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1. What strategy do market makers use in relation to their
inventory of securities?
A. To hold onto all securities indefinitely
B. To enhance their market predictions
C. To maintain a balance of buying and selling to provide

liquidity
D. To minimize their exposure to the market

2. What is a financial advisor’s fiduciary duty?
A. To advise clients on speculative investments
B. To act in the best interests of their clients
C. To maximize their commissions on trades
D. To diversify their personal investment portfolio

3. What is considered insider trading?
A. The purchase of securities based on public information
B. The trading of stocks among friends and colleagues
C. The buying or selling of a company's stock using non-public

information
D. The illegal sale of confidential company data

4. How are gains and losses typically handled in
exchange-traded derivatives?
A. Settled at the beginning of the contract
B. Marked to market
C. Delayed settlement
D. Carried over to the next contract

5. What document does a dealer send to the client when a
transaction is made?
A. Two main types of derivatives
B. Buy-in
C. Confirmation
D. Foreign-pay preferreds
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6. What does 'fundamental analysis' entail?
A. Analyzing market trends to assess stock performance
B. Evaluating securities based on intrinsic value
C. Calculating price trends using technical charts
D. Assessing the liquidity of assets

7. Which characteristic is essential for a good investment
strategy?
A. Specialization in a single asset type
B. Diversification and alignment with financial goals
C. Minimizing all risks at any cost
D. Focus on short-term gains only

8. What is a key advantage of providing information through
a Greensheet?
A. Directing capital flows in the stock market
B. Ensuring equal distribution of dividends
C. Keeping salespeople informed about new stock issues
D. Minimizing regulatory oversight on stock trading

9. What does asset-backed commercial paper (ABCP) rely on?
A. Voice recognition technology
B. Government securities
C. A pool of receivables
D. International currency exchange rates

10. What is the main purpose of a prospectus?
A. To provide a summary of financial news
B. To detail an investment offering for potential investors
C. To advertise a company’s financial success
D. To serve as a legal contract between parties
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Answers
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1. C
2. B
3. C
4. B
5. C
6. B
7. B
8. C
9. C
10. B
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Explanations
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1. What strategy do market makers use in relation to their
inventory of securities?
A. To hold onto all securities indefinitely
B. To enhance their market predictions
C. To maintain a balance of buying and selling to provide

liquidity
D. To minimize their exposure to the market

Market makers play a crucial role in ensuring liquidity in financial markets by
continuously buying and selling securities. Their primary strategy involves maintaining a
balanced inventory of securities, allowing them to facilitate transactions for other market
participants. By adjusting their positions through buying and selling, market makers can
respond to changes in supply and demand.  This balancing act is essential for providing
liquidity, which means that the market can accommodate large transactions without
significant price changes. When there is more buying interest, a market maker might sell
from their inventory, and when there are more sellers, they may purchase securities to
maintain the equilibrium. This strategy helps stabilize prices and ensures that investors
can enter and exit positions efficiently.  Holding onto all securities indefinitely would
hinder their ability to serve the market effectively. Enhancing market predictions is not
the primary function of a market maker; rather, they react to market conditions. While
minimizing exposure can be a strategy in some contexts, it does not specifically describe
the market maker's core function of maintaining liquidity through a balanced inventory.
Thus, the choice that best reflects the strategy employed by market makers is to
maintain a balance of buying and selling to provide liquidity.

2. What is a financial advisor’s fiduciary duty?
A. To advise clients on speculative investments
B. To act in the best interests of their clients
C. To maximize their commissions on trades
D. To diversify their personal investment portfolio

A financial advisor's fiduciary duty is to act in the best interests of their clients. This
legal and ethical obligation requires advisors to prioritize their clients’ needs above their
own personal interests, ensuring that any recommendations they make are aimed at
benefiting the client. This duty fosters trust and confidence in the advisor-client
relationship, as clients can expect that the advice given will be made with their financial
well-being in mind, rather than being influenced by potential personal gain or
commissions.  The essence of a fiduciary relationship is based on the principle of loyalty,
where financial advisors are expected to conduct themselves with integrity and
transparency. They must provide full disclosure of any conflicts of interest and ensure
that their actions align with the goals and circumstances of their clients. This concept is
critical in the financial services industry, as it serves to protect clients and uphold higher
ethical standards among financial professionals.   Other options do not align with the
responsibilities that define a fiduciary duty. Advising on speculative investments can
sometimes be suitable, but it does not inherently serve the best interests of the client.
Maximizing commissions on trades is fundamentally self-serving and contrary to the
principle of fiduciary duty. Finally, diversifying a personal investment portfolio is related
to individual investment practices and is not relevant to the fiduciary
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3. What is considered insider trading?
A. The purchase of securities based on public information
B. The trading of stocks among friends and colleagues
C. The buying or selling of a company's stock using non-public

information
D. The illegal sale of confidential company data

Insider trading is defined as the buying or selling of a company's stock based on
information that is not available to the general public. This type of trading is considered
unethical and illegal because it violates the principle of transparency in the securities
market, giving an unfair advantage to individuals who have access to privileged
information.   When an insider, such as a company executive or an employee, uses
confidential information that could influence an investor's decision to buy or sell stock, it
undermines the integrity of the market and erodes investor confidence. Regulatory
authorities, like the Ontario Securities Commission, monitor these activities closely to
prevent abuse and maintain fair trading practices.  The other options focus on activities
that either do not involve non-public information or do not constitute insider trading
under securities regulations. For instance, trading based on public information is legal,
as are transactions among friends and colleagues, provided that they are not based on
insider information. The illegal sale of confidential company data is a different offense
and does not directly relate to the buying or selling of securities.

4. How are gains and losses typically handled in
exchange-traded derivatives?
A. Settled at the beginning of the contract
B. Marked to market
C. Delayed settlement
D. Carried over to the next contract

Marking to market is the process of adjusting the value of a security or derivative to
reflect its current market value. This is typically how gains and losses are handled in
exchange-traded derivatives. Option A, settling at the beginning of the contract, would
not accurately reflect the current market value and would not be practical for ongoing
contract changes. Option C, delayed settlement, would postpone the resolution of gains
and losses and may not accurately reflect the current market value at the time of
settlement. Option D, carrying over to the next contract, would also not accurately reflect
the current market value and may result in discrepancies between contracts. Marking to
market is the most accurate and efficient method for handling gains and losses in
exchange-traded derivatives.
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5. What document does a dealer send to the client when a
transaction is made?
A. Two main types of derivatives
B. Buy-in
C. Confirmation
D. Foreign-pay preferreds

A Two main types of derivatives refers to a type of financial instrument, and has no
relation to a document sent by a dealer to a client.       B: Buy-in refers to the process of a
broker purchasing a security for a client if the original seller fails to deliver. This does
not involve a document sent by the dealer to the client.       D: Foreign-pay preferreds are
a type of investment, and do not relate to a document sent by a dealer to a client.       
Confirmation is the document that a dealer sends to a client after a transaction is made.
This document serves as a record of the transaction and includes details such as the
security, quantity, price, and settlement date. It is important for the client to review and
keep this document for their records.

6. What does 'fundamental analysis' entail?
A. Analyzing market trends to assess stock performance
B. Evaluating securities based on intrinsic value
C. Calculating price trends using technical charts
D. Assessing the liquidity of assets

Fundamental analysis involves evaluating securities based on their intrinsic value, which
includes examining various financial aspects of a company such as earnings, sales,
dividends, and growth potential. This approach seeks to determine whether a stock is
undervalued or overvalued by comparing its current market price with its intrinsic value
derived from the company’s fundamental characteristics.  Investors using fundamental
analysis often look at financial statements, management quality, competitive position,
market size, and economic factors. This allows them to make informed decisions about
the future performance of a company's stock by focusing on its underlying business
performance rather than just market sentiment or technical price movements.  In
contrast, other options refer to different approaches or analysis methods. Analyzing
market trends focuses more on the overall market dynamics rather than individual
securities' inherent value. Calculating price trends using technical charts falls under
technical analysis, which looks at price movements and trading volumes to forecast
future price actions. Assessing the liquidity of assets pertains to understanding how
easily assets can be bought or sold in the market without affecting their price, which is a
different financial metric unrelated to intrinsic value analysis.
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7. Which characteristic is essential for a good investment
strategy?
A. Specialization in a single asset type
B. Diversification and alignment with financial goals
C. Minimizing all risks at any cost
D. Focus on short-term gains only

A good investment strategy should indeed focus on diversification and alignment with
financial goals. Diversification helps spread risk across different asset classes, sectors, or
geographic regions, reducing the potential impact of poor performance in any single
investment. By not putting all your eggs in one basket, you can achieve a more stable
overall return and minimize volatility.  Furthermore, aligning investments with personal
financial goals ensures that the strategy is tailored to the investor's specific time
horizons, risk tolerance, and return requirements. This personalized approach helps
maintain focus and provides a clear pathway to achieving financial objectives, whether
it’s saving for retirement, a home, or children’s education.  In contrast, specialization in
a single asset type may lead to higher risk concentration, as market fluctuations can
severely impact that specific type. Minimizing all risks at any cost might lead one to miss
out on lucrative opportunities. Lastly, focusing solely on short-term gains can lead to
impulsive decisions that stray from long-term financial planning and wealth
accumulation strategies. Thus, the combination of diversification and goal alignment
forms the foundation of a sound and effective investment strategy.

8. What is a key advantage of providing information through
a Greensheet?
A. Directing capital flows in the stock market
B. Ensuring equal distribution of dividends
C. Keeping salespeople informed about new stock issues
D. Minimizing regulatory oversight on stock trading

A Greensheet is a document that provides detailed information about a new stock issue to
potential investors. By keeping salespeople informed about new stock issues, they can
effectively communicate the details and benefits of the stock to clients, thereby
increasing the likelihood of generating interest and potential investments. This
communication plays a vital role in ensuring that both the salesperson and the investor
have access to accurate and up-to-date information, which can ultimately lead to
informed investment decisions.   Option A is incorrect because directing capital flows in
the stock market is typically done through various market mechanisms and investor
decisions, not specifically through Greensheets. Option B is incorrect because the equal
distribution of dividends is determined by the company's dividend policy and is not
directly related to the use of Greensheets. Option D is incorrect because Greensheets are
a tool for providing information and transparency to investors and salespeople, rather
than minimizing regulatory oversight on stock trading.

11Sample study guide. Visit https://canadiancsc.examzify.com for the full version

SA
M

PLE



9. What does asset-backed commercial paper (ABCP) rely on?
A. Voice recognition technology
B. Government securities
C. A pool of receivables
D. International currency exchange rates

Asset-backed commercial paper (ABCP) is a short-term investment vehicle that is backed
by a pool of receivables. This means it derives its value from a collection of financial
assets, such as loans, accounts receivable, or other cash flow-generating assets. When
investors buy ABCP, they are essentially purchasing a claim to the cash flows generated
by these underlying assets.  This structure offers several advantages. First, it allows
entities to raise funds based on the credit quality of the underlying receivables, which
can often be more favorable than the issuer's credit rating alone. Additionally, by pooling
various receivables, the risk is diversified among many different sources of cash flow,
making it more appealing to investors.  The reliance on a pool of receivables
distinguishes ABCP from other financial instruments that rely on government
guarantees, specific technologies, or foreign currency fluctuations, which do not play a
role in the valuation or functioning of ABCP.

10. What is the main purpose of a prospectus?
A. To provide a summary of financial news
B. To detail an investment offering for potential investors
C. To advertise a company’s financial success
D. To serve as a legal contract between parties

The primary purpose of a prospectus is to detail an investment offering for potential
investors. A prospectus serves as an important disclosure document that provides
comprehensive information about a security being offered for sale, including details
about the company's business, financial performance, risks associated with the
investment, management, and how the funds will be used. This transparency is crucial for
helping investors make informed decisions about whether to invest in the offering.  The
financial details, risks, and operational information included in a prospectus help
establish a clear picture of the investment's potential and assists investors in evaluating
if the investment aligns with their financial goals and risk tolerance. It is a regulatory
requirement for many public offerings and other securities to ensure that potential
buyers have access to essential information prior to making an investment decision.
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