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CODE OF ETHICS

Six Components of the Code of Ethics

01  Integrity

Act with integrity, competence, diligence, 
and respect in an ethical manner with all 
market participants.

02  Client First

Place the integrity of the investment 
profession and client interests ABOVE 
personal interests.

03  Ind. Judgment

Use reasonable care and exercise 
independent professional judgment in all 
investment activities.

04  Ethical Practice

Practice  and actively encourage others to 
practice in a professional and ethical manner.

05  Market Integrity

Promote the integrity and viability of the 
global capital markets for society's ultimate 
benefit.

06  Competence

Maintain and continuously improve your 
professional competence and that of other 
investment professionals.

Professional Conduct Program (PCP)
Triggered by: self-disclosure · written complaints · exam proctor reports. Sanctions proposed by PCP → disputes go to Disciplinary Review Committee (DRC) for final 
determination.

Trap: 'Under Investigation' ≠ Violation

A PCP inquiry does NOT constitute a Standards violation. Candidates frequently mark 'violation' when a member is simply under investigation — this is incorrect.



Standard I

Professionalism

Concepts · Traps · Practice Questions



STANDARD I

Standard I — Professionalism: Key Rules

I.A Knowledge of the Law

Comply with the MORE RESTRICTIVE of local law or CFA Standards. Do not knowingly participate in violations — must disassociate. Ignorance is not a 
defence.

I.B Independence & Objectivity

Maintain independence. Do not offer/solicit/accept gifts that compromise objectivity. Written consent required before accepting permissible gifts.

I.C Misrepresentation

No false facts, plagiarism, or omissions. Includes guaranteeing returns, misrepresenting qualifications, and using others' research without attribution — even 
public research.

I.D Misconduct

Applies to professional life. Lying, cheating, or stealing that reflects on professional integrity — even if not investment-related (e.g., fraud conviction).

Competence (I.E) added by CFA Institute — testable but not part of original Standards I.A–D.



TRAP CALLOUTS

Trap Callouts — Standard I: Professionalism

The 'More Restrictive' Flip

When local law is MORE permissive than the 
Code, follow the Code. When local law is 
STRICTER, follow local law. Candidates 
regularly flip this. Mnemonic: always take the 
higher bar.

'Legal' Does Not Mean Compliant

An act can be fully legal yet still violate the 
Code. Standard I.A does NOT end at legal 
compliance. If a question says 'the act is legal,' 
you must still apply the Code.

Dissociation Duty

Discovering a colleague's violation and staying 
silent is itself a violation of I.A. You must 
disassociate — step aside, escalate internally, 
or consult legal counsel.

Plagiarism Scope

Plagiarism applies to PUBLIC sources too. 
Copying a sell-side note without attribution 
violates I.C even if the source is freely 
available online.

Gift Disclosure Timing

Disclosure must occur BEFORE accepting a 
gift, not after. Accepting first and disclosing 
later is a violation of I.B. Written consent is 
required.

Gifts from CLIENTS are generally more 
permissible than gifts FROM BROKERS (who 
may be trying to influence trade-routing).

Misconduct Scope

Misconduct can arise from personal-life 
conduct if it reflects on professional integrity. 
Not every personal misdeed qualifies — it 
must bear on trustworthiness.



VIGNETTE  Q1

Practice Questions — Standard I: Professionalism

Q1 Maria Lopez, CFA, works in Country X where local regulation permits advisers to accept undisclosed broker gifts up to $400. A broker sends her 
a $350 gift certificate. Her firm has no gift policy. Under the CFA Standards, Lopez must MOST appropriately:

A
. Accept the gift — it complies with local law so the Standards are satisfied.

B
. Decline the gift — the Code prohibits all gifts from brokers in all circumstances.

C
. Disclose the gift to her employer and obtain written consent before accepting.

D
. Accept the gift and disclose it in her next annual compliance review.

Answer revealed on next slide



ANSWERS  Q1

Answers — Standard I: Professionalism

Q1 Maria Lopez, CFA, works in Country X where local regulation permits advisers to accept undisclosed broker gifts up to $400. A broker sends her 
a $350 gift certificate. Her firm has no gift policy. Under the CFA Standards, Lopez must MOST appropriately:

A
. Accept the gift — it complies with local law so the Standards are satisfied.

B
. Decline the gift — the Code prohibits all gifts from brokers in all circumstances.

C
. ✓ Disclose the gift to her employer and obtain written consent before accepting.

D
. Accept the gift and disclose it in her next annual compliance review.

Answer: C  — I.B: Local law is more permissive, so the Code applies. Gift must be disclosed to employer and written consent obtained BEFORE acceptance —
disclosure after the fact is insufficient.



VIGNETTE  Q2

Practice Questions — Standard I: Professionalism

Q2 James Chen discovers that a paragraph in his about-to-publish research report was copied verbatim from a publicly available sell-side analyst 
note without attribution. Chen should MOST likely:

A
. Publish immediately — attribution is only required for non-public sources.

B
. Add an informal footnote and publish the same day.

C
. Correct the report with proper attribution before publishing.

D
. Delete the paragraph entirely to avoid the issue.

Answer revealed on next slide



ANSWERS  Q2

Answers — Standard I: Professionalism

Q2 James Chen discovers that a paragraph in his about-to-publish research report was copied verbatim from a publicly available sell-side analyst 
note without attribution. Chen should MOST likely:

A
. Publish immediately — attribution is only required for non-public sources.

B
. Add an informal footnote and publish the same day.

C
. ✓ Correct the report with proper attribution before publishing.

D
. Delete the paragraph entirely to avoid the issue.

Answer: C  — I.C (Plagiarism): Attribution is required for all external sources, public or private. The fix is proper attribution, not deletion.



VIGNETTE  Q3

Practice Questions — Standard I (continued)

Q3 Analyst Park is producing a research report on Atlas Corp. He uses a proprietary valuation model developed by his previous employer without 
permission. The model is not publicly available. Park has MOST likely violated:

A
. No standard — models are not protected by the CFA Standards.

B
. Standard I.C (Misrepresentation) by using and implicitly claiming ownership of another's intellectual property.

C
. Standard IV.A (Loyalty to Employer) only, not I.C.

D
. Standard V.A (Diligence) because he should have built his own model.

Answer revealed on next slide



ANSWERS  Q3

Answers — Standard I (continued)

Q3 Analyst Park is producing a research report on Atlas Corp. He uses a proprietary valuation model developed by his previous employer without 
permission. The model is not publicly available. Park has MOST likely violated:

A
. No standard — models are not protected by the CFA Standards.

B
. ✓ Standard I.C (Misrepresentation) by using and implicitly claiming ownership of another's intellectual property.

C
. Standard IV.A (Loyalty to Employer) only, not I.C.

D
. Standard V.A (Diligence) because he should have built his own model.

Answer: B  — I.C: Using a proprietary model without permission and presenting results as if they were your own constitutes misrepresentation. It may also implicate 
IV.A regarding proprietary information taken from a prior employer.



VIGNETTE  Q4

Practice Questions — Standard I (continued)

Q4 Supervisor Davies notices that junior analyst Wong has been producing research reports with inflated price targets to please a favoured 
corporate client. Davies takes no action. Which statement is MOST accurate?

A
. Davies has not violated the Standards because he did not personally inflate price targets.

B
. Davies has violated Standard IV.C (Responsibilities of Supervisors) by failing to act.

C
. Davies has violated Standard II.B (Market Manipulation) as the indirect cause.

D
. Davies has violated Standard I.B (Independence and Objectivity) only if he personally benefited.

Answer revealed on next slide



ANSWERS  Q4

Answers — Standard I (continued)

Q4 Supervisor Davies notices that junior analyst Wong has been producing research reports with inflated price targets to please a favoured 
corporate client. Davies takes no action. Which statement is MOST accurate?

A
. Davies has not violated the Standards because he did not personally inflate price targets.

B
. ✓ Davies has violated Standard IV.C (Responsibilities of Supervisors) by failing to act.

C
. Davies has violated Standard II.B (Market Manipulation) as the indirect cause.

D
. Davies has violated Standard I.B (Independence and Objectivity) only if he personally benefited.

Answer: B  — IV.C: Supervisors are responsible for ensuring subordinates comply with the Code. Inaction when a violation is known is itself a violation. Davies need 
not have personally acted.



Standard II

Integrity of Capital Markets

Concepts · Traps · Decision Tree · Practice Questions



STANDARD II

Standard II — Integrity of Capital Markets

II.A  Material Nonpublic Information (MNPI)

• Do NOT act or cause others to act on MNPI
• Seek public dissemination before trading
• Mosaic Theory (PERMITTED): material public + nonmaterial 

nonpublic
• Establish information barriers ('Chinese walls')
• If unsure — stop, consult compliance, do not trade

II.B  Market Manipulation

Information-Based

Spreading false/misleading info via blogs, social media, or press 
to inflate or deflate prices.

Transaction-Based

Wash trades, spoofing, layering, or churning to create artificial 
volume or price signals.

✓ MOSAIC THEORY (permitted):  Analyst combines publicly available earnings data [material, public] + routine supplier comment about rising orders 
[nonmaterial, nonpublic] → reaches a 'buy' conclusion → may trade.

Trap: Tipping = Trading (same violation)

II.A prohibits BOTH acting on MNPI AND causing others to act (tipping). The tipper need not trade personally to violate the standard.



DECISION TREE

Standard II.A — MNPI Decision Tree
You receive information

Is the information
MATERIAL? NO

Nonmaterial
→ may use

YES

Is it PUBLICLY
available? YES

Public + Material
→ may use

NO

Received through
a breach of duty? NO

Mosaic piece
→ may use

YES → 
MNPI

DO NOT trade, tip,
or make recommendation

Notify compliance;
pursue public dissemination

Materiality Test

Would a reasonable investor consider this information important? If YES and nonpublic → MNPI  A 40% earnings beat is almost always material



VIGNETTE  Q5

Practice Questions — Standard II: Market Integrity

Q5 During a routine site visit, the CFO of TechCorp tells analyst Park — unprompted — 'our Q3 results will beat consensus by 40%.' Park buys 
TechCorp stock before writing any research. Park has MOST likely violated:

A
. No standard — company visits are an accepted research channel.

B
. Standard II.A (MNPI) — the forward guidance is material and nonpublic.

C
. Standard V.A (Diligence) — insufficient basis for a trade.

D
. Standard VI.B (Priority of Transactions) — he should have let clients trade first.

Answer revealed on next slide



ANSWERS  Q5

Answers — Standard II: Market Integrity

Q5 During a routine site visit, the CFO of TechCorp tells analyst Park — unprompted — 'our Q3 results will beat consensus by 40%.' Park buys 
TechCorp stock before writing any research. Park has MOST likely violated:

A
. No standard — company visits are an accepted research channel.

B
. ✓ Standard II.A (MNPI) — the forward guidance is material and nonpublic.

C
. Standard V.A (Diligence) — insufficient basis for a trade.

D
. Standard VI.B (Priority of Transactions) — he should have let clients trade first.

Answer: B  — The 40% beat is material (would move the market) and nonpublic (not yet publicly disseminated). Park must stop, consult compliance, and not trade.



VIGNETTE  Q6

Practice Questions — Standard II: Market Integrity

Q6 Sandra posts anonymous messages on a financial forum claiming MegaPharma's drug approval is 'almost certain' — a claim she knows is false 
— to boost her long position. This BEST illustrates:

A
. Standard I.C (Misrepresentation)

B
. Standard II.B (Market Manipulation — information-based)

C
. Standard VI.A (Conflicts of Interest)

D
. Standard III.D (Performance Presentation)

Answer revealed on next slide



ANSWERS  Q6

Answers — Standard II: Market Integrity

Q6 Sandra posts anonymous messages on a financial forum claiming MegaPharma's drug approval is 'almost certain' — a claim she knows is false 
— to boost her long position. This BEST illustrates:

A
. Standard I.C (Misrepresentation)

B
. ✓ Standard II.B (Market Manipulation — information-based)

C
. Standard VI.A (Conflicts of Interest)

D
. Standard III.D (Performance Presentation)

Answer: B  — II.B: Spreading false information to move prices is information-based market manipulation regardless of anonymity.



VIGNETTE  Q7

Practice Questions — Standard II: Market Integrity

Q7 Rivera combines: (1) SEC filings, (2) a public CEO interview about expansion, and (3) a nonmaterial comment overheard at an industry 
conference about rising supplier orders. He reaches a 'buy' conclusion and trades. This is:

A
. A violation — one piece of information was nonpublic.

B
. Permitted under Mosaic Theory — nonmaterial nonpublic combined with public material information.

C
. A violation because overheard information is always MNPI.

D
. Permitted only if Rivera gets prior approval from compliance.

Answer revealed on next slide



ANSWERS  Q7

Answers — Standard II: Market Integrity

Q7 Rivera combines: (1) SEC filings, (2) a public CEO interview about expansion, and (3) a nonmaterial comment overheard at an industry 
conference about rising supplier orders. He reaches a 'buy' conclusion and trades. This is:

A
. A violation — one piece of information was nonpublic.

B
. ✓ Permitted under Mosaic Theory — nonmaterial nonpublic combined with public material information.

C
. A violation because overheard information is always MNPI.

D
. Permitted only if Rivera gets prior approval from compliance.

Answer: B  — Classic Mosaic Theory. The supplier comment is nonmaterial and nonpublic; combining it with public material data to reach a conclusion is explicitly 
permitted.



Standard III

Duties to Clients

Concepts · Traps · Practice Questions



STANDARD III

Standard III — Duties to Clients

III.A Loyalty, Prudence & Care

Client interests before employer, before self. Soft dollars must benefit the 
client. Best execution. Vote proxies in client's interest.

III.B Fair Dealing

Fairly (≠ equally) with ALL clients. No selective disclosure. Simultaneous 
dissemination — mode differences OK. Fee-paying family = any other client.

III.C Suitability

Develop IPS. Know full profile: risk tolerance, capacity, return needs, time 
horizon, liquidity, constraints. Update when circumstances change.

III.D Performance Presentation

Fair, accurate, and complete. No cherry-picked periods or accounts. 
Terminated accounts must appear in historical record.

III.E Preservation of Confidentiality

Protects current, FORMER, and prospective clients. Three exceptions: (a) 
law compels disclosure, (b) client engaged in illegal activity, (c) client 
consents.



TRAP CALLOUTS

Trap Callouts — Standard III: Duties to Clients

Fair ≠ Equal

Premium clients may receive additional 
services or faster communication — explicitly 
allowed. What is NOT allowed is deliberately 
disadvantaging other clients.

Soft Dollars: Client-Benefit Test

Soft dollar commissions may only fund 
research/brokerage that directly benefits THE 
CLIENT account. Office furniture, general IT, 
and staff costs are prohibited.

IPS Is Not One-and-Done

Suitability (III.C) requires updating the IPS 
when client circumstances change. A stale IPS 
can cause a violation even if it was valid when 
written.

Confidentiality Survives the 
Relationship
The obligation continues indefinitely after a 
client relationship ends. Former client data is 
protected. One of the most commonly missed 
exam points.

Performance Cherry-Picking

Showing only top-performing years, accounts, 
or strategies without full context violates III.D. 
Terminated accounts MUST appear in 
historical composites.

Proxy Voting = Client Interest

Members must vote proxies in the client's 
best interest — not the firm's, not to maintain 
a broker relationship.



VIGNETTE  Q8

Practice Questions — Standard III: Duties to Clients

Q8 Portfolio manager Reyes manages a pension fund. A broker offers to cover the firm's new Bloomberg terminals through a soft-dollar 
arrangement in exchange for directing trades to that broker at higher-than-market commissions. Reyes should MOST likely:

A
. Accept — Bloomberg terminals are standard research tools that benefit clients.

B
. Accept — improved firm infrastructure ultimately benefits clients indirectly.

C
. Decline — soft dollars may only cover research/brokerage that directly benefits the specific client accounts paying the commissions.

D
. Disclose the arrangement to clients and then accept.

Answer revealed on next slide



ANSWERS  Q8

Answers — Standard III: Duties to Clients

Q8 Portfolio manager Reyes manages a pension fund. A broker offers to cover the firm's new Bloomberg terminals through a soft-dollar 
arrangement in exchange for directing trades to that broker at higher-than-market commissions. Reyes should MOST likely:

A
. Accept — Bloomberg terminals are standard research tools that benefit clients.

B
. Accept — improved firm infrastructure ultimately benefits clients indirectly.

C
. ✓ Decline — soft dollars may only cover research/brokerage that directly benefits the specific client accounts paying the commissions.

D
. Disclose the arrangement to clients and then accept.

Answer: C  — III.A: The terminal benefit flows to the firm generally, not to the specific client accounts. Disclosure alone is insufficient. The client must directly benefit.



VIGNETTE  Q9

Practice Questions — Standard III: Duties to Clients

Q9 Analyst Huang issues a 'Strong Buy' recommendation. She emails the full report to institutional clients Monday morning and sends a brief 
summary to retail clients Wednesday. Is this a Standards violation?

A
. No — different communication channels make exact simultaneity impractical, and this is acceptable.

B
. Yes — all clients must receive the same document at the exact same moment.

C
. Yes — retail clients should always be notified before institutional clients.

D
. No — as long as the recommendation itself is identical.

Answer revealed on next slide



ANSWERS  Q9

Answers — Standard III: Duties to Clients

Q9 Analyst Huang issues a 'Strong Buy' recommendation. She emails the full report to institutional clients Monday morning and sends a brief 
summary to retail clients Wednesday. Is this a Standards violation?

A
. ✓ No — different communication channels make exact simultaneity impractical, and this is acceptable.

B
. Yes — all clients must receive the same document at the exact same moment.

C
. Yes — retail clients should always be notified before institutional clients.

D
. No — as long as the recommendation itself is identical.

Answer: A  — III.B: 'Fair dealing' does not require identical timing — different service levels and communication modes are explicitly permitted. What matters is that 
no client is deliberately disadvantaged.



VIGNETTE  Q10

Practice Questions — Standard III (continued)

Q10 A wealthy client explicitly instructs portfolio manager Liu to put the entire portfolio into cryptocurrency. The IPS specifies capital preservation 
as the primary goal. Liu should MOST appropriately:

A
. Execute immediately — explicit client instructions always override suitability concerns.

B
. Execute 50% as a compromise between client wishes and the IPS.

C
.

Explain the suitability concern clearly; if the client still insists, document the discussion thoroughly and consider whether to proceed or resign from the 
account.

D
. Update the IPS to reflect the new instruction before executing.

Answer revealed on next slide



ANSWERS  Q10

Answers — Standard III (continued)

Q10 A wealthy client explicitly instructs portfolio manager Liu to put the entire portfolio into cryptocurrency. The IPS specifies capital preservation 
as the primary goal. Liu should MOST appropriately:

A
. Execute immediately — explicit client instructions always override suitability concerns.

B
. Execute 50% as a compromise between client wishes and the IPS.

C
.

✓ Explain the suitability concern clearly; if the client still insists, document the discussion thoroughly and consider whether to proceed or resign from 
the account.

D
. Update the IPS to reflect the new instruction before executing.

Answer: C  — III.C: The adviser must explain the conflict with the IPS. If the client insists after being informed, document the discussion. Simply updating the IPS 
without client agreement would itself be inadequate.



VIGNETTE  Q11

Practice Questions — Standard III (continued)

Q11 Chen's former client asks for a reference for a new adviser. Chen shares that the client was 'difficult to work with and a slow payer.' Has Chen 
violated any Standard?

A
. No — Chen is providing honest professional feedback, which is permitted.

B
. Yes — Standard III.E requires confidentiality for current and FORMER clients; disclosure requires consent.

C
. No — confidentiality ends when the client relationship terminates.

D
. Yes, but only if the new adviser uses the information to deny services.

Answer revealed on next slide



ANSWERS  Q11

Answers — Standard III (continued)

Q11 Chen's former client asks for a reference for a new adviser. Chen shares that the client was 'difficult to work with and a slow payer.' Has Chen 
violated any Standard?

A
. No — Chen is providing honest professional feedback, which is permitted.

B
. ✓ Yes — Standard III.E requires confidentiality for current and FORMER clients; disclosure requires consent.

C
. No — confidentiality ends when the client relationship terminates.

D
. Yes, but only if the new adviser uses the information to deny services.

Answer: B  — III.E: Confidentiality extends to former clients indefinitely. Chen may only share client information with the client's explicit consent or when law compels 
disclosure.



Standard IV–VII

Employer Duties, Analysis, 
Conflicts & CFA Program

Concepts · Traps · Practice Questions



STANDARDS IV & V

Standards IV & V — Employer Duties & Investment Analysis

IV.A Loyalty to Employer

No front-running. Written consent before independent practice. Cannot 
take proprietary info or client lists. Code comes before employer interests.

IV.B Additional Compensation

Do not accept gifts or compensation that create a conflict of interest without 
prior written consent from all relevant parties.

IV.C Responsibilities of Supervisors

Ensure supervised persons comply with law and the Code. Must act when 
violations are detected. Delegation does NOT eliminate supervisor liability.

V.A Diligence & Reasonable Basis

Exercise diligence, independence, thoroughness. When using third-party 
research, must independently evaluate reasonableness — cannot just relay 
it.

V.B Communication with Clients

Disclose nature and cost of services. Disclose investment process. Identify 
risks and limitations. Clearly distinguish FACT from OPINION.

V.C Record Retention

Maintain records supporting analysis and recommendations. CFA Standards 
recommend minimum 7 years. If no employer policy, apply 7-year rule.



TRAP CALLOUTS

Trap Callouts — Standards IV & V

Whistleblowing Hierarchy

IV.A loyalty is to employer, but Code comes 
first. If employer directs you to act 
unethically, you must refuse. Loyalty is NOT a 
shield for violations.

Supervisor Liability Without Personal 
Action
IV.C: A supervisor can be sanctioned for a 
subordinate's violation even if the supervisor 
never personally committed the act. 
Inaction = violation.

Independent Practice Requires 
Consent
Starting an independent practice while 
employed requires WRITTEN employer 
consent BEFORE beginning — not during, not 
after.

Third-Party Research Responsibility

V.A: You cannot merely relay third-party 
research as your own recommendation. You 
must independently assess whether the 
conclusion is reasonable.

Fact vs. Opinion Labelling

V.B: Forecasts and projections must be clearly 
identified as OPINIONS, not facts. Presenting a 
price target as certain violates V.B and 
potentially I.C.

Record Retention is 7 Years (default)

V.C: If the employer has a shorter retention 
policy, the 7-year CFA recommendation takes 
precedence for the member.



STANDARDS VI & VII

Standards VI & VII — Conflicts of Interest & CFA Program

VI.A Avoid or Disclose Conflicts

Avoid or make full and fair disclosure of matters that may impair 
independence. Plain-language disclosure. Examples: stock ownership in 
covered company, board directorship, IB/research conflict.

VI.B Priority of Transactions

Any account from which you benefit = beneficial owner (incl. family). 
Priority: 1st Clients → 2nd Firm → 3rd Personal. Establish blackout periods. 
Limit IPO participation.

VI.C Referral Fees

Disclose referral arrangements to clients, prospective clients, AND employer 
BEFORE or AT THE TIME of the referral — not after.

VII.A CFA Program Conduct

Keep ALL exam content confidential. May express general opinions about 
exam difficulty — but no specific question disclosure.

VII.B CFA Designation

Pay annual dues + complete professional conduct statement. No partial-
designation references. May only use 'CFA' after name once all 3 levels 
passed AND membership maintained.

Transaction Priority:  Clients FIRST  →  Firm SECOND  →  Personal accounts LAST



VIGNETTE  Q12

Practice Questions — Standards IV & V

Q12 Analyst Ortega plans to leave her employer to start an independent advisory firm. Before resigning, she copies the firm's proprietary client 
database onto a personal drive and begins contacting several clients about her new venture. Ortega has MOST likely violated:

A
. No standard — employees retain the right to contact clients they personally developed.

B
. Standard IV.A (Loyalty to Employer) — taking proprietary client lists and soliciting before resignation.

C
. Standard III.E (Confidentiality) only, not IV.A.

D
. Standard V.C (Record Retention) — she should have retained, not removed, the records.

Answer revealed on next slide



ANSWERS  Q12

Answers — Standards IV & V

Q12 Analyst Ortega plans to leave her employer to start an independent advisory firm. Before resigning, she copies the firm's proprietary client 
database onto a personal drive and begins contacting several clients about her new venture. Ortega has MOST likely violated:

A
. No standard — employees retain the right to contact clients they personally developed.

B
. ✓ Standard IV.A (Loyalty to Employer) — taking proprietary client lists and soliciting before resignation.

C
. Standard III.E (Confidentiality) only, not IV.A.

D
. Standard V.C (Record Retention) — she should have retained, not removed, the records.

Answer: B  — IV.A: Employees may NOT take proprietary information (client lists, databases) when leaving. Soliciting current clients before resignation, without 
employer consent, is also a violation.



VIGNETTE  Q13

Practice Questions — Standards IV & V

Q13 Portfolio manager Diaz receives a third-party research report with a 'Strong Buy' recommendation. Without reading the underlying analysis, he 
forwards it to all clients with the note 'We recommend this stock.' Diaz has MOST likely violated:

A
. No standard — relying on third-party research is standard practice.

B
. Standard V.A (Diligence and Reasonable Basis) — he failed to independently assess the research's reasonableness.

C
. Standard V.B (Communication with Clients) only — he should have labelled it as third-party.

D
. Standard III.B (Fair Dealing) — he should have sent it to clients simultaneously.

Answer revealed on next slide



ANSWERS  Q13

Answers — Standards IV & V

Q13 Portfolio manager Diaz receives a third-party research report with a 'Strong Buy' recommendation. Without reading the underlying analysis, he 
forwards it to all clients with the note 'We recommend this stock.' Diaz has MOST likely violated:

A
. No standard — relying on third-party research is standard practice.

B
. ✓ Standard V.A (Diligence and Reasonable Basis) — he failed to independently assess the research's reasonableness.

C
. Standard V.B (Communication with Clients) only — he should have labelled it as third-party.

D
. Standard III.B (Fair Dealing) — he should have sent it to clients simultaneously.

Answer: B  — V.A: Members cannot blindly relay third-party research. Diaz must independently evaluate whether the conclusion is reasonable — he cannot delegate 
analytical responsibility.



VIGNETTE  Q14

Practice Questions — Standards VI & VII

Q14 Research analyst Kim covers a biotech company and personally owns 2,000 shares in that company. She issues a 'Hold' rating. Which action is 
MOST consistent with the CFA Standards?

A
. No disclosure is required because a 'Hold' rating implies no conflict of interest.

B
. Disclose the stock ownership in her research report.

C
. Sell the stock before publishing the report to eliminate the conflict.

D
. Either B or C — both represent acceptable approaches to managing the conflict.

Answer revealed on next slide



ANSWERS  Q14

Answers — Standards VI & VII

Q14 Research analyst Kim covers a biotech company and personally owns 2,000 shares in that company. She issues a 'Hold' rating. Which action is 
MOST consistent with the CFA Standards?

A
. No disclosure is required because a 'Hold' rating implies no conflict of interest.

B
. Disclose the stock ownership in her research report.

C
. Sell the stock before publishing the report to eliminate the conflict.

D
. ✓ Either B or C — both represent acceptable approaches to managing the conflict.

Answer: D  — VI.A: The conflict (personal ownership) must either be eliminated (sell the shares) or fully disclosed. Both options are permissible — the key is that the 
conflict is addressed transparently.



VIGNETTE  Q15

Practice Questions — Standards VI & VII

Q15 After sitting for the CFA Level II exam, candidate Wong posts online: 'The exam was brutal — way harder than Level I. Ethics vignettes were 
particularly tricky this year.' Has Wong violated the Standards?

A
. Yes — candidates must maintain complete confidentiality about all exam-related matters.

B
. No — candidates may share general opinions about difficulty but may not disclose specific exam content.

C
. Yes — any online posting about the exam constitutes a Standards violation.

D
. No — the obligation only applies during the exam itself.

Answer revealed on next slide



ANSWERS  Q15

Answers — Standards VI & VII

Q15 After sitting for the CFA Level II exam, candidate Wong posts online: 'The exam was brutal — way harder than Level I. Ethics vignettes were 
particularly tricky this year.' Has Wong violated the Standards?

A
. Yes — candidates must maintain complete confidentiality about all exam-related matters.

B
. ✓ No — candidates may share general opinions about difficulty but may not disclose specific exam content.

C
. Yes — any online posting about the exam constitutes a Standards violation.

D
. No — the obligation only applies during the exam itself.

Answer: B  — VII.A: General impressions about exam difficulty and curriculum are permissible. What is prohibited is disclosure of specific questions, topics, or item 
content from the exam.



GIPS STANDARDS

GIPS — Global Investment Performance Standards

Why GIPS?

Prevent performance misrepresentation and 
enable fair, consistent comparison across 
investment management firms globally. 
Compliance is voluntary.

Who Applies?

Any firm managing assets that competes for 
business. Compliance is FIRM-WIDE —
cannot apply to a single product or 
composite.

Composites

Aggregation of portfolios managed to a 
similar mandate/strategy. Prevents cherry-
picking of best-performing accounts.

Compliance Options

Exactly TWO options: (1) Fully comply → use 
GIPS Compliance Statement, or (2) Do not 
comply → make ZERO reference to GIPS. 
Partial compliance NOT permitted.

Firm Definition

Adopt the BROADEST, most meaningful firm 
definition. Must include all geographical 
offices under the same brand name.

Verification

Independent third-party tests firm-wide 
policies. Must cover composite maintenance, 
calculation, presentation. A firm CANNOT 
self-verify.

Verification ≠ Audit
Verification is firm-wide by an independent third party. A firm cannot self-verify. 'Discretion' = firm's ability to implement strategy — determines which portfolios enter 
composites.



VIGNETTE  Q16

Practice Questions — GIPS Standards

Q16 Alpine Asset Management claims GIPS compliance for its equity strategies but has not applied GIPS to its fixed income division. Alpine states it 
is 'partially compliant' with the GIPS Standards. This claim is:

A
. Acceptable — firms may claim compliance on a strategy-by-strategy basis.

B
. Acceptable — provided the non-compliant division is clearly labelled.

C
. A violation — GIPS compliance is firm-wide; partial compliance claims are not permitted.

D
. Acceptable only if the equity strategies represent more than 50% of AUM.

Answer revealed on next slide
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Answers — GIPS Standards

Q16 Alpine Asset Management claims GIPS compliance for its equity strategies but has not applied GIPS to its fixed income division. Alpine states it 
is 'partially compliant' with the GIPS Standards. This claim is:

A
. Acceptable — firms may claim compliance on a strategy-by-strategy basis.

B
. Acceptable — provided the non-compliant division is clearly labelled.

C
. ✓ A violation — GIPS compliance is firm-wide; partial compliance claims are not permitted.

D
. Acceptable only if the equity strategies represent more than 50% of AUM.

Answer: C  — GIPS compliance is all-or-nothing at the firm level. 'Partial compliance' language is prohibited. Alpine must either achieve firm-wide compliance or make 
no reference to GIPS.



VIGNETTE  Q17

Practice Questions — GIPS Standards

Q17 Beacon Capital wants to verify its GIPS compliance. It hires its own internal audit department to conduct the verification. Which statement BEST 
describes the result?

A
. The verification is valid — internal auditors are sufficiently independent.

B
. The verification is invalid — GIPS requires an independent third-party verifier; a firm cannot self-verify.

C
. The verification is valid if the internal audit team has no personal stake in the results.

D
. The verification is valid if approved by the firm's compliance officer.

Answer revealed on next slide



ANSWERS  Q17

Answers — GIPS Standards

Q17 Beacon Capital wants to verify its GIPS compliance. It hires its own internal audit department to conduct the verification. Which statement BEST 
describes the result?

A
. The verification is valid — internal auditors are sufficiently independent.

B
. ✓ The verification is invalid — GIPS requires an independent third-party verifier; a firm cannot self-verify.

C
. The verification is valid if the internal audit team has no personal stake in the results.

D
. The verification is valid if approved by the firm's compliance officer.

Answer: B  — GIPS verification must be performed by an independent third party. Self-verification — even by an internal audit function — is explicitly prohibited.



VIGNETTE  Q18

Mixed Practice — Standards IV–VII

Q18 Compliance officer Stevens discovers a junior trader front-ran three client orders, earning a personal profit of $1,200. Stevens documents the 
issue internally but takes no further action to prevent recurrence. Stevens has MOST likely violated:

A
. No standard — she fulfilled her duty by documenting the violation.

B
. Standard IV.C (Supervisory Responsibilities) — she must take reasonable steps to prevent further violations.

C
. Standard II.A (MNPI) — the trader used client order flow as nonpublic information.

D
. Standard VI.B (Priority of Transactions) — as compliance officer she shares responsibility for the trades.

Answer revealed on next slide
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Answers — Mixed Practice Q18

Q18 Compliance officer Stevens discovers a junior trader front-ran three client orders, earning a personal profit of $1,200. Stevens documents the 
issue internally but takes no further action to prevent recurrence. Stevens has MOST likely violated:

A
. No standard — she fulfilled her duty by documenting the violation.

B
. ✓ Standard IV.C (Supervisory Responsibilities) — she must take reasonable steps to prevent further violations.

C
. Standard II.A (MNPI) — the trader used client order flow as nonpublic information.

D
. Standard VI.B (Priority of Transactions) — as compliance officer she shares responsibility for the trades.

Answer: B  — IV.C: Documentation alone is insufficient. Stevens must implement remedial action — additional supervision, escalation, or controls — to prevent 
recurrence.



VIGNETTE  Q19

Mixed Practice — Standards IV–VII

Q19 A portfolio manager receives a referral from a financial planning firm and pays the planner a 1% referral fee from each client's first-year 
management fee. The manager does NOT disclose this arrangement to referred clients. This MOST likely violates:

A
. No standard — referral fees between professionals are standard industry practice.

B
. Standard VI.C (Referral Fees) — the fee must be disclosed to clients before or at the time of the referral.

C
. Standard III.A (Loyalty) — the fee reduces the client's net returns.

D
. Standard IV.B (Additional Compensation Arrangements) — requires employer consent only.

Answer revealed on next slide
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Answers — Mixed Practice Q19

Q19 A portfolio manager receives a referral from a financial planning firm and pays the planner a 1% referral fee from each client's first-year 
management fee. The manager does NOT disclose this arrangement to referred clients. This MOST likely violates:

A
. No standard — referral fees between professionals are standard industry practice.

B
. ✓ Standard VI.C (Referral Fees) — the fee must be disclosed to clients before or at the time of the referral.

C
. Standard III.A (Loyalty) — the fee reduces the client's net returns.

D
. Standard IV.B (Additional Compensation Arrangements) — requires employer consent only.

Answer: B  — VI.C: Referral fee arrangements must be disclosed to clients and prospective clients promptly — before or at the time of referral — so they can evaluate 
whether the recommendation is influenced by the fee.



VIGNETTE  Q20

Mixed Practice — Advanced Scenarios

Q20 CFA charterholder Morgan includes 'John Morgan, CFA (Level III Passer)' in her business card signature. This MOST likely:

A
. Complies — she accurately identifies which level she passed.

B
. Violates Standard VII.B — the designation must appear simply as 'CFA' after the name with no level reference.

C
. Violates Standard I.C — she is misrepresenting her qualifications.

D
. Complies — the parenthetical is factually accurate.

Answer revealed on next slide
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Answers — Mixed Practice Q20

Q20 CFA charterholder Morgan includes 'John Morgan, CFA (Level III Passer)' in her business card signature. This MOST likely:

A
. Complies — she accurately identifies which level she passed.

B
. ✓ Violates Standard VII.B — the designation must appear simply as 'CFA' after the name with no level reference.

C
. Violates Standard I.C — she is misrepresenting her qualifications.

D
. Complies — the parenthetical is factually accurate.

Answer: B  — VII.B explicitly prohibits referencing partial designation or the specific level passed. The only permissible form is 'John Morgan, CFA.'



VIGNETTE  Q21

Mixed Practice — Advanced Scenarios

Q21 Portfolio manager Davis manages both a hedge fund and a smaller retail account. A high-quality bond issue is oversubscribed. Davis allocates 
the entire allocation to the hedge fund because it pays higher fees. Davis has MOST likely violated:

A
. No standard — higher-fee clients may appropriately receive priority allocations.

B
. Standard III.B (Fair Dealing) — allocation must be fair; fee levels alone cannot determine priority.

C
. Standard VI.A (Conflicts of Interest) — she should have disclosed the conflict.

D
. Standard IV.A (Loyalty to Employer) — she favoured one client segment over the firm's policy.

Answer revealed on next slide
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Answers — Mixed Practice Q21

Q21 Portfolio manager Davis manages both a hedge fund and a smaller retail account. A high-quality bond issue is oversubscribed. Davis allocates 
the entire allocation to the hedge fund because it pays higher fees. Davis has MOST likely violated:

A
. No standard — higher-fee clients may appropriately receive priority allocations.

B
. ✓ Standard III.B (Fair Dealing) — allocation must be fair; fee levels alone cannot determine priority.

C
. Standard VI.A (Conflicts of Interest) — she should have disclosed the conflict.

D
. Standard IV.A (Loyalty to Employer) — she favoured one client segment over the firm's policy.

Answer: B  — III.B: Basing allocation purely on fee levels disadvantages retail clients unfairly. Allocations should follow pre-established, objective criteria applied 
consistently across all clients.



VIGNETTE  Q22

Mixed Practice — Advanced Scenarios

Q22 At a conference, analyst Green overhears a company executive mention an undisclosed acquisition target to another attendee. Green does not 
interact with the executive. He later publishes a report speculating on possible M&A activity using only public industry data. Green has MOST 
likely:

A
. Violated II.A — the overheard comment is MNPI that directly informed the report.

B
. Not violated — overheard information received passively is not MNPI if Green does not act on the specific detail.

C
. Violated I.C — he should have disclosed the source of his speculation.

D
. Not violated — Green used only public data in the final report.

Answer revealed on next slide
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Answers — Mixed Practice Q22

Q22 At a conference, analyst Green overhears a company executive mention an undisclosed acquisition target to another attendee. Green does not 
interact with the executive. He later publishes a report speculating on possible M&A activity using only public industry data. Green has MOST 
likely:

A
. Violated II.A — the overheard comment is MNPI that directly informed the report.

B
. Not violated — overheard information received passively is not MNPI if Green does not act on the specific detail.

C
. Violated I.C — he should have disclosed the source of his speculation.

D
. ✓ Not violated — Green used only public data in the final report.

Answer: D  — Green did not solicit or interact with the executive, and the published report is based entirely on public industry data. If the report speculates generally 
without acting on the specific overheard detail, this is permissible research.



VIGNETTE  Q23

Mixed Practice — Advanced Scenarios

Q23 A hedge fund manager earns a 20% performance fee. To attract AUM, she publishes only the best 5-year track record from her 22-year history. 
The longer period includes a significant drawdown. This MOST likely violates:

A
. Standard I.B — independence and objectivity are compromised by the fee incentive.

B
. Standard III.D — selective performance presentation that omits material periods.

C
. Standard V.A — insufficient basis without full historical context.

D
. GIPS Standards only, not the Code and Standards.

Answer revealed on next slide
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Answers — Mixed Practice Q23

Q23 A hedge fund manager earns a 20% performance fee. To attract AUM, she publishes only the best 5-year track record from her 22-year history. 
The longer period includes a significant drawdown. This MOST likely violates:

A
. Standard I.B — independence and objectivity are compromised by the fee incentive.

B
. ✓ Standard III.D — selective performance presentation that omits material periods.

C
. Standard V.A — insufficient basis without full historical context.

D
. GIPS Standards only, not the Code and Standards.

Answer: B  — III.D prohibits cherry-picking performance periods. Omitting the drawdown period is a false or incomplete performance presentation.



VIGNETTE  Q24

Mixed Practice — Advanced Scenarios

Q24 Advisor Reynolds has a standing arrangement to recommend clients to attorney Fischer, who pays Reynolds a $500 referral fee per client. 
Reynolds does not disclose this to his advisory clients before making referrals. Which Standards are MOST likely violated?

A
. I.B (Independence) and VI.C (Referral Fees)

B
. VI.C (Referral Fees) only

C
. III.A (Loyalty) and IV.B (Additional Compensation) only

D
. I.C (Misrepresentation) and VI.A (Conflicts of Interest)

Answer revealed on next slide
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Answers — Mixed Practice Q24

Q24 Advisor Reynolds has a standing arrangement to recommend clients to attorney Fischer, who pays Reynolds a $500 referral fee per client. 
Reynolds does not disclose this to his advisory clients before making referrals. Which Standards are MOST likely violated?

A
. ✓ I.B (Independence) and VI.C (Referral Fees)

B
. VI.C (Referral Fees) only

C
. III.A (Loyalty) and IV.B (Additional Compensation) only

D
. I.C (Misrepresentation) and VI.A (Conflicts of Interest)

Answer: A  — VI.C requires pre-referral disclosure of fees; I.B is implicated because the financial relationship could impair the objectivity of the referral 
recommendation. Both are commonly tested together.



VIGNETTE  Q25

Mixed Practice — Advanced Scenarios

Q25 The compliance manual at firm XYZ states that research records must be retained for 3 years. Analyst Ngo follows this policy and destroys 
records after 3 years. A regulator later requests records from 5 years ago. Which statement BEST describes the situation?

A
. Ngo has not violated the Standards — she followed firm policy in good faith.

B
. Ngo has violated Standard V.C — the CFA-recommended minimum is 7 years; members should retain records for the longer of firm policy or 7 years.

C
. Ngo has violated Standard IV.A — she owed loyalty to firm policy over outside standards.

D
. Ngo has violated Standard I.A — local regulatory requirements override firm policy.

Answer revealed on next slide
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Answers — Mixed Practice Q25

Q25 The compliance manual at firm XYZ states that research records must be retained for 3 years. Analyst Ngo follows this policy and destroys 
records after 3 years. A regulator later requests records from 5 years ago. Which statement BEST describes the situation?

A
. Ngo has not violated the Standards — she followed firm policy in good faith.

B
.

✓ Ngo has violated Standard V.C — the CFA-recommended minimum is 7 years; members should retain records for the longer of firm policy or 7 
years.

C
. Ngo has violated Standard IV.A — she owed loyalty to firm policy over outside standards.

D
. Ngo has violated Standard I.A — local regulatory requirements override firm policy.

Answer: B  — V.C: When firm policy is shorter than the CFA 7-year recommended minimum, members should apply the longer standard. Following a shorter firm 
policy does not insulate the member from a Standards perspective.



C F A  L E V E L  1  E T H I C S  — S T U D E N T  C H E A T  S H E E T

I
Professionalism

More restrictive law. No gifts w/o consent. No plagiarism. No misconduct.

II
Market Integrity

No MNPI. No manipulation. Mosaic Theory = OK.

III
Duties to Clients
Client first. Fair ≠ Equal. IPS required. Performance = complete. Confidentiality unless 
required by law or agreed by client.

IV
Duties to Employers

No front-running. Written consent for side work. Supervisors liable for subordinates.

V
Investment Analysis

Reasonable basis even for third-party research. Fact vs. opinion. 7-year records.

VI
Conflicts of Interest
Disclose/eliminate. Client → Firm → Personal trade order. Disclose referral fees pre-
referral.

VII
CFA Program

Exam confidentiality. No partial designation. 'CFA' only after all 3 levels + dues paid.

TOP 8 EXAM TRAPS

• Legal ≠ Compliant with the Code
• Accepting first, disclosing later = VIOLATION
• Soft dollars: must benefit the CLIENT account
• Fair dealing ≠ equal treatment
• Confidentiality extends to FORMER clients
• Supervisor inaction = violation (IV.C)
• Third-party research ≠ delegating responsibility
• Partial GIPS compliance is not permitted

KEY NUMBERS

7 years Record retention minimum (V.C)
$0 Gifts that impair independence (disclose + consent)
100% GIPS compliance — all or nothing
3 Confidentiality exceptions (law / illegal / consent)

MOSAIC THEORY  =  Material Public  +  Nonmaterial Nonpublic  → PERMITTED

Transaction Priority:  CLIENT  →  FIRM  →  PERSONAL



Exam Tips

01
Stricter Law Always Wins

When law and Code conflict, always apply whichever is MORE restrictive —
never the more permissive.

02
Client Interests Are Non-Negotiable

In every ambiguous scenario, the answer that places the client first is 
almost always correct.

03
Mosaic Theory Is Your Friend

Nonmaterial nonpublic + public material = permitted. The violation only 
arises when the nonpublic piece is material.

04
Fair ≠ Equal

Standard III.B allows differentiated service — what it prohibits is deliberate 
disadvantage to any client.

05
Supervisors Cannot Delegate Liability

IV.C: A supervisor who knows of a violation and does nothing is themselves 
in violation.

06
Disclosure Timing Is Critical

For gifts AND referrals: disclose BEFORE accepting or referring — never 
retroactively.

07
Confidentiality Has No Expiry Date

III.E protects current, former, AND prospective clients. It does not end 
when the relationship ends.

08
GIPS Is Firm-Wide, Voluntary, External

Compliance is all-or-nothing, voluntary, and verified by an independent 
third party — never self-verified.

09
Records: 7-Year Default

When firm policy is shorter than 7 years, the CFA 7-year recommendation 
governs.

10
'Legal' Doesn't End the Analysis

A legal action can still violate the Code. Always apply the Code 
independently of legal compliance.
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