DUMPSDOSS.

Investment Company and Variable Contracts
Products Representative Qualification
Examination (IR)

FINRA Series-6

Version Demo

Total Demo Questions: 34

Total Premium Questions: 345

Buy Premium PDF

https://dumpsboss.co

support@dumpsboss.co

s subport@dumpsboss.co
- dumpsboss.co



https://vtsimu.com/redirect?url=https%3A%2F%2Fdumpsboss.co%2Fid%2F433
https://vtsimu.com/redirect?url=https%3A%2F%2Fdumpsboss.co%2Fid%2F433
https://vtsimu.com/redirect?url=https%3A%2F%2Fdumpsboss.co
mailto:support@dumpsboss.co

Topic Break Down

Topic No. of
Questions

Topic 1, Seeks Business for the Broker-Dealer from Customers and Potential Customers 24

Topic 2, Evaluates Customers’ Financial Profile and Investment Objectives and Makes 17

Suitable Recommendations

Topic 3, Opens Accounts, Transfers Assets, and Maintains Appropriate Account Records 19

Topic 4, Provides Customers with Information on Investments and Makes Suitable 246

Recommendations

Topic 5, Obtains and Verifies Customers’ Purchase and Sales Instructions; Processes, 29

Completes and Confirms Transactions

Topic 6, Mix Questions 17

Total 345
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QUESTION NO: 1

Which of the following statements regarding callable bonds is false?

A. Callable bonds offer a higher yield than non-callable bonds, all else equal.

B. Investors in callable bonds are subject to prepayment risk.

C. The issuer of a callable bond is most likely to redeem the bond early when interest rates fall.

D. A callable bond protects the investor by allowing him to sell his bond back to the issuer and invest in another, similar-risk
bond that pays a higher rate of interest should the investor choose to do so.

ANSWER: D

Explanation:

A callable bond protects the investor by allowing him to sell his bond back to the issuer and invest in another, similar-risk
bond that pays a higher rate of interest should the investor choose to do so. This is the false statement because a callable
bond gives the issuer, rather than the investor, the contractual right to redeem all or part of the outstanding bonds before
their scheduled maturity date, subject to the bond’s call provisions. If rates decline after issuance, the issuer may call higher-
coupon bonds and refinance its borrowing at a lower prevailing rate. The investor must surrender the bonds when a valid call
is exercised and receives the stated call price; the investor cannot choose whether to retain the callable bond. This feature
creates reinvestment, or prepayment, risk for the holder because returned principal may need to be invested when
comparable market yields are lower. To compensate investors for this issuer-favorable feature and its associated
uncertainty, callable bonds generally offer a higher yield than otherwise comparable noncallable bonds. A right belonging to
the investor to require the issuer to repurchase the bond is instead characteristic of a putable bond, not a callable bond.
FINRA'’s investor education materials discuss how calls can affect bondholders, and the SEC’s Investor.gov describes
callable bonds and issuer redemption rights: https://www.finra.org/investors/insights/bond-basics and
https://www.investor.gov/introduction-investing/general-resources/news-alerts/alerts-bulletins/investor-bulletins/corporate-
bonds.

QUESTION NO: 2

Total Investments, a family of mutual funds, has prepared some new PowerPoint slides that it will use at a free financial
planning seminar it offers to the general public. The new slides:

I. must be signed and dated by a registered principal of Total Investments.
II. must be filed with FINRA 10 business days prior to their first use.

[ll. must be kept in a separate file by Total for three years after the date of their first use.

A. | only
B. 1 and Il only
C. land Ill only

D. I, Il, and Il only

E. must be signed and dated by a registered principal of Total Investments.
II. must be filed with FINRA 10 business days prior to their first use.
lll. must be kept in a separate file by Total for three years after the date of their first use.

ANSWER: A

Explanation:

I only is correct. PowerPoint slides used in a free financial-planning seminar offered to the general public are retail
communications under FINRA Rule 2210 because they are written or electronic communications distributed or made
available to more than 25 retail investors within a 30-calendar-day period. Before use, a registered principal must approve
the communication in writing. The firm’s records must evidence that approval and identify the approving principal and
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approval date. In practice, principal approval may be documented through a signed-and-dated hard copy or an electronic
approval record that captures the same information. This supervisory review is intended to ensure that communications are
fair and balanced, are not misleading, and comply with applicable standards before public distribution. FINRA also requires
firms to maintain records of retail communications and their approvals, allowing the firm and regulators to verify that the
required supervisory process occurred. The governing approval and recordkeeping requirements appear in FINRA Rule
2210. FINRA’'s Communications and Advertising Compliance resource also summarizes firms’ obligations for review,
approval, filing, and retention of public communications.

QUESTION NO: 3

The Invest4U Mutual Fund is a regulated investment company under Internal Revenue Code Subchapter M. This means
that:

A. Invest4U must submit an annually-updated prospectus to the IRS as well as to the SEC.

B. Invest4U does not itself have to pay taxes on any dividend or capital gain income it receives and distributes to its
shareholders.

C. Invest4U is a UIT.

D. Invest4U is a non-diversified management company.

ANSWER: B

Explanation:

Invest4U does not itself have to pay taxes on any dividend or capital gain income it receives and distributes to its
shareholders. A mutual fund that qualifies as a regulated investment company under Subchapter M generally receives
conduit, or pass-through, tax treatment. Rather than having the fund taxed on income and gains that it distributes,
shareholders generally report the distributions on their own tax returns and pay tax at the applicable shareholder level.

This treatment is achieved through the dividends-paid deduction available to a qualifying regulated investment company. To
use the Subchapter M framework, the fund must meet statutory requirements, including qualifying-income and asset-
diversification tests, and generally distribute at least 90% of its investment company taxable income each taxable year.
Capital-gain distributions are likewise generally passed through to shareholders, who receive tax reporting information
describing the character of the distribution. The fund can still owe tax on taxable income or gains it retains, so the key point
is that distributed income and gains are generally not subject to a second entity-level tax. This tax structure is a core feature
of mutual funds operating as regulated investment companies. See 26 U.S.C. § 852 and the IRS’s Instructions for Form
1120-RIC.

QUESTION NO: 4

Upon receiving a complaint about one of its member firms, FINRA may:
I. require any person associated with the member firm to provide information to FINRA and to testify under oath.
. inspect and copy the books, records and accounts of the member firm.

lll. share information obtained from its investigation of a member firm with a foreign regulatory agency.

A. Il only

B. | and Il only
C. Il and Ill only
D. 1, 1l,and Il

E. require any person associated with the member firm to provide information to FINRA and to testify under oath.
. inspect and copy the books, records and accounts of the member firm.
[ll. share information obtained from its investigation of a member firm with a foreign regulatory agency.
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ANSWER: D

Explanation:

I, I, and Il is correct. FINRA has broad investigatory authority over its member firms and associated persons. Under FINRA
Rule 8210, FINRA may require a member, person associated with a member, or other person subject to its jurisdiction to
provide information, testify under oath, and produce books, records, and accounts relevant to an investigation, complaint,
examination, or proceeding. This authority enables FINRA to investigate possible violations of securities laws, FINRA rules,
and professional standards efficiently, even before it determines whether formal disciplinary action is warranted.

The same rule also permits FINRA to inspect and copy relevant firm records. FINRA’s authority is not limited to records held
personally by a registered representative; it extends to the member firm’s books, records, and accounts when they are
relevant to the regulatory inquiry.

FINRA may also share information obtained in an investigation with foreign regulatory authorities under appropriate
regulatory-information-sharing arrangements. Such sharing supports cross-border supervision and enforcement where the
foreign authority has jurisdiction over common regulatory matters and reciprocal confidentiality and information-sharing
protections apply. See FINRA Rule 8210—Provision of Information and Testimony and Inspection and Copying of Books and
FINRA’s Annual Regulatory Oversight Report.

QUESTION NO: 5

In a variable annuity, the separate account is:

A. an account whose assets support the variable investment options and are segregated from the insurer's general account
assets.

B. the insurer's account used to guarantee a fixed rate of return to all contract owners.
C. a brokerage account established in the name of the registered representative.

D. an account invested exclusively in U.S. Treasury securities.

ANSWER: A

Explanation:

an account whose assets support the variable investment options and are segregated from the insurer's general
account assets. is correct. Purchase payments allocated to variable investment options are held in a separate account. The
account's value fluctuates with the performance of the selected underlying investment options, and the contract owner bears
the investment risk associated with those allocations.

The insurer's general account supports fixed guarantees and fixed-account obligations. The separate-account structure
distinguishes the variable component of an annuity from the insurer's general-account investments. FINRA provides an
overview of variable annuities at Variable Annuities.

QUESTION NO: 6

GoForBroke Investments has registered with the SEC to be a market maker in certain NASDAQ-listed securities. In order to
be able to enter bid and ask quotes for the securities in which it is going to make a market, GoForBroke must subscribe to
which level of NASDAQ?

A. Level |
B. Level |
C. Level llI

D. Level IV
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ANSWER: C

Explanation:

Level lll is correct because it is the NASDAQ access level historically associated with market makers that need to enter,
revise, and maintain their own two-sided quotations in securities in which they make a market. A market maker’s quotation
communicates both the price at which it is willing to buy (bid) and the price at which it is willing to sell (ask), subject to
applicable market-making and quotation obligations. Therefore, access capable of submitting quotes—not merely displaying
market information—is required for GoForBroke to perform the activity described.

The distinction is important for the examination: NASDAQ quote-display services provide market data, while Level Il|
functionality gives an authorized market-making participant the ability to input quotations. This is the access level classically
tested for a firm acting as a NASDAQ market maker. NASDAQ'’s market-participant connectivity and order-entry materials
describe the systems and protocols through which authorized participants submit and manage market interest: NASDAQ
Market Participant. FINRA’s Series 6 content outline also identifies trading markets, quotations, and market participants as
relevant knowledge areas for representatives: FINRA Series 6 Content Outline.

QUESTION NO: 7

Rank the following funds in order of their relative risk, from highest to lowest:
I. growth fund

1. high-yield bond fund

[1l. high-grade bond fund

IV. international fund

AV, LI

B. I, IV, Il II

C.IL IV, 1, 1

D. IV, I, 1, 1

E. growth fund

1. high-yield bond fund
. high-grade bond fund
IV. international fund

ANSWER: A

Explanation:

IV, I, Il, lll is the appropriate highest-to-lowest relative-risk ranking for these fund types. An international fund generally
carries the greatest risk in this comparison because, in addition to the market and issuer risks associated with equity or debt
investments, foreign investing can expose shareholders to currency fluctuations, differing accounting and disclosure
standards, less-liquid markets, and political, economic, or regulatory developments in other countries. A growth fund is next
because it principally invests in stocks of companies expected to grow rapidly. Equity values can fluctuate substantially, and
growth-oriented securities may be especially sensitive to changes in investor expectations about future earnings. A high-
yield bond fund follows: its bonds offer higher stated yields because their issuers have greater credit risk and a greater
possibility of default than investment-grade issuers. A high-grade bond fund is lowest among the listed choices because it
invests in investment-grade debt, whose issuers are generally regarded as having stronger capacity to meet interest and
principal obligations. Although high-grade bond funds remain subject to interest-rate and market risk, their credit-risk profile
is normally lower than that of high-yield bond funds. FINRA'’s Series 6 examination includes evaluating risks and
characteristics of investment-company products; see FINRA’s Series 6 exam page. The SEC also summarizes the risks
associated with international investing at Investor.gov.

QUESTION NO: 8
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Which of the following is not required to be included in a management company’s prospectus?
A. the various fees charged by the company

B. the potential risks to which the company’s investors are exposed

C. a statement of the investment objective of the company

D. the financial statements of the company

ANSWER: D

Explanation:

the financial statements of the company

is correct because a management investment company’s prospectus is principally a disclosure document designed to
provide investors with key information needed to evaluate an investment. Full audited financial statements are generally
provided in the Statement of Additional Information (SAI), which supplements the prospectus and must be available to
investors upon request. The SAl is legally part of the registration statement, even though it is not ordinarily delivered as the
main prospectus document.

For an open-end management company such as a mutual fund, Form N-1A specifically places financial-statement disclosure
in the SAl requirements. The prospectus itself does include financial highlights: summarized historical per-share and return
information that helps an investor assess the fund’s financial and operating history. Financial highlights are not the same
thing as the company’s complete financial statements. This distinction is important for the Series 6 examination: an investor
receives the prospectus before or at the time of purchase, while the more detailed financial statements are available through
the SAl and the fund’s regulatory filings. See the SEC’s Form N-1A requirements and the SEC’s overview of mutual fund
information and disclosure documents.

QUESTION NO: 9

A mutual fund distributes a long-term capital gain to its shareholders. A shareholder who automatically reinvests the
distribution in additional fund shares will:

A. defer taxation on the distribution until the additional shares are redeemed.
B. generally report the distribution as taxable income for the year of the distribution.
C. avoid taxation because no cash was received.

D. reduce the cost basis of the original fund shares by the amount reinvested.

ANSWER: B

Explanation:

The shareholder generally must report the capital-gain distribution for tax purposes in the year it is received, even though the
amount is automatically reinvested in additional shares. Reinvestment changes the form in which the shareholder holds the
distribution, from cash to additional fund shares, but does not defer taxation of a taxable distribution. The reinvested amount
becomes part of the shareholder's cost basis in the additional shares.

Mutual funds generally pass through dividends and capital-gain distributions to shareholders. See the IRS discussion of
Investment Income and Expenses (Publication 550).

QUESTION NO: 10

Which of the following statements regarding profit-sharing plans is false?
A. A profit-sharing plan must stipulate a minimum employer contribution that will be made, even in less profitable years.

B. The employer can deduct contributions made to a profit-sharing plan, within specific guidelines.
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C. The withdrawals made by an employee from a profit-sharing plan are taxable as ordinary income.

D. Employees are not permitted to make contributions of their own to a profit-sharing plan.

ANSWER: A

Explanation:

“A profit-sharing plan must stipulate a minimum employer contribution that will be made, even in less profitable years.” is the
false statement. A qualified profit-sharing plan is an employer-sponsored defined-contribution arrangement under which
employer contributions are generally discretionary. The employer may decide each year whether to contribute and, if it does
contribute, how much to contribute within the plan’s terms and applicable qualified-plan limits. The company’s actual
profitability does not itself create a mandatory annual contribution obligation; despite the name, a profit-sharing plan may
make contributions even if the business is not profitable, and it may make no contribution for a year. This flexibility is a
central feature of profit-sharing plans and distinguishes them from arrangements requiring a fixed employer contribution. The
plan document must provide a definite allocation formula or method for allocating any contribution that is made, so that
contributions are distributed to eligible participants in a nondiscriminatory manner. However, having an allocation formula
does not mean the employer is required to make a minimum contribution every year. The IRS specifically describes
employer contributions to a profit-sharing plan as discretionary and notes that the employer need not contribute annually.
See the IRS guidance on profit-sharing plans and its overview of retirement plan types.

QUESTION NO: 11

Lana is registered as a limited representative and is employed by Everything Investments. Her duties include selling mutual
funds and variable contracts products to the firm’s clients. She has been particularly successful in selling variable contracts
offered by OnelLife insurance company. As a “thank you” for her hard work, OneLife has offered her a ticket to an upcoming
play at a local dinner theatre.

Given this scenario, which of the following statements applies?

A. Lana will have to pass on the offer. Lana is prohibited from receiving compensation from anyone other than Everything
Investments.

B. Lana can accept the offer as long as Everything agrees to it and as long as it is not an ongoing thing and/or
preconditioned on her achieving a specified sales target.

C. Lana can accept the offer without Everything’s approval in this instance since the offer does not involve cash.

D. Lana will have to pass on the offer. She is permitted to receive only cash compensation in an amount not to exceed $100
from an entity other than Everything, and then only with Everything’s approval.

ANSWER: B

Explanation:

Lana can accept the offer as long as Everything agrees to it and as long as it is not an ongoing thing and/or preconditioned
on her achieving a specified sales target. FINRA Rule 2320 permits limited non-cash compensation in connection with
variable insurance and annuity contract sales, including occasional meals, tickets to sporting or entertainment events, and
similar forms of entertainment. The benefit must not be so frequent or excessive that it could improperly influence the
representative’s activities, and it may not be conditioned on achieving a sales target or quota. Critically, the representative’s
member firm must give prior approval for the entertainment. In this situation, a dinner-theatre ticket is the type of occasional
entertainment contemplated by the rule, rather than a prohibited cash payment or sales-contest award. Its permissibility
depends on the firm’s agreement and on the arrangement remaining occasional rather than becoming a recurring reward
tied to Lana’s sales production. These restrictions help ensure that recommendations of variable contracts remain based on
the customer’s needs and the product’s suitability, not on incentives supplied by an insurer. See FINRA Rule 2320, Variable
Contracts of an Insurance Company and FINRA’s Variable Contracts examination guidance.

QUESTION NO: 12
A mutual fund may not do which of the following, under any circumstances?
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I. buy securities on margin

Il. engage in short sales

lll. change its investment objective

IV. invest in more than 1% of the outstanding voting stock of another investment company
A.land Il only

B. I, Il, and Il only

C.lll and IV only

D. lll only

E. buy securities on margin

Il. engage in short sales

lll. change its investment objective

IV. invest in more than 1% of the outstanding voting stock of another investment company

ANSWER: A

Explanation:

I and Il only is correct for this Series 6 question. A traditional open-end mutual fund is prohibited from purchasing securities
on margin and from engaging in short sales as part of the statutory and regulatory limitations designed to prevent undue
speculation and leverage in registered investment companies. These limits help ensure that a fund operates consistently
with the investor-protection framework applicable to mutual funds.

A fund may change an investment objective when the objective is fundamental and shareholders approve the change. The
Investment Company Act also permits a fund to acquire a limited interest in another investment company; the relevant
statutory limit is generally 3% of the acquired company’s outstanding voting securities, subject to applicable conditions and
exceptions. Therefore, ownership above 1% is not categorically prohibited. Section 12 of the Investment Company Act
contains the restrictions concerning margin purchases and interfund acquisitions, while the Series 6 content outline includes
the regulatory features and restrictions applicable to investment companies. See 15 U.S.C. § 80a-12 and FINRA'’s Series 6
Content Outline.

QUESTION NO: 13

Ms. Newbie has recently become licensed as a registered representative and is disappointed to discover no clients standing
in line at the door to her office at Savvy Investments. She decides she simply must take on a second job in order to pay the
rent. The fitness club to which she belongs is advertising for a weekend receptionist, and the club manager has told her the
job is hers if she wants it. Given this scenario, Ms. Newbie:

A. can accept the job since it only entails weekend work, which does not conflict with the hours she works as a registered
representative.

B. can accept the job only if she tells her supervisor at Savvy that she will be working weekends.
C. must provide a written notice to Savvy Investments and await the firm’s approval before accepting the job.

D. can accept the job without any restrictions. She is not tied to Savvy by ball and chain, and her work as a receptionist at a
fitness club does not have anything to do with the financial industry.

E. must provide prior written notice to Savvy Investments of the outside receptionist position, after which Savvy must
evaluate the activity and provide a written determination.
ANSWER: E

Explanation:
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“Must provide prior written notice to Savvy Investments of the outside receptionist position, after which Savvy must evaluate
the activity and provide a written determination” is correct because a registered person must give the member firm prior
written notice before engaging in an outside business activity. A paid weekend receptionist job is an outside business
activity: it is employment and compensation outside the scope of her relationship with Savvy Investments. The fact that the
work occurs on weekends and is unrelated to securities does not eliminate the notice obligation.

Under FINRA Rule 3270, the firm must evaluate whether the proposed activity could interfere with the representative’s
responsibilities to the firm or customers, or could be viewed by customers or the public as part of the firm’s business. The
firm must then decide whether to impose limitations or conditions, or prohibit the activity, and must provide its determination
to the representative in writing. The firm also must keep records of the notice and its evaluation. The rule’s core requirement
is prior written notice and the firm’s documented review; it does not itself frame the process as the representative obtaining a
simple advance “approval” in every case. See FINRA Rule 3270 and FINRA’s outside business activities guidance.

QUESTION NO: 14

A customer purchases Class A shares of a mutual fund and pays a front-end sales charge. The sales charge is deducted:
A. when the customer purchases the shares.

B. when the fund declares a dividend.

C. when the customer redeems the shares.

D. only if the fund has negative investment performance.

ANSWER: A

Explanation:

A front-end sales charge is deducted from the customer's investment at the time of purchase. The customer pays the public
offering price, which consists of the fund's net asset value plus the sales charge. Therefore, less than the total amount
invested is initially applied to the purchase of fund shares at net asset value.

FINRA's mutual-fund information explains that Class A shares commonly impose a front-end sales charge, while other share
classes may impose different fee structures. See FINRA's Mutual Funds overview.

QUESTION NO: 15

All government bonds and the majority of corporate bonds are traded:
A. on the floor of the NYSE.

B. via electronic communication networks (ECNs).

C. on regional exchanges.

D. in the over-the-counter market.

ANSWER: D

Explanation:

“in the over-the-counter market.

" is correct because bonds generally trade through a decentralized dealer market rather than on a centralized securities
exchange. In an OTC bond transaction, broker-dealers buy and sell securities from their own inventories or arrange trades
between market participants. Dealers publish or provide quotations and stand ready to trade, creating liquidity for the broad
range of government and corporate bond issues outstanding. This market structure is particularly practical for bonds
because there are many separate issues, each with differing maturities, coupon rates, credit characteristics, and issue sizes;
individual bonds may trade relatively infrequently compared with listed equity shares.
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U.S. government securities trade in an OTC dealer market, supported by primary dealers and other market makers.
Corporate bonds likewise predominantly trade OTC, although transaction prices and related information are reported through
FINRA’s Trade Reporting and Compliance Engine (TRACE). TRACE reporting promotes post-trade transparency by making
corporate-bond transaction data available to the market. FINRA explains the role of TRACE and provides bond-market
information for investors at https://www.finra.org/finra-data/browse-catalog/trace. The SEC also describes the OTC nature of
the bond market at https://www.investor.gov/introduction-investing/general-resources/news-alerts/alerts-bulletins/investor-
bulletins/bond-basics.

QUESTION NO: 16

Which of the following statements regarding the taxes associated with a variable life insurance policy is false?
A. Earnings on a variable life insurance policy grow tax-deferred.
B. Payments to beneficiaries upon the death of the policyholder are taxed as ordinary income.

C. One variable life policy can be exchanged for another variable life policy without triggering any consequences under
Section 1035 of the tax code.

D. If a policyholder withdraws some of the cash value associated with the policy, taxes need only be paid on the amount that
exceeds the total amount of the premiums paid to date.

ANSWER: B

Explanation:

“Payments to beneficiaries upon the death of the policyholder are taxed as ordinary income” is the false statement. In
general, life-insurance death proceeds paid because of the insured’s death are excluded from the recipient’s gross income
under Internal Revenue Code Section 101(a). This general income-tax treatment applies to the death benefit from a variable
life policy just as it does to other life-insurance policies: the beneficiary ordinarily receives the proceeds without owing
ordinary income tax on the amount received. The policy’s investment performance can affect the amount of a variable
policy’s death benefit or cash value, but it does not change the general exclusion for death proceeds paid by reason of the
insured’s death. There are limited statutory exceptions, such as certain transfers of a policy for valuable consideration, but
those exceptions do not alter the general Series 6 principle being tested. The death benefit may still be relevant for federal
estate-tax purposes if the insured retained incidents of ownership in the policy, which is a separate estate-tax analysis rather
than ordinary-income taxation of the beneficiary. See 26 U.S.C. § 101 and the IRS’s Publication 525, Taxable and
Nontaxable Income.

QUESTION NO: 17

MoeMoney Investments is a diversified management company. This means that:

A. itis a closed-end company.

B. it is a mutual fund.

C. for at least 75% of its total assets, it may invest no more than 5% of total assets in one issuer.

D. it must be invested in a variety of industries and geographic regions.

ANSWER: C

Explanation:

“It may invest no more than 5% of its investment monies in one issuer” is the intended concept, but it must be stated with the
statutory qualification that applies to a diversified investment company. Under Section 5(b)(1) of the Investment Company
Act of 1940, a diversified management company must have at least 75% of the value of its total assets invested so that no
more than 5% of total assets is invested in the securities of a single issuer. In addition, it may not own more than 10% of an
issuer’s outstanding voting securities. Cash, cash items, U.S. government securities, and securities of other investment
companies receive specified treatment under the definition.
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This is an asset-diversification test, rather than a requirement that the company use a particular fund structure or invest
across particular industries or geographic regions. A management company may be organized as an open-end investment
company or as a closed-end investment company while still meeting the diversified-company definition. The key examination
point is the 75% portion of the portfolio subject to the 5% per-issuer limitation, sometimes called the fund’s diversification
requirement. The remaining portion of assets is not subject to that particular 5% limit. See 15 U.S.C. § 80a-5 and FINRA’s
Series 6 Content Outline.

QUESTION NO: 18

Which of the following qualifies as an insider under the definition provided by the Securities Exchange Act of 19347
I. @ member of the board of directors of a firm

II. the vice-president of marketing of a firm

[ll. an investor who owns 5% of the voting stock of the firm IV. the daughter of the CEO of a firm

A.land Il only

B. I, Il, and Il only

C. 1, I, and IV only

D. I, II, lll, and IV

E. a member of the board of directors of a firm
II. the vice-president of marketing of a firm
lll. an investor who owns 5% of the voting stock of the firm IV. the daughter of the CEO of a firm

ANSWER: A

Explanation:

I and Il only is correct. For the Securities Exchange Act of 1934’s Section 16 reporting and short-swing-profit provisions, an
issuer’s statutory insiders are its directors, officers, and beneficial owners of more than 10% of a registered class of the
issuer’s equity securities. A board member is expressly within the definition of director. A vice president of marketing is an
officer when the position performs a policy-making function or is in charge of a principal business unit, division, or function;
marketing is commonly treated as such a principal function for this purpose. Accordingly, both the director and the vice
president of marketing fall within the officer/director categories addressed by Section 16. The relevant ownership threshold is
more than 10%, not 5%, and familial status alone does not itself make a person a Section 16 insider. This statutory
framework is important because these insiders must report their holdings and transactions and may be subject to Section
16(b)’'s recovery of short-swing profits. See Exchange Act Section 16 at 15 U.S.C. § 78p and the SEC’s definition of “officer”
in SEC Rule 16a-1.

QUESTION NO: 19

Which of the following securities is not exempt from registration requirements?

A. private-placement variable universal life insurance

B. a revenue bond issued by the state of Florida to raise money to build an airport
C. a bond issued by the U.S. post office

D. a new issue of stock issued by a corporation that already has shares of its stock trading on the NYSE

ANSWER: D

Explanation:
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A new issue of stock issued by a corporation that already has shares of its stock trading on the NYSE is not exempt from
registration requirements merely because the issuer is already publicly traded. The Securities Act of 1933 requires an issuer
to register an offer and sale of securities unless a specific statutory or regulatory exemption applies. An NYSE listing means
that the corporation has publicly traded securities and is subject to ongoing reporting requirements, but it does not create a
blanket exemption for subsequent stock offerings. Therefore, when the corporation makes a new public offering of stock, it
generally must file an effective registration statement with the SEC, often using an appropriate registration form or a shelf-
registration process if eligible, before sales may occur. The essential exam point is that exchange-traded status does not
itself exempt a new issuance from Securities Act registration. Section 5 establishes the general registration requirement for
securities offered or sold through interstate commerce, while exemptions must arise from a separate provision, such as an
exempt transaction or exempt security. See Securities Act Section 5 at 15 U.S.C. § 77e and the SEC’s overview of
registration exemptions at SEC Exempt Offerings.

QUESTION NO: 20

On Friday, August 6th, the Board of Directors of Ecolab (ECI) announced that it would pay a dividend of $0.155 a share to
shareholders of record as of Tuesday, September 21st.The dividend checks were scheduled to be mailed on Friday, October
15th. In this scenario, the ex-dividend date is:

A. Friday, August 6th.

B. Friday, September 17th.
C. Tuesday, September 21st.
D. none of the above.

E. Monday, September 20th.

ANSWER: E

Explanation:

Monday, September 20th is the ex-dividend date under the current FINRA ex-dividend-date rule. For a cash dividend of this
size, the regular-way ex-dividend date is set on the first business day before the record date. Because the issuer’s record
date is Tuesday, September 21st, the immediately preceding business day is Monday, September 20th. An investor must
therefore purchase the shares before that ex-dividend date to be entitled to the declared dividend; a regular-way purchaser
on the ex-dividend date does not receive it from the issuer. The Friday, October 15th mailing date does not determine the ex-
dividend date. The key date for this calculation is the stated record date, except for special treatment applicable to unusually
large distributions, which is not implicated by a $0.155-per-share dividend. FINRA Rule 11140 expressly provides that, for
dividends or distributions of this type, the ex-dividend date is the first business day preceding the record date. This reflects
the current settlement-cycle framework and supersedes older educational formulations that placed the date two business
days before the record date. See FINRA Rule 11140: Transactions in Securities “Ex-Dividend,” “Ex-Rights” or “Ex-Warrants”
and the SEC’s Rule 15c6-1 settlement-cycle information.

QUESTION NO: 21

n No: 64

Which of the following is true about treasury bonds?
A. have no default risk.

B. have no interest-rate risk.

C. have no prepayment risk.

D. are totally risk-free.

ANSWER: A
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Explanation:

“have no default risk.” is the correct statement for purposes of the Series 6 examination. Treasury bonds are direct
obligations of the U.S. government, and payments of principal and interest are backed by the full faith and credit of the
United States. Consequently, they are conventionally viewed as free of credit or default risk: an investor does not evaluate
the issuer’s ability to make scheduled payments in the way that the investor would for a corporate or municipal debt security.
The U.S. Department of the Treasury identifies Treasury bonds as marketable Treasury securities that pay interest every six
months and repay principal at maturity. Their federal-government backing is the key feature supporting the conclusion that
default risk is absent in the exam context. This designation concerns the issuer’s creditworthiness and promise to pay; it
does not mean that a Treasury bond’s market value will necessarily remain constant before maturity. For an overview of
Treasury bonds and their payment structure, see the U.S. TreasuryDirect Treasury Bonds page. The Treasury’s description
of marketable securities is also available at TreasuryDirect Marketable Securities.

QUESTION NO: 22

Which of the following correctly describes a difference between closed-end and open-end investment companies?

A. Open-end investment companies have a fixed number of shares; closed-end companies can create new shares if there
are more buyers than sellers.

B. Open-end investment company shares will never be offered at a price below the net asset value per share of the fund;
this is not true of closed-end companies.

C. Open-end companies may invest in non-diversified portfolios; closed-end companies are required to invest only in
diversified portfolios.

D. Shares of open-end companies sell on exchange floors; shares of closed-end companies are bought and sold through the
company itself.

ANSWER: B

Explanation:

Open-end investment company shares will never be offered at a price below the net asset value per share of the fund; this is
not true of closed-end companies. This correctly identifies the differing pricing mechanisms. An open-end investment
company, commonly called a mutual fund, continuously issues and redeems its shares through the fund. Its offering price is
calculated from the fund’s current net asset value per share, with any applicable sales charge added for load funds.
Consequently, the public offering price cannot be below NAV: it equals NAV for a no-load fund and is NAV plus the sales
charge for a load fund. FINRA describes mutual funds as open-end investment companies that continually sell new shares
and redeem outstanding shares, with purchases and redemptions generally based on NAV. See FINRA’s mutual fund
overview. In contrast, closed-end fund shares generally trade in the secondary market at prices established by investor
supply and demand. Their market price may be higher or lower than the per-share value of the portfolio, meaning a closed-
end fund can trade at a premium or a discount to NAV. The SEC explains this market-based pricing feature of closed-end
funds at Investor.gov’s closed-end fund bulletin.

QUESTION NO: 23

The AGRO Mutual Fund invests in aggressive growth stocks of midcap corporations. The fund is running an advertisement
on the radio that informs the listeners that AGRO earned a 22% return last year while the S&P 500 Index returned only 10%.
The ad also contains information regarding how an interested investor can contain a fund prospectus.

Has AGRO violated any securities laws with this advertisement?
A. No. This would be considered a generic advertisement and not an offer to sell.

B. No. In addition to providing the listeners with its own return last year, AGRO appropriately provided the listeners with a
benchmark return; thus there has been no violation of any laws.

C. Yes. Although AGRO provided the return on the S&P 500 as well as its own return, the S&P 500 Index is comprised of
average risk stocks and is not an appropriate benchmark for AGRO to use.
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D. Yes. AGRO is required to provide information on the specific investments it made to earn that 22% return, given that the
return is unusually high.

ANSWER: C

Explanation:

Yes. Although AGRO provided the return on the S&P 500 as well as its own return, the S&P 500 Index is comprised of
average risk stocks and is not an appropriate benchmark for AGRO to use. A mutual fund performance comparison must be
fair, balanced, and not misleading in light of the investment characteristics being compared. AGRO invests in aggressive-
growth securities issued by midcap companies, whereas the S&P 500 is a broad index of large-capitalization U.S.
companies. Presenting the fund’s return beside that index’s return without appropriately addressing the material differences
in capitalization, investment style, and risk can create the misleading impression that the two returns are directly comparable
measures of equivalent investment strategies.

FINRA’s communications standard requires member communications to be based on principles of fair dealing and good
faith, and prohibits communications that are false, misleading, or otherwise likely to cause an investor to misunderstand a
material fact or qualification. A more suitable comparison would use a benchmark that reflects the fund’s midcap growth
investment universe, or would clearly disclose the limitations of the comparison. The SEC’s investment-company advertising
rule likewise regulates performance presentations and requires prescribed disclosures when fund performance is advertised.
See FINRA Rule 2210 and SEC Rule 482.

QUESTION NO: 24

A customer purchases $20,000 of a mutual fund at a public offering price of $25 per share. If the fund has a 4% sales
charge, the approximate net asset value per share is:

A. $20.00
B. $24.00
C. $24.04
D. $26.00

ANSWER: B

Explanation:

$24.00 is correct. A front-end sales charge is stated as a percentage of the public offering price. Therefore, the NAV equals
the public offering price multiplied by the percentage remaining after the sales charge: $25 x 96% = $24.00. The $1.00
difference between the $25.00 public offering price and the $24.00 NAV represents the sales charge per share.

The customer receives 800 shares because $20,000 divided by the $25 public offering price equals 800 shares. Mutual fund
prospectuses disclose sales charges and describe how a fund calculates its offering price. See FINRA's Mutual Fund Fees

and Expenses guidance.

QUESTION NO: 25

Which of the following best describes a unit investment trust?

A. A fixed portfolio of securities held for a stated period.

B. A continuously managed portfolio with no termination date.

C. A bank account that invests exclusively in money market instruments.

D. A fund whose shares trade only on a national securities exchange.
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ANSWER: A

Explanation:

A fixed portfolio of securities held for a stated period. is correct. A unit investment trust (UIT) generally assembles a
portfolio of securities at inception and holds that portfolio with little or no active trading until the trust terminates. Investors
purchase units representing an undivided interest in the trust's portfolio. Unlike a managed investment company, a UIT
generally does not have an investment adviser making ongoing decisions to buy and sell portfolio securities.

A UIT has a stated termination date, at which time the trust's assets are typically liquidated and the proceeds distributed to
unit holders, unless units are exchanged or rolled into another available trust. See the SEC's Unit Investment Trusts
overview.

QUESTION NO: 26

Ms. Newbie, a registered representative employed by Savvy Investments, has received a letter of complaint from a client that
Ms. Newbie believes is unfair and illegitimate. More specifically, she believes that the complaint misstates the facts. Under
these circumstances, Ms. Newbie:

A. can toss the complaint in the trash.
B. must respond to the complaint in writing.

C. must provide a copy of the complaint to Savvy Investments, who can decide whether or not to ignore the letter after
hearing Ms. Newbie’s side of the story.

D. must provide a copy of the complaint to Savvy Investments, who is required to respond to the complaint in writing and to
keep a record of it.

E. must promptly provide a copy of the complaint to Savvy Investments for review, recordkeeping, and handling under the
firm's supervisory procedures.

ANSWER: E

Explanation:

Ms. Newbie must promptly provide the written customer complaint to Savvy Investments for handling under the firm’s written
supervisory procedures. A representative’s personal view that a complaint is inaccurate, unfair, or unsupported does not
permit the representative to withhold it from the member firm. The firm must be able to review the matter, determine whether
any internal investigation, customer communication, regulatory reporting, or other follow-up is required, and preserve the
required records. FINRA Rule 4513 specifically requires members to preserve records of written customer complaints for at
least four years, including the action taken by the firm, if any. This recordkeeping requirement helps ensure that the firm can
demonstrate appropriate supervisory review and maintain information available for regulatory examination. FINRA Rule 3110
also requires member firms to establish and maintain supervisory procedures reasonably designed to achieve compliance
with applicable securities laws and FINRA rules; those procedures ordinarily require associated persons to escalate
customer complaints promptly. Thus, forwarding the complaint to Savvy Investments is the necessary action, while the firm
determines the appropriate response and disposition under its procedures and applicable obligations. See FINRA Rule 4513
and FINRA Rule 3110.

QUESTION NO: 27

Ralph has a traditional IRA from which he has yet to make any withdrawals. Ralph will be turning 70 'z in June,
2011.According to the required minimum distribution rule associated with traditional IRAs, Ralph is required to start
withdrawing funds from this account:

A. no later than the day after he turns 70 5.

B. on April 15, 2011.

C. on April 1, 2012.
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D. on April 15, 2012.

ANSWER: C

Explanation:

Under the traditional IRA required minimum distribution rules in effect for 2011, an IRA owner generally had to take a first
required minimum distribution for the year in which the owner reached age 70%.. Although the distribution is calculated for
that year, the owner could defer the initial withdrawal until the required beginning date, which was April 1 of the following
calendar year. Because Ralph reaches age 7072 during June 2011, his first distribution year is 2011 and his required
beginning date is April 1, 2012. Therefore, “on April 1, 2012.” is correct. This timing applies specifically to the first required
distribution; if the first distribution is delayed until the following April, the distribution for the next calendar year must still be
taken by December 31 of that next year. The age threshold has since changed under later legislation, but the question
expressly uses a 2011 fact pattern, so the age-70%% rule governs Ralph’s distribution deadline. The IRS explains the
traditional IRA required minimum distribution framework and the first-distribution deadline in its Publication 590-B. See also
the IRS’s overview of required minimum distribution FAQs.

QUESTION NO: 28

Mr. Shortfall placed a market order to buy 100 shares of Google (GOOG) with GetErDone Broker-Dealers. The market order
was executed at $530 a share. In accordance with Regulation T:

A. Mr. Shortfall must pay for the purchased shares within 3 business days.

B. Mr. Shortfall must make full cash payment for the purchased shares by the settlement date, generally one business day
after the trade date.

C. GetErDone can request an extension from FINRA or another SRO for Mr. Shortfall if he is unable to pay for the shares
within 5 business days.

D. Both B and C are true statements.

ANSWER: B

Explanation:

Mr. Shortfall must make full cash payment by the settlement date. Regulation T’s cash-account rule provides that a customer
purchasing a security must make full cash payment before the settlement date, unless a specific exception applies. For a
regular-way transaction in a U.S. equity security such as GOOG, the standard settlement cycle is generally one business
day after the trade date, commonly called T+1. Thus, the relevant deadline is the settlement date rather than a fixed five-
business-day period. The rule is designed to ensure that securities purchases in a cash account are paid for promptly and
that broker-dealers do not extend impermissible credit to customers. The customer’s obligation applies even though the
order was a market order: the order type affects how the execution price is determined, not the payment requirement after
execution. The Federal Reserve Board’s Regulation T cash-account provisions are available at 12 C.F.R. § 220.8. The
standard U.S. securities settlement cycle is established in SEC Rule 15¢6-1.

QUESTION NO: 29

Joel has a 28-year-old client who has been promoted to the elevated position of senior software engineer with a large, well-
known, software company at her relatively young age. She has come to Joel for investment advice, explaining to him that
she is risk-averse, having been influenced by parents who grew up in a foreign country and had little, prior to immigrating to
America and working hard to achieve their dreams for themselves and their children. She has $50,000 that she wants him to
invest for her, and her primary goal is to be able to have enough money, beyond what she expects to have in her employer’s
retirement program, to return to her home country and help others achieve their dreams. Joel explains to her that she may
have to invest in riskier securities in order to achieve her goal, but his client is adamant that she wants her portfolio to be
invested to target growth with the least risk exposure possible. Given the facts:

A. Joel should divide his client’'s monies among growth, aggressive growth, and foreign stock funds. Regardless of what she
says, she has a long investment horizon and can afford to take on more risk.
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B. Joel should invest his client’s monies in a fund that specializes in stocks of his client's home country to avoid the
exchange rate risk that she will be exposed to when she returns.

C. Joel should invest his client’s monies in a U.S. government bond fund since she is risk-averse.

D. Joel should invest his client's monies in a growth fund to target her growth objective.

ANSWER: D

Explanation:

Joel should invest his client’s monies in a growth fund to target her growth objective. The client’s stated objective is long-
term capital growth, but she has also clearly communicated a conservative risk preference. A growth fund is designed to
pursue appreciation in value through investments in companies with above-average growth potential, making it an
appropriate way to target growth without deliberately selecting the most speculative equity strategy. The recommendation
must be based on the customer’s entire investment profile, including her investment objective, financial circumstances, time
horizon, and, importantly, her stated risk tolerance. Her youth and lengthy time horizon may indicate a greater capacity to
withstand volatility, but capacity for risk does not supersede her expressed willingness to accept it. FINRA Rule 2111
requires that a recommendation be suitable in light of the customer’s investment profile; see FINRA Rule 2111. A growth-
oriented mutual fund can provide diversified exposure to equities and potential long-term appreciation while avoiding an
intentional move into the higher-volatility mandate associated with aggressive-growth investing. The client should also
receive the fund’s prospectus and understand that growth funds remain subject to market risk and do not guarantee that her
goal will be achieved. The SEC’s mutual-fund investor guidance discusses how a fund’s investment objective and risks are
disclosed in its prospectus: SEC mutual fund guidance.

QUESTION NO: 30

A bond has a face value of $1,000, matures in 12 years, and pays an 4% coupon, with interest paid semiannually. If the
bond is priced to yield 3.5%, it is selling:

A. at par.
B. at a discount.
C. at a premium.

D. at its maturity value.

ANSWER: C

Explanation:

at a premium. is correct because the bond’s stated coupon rate is 4%, while its yield to maturity is 3.5%. A bond’s coupon
rate determines its fixed annual dollar interest payment: this bond pays $40 per year, or $20 every six months, based on its
$1,000 face value. At par, the coupon rate and yield to maturity are equal. Here, investors require a 3.5% yield, which is
lower than the 4% cash-flow rate supplied by the bond’s coupons. Therefore, investors will pay more than the $1,000 face
value to obtain those comparatively higher coupon payments. Paying above face value reduces the investor’s overall return
to the required 3.5% because the amount paid above par is amortized economically over the remaining 12 years until the
issuer repays only $1,000 at maturity. Semiannual payments mean the pricing calculation uses 24 periods, a $20
semiannual coupon, and a 1.75% semiannual yield; the present value of those cash flows exceeds $1,000. FINRA’s Series 6
content outline includes evaluating debt securities and the relationship between price, yield, and interest rates. See FINRA’s
Series 6 examination page and the SEC Investor.gov overview of bonds.

QUESTION NO: 31

Which of the following would not constitute a “public appearance,” as defined by FINRA?
A. A registered representative gives a free seminar on the topic of asset allocation to members of her church.

B. A registered representative starts a blog that discusses the pros and cons of various types of investments.
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C. The investment adviser of a tech fund that has had phenomenal returns in the past 12 months responds to some
questions from a business newscaster via a remote monitor.

D. All of the above constitute public appearances as defined by FINRA.

ANSWER: B

Explanation:

A registered representative starts a blog that discusses the pros and cons of various types of investments. This is the correct
selection because merely creating and posting content to a blog is not, by itself, participation in a FINRA-defined public
appearance. FINRA Rule 2210 defines a public appearance as participation in a seminar, forum—including an interactive
electronic forum—radio or television interview, or another public-speaking activity. A blog post is ordinarily static written
content rather than a speaking engagement or participation in an interactive forum.

The applicable communications classification and approval requirements can still apply to blog content. For example, static
content distributed to a broad audience generally is treated as retail communication under Rule 2210, subject to the rule’s
content, approval, recordkeeping, and supervision standards as applicable. FINRA has also explained that interactive real-
time electronic communications can be handled as public appearances, but that characterization depends on the interactive
use of the medium, not simply on maintaining a blog. See FINRA Rule 2210 and FINRA Regulatory Notice 10-06.

QUESTION NO: 32

In mid-September, the stock of Amazon.com, Inc. (AMZN) is selling for $147.A January call option on the stock is selling for
$6.10 and has a strike price of $160. This call option is:

A. at the money.
B. in the money.
C. out of the money.

D. overpriced. No one should pay $6.10 for the right to buy a share of stock for $160 when its current market price is only
$147.

ANSWER: C

Explanation:

“out of the money.” is correct because a call option is out of the money when the underlying stock’s current market price is
below the call’s strike price. Here, AMZN is trading at $147, while the call gives its holder the right, but not the obligation, to
purchase the stock at $160. Immediate exercise would not produce intrinsic value: buying at the $160 exercise price would
cost more than buying the same stock in the market at $147. Therefore, the call has zero intrinsic value at that point in time
and is classified as out of the money by $13 per share ($160 — $147). The option’s $6.10 premium does not change its
moneyness classification. An out-of-the-money option may still command a premium because it has time remaining until
expiration and the stock price could rise before then. That portion of the premium is time value, reflecting such factors as
remaining time, expected volatility, interest rates, and market demand. FINRA's investor education material explains that a
call is in the money only when the market price of the underlying security exceeds its strike price; otherwise, it is out of the
money. See FINRA'’s options overview and the Options Clearing Corporation’s explanation of option basics.

QUESTION NO: 33

on No: 187

A plan under which employees of state and local governments can contribute part of their salaries such that those earnings
will grow tax-deferred until retirement is called a:

A. profit-sharing plan.

B. money purchase plan.
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C. Section 457 plan.

D. Section 501 plan.

ANSWER: C

Explanation:

A Section 457 plan is the deferred-compensation retirement plan specifically associated with employees of state and local
governments. Under an eligible governmental Section 457(b) arrangement, an employee may elect to defer a portion of
compensation into the plan. Contributions and any investment earnings generally are not currently included in the
participant’s federal taxable income; instead, taxation is generally deferred until amounts are distributed. This permits the
account’s investments to compound without annual taxation of their earnings while assets remain in the plan, subject to
applicable contribution limits and distribution rules. Governmental Section 457(b) plans are an important retirement-savings
vehicle for public-sector workers and may be offered alongside other employer retirement arrangements. The Internal
Revenue Service describes these plans as deferred-compensation plans maintained by state or local governmental
employers, and explains that deferrals are generally taxable when distributed. FINRA'’s Series 6 content includes retirement
plans and tax-qualified or tax-advantaged savings arrangements, making recognition of the governmental employer
connection central to identifying a Section 457 plan. See the IRS overview of IRC Section 457(b) deferred-compensation
plans and FINRA’s Series 6 examination content outline.

QUESTION NO: 34

Fidelity Investments has two money market funds that is available to most investors. The Fidelity Cash Reserves fund
(FDRXX) is currently yielding 0.10% while its Fidelity Municipal Money Market fund (FTEXX) is yielding 0.01%. One reason
for this significant difference is that:

A. the Municipal Money Market fund pays interest that is free from state and local taxes.
B. the Municipal Money Market fund pays interest that is free from federal taxes.
C. interest earned on the Cash Reserves fund is subject to the alternative minimum tax.

D. the Municipal Money Market fund is insured by the FDIC, and this is not true of the Cash Reserves fund.

ANSWER: B

Explanation:

“the Municipal Money Market fund pays interest that is free from federal taxes” is correct because a municipal money market
fund seeks to generate income from municipal securities, whose interest is generally exempt from regular federal income
tax. This tax treatment can allow the fund to offer a lower stated yield while still being attractive to investors in higher federal
income-tax brackets. The meaningful comparison is therefore often the taxable-equivalent yield: the tax-exempt yield divided
by one minus the investor’s marginal federal tax rate. For example, a 0.01% federally tax-exempt yield has a higher taxable-
equivalent value for an investor subject to federal income tax than its nominal yield alone indicates. The precise benefit
depends on the investor’s tax bracket and circumstances, and tax-exempt income may have separate state-tax
consequences or other tax considerations. Fidelity describes its Municipal Money Market Fund as investing in municipal
money market securities and notes that its income is generally exempt from federal income tax. FINRA likewise explains that
interest from municipal securities is generally exempt from federal income taxation. See Fidelity’s Fidelity Municipal Money
Market Fund research page and FINRA’s municipal bonds investor guidance.
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