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1. What is a common reason for individuals to invest in
government securities?
A. High returns
B. Tax exemptions
C. Considered 'credit risk free'
D. Ability to trade easily

2. In terms of UITFs, what does the term "cooling-off period"
refer to?
A. The time investors can reassess their investment
B. The period before a fund's launch
C. The window to cancel after signing a contract
D. The duration for processing fund transfers

3. What is a key investment restriction that applies to
Philippine peso UITFs?
A. Cannot invest in foreign equities
B. Cannot invest in promissory notes
C. Can only invest in government securities
D. Can invest in loans with limitations

4. What allows UITFs to invest in derivatives?
A. Regulatory approval from the SEC
B. Market demand for safe investments
C. The potential to increase Net Asset Value Per Unit (NAVPU)
D. A mandate from the trust organization

5. What is crucial to establish in portfolio management?
A. Unclear account restrictions
B. Portfolio objectives and management of risks
C. Excessive risk without guidelines
D. Random investment strategies
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6. Who bears the risks associated with UITF investments?
A. The fund managers
B. The UITF trust entity
C. The UITF investor
D. The regulatory body

7. Which statement about UITF marketing materials is true?
A. Both statements about performance are true
B. At least one of the statements about performance is false
C. Performance statements are always based on current market

conditions
D. Marketing materials do not mention historical performance

8. What does marking-to-market refer to in financial trading?
A. Setting a predetermined price for a financial instrument
B. Assigning a value based on the current market price
C. Calculating average prices over a period
D. Assessing historical performance of financial assets

9. What is a common feature of Equity UITFs?
A. They primarily invest in government bonds
B. They focus on preserving capital
C. They aim for high growth potential
D. They guarantee a fixed return

10. What does the prudent man's rule require of fiduciaries?
A. They should take high risks for high returns
B. Manage assets without regard for care
C. Handle assets with care and diligence
D. Act in their own financial interest primarily
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Answers
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1. C
2. C
3. B
4. C
5. B
6. C
7. B
8. B
9. C
10. C

6Sample study guide. Visit https://unitinvestmenttrustfund.examzify.com for the full version

SA
M

PLE



Explanations
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1. What is a common reason for individuals to invest in
government securities?
A. High returns
B. Tax exemptions
C. Considered 'credit risk free'
D. Ability to trade easily

Investing in government securities is often seen as a way to minimize credit risk because
these investments are backed by the government. Governments, particularly those of
stable nations, have the authority to raise funds through taxation and can print money,
which greatly reduces the likelihood of defaulting on debt obligations. This inherent
backing makes government securities an attractive option for conservative investors who
prioritize the preservation of capital and stability over high returns.  While aspects like
high returns, tax exemptions, and ease of trading may apply to other investment vehicles,
they do not encapsulate the primary reason individuals opt for government securities.
High returns are typically associated with higher-risk investments, while tax exemptions
may vary and are not a universal characteristic of government securities. The ability to
trade easily can depend on the particular market conditions and the type of security,
making it less of a defining reason for choosing government securities over others. The
reputation of government securities as being 'credit risk free' is a compelling reason for
many investors, making it a fundamental basis for investment decisions in this category.

2. In terms of UITFs, what does the term "cooling-off period"
refer to?
A. The time investors can reassess their investment
B. The period before a fund's launch
C. The window to cancel after signing a contract
D. The duration for processing fund transfers

The term "cooling-off period" in the context of Unit Investment Trust Funds (UITFs)
specifically refers to the window of time allowed for investors to cancel their investment
after signing a contract. During this period, investors have the opportunity to reconsider
their decision and withdraw their investment if they believe it may not align with their
financial goals or risk tolerance. This protective measure gives investors a chance to
reassess their commitment without incurring penalties, making it a crucial aspect of
consumer protection in investment practices.  The other choices do not accurately reflect
the definition of a cooling-off period. For example, while the time to reassess an
investment is important, it does not specifically encompass the contractual nature of the
investor's right to revoke their agreement. Similarly, the period before a fund's launch
and the duration for processing fund transfers are both unrelated to the investor's right
to cancel their participation in a fund after the initial agreement. Thus, understanding
the cooling-off period is vital for investors to safeguard their interests and make
informed decisions when participating in UITFs.
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3. What is a key investment restriction that applies to
Philippine peso UITFs?
A. Cannot invest in foreign equities
B. Cannot invest in promissory notes
C. Can only invest in government securities
D. Can invest in loans with limitations

A key investment restriction for Philippine peso UITFs is centered around the types of
financial instruments in which they can invest. In general, UITFs are designed to provide
a diversified investment vehicle, but they must adhere to specific regulations concerning
their portfolios.  The restriction regarding investments in promissory notes is
particularly relevant. Generally, UITFs are not allowed to invest in promissory notes
because these instruments may lack the necessary liquidity or could carry higher risks
that are not permissible within a regulated trust fund framework. Instead, UITFs are
guided to invest in more stable and liquid securities to protect investors' interests and
safeguard the fund’s integrity.  While UITFs may indeed have other restrictions, such as
prohibitive investments in foreign equities or specific limitations on loans, the standout
restriction in this context is the one regarding promissory notes. This ultimately ensures
that the UITF maintains a conservative investment approach that aligns with regulatory
guidelines, aiming to mitigate risk for investors.

4. What allows UITFs to invest in derivatives?
A. Regulatory approval from the SEC
B. Market demand for safe investments
C. The potential to increase Net Asset Value Per Unit (NAVPU)
D. A mandate from the trust organization

Unit Investment Trust Funds (UITFs) are allowed to invest in derivatives primarily
because of the potential to increase Net Asset Value Per Unit (NAVPU). Derivatives can
be used by UITFs to hedge against risks, enhance returns, or gain exposure to certain
asset classes without needing to hold the underlying securities directly. The effective use
of derivatives can amplify the returns on the fund’s investments, thereby potentially
increasing the NAVPU. This potential for higher returns makes derivatives an attractive
investment option within the context of UITFs, as long as they are managed within the
fund’s risk tolerance and investment strategy.  Regulatory approval from the SEC is
essential for fund operations but does not directly allow or prohibit the investment in
derivatives; rather, it sets the framework within which UITFs must operate. Market
demand for safe investments is a generalized observation and does not specifically relate
to the ability to invest in derivatives. A mandate from the trust organization is important
for guiding investment decisions but is not the sole factor enabling investment in
derivatives, as the nature and function of derivatives themselves are what make them a
tool for increasing NAVPU.
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5. What is crucial to establish in portfolio management?
A. Unclear account restrictions
B. Portfolio objectives and management of risks
C. Excessive risk without guidelines
D. Random investment strategies

Establishing portfolio objectives and the management of risks is fundamental to effective
portfolio management because it aligns investment strategies with an investor's goals
and risk tolerance. Clearly defined objectives provide direction for investment decisions
and help assess whether the portfolio is on track to meet the desired outcomes.
Additionally, managing risks ensures that potential downsides are understood and
mitigated.  When portfolio objectives are clear, they guide asset allocation, selection of
securities, and overall investment strategy. This focus enables investors to structure
their portfolios in ways that reflect their unique financial situations, time horizons, and
market outlooks.  On the other hand, unclear account restrictions complicate
decision-making and can lead to suboptimal investment choices. Excessive risk without
guidelines can severely harm a portfolio's performance and jeopardize an investor's
financial security. Lastly, employing random investment strategies typically leads to
inconsistency and unpredictability, which can undermine long-term investment success.

6. Who bears the risks associated with UITF investments?
A. The fund managers
B. The UITF trust entity
C. The UITF investor
D. The regulatory body

The risks associated with UITF investments are borne by the UITF investor. In this
investment structure, investors should be aware that they are taking on the risks
inherent to the underlying assets held within the UITF. This includes market risks, credit
risks, and any fluctuations in the value of the investments.   It is important to note that
while fund managers and the UITF trust entity are responsible for managing the
investments and ensuring compliance with regulations, they do not assume the
investment risks themselves. Their role is to make investment decisions on behalf of the
investors, but the ultimate risk rests with the investors who may experience gains or
losses based on the performance of the fund. Similarly, the regulatory body oversees
compliance and protects investors but does not engage in risk-taking with the
investments. This clearly establishes the investor as the party who bears the financial
risk associated with UITF investments.
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7. Which statement about UITF marketing materials is true?
A. Both statements about performance are true
B. At least one of the statements about performance is false
C. Performance statements are always based on current market

conditions
D. Marketing materials do not mention historical performance

The understanding of marketing materials for Unit Investment Trust Funds (UITFs) often
involves assessing claims about performance. The correct choice indicates that at least
one of the statements about performance is false. In the context of UITF marketing, it’s
important to recognize that performance claims can be complex and may not accurately
reflect current market conditions or the full historical performance due to various
regulatory and market factors.  Typically, marketing materials must provide a balanced
view of performance, which includes past results and may not always represent future
performance. Therefore, making definitive statements about performance can be
misleading, as laid out by regulations that require a fair representation of risk and
historical performance.  The other options may suggest the correctness of statements
that may lack transparency or fail to encapsulate the nuanced realities of UITF
performance. Marketing materials often reference historical performance to give
potential investors a sense of what to expect, making it improbable that they would
exclude this information entirely. Similarly, statements based on current market
conditions can fluctuate and are subject to interpretation, meaning not every
performance-related statement could be categorically true. Thus, the nature of
performance illustrations typically introduces uncertainty and variability that makes
option B the most accurate.

8. What does marking-to-market refer to in financial trading?
A. Setting a predetermined price for a financial instrument
B. Assigning a value based on the current market price
C. Calculating average prices over a period
D. Assessing historical performance of financial assets

Marking-to-market refers to assigning a value to financial instruments based on the
current market price. This practice is crucial in trading as it ensures that the financial
statements and reports reflect the most accurate and up-to-date valuations of assets and
liabilities. By valuing investments in real-time, traders and investors can make informed
decisions regarding their portfolios, responding to market fluctuations and trends.  In
contrast to predetermined pricing or historical performance assessment,
marking-to-market allows participants in financial markets to assess their positions
based on actual market conditions. This process can lead to gains or losses being
realized immediately as market prices fluctuate, providing a more dynamic view of one's
financial status compared to other valuation methods.
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9. What is a common feature of Equity UITFs?
A. They primarily invest in government bonds
B. They focus on preserving capital
C. They aim for high growth potential
D. They guarantee a fixed return

Equity UITFs, or Unit Investment Trust Funds that primarily invest in equities, are
designed with a focus on capital appreciation and growth potential. This characteristic is
integral to these funds as they are constructed to leverage investments in stocks or
shares of companies, which tend to offer higher returns over the long-term compared to
fixed-income investments. The essence of investing in equities is to tap into the potential
for capital gains as the companies grow and their stock values increase, which aligns
directly with the objective of achieving high growth.  In contrast, the other options
reflect characteristics of different types of investments. Investments in government
bonds are typically associated with fixed-income UITFs, which aim to provide steady
income rather than growth potential. Preserving capital is a primary concern for
conservative investment strategies, which contrasts with the growth-oriented approach of
equity UITFs. Lastly, the idea of guaranteeing a fixed return is again associated with
fixed-income securities rather than equities, as the stock market inherently involves
fluctuations and does not guarantee specific outcomes or returns. Thus, high growth
potential distinctly characterizes equity UITFs.

10. What does the prudent man's rule require of fiduciaries?
A. They should take high risks for high returns
B. Manage assets without regard for care
C. Handle assets with care and diligence
D. Act in their own financial interest primarily

The prudent man's rule is a fundamental principle governing the actions of fiduciaries,
which requires them to manage and oversee investments and assets with care and
diligence. This concept emphasizes the responsibility of fiduciaries to act in a manner
that a reasonably prudent person would use in managing their own assets.   By adhering
to this principle, fiduciaries are expected to make informed decisions, considering risk,
return, and the needs of the beneficiaries they serve. This means performing thorough
research, continuously monitoring investments, and taking necessary actions to protect
the assets' value. The focus is on safeguarding the interests of the beneficiaries rather
than pursuing reckless strategies or self-serving behaviors, which aligns with sound
investment practices.   In contrast, other choices fundamentally misinterpret this duty of
care, suggesting irresponsibility or self-interest, which goes against the core tenets of
fiduciary responsibilities. Hence, the correct and most aligned choice underscores the
necessity of acting with prudence and due diligence when managing others' assets.
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