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Questions # 1:

Equities have a higher risk/reward profile when compared to many other asset classes. Their
use within a portfolio stems from:

Options:

O A.

The potential to counter inflationary effects

O B.

Their lower cost compared to other assets

O C.

The ability to align liabilities with profits from equities

O D.

Their low volatility when compared to bonds

Answer

A
Explanation

Equities are often used to hedge against inflation because they represent ownership in
real assets that can grow in value. Companies generally have the ability to pass on
inflationary costs to consumers, which can preserve or enhance their profitability and the
equity value.

Lower cost (B): Equities may incur higher transaction and management costs than other
asset classes.

Align liabilities (C): While equities offer returns, liability alignment is more relevant to
fixed-income assets.

Low volatility (D): Equities are more volatile than bonds or cash, making this statement
incorrect.

[References:, International Certificate in Wealth & Investment Management: Equities as
inflation hedges and their risk/reward profile., Historical analysis of equity performance in
inflationary periods., , , ,, ]
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Questions # 2:

The seller of an option is also known as the:

Options:
O A.
Holder

O B.
Writer

O C.
Taker

O D.

Provider

Answer

B
Explanation

In options terminology, the buyer is the holder because they hold the right, but not the
obligation, to buy or sell the underlying at the strike price. The seller is known as the
writer because they write the option contract and take on the obligation to deliver the
terms if the holder exercises. In return for accepting this obligation, the writer receives the
option premium upfront. The writer’s risk profile differs significantly from the holder’s. For
many option positions, the holder’s maximum loss is limited to the premium paid, while
the writer can face potentially large losses depending on the option type and whether the
position is covered or uncovered. This is why option writing is closely associated with
obligation, margin requirements, and risk controls. The terms taker and provider are not
standard examinable labels for the counterparty who sells the option. CISI-style questions
frequently test the correct technical vocabulary: holder buys the right, writer sells the
right and assumes the obligation.

Questions # 3:

Stablecoins are less prone to price fluctuations because:
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Options:

O A.

They do not use blockchain technology

O B.

Their price is in US Dollars

O C.

Their value is pegged to underlying assets
O D.

They are highly illiquid

Answer

C
Explanation

Stablecoin Characteristics:

Stablecoins reduce price volatility by pegging their value to stable underlying assets like
fiat currencies (e.g., USD) or commodities (e.g., gold).

This backing creates confidence in their value stability.
Elimination of Other Options:

A: Stablecoins use blockchain technology.

B: Pegging can occur in other currencies, not just USD.

D: Stablecoins are designed for liquidity, contrary to being illiquid.

[References:, ICWIM Module 6: Explanation of cryptocurrency types and characteristics., , ,
r 7 ]

Questions # 4:

Which one of the following is true of fundamental analysis? It seeks to establish:
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Options:

O A.

Long-term price trends of a security

O B.

Long-term volume trends of a security
O C.

The momentum of share prices

O D.

The intrinsic value of a security

Answer

D
Explanation

Fundamental analysis involves evaluating a security to determine its intrinsic value by
examining factors such as financial statements, economic conditions, and industry trends.
The goal is to identify whether the security is undervalued or overvalued compared to its
current market price.

[Reference:, ICWIM, Topic: Equity Analysis and Investment Decision Making., Benjamin
Graham's "The Intelligent Investor" on intrinsic value., , , , , ]

Questions # 5:

Which index tracking method requires a swap agreement?

Options:

O A.

Full replication

O B.

Stratified Sampling

o C.
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Synthetic Replication
O D.

Optimisation

Answer

C

Explanation

Synthetic replication uses derivative contracts (swaps) to track an index without directly
holding the underlying assets.

Why is Option C Correct?

The fund manager enters into a swap agreement with an investment bank.

The bank provides the return of the target index, while the fund pays a fixed rate or cash
return.

This is common for emerging markets or illiquid assets, where direct replication is difficult.
Why Not Other Options?

A (Full replication) —» Buys all index components, no swaps used.

B (Stratified sampling) —» Buys representative index samples, no swaps.

D (Optimisation) - Uses mathematical models to track an index, no swaps.

7?77 Reference: CFA Institute (Index Replication Strategies), CISI Wealth & Investment
Management.

Questions # 6:

An economy with two consecutive quarters of negative growth is considered to be in what
phase of the economic cycle?

Options:
O A.

Recession
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O B.
Slump

O C.
Depression
O D.

Inflationary

Answer

A
Explanation

A recession is defined as two consecutive quarters of negative GDP growth. It represents
an economic downturn where output, income, and employment decline.

Key Characteristics of a Recession:

Falling GDP - Two successive quarters of contraction.

Rising Unemployment - Businesses cut jobs due to weak demand.

Declining Consumer Spending - Households reduce purchases.

Lower Business Investment - Firms delay expansion plans.

Difference Between Recession and Depression:

A depression is a severe and prolonged recession (e.g., the Great Depression of 1929).

7?7?77 Reference: UK Office for National Statistics (ONS) GDP Reports, CISI Wealth &
Investment Management (Economic Cycles).

Questions # 7:

One advantage of an occupational pension scheme OPS is that:

Options:

O A.

Contributions and withdrawals are tax free
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O B.

The employee knows the level of retirement income

O C.

The employee sets up the scheme and chooses the investments
O D.

The employer contributes to the overall cost

Answer

D
Explanation

An occupational pension scheme is arranged through the employer and is a workplace
pension benefit for employees. A key advantage, compared with many personal
arrangements, is that the employer typically contributes to the scheme alongside the
employee. This employer contribution increases the total amount saved for retirement and
is often viewed as a valuable part of remuneration. Contributions and withdrawals are not
fully tax free; pension tax treatment involves rules on tax relief on contributions and
taxation of benefits when taken, so option A is incorrect. Knowing the level of retirement
income applies specifically to defined benefit schemes, not to occupational schemes in
general, because many occupational schemes are defined contribution and the outcome
depends on contributions, investment performance, charges, and retirement choices.
Employees also do not usually set up the scheme themselves; the employer establishes it,
and while employees may have some investment choices in defined contribution schemes,
that is not the defining advantage. Therefore, the consistent advantage across
occupational schemes is that the employer contributes to the overall cost.

Questions # 8:

A financial adviser has created and recommended a risk-targeted investment portfolio for a
client. What key factor drove the adviser’s decision that this was a suitable approach?
Options:

O A.

The client put equal emphasis on both growth and income needs

O B.
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A pre-defined band of acceptable volatility was identified for the client

o C.

The client expressed strong views on socially responsible investment

O D.

A specific target level of return was required by the client

Answer

B
Explanation

A risk-targeted portfolio is built around delivering returns within a defined risk profile,
typically expressed through a volatility range or risk band. The adviser’s suitability
decision is therefore driven by identifying the client’s acceptable level of risk and aligning
the portfolio’s expected variability of returns to that tolerance and capacity for loss. This
approach focuses on risk first, with asset allocation and fund selection designed to keep
portfolio behaviour within the agreed risk parameters over time, often supported by
ongoing monitoring and rebalancing. It is different from a return-targeted approach, where
achieving a required return is the starting point and risk is a constraint. Equal emphasis on
growth and income does not, by itself, justify a risk-targeted design, and socially
responsible preferences relate to investment constraints rather than the portfolio’s risk
framework. The defining feature, and the key suitability driver, is that a clear, pre-defined
band of acceptable volatility has been agreed with the client and the portfolio is
constructed to stay within that band.

Questions # 9:

Why might an expansionary fiscal policy lead to future inflationary pressures?

Options:

O A.

It causes higher interest rates

O B.

Workers demanding higher wages

O C.
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Due to a significant fall in private sector investment
O D.

Due to the effect of time lag

Answer

B
Explanation

Expansionary Fiscal Policy and Inflation:

Expansionary fiscal policy increases aggregate demand by boosting public spending or
reducing taxes.

This raises employment, leading to higher wage demands as workers negotiate for their
share of economic growth.

Higher wages increase production costs, causing inflationary pressures.

Elimination of Other Options:

A: Higher interest rates are associated with contractionary, not expansionary, policy.
C: Private sector investment typically rises, not falls.

D: Time lag affects the policy's impact but is not a direct cause of inflation.

[References:, ICWIM Module 1: Discussion on fiscal policy and its effects on inflation., , , , ,
]

Questions # 10:

Which currency is most heavily traded on international markets?

Options:

O A.

British pound sterling
O B.

US dollar
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O C.
Japanese yen
O D.

Euro

Answer

B
Explanation

The US dollar (USD) is the most heavily traded currency in the global foreign exchange
(forex) markets.

Global Reserve Currency: The USD is held as a reserve currency by central banks
worldwide, making it the most liquid and widely used currency.

Forex Trading Volume: According to the Bank for International Settlements (BIS), the USD
accounts for over 88% of global forex transactions.

Trade & Commodity Pricing: The USD is the primary currency for global trade, oil pricing,
and commodity transactions.

Safe Haven Currency: During economic uncertainty, investors move towards USD as a
stable asset.

??7?7? Reference: BIS Triennial Survey (2022), IMF Reports on Global Currency Reserves.

Questions # 11:

Last year’'s monthly returns for Portfolio A were 7%, 5%, -3%, 5%, 9%, 0%, 3%, 6%, -7%, -8%,
5%, 1%. What was the portfolio’s modal rate of return to the nearest whole percentage point?

Options:
O A.
0

O B.
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O C.

O D.

Answer

D

Explanation

Understanding Modal Rate of Return:

The mode is the most frequently occurring value in a dataset.

Portfolio A’s monthly returns: 7%, 5%, -3%, 5%, 9%, 0%, 3%, 6%, -7%, -8%, 5%, 1%.
5% appears three times, more than any other value.

Elimination of Other Options:

No other return appears more than once.

[References:, ICWIM Module 3: Statistical measures in portfolio performance., , , , , ]

Questions # 12:

An investor deposits €1,000 into an account that pays interest at the rate of 3% per year. If
the interest is credited to the account at the end of the year and the investor leaves the
money in the account for 5 years, how much money will be in the account at the end of the
fifth year?

Options:

O A.

€1,150.00

O B.

€1,157.63

O C.
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€1,159.27
O D.

€1,276.28

Answer

C
Explanation

Because the interest is credited at the end of each year and left in the account, the
investor earns compound interest. The correct approach is to apply the compound interest
formula: future value equals principal multiplied by one plus the annual rate raised to the
number of years. Here, the principal is €1,000, the annual interest rate is 3% or 0.03, and
the term is 5 years. The calculation is €1,000 x 1.03"5. Step-by-step, 1.03"2 is 1.0609,
1.0374is 1.060972 = 1.12550881, and multiplying once more by 1.03 gives
1.1592740743. Multiplying by €1,000 gives €1,159.2740743, which rounds to €1,159.27.
The main exam trap is using simple interest, which would add €30 each year and give
€1,150 after five years, but that ignores interest-on-interest. Therefore, the correct option
is €1,159.27.

Questions # 13:

Which one of the following would cause a shift to the right in aggregate demand?

Options:

O A.

A decrease in consumer confidence

O B.

An increase in expected inflation

O C.

Depreciation of the pound against other currencies
O D.

A decrease in expected inflation
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Answer

C

Explanation

Factors Shifting Aggregate Demand (AD) Rightward:

Depreciation of the pound makes UK exports cheaper and imports more expensive,
increasing net exports.

Higher net exports increase aggregate demand, shifting the curve to the right.
Elimination of Other Options:

A: Lower consumer confidence decreases consumption, shifting AD leftward.
B: Increased expected inflation may reduce real spending.

D: Lower expected inflation discourages spending.

[References:, ICWIM Module 1: Macroeconomic factors influencing aggregate demand., , , ,

1

Questions # 14:

Which of the following elements would be included in a recommendation report to a client?

Options:

O A.

Previous arrangements
O B.

Restrictions

O C.

Cost of living

O D.

Rate of inflation
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Answer

A
Explanation

A recommendation report for a client should contain comprehensive details of their
existing financial arrangements. This ensures that advice aligns with the client’s goals and
existing commitments. The inclusion of previous arrangements helps provide a full
financial picture and ensures the recommendations are appropriate.

[Reference:, ICWIM, Topic: Client Fact-Finding and Report Writing., , , , , ]

Questions # 15:

When analysing rates of return, why is a short-dated government bond considered to be the
risk-free rate?

Options:
O A.

Governments are considered unlikely to default

O B.

Investors can buy short-dated government bonds without risk
O C.

Government bonds are free from all types of risk

O D.

There is no tracking error when measuring the performance of government bonds

Answer

A

Explanation

Risk-Free Rate

The rate of return on an investment with virtually no risk of financial loss.

Short-dated government bonds are considered risk-free because governments, especially
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in developed economies, are deemed highly unlikely to default.
Why the Answer is A
Short-dated bonds minimize risks associated with duration (interest rate risk).

Governments can typically print money or increase taxes to meet debt obligations,
reducing default risk.

Why Other Options are Incorrect
B. Without risk: Investors still face inflation risk and currency risk.

C. Free from all risks: No investment is completely risk-free; risk is minimized, not
eliminated.

D. No tracking error: Irrelevant to the definition of a risk-free rate.

ICWIM Study Guide, Chapter on Risk Management: Defines the risk-free rate and its
attributes.

Economic Theory: Short-dated government bonds as benchmarks for risk-free rates.

ReferencesThus, the correct answer is A. Governments are considered unlikely to default.

Questions # 16:

The return on a whole-of-life unit-linked policy is:

Options:

O A.

Directly related to the performance of the insurance company's fund
O B.

Related to the Consumer Price Index (CPI)

O C.

Linked to the rate of inflation

O D.

Dependent on prevailing interest rates
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Answer

A
Explanation

A whole-of-life unit-linked policy is a permanent life insurance policy where the payout
depends on the investment performance of the underlying insurance fund.

How It Works:

Premiums are invested in unit-linked funds chosen by the policyholder.

The policy value fluctuates based on the fund’s performance.

Some policies offer a minimum guaranteed payout, while others fully depend on market
returns.

Why is Option A Correct?

The value of the policy directly tracks the investment performance of the insurance fund.
Why Not Other Options?

B (CPI) = Inflation affects purchasing power but does not directly determine returns.

C (Inflation-linked) = Some policies may be inflation-protected, but not all.

D (Interest rates) —» Returns depend more on equity or bond fund performance than
interest rates.

??7?? Reference: FCA Handbook (Insurance Conduct of Business), CISI Wealth & Investment
Management.

Questions # 17:

You are analysing two similar funds, A and B, which have similar returns. However, you notice
Fund B has a much higher standard deviation than Fund A. This implies that:

Options:
O A.
Fund A has taken much higher risks

O B.

Page 17 of 20



Fund B is significantly more profitable than Fund A
O C.

Fund B has taken much higher risks

O D.

Fund A is much cheaper than Fund B

Answer

C

Explanation

Standard deviation measures the volatility of returns. A higher standard deviation means
higher risk.

Key Concept:

Fund A (Lower Standard Deviation) = Lower Risk.

Fund B (Higher Standard Deviation) = Higher Risk.

Risk-Return Tradeoff: Fund B may not necessarily be more profitable, but it is riskier.

7?77 Reference: CFA Institute (Risk Metrics), CISI Wealth & Investment Management.

Questions # 18:

Which of the following is categorised as a soft commodity?

Options:
O A.
Copper
O B.

Oil

O C.

Lumber
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O D.

Natural gas

Answer

C
Explanation

Soft commodities are generally agricultural or cultivated products, or those that are grown
and harvested, rather than extracted from the ground. They often include food and fibre
products and other renewable resources. Lumber fits this definition because it is produced
from trees grown over time and then harvested and processed. Copper is a hard
commodity because it is a mined metal. Oil and natural gas are also hard commodities,
specifically energy commodities, because they are extracted. CISI-style questions
commonly test the distinction between soft commodities and hard commodities, with soft
commodities associated with agriculture and renewables and hard commodities
associated with metals and energy. The classification matters because supply drivers
differ: soft commodities are influenced by weather, planting cycles, disease, storage, and
seasonality, while hard commodities are influenced by extraction capacity, reserves,
geopolitics, and refinery or production constraints. Among the options provided, lumber is
the only soft commodity.
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