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QUESTION NO: 1

What do profits, equity and debt all have in common?

A. They are all reported on the balance sheet.

B. They are all sources of capital.

C. They all incur the same costs to the business.

D. Nothing. Each of these is a different financial metric.

ANSWER: B 

Explanation:

They are all sources of capital. A business can fund its operations, investments, and growth through internally generated 
funds, owner or shareholder funding, and borrowing. Profits become a source of capital when they are retained in the 
business rather than distributed to owners or shareholders. These retained earnings can finance assets, expansion, 
acquisitions, or working-capital requirements without requiring the company to obtain additional outside funding. Equity is 
capital supplied by owners or investors, typically in exchange for an ownership interest and a residual claim on the 
organization’s value. Debt is capital supplied by lenders and must generally be repaid under specified terms, often with 
interest. Although their accounting treatment, risk, claims on cash flow, and costs differ, each represents a way the 
organization obtains or preserves funding for business purposes. This distinction is useful in executive compensation 
because financial-performance measures and shareholder-return considerations are often evaluated in the context of how 
the organization is financed. The U.S. Securities and Exchange Commission explains that balance sheets present a 
company’s assets, liabilities, and shareholders’ equity, while retained earnings reflect accumulated profit retained in the 
business. See the SEC’s Annual Reports overview and its guide to reading financial statements.

QUESTION NO: 2

Which of the following best describes the most likely perspectives of different groups in the organization that compensation 
professionals must be aware of?

A. Investors and Finance want to see money spent wisely. Legal must ensure compliance, and HR and operating 
departments want to see their needs taken into account to attract, retain and motivate a high quality workforce.

B. Operating departments and HR understand the company must live within its means and Finance cannot allocate funds to 
a budget if it is likely that profitability will be adversely affected.

C. Investors want to maximize gains and want to see compensation tightly controlled and Legal needs to ensure that 
compensation plans do not attract undue scrutiny.

D. Operating departments view compensation as it applies to them, HR must balance available resources to attract, retain 
and motivate employees and Finance knows the value of a motivated workforce and will provide the budget necessary to 
achieve it.

ANSWER: A 

Explanation:

Investors and Finance want to see money spent wisely. Legal must ensure compliance, and HR and operating departments 
want to see their needs taken into account to attract, retain and motivate a high quality workforce. This accurately captures 
the distinct, sometimes competing stakeholder perspectives that shape compensation decisions. Investors generally focus 
on sustainable value creation and prudent use of organizational resources. Finance translates that concern into affordability, 
cost management, budgeting, and the financial consequences of pay programs. Legal focuses on whether compensation 
practices meet applicable laws, regulations, contractual requirements, governance expectations, and reporting obligations. 
HR and operating leaders are especially concerned with whether reward programs help the organization secure, engage, 
motivate, and retain the capabilities needed to execute business strategy. Effective compensation professionals recognize 
each perspective and design recommendations that balance external competitiveness, internal workforce needs, 
compliance, governance, and financial sustainability rather than treating compensation as solely an HR initiative. 
WorldatWork describes total rewards as an integrated approach that supports an organization’s ability to attract, motivate, 
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and retain talent, while executive-compensation governance also requires attention to shareholder interests and risk 
oversight. See WorldatWork’s Total Rewards Model and the U.S. SEC executive compensation resources.

QUESTION NO: 3

The Delta Company has experienced increased turnover in the past two years. Data from exit interviews indicate that most 
of those leaving did so for better opportunities and higher compensation. If Delta pays at the highest percentile of the market 
for their peer group, what data analysis should they do?

A. Additional quantitative analysis to determine whether pay rates are truly competitive or existing data are unreliable

B. Qualitative data collection to talk to key stakeholders and employees and determine whether the exit interviews accurately 
reflect their concerns

C. Qualitative data collection in the form of an employee survey with questions about employee satisfaction with pay levels

D. No additional data analysis is needed. Delta should increase pay rates based on the existing data to decrease turnover.

ANSWER: B 

Explanation:

Qualitative data collection to talk to key stakeholders and employees and determine whether the exit interviews accurately 
reflect their concerns is the appropriate next step. Delta’s stated market position creates an important inconsistency: if its 
jobs are genuinely positioned at the highest peer-market percentile, reported departures for higher compensation may not 
fully describe the underlying retention issue. Conversations with current employees, departing employees where feasible, 
managers, and other relevant stakeholders can clarify how people perceive the employment proposition and whether 
compensation concerns actually involve pay opportunity, incentives, job scope, career progression, workload, management 
practices, or comparisons with a different talent market. This approach also tests whether exit-interview themes are 
representative rather than relying on a single source of self-reported information. Strong turnover diagnosis combines 
available workforce data with direct employee insight so that the organization can identify the drivers it can address and 
avoid acting on an incomplete interpretation of “better opportunities.” The Chartered Institute of Personnel and Development 
emphasizes using exit information to understand reasons for leaving and identify retention actions; see its employee turnover 
and retention guidance. The U.S. Office of Personnel Management likewise describes employee surveys as a means to 
gather employee perceptions that inform organizational improvement; see OPM employee survey resources.

QUESTION NO: 4

What best describes the compensation philosophy?

A. The compensation committee’s interpretation of how employees can best meet business objectives

B. Guidelines that determine the administration of compensation programs

C. Statement of what the organization believes about how people should be paid

D. Principles that guide the design of compensation programs

ANSWER: C 

Explanation:

“Statement of what the organization believes about how people should be paid” correctly describes a compensation 
philosophy. A compensation philosophy is a concise, high-level articulation of an employer’s beliefs, values, and intended 
market position for rewarding employees. It establishes the rationale for pay decisions by expressing matters such as the 
desired relationship between pay and performance, competitiveness in relevant labor markets, internal equity, affordability, 
and the role of benefits or other total rewards. It is therefore an organizing statement of intent—not merely an operating 
procedure—and gives leaders a consistent foundation for making compensation decisions that support business strategy 
and talent needs. A clearly communicated philosophy also promotes transparency by helping employees and managers 
understand the organization’s overall approach to compensation. WorldatWork treats compensation as part of an integrated 
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total-rewards approach that aligns reward practices with organizational objectives and employee value. See WorldatWork for 
its total-rewards and compensation resources, and the SHRM employee compensation toolkit for guidance on developing 
and managing an organizational compensation approach.

QUESTION NO: 5

Which financial statement or combination of statements provide(s) the most comprehensive view of the company’s financial 
situation?

A. The balance sheet

B. The income statement

C. The cash flow statement and the income statement

D. The cash flow statement, along with the balance sheet and income statement

ANSWER: D 

Explanation:

The cash flow statement, along with the balance sheet and income statement, provides the most comprehensive view of a 
company’s financial situation because the three statements address complementary dimensions of financial performance 
and condition. The balance sheet presents the organization’s financial position at a particular date, including its assets, 
liabilities, and shareholders’ equity. The income statement reports revenues, expenses, and profitability over a reporting 
period, showing whether the organization generated earnings. The cash flow statement explains actual cash inflows and 
outflows from operating, investing, and financing activities. It also reconciles key period-to-period balance-sheet changes 
and helps users assess liquidity, cash-generation capacity, and how the business funds its operations and investments. 
Together, these statements enable an executive compensation professional to evaluate results, financial strength, capital 
structure, and the sustainability of performance rather than relying on a single measure such as reported earnings or ending 
cash. This integrated perspective is particularly important when assessing the financial measures that may inform incentive-
plan design and payout decisions. The U.S. Securities and Exchange Commission describes these core financial statements 
in its reporting guidance, and the IFRS Foundation’s IAS 1 overview describes the complete set of financial statements.

QUESTION NO: 6

A compensation committee is evaluating whether the chief executive officer’s realized compensation has been appropriately 
aligned with company performance. The company reported strong earnings in the current year, but its share price declined 
after investors reacted negatively to lower long-term growth expectations. What is the most appropriate committee analysis?

A. Assess current-year earnings only because they are the most direct measure of management performance

B. Assess the change in the company’s share price only because shareholder value is the sole relevant outcome

C. Compare the chief executive officer’s compensation only with the compensation of direct reports

D. Evaluate pay and performance over a multi-year period using both financial and shareholder-relevant outcomes

ANSWER: D 

Explanation:

Evaluate pay and performance over a multi-year period using both financial and shareholder-relevant outcomes is 
correct because a single year of earnings or share-price movement may not provide a complete view of the relationship 
between executive rewards and sustained value creation. The committee should consider the company’s performance trend, 
the measures used in incentive plans, the quality and durability of results, and relevant shareholder outcomes over an 
appropriate period.
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Current-year earnings alone may omit important information about expectations and long-term value. Share-price change 
alone can be affected by broad market factors and may not reflect the full operating record. Comparing compensation only 
with that of direct reports does not address whether the chief executive officer’s pay is aligned with enterprise performance.

QUESTION NO: 7

An executive annual incentive is based on performance during the fiscal year ending December 31. The amount is 
determinable from the approved formula at year-end, subject only to routine verification. The compensation committee 
formally approves the payout in February, and payment is made in March. Under accrual accounting, when should the 
company generally recognize the compensation expense?

A. During the fiscal year in which the executives performed and earned the incentive

B. In February, when the compensation committee formally approves the payout

C. In March, when cash is paid to the executives

D. In the following fiscal year because the final payout is not paid at year-end

ANSWER: A 

Explanation:

During the fiscal year in which the executives performed and earned the incentive is correct because the 
compensation obligation relates to services and performance during that fiscal year. When the amount is reasonably 
estimable and the performance conditions have been satisfied, the expense is accrued in the period in which it was earned. 
The later committee approval and cash payment affect the timing of authorization and settlement, not the underlying period 
in which the expense arose. Recognition in the payment year would misstate the cost of the performance period.

QUESTION NO: 8

What best describes a benefit of business executive with regard to career development?

A. The ability to display confidence and decisiveness that will inspire others and make you a better leader

B. A greater likelihood of promotion, especially when you are competing with individuals with more experience

C. Increased marketability, which will lead to qualification for opportunities outside of human resources

D. It is critical to your career development and a deficiency is very likely to hinder career advancement and success.

ANSWER: B 

Explanation:

A greater likelihood of promotion, especially when you are competing with individuals with more experience best 
captures the career-development benefit of business acumen. Professionals who understand how their organization creates 
value, makes strategic trade-offs, responds to market conditions, and evaluates financial and operational results can connect 
their recommendations to organizational priorities. That perspective helps decision-makers see the individual as someone 
who can contribute beyond technical functional knowledge. In promotion decisions, demonstrated business judgment may 
therefore distinguish a candidate who has less tenure from peers whose experience is longer but whose recommendations 
are less clearly aligned with business needs. For executive compensation professionals, this means being able to relate pay 
programs, performance measures, governance, and talent decisions to business strategy, shareholder interests, and 
sustainable organizational outcomes. WorldatWork identifies business acumen as a core capability for professionals working 
in total rewards and executive compensation because it supports strategic, credible advice to leaders. Building that capability 
strengthens readiness for broader responsibility and advancement. See WorldatWork’s Certified Executive Compensation 
Professional certification overview and its Total Rewards Model.
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QUESTION NO: 9

The XYZ Company opened a new manufacturing facility with a capital investment of 10,000,000. The cost to obtain the 
capital was 8%. In its first year of operations, the facility’s net operating profit after taxes was 10,500,000. What was the 
economic value added (EVA) using the EVA formula?

A. 500,000

B. 840,000

C. 8,000,000

D. 9,700,000

ANSWER: D 

Explanation:

9,700,000 is the economic value added. EVA measures the economic profit remaining after a business’s net operating profit 
after taxes covers the required charge for all capital invested in the operation. The standard calculation is:

EVA = Net Operating Profit After Taxes − (Invested Capital × Cost of Capital).

Here, the facility has invested capital of $10,000,000 and a capital cost of 8%. Its capital charge is therefore $800,000 
($10,000,000 × 0.08). Subtracting that charge from the first-year net operating profit after taxes of $10,500,000 produces 
EVA of $9,700,000 ($10,500,000 − $800,000). This positive EVA indicates that the facility generated operating profit above 
the return required by the providers of the capital used to establish it. In executive-compensation and performance-
management applications, EVA is useful because it incorporates both operating profitability and the opportunity cost of 
capital, helping distinguish value creation from profit that merely covers investors’ required return. For further discussion of 
the EVA framework and capital charge, see NYU Stern’s EVA overview and Corporate Finance Institute’s EVA definition and 
formula.

QUESTION NO: 10

What best describes a necessary skill and/or behavior in relation to business executive?

A. An understanding of the culture and subcultures of your organization

B. The capacity to manage multiple projects and priorities and meet deadlines

C. A willingness to take on additional duties and responsibilities when resources are limited

D. A thorough understanding of the products and/or services your organization provides

ANSWER: A 

Explanation:

An understanding of the culture and subcultures of your organization is a necessary skill for an executive 
compensation professional working with business executives. Executive-pay decisions must be workable within the 
organization’s actual decision-making environment, including its leadership norms, risk tolerance, degree of centralization, 
operating-unit differences, and informal influence networks. Understanding those cultural dynamics helps the practitioner 
frame recommendations in terms that leaders will find relevant, anticipate how different groups may interpret pay actions, 
and build support for programs that reinforce the organization’s intended values and strategy.

This capability is especially important because executive compensation is not merely a technical exercise in benchmarking 
or plan design. It requires trusted advisory interactions with senior leaders and informed judgment about how incentives, 
governance, performance expectations, and employee perceptions fit the organization. WorldatWork’s CECP credential 
focuses on the specialized knowledge and practical capability needed to address executive compensation matters in a 
business context. See WorldatWork’s CECP certification overview. The importance of aligning rewards with an 
organization’s culture and strategic context is also reflected in WorldatWork’s resources on the Total Rewards Model, which 
positions rewards as part of an integrated employment experience rather than an isolated pay practice.
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