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Questions # 1:

Standard deviation is used when analysing portfolios because it:

Options:

O A.

Allows for a comparison of volatility

O B.

Identifies profitable trades

O C.

Makes it easier to track the performance against a benchmark
O D.

Identifies underperforming assets

Answer

A
Explanation

Standard deviation measures the volatility of returns, helping investors compare the risk
levels of different portfolios or assets. A higher standard deviation indicates greater
uncertainty in returns, which can signify higher risk.

[Reference:, ICWIM, Topic: Risk Management and Portfolio Analysis., CFA Curriculum: Risk
Metrics and Standard Deviation., , , ]

Questions # 2:

It is impossible to diversify against:

Options:
O A.

Currency risk
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O B.

Credit risk

O C.
Liquidity risk
O D.

Market risk

Answer

D
Explanation

7?7?77 Reference: Modern Portfolio Theory (MPT), CFA Institute (Systematic Risk).

Questions # 3:

Which factor forms the basis of an appropriateness test?

Options:

O A.

Age

O B.
Experience
O C.
Qualifications
O D.

Wealth

Answer

B
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Explanation

The appropriateness test, as outlined in financial regulations like MiFID II, evaluates
whether a client has the necessary knowledge and experience to understand the risks
of a financial product or service. This is particularly applicable when a client is investing in
complex or non-advised products.

Age (A): While relevant to certain suitability tests, age is not a determinant of
appropriateness.

Qualifications (C): Although qualifications may indicate some level of
understanding, they are not a core requirement for the test.

Wealth (D): Wealth does not equate to investment knowledge or experience.

References:

International Certificate in Wealth & Investment Management: Section on MiFID Il
regulations and appropriateness tests.

Regulatory guidelines for evaluating client risk understanding.

Questions # 4:

A market which employs an electronic order book to match buyers with sellers in strict order
by price is known as:

Options:

O A.

Order-driven

O B.

Quote-driven

O C.

On-exchange

O D.

Over-the-counter
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Answer

A
Explanation

In an order-driven market, an electronic order book is used to match buy and sell orders
based on strict price and time priority. This system ensures transparency and fair pricing
since all orders are visible to market participants.

[Reference:, ICWIM, Topic: Market Structures and Trading Mechanisms., Examples include
London Stock Exchange (LSE) SETS and NASDAQ., , , ]

Questions # 5:

In what circumstances would a central bank use its foreign reserves in the currency markets?

Options:

O A.

To lower the rate of inflation

O B.

To control the money supply

O C.

To influence the nation's currency
O D.

When influencing the short-term interest rate

Answer

C
Explanation

Central Bank Actions with Foreign Reserves

Central banks use foreign reserves to intervene in currency markets to stabilize
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or influence their nation’s currency exchange rate.

This can involve buying or selling foreign currencies.
Why the Answer is C

Currency interventions aim to manage exchange rate volatility, maintain
competitiveness, or stabilize the currency during economic shocks.

Why Other Options are Incorrect

A. Inflation: Not directly controlled through currency market interventions.

B. Money supply: Managed through monetary policy tools like open market
operations.

D. Short-term interest rates: Controlled through domestic monetary policy,
not foreign reserves.

ICWIM Study Guide, Chapter on Monetary Policy: Explains the use of foreign
reserves for currency stabilization.

Central Banking Principles: Discusses currency interventions.

ReferencesThus, the correct answer is C. To influence the nation's currency.

Questions # 6:

When an investment manager manages and makes changes to a portfolio without referring to
the client, this is known as:

Options:

O A.
Execution-only
O B.

Advisory dealing

O C.
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Discretionary
O D.

Financial planning

Answer

C
Explanation

Discretionary Management Defined:

In discretionary management, the investment manager is authorized to make
decisions and implement changes in a portfolio without client consultation.

This requires a pre-agreed mandate outlining the client's goals and risk
tolerance.

Elimination of Other Options:

A: Execution-only involves the client making all decisions without advice.
B: Advisory dealing requires client approval for transactions.

D: Financial planning is broader and focuses on comprehensive client goal-
setting, not direct portfolio management.

References:

ICWIM Module 4: Explanation of portfolio management styles.

Questions # 7:

In economics, costs are defined as:

Options:

O A.
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Opportunity
O B.
Financial

O C.

Normal profit
O D.

Minimum efficient scale (MES)

Answer

A
Explanation

Definition of Costs in Economics

Costs in economics are defined as opportunity costs, which represent the
value of the next best alternative foregone when a decision is made.

Examples

If a business invests in Project A, the opportunity cost is the potential return
from Project B, which was not pursued.

Why the Other Options are Incorrect
B. Financial: Financial costs are explicit, but economics considers opportunity

costs as broader.

C. Normal Profit: Normal profit is a component of total costs but not the
definition of "costs" itself.

D. MES (Minimum Efficient Scale): Refers to the production scale at which
average costs are minimized, unrelated to cost definition.

ICWIM Study Guide, Chapter on Economic Principles: Emphasizes opportunity cost
as the core definition.
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Economic Textbooks: Widely recognize opportunity cost as the key concept in cost
theory.

ReferencesThus, the correct answer is A. Opportunity.

Questions # 8:

When a hedge fund puts together an equity arbitrage position, it will seek to balance
respective:

Options:
O A.
Alphas

O B.
Betas

O C.
Deltas

O D.

Gammas

Answer

B
Explanation

Equity arbitrage strategies involve balancing betas to hedge risk while profiting from
pricing inefficiencies.

Key Concept:

Beta measures systematic risk (market-related risk).

Equity arbitrage strategies aim to neutralize beta while profiting from
pricing anomalies.
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Example:

A hedge fund buys an undervalued stock and shorts an overvalued
stock with matching betas, ensuring market-neutral exposure.

7777 Reference: CFA Institute (Hedge Fund Strategies), CISI Wealth & Investment
Management.

Questions # 9:

Which of the following investments is most suitable for a customer who desires income rather
than capital gain and who is risk-averse?

Options:

O A.

Low coupon long-dated gilts
O B.

High coupon short-dated qgilts
O C.

Deferred shares

O D.

Convertible preference shares

Answer

B
Explanation

Why High Coupon Short-Dated Gilts?

Gilts are UK government bonds and are considered low-risk investments.

High coupon provides a steady income stream, ideal for income-seeking
investors.
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Short-dated gilts reduce interest rate risk, suitable for risk-averse clients.

Why the Other Options are Incorrect

A. Low coupon long-dated gilts: Offer lower income and are more sensitive
to interest rate changes, increasing risk.

C. Deferred shares: Generally high-risk and designed for capital growth, not
immediate income.

D. Convertible preference shares: More volatile and often tied to company
performance, unsuitable for risk-averse clients.

ICWIM Study Guide, Chapter on Fixed-Income Securities: Highlights the suitability
of gilts for income-seeking, risk-averse investors.

UK Bond Market Analysis: Confirms the low-risk nature of short-dated gilts.

ReferencesThus, the correct answer is B. High coupon short-dated gilts.

Questions # 10:

Which of the following underlies the pillars of risk tolerance?

Options:

O A.

Psychological traits
O B.

Sociological traits
O C.

Education

O D.

Experience
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Answer

A
Explanation

Risk Tolerance Defined

Risk tolerance is the degree of variability in investment returns that an investor
is willing to withstand.

Pillars of Risk Tolerance

Psychological Traits: Key determinants of how much risk an individual can
emotionally handle.

Includes traits like optimism, pessimism, and loss aversion.

Other Factors (Secondary): Experience, education, and financial goals play
roles, but they do not directly "underlie" the core risk tolerance.

Example

Two investors with identical knowledge and experience may have different risk
tolerances due to differing psychological profiles.

ICWIM Study Guide, Chapter on Risk Profiling: Highlights psychological traits as the
foundation of risk tolerance.

Behavioral Finance Theory: Psychological biases and emotional traits shape risk
appetite.

ReferencesThus, the correct answer is A. Psychological traits.

Questions # 11:

If an investor expects to receive a bullet payment, they are likely to be invested in a:
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Options:

O A.

Treasury bond

O B.

Zero coupon bond
O C.

Convertible bond
O D.

Premium bond

Answer

B
Explanation

Understanding Bullet Payments:

A bullet payment is a single payment of principal and interest at maturity.

Zero coupon bonds do not provide periodic interest payments, making them
associated with bullet payments.

Elimination of Other Options:

A: Treasury bonds typically pay semiannual interest.
C: Convertible bonds may have periodic interest.

D: Premium bonds involve prize draws, not bullet payments.

References:

ICWIM Module 3: Coverage of fixed income securities and payment structures.

l
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Questions # 12:

If someone in a fiduciary position has personal or professional interests that compete with
their duty to act in the client’s best interest, this is called:

Options:

O A.

Discretionary management

O B.

A regulatory breach

O C.

Full disclosure

O D.

A conflict of interest

Answer

D
Explanation

Conflict of Interest Definition:

A fiduciary position requires prioritizing the client's best interest. When
personal or professional interests compete with this duty, it constitutes a
conflict of interest.

Such conflicts can undermine the trust and integrity of the fiduciary
relationship.

Elimination of Other Options:

A: Discretionary management is unrelated to fiduciary conflicts.

B: A regulatory breach may occur if the conflict is not disclosed but is not
inherently the conflict itself.
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C: Full disclosure is a way to manage conflicts, not the conflict itself.
References:

ICWIM Module 5: Coverage of fiduciary responsibilities and managing conflicts of
interest.

Questions # 13:

Why do investors demand a risk premium?

Options:

O A.

To cover the tax payments on profitable trades
O B.

So that they can outperform the benchmark

O C.

To cover the expenses of the fund manager

O D.

To compensate them for accepting additional risk

Answer

D
Explanation

A risk premium is the additional return investors require for taking on higher risk.

Formula: Risk Premium=Expected Return—Risk-Free Rate\text{Risk Premium} =
\text{Expected Return} - \text{Risk-Free
Rate}Risk Premium=Expected Return—Risk-Free Rate

Why It Exists:
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Riskier investments (e.qg., stocks, high-yield bonds) must offer higher returns
to attract investors.

Lower-risk assets (e.g., government bonds) have lower expected returns.

Example:

If a government bond yields 2%, but an equity portfolio yields 8%, the equity
risk premium is 6%.

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