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M #385

Salvatore and Harriet recently got married. They are presently renting but are looking forward to buying a new home within 5 years.
They both have separate savings established in their respective registered retirement savings plans (RRSPs) of $100,000 each. They
have come to Dustin, a Dealing Representative, to open an additional joint investment account to increase their savings to assist with
their future plans of buying a new home.

‘What does Dustin need to ensure about his recommendation?

A. That the recommended mvestment is different from what they currently own to avoid over- concentration.
B. That the risk profile of the mvestment and each client's individual risk profile are a match.

C. That the investment recommendation is based on the risk profile of the new joint account.

D. That the risk profile for this new account is the same as what has been determmed for other accounts.
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Dustin needs to ensure that his recommendation is suitable for the new joint account, which may have a different risk profile than the
individual accounts of Salvatore and Harriet. A joint account is an account that is owned by two or more people who share the rights
and responsibilities of the account. A joint account may have different investment objectives, time horizon, risk tolerance, and
financial situation than the individual accounts of the joint owners. Therefore, Dustin needs to conduct a know your client (KYC)
process for the joint account and determine the appropriate risk profile for the account, based on the collective responses of
Salvatore and Harriet. The risk profile of the joint account will guide Dustin in recommending suitable investment products and
services that match the goals and needs of the joint owners

A #386
An investor purchases units of an equity find for $17.60. In which of the following circumstances would an investor potentially owe
taxes on capital gains?

A. The fund is sold today for $18.80 per unit and the proceeds are reinvested
B. The fund is currently valued at $18.80 per unit

C. A dividend distribution is reinvested mto additional units of the same fund
D. The fund is currently valued at $16.45 per unit
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Comprehensive and Detailed Explanation From Exact Extract:

Capital gains are realized when an investor sells a fund at a profit. Selling units at $18.80 (purchased at

$17.60) triggers a taxable capital gain in a non-registered account. The feedback from the document states:

"Capital gains are generated when an investor sells an mvestment for more than the price paid; for example, selling a stock at a profit
will generate a capital gain. Capital gains are not realized when an investment goes up in price; a sale must occur."
Reference:Chapter 16 - Mutual Fund Fees and Serviceslearning Domain:Evaluating and Selecting Mutual Funds

B #387
Which statement about market risk is true?

e A. Market risk is greater than the sum of the risks of all stocks

e B. Market risk is cancelled out by diversification

e C. Market risk is measured by the standard deviation

e D. Market risk can result from changes in inflation and interest rates

IEfE: D

R

Comprehensive and Detailed Explanation From Exact Extract:

Market risk, or systematic risk, arises from factors affecting the entire market, such as changes in inflation or interest rates, and
cannot be fully eliminated through diversification. The feedback from the document states:

"Once a portfolio becomes well diversified, the only remaining risk to be concerned about is market risk.

Market risk is defined as the variability of a stock or a portfolio in relation to the market as a whole. The process of diversification
cancels out much firmespecific risk, so market risk is less than the total risk you would calculate if you looked at each stock
separately. Market risk is also referred to as systematic risk and arises from such things as inflation, the business cycle, and interest
rates." Reference:Chapter 8 - Constructing Investment PortfoliosLearning Domain:Understanding Investment Products and
Portfolios

E R #388

Zofia has held units of the ABC Monthly Income fund for many years and has reinvested all distributions by purchasing additional
units. During this period, she received $2,500 in reinvested dividends. She orignally purchased $10,000 of find units, and after
several years, the portfolio value rose to $15,000. What is the tax consequence if Zofia decides to sell her units?

e A The cumulative distributions will be taxed separately as an investment dividend when she sells her units.
e B. The NAVPS will be increased by the amount of the cumulative distributions.



e C. The capital gain will be $5,000.
e D. The adjusted cost base would be $12,500.

Ef#: D
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When distributions froma mutual find are reinvested (rather than taken in cash), they are not taxed again at the time of reinvestment.
Instead, they increase the adjusted cost base (ACB) of the investment. This is important because when the nvestor eventually sells
the mutual fund units, the capital gain (or loss) is calculated as:

Capital Gain = Proceeds of Disposition - Adjusted Cost Base - Expenses Incurred to Sell In Zofia's case:

* Original investment = $10,000

* Remnvested distributions = $2,500 (which increases the ACB)

* Therefore, ACB= $10,000 + $2,500 = $12,500

* Proceeds of sale = $15,000

* Capital gain= $15,000 - $12,500 = $2,500

Thus, the correct answer is D, because $12,500 is the adjusted cost base and the capital gain on sale would be

$2,500, not $5,000.

This is clearly stated in the Investment Funds in Canada material where it explains that reinvested distributions increase the investor's
ACB and are not separately taxed at the time of disposition.

M #389

Winter is a Dealing Representative with Top Tier Investing, a mutual fund dealer and member of the Mutual Fund Dealers
Association of Canada (MFDA). Which of the following statements about Winter's suitability obligation is CORRECT?
Winter is required to make a suitability determination every time:

1) she makes a recommendation to a client

i) a client's investment returns decline.

iii) she opens a new client account

v) the markets fluctuate.

A.1and i
B. i and iii
C.iand i
D. iii and iv

EfE: A
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According to the MFDA Rules, a Dealing Representative is required to make a suitability determination every time:

The Dealing Representative makes a recommendation to a client;

The Dealing Representative accepts a trade instruction froma client;

The Dealing Representative opens a new account for a client or changes the account type; The Dealing Representative becomes
aware of a material change in the client's KYC information; Securities are transferred or re-registered into the client's account; or
There has been a change in the Approved Person responsible for the client's account2 A suitability determination is the process of
ensuring that any investment action taken for a client is suitable for the client based on their KYC information, such as nvestment
objectives, risk tolerance, time horizon, financial situation, and investment knowledge. A suitability determination also requires putting
the client's interests first and disclosing any material factors involved in the investment action2 Therefore, Winter is required to make
a suitability determination every time she makes a recommendation to a client (i) or she opens a new client account (iii). She is not
required to make a suitability determination every time a client's investment returns decline (i) or the markets fluctuate (iv), unless
these events trigger a material change in the client's KYC information or affect the suitability of the client's portfolio.

1: MSN-0069 | MFDA 2 (Know- Your-Client (KYC) and Suitability)
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