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SPECIMEN PAPER: QUESTIONS

1. Afirmis considering tokenising its real estate fund to enable fractional ownership and faster
settlement. Which risk must be most carefully managed to ensure operational resilience in a

tokenised structure?

Reduced transparency resulting from on-chain transaction recording.
Increased requirements for physical inspection of underlying assets.

Higher administrative burden due to additional investor paperwork.
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Uncertainty over the legal record of ownership when using tokenised units.

2. Afirm pursuing a solutions-driven strategy has recently onboarded a large endowment fund
with a perpetual time horizon and complex spending rules. In tailoring its services, the firm

proposes integrating in-house products alongside independent third-party components.

Which of the following best reflects the key strategic risk of this approach, and how it should be

addressed?

A. Therisk is reduced scalability due to the customisation involved, which should be mitigated
through automated reporting and standardised service packages.

B. The risk is increased client retention challenges, which should be managed through frequent
performance benchmarking and flexible exit clauses.

C. Therrisk is conflict of interest if in-house products are favoured, which should be addressed
through transparent governance and open architecture due diligence.

D. The risk is prolonged onboarding periods, which should be offset by faster sales cycles and

the use of pre-approved product templates.

3. Afirm’s AUM is growing, but management suspects the business mix is shifting towards lower-

margin products.

Which KPI would most directly help confirm whether revenue is being diluted despite AUM

growth?

A. Target gross revenue margin.
B. Realised fee rate.

C. Client segment profitability.
D. Cost of client acquisition.



4. A mature defined benefit pension scheme seeks help managing funding-ratio risk and wants a

long-term partner to design and implement a tailored solution, rather than selecting individual

packaged funds.

Which approach best matches the client's requirements?
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Product-driven approach aimed at building-block buyers.
Solutions-driven approach aimed at outcome buyers.
Scale player approach aimed at commoditised beta delivery.

Specialist alpha approach aimed at concentrated outperformance.

5. A mid-sized asset management firm has developed an internal ESG risk model that is widely used

across its investment teams. The leadership is considering whether to commercialise this model

externally through adviser platforms or institutional licensing. While some board members

highlight the potential for a new, capital-light revenue stream, others express concern about

reputational and competitive risks.

Which of the following best captures the critical trade-off the firm must evaluate in making this

decision?

A. The ability to generate recurring fee income from the model could reduce pressure on AUM-
based revenue, but would expose the firm to rising development costs over time.

B. Selling internal ESG insights externally could create near-term revenue diversification, but
may undermine proprietary advantage or lead to conflicts of interest.

C. Licensing the model externally would improve operational efficiency and reduce regulatory
overheads, but may dilute the firm’s focus on investment performance.

D. Expanding use of the model through partnerships with start-ups could enhance innovation

branding, but would reduce the firm’s access to external funding sources.



6. A mid-sized investment firm is experiencing declining profitability due to fee compression and
the rise of passive investing. The leadership team is evaluating how to reposition the firm’s

commercial proposition for long-term viability.
Which is the most viable option for this firm?
Merge with a larger competitor to achieve scale in US large cap equity.

Attempt to compete on price by offering ultra-low-cost passive products.

Specialise in niche, high-conviction active strategies where informational advantages exist.
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Focus on solutions-driven advisory services, integrating passive vehicles as building blocks.

7. A pension scheme has selected Firm W from the final shortlist as its preferred manager. Which
of the following is most likely to happen next between the pension scheme and Firm W?

Firm W will be asked to do a final presentation to the pension trustee.
An on-site visit may be requested to verify Firm W's back-office infrastructure.

Firm W must now prepare the fee schedule for the pension scheme to consider.
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The pension scheme's consultant will have a final meeting with Firm W's investment team.

8. A private client wealth manager is considering taking on high-net-worth individuals (HNWI) next
year. In preparation for this, the firm has started exploring new services that can be offered to
HNWIs.

Which of the following new services will be most important for the firm to succeed with a
HNWI?

Launch online dealing services.
Launch new robo-advisor services.

Launch its own branded mutual funds.
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Launch tax and estate planning services.



10.

An asset manager is exploring a white labelling partnership with a life assurance company to
expand into a new market without creating its own regulated product structure. The distributor
already has an authorised fund structure in place and is offering to appoint the asset manager to

run a segregated portfolio.

Which of the following best reflects a critical operational consideration the asset manager must

assess to ensure the success of this white labelling arrangement?

A. Whether the distributor can deliver marketing at a lower cost than the asset manager's
internal teams.

B. Whether the distributor’s regulatory obligations allow for outsourced pricing and limited
reporting oversight.

C. Whether the fund structure and operational model allow alignment on pricing, disclosure,
and investor transparency.

D. Whether the product can be launched without adapting the asset manager’s core

investment strategy or process.

An asset manager is negotiating a white label agreement with a distributor in a new market. The
distributor demands pricing concessions and inclusion of a Favoured Nations clause, while also

seeking discretion to offer client-specific discounts.

Which of the following responses best balances commercial opportunity with the risks to

broader pricing strategy and brand perception?

A. Decline all pricing concessions outright to preserve internal pricing consistency across all
distribution partners.

B. Grant full pricing discretion to the distributor, provided that any loss of margin is
compensated by expected business volumes.

C. Allow conditional concessions, with transparent volume-based thresholds and agreed
minimum pricing floors to protect broader distribution strategy.

D. Accept all terms proposed by the distributor to secure immediate market access, planning to

renegotiate if pricing issues arise later.



11. Aninstitutional asset manager is reviewing its long-term commercial proposition in response to

two structural trends:

e Increasing technological capability in investment management

e The growing regulatory and client focus on sustainability integration

From the perspective of a large pension fund conducting due diligence, which proposition is
most likely to be viewed as the most credible and strategically resilient when considering both

value creation and risk management?

A. A proposition centred primarily on a star portfolio manager’s discretionary judgement,
supported by technological infrastructure but supplemented by broad sustainability
marketing statements.

B. A proposition that integrates proprietary data analytics, robust ESG risk measurement tools,
and transparent reporting frameworks designed to help clients meet regulatory disclosure
requirements.

C. A proposition focused on offering a large number of ESG-labelled funds with technological
investment, relying mainly on third-party ratings and standardised sustainability screens.

D. A proposition based on controlling operational costs through outsourcing technology
infrastructure and offering lower management fees without developing proprietary data

capabilities.



12. Aninstitutional investment firm is reassessing its commercial proposition in light of rising
geopolitical instability, supply chain fragmentation, and inflation volatility. The board is
reviewing how the firm’s stated risk appetite should shape its product offering and advisory

services.

From a strategic perspective, which approach most effectively aligns the firm’s commercial
proposition with both geopolitical risk awareness and the governance role of a formal Risk

Appetite Statement?

A. Maintain a broad product range across both passive and high-risk strategies while evaluating
success primarily through short-term performance metrics such as annual alpha and relative
benchmark returns.

B. Expand into higher-risk strategies such as leveraged credit and venture capital while
emphasising that geopolitical uncertainty increases the opportunity for higher absolute
returns across all client segments.

C. Design a commercial proposition centred on low-cost passive products only, avoiding
complex advisory services because geopolitical risks are inherently unpredictable and
difficult to incorporate into asset allocation decisions.

D. Integrate geopolitical analysis into strategic asset allocation and advisory frameworks while
ensuring that all products and services remain consistent with the firm’s risk appetite and

risk capacity constraints.



13. Aninstitutional investment firm is reviewing its client strategy after identifying that several

14.

recently onboarded clients have investment expectations that conflict with the firm’s internal

risk appetite and investment philosophy. Senior management is concerned about long-term

relationship stability, regulatory obligations under Consumer Duty, and the credibility of the

firm’s commercial proposition.

Which strategic response most effectively addresses the underlying risk while maintaining a

coherent client strategy?

Implement a formalised Risk Appetite Statement and strengthen two-way due diligence
processes so that both the firm and clients assess whether their risk tolerances and strategic
objectives are aligned.

Continue onboarding clients across a wide range of risk profiles but emphasise strong
historic performance metrics as evidence that the firm’s strategies are suitable for most
investors.

Adjust the firm’s product pricing structure so that higher-risk strategies carry significantly
higher fees, allowing the firm to compensate financially for any potential mismatch between
client expectations and product risk.

Focus on expanding the firm’s product range so that it can offer both low-risk and high-risk
strategies to all client types regardless of whether these strategies align with the firm’s

internal risk-taking philosophy.

An investment firm introduces an Al tool that flags unusual settlement breaks and proposes

resolutions, but all decisions and approvals remain with operations staff, who can override the

Al’s suggestions.

Which approach to Al use is this an example of?
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Automated decision-making.
Human-in-the-loop decision support.
Outsourced operational control.

Experimental use outside the control framework.



15. An investment firm is designing a new investment product intended for wealth managers who
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require daily liquidity for their client portfolios. The investment team proposes allocating a
meaningful proportion of the portfolio to relatively illiquid assets such as small-cap equities and

high-yield credit.

From both a structural design and client suitability perspective, which approach best balances

product scalability, liquidity management, and regulatory expectations?

A. Launch the strategy in a closed-ended investment trust structure so that investors can trade
shares on an exchange while the manager maintains a stable capital base for managing less
liquid assets.

B. Launch the strategy as a daily dealing UCITS open-ended fund with no liquidity management
tools, relying on the assumption that market liquidity will remain stable in most conditions.

C. Launch the strategy as a segregated mandate for multiple wealth managers simultaneously,
allowing each investor to redeem assets independently when liquidity requirements arise.

D. Launch the strategy as an open-ended UCITS vehicle with daily dealing but implement robust

liquidity management tools such as swing pricing and position limits on illiquid securities.

An investment firm maps its value chain in detail as part of a strategic review.

Which of the following outcomes is least likely to result directly from this exercise?

A. Insight into which parts of the business influence client experience, costs, and
competitiveness.

B. Improvement in portfolio performance as activities are reclassified in the value-chain
framework.

C. Aclearer view of how information and capital flow through different activities to create
value for clients.

D. Better identification of where supporting activities, such as technology and HR, align with

core investment operations.
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18.

19.

An investment firm’s Al-driven portfolio construction tool has started producing
recommendations that no longer align with current market conditions, leading to unexpected

losses.

Which course of action provides the best solution to this issue?

Increase the frequency of manual trade approvals.
Retrain the Al model using updated and diverse data sources.

Reduce the use of Al in all investment decisions.
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Limit the tool’s access to alternative data feeds.

During the formal evaluation stage, an institutional client is assessing a private equity fund
mandate rather than a standard public markets mandate. This process is more legally intensive

and focused on alignment of interests and fund terms.

Which document is linked to finalising the fund’s legal terms for this mandate type?

Investment management agreement.
Limited partnership agreement.

Request for Proposal response document.

oo w >

Operational due diligence questionnaire.

For which client segment is a required rate of return the primary consideration, linked to

meeting future liabilities?

Defined benefit pension schemes and insurance companies.
Defined contribution pension schemes and family offices.

Wealth managers and multi-managers.
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Endowments and foundations.



20.

21.

Fund Manager XYZ reports 83% of its revenue from management fees, 10% from performance

fees, and 7% from other income.

Firm ABC retains 20% of revenue as operating profit, with 30% of revenue allocated to staff

costs.

If both firms were to face a significant market downturn, which of the following statements best

explains which firm may be better positioned to maintain financial stability?

A. Firm ABC is more resilient because lower marketing costs suggest it relies less on external
distribution partners, improving operational leverage.

B. Fund Manager XYZ is more resilient because a high proportion of recurring management
fees provides stability in revenue during volatile markets.

C. Firm ABCis more resilient because a higher proportion of variable costs such as performance
bonuses allows for greater cost flexibility.

D. Fund Manager XYZ is more resilient because its low exposure to regulatory and overhead

costs shields it from fixed-cost pressure during downturns.

How can outsourcing reduce an investment firm’s ability to manage its operations

independently over time?

A. Supplier lock-in, where switching providers becomes costly, increasing dependency on the
existing supplier.

B. Increased transparency, where outsourced providers disclose too much operational
information to clients.

C. Reduced regulatory oversight, where outsourced functions are no longer subject to
supervision.

D. Reduction of operational risk, as third-party providers assume full responsibility for all

processes.



22. How can profitability analysis help firms make strategic pricing or distribution decisions?

A. It ensures that all distribution channels are priced equally to maintain brand consistency.

B. It limits the need for segmentation by treating all clients as contributing equally to
profitability.

C. It allows firms to identify high-cost channels where fee structures may be revised to improve
margins.

D. It removes the requirement for regulatory justification of pricing decisions under the

Consumer Duty.

23. How does the FCA’s Consumer Duty influence the commercial proposition of an investment firm
distributing products to retail investors?

A. ltrequires firms to demonstrate that the total price of a product is reasonable relative to the
benefits delivered to the end investor.

B. Itrequires firms to ensure that all investment products offered to retail clients must track a
recognised benchmark index.

C. Itrequires firms to provide identical fee structures for both institutional and retail clients
regardless of product features.

D. Itrequires firms to guarantee positive investment returns for retail investors over a defined

investment horizon.

24. In the context of a product’s growth stage, which approach is most likely to effectively support

sustainable improvement in profit margins?

Investing in automation.
Increasing marketing budgets.
Reducing onboarding services.
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Maintaining static pricing structures.
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26.

27.

The COO, of a mid-sized UK investment firm, is reviewing the firm’s current performance and is
considering whether to approve a £10m capital investment in automation and ESG-focused
product development. At the same time, internal data shows a rise in regulatory costs and
pressure from retail investors around fee levels. The COO wants to ensure the investment aligns

with long-term profitability goals, even if short-term margins are temporarily affected.

Which of the following provides the most appropriate strategic justification for proceeding with

the proposed investment?

A. Fee compression in the UK retail market means that only investments with immediate cost
reductions should be approved to maintain gross margin stability.

B. Automation reduces short-term cost efficiency but strengthens competitive differentiation,
while ESG products provide long-term regulatory relief through higher disclosure standards.

C. The combined investment supports future revenue growth and operating efficiency, even
though initial costs may worsen KPlIs like EBITDA margin and cost-to-income ratio in the near
term.

D. Regulatory cost increases make new investment in automation and ESG offerings less viable,

as they place additional strain on fixed overheads and increase the firm's operating leverage.

Under MiFID II, what is the main purpose of requiring firms to classify clients as retail,

professional, or eligible counterparties?

To determine the level of regulatory protection each client receives.
To allow firms to meet product governance requirements.

To set the minimum investment amount for each client.

o 0w P

To assign tax rates to different clients.

What is a key reason a firm might choose to focus its addressable market on a specific

geographic region rather than globally?

To deepen expertise and relationships.
To avoid all global regulatory requirements.

To eliminate the need for any client segmentation.
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Because global markets are always less profitable.



28. What is one key reason investment firms apply institutional client segmentation before setting
strategy?

A. To restrict marketing campaigns to clients with long-term liabilities and high turnover.

B. To focus resources on the most relevant potential clients and improve the overall
profitability of mandates.

C. To comply with regulatory requirements related to transparent fee disclosure and fair
access.

D. To prevent overexposure to any one asset class across all client portfolios.

29. What is the main purpose of using third party distributors, financial advisers and wealth

managers in the downstream supply chain for retail clients?

To use their sales capacity and wider networks to distribute investment products at scale.
To ensure that all investment products are sold only with formally independent advice.

To allow asset managers to retain full control over all end-investor communications.

o0 ®p

To guarantee that only funds with consultant ratings are offered to clients.

30. What is the most likely reason that performance fees can increase a product’s profitability but

still present a challenge for long-term financial planning?

A. They are paid to external distributors and therefore reduce overall fee income over time.

B. They are charged in addition to management fees and guaranteed once a benchmark is
exceeded.

C. They introduce variability in revenue since they depend on achieving outperformance, which
is not consistent year to year.

D. They are fixed charges agreed in advance and usually unaffected by client behaviour or
market conditions.



31. When assessing addressable market opportunities, which characteristic most clearly

differentiates private markets from public markets?

More variable valuation methods and less frequent pricing.
Illiquidity and limited public disclosure requirements.

Broad market access and standardised transparency.
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Frequent trading and continuous price discovery.

32. When conducting a top-down analysis to identify the addressable market, which of the following

approaches is most appropriate?

Use quantitative external market data.
Use anecdotal feedback from existing clients.

Focus on the firm’s internal operational data.
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Base decisions on discussions with competitors.

33. When supervising a major UK investment business, which of the following characteristics is the

Prudential Regulation Authority most likely to prioritise?

The fairness and clarity of marketing materials provided to retail clients.
The firm’s capital strength and ability to remain stable and resilient under stress.

The alignment of the firm’s engagement practices with the UK Stewardship Code.
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The degree to which products are designed to meet workplace retirement objectives.

34. Which downstream consequence of choosing a product structure is most directly linked to the

firm’s market identity and the types of opportunities it attracts?

A. Using limited partnership structures repeatedly can reinforce an alternatives specialist
identity, shaping client expectations and opportunities.

B. Using open-ended formats typically requires capital calls and distributions, shaping the client
onboarding process.

C. Using closed-ended formats typically eliminates regulatory disclosure needs, shaping the
client reporting burden.

D. Using UCITS structures can restrict distribution to private placement, narrowing the eligible

client base.



35. Which feature most appropriately explains why broad growth strategies are suitable for

endowments, sovereign wealth funds, and family offices?

A. They prioritise short-term income generation to meet predictable cash flow requirements.

B. They focus on maximising long-term real capital growth while tolerating high volatility and
drawdowns.

C. They are designed to closely track market benchmarks to minimise tracking error.

They aim to reduce funding level volatility through liability-matching investment techniques.

36. Which of the following approaches to assessing product profitability is most likely to provide the

most detailed and resource-specific cost attribution in a multi-asset investment firm?

Net profit attribution.
Traditional allocation.

Activity-based costing.
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Contribution margin analysis.

37. Which of the following best describes a governance responsibility in maintaining a client

segmentation and tiering framework?

Approving new product designs to address gaps in under-represented market segments.
Creating sales incentives to encourage focus on lower-tier clients with long-term potential.

Managing internal feedback from clients unhappy with their assigned risk profiles.
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Reassigning client tiers in response to changes in the firm's, the market's or client's

circumstances.

38. Which of the following best describes primary research in an investment context?

Research produced by third-party providers such as broker-dealers or investment banks.
Research conducted from publicly available data shared within the investment industry.

Research gathered directly from original sources such as interviews or site visits.
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Research shared internally between departments within the same investment firm.



39.

40.

41.

Which of the following best describes the unique characteristics of value creation in an

investment business compared to a physical goods business?

A. Clients act solely as customers who receive fixed financial returns without any direct
involvement in investment activities.

B. The flow of capital and information replaces the flow of physical goods, with clients both
supplying and consuming value.

C. Investment businesses primarily rely on logistics and inventory systems to manage capital
efficiently.

D. Clients receive products physically delivered through a linear value chain with minimal

interaction post-purchase.

Which of the following best explains a risk associated with a rigid client tiering framework?

A. Clients in higher tiers may expect regulatory advice beyond the firm's internal capabilities.

B. Clientsin lower tiers may be excluded from engagement opportunities despite minimal cost
to the firm.

C. Clients may demand full control over the tiering criteria used to define their level of service.
Clients in mid-level tiers may automatically receive bespoke services without formal

approval.

Which of the following best explains why large insurance companies may prefer segregated

accounts over pooled vehicles for core public market exposures?

A. Because segregated accounts offer easier access to niche strategies and alternative asset
classes.

B. Because segregated accounts reduce administrative complexity and are universally cheaper
to operate.

C. Because segregated accounts allow for custom mandates and fee structures tailored to
client requirements.

D. Because segregated accounts ensure daily liquidity and are regulated under UCITS or OEIC

regimes.
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44,

45,

Which of the following best matches the distinction between general ethical conduct

requirements and explicit ethical investment policies?

A. Anti-money-laundering controls; staff whistleblowing procedures.

B. Excluding companies deriving most of their profits from tobacco; maintaining confidentiality
of client information.

C. Requirements not to trade on material non-public information; obligation to consider
clients’ risk tolerance and investment objectives.

D. Fair, accurate and complete communication of fund performance; restricting the investable

universe to companies that meet specific sustainability standards.

Which of the following is a conflicting incentive?

An index provider that charges ETF managers a licensing fee.
A custodian that charges its institutional clients a fixed fee for a service.

A fund rating agency that charges fund managers to get their funds rated.
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A compliance consulting firm that charges wealth managers on an hourly basis.

Which of the following is a reason why a government wants foreign direct investment (FDI)?

A government wants FDI to set up its sovereign wealth fund.
A government wants FDI capital to buy all the bonds it issued.

A government wants to use FDI to reduce foreign capital inflow.

o0 = >

A government is interested in the knowledge transfer with certain FDI.

Which of the following is most likely to be used as a strategic success metric by a product-driven
investment firm?

A. The number of clients receiving bespoke liability modelling and asset-liability management
consultation.

B. The percentage of funds outperforming benchmarks and ranked in top industry quartiles.
The level of operational integration achieved with institutional clients across regions.

The cost-to-serve ratio for customised client service models.



46. Which of the following is one of the key responsibilities of a Product Committee?

47.
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Reviewing insights from client data on all products across the firm.
Approving changes in the investment team and process for a product.
Monitoring the investment performance of different products offered by the firm.

Auditing all product literature to ensure they meet Consumer Duty requirements.

Which of the following is true about the Fixed Overheads Requirement?
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It utilises the K-factors of the firm in the calculations.

It helps ensure that the firm can safeguard its clients' assets.

It is the monthly average of the firm's fixed annual operating cost.

It helps highlight if the firm can withstand a period of revenue stress.

48. Which of the following is true for client satisfaction surveys?

The outcome of client satisfaction surveys can affect the ranking of the firm's funds relative
to its peers.

The net promoter score from the surveys shows whether the client was referred to the firm
by a consultant.

The best way to conduct the surveys is through an unstructured interview by the client
relationship manager.

The results from these surveys should be tracked over time to identify trends and areas for

improvement.



49. Which of the following statements is true regarding institutional clients' choice between active

50.

51.

versus passive investments?

A defined contribution pension scheme mainly uses passive investments due to their lower
costs.

An endowment mainly uses active investments packaged as UCITS, which offer better
liquidity.

A wealth manager only uses active investments, as retail investors are often drawn by star
managers.

Sovereign wealth funds use passive investments only because their mandates require

maintaining market Beta exposure.

Which statement best describes a consequence of consolidation in the investment management

industry?

A. It reduces systemic risk by spreading assets evenly across a larger number of smaller firms.

B. It reduces the risk of market disruptions because large firms have better investment track
records.

C. Itincreases diversification benefits for clients by concentrating assets in fewer large
managers.

D. ltincreases the risk of herding behaviour, where large managers may take similar actions at

the same time.

Which value for money pillar focus best fits the following two products?
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e A passive index fund for market exposure.

e A high alpha strategy.

Passive - cost-effectiveness; High alpha - net-of-fee, risk-adjusted returns.
Passive - net-of-fee, risk-adjusted returns; High alpha - cost-effectiveness.
Passive - quality of service and outcomes; High alpha - structural and tax efficiency.

Passive - structural and tax efficiency; High alpha - quality of service and outcomes.



52. Which value pillar is most appropriate as the leading focus when designing an investment

proposition for a mature defined benefit pension scheme?

Investment performance focused on generating equity alpha over market cycles.
Access to exclusive private market strategies with long lock-up periods.

Risk reduction through liability-driven investing to manage funding level volatility.
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Operational excellence aimed at simplifying reporting and administrative processes.

53. Why is documentation of oversight particularly important in investment governance?

It demonstrates accountability to both regulators and clients.
It guarantees investment performance regardless of market conditions.

It replaces the need for cultural alignment and qualitative assessments.
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It allows outsourced providers to take full responsibility for fiduciary decisions.

54. Why is it important for investment firms to analyse profitability across the product lifecycle

rather than relying solely on headline revenue?

A. Headline revenue typically reflects stable long-term profitability, reducing the need for
further cost analysis.

B. Mature products automatically become more efficient over time due to lower acquisition
costs.

C. Rolling averages of revenue can replace the need for understanding lifecycle-based
profitability variation.

D. Products with declining assets or insufficient scale may show stable revenue but fail to cover
fixed costs.



55. Why is the use of review trigger points considered a key part of effective financial oversight in

investment product governance?

A. Because they allow firms to defer product restructuring decisions until after quarterly
reviews.

B. Because they focus on client satisfaction metrics, ensuring that loyalty is maintained in later
stages.

C. Because they replace the need for profitability dashboards by flagging margin compression
after launch.

D. Because they prompt timely decisions when performance thresholds are breached, avoiding

prolonged underperformance.

END OF EXAM
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