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Please Note:  Correct answers for each question are indicated in bold type.  After each question, the number of the page containing information relevant to answering the question is given.  When a calculation is necessary or the reasoning behind a given answer may be unclear, a brief rationale for the correct answer is also given.

Part A:  Retirement Planning

ERISA and Tax Rules for Qualified Plans

Chapter 12:  Life Insurance in a Qualified Plan

True/False

12.1
Life insurance is advantageous in defined benefit plans because it adds to the limit on deductible contributions

12.2
Employer contributions to purchase life insurance within a qualified plan are not tax deductible.

12.3
Universal life insurance cannot be used to provide an insured death benefit under a qualified plan.

Answers:

12.1
true [p. 130]

12.2
false [p. 134]

12.3
false [p. 137]                              

Multiple Choice

12.4
Advantages of using life insurance in a qualified plan include all of the following except:

a.
predictable plan costs for employer

b.
life insurance is a very safe investment

c.
retirement benefits can be guaranteed by insurance company and employer

d.
low cost installation and service of the plan

e.
greater rates of return on insurance cash value than alternative investments

Answer: E [p. 130]

12.5
In a combination plan, retirement benefits are funded with a combination of 

a.
whole life policies

b.
term life policies

c.
assets in a ‘side fund’

d.
a and c

e.
b and c

Answer: D [p. 131]

12.6
Alternatives to using life insurance in a qualified plan include

a.
group term life insurance

b.
split dollar life insurance

c.
personally owned life insurance

d.
all of the above

e.
only a and b

Answer: D [p. 136]

Application

12.7
Well Corporation has a life insurance policy on the life of the owner Ben Well as part of his defined benefit plan.  Ben plans to retire in five years at the age of 65.  At that time, he will receive $2,000 per month.  The face value of his insurance policy is $210,000.  The IRS will treat Ben’s life insurance plan as an incidental death benefit.

a.
true

b.
false

Answer: B
[p. 130 – The face value of Ben’s policy is more than 100 times his expected monthly benefit.]

12.8 
Harold Walters, age 39, runs a tax accounting service.  He employs 5 people.  He wants to install a defined benefit plan for himself and his employees funded with life insurance, but he wants to retain some control over the plan investments.  As his financial advisor, you tell Harold that the type of funding that would best meet his requirements is:

a.
a fully funded plan

b.
an envelope funding plan

c.
a plan funded with whole life insurance
d.
a plan funded with term insurance

e.
a combination plan

Answer: E [p. 131-132]

12.9
Hal Staton died earlier this year at age 70. Hal was covered by life insurance provided by his employer’s defined benefit plan. Hal’s son, Walt Santon is the beneficiary of his father’s death benefit. The death benefit was $100,000. When Hal died, the policy had a cash value of $10,000. Walt:

a.
receives the entire death benefit tax free

b.
must pay tax on the entire $100,000

c.
must pay tax on any death benefits received above $50,000

d.
receives $90,000 tax free

e.
must pay tax on $90,000

Answer: D [p. 134 – The pure insurance element of the insured plan death benefit (death benefit of $100,000 minus cash value of $90,000) is income tax free to a participant’s beneficiary.]

 12.10
Michelle Fenner is the qualified plan trustee for the defined benefit plan held by Flatt Tire Company. Flatt Tire uses life insurance as part of their qualified defined contribution plan.  Currently, the cash value of the life insurance policies in the plan amounts to $50,000. Ms. Fenner can borrow against the cash value of the life insurance policies held in the plan.

a.
true

b.
false

Answer: A [p. 139]
