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CISI International Certificate in Wealth & Investment Management 52 &
ICWIM & Bk 5 7 (Q210-Q215):

HR #210
The difference between principal trading and agency trading is that an agent:

A. Will usually execute the order against their own trading book
B. Does not always offer best execution

C. Charges commission on the deal

D. A to profit from the bid-offer spread

A -
In agency trading, the firm acts as an intermediary on behalf of the client, arranging the transaction in the market rather than trading
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fromits own inventory. The firm's role is to execute the client's order and it is typically remunerated by a commission or explicit fee
for that service. This contrasts with principal trading, where the firm trades using its own trading book and becomes the counterparty
to the client. In principal trades, the firml's economic reward is commonly embedded in the price, often through the bid-offer spread
or a mark-up or mark-down, and this structure can create different conflicts of interest and best execution considerations. Option A
describes principal trading, not agency. Option C also aligns more with principal dealing, where the dealer's spread is the source of
profit. Option B is incorrect because best execution obligations apply and the firm must take sufficient steps to obtain the best
possible result for the client within the applicable execution policy. The clearest distinguishing feature for an agent in this question set
is that an agent charges commission.

B #211
Standard deviation is used when analysing portfolios because it:

A. Identifies underperformng assets

B. Identifies profitable trades

C. Allows for a comparison of volatility

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

EfE: C
R -

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

HM #212
‘Why might a portfolio manager use an equity fnd rather than direct equity investment within a portfolio?

e A To benefit from changes in volatility

¢ B. In order to reduce ongoing charges

¢ C. To gain exposure to a specialist sector
¢ D. To avoid paying capital gains tax

Ef#: C

fi .-

Equity funds allow portfolio managers to efficiently access a specific market or sector that may otherwise require significant
resources and expertise to invest in directly. For instance, a fnd specializing in renewable energy provides exposure to that sector
without the need for individual stock selection.

* Avoiding capital gains tax (A): This is not applicable because flnds do not inherently avoid tax obligations.

* Reducing ongoing charges (C): Funds typically have higher fees than directly holding equities.

* Changes i volatility (D): While funds manage diversification, they do not specifically capitalize on volatility.

References:

* International Certificate in Wealth & Investment Management: Section on mutual funds and specialized investment funds.

* Use of flnds for sectoral or thematic investment strategies.

B #213
According to modern portfolio theory, when a portfolio is effectively diversified:

A. Systematic risk is significantly reduced

B. Inherent risk is replaced by operational risk
C. Operational risk is replaced by inherent risk
D. Unsystematic risk is significantly reduced

IEf#: D

A -

Modem portfolio theory distinguishes between systematic risk and unsystematic risk. Systematic risk is market-wide risk that affects
most assets, such as recession risk, inflation shocks, or broad interest rate changes. This type of risk cannot be eliminated simply by
holding more securities because it is driven by common economic factors. Unsystematic risk, also called specific or idiosyncratic



risk, relates to individual companies, sectors, or issuers, such as management failure, product issues, litigation, or a single borrower
default. Effective diversification reduces unsystematic risk because the negative impact of one holding is offset by other holdings that
are not perfectly correlated. As the number of holdings increases and exposures are spread across sectors and issuers, the
portfolio's specific risk is diluted, leaving the investor primarily exposed to systematic risk. CISI questions often test this exact
distinction and the implication that diversification is a risk-reduction tool, but it does not remove market risk. The operational and
inherent risk options are distractors and do not describe the core MPT risk decomposition.

HH #214
Having prepared recommendations via a report, why would an adviser suggest a face-to-face meeting with their client?

A. So that the client can review the adviser's qualifications

B. To establish the client's tax position

C. In order to collect fees prior to implementation of the recommendations
D. To afford the opportunity to clear up any misunderstandings

Ef#: D

A -

A face-to-face meeting ensures that clients fully understand recommendations and can ask questions to clarify any doubts.
* Why is Option D Correct?

* Complex financial products require explanations in simple terms.

* Clients may have concerns about risk, fees, or mvestment strategy.

* Regulatory bodies (e.g., FCA) emphasize client understanding in financial advice.

* Why Not Other Options?

* A (Collect fees) # Fees must be disclosed before services are provided.

* B (Establish tax position) # This should be determned before making recommendations.

* C (Review adviser qualifications) # While qualifications matter, the main purpose is clarity.

# Reference: FCA Handbook (Suitability & Client Commumications), CISI Wealth & Investment Management.
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