnotes for this information. Don't count on managers touching on these strategies in their letters.


5. C is Correct. While mutual fund documents such as prospectuses, SAIs, and shareholder reports are essential for smart fund analysis, don't rely strictly on fund company materials. Seek outside sources to help put your fund into context. 


