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IntroductionIntroduction

Preparing for a certification exam can feel overwhelming, but with the right tools, it becomes
an opportunity to build confidence, sharpen your skills, and move one step closer to your
goals. At Examzify, we believe that effective exam preparation isn’t just about memorization,
it’s about understanding the material, identifying knowledge gaps, and building the test-taking
strategies that lead to success.

This guide was designed to help you do exactly that.

Whether you’re preparing for a licensing exam, professional certification, or entry-level
qualification, this book offers structured practice to reinforce key concepts. You’ll find a wide
range of multiple-choice questions, each followed by clear explanations to help you
understand not just the right answer, but why it’s correct.

The content in this guide is based on real-world exam objectives and aligned with the types of
questions and topics commonly found on official tests. It’s ideal for learners who want to:

• Practice answering questions under realistic conditions,
• Improve accuracy and speed,
• Review explanations to strengthen weak areas, and
• Approach the exam with greater confidence.

We recommend using this book not as a stand-alone study tool, but alongside other
resources like flashcards, textbooks, or hands-on training. For best results, we recommend
working through each question, reflecting on the explanation provided, and revisiting the
topics that challenge you most.

Remember: successful test preparation isn’t about getting every question right the first time,
it’s about learning from your mistakes and improving over time. Stay focused, trust the
process, and know that every page you turn brings you closer to success.

Let’s begin.
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How to Use This GuideHow to Use This Guide

This guide is designed to help you study more effectively and approach your exam with
confidence. Whether you're reviewing for the first time or doing a final refresh, here’s how to
get the most out of your Examzify study guide:

1. Start with a Diagnostic Review

Skim through the questions to get a sense of what you know and what you need to focus on.
Your goal is to identify knowledge gaps early.

2. Study in Short, Focused Sessions

Break your study time into manageable blocks (e.g. 30 – 45 minutes). Review a handful of
questions, reflect on the explanations.

3. Learn from the Explanations

After answering a question, always read the explanation, even if you got it right. It reinforces
key points, corrects misunderstandings, and teaches subtle distinctions between similar
answers.

4. Track Your Progress

Use bookmarks or notes (if reading digitally) to mark difficult questions. Revisit these
regularly and track improvements over time.

5. Simulate the Real Exam

Once you're comfortable, try taking a full set of questions without pausing. Set a timer and
simulate test-day conditions to build confidence and time management skills.

6. Repeat and Review

Don’t just study once, repetition builds retention. Re-attempt questions after a few days and
revisit explanations to reinforce learning. Pair this guide with other Examzify tools like
flashcards, and digital practice tests to strengthen your preparation across formats.

There’s no single right way to study, but consistent, thoughtful effort always wins. Use this
guide flexibly, adapt the tips above to fit your pace and learning style. You've got this!
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Questions
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1. How should an investment advisor incorporate behavioral finance in
investment strategies?
A. By focusing solely on market trends
B. By objectively measuring how emotions hinder profit-making decisions
C. By using historical performance as a guide
D. By relying on client intuition

2. Which form of property ownership allows the property to automatically pass
to Bob and Chuck if Al dies first?
A. Joint Tenancy with Right of Survivorship (JTWROS)
B. Tenancy in Common
C. Community Property
D. Sole Ownership

3. Which of the following best describes "trust modifications"?
A. Changes made to improve asset performance
B. Adjustments to the trust structure or terms
C. Regulations that govern trust creation
D. Updates made in response to beneficiary requests

4. Which document is essential for establishing powers granted to a fiduciary?
A. A will
B. A trust agreement
C. A power of attorney document
D. An investment policy statement

5. What distinguishes common stock from preferred stock?
A. Common stockholders have voting rights.
B. Preferred stockholders can vote on company matters.
C. Common stock pays fixed dividends.
D. Preferred stock has higher potential returns.

Sample study guide, visit https://ctfa.examzify.com
for the full version with hundreds of practice questions 6

SAMPLE



6. In an irrevocable trust where no distributions were made, how is the trust's
income taxed?
A. All to the trust.
B. One-half to the trust and one-half to the settlor.
C. One-half to the daughter and one-half to the trust.
D. One-half to the daughter and one-half to her sibling.

7. How does a revocable trust differ from an irrevocable trust?
A. A revocable trust is created for charitable purposes
B. An irrevocable trust allows for changes by the trustor, whereas a revocable

trust does not
C. A revocable trust may be changed by the trustor, while an irrevocable trust

cannot
D. An irrevocable trust provides immediate tax benefits, while a revocable trust

does not

8. Define "discretionary distribution" in a trust.
A. Distributions made on a fixed schedule
B. Distributions based on the beneficiary's request
C. Distributions made at the trustee's discretion
D. Distributions determined by a majority of beneficiaries

9. What happens to Ann's 401(k) balance when she instructs Google's HR
department to distribute it to an IRA?
A. Google will withhold a percentage from the distribution.
B. Google may distribute Ann's full account balance without withholding any

amount.
C. Ann will incur penalties for early withdrawal.
D. Ann must transfer the funds directly to the IRA within 30 days.
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10. The amount of Faye's investment is specified as?
A. A portion of her savings
B. A bond investment
C. A type of insurance policy
D. A retirement account
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Answers
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1. B
2. A
3. B
4. C
5. A
6. C
7. C
8. C
9. B
10. B
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Explanations
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1. How should an investment advisor incorporate behavioral finance in
investment strategies?
A. By focusing solely on market trends
B. By objectively measuring how emotions hinder profit-making decisions
C. By using historical performance as a guide
D. By relying on client intuition

Incorporating behavioral finance into investment strategies leverages an understanding of how psychological
factors and emotions can impact investor decision-making and market behavior. By objectively measuring how
emotions hinder profit-making decisions, investment advisors can identify common cognitive biases, such as
overconfidence or loss aversion, that may lead clients to make irrational choices.  This understanding allows
advisors to design strategies that mitigate the adverse effects of these biases. For instance, an advisor might
encourage a disciplined investment approach that avoids reactionary decisions based on short-term market
fluctuations or emotional responses to loss. By recognizing and addressing emotional barriers, advisors can help
clients stay focused on long-term goals and adhere to a well-structured investment plan, ultimately enhancing their
financial outcomes.  Other approaches, such as focusing solely on market trends or relying on client intuition, fail
to address the critical function that emotions and biases play in decision-making. While historical performance can
provide valuable context, it does not account for the psychological nuances that behavioral finance emphasizes.
Understanding and managing these psychological factors is essential for creating a more effective and tailored
investment strategy.

2. Which form of property ownership allows the property to automatically pass
to Bob and Chuck if Al dies first?
A. Joint Tenancy with Right of Survivorship (JTWROS)
B. Tenancy in Common
C. Community Property
D. Sole Ownership

Joint Tenancy with Right of Survivorship (JTWROS) provides a unique feature that allows for the automatic
transfer of property rights upon the death of one of the joint tenants. In this scenario, if Al, who is one of the joint
tenants, passes away first, the property automatically becomes the sole property of the surviving joint tenants, Bob
and Chuck, without the need for probate. This form of ownership establishes a right of survivorship, which is a key
characteristic that distinguishes it from other ownership forms.  In contrast, Tenancy in Common does not include
a right of survivorship; therefore, if Al were to pass away, his share of the property would be inherited by his heirs
rather than automatically transferring to Bob and Chuck. Community Property pertains to property ownership
typically involving married couples, where each spouse has an equal share of the property, and does not provide
the right of automatic transfer upon death either. Sole Ownership means that only one individual owns the
property, and thus, upon death, the property would need to go through probate to determine its distribution based
on Al’s will or state inheritance laws.
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3. Which of the following best describes "trust modifications"?
A. Changes made to improve asset performance
B. Adjustments to the trust structure or terms
C. Regulations that govern trust creation
D. Updates made in response to beneficiary requests

The term "trust modifications" refers specifically to adjustments made to the structure or terms of an existing trust.
This can involve various changes, such as altering the beneficiaries, changing the distribution schedule, or
modifying the powers granted to trustees. The purpose of such modifications may stem from changes in
circumstances, such as the death of a beneficiary, changes in tax laws, or shifts in the grantor's intentions.  The
other options do not accurately reflect the concept of trust modifications. Improving asset performance is more
related to investment strategy rather than the foundational structure of the trust itself. Regulations governing trust
creation provide a legal framework for establishing trusts but do not pertain to the modifications of terms or
structures once a trust is in existence. Finally, while updates may indeed occur in response to beneficiary
requests, this does not encompass the broader and more formal process of modifying the trust's terms or structure
as a whole. Thus, the essence of trust modifications lies in the adjustments made to its established structure or
provisions.

4. Which document is essential for establishing powers granted to a fiduciary?
A. A will
B. A trust agreement
C. A power of attorney document
D. An investment policy statement

The power of attorney document is essential for establishing the specific powers granted to a fiduciary because
this legal instrument explicitly designates an individual or entity (the attorney-in-fact) to act on behalf of another
person (the principal) in legal or financial matters. This document delineates the scope of authority, which may
include managing the principal's finances, making healthcare decisions, or handling various transactions.  While a
will and a trust agreement are crucial for outlining how a person's assets will be managed and distributed after
their death, they do not specifically grant powers to a fiduciary to act on behalf of the principal during their lifetime.
An investment policy statement serves as a guideline for managing investment assets according to the principal's
objectives but does not serve to explicitly delegate powers to an individual or entity. Thus, the power of attorney is
the primary document that directly conveys the authority and responsibilities a fiduciary needs to act on behalf of
someone else.
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5. What distinguishes common stock from preferred stock?
A. Common stockholders have voting rights.
B. Preferred stockholders can vote on company matters.
C. Common stock pays fixed dividends.
D. Preferred stock has higher potential returns.

Common stock is distinguished from preferred stock primarily by the voting rights it confers to its holders.
Common stockholders typically have the ability to vote on significant corporate matters, such as electing the board
of directors and approving mergers or acquisitions. This voting right empowers shareholders to influence company
policies and decisions, reflecting their ownership stake in the company.  In contrast, preferred stockholders usually
do not have voting rights associated with their shares. Preferred stock is often seen as a hybrid between common
stock and bonds; it may offer fixed dividends and has priority over common stock in the event of liquidation but
lacks the voting power that comes with common stock ownership.   Regarding the other options: preferred stock
generally provides dividends that are fixed and prioritized over common stock dividends, contradicting the notion
that common stock pays fixed dividends. Preferred stock does not inherently come with higher potential returns
compared to common stock, as common stock can provide substantial capital appreciation potential, dependent
on the company's performance.

6. In an irrevocable trust where no distributions were made, how is the trust's
income taxed?
A. All to the trust.
B. One-half to the trust and one-half to the settlor.
C. One-half to the daughter and one-half to the trust.
D. One-half to the daughter and one-half to her sibling.

In an irrevocable trust where no distributions are made, the trust's income is primarily taxed to the trust itself. This
is because the income generated by the trust is not passed on to the beneficiaries unless explicit distributions
occur. The correct answer highlights that even though the income remains undistributed, it would be considered
as being partially allocated to the settlor's beneficiaries. When trusts are set up, even irrevocably, it is important to
recognize the tax implications of the income generated by the trust assets.   In most cases, the tax treatment
depends on the terms of the trust document and how it designates the income. If the irrevocable trust states that
income should be allocated to certain individuals, those individuals may indeed face tax liabilities for that income,
even if they haven't actually received it. The choice centers on the understanding of who bears the tax liability
corresponding to the income generated by the trust assets.  This perspective is particularly relevant for irrevocable
trusts because they often split the benefits and responsibilities in unique ways based on the trust's stipulated
terms. The options involving different distribution splits among beneficiaries or the settlor are contingent upon
specific arrangements made in the trust, emphasizing the importance of understanding both the legal and tax
facets of trust management.
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7. How does a revocable trust differ from an irrevocable trust?
A. A revocable trust is created for charitable purposes
B. An irrevocable trust allows for changes by the trustor, whereas a revocable

trust does not
C. A revocable trust may be changed by the trustor, while an irrevocable trust

cannot
D. An irrevocable trust provides immediate tax benefits, while a revocable trust

does not
A revocable trust may be changed by the trustor, while an irrevocable trust cannot, which highlights the key
distinction between these two types of trusts. The trustor, who is the individual establishing the trust, retains the
ability to modify or revoke the terms of a revocable trust at any time during their lifetime. This flexibility allows the
trustor to adapt the trust to changing circumstances or preferences, ensuring that the trust continues to meet their
objectives.  In contrast, once an irrevocable trust is established, the trustor relinquishes the right to make
modifications or revoke the trust. This structure is often used for estate planning purposes or asset protection, as it
removes the assets from the trustor's estate, which may have tax advantages or benefits in terms of eligibility for
certain benefits.  The other options provided do not accurately capture the fundamental differences between
revocable and irrevocable trusts, which is pivotal when advising clients on estate planning strategies.

8. Define "discretionary distribution" in a trust.
A. Distributions made on a fixed schedule
B. Distributions based on the beneficiary's request
C. Distributions made at the trustee's discretion
D. Distributions determined by a majority of beneficiaries

A discretionary distribution in a trust refers to distributions made at the trustee's discretion, which means the
trustee has the authority to determine when and how much money is distributed to beneficiaries based on the
terms of the trust agreement and other relevant considerations. This type of distribution allows for flexibility,
enabling the trustee to assess the beneficiaries’ needs, the financial health of the trust, and other pertinent factors
before making distributions.   Using discretion can be particularly important in situations where beneficiaries may
have varying financial needs or levels of responsibility. The trustee can make decisions that best serve the overall
purpose of the trust and the best interests of the beneficiaries, rather than being bound by rigid schedules or
predetermined amounts that may not align with the beneficiaries' actual situations.  In contrast, other types of
distributions, such as those made on a fixed schedule, based on a beneficiary’s request, or determined by a
majority of beneficiaries, do not provide this flexibility and may not allow the trustee to act in the best interests of
the beneficiaries as effectively as in a discretionary distribution scenario.
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9. What happens to Ann's 401(k) balance when she instructs Google's HR
department to distribute it to an IRA?
A. Google will withhold a percentage from the distribution.
B. Google may distribute Ann's full account balance without withholding any

amount.
C. Ann will incur penalties for early withdrawal.
D. Ann must transfer the funds directly to the IRA within 30 days.

When Ann instructs Google's HR department to distribute her 401(k) balance to an IRA, the most relevant
scenario is that Google may distribute her full account balance without withholding any amount. This situation
typically arises when the distribution is made directly to an IRA, known as a direct rollover.  In a direct rollover, the
funds are transferred directly from the 401(k) plan to the IRA custodian. This method avoids immediate taxation
and allows Ann to maintain the tax-deferred status of her retirement savings. As a result, no mandatory federal
withholding applies when done correctly.  The other choices do not accurately reflect the typical procedures
associated with this type of distribution. For instance, withholding may apply in certain situations (usually if Ann
opted for a cash distribution), and penalties for early withdrawal would not apply if the funds are rolled over
appropriately. Also, while transferring the funds directly is standard, there is no requirement to complete it within a
strict 30-day window for a direct rollover process, as the transaction fundamentally differs from a cash distribution
where the recipient might have limitations on how quickly they must deposit the funds into another qualified
retirement account to avoid taxes or penalties.   Thus, the mechanics of a direct rollover allow for Ann’s full
account balance to be transferred without withholding

10. The amount of Faye's investment is specified as?
A. A portion of her savings
B. A bond investment
C. A type of insurance policy
D. A retirement account

Specifying the amount of Faye's investment as a bond investment emphasizes a particular type of financial asset
that entails both a defined amount and characteristics associated with fixed-income securities. Bonds represent a
loan made by an investor to a borrower, typically corporate or governmental, and they come with specific terms
regarding the amount invested, the maturity date, and the interest rate. This option clearly delineates that the
investment is not just a vague portion of savings or some unspecified account but refers directly to a structured
and regulated financial product that provides clear terms and potential returns.  In contrast, interpreting Faye's
investment as a portion of her savings does not provide specific information about the nature and details of the
investment itself. For example, savings can include various liquid assets and do not denote any structured
investment strategy. Looking at the type of insurance policy, while it could involve an investment component, it is
primarily a risk management tool, and its purpose differs from a standard investment approach. Lastly, identifying
her investment as a retirement account indicates a specific use or purpose but does not explicitly describe the
type of investment made within that account. Therefore, labeling the investment as a bond investment succinctly
captures both the nature and specificity needed for clarity in the context of investment types.
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Next StepsNext Steps

Congratulations on reaching the final section of this guide. You've taken a meaningful step
toward passing your certification exam and advancing your career.

As you continue preparing, remember that consistent practice, review, and self-reflection are
key to success. Make time to revisit difficult topics, simulate exam conditions, and track your
progress along the way.

If you need help, have suggestions, or want to share feedback, we’d love to hear from you.
Reach out to our team at hello@examzify.com.

Or visit your dedicated course page for more study tools and resources:

https://ctfa.examzify.com

We wish you the very best on your exam journey. You've got this!
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