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Commonwealth Schools of Insurance.

The material contained in this course cannot be used as an original source of authority on legal
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Business Insurance Concepts Exam

Which of the following is true concerning the creation of a C Corporation?

An operating agreement must be filed with the state.
Have an oral agreement among the partners.

File Articles of incorporation with the state.

It is not necessary to have written documentation.

All of the following are disadvantages of corporations, EXCEPT:

A

B.
C.
D.

The cost to establish a corporation

Limited liability

Need to observe corporate formalities

Double taxation of income if dividends are paid

Which statement(s) is true about corporations?

OO wx>

The corporation dies when a shareholder dies.
Corporations are inexpensive to set to establish

I only
Il only
Both land Il
Neither | or Il

Under an S Corporation:

A
B.
C

D.

The corporation generally pays no tax.
All profits and losses pass through the corporation to the shareholders.

. The shareholder pays taxes on the profits whether or not they are taken out of the

corporation.
All of the above

The number of shareholders within an S Corporation cannot exceed:

oo w>

75
80
85

100

Limited Liability Companies (LLC):

o0 wmx>

Leaves the owner open to personal liability.

Limits the number of shareholders.

Avoids double taxation.

Does not allow for the owners to participate in the management of the LLC.
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Which statement is not true about diversification to reduce risk?

A Using business income to fund employer-sponsored qualified plans.
B. Paying all or portions of the employees health insurance premiums.
C. Establishing a general investment portfolio outside the framework of the business.
D. Having nonqualified deferred compensation plans to reward selected employees.

Split-Dollar insurance can have a policy ownership in which of the following form(s):
I Cross-purchase method

Il. Endorsement method
M. Collateral assignment

A. lonly

B. Il only

C. land Il only
D. I, Iland Il

Dividing the cost of a Split-Dollar policy can be done in any manner desired.
A. True B. False
. Under the Classic method payment arrangement:

The employee pays the entire premium.

The employer pays the entire premium.

The employee pays an amount equal to the annual cash-value buildup.
The employer pays an amount equal to the annual cash-value buildup.

oo >

. Which statement is true concerning the benefits of an Employer-pay-all method Split-Dollar plan?

The employer receives the greater of the cash value or the total premiums paid.
The employer recovers amounts according to the split-dollar agreement.

The employee receives the greater of the cash value or the total premiums paid.
The employee's beneficiary receives the face amount less amount paid to the
employer.

S0 w>»

. Under a Reverse Split-Dollar insurance plan the owner of the policy is:

A. The corporation
B. The beneficiary
C. The employee

. The interest of most surviving owners include which of the following:
A. Prompt transfer of business interest.

B. Retention of customers and employees.

C. Minimum cost for the interest.

D. All of the above
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14.

15.

16.

17.

18.

19.

20.

Without a written agreement all of the following are potential problems between heirs of a deceased owner and
surviving owners, EXCEPT:

Heated conflicts among the remaining owners and the decedent's family.
Delays in settling the estate.

Loss of customers.

No problems! They will always get along.

oow>

Which of the following not a common perspective of the surviving stockholder:

Build and expand the business.
Pay dividends and hire family.
Maintain a long-term outlook.
Build a strong cash reserve.

o0 wx>

There is a "perfect” buy-sell funding mechanism:

A. True B: False

Which of the following is an advantage of a buy-sell agreement:

Guarantees a buyer for an asset which probably will not pay dividends to one's heir's.
Can establish a value for federal estate tax purposes which is binding the IRS.

Spells out the terms of payment and is easily funded with life insurance and disability insurance.
All of the above

o0 w>

A buy-sell agreement could be arranged as a:

I Cross-Purchase plan
Il Entity plan

| only
Il only
Both land Il
Neither 1 or Il

OO0 wx>

If a partnership has six (6) partners, how many life insurance policies would have to be purchased under an
Entity purchase buy-sell agreement?

6

12
30
36

OO0 wm»

If a partnership has six (6) partners, how many life insurance policies would have to
be purchased under a cross-purchase buy-sell agreement?

C. 30

A 6
B. 12 D. 36
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21. A buy-sell agreement benefits the deceased's family in which way?

Forced liquidation of assets.

Family gets a fair price for business interest.

The estate will be settled quickly.

There are no advantages to the deceased family.

OO0 w>

22. Which statement is incorrect concerning the executors choices when a sole proprietor dies?

I The executor can divide the interest in any manner he or she chooses.
Il. The executor can "close down" the business.
M. The executor can continue the business.

A lonly

B. landll
C. lland Il
D. Lllandll

23. A buy-sell agreement brings certainty to corporation in which way(s)?

The buyer has control of the business and its future earning potential.
The deceased family will receive a fair price for the stock.

The deceased family is free from business worries.

All of the above

oO0Owmx>

24. Which of the following correctly describes the cross-purchase buy-sell arrangement?

The business owns the policies, but the partners are the beneficiaries.

The partners own the policies, and the heirs are the beneficiaries.

The business owns the poalicies and is the beneficiary.

Each partner is the beneficiary of the policies he or she owns insuring the lives of the other partners.

OO wm>

25. Under a Wait-And-See buy-sell agreement the stockholders and the corporation agree to the following:

. The corporation has the obligation to redeem the shares to the extent they are not purchased by the
shareholders.
Il The surviving shareholders have the option to purchase the shares of the deceased shareholder.

[ only

Il only

Both land Il
Neither | or I

OO w»>

26. A disadvantage of some cross-purchase buy-sell agreements is that some policies will lapse because the owner
doesn't make a premium payment:

A. True B. False
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27. When the stockholders enter into an agreement with one another and not the corporation this is known as:

A. An entity buy-sell agreement
B. A cross-purchase buy-sell agreement

C. This arrangement is used tin both the cross-purchase and entity purchase buy-sell agreements
D. None of the above.

28. Under the cross-purchase buy-sell agreement, the surviving partner will:

Sell their interest to the estate of the deceased partner
Buy the interest from the deceased partners estate
Allow the heirs to decide if they want to be a partner.
All of the above.

oow»

29. Which of the following is an advantage with the Stock Redemption Plan?

Usually easier to understand than the cross-purchase plan.
Fewer policies in insured plans.

No questions as to “unreasonable compensation” issues.
All of the above.

00>

30. Who owns the life insurance policy under a Stock Redemption plan?

A. The heirs.

B. The shareholders.

C. The corporation

D. The estate of the shareholder.

31. Under a Stock Redemption plan the estate must sell the deceased shareholders interest to:

The corporation

The surviving shareholders
To a willing buyer

They don't have to sell

00w

32. All of the following are reasons to value a business, EXCEPT:

To establish a purchase price in the business

To determine the size of the gross estate for death tax purposes
So the owner can brag to all of their friends

To determine the value of lifetime gifts of the business

Cow>

33. The Value of a business interest is generally based on which of the following:

l. What the company owns, which is reflected on the balance sheet.
Il. What the company earns, which is reflected in the income statement.

| only

Il only

Neither | nor I
Both I and Il

0w
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34. Which statement best describes the capitalized returns method of valuing a business:

I. It examines the company’s history of earnings or cash flow (either gross or net), generally over the
previous five (5) or more years

II.  Itlooks at projected future earnings of the company and then applies a discount to them to
determine the current or present value of the projected income stream.

| only

Il only
Neither | nor I
Both I and I

oOow

35. Which Asset based approach method considers both the adjusted book value and a capitalization of
earnings in excess of a fair return on the company’s asset?

Book value method

Excess earnings method

Book value or adjusted book value method
None of the above

Cow>
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