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R #175
How does the inclusion of risk in the Capital Asset Pricing Model formula potentially limit its usefulness?

A. Tt distorts the inherent value of the stock

B. It relies on the accuracy of the stock's beta

C. 1t artificially inflates the required return

D. It makes it harder to choose a suitable benchmark

He:. B

MY

In CAPM, risk is represented through beta, which measures the sensitivity of a security's returns to movements in the market
portfolio. The model then estimates the required return as the risk-free rate plus a market risk premium scaled by beta. The practical
limitation is that beta is an estimate based on historical data and can be unstable over time, particularly when a conpany's business
model, capital structure, or market conditions change. Different estimation windows, data frequency, and choice of market index can
produce materially different beta values, leading to materially different required returns. This sensitivity reduces the reliability of
CAPM outputs for valuation and required return decisions, especially for less liquid stocks, newer companies, or firms that have
undergone structural change. CAPM is also built on simplifying assumptions such as investors holding diversified portfolios, a single-
period horizon, frictionless markets, and the idea that only systematic risk should be rewarded. In exams, the cleanest "usefulness"
critique tied directly to the inclusion of risk in the formula is that the model's risk nput depends heavily on beta accuracy.

HEE #176
How does 'relief at source' normally operate in relation to overseas dividend income?

A. A reduced rate of withholding tax is levied

B. A tax rebate is paid in cash

C. A credit is applied against a separate tax liability
D. A staggering of the tax levy is granted

HE: A

Y.

Relief at source for overseas dividend income typically operates by reducing the withholding tax applied to dividends at the source.
This is achieved through double taxation agreements (DTAs) between countries, which set out reduced tax rates for such income.
Exanple:If the standard withholding tax rate in a country is 30%, a DTA may reduce this to 15% for eligible nvestors.

Reference:

ICWIM, Topic: Cross-Border Taxation and Double Taxation Agreements.

OECD Model Tax Convention.

HAE #177
For what reason is holding bearer shares potentially disadvantageous?

A. They are more difficult to value

B. Because it is not possible to sell part of the holding

C. The loss of the certificate might equal loss of the person's investment
D. Investors prefer not being publicly named on a share register

HE. C

MY

Bearer shares are physical certificates that grant ownership, and the rights to those shares are with the bearer.

Ifthe certificate is lost or stolen, the mvestment could effectively be unrecoverable since ownership cannot be traced back to the
mnvestor.

* Not being publicly named (A): This is an advantage of bearer shares, not a disadvantage.



* Difficulty in valuation (C): Bearer shares' value is similar to registered shares based on market conditions.

* Tmpossible to sell part (D): Fractional transactions can still occur with bearer shares.

References:

* International Certificate in Wealth & Investment Management: Risks associated with different forns of equity ownership.
* Legal frameworks around bearer shares and their potential misuse in financial systems.

HEE #178
Establishing sufficient details about a client in order to give advice is known as:

A. Following know your customer procedures
B. Determining attitude to risk

C. Giving information on status disclosure

D. Assessing suitability and affordability

HE: A

dE:

* Know Your Customer (KYC)

* A regulatory process requiring firms to collect sufficient information about a client to ensure advice is appropriate.
* It involves understanding the client's financial situation, goals, and risk tolerance.

* Why the Answer is D

* Establishing sufficient client details is the essence of KYC. It ensures compliance with regulations and prevents mis-selling.
* Why Other Options are Incorrect

* A. Suitability and affordability: Part of KYC but does not encompass all aspects.

* B. Attitude to risk: A component of KYC but not the full procedure.

* C. Status disclosure: Refers to informing the client about the advisor's regulatory status, not client profiling,

* JCWIM Study Guide, Chapter on Regulatory Compliance: Details KYC as a cornerstone of financial advice.

* FCA Guidelines: KYC is a mandatory process in the UK's financial services.

ReferencesThus, the correct answer isD. Following know your customer procedures.

HE#179
ROCE can be used to establish which of the following?

A. Impact of borrowing costs on company performance
B. Returns generated from capital invested in the business
C. The net profitability of the business

D. Net profit in relation to the cost of sales

e B

=R

* ROCE (Return on Capital Employed)

* Measures the efficiency and profitability of a company relative to the capital invested in the business.

* Formula: ROCE=Earnings Before Interest and Tax (EBIT)Capital Employed\text{ROCE} = \frac

{\text{Earmings Before Interest and Tax (EBIT)} } {\text{Capital Employed} } ROCE=Capital EmployedEarnings Before Interest
and Tax (EBIT)

* Why the Answer is C

* ROCE specifically focuses on the returns generated from the capital base, providing insight into how effectively the business is
using its resources.

* Why Other Options are Incorrect

* A. Net profitability: Refers to net profit margins, not ROCE.

* B. Borrowing costs: ROCE ignores borrowing costs as it considers EBIT.

* D. Net profit in relation to cost of sales: Refers to gross profit margin, not ROCE.

* JCWIM Study Guide, Chapter on Financial Ratios: Covers ROCE and its applications.

* Corporate Finance Texts: Defines ROCE as a key performance metric.

ReferencesThus, the correct answer isC. Returns generated from capital invested in the business.
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