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1. What does post tax performance calculation assess?
A. The overall value of an investment portfolio
B. The performance of investments after accounting for taxes
C. The impact of inflation on investment returns
D. The forecasted market trends

2. When must Form 990-T be filed regarding UBTI?
A. When UBTI exceeds $500
B. When total positive UBTI is $1,000 or more
C. Every year, regardless of UBTI amount
D. When UBTI is less than $1,000

3. How is the performance of an investment typically assessed
for tax purposes?
A. Based on gross revenue
B. After accounting for taxes
C. Using projections of future gains
D. By comparing it only to peer investments

4. Which risk can be reduced through diversification?
A. Systematic Risk
B. Unsystematic Risk
C. Market Risk
D. Sector Risk

5. What is a potential trade-off of hedging in investment
strategies?
A. It eliminates all risks associated with investments
B. It adds complexity to investment portfolios
C. It protects against losses but may reduce potential gains
D. It guarantees a profit in volatile markets

6. Which formula accurately represents the Treynor Ratio?
A. (Return of Portfolio - Risk Free Rate) / Beta
B. Risk Free Rate / (Return of Portfolio + Beta)
C. Beta / (Return of Portfolio - Risk Free Rate)
D. Return of Portfolio / (Risk Free Rate + Beta)
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7. What does the beta of an asset indicate?
A. The historical performance of an asset
B. The sensitivity of the asset to market movements
C. The total risk of an investment
D. The growth potential of an asset

8. What defines a taxable distribution?
A. Income that is exempt from taxation
B. Tax-free interest from municipal bonds
C. Income distributions from investments subject to tax
D. Retirement withdrawals not taxed

9. What is the main benefit of utilizing a Family Limited
Partnership?
A. Increased personal liability
B. Protection from federal taxes
C. Tax advantages for pooled family investments
D. Individual asset separation

10. Which of the following topics accounts for 8% of the
exam?
A. Charitable Giving and Endowments
B. Planning for CHB Owners
C. Retirement Management
D. Estate Issues and Wealth Transfer

4Sample study guide. Visit https://portfoliomgmt.examzify.com for the full version

SA
M

PLE



Answers
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1. B
2. B
3. B
4. B
5. C
6. A
7. B
8. C
9. C
10. A
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Explanations
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1. What does post tax performance calculation assess?
A. The overall value of an investment portfolio
B. The performance of investments after accounting for taxes
C. The impact of inflation on investment returns
D. The forecasted market trends

The correct choice focuses on post tax performance calculation, which specifically
evaluates the returns of investments after accounting for the taxes owed on those gains.
This assessment is crucial for investors because tax liabilities can significantly impact
net returns. By calculating performance on a post-tax basis, investors can gain a clearer
picture of their actual earnings and make more informed decisions about their
investment strategies.   While evaluating overall value, inflation impacts, and market
trends are important aspects of portfolio management, they do not specifically pertain to
the measurement of performance adjusted for tax implications. The post tax performance
calculation is unique in that it directly considers how taxes influence the profitability of
an investment, leading to a more accurate understanding of the returns an investor can
expect to realize.

2. When must Form 990-T be filed regarding UBTI?
A. When UBTI exceeds $500
B. When total positive UBTI is $1,000 or more
C. Every year, regardless of UBTI amount
D. When UBTI is less than $1,000

Form 990-T is used by tax-exempt organizations to report unrelated business taxable
income (UBTI) and to calculate any tax owed on that income. The specific requirement
for filing this form is tied to the threshold of total positive UBTI.  When total positive
UBTI is $1,000 or more, the tax-exempt organization is required to file Form 990-T. This
is important because, although tax-exempt organizations are generally not taxed on their
income, any income that is considered UBTI is taxable, and the IRS requires reporting
above that threshold to ensure compliance with tax regulations.  Filing is not necessary if
the total positive UBTI is below $1,000, which helps small entities avoid unnecessary
paperwork and tax obligations that may not apply to them. Therefore, the correct
condition for filing Form 990-T is directly linked to the total positive UBTI amount
reaching or exceeding $1,000.
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3. How is the performance of an investment typically assessed
for tax purposes?
A. Based on gross revenue
B. After accounting for taxes
C. Using projections of future gains
D. By comparing it only to peer investments

The performance of an investment for tax purposes is typically assessed after accounting
for taxes. This means that the net return, which considers taxes owed on realized gains,
is what's ultimately important when evaluating how an investment has performed from a
tax perspective. It highlights the fact that investors need to understand the impact of tax
liabilities on their overall returns, especially when making decisions about buying or
selling investments.  Gross revenue does not provide a complete picture because it does
not take into account the taxes that will ultimately reduce the investor's take-home
return. Similarly, projections of future gains focus on potential returns rather than
realized gains or the tax implications of those gains, which are important for actual
performance assessment. Lastly, while comparing an investment to peer investments can
provide insight into relative performance, it does not address the unique tax liabilities
that may affect an investor's specific tax situation. Therefore, the most accurate
assessment for tax purposes is indeed based on net returns after accounting for taxes,
which is represented by the correct answer.

4. Which risk can be reduced through diversification?
A. Systematic Risk
B. Unsystematic Risk
C. Market Risk
D. Sector Risk

Unsystematic risk is the type of risk that can be reduced through diversification. This
risk is specific to a particular company or industry and can arise from various factors,
such as management decisions, operational issues, or changes in consumer preferences.
By holding a diversified portfolio that includes a variety of assets across different sectors,
industries, or geographic regions, an investor can mitigate the impact of any single
asset's poor performance on the overall portfolio.   When one asset faces difficulties,
others within the portfolio may perform well, thus balancing the overall risk. This is in
contrast to systematic risk, which affects all investments in the market and cannot be
eliminated through diversification. Systematic risk includes threats like economic
downturns or changes in interest rates and affects a broader market or financial system.  
Market risk and sector risk are also forms of systematic risk that cannot be diversified
away. Market risk pertains to the overall fluctuations in the financial markets, while
sector risk is related to a specific segment of the market, neither of which can be fully
mitigated simply by diversifying the portfolio. Hence, diversification is most effective in
reducing unsystematic risk.
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5. What is a potential trade-off of hedging in investment
strategies?
A. It eliminates all risks associated with investments
B. It adds complexity to investment portfolios
C. It protects against losses but may reduce potential gains
D. It guarantees a profit in volatile markets

The potential trade-off of hedging in investment strategies is that while it provides
protection against losses, it may also reduce potential gains. Hedging is primarily used to
mitigate risk by taking offsetting positions in securities or derivatives. For instance, an
investor might use options or futures contracts to guard against unfavorable price
movements.  By doing so, the investor is effectively setting a safety net against losses;
however, this safety measure can also reduce the upside potential. If the market moves
favorably, the profits may be capped due to the hedging strategy in place. This trade-off
is crucial for investors to consider, as it emphasizes the balance between risk and return
in investment strategies.  Factors like market conditions, investment goals, and risk
tolerance all contribute to the decision-making process surrounding whether or not to
hedge. Understanding that hedging can limit gains while protecting from losses is
fundamental in portfolio management.

6. Which formula accurately represents the Treynor Ratio?
A. (Return of Portfolio - Risk Free Rate) / Beta
B. Risk Free Rate / (Return of Portfolio + Beta)
C. Beta / (Return of Portfolio - Risk Free Rate)
D. Return of Portfolio / (Risk Free Rate + Beta)

The Treynor Ratio is a measure used to assess the risk-adjusted return of a portfolio by
comparing the excess return of the portfolio relative to the risk-free rate to the
portfolio's systematic risk, which is quantified by beta. The correct formula captures this
relationship precisely.  In the accurate representation of the Treynor Ratio, the formula
includes the return of the portfolio, subtracts the risk-free rate to focus on the excess
return, and divides that figure by the portfolio's beta. This approach provides insight into
how much excess return is generated per unit of risk taken, as expressed by beta, which
measures the sensitivity of the portfolio's returns to market movements.  This formula is
particularly useful for investors who want to understand the trade-off between risk and
return in a portfolio context, aiding in the comparisons of different investments or
portfolios that have different levels of market risk exposure. It is essential for investors
seeking to optimize their portfolios based on performance while accounting for the
inherent risk involved.
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7. What does the beta of an asset indicate?
A. The historical performance of an asset
B. The sensitivity of the asset to market movements
C. The total risk of an investment
D. The growth potential of an asset

The beta of an asset measures its sensitivity to market movements, which is a key
concept in the Capital Asset Pricing Model (CAPM). Specifically, it reflects how much the
asset's price is expected to change in relation to changes in the overall market price. A
beta greater than one indicates that the asset is more volatile than the market, meaning
it typically experiences larger price swings in response to market movements. Conversely,
a beta less than one suggests that the asset is less volatile.   Understanding beta is
crucial for investors as it helps in assessing the risk associated with a particular asset
compared to the market as a whole. This sensitivity factor allows investors to make
informed decisions about portfolio construction and risk management, ensuring that
they are adequately compensated for the risk they take on with their investments.   In
contrast, the other options address different aspects of investing: the historical
performance pertains to past returns without indicating sensitivity, total risk
encompasses both systematic and unsystematic risk factors, and growth potential focuses
on future earnings prospects rather than market correlation.

8. What defines a taxable distribution?
A. Income that is exempt from taxation
B. Tax-free interest from municipal bonds
C. Income distributions from investments subject to tax
D. Retirement withdrawals not taxed

A taxable distribution refers to income distributions from various investments that are
subject to taxation. This means that when individuals receive distributions from their
investment accounts, such as dividends from stocks or interest from bonds, those
amounts typically must be reported on their tax returns and may be taxed at their
applicable income tax rates.  Taxable distributions can originate from a variety of
sources, including mutual funds, qualified plans, or individual investments, and are
typically distinguished from tax-exempt income. For instance, certain types of interest
income, such as that generated from municipal bonds, are often categorized as tax-free,
making them distinct from taxable distributions. Similarly, retirement account
withdrawals can sometimes be categorized differently based on the type of account and
the individual's circumstances, but not all withdrawals are taxable, especially when
dealing with specific retirement distributions. Therefore, understanding taxable
distributions is crucial for effective portfolio and tax planning, ensuring proper reporting
and compliance with tax regulations.
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9. What is the main benefit of utilizing a Family Limited
Partnership?
A. Increased personal liability
B. Protection from federal taxes
C. Tax advantages for pooled family investments
D. Individual asset separation

The main benefit of utilizing a Family Limited Partnership (FLP) is the tax advantages it
offers for pooled family investments. An FLP allows family members to come together to
manage and invest assets as a unified entity while retaining control over those
investments. One of the key benefits is the ability to transfer assets to family members
with reduced valuation for gift tax purposes, enabling family wealth to be passed on
efficiently while minimizing tax liabilities.  The structure of an FLP can also facilitate
income splitting among family members, which can lead to lower overall tax rates for the
family as they can distribute income to family members in lower tax brackets.
Additionally, the FLP can provide benefits in terms of estate planning, allowing for the
effective transfer of wealth and potentially reducing the impact of estate taxes upon the
death of the principal members.  The other options focus on aspects that do not
accurately reflect the primary advantages of an FLP. For instance, increased personal
liability is contrary to the purpose of establishing an FLP, which aims to limit liability for
family members. Protection from federal taxes is not typically a direct benefit, as while
there may be strategies to minimize taxes, entirely shield from federal taxes is not
realistic. Individual asset separation is more relevant to personal asset management
strategies rather than the collective

10. Which of the following topics accounts for 8% of the
exam?
A. Charitable Giving and Endowments
B. Planning for CHB Owners
C. Retirement Management
D. Estate Issues and Wealth Transfer

The topic of Charitable Giving and Endowments accounts for 8% of the exam due to its
relevance in portfolio management and wealth planning. This area encompasses
strategies related to philanthropy, tax implications of charitable donations, and the
management of endowed funds. Understanding how to effectively integrate charitable
giving into a broader financial plan is essential for advisors who aim to optimize a
client’s overall financial picture while aligning with their values and legacy goals.  This
percentage reflects the importance of these strategies not just for personal satisfaction
or ethical reasons, but also from a financial planning perspective, as they can offer
significant tax benefits and enhance long-term family wealth management. Mastery of
this topic equips candidates with the knowledge to advise clients on making impactful
philanthropic choices while managing their financial portfolios.  In contrast, the other
topics may cover important aspects of portfolio management but do not represent the
specific percentage allotted in the exam format.
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