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Answer Key: Rich Mindset, Poor Planning: 11th Grade Wealth Synthesis
Quiz

Learners dissect complex capital structures and tax-advantaged growth strategies to evaluate long-term
solvency in volatile market conditions.

1. A 17-year-old investor utilizes a Roth IRA rather than a traditional brokerage account to capitalize
on 'tax-free growth.' Which economic principle most accurately justifies this decision for a high-income
future earner?

Answer: B) Arbitrage between current low tax brackets and future higher rates

Roth IRAs are funded with after-tax dollars; for a student currently in a low tax bracket, paying taxes now to avoid
higher taxes on withdrawals in the future provides a significant net present value advantage.

2. The use of a allows an investor to defer capital gains taxes by reinvesting proceeds from
the sale of an investment property into a 'like-kind' asset.

Answer: C) 1031 Exchange

Section 1031 of the IRS code is a sophisticated wealth-building tool that allows for the deferral of taxes, maintaining
the investment's compounding momentum across different real estate assets.

3. True or False: A 'Zero-Based Budget' requires that an individual's bank account balance reaches $0.00
at the end of every 30-day billing cycle.

Answer: B) False

False. Zero-based budgeting means every dollar of income is assigned a specific 'job' (including savings and invest-
ments) so that Income minus Expenses equals zero, not that the account is empty.

4. When assessing a borrower’s creditworthiness beyond a FICO score, a lender calculates the
'Debt-to-Income (DTI) Ratio." Why is this metric critical for someone seeking a jumbo mortgage?

Answer: C) It evaluates the capacity to absorb new debt based on gross monthly cash flow

DTI is a measure of cash flow health; it ensures the borrower isn't 'house poor' by having too high a percentage of
their income committed to debt service.

5.1In the context of the 'efficient market hypothesis,’ an investor who consistently buys an equal dollar
amount of a volatile asset regardless of price is practicing
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Answer: A) Dollar-cost averaging

Dollar-cost averaging reduces the impact of volatility by purchasing more shares when prices are low and fewer when
prices are high, mathematically lowering the average cost per share.

6. An investor's portfolio consists of 90% tech stocks and 10% cryptocurrencies. During a sector-specific
downturn, the portfolio loses 30% of its value. This scenario highlights a failure in which advanced
strategy?

Answer: B) Asset correlation management

Diversity isn't just about owning different things; it's about owning assets with low correlation. Tech and Crypto often
move in tandem, failing to protect against systemic risk in the growth sector.

7. True or False: Increasing the 'deductible’ on an insurance policy typically leads to a decrease in the
'premium’ cost but increases the policyholder's out-of-pocket risk.

Answer: A) True

True. This is a risk-retention strategy where the individual assumes more of the initial cost in exchange for a lower
fixed monthly expense.

8. Astock that yields a high provides the investor with a share of the company'’s profits, often
used as a strategy for passive income in retirement.

Answer: B) Dividend

Dividends represent a distribution of corporate earnings to shareholders, providing a cash flow stream independent
of the asset's price fluctuation.

9. If the Federal Reserve raises interest rates to combat inflation, how is a consumer with a variable-rate
'Home Equity Line of Credit’' (HELOC) most likely affected?

Answer: B) Their monthly interest payment will increase

Variable-rate debt is tied to benchmark indices; when the Fed moves rates, the cost of servicing that debt increases,
impacting the consumer's monthly disposable income.

10. True or False: Utilizing 'leverage’ (borrowing money to invest) is a guaranteed method to increase
the internal rate of return (IRR) regardless of market performance.

Answer: B) False
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False. Leverage acts as a double-edged sword; it amplifies gains in a rising market but accelerates losses in a declining
market, often leading to a total loss of principal.
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