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Question 1

Question Type: MultipleChoice

Which of the following best describes the voting rights of most preferred shareholders?

Options:

A- They generally do not have them, but may gain them if dividends remain unpaid
B- They can be used on all corporate decisions alongside common shareholder votes
C- They are gained once investors hold shares for a certain period

D- They are required to approve any company mergers and acquisitions

Answer:
A

Explanation:

Most preferred shares carry limited or no ordinary voting rights because their principal
economic features are dividend priority and a preferential claim on assets upon liquidation.
Common shareholders ordinarily exercise the continuing voting rights used to elect directors
and decide other corporate matters. Option A therefore provides the best general description.

The rights attached to a preferred-share series are established by its specific terms. Some
preferred shares provide contingent voting rights when a defined event occurs. A common
example is the activation of voting rights after specified preferred dividends remain unpaid for
the period stated in the share provisions. These rights are protective and conditional; they do
not normally convert preferred shareholders into ordinary voting shareholders for every
corporate matter.

Option B incorrectly gives preferred shareholders the same continuing governance rights as
common shareholders. Option C is incorrect because voting rights are created by the share
terms and applicable corporate law, not merely by the length of ownership. Option D is also too
broad: preferred shareholders may have class voting rights when a proposed transaction affects
their legal rights, but they are not automatically required to approve every merger or
acquisition.

The Retail Securities syllabus specifically requires knowledge of preferred-share voting rights,
dividend rights and dissolution rights. CIRO's investor glossary confirms that preferred
shareholders generally have limited or no voting rights.
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Question 2

Question Type: MultipleChoice

An investor, a retiree seeking steady income and global diversification through managed
products, is wary of transparency issues and unexpected losses. Which of the following
statements best captures a key advantage and a key disadvantage of managed products for
achieving these goals?

Options:

A- Enhances diversification while limiting income flexibility

B- Provides global reach yet risks losses from currency fluctuations
C- Delivers consistent income but may obscure holdings details

D- Reduces loss potential but restricts geographic exposure

Answer:
B

Explanation:

Managed products can give an investor efficient access to securities, markets and geographic
regions that would be difficult or costly to assemble independently. A globally invested mutual
fund or exchange-traded fund may therefore provide broad international exposure and
diversification. That is the key advantage described in option B.

The corresponding disadvantage is foreign-currency risk. When overseas holdings are valued in
euros, pounds, yen or other currencies, movements against the Canadian dollar can increase or
reduce the Canadian-dollar return. A foreign investment may appreciate in its local market yet
still produce a loss for a Canadian investor if the foreign currency depreciates sufficiently.
Currency hedging can reduce this exposure, but hedging creates costs and may not eliminate
the risk completely.

Option C is defective because managed products do not guarantee consistent income.
Distributions can change, and portfolio values remain exposed to market conditions. Option D
incorrectly suggests that managed products inherently reduce loss potential and restrict
geographic exposure; many funds are designed specifically to broaden geographic exposure.
Option A does not identify the most relevant disadvantage presented in the scenario.

The Retail Securities syllabus requires analysis of managed-product exposure to income,
growth, asset classes, sectors, geography and diversification, together with the products'
advantages and disadvantages.
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Question 3

Question Type: MultipleChoice

An investor wants to make a redemption from a non-registered investment. What are the
potential tax consequences?

Options:

A- Capital gains taxes may apply on any profits realized from the redemption

B- There are no tax consequences and all the profits are retained by the investor

C- Redemption of the investment could lead to an increase in the investor's tax-deferred status
D- The investor may receive a tax deduction for redeeming their investment

Answer:
A

Explanation:

Redeeming an investment held in a non-registered account generally constitutes a disposition
for Canadian income-tax purposes. When the redemption proceeds exceed the investment's
adjusted cost base and applicable disposition expenses, the investor realizes a capital gain. The
taxable portion of that gain must be included in the investor's income under the applicable
capital-gains rules. Option A is therefore correct.

For example, where an investor redeems units for $20,000 with an adjusted cost base of
$15,000 and no additional selling costs, the capital gain is $5,000. The tax consequence arises
from the gain rather than from the entire redemption amount. If the proceeds are below the
adjusted cost base, the investor may instead realize a capital loss that can generally be applied
against eligible capital gains, subject to applicable tax rules.

Option B incorrectly assumes that non-registered redemptions have no tax consequences. Tax
deferral is normally associated with registered arrangements and is not increased merely by
redeeming a non-registered holding, eliminating option C. Redemption also does not ordinarily
create a tax deduction, making option D incorrect.

The CIRO syllabus expressly requires analysis of redemption tax consequences and application
of the Canadian capital-gains system, including gains, losses and strategies for minimizing tax
liabilities.
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Question 4

Question Type: MultipleChoice

The risk-free rate is 4%, the expected market return is 9%, and a security has a beta of 1.4.
Based on the Capital Asset Pricing Model, What is the security's expected return?

Options:
A-7.0%
B-9.0%
C-11.0%
D-12.6%

Answer:
C

Explanation:

Comprehensive and Detailed 150 to 250 words of Explanation From Retail Securities/Course
Guide/topics]:

The Capital Asset Pricing Model calculates expected return as follows:
Expected return = Risk-free rate + Beta (Market return Risk-free rate)
The market risk premium is:

9% 4% = 5%

Applying the security's beta:

Expected return = 4% + 1.4 5%

Expected return = 4% + 7% = 11%

Option C is correct.

A beta of 1.4 indicates that the security has greater systematic market sensitivity than an asset
with a beta of 1.0. CAPM therefore assigns it a larger risk premium than the market portfolio.
Option B ignores the security's above-market beta. Option D incorrectly multiplies the market
return itself by beta without first separating the risk-free return from the market risk premium.

CAPM prices systematic risk because market-wide risk cannot be eliminated through
diversification. Issuer-specific or unsystematic risk is not separately rewarded under the model
because a diversified investor can substantially reduce it. The resulting 11% is a model-based
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expected or required return, not a guaranteed future return.

CIRO's Retail Securities syllabus expressly requires candidates to understand asset-pricing
models and apply CAPM using the risk-free rate, beta and market risk premium.

Question 5

Question Type: MultipleChoice

What are the disadvantages of a private placement of securities?

Options:

A- Higher costs

B- Broad investor base
C- Regulatory oversight
D- Limited liquidity

Answer:
D

Explanation:

Limited liquidity is a principal disadvantage of private-placement securities. Unlike securities
actively traded on a public exchange, privately placed securities may have no established
secondary market, few prospective purchasers and substantial restrictions on resale. An
investor who needs to exit the position may therefore have to wait for a corporate transaction,
negotiated private sale, redemption event or expiry of applicable restrictions. Even when a
purchaser is available, the investor may need to accept a material discount.

A broad investor base is generally associated with a public distribution, not a private placement.
Private placements are usually offered to a restricted class of eligible investors under
prospectus exemptions. Regulatory oversight is not itself an investment disadvantage; securities
laws and dealer obligations continue to apply, although the disclosure framework may differ
from that of a public prospectus offering. Higher costs may arise in particular transactions, but
they are not the defining disadvantage across all private placements.

Liquidity is particularly important during suitability analysis because an investor may be unable
to sell the security when cash is needed or when the issuer's financial condition deteriorates.
The Retail Securities syllabus requires analysis of private equity, venture capital, alternative
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investments, investor eligibility, risks and advantages or disadvantages. CIRO enforcement
decisions have also repeatedly characterized private-placement holdings as thinly traded or
illiquid.

Question 6

Question Type: MultipleChoice

A client is comfortable accepting substantial market volatility and describes their risk tolerance
as high. However, the client plans to use most of the invested funds for a home purchase in 18
months and would be unable to replace a significant loss. Which risk profile should the
Registered Representative (RR) use when determining suitability?

Options:

A- High, because the client has expressly accepted substantial volatility

B- Low, because the client's risk capacity is lower than their risk tolerance

C- Medium, representing the average of risk tolerance and risk capacity

D- High, provided the recommended investment has sufficient expected return

Answer:
B

Explanation:

A client's overall risk profile must reflect both willingness to accept risk, known as risk
tolerance, and financial ability to endure loss, known as risk capacity. When those components
differ, CIRO guidance states that the overall risk profile should reflect the lower assessment.
Although the client is psychologically comfortable with volatility, the short time horizon and
dependence on the invested capital for a home purchase materially restrict the client's ability to
recover from a loss.

Averaging the two assessments would conceal the client's actual financial vulnerability. The RR
also cannot elevate the risk profile simply because a higher-risk investment might offer the
return needed to reach the client's objective. If the goal cannot reasonably be achieved within
the client's risk capacity, the RR should discuss alternatives such as reducing the purchase
budget, increasing contributions, extending the time horizon or using a more conservative
investment strategy.

The KYC record must accurately document the client's liquidity requirement, time horizon,
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financial circumstances and risk capacity. It must never be manipulated to justify a higher-risk
recommendation. CIRO's Retail Securities syllabus specifically includes risk tolerance, risk
capacity, risk need and the resolution of conflicts between expected returns and the client's
genuine risk profile.

Question 7

Question Type: MultipleChoice

Why is investment time horizon a key factor in portfolio construction?

Options:

A- Tt restricts clients from investing in certain asset classes

B- It determines the client's ability to withstand market fluctuations
C- It eliminates the need for periodic portfolio reviews

D- It ensures that all clients invest in long-term bonds

Answer:
B

Explanation:

Investment time horizon is the period before the client expects to require a significant portion of
the invested capital. It directly affects risk capacity because a client with a longer horizon
generally has more time to recover from temporary market declines. A client with a short
horizon may be forced to sell during adverse market conditions and may therefore have a
reduced ability to tolerate volatility. Option B correctly connects time horizon with the client's
practical ability to withstand market fluctuations.

Time horizon does not automatically prohibit particular asset classes, making option A too
absolute. Instead, it influences the proportion and type of assets that may be appropriate.
Option C is incorrect because every portfolio requires periodic review, particularly when the
client's circumstances, objectives, liquidity needs or risk profile change. Option D is also
incorrect because there is no universal requirement that clients invest in long-term bonds; long-
duration bonds can themselves experience material interest-rate volatility and may be
unsuitable for short-term needs.

The Retail Securities syllabus identifies investment time horizon as required KYC information
and as an input into risk-capacity assessment. It specifically links the client's ability to endure
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financial loss with financial circumstances, current investments, investment horizon and
liquidity needs. Portfolio construction must therefore align asset mix and volatility exposure
with the period during which the client can remain invested.

Question 8

Question Type: MultipleChoice

A client's strategic asset allocation is 60% equities and 40% fixed income. Following a strong
equity market, the portfolio becomes 72% equities and 28% fixed income. What action best
represents strategic rebalancing?

Options:

A- Purchase additional equities because they have recently performed well

B- Sell part of the equity allocation and purchase fixed-income investments

C- Replace all fixed-income investments with cash

D- Leave the portfolio unchanged because rebalancing eliminates growth potential

Answer:
B

Explanation:

Strategic rebalancing restores a portfolio toward its established long-term target allocation
after market movements cause the asset weights to drift. Because equities have increased from
the 60% target to 72%, the portfolio now carries more equity risk than the approved strategy
intended. Selling part of the equity allocation and directing the proceeds to fixed income moves
the portfolio back toward the 60/40 target. Option B is correct.

Option A would increase the overweight position and represents performance chasing rather
than disciplined rebalancing. Option C would materially change the strategic allocation and
could create excessive cash exposure. Option D ignores the risk-management purpose of the
target asset mix.

Rebalancing imposes a systematic discipline of reducing assets that have become overweight
and adding to assets that have become underweight. It can prevent a portfolio's risk profile from
changing unintentionally. However, the RR must consider transaction costs, bid-ask spreads,
taxes, liquidity and any significant changes in the client's KYC information before implementing
trades.
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Rebalancing is not automatically required after every small market movement. Firms may use
calendar-based reviews or tolerance bands. The Retail Securities syllabus includes strategic and
tactical asset allocation, asset-mix strategies, rebalancing benefits and implementation costs.

Question 9

Question Type: MultipleChoice

A client wants to buy a recreational vehicle costing $25,000 in 3 years. They plan to make
deposits of $630 at the start of each month into an investment account. What approximate
annualised return is required to achieve their goal?

Options:
A-10%

B- 8%

C- 6%
D-4%

Answer:

Explanation:

Because each $630 deposit is made at the start of the month, the cash-flow pattern is an annuity
due. There will be 36 deposits over three years. The future-value relationship is:

$25,000 =$630[((1 +r) 1) r] (1 + 1)

Solving for the monthly return produces approximately 0.52% per month. The nominal
annualised rate is approximately:

0.52% 12 = 6.24%

The corresponding effective annual return is approximately 6.42%. Both calculations are closest
to 6%, making option C correct.

Without investment growth, the client would contribute only:

$630 36 = $22,680
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The investment therefore needs to generate approximately $2,320 of additional value. Because
deposits occur at the beginning rather than the end of each month, every contribution earns one
additional month of return compared with an ordinary annuity. Treating the deposits as year-
end or month-end payments would produce an inaccurate required rate.

The Retail Securities syllabus specifically requires the application of time-value-of-money
calculations to determine the regular investment needed to meet a known future financial
objective or liability.

Question 10

Question Type: MultipleChoice

An investor contacts a Registered Representative (RR) to purchase a speculative stock that does
not align with the investor's low-risk tolerance. What is the RR's primary obligation?

Options:

A- Explain the risks, document the discussion, and mark the order as unsolicited

B- Execute the order immediately, because client instructions take priority

C- Inform the investor that the order will not be executed because it is unsuitable
D- Adjust the investor's know-your-client (KYC) profile to justify executing the order

Answer:
A

Explanation:

A client-directed order remains subject to suitability obligations even when the investment idea
originated entirely with the client. The RR must assess the instruction against the client's KYC
information and recognize that a speculative stock conflicts with the stated low-risk tolerance.
The RR must advise the client against proceeding, explain the nature and extent of the risk, and
normally recommend a suitable alternative.

If the client nevertheless insists on proceeding and the dealer permits the transaction, the RR
must accurately record the instruction as unsolicited and document the risk warning, the
suitability concern, any alternative presented and the client's decision. Option A most closely
represents these obligations.

Option B is incorrect because client instructions do not eliminate the RR's duty to perform and
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document the required assessment. Option C is too absolute: an unsuitable unsolicited order is
not automatically prohibited in every circumstance, although the dealer may decline it under its
policies or where legal or regulatory concerns exist. Option D would corrupt the KYC record.
KYC information must reflect the client's genuine circumstances and risk profile and cannot be
altered merely to rationalize a transaction.

CIRO guidance expressly states that marking an order unsolicited is not, by itself, sufficient.
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