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EHE #86
How long are unused finds permitted to remain in a Coverdell education savings account?

A. All funds must be distributed when the beneficiary's age reaches 30 years old.
B. There is no age limit preventing funds from remaining in a beneficiary's account.
C. All funds must be distributed when the beneficiary's age reaches 21 years old.
D. All finds must be distributed when the beneficiary's age reaches 59 V% years old.
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SH: A

3.

Coverdell Education Savings Accounts (ESAs) require that all funds be distributed by the time the beneficiary reaches 30 years old.
Ifthe funds are not used for qualified educational expenses, they may be subject to taxes and penalties.

* B is correct because funds must be distributed by age 30 unless transferred to another eligible family member.

* Ais incorrect as age 21 is not relevant for Coverdell ESAs.

* C is incorrect because age 59 2 applies to retirement accounts like IRAs.
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* D is ncorrect because there is a distribution deadline for Coverdell accounts.
Reference: IRS Publication 970: Tax Benefits for Education

AE #87
SEC regulations permit a company to issue securities exempted from registration requirements of the Securities Act of 1933 under
which of the following conditions?

A. Offerings sold with no more than 40 accredited investors

B. Offerings sold with an aggregate price exceeding $5 million

C. Offerings sold inside of the U.S. to non-U.S. persons

D. Offerings with no more than 35 non-accredited investors and an unlimited number of accredited investors

HE: D

Y.

Step by Step Explanation:

* Regulation D (Rule 506(b)): Allows offerings to an unlimited number of accredited investors and up to
35 non-accredited investors, provided certain disclosure requirements are met.

* Incorrect Options:

* A: Refers to Regulation S, which governs offShore offerings, not domestic exemptions.

* B: There is no 40-investor limit in Regulation D.

* C: The $5 million limit applies to Rule 504, not Rule 506(b).

SEC Regulation D: SEC Regulation D.

EE #88
An investor decides to use a registered representative to make mvestment decisions for his account, as well as decide when to place
any trades. Which of the following types of accounts should the investor open?

A. Margin

B. Custodial

C. Discretionary
D. Options
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ME:

A discretionary account is the correct account type when a customer authorizes a registered representative to make investment
decisions and determine when trades should be placed. Discretion means the representative has authority over one or more essential
elements of the trade, such as the security, action, amount, or timing, depending on the authority granted. Choice D is correct
because the question states that the representative will make nvestment decisions and decide when to place trades. A margin
account allows the customer to borrow funds from the broker-dealer to purchase securities, but margin authority is not the same as
trading discretion.

An options account permits options trading after approval and risk disclosure, but it does not automatically authorize the
representative to make decisions. A custodial account is opened for a minor or legally incapacitated person and managed by a
custodian. The SIE outline includes discretionary versus non- discretionary accounts, customer account types, order authorization,
and FINRA Rule 3260 governing discretionary accounts. Written customer authorization and firm approval are required for
discretionary authority. Reference: Section 3.2.1 Account Types and Characteristics; FINRA Rule 3260 Discretionary Accounts.

EE #89
Interest rate risk is best minimized by purchasing municipal:

A. bonds at a discount.
B. revenue bonds.
C. issues with short maturities.

D. issues with the highest yield available.
: C

0



Y.

Interest rate risk-the risk that bond prices will decline when market interest rates rise-is best minimized by buying issues with short
maturities, which makes choice C correct. The reason is that shorter-maturity bonds generally have lower duration, meaning they are
less sensitive to changes in market rates. When rates rise, a short-term bond's price typically falls less than a long-term bond's price
because investors will receive principal back sooner and can reinvest at the higher prevailing rates earlier.

Choice A (revenue bonds) is incorrect because revenue vs. GO classification primarily relates to credit

/repayment source, not interest rate sensitivity. Revenue bonds can still be long-term and can still have meaningful interest rate risk.
Choice B (bonds at a discount) is not the best mnimizer of interest rate risk; discount pricing affects yield relationships, but maturity
and duration are the key determinants of price volatility due to rate moves. Choice D (highest yield available) is incorrect because
higher-yielding munis may carry greater credit risk, longer maturities, call features, or other risks; chasing yield does not minimize
mterest rate risk and can increase it.

This question targets a core SIE bond concept: price and interest rates move inversely, and the magnitude of price movement
depends heavily on time to maturity (and related duration). Investors who are particularly concerned about rate increases often favor
short-term municipal notes or shorter maturities to reduce price volatility. While call features and coupon levels also affect rate
sensitivity, "short maturities" is the most direct and consistently correct answer for minimizing interest rate risk on the exam.

HAE #90
A customer ' s portfolio is 100% mnvested in Government National Mortgage Association (Ginnie Mae) mortgage-backed securities.
To which of the following risks is the customer exposed?

A. Liquidity
B. Inflation

C. Credit
D. Currency

He: B

MH.

The correct answer is B, Inflation risk. Government National Mortgage Association (GNMA or Ginnie Mae) securities are backed
by the full faith and credit of the U.S. government, meaning they have virtually no credit risk. Investors are assured of receiving both
principal and interest payments even if borrowers default, eliminating choice A.

However, like all fixed-income securities, Ginnie Mae mortgage-backed securities are subject to inflation risk, also known as
purchasing power risk. Inflation erodes the real value of future interest payments and principal.

Ifinflation rises, the fixed payments received from these securities will be worth less in real terns, reducing the investor's effective
return.

Choice C, Liquidity risk, is less applicable because GNMA securities are actively traded in the secondary market and generally have
good liquidity. Choice D, Currency risk does not apply because these securities are denominated in U.S. dollars and are not
exposed to foreign exchange fluctuations.

Additionally, while not listed as an answer choice, GNMA securities are also subject to prepayment risk, meaning homeowners may
pay off their mortgages early when interest rates fall. However, among the given options, inflation risk is the most relevant, making
choice B the correct answer.
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