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AR #49
Froman investor ' s standpoint, the principal disadvantage of a private placement of securities, as opposed to a public offering, is
that:

A. the transfer of the securities is restricted.

B. the securities will be priced at a discount from projected market value.
C. distributions are subject to higher tax rates.

D. more costs are associated with the private placement.
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The correct answer is A, the transfer of the securities is restricted. Private placements are exempt from registration under the
Securities Act of 1933, typically conducted under Regulation D, and are sold to accredited or sophisticated investors. Because these
securities are not registered with the SEC, they are classified as restricted securities, meaning they cannot be freely resold in the
public market.

Investors who purchase private placement securities face liquidity risk, as they must generally hold the securities for a specified
period (often under Rule 144) before they can be sold, and even then, resale may be limited. This lack of a ready secondary market
is the primary disadvantage compared to publicly traded securities, which can be bought and sold easily.

Choice B is incorrect because tax treatment is not inherently worse for private placements. Choice C is incorrect because private
placements typically involve lower issuance costs for issuers due to fewer regulatory requirements. Choice D is actually an advantage
to investors, as private placements are often offered at a discount to compensate for reduced liquidity.

Thus, the key drawback for investors is the restriction on resale, making choice A correct.

EAE #50
‘Which of'the following terms describes an offer to purchase some or all shareholders' shares in a corporation, usually at a premium
to the market price?

A. Redemption
B. Class action
C. Tender

D. Stock split
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Step by Step Explanation:

* Tender Offer Definition: A tender offer is an offer to purchase a certain number of shares from shareholders, typically at a price
above the current market value. This is often part of mergers, acquisitions, or corporate takeovers.

* Stock Split: A stock split increases the number of shares but decreases the price per share without affecting the total value of an
mnvestor's holdings.

* Redenption: Redemption refers to the repayment of a bond or preferred stock at maturity or at a predetermined date.

* Class Action: A class action is a lawsut filed by a group of people with similar grievances.

SEC Rule 14e on tender offers: SEC Tender Offers.

EE #51
A rating agency downgrades a corporation's credit rating, Which of the following effects is this action most likely to have on the yield
and price of the corporation's outstanding bonds?

A. Yield will fall; price will rise.
B. Yield will rise; price will rise.
C. Yield will rise; price will fall.
D. Yield will fall; price will fall

HE: C
dY:
Step by Step Explanation:

* Credit Downgrade: Increases perceived risk, causing bond prices to drop and yields to rise.
* Yield-Price Relationship: Yields move nversely to bond prices. Lower prices lead to higher yields as mnvestors demand more
return for increased risk.

SEC Guidance on Bond Ratings: SEC Bond Ratings.

EE #52



Under Industry rules, what is the maximum price that qualifies a security as a penny stock?

A.$0.10
B. $5.00
C. 50.50
D. $i.00
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HEE #53

A customer wants to establish an account for the benefit of his grandchildren. He states to his registered representative that he wants
to be able to control the distribution of the assets and direct how the account will be invested. Which of the following account types
is most appropriate?

A. Certificate of deposit (CD)
B. Trust

C. UIMA

D. 529 savings plan

HeE: B

3.

Step by Step Explanation:

* Trust Accounts: Provide the account owner (trustee) full control over distributions and nvestment decisions. Suitable for complex
estate planning needs.

* Incorrect Options:

* UTMA: Transfers control to the minor upon reaching the age of majority.

* 529 Plan: Used for educational savings, with limited control over distributions.

* CD: A fixed-term deposit, not an account type for managing distributions.

References:
* SEC and FINRA Guidelines on Trusts: FINRA Trust Accounts.
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