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Which of the following accurately describes a key characteristic of mutual fund trusts?

A. They are subject to a flat tax rate, regardless of the income they generate

B. They invest in a diversified portfolio of assets and pass on income to unitholders

C. They issue shares that can be traded on the stock exchange, similar to stocks

D. They are restricted to investing in government bonds and cannot hold equity investments

Answer: B

Explanation:

A mutual fund trust is a pooled investment vehicle in which investors hold units rather than
conventional corporate shares. Investor money is pooled and invested according to the fund's stated
mandate, which may include equities, fixed-income securities, money-market instruments or other
eligible assets. Diversification is a common advantage because a single investor can obtain exposure to
many underlying investments through one fund.

The tax structure is also important. Department of Finance materials describe mutual fund trusts as
commonly used vehicles for “pooling and investment of funds” and recognize their conduit nature.
Income and capital gains allocated by the trust to its unitholders can generally be deducted by the trust
and are then reported by the unitholders for tax purposes. CRA confirms that investors holding mutual
fund trust units generally receive a T3 slip reporting allocated income and gains.

Ais incorrect because the taxation of mutual fund trusts is not based on a universal flat tax rate. C more
closely describes exchange-traded corporate securities; conventional mutual fund trust units are
generally purchased and redeemed based on NAV rather than traded continuously like ordinary stocks.
D is plainly incorrect because mutual fund trusts can invest in numerous asset classes, including equities.
The CIRE syllabus specifically requires knowledge of mutual fund trusts, mutual fund corporations,
diversification, taxation, risks and returns .

Study Guide Reference: CIRE Elements 7.7-7.10 — mutual fund trusts, pooled products, managed-
product structures and taxation.

A company's financial analyst is reviewing the company's financial status as of the end of the fiscal year.
Which financial statement will provide the necessary details about the company's assets and liabilities at
that specific point in time?

A. Income Statement

B. Statement of Comprehensive Income
C. Statement of Financial Position

D. Statement of Cash Flows
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Answer: C

Explanation:

The Statement of Financial Position, traditionally called the balance sheet, presents an entity's financial
position at a specific reporting date . Its principal components are assets, liabilities and shareholders'
equity. This makes it the appropriate financial statement for determining what the company owns, what
it owes and the residual equity attributable to shareholders at fiscal year-end.

IAS 1 identifies a complete set of financial statements as including a “statement of financial position as
at the end of the period.” CPA Canada similarly explains that a balance sheet shows assets, liabilities and
equity as at year-end , distinguishing it from statements reporting activity over a period.

A and B measure financial performance over a period, principally through revenues, expenses, profit or
loss and other comprehensive income. D reports cash inflows and outflows during the period and
classifies them into operating, investing and financing activities. None of those provides the same point-
in-time representation of assets and liabilities.

For investment analysis, the Statement of Financial Position is essential for examining liquidity, leverage,
working capital, capital structure, asset composition and financial solvency. The CIRE syllabus specifically
identifies financial position, comprehensive income, changes in equity and cash flow as the principal
financial statements used for company analysis.

Study Guide Reference: CIRE Element 5.6 — Financial Statements and Company Performance Analysis.

An Investment Dealer is helping a new client open a derivatives trading account. During the application
process, what information about the client must the dealer obtain to meet regulatory requirements in
Canada?

A. The client's understanding of derivatives and previous trading experience

B. A signed acknowledgment of the dealer's trading policies and procedures

C. The client's financial goals and past trading account performance

D. The client's employment information and financial background to assess product suitability

Answer: A

Explanation:

Derivatives can involve leverage, nonlinear exposure, margin obligations and potentially substantial
losses, so an Investment Dealer must establish whether the client possesses an appropriate level of
investment knowledge and relevant trading experience for the derivatives strategies contemplated.
CIRQO's supervisory competency framework specifically identifies as a regulatory concern an applicant
seeking to use derivatives strategies without an appropriate level of “knowledge and trading
experience.”

Current IDPC Rule 3251 requires the Dealer, before the initial derivatives transaction, to obtain a
completed derivatives account application, obtain a signed derivatives trading agreement, provide the
prescribed risk disclosure document and obtain written supervisory approval. The designated Supervisor
must assess whether the proposed strategies are appropriate having regard to the client's personal and
financial circumstances, objectives, investment knowledge , risk profile and time horizon.
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D describes information that is also relevant to general KYC obligations, but it is not the most
derivatives-specific answer presented. A directly addresses whether the client understands the
characteristics and risks of derivatives and has relevant experience. B incorrectly substitutes
acknowledgement of internal Dealer policies for the required derivatives documentation. C improperly
focuses on historical account performance rather than regulatory knowledge and suitability factors.
The CIRE syllabus expressly lists the Derivatives Account Application and related documentation as
mandatory study areas.

Study Guide Reference: CIRE Element 8.7 — derivatives account administration; IDPC Rules 3250-3252.

An investment analyst is explaining the characteristics of principal-protected notes (PPNs) to a client.
Which of the following is a key feature of a PPN?

A. It involves a high level of risk, similar to equity investments
B. It guarantees the return of the initial investment at maturity
C. It provides guaranteed returns above the market average

D. It offers no protection against the principal investment

Answer: B

Explanation:

A principal-protected note (PPN) is a structured debt product designed so that, subject to the terms of
the note and the creditworthiness of the guarantor or issuer, the investor's original principal is
protected if the note is held to maturity . CSA investor material describes a PPN as consisting partly of an
investment that promises the return of the investor's original amount after the specified term, with a
guarantor supporting that amount.

The second component typically provides exposure to an index, fund or other market-based investment,
creating the potential for additional return. Importantly, that additional return is not guaranteed . CIRO
guidance also emphasizes that principal protection is normally dependent on holding the PPN until
maturity; early redemption may cause the investor to lose the protection and incur additional charges.

B is therefore the defining feature. A overstates the risk because principal protection distinguishes PPNs
from direct equity ownership, although PPNs still involve liquidity, credit, complexity and opportunity-
cost risks. Cis incorrect because returns above principal are not guaranteed. D directly contradicts the
product's defining characteristic.

Within the CIRE syllabus, PPNs fall within structured products, for which candidates must know their
features, risks, returns, costs and disclosure requirements.

Study Guide Reference: CIRE Element 7.12 — Structured Products, including principal-protected
structures.

An investment advisor for a discretionary account purchased a stock then realized it was not aligned
with the client's know-your-client (KYC) documentation. The stock is sold for a small gain. What should
the advisor do?
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A. Conceal the error to avoid any reputational damage

B. Reinvest the proceeds in a stock that does align to offset the issue
C. Notify the client and document the error as per firm policy

D. The incident is reasonable practice with no further action needed

Answer: C

Explanation:

This question closely parallels an official CIRO CIRE practice-exam item . In CIRO's version, a Portfolio
Manager purchases a security in a discretionary account, discovers that it does not align with the client's
KYC information, and sells it for a small loss. The prescribed response is “Notify the client and document
the error as per firm policy.” CIRO's official answer key confirms that response as correct.

Changing the outcome from a small loss to a small gain does not change the regulatory principle . The
problem is the unsuitable or erroneous discretionary transaction, not whether market movement
happened to produce a profit. Discretionary authority must be exercised consistently with the client's
KYC information and applicable suitability obligations. When an error occurs, transparency, accurate
books and records, supervisory escalation where required, and compliance with the Dealer's error-
correction procedures are essential.

Ais unacceptable because concealment compromises client protection, record integrity and supervision.
B does not correct the original compliance failure; simply making another investment can obscure rather
than properly address the error. D is incorrect because profitability does not convert an inappropriate
discretionary transaction into acceptable practice.

The CIRE syllabus specifically includes correcting errors , KYC, suitability and discretionary accounts.
Study Guide Reference: CIRE Elements 3.1-3.2, 3.11 and 6.9 — KYC, suitability, correcting errors and
discretionary accounts.

An investor is considering investing in a private equity fund. Which of the following features is most
commonly associated with private equity funds?

A. They involve actively managing and improving the performance of portfolio companies before exiting
B. They offer immediate returns with minimal risk, providing quick liquidity similar to publicly traded
securities

C. They are usually structured like mutual funds and offer daily trading opportunities, providing high
liquidity to investors

D. They typically invest in publicly traded stocks and rely on market liquidity to generate returns

Answer: A

Explanation:

Private equity funds generally invest directly in private businesses—or acquire public businesses and
take them private—with the objective of increasing enterprise value over a multi-year holding period
and ultimately exiting the investment at a profit . BDC describes private equity investors as typically
seeking significant ownership or control, improving the company's value, and later realizing that value
through a sale, merger or public offering.
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Private equity managers may actively influence strategic direction, management, financing, operations,
acquisitions, cost structures and growth initiatives. The investment is therefore commonly more hands-
on than simply holding publicly traded securities. Exit mechanisms can include sale to another company,
sale to another financial investor, recapitalization or an initial public offering.

B and C are incorrect because private equity is generally illiquid , with investor capital often committed
for several years rather than redeemable or traded daily. Government of Canada material on private
investment funds similarly explains that investments can remain effectively locked in until an exit event
such as an acquisition or IPO. D describes conventional public-equity investment rather than the
characteristic private-company investment model.

Within the CIRE framework, these characteristics fall within the study of alternative investment funds,
whose features, risks, returns, advantages, disadvantages, costs and disclosure requirements candidates
must understand.

Study Guide Reference: CIRE Element 7.12 — Alternative investment funds and other investments.

Canadian Registered Representatives (RRs) providing investment advice to U.S. clients may need to do
which of the following?

A. Restrict advice to U.S. clients only to Canadian securities and avoid U.S. products
B. Provide the relationship disclosure to the client within 5 business days

C. Rely solely on Canadian registration and exemptions to advise U.S. clients

D. Register with the U.S. Securities Exchange Commission or state authorities

Answer: D

Explanation:

A Canadian Registered Representative dealing with clients resident in the United States must consider
U.S. federal and state securities registration requirements , not merely Canadian registration. Therefore,
D is the correct examination answer . CIRO specifically includes within the CIRE syllabus the requirement
to remember the “procedures and requirements for working with clients residing in the United States
and other foreign jurisdictions.”

Under U.S. securities law, foreign broker-dealers that solicit or induce securities transactions involving
persons in the United States generally face U.S. broker-dealer registration requirements unless a valid
exemption applies. The SEC explains that foreign broker-dealers operating from outside the United
States may be required to register when soliciting U.S. persons. Limited exemptions exist under SEC Rule
15a-6, including certain unsolicited transactions and specified dealings with qualifying institutional
investors.

Canadian registration alone therefore does not automatically authorize an RR or dealer to conduct
advisory or securities business with U.S.-resident clients. Applicable state requirements must also be
reviewed; the SEC expressly notes that broker-dealers must comply with relevant state law as well as
federal law .

A, B, and C incorrectly substitute product restrictions, an unrelated disclosure deadline, or Canadian
authority for the required cross-border regulatory analysis.

Study Guide Reference: CIRE Element 3.17 — Scope of Client Relationships: U.S. and other foreign-
jurisdiction clients .
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Which of the following best describes the key difference between a call option and a put option in an
options contract?

A. A call option lets the holder sell, and a put option lets the holder buy, an asset at a set price

B. A call option gives the holder the right to sell an asset; a put option allows buying at market price
C. A call option allows the holder to buy, while a put option allows the holder to sell, at a fixed price
D. A call option buys at a fixed price; a put option gives the holder rights to future dividends

Answer: C

Explanation:

An option gives its holder a right, but not an obligation , relating to an underlying asset. A call option
gives the holder the right to buy the underlying asset at the predetermined exercise or strike price. A
put option gives the holder the right to sell the underlying asset at the strike price. CIRO states this
distinction directly: a call provides the right to buy, while a put provides the right to sell, at a specified
price within the applicable period.

This distinction determines the basic market exposure. A call buyer generally benefits when the
underlying asset increases sufficiently above the strike price, whereas a put buyer generally benefits
when the underlying falls sufficiently below the strike price, subject in each case to the premium paid
and other contractual terms.

A and B reverse the rights associated with calls and puts. D is incorrect because dividend entitlement is
not the defining right of a put option. Options concern contractual purchase or sale rights rather than
direct shareholder rights.

The CIRE syllabus expressly requires candidates to remember the main characteristics of puts and calls,
American- and European-style options, and transactional elements including the underlying interest,
premium, strike price and expiry.

Study Guide Reference: CIRE Elements 8.1 and 8.4 — Puts, Calls, Strike Price, Premium and Expiry.

The Ombudsman for Banking Services and Investments (OBSI) has recommended that a firm
compensate a client. If the firm refuses to comply, what action can OBSI take?

A. Revoke the Investment Dealer's registration

B. Enforce the recommendation via the Canadian courts
C. Make a public statement about the Investment Dealer
D. Do nothing as the recommendation is not binding

Answer: C

Explanation:
OBSl investigates eligible complaints and may recommend compensation when it concludes that
compensation would provide a fair resolution. However, OBSI's compensation recommendations are not
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equivalent to binding court judgments or arbitration awards. If a firm ultimately refuses to comply with
an OBSI recommendation, OBSI can use its public-disclosure or “name and shame” mechanism .

OBSI's current complaint-process guidance states that if a firm continues to refuse compensation after
OBSI completes its investigation and official report, OBSI makes public the firm's name, its findings, and
the fact that the firm refused the recommendation . The complainant's identity is not made public.
OBSl's published firm-refusal records likewise state that where a firm refuses a recommendation, OBSI is
required to publicize the refusal and relevant details of the complaint.

Ais incorrect because OBSI does not possess CIRO's or a provincial regulator's registration and
disciplinary authority. B is incorrect because OBSI cannot transform its recommendation into a court
judgment and enforce it judicially itself. D is incorrect because, although the recommendation is non-
binding, OBSI can impose significant reputational transparency through public disclosure.

The CIRE syllabus expressly requires understanding of OBSI and other avenues of recourse for
dissatisfied clients .

Study Guide Reference: CIRE Elements 1.7 and 4.2 — OBSI's role and client recourse mechanisms.

What is the maximum sum that can be awarded under the CIRO's arbitration program?

A. $750,000
B. $350,000
C. $650,000
D. $500,000

Answer: D

Explanation:

CIRO's arbitration program provides an alternative dispute-resolution mechanism for eligible disputes
between clients and CIRO-regulated Investment Dealers. Unlike an OBSI recommendation, an arbitration
decision is legally binding , and CIRO rules require participating Investment Dealers to comply with the
arbitrator's decision.

CIRO's current Arbitration FAQ states explicitly: “Through the CIRO Arbitration Program, arbitrators can
award up to $500,000.” CIRO's current financial-compensation comparison also lists the arbitration
award limit as up to $500,000 , compared with OBSI's compensation recommendation limit of up to
$350,000.

This distinction is examination-relevant because the available complaint and compensation channels
differ in cost, formality and legal effect. OBSl is generally free to the consumer, but its recommendations
are not binding; arbitration involves costs but produces a binding decision. Court proceedings have no
comparable CIRO-imposed monetary award limit.

CIRO previously consulted on modernization proposals that included potentially increasing the
arbitration limit, but the current operative CIRO investor guidance continues to specify $500,000 . Thus,
$500,000—not $350,000, $650,000 or $750,000—is the applicable examination answer.

The CIRE syllabus explicitly requires understanding of OBSI, litigation and CIRO's arbitration program as
client recourse mechanisms.

Study Guide Reference: CIRE Element 4.2 — Client Complaint Handling and Reporting: OBSI, litigation
and CIRO arbitration.
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