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Disclaimer

The Sample Practice Test (the “Test”) is intended to assist candidates of the relevant paper of
the Licensing Examination for Securities and Futures Intermediaries (the “LE”) in preparing
themselves for the relevant LE paper. The questions of the Test are NOT actual questions
from the LE paper. Since the relevant laws, regulations, practices and requirements may be
revised, amended or updated from time to time, no express or implied warranty is given by
the Hong Kong Securities and Investment Institute (“HKSI Institute) that the questions are
up to date.

The HKSI Institute does not warrant that any person who correctly answers the questions in
this Test will pass the LE paper. Under no circumstances shall the HKSI Institute be liable for
any direct or indirect loss or damage caused or alleged to be caused by your use of or reliance
on any materials in and/or content of these sample questions.
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1  The following table summarises the returns on two different stock market indices
over the last 3 years.

Actual average return | Standard deviation of return
Index X| 12% 25%
Index Y| 10% ?

Based on the above information, which ONE of the following statements is
VALID?

RS (A FEEI R TR B X 3 SEAY[EIF -

SR Ik [ AT 22
FHFE% | 12% 25%
Z A58 10% ?

TRIZLLEERL - T YR — TR AUERILAY 2

A The standard deviation of return on Index Y is likely to be lower than that on
Index X.

Z AR A AT R P e RS B B et =

B The standard deviation of return on Index Y must be higher than that on
Index X.

Pk =1 IR e e SN INERE (=L M EIEry e

C The standard deviation of return on Index Y has to be lower than that on
Index X.

Pai=1 GBIy VY S BN RE =Y S{EIE:ry e S

D The standard deviation of return on Index Y is likely to be higher than that on
Index X.

ZARR O AR TR T A S S B Fa B o e o
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2 Which ONE of the following regarding the arbitrage pricing theory ("APT") is
CORRECT?

YR — TR R A E S (B S S IR 7

The APT is a one-factor model.

EER T (R 50 B R =

The APT captures the potential relationship between a security’s return and a
number of independent economy-wide factors like inflation rates and
industrial production levels.

EEVE (i RS oR 0 i B 2 (L SORIN R (BIAEARAR R T4
FEZK ) ZEIHITELERR A

The APT can identify profitable trading opportunities that are truly risk-free.

ERUE B 7] Do A E IR sy A A E S -

The APT describes the expected return of a security as a function of the
return on a risk-free security plus a beta-related risk premium.

E R (B 2 S 1 26 7y PR [ R U R o o 36 7 [ R AR IR T 2
MERAAY s (B e B -
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3 If an asset manager buys winner stocks and sells loser stocks, which ONE of the
following trading/investing strategies is applicable if the past price trend will
continue in the future?

USRS T AR 5 I e ST Uit L O O P 5 R e i 8 5 Y (AR 25
GIERKEFFE > MY I—IH X AR RSB 2

A Value investing
BEREE

B Contrarian strategy
I A

C Momentum strategy
Bl A R

D Growth investing

BRATEA
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4 Which of the following statements regarding Investment-Linked Assurance
Scheme (“ILAS”) are CORRECT?

I ILAS is a life insurance policy with its benefits generally linked to the
performance of an underlying investment, where the insured will bear the
investment risks.

Il The policyholder owns the policy but not the underlying investment options.

11 ILAS products generally have a complex fee structure with different layers
related to the insurance policy and investment options.

IV The Guidance Note on Underwriting Class C Business issued by the
Securities and Futures Commission sets out the proper business practice for
authorised issuers underwriting ILAS business.

Y TR B B A i A b T A R TEAE R 2

| REMHESEEE - EASRERE > EAREE EHEEENR
IES - 2R RPRIERE R -
I CREFFA AR IRE > IR R BEIHAVHR E E -

N ReE A b SE e T @R A [F B R 45T > BB
R R AR -

IV S ITESEBEREZAGEER ORI C EBiES]) - SR
ST NRORICE M E ST BSR R S ER R E R -

A land Il only
HAEI K

B Il and IV only
HAE M EZ IV

C I, Il and Il only

HAEI- 1
D LI Hland IV
I~ 1~ 1R IV
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5 Which of the following are NOT the potential BENEFITS of investing in
managed funds for retailer investors?

I Access to greater investment opportunities.
Il Access to professional investment management services.
11 Heavily speculating via margin derivatives markets.

IV Funds tailor-made for every investor.
THREEAR B EE PR E S AT A S S ?

| HESES AR -

Il AESECER T A E AR
BRI TR S AR S B RE) -
IV B hEBEEmTH -

A 1l and Il only
HAE N
B Il and IV only
HAE N K IV

C I, lland IV only

HEISN IV
D I Illland IV only
HAEI- K IV
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6  Which of the following are NOT used to identify the investment OBJECTIVES
of investors?
I Liquidity
Il Risk tolerance levels
Il Legal restrictions

IV Financial positions

YRR R e A E I E B AR 7

I REh
I RAZEBREETTHIKF
- AEPR

IV IR

A land Il only
HAEILEI

B land Il only
HAEE

C 11, and IV only
HAEN 1R IV

D Il and IV only

HE W IV
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7 Which ONE of the following is a TYPICAL asset allocation for balanced funds
and growth funds?

YR — TR P AR S R A B 7 S I 7

A Balanced fund: cash/fixed income 90%, equities 10%.
Growth fund: cash/fixed income 40%, equities 60%.
AR ¢+ 90% B AT S/ EE W A ~ 10%IEEAFRG SR
AR+ A0% P B AT B/ EE W 7 ~ 60% I B EE

B Balanced fund: cash/fixed income 50%, equities 50%.
Growth fund: cash/fixed income 30%, equities 70%.
ST E: © 50% B AR B/ [ E U A ~ S0% I E ARG EE
Al + 0% BB/ EE W T ~ T0%IEE R

C Balanced fund: cash/fixed income 70%, equities 30%.
Growth fund: cash/fixed income 70%, equities 30%.
SPHTERE: ¢ T0%EE AR B/ [ E U A ~ 30% I E ARG EE ©
Al © T0%E B AT/ EE W A ~ 30% I E R EE

D Balanced fund: cash/fixed income 30%, equities 70%.
Growth fund: cash/fixed income 10%, equities 90%.
ST E: ¢ 30% B A B/ [ E U A ~ TO%IE ARG EE ©

pRFE 0% EAEHR /B U ~ 0% EERE -
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The following table shows certain profitability ratios of four companies in the

same industry with similar sizes, growth rates and margins in the last financial

year:

Company W

Company X

Company Y

Company Z

Return on assets

7.4%

8.2%

5.5%

4.3%

Return on equity

14.3%

18.3%

19.2%

20.5%

Return on capital

10.2%

11.3%

8.6%

6.9%

Based on the above table, which ONE of the following statements regarding the
leverage or performance of the companies are CORRECT?

TRBERIE —(THAERIE - R RS A PR 4 ) L — S BUEE
A9 TRAIBE LS -

Z/NE]
8.2%
18.3%
11.3%

AT
7.4%
14.3%
10.2%

A
5.5%
19.2%
8.6%

1T 4H
4.3%
20.5%
6.9%

AR
FEREEEs
BB

fREZ 2% - N HIR—TRRE 5% VU A SRR B IR A PRl 2 TERERY 2

Company W has the highest debt and leverage.
FHN B HER B R AR IR R % -

Company X performed best in using capital invested by shareholders and
debt holders to generate profit from day-to-day operations.

LN FHER FHRCR R B R A A ERTE AN B H S A A T TR
SARAT -

Company Y performed best in using shareholders’ investment to generate
income.

P FHER IR BRAY R & 7 AU A T TR IR i

Company Z performed best in using its assets to generate income.

T AEHEE AR EARUCATT R AT -

Paper 12
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9 If a fund manager matches the cash inflows from a life insurance company's
fixed income portfolio with the company's anticipated claim payments, which
ONE of the following income management styles is he adopting?

AR {8 A s KB A\ F R b B [ E W 2 e B A S YR 0 ABEL A =1 7R
JHE P RVRERERIR R EEC - AN ER A T DL N —R s B #5202

A Liability driven strategy
(BB AL SR

B Non-liability driven strategy
A BB AL SR

C Sector-spread strategy
Fi il 7= (TR

D Indexing strategy

fRRU oS
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10 Beta Standard Deviation of Return
Assetl [0 0%
Asset 2 0.9 8%
Asset 3 [-0.2 4%
Asset4 (0.5 5.8%

Based on the above information, which ONE of the following assets is risk-free?

RN g JEIE=e v
HEE (o 0%
Z&E (0.9 8%
NEE [-02 4%
T&E |05 5.8%

fRIZLL EER - TY I —& & e R ?
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11 Which of the following regarding the characteristics of managed funds are
CORRECT?

I  Managed funds are indirect investments, also known as collective
investment schemes.

Il The fund manager handles the asset on a discretionary basis.
11 The individual investors legally own the fund assets.

IV The types of managed funds include hedge funds and private equity funds.
DU RR 7B B A R oS IERERY 7

| EEEEEMERE - e AR AR
I EgdHE D MRt VB EE -

(8 AREERERA R EE

IV EHAGHER GRS A SR S A 5

A land Il only
HAEI M

B Iland IV only
HAE N IV

C I, lland Il only
HAETS I

D I, Iland IV only

HEI IV
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12 Which ONE of the following scenarios regarding the efficient market hypothesis
is CORRECT, assuming the Hong Kong stock market is an efficient market?

RSB BRET S E —EARINE » DU E SRR S 5= o
—{E EIEHET ?

The share price of ABC Company ("ABC") listing on the Hong Kong stock
market would perfectly reflect all the information about ABC, and all market
participants could correctly predict when ABC would release a new product.
As a result, no market participant would harvest abnormal profit.

ABC A EEREREE TSI E R T 2 BVE R ABC AEINFIAE
il FT A TS 2 BIEH ] DUIEREFH] ABC A ST I 2 i #r 2E m » A
It EAiiSSEE A SR ERE N -

The share price of ABC Company ("ABC") listing on the Hong Kong stock
market would perfectly reflect all the information about ABC, and all market
participants could predict when ABC would release a new product. As a
result, the share price of ABC will increase.

ABC A EHERBREE TSR E R ¢ S/ BYE R ABC ARINFTAE
> BTS2 A n] AT ABC X ST HRF S AT 8T 72 AL
ABC A =R (E R & L5k -

The share price of ABC Company ("ABC") listing on the Hong Kong stock
market would perfectly reflect all the information about ABC, and all market
participants could predict when ABC would release a new product. As a
result, the share price of ABC will decrease.

ABC A FEIERBRER TG ER € 2t S AR ABC AFHIFTEE
all > FTA 2B E ] LU ABC % S {AT IRy S8 A7 8T 2 AL
ABC A FIHRE RS [ -

The share price of ABC Company listing on the Hong Kong stock market
would be unpredictable and independent of past movements.

ABC A FEIEE AR TSGR E R A rT FEOH] > i LA S R E B e

Paper 12
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13 Which ONE of the following entities/parties is NOT a fund distributor?

IR E A R A o B R

A Share registrar
ey B
B Independent financial adviser

LA B R

C Life insurance agent
e

D Discount broker

Pz
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14 Share A Share B
Dividend yield (last year) 0.5% 4%

Current share price HKD67 HKD7.2
Earnings per share (forecast) | HKD1.4 HKD1.2

Fund X invests mainly in stocks that are similar in characteristics to Share A,
while Fund Y invests mainly in stocks that share the characteristics of Share B.
Which ONE of the following descriptions of Fund X and Fund Y is VALID?

ARy B B&{73
ER (EFE) 0.5% 4%
H AR (E 67 T 7.2 35T
R EF CFEMD) 14357 1.2 7T

LS F B A Ol A Bl IR s > T LR ERAEE RS B ik
(T RHEEIR Y - T 5 IBR—IR A B B e B 2 A A U BT Y 2

A Fund X invests in value stocks, and Fund Y invests in growth stocks.
HEASKREMEER  TlASREFERE -

B Fund X invests in growth stocks, and Fund Y invests in value stocks.
HEASKREMAERE T lASREREER -

C Both Fund X and Fund Y invest in value stocks.

R L B R R A (B (E R -

D Both Fund X and Fund Y invest in growth stocks.

P B L B S R R AT el
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15 A fund manager decides to increase the allocation of equity within the portfolio
in anticipation of the upcoming interest rate decision result. This is a decision on:

FERIRF AATHI AR A TREGE R AT > R S Ve g TR Ay &5 SR i3 e
BHE PRI BCEL R o EAURE SRR

A tactical asset allocation.
BRHS M & A B

B strategic asset allocation.
REgPEE ST -

C passive asset allocation.
B & T

D aggressive asset allocation.

HERRIE E T -
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16 Which of the following components regarding the performance broken down by a
simplified attribution analysis procedure are CORRECT?

| Tactical asset allocation decisions.

Il Sector (industry) selection decisions within each asset class.

I11 Decisions on selection of fund managers.

IV Security selection decisions within each sector.

R EAVERIN T PP o ARy ek o > DU UIRELAH ple b o072 TERERY 2
| B MEEE FCAR -

I EEHEEEERANEER G (1758) ARE -

I TR FARSR -

IV FEEHE SR BRI H R IE

A 1land IV only
HAE NIV

B I, Iland Il only
HAE~ 1R

C I, lland IV only
HAEI IV

D LIl Iland IV

[~ 10~ 1R IV
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17 Which of the following statements regarding the efficient market hypothesis and
the random walk hypothesis are CORRECT?

I If insiders can consistently outperform the market, then the market must not
be strong form efficient.

Il If a market is weak form efficient, then technical trading rules are unable to
produce an abnormal profit.

Il If analysts decide to conduct trading for making abnormal profits, then the
market is not efficient.

IV If technical trading rules can consistently produce an abnormal profit, then
the random walk hypothesis is true.

IR e AL BT 1Y S S RS FIRE A [ (B s 2 TERE Y 7

| ENRA LA RFERIREN R - AEETS—E N EmERCR -

Il EHSEIIERCR - B S RANEA o] DI AR IR 4 A -

50T BOE T 5 LSRRI 6] > A 5 R e -
IV ERS BRI AR AT EIE R i A - BEE (m B & pkar -

A |, Il and Il only
HAE~ 1R
B I, Iland IV only
HAEI IV
C I, llland IV only
HAEIT N EIV
D I, Il and IV only

HAEN-~ R IV
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18 Company D distributed a total of $1.5 dividend per share over the last year. The
dividend yield is 5% based on today’s share price. The company has 300 million
shares outstanding. Calculate the company’s total market capitalisation (which is
equal to share price times number of outstanding shares) as of today.

AT SRR 15 TE - IRIES RAVRE > AR 5% -
AFPHE TR 300,000,000 B - AT S RAGUETIE (EIERRE
T EHTRBR ) -

A $300 million.
300,000,000 7T °
B $450 million.
450,000,000 7T, °
C $2,250 million.
2,250,000,000 7T, °
D $9,000 million.

9,000,000,000 7T, °

Paper 12 21 © Hong Kong Securities and Investment Institute
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19 Which ONE of the following types of professional investors are automatically
entitled to all current exemptions of the Code of Conduct for Persons Licensed
by or Registered with the Securities and Futures Commission when dealing with
Intermediaries?

B RS G0 - DU T —HECEREE T HEE R (5 A
Bhis L B GFRASGEEM AR TR —UIER % 2

A Institutional professional investors
BB E

B Corporate professional investors
REEEREE

C Individual professional investors

(ENBEEE
D Sophisticated professional investors

HER BRI E S
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20 Which of the following assets would a property fund manager invest in?

I Stocks of a shopping centre

Il Stocks of a real estate agency

11 Shares in a real estate investment trust
IV Stocks of a hotel

it AR S A G E MY A E ?

| LIRS

I st (U AR 5

NI A B (SRt e )
IV ISR S

A land IV only
HAEI IV

B I, Iland Il only
HAET I

C I, lland IV only
HAE IV

D I Il Iland IV

[~ 1~ 1R IV
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21 In the risk versus expected return diagram (note that the horizontal axis of the
diagram represents the level of risk and the vertical axis denotes the expected
return), a flatter indifference curve indicates that:

e\ b B PRI [l ey B R o (5F ¢ S EIRAY R QR E e K - el
RTHRAEERAR) » BOPHARHREUR

A the investor is relatively more risk tolerant and willing to accept higher levels
of risk for less additional expected returns.

FREA S E R AR B > LR TR ERAVERS N RIERR - FEE
2 SR g K o

B the investor is risk neutral.

EH R I -

C the investor requires a small margin of additional lower expected return for
shifting into riskier investments.

SRR RS R R - REE TR BRI NE A TR B R -

D the investor does not require a higher expected return for shifting into riskier
investments.

LR R L -+ H A R B RS TR -

Paper 12 24 © Hong Kong Securities and Investment Institute
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22

If a yield curve is a good leading indicator of future interest rate condition, and
investors expect the central bank to increase interest rates to prevent economy
from overheating, it exhibits:

(B 28 S SRR R AR A ZRAR DAY A RSB IR - & TR 1 R Tk
fEE AR DA IR BB E > AR E R

A an upward-sloping yield curve.
IERERES LR -

B aflatyield curve.
SPEIPESHLE -

C ahumped yield curve.
Serr P2 S HhaR -

D adownward-sloping yield curve.

SRPRZE SRR -
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23 Among the following types of fixed-income securities, which ONE has the
LOWEST perceived credit risk?

FE RIS HRE ez aa s T WR— IR (5 B b

A Corporate debentures
1IE(EZF

B Government securities
BURFEE 25

C Certificates of deposit
PRk

D Bank backed securities

IRTTEREEST
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24 The beta of a stock is 1.4. The risk-free interest rate is 3%. Under the capital asset
pricing model, what is the change in the expected return on the stock after one
year if the expected market return increases by 3% in the same period?

SERAHIET MBE 14 - TTSRERR R 3% - AR I E AR R (S
T SRR TRRITRER L7 3% » 2B fE— R R
FRES D ?

A Decrease by 3.0%
Tk 3.0%

B Increase by 3.0%
Tt 3.0%

C Decrease by 4.2%
Tk 4.2%

D Increase by 4.2%

EF4.2%
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25 Which ONE of the following risk-adjusted performance measures is applicable
to measuring the excess return on a portfolio relative to the beta of the portfolio?

DL — TR 4 o e ol R 1 Y S B oy R B A A By AR R P B A & T £
BB SRR Ml ?

A Treynor index

JI&HEE
B Sharpe Ratio
LR
C Jensen's alpha
L A4 P B A B
D Attribution analysis

ERAN T

Paper 12 28 © Hong Kong Securities and Investment Institute
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26 Which ONE of the following hypotheses or theories states that previous market
movements have no influence on subsequent market movements in the stock
market?

DU —IR (B B am R A0 A8 R Y T S E B TR R T 8 B2 02 A

B4
B

A Random walk hypothesis.

Bt AE [m) e

B Efficient market hypothesis
HR TS

C Arbitrage pricing theory
EEUE HH R

D Modern portfolio theory
WA EHE R

Paper 12 29 © Hong Kong Securities and Investment Institute
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27 Which ONE of the following performance measurements is used to determine
the investment strength by examining the numerical details of a fund
management company?

T —IR R B 8 A A A TN ER - SR HEE
J1?

A Qualitative analysis
TE M T

B Sensitivity analysis
BB 3 iy

C Quantitative analysis
E T

D Scenario analysis

(= wariil
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28 A hedge fund manager wants to time the market and he expects that the stock
market will have high volatility although he lacks confidence in accurately
guessing the direction. Which ONE of the following strategies is
APPROPRIATE for him to achieve his tactical asset allocation?

GBI R G AE RN S E = (50 o B BRI

B o S TR S T S A - o T SO B LB A
HHEE ?

A Buy the stock market index call options and put options.

AR T S By I R e e -

B Buy the stock market index call options and sell the stock market index put
options.

ABEE TSR BRI » 05 SR T i s B S IR -

C Sell the stock market index call options and buy the stock market index put
options.

= SR TSR RS IR - IR ARSE TS IR IRE -

D Sell the stock market index call options and put options.

B TR T SR B SR I IR R ol R -
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29 Alex invested $50,000 in a one-year term deposit with a bank last year. The term
deposit just matured and he collected $53,000 from the bank. The actual inflation
rate last year turned out to be 2%. What is the MOST ACCURATE real rate of
return for Alex from the term deposit (based on the Fisher equation)?

SHERFRIRITEA 50,000 TT 0 R4 o s EHERCEITR > TTORRAE
SRITHU[E 53,000 JT - Bl ARV ERERRE 2%  wfEeZEFE b
FTSHRBRE E DR TSV (FRIEEIARAT) 2

A 2%
B 2.94%
C 3.92%

D 7.00%

Paper 12 32 © Hong Kong Securities and Investment Institute
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30 Which of the following are the shortcomings of using index benchmarks to judge
the performance of a fund?

I The index may not be representative of the fund's investment objectives.

Il Investment managers may purchase stocks according to the proportion of the
constituents of the index.

11 Index performance data are historical and cannot indicate future fund
performance.

IV The fund manager may have a tighter investment benchmark than its peers’.
BB LL A P SR AR A I A F R AR

| fEETREARESIIIRE HE -

Il BRI LB E AREE -

eI R ERIA - AR SR -
IV 3%k A R B R T e HL R SR G -

A land Il only
HAEILEI

B Iland Il only
HAE N

C Illand IV only
HAE N K IV

D |, Il and Il only

HAET- 1R
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31 Which ONE of the following graphical representations can the Sharpe ratio be
derived from?

HELERAT DL N —ME B Gon 5 2

A Capital market line
BTG4

B Security market line
a6 77 548

C Capital allocation line
BEABLESR

D Trend line
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32 Which of the following are SYSTEMATIC risks faced by a beverage importer?

I Anincrease in import costs due to a weakened local currency.
Il Adecrease in revenue due to the increase in industry competition.
Il Adecrease in demand due to the increase in sales tax.

IV Afood recall due to a product found to be contaminated.
BL—THECRHE AT S - NI E 2R ?

| HRAH S D (H A SR L ReAE T -
I RS IEIE AR -
- E B R ISR TR KD -

IV HR SR E a5 AL A T H H] -

A land Il only
HAEI M

B Iland IV only
HAE N IV

C I, Il and IV only
HAEIT N EZIV

D I Il Iland IV

[~ 1~ 1R IV
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33 Which ONE of the life cycle stages is MOST LIKELY to describe the client
seeking your financial advice, who is a fresh graduate that has recently secured
trainee jobs?

SLACAL I BT E TARAYIEE Feor £ F R THYR By s i = - 151

=
|
i
~—
Hr
(e
&
i
P
il
[
il
iy
%
N
oy
||

A Single employed
ZEZ B AL -
B Shrinking family
RIENBORD
C Family nest

SHARKRE -

D Retirement

ABIR -
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34 Mr Wong already invests in a global equity fund and a global bond fund. Which
ONE of the following investment funds BEST provides further diversification
benefits to him?

T BB AR R S B & MR R (R S B - MY IR E A aR
REF o T 2 — 2D iR B s 2

A An Eastern European bond fund with liability-driven strategies.
(S HEEN AL SRS Y R B (o B

B A passively managed exchange-traded fund investing in Vietnam stock
market.

KB R ETISINEVE B AT E E A

C Agold fund investing in a basket of gold mining company stocks.
KER—ETEEATREN =SS

D Ahedge fund adopting market neutral strategies.

PREUTT 5 TP R SRS Ay S A <
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35

Per share prices on | Per share prices on Beta

1 January 20X5 | 31 December 20X5 | 1 January 20X5 to 31 December 20X5

Stock X $100 $130 15

Stock Y $25 $20 2

On 1 January 20X5, Mr Wong purchased 1,000 shares of Stock X and 4,000
shares of Stock Y.

On 31 December 20X5, in light of the changes in the prices of Stock X and Stock
Y, Mr Wong decided to rebalance the portfolio in order to return the portfolio
beta to its initial level. However, he wanted to maintain the prevailing portfolio
value as it was on 31 December 20X5. Which ONE of the following transactions
would allow him to accomplish the objective? (Note that the betas of both stocks
have remained unchanged since 1 January 20X5.)

FE20X54E 1 A 1 H [4£ 20X54E 12 A 31 H H20X54E1 A 1HZE
B Y EEAR A (H 20X5 4 12 H 31 HAYHIT 58

B ke {7 100 & 130 ¢ 15

Zhly 2570 207 2

TIAAE 20X5 4 1 H 1 HE AT 1,000 B K Z {7y 4,000 f -

20X5 4 12 A 31 F + BERERHHAIZRHHIEI RS » Tt
TR LG - AT 2B E EEIR AT - TR
IR ELRY 2 25T 20X5 48 12 F 31 FIRG(EIE - T 7IBb—I852 5 rT LU EI
EE? CER : ERTSRHIHRETREE 20X5 4 1 F 1 H Dbk — B4

A Buy more shares of both stocks.

BEAE SR ZREAT -

B Buy more shares of Stock X and sell some shares of Stock Y.
BEAEZHRA BN — LR -

C Sell some shares of Stock X and buy more shares of Stock Y.
EH— R B AE S IR -

D Sell all the shares of Stock X and use the money to buy more shares of
Stock Y.

BHEIHRD - RRAFTSOHEAE S LK -
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36 Per share prices on | Per share prices on Beta

1 January 20X5 | 31 December 20X5 | 1 January 20X5 to 31 December 20X5
Stock X $100 $130 15

Stock Y $25 $20 2

On 1 January 20X5, Mr Wong purchased 1,000 shares of Stock X and 4,000
shares of Stock Y.

What was the beta of Mr Wong’s portfolio on 1 January 20X5? (Note that the
betas of both stocks have remained unchanged since 1 January 20X5.)

E20X541H 1 H |4 20X5412 A 31 H H20X5E1H1HE
YA RS HEE e R 20X5 2 12 H 31 HAEFT Z85
FR Ry 100 j¢ 130 7t 15
LIty 25 9T 20 ¢ 2

TIAAE 20X5 5 1 H 1 HE A7 1,000 B Kz Z {7y 4,000 f -

£ 20X54E 1 H 1 H » M sl SR 28R %0 0 GEE | B
(U 200 20X5 4 1 1 FILAS— B4R R - )

A 155
B 165
C 175

D 185
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37 Assets W, X, Y and Z have the same standard deviation of returns. Below are the
correlation coefficients between pairs of the assets:

correlation coefficient between Asset W and Asset X = 0.58
correlation coefficient between Asset W and AssetY = -0.21
correlation coefficient between Asset W and Asset Z = 0.0
correlation coefficient between Asset X and AssetY = -1.0
correlation coefficient between Asset X and AssetZ = 0.42
correlation coefficient between Asset Y and Asset Z = -0.28

Alex wants to construct an equally weighted portfolio with only two of the four
assets.

Which ONE of the following pairs of assets offers the MOST EFFECTIVE
diversification?

W XY K Z ENEEEREERIEEEMEE - F—HEEIHERREZRE
W

W EzESL X EiE 2 FriHE 2% = 0.58
WEESLY HiE s HiHE 2% = -0.21
WEER Z8EZHNHEZE = 0.0
XEEAY BEZFIHERRE = -1.0
XEEM Z GE Z[FHMHER 28 = 042
Y BEH Z HE ZERHER 28 = -0.28

TR EMETWERERTL —FEREHEE - MEMNERELREHS
FHIEEEAELE

IR B E R R R A ?

A Asset W and Asset X
W EEE X &E -
B Asset X and Asset Y
XEEHY & -
C AssetY and Asset Z
Y BESL Z & -
D Asset W and Asset Z

W HES Z 5P -
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38 Assets W, X, Y and Z have the same standard deviation of returns. Below are the
correlation coefficients between pairs of the assets:

correlation coefficient between Asset W and Asset X = 0.58
correlation coefficient between Asset W and AssetY = -0.21
correlation coefficient between Asset W and Asset Z = 0.0
correlation coefficient between Asset X and AssetY = -1.0
correlation coefficient between Asset X and AssetZ = 0.42
correlation coefficient between Asset Y and Asset Z = -0.28

Alex wants to construct an equally weighted portfolio with only two of the four
assets.

Which ONE of the following two-asset combinations provides a moderate level
of risk?

W XY K Z ENEEEREERIEEEMEE - F—HEEIHERREZRE
W

WEES X HE 2 FiHR 28 = 0.58
WEENRY HEZHHE 2% = -021
WEER Z8EZHNHEZE = 0.0
XEEAY BEZFIHERRE = -1.0
XEEM Z GE Z[FHMHER 28 = 042
Y BEH Z HE ZERHER 28 = -0.28

TR EMETWERERTL —FEREHEE - MEMNERELREHS
FHIEEEAELE

TR —4H & A AR At ERR Y 2

A Asset W and Asset X
W EEE X &E -

B Asset W and Asset Z
W EER Z & -

C Asset X and Asset Y
XEEHRY & -

D AssetY and Asset Z

Y

Y HEM ZHE -
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39 A 58-year-old unmarried male is seeking your financial advice. Throughout his
career, he has been employed as a middle manager and he is now approaching
retirement. Upon retiring, he will no longer receive his salary of HKD700,000
per year. However, he has accumulated a significant amount of wealth through
his well-performing investment portfolio, which he believes will sustain him for
the rest of his life. Despite this, he is concerned about the high volatility of the
market and its potential impact on his wealth. As a result, he wants you to design
an investment plan for him so that he can enjoy his life after retirement.

Which ONE of the following BEST describes the client’s investment objective?

—% 58 AR S LIEEE IRV R R o FEMAVESEAETET - th—EIE(E
figEHE NS > WALRRIK - BINE - MR FIESEE 70 HETTHIH
& o AR AR R EE G - ELRR T HE TEITE
AR (S5 L & AT DAMERF AV ERAE - @B AL - A R 5 KR Rz Eh i 5
MEREER EIMEEE - NI - AR A fteat —ER &R B
(EMAERIRIR A2

YR — IR RS L P R HE 2

A To accumulate wealth by investing in stocks with high dividend yield.
7 i BT = A B U s IR S T BRI = -

B To accumulate wealth by investing in assets with potentially high rates of
capital appreciation.

ECEE RN EE N SHEEN 2RV E -

C To accumulate wealth by investing in an equal mix of stable incomes and
capital growth assets.

BT EFREWARERY RIEEHENEEH SRR E

D To secure the bottom line of his wealth by investing in diversified guaranteed
funds.

BB A LIRS B R IR E I E YRR -
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40 A 58-year-old male is seeking your financial advice. Throughout his career, he
has been employed as a middle manager and he is now approaching retirement.
Upon retiring, he will no longer receive his salary of HKD700,000 per year.
However, he has accumulated a significant amount of wealth through his well-
performing investment portfolio, which he believes will sustain him for the rest
of his life. Despite this, he is concerned about the high volatility of the market
and its potential impact on his wealth. As a result, he wants you to design an
investment plan for him so that he can enjoy his life after retirement.

You finally advise him to realise the portfolio's gains and switch the funds to a
less volatile fund for redemption in the near future. What is the usual investment
horizon for this type of investment?

—% 58 AR S LIEEE RV R R o FEMAVESEAETET - th—EIE(E
TREEEANE - WATRERAR - BIKME - KA EEGESE 70 BRI
& o AR AR R ENE - tEARR THE BT E
AR (S S L & AT DAMERF AV ERAE - @E AL - LR T SH RIR I B A H
MEREE B EIEE - NI - AR A fteat—ER &R E > B
(EMAEIRIRIR A2

TR ERMERICEH G - TR E S E 2 —(E B/ Ny A
0 WAEA AHGRACHET TR - BEFRENREFIEEEZA?

A 1to 3years.

13 34 -

B 41to 6 years.

4% 64F -

C 71to9 years.

TEIFE -

D Over 10 years.

i 10 4F -
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Answers BZ&

Question No. | Answers Question No. | Answers
& H 4 EE & B 4Rt EE
1 A 21 A

2 B 22 A

3 C 23 B

4 C 24 D

5 B 25 A

6 B 26 A

7 D 27 C

8 B 28 A

9 A 29 C

10 A 30 D

11 D 31 A

12 A 32 A

13 A 33 A
14 B 34 D

15 A 35 C

16 C 36 C

17 A 37 B

18 D 38 B

19 A 39 D

20 D 40 A
Paper 12 44 © Hong Kong Securities and Investment Institute

[ty g

© FHEF I EEG



