Retirement Planning for Financial Advisors
MC Quiz 4

	  Question 1 
	25 points   
	Save   

	 
	30. Which of the following statements concerning money-purchase pension plans is correct? 
	
	
	
	

	
	[image: image1.png]



[image: image2.png]


[image: image3.wmf]
(A) They must contain a specified contribution formula. 
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(B) They are covered by the PBGC. 
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(C) They must contain a formula for allocating profits. 
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(D) They are difficult to administer. 
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  Question 2 
	25 points   
	Save   

	 
	71. Reasons why an employer should adopt a defined-benefit plan to account for past service include all the following EXCEPT 
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(A) Long-service employees will benefit if past service is accounted for. 

[image: image11.wmf]
(B) A past-service provision can maximize the tax-shelter potential of the plan for owner-employees. 
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(C) A past-service provision will lower the employer's costs. 
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(D) Funding flexibility exists when past service is accounted for. 
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  Question 3 
	25 points   
	Save   

	 
	86. All the following statements comparing a target-benefit plan with a defined-benefit plan are correct EXCEPT 
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(A) The target-benefit plan allows older, highly compensated owner-employees to save more than they could save under a defined-benefit plan. 
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(B) The target-benefit plan uses any excess interest that occurs in an inflationary period to increase benefits, while under a defined-benefit plan excess interest is used to reduce employer contributions. 
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(C) The target-benefit plan is communicated more easily to employees than is a defined-benefit plan because the target-benefit plan uses separate accounts. 
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(D) The target-benefit plan fixes employer costs at a reasonable level despite poor investment performance, while under a defined-benefit plan poor investment performance requires increased contributions to fund the stated benefits. 
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  Question 4 
	25 points   
	Save   

	 
	87. All the following statements concerning defined-benefit formulas are correct EXCEPT 
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(A) Flat-percentage-of-earnings formulas generally need to reduce benefits for employees who have less than 25 years of service to satisfy nondiscrimination testing. 
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(B) Flat-amount formulas can be used to legally discriminate in favor of highly compensated employees. 

[image: image26.wmf]
(C) Flat-amount-per-year-of-service formulas are popular in union plans. 
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(D) Unit-benefit formulas with service caps can be used to help turn over the work force.
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	17 points   
	Save   

	 
	35. Which of the following statements concerning profit-sharing plans is (are) correct?

I. A common allocation formula allocates contributions in proportion to the individual?s compensation in relation to the compensation of all eligible participants.

II. Profit-sharing plans are popular because contributions may be made on a discretionary basis. 
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(A) I only 
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(B) II only 
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(C) Both I and II 
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(D) Neither I nor II 
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  Question 2 
	17 points   
	Save   

	 
	45. Which of the following statements concerning 401(k) plans is (are) correct?

I. A 401(k) plan can allow for employee salary deferral contributions, employer-matching contributions, and employer profit-sharing contributions.

II. Employee salary deferral contributions can be distributed 2 years after they have been made. 
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(A) I only 
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(B) II only 
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(C) Both I and II 
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(D) Neither I nor II 
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  Question 3 
	16.5 points   
	Save   

	 
	39. Which of the following statements concerning 401(k) plans is (are) correct?

I. Employee salary deferrals for highly compensated employees generally must satisfy the actual deferral percentage (ADP) test.

II. Employer-matching contributions are required. 
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(A) I only 
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(B) II only 
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(C) Both I and II 
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(D) Neither I nor II 
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  Question 4 
	16.5 points   
	Save   

	 
	47. Which of the following statements concerning 401(k) plans with safe harbor contributions is (are) correct?

I. Safe harbor contributions must be fully vested and satisfy the withdrawal provisions that apply to salary deferral contributions.

II. A contribution of 3 percent of compensation for all nonhighly compensated employees eligible to participate in the plan satisfies the safe harbor contribution requirements. 
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(A) I only 
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(B) II only 
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(C) Both I and II 
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(D) Neither I nor II 
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  Question 5 
	16.5 points   
	Save   

	 
	72. All the following employees are considered highly compensated employees in the following year EXCEPT 
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(A) Jane Johnson, who earns $75,000 and is the second highest paid employee in a 25-person law firm 
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(B) Bill James, a 10 percent owner 
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(C) Cathy Carr, a 5 percent owner who earns $125,000 
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(D) John Smith, an officer earning $100,000 whose compensation is in the top 20 percent of all employees 
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  Question 6 
	16.5 points   
	Save   

	 
	80. All the following statements concerning the actual deferral percentage (ADP) test for nondiscrimination in a 401(k) plan are correct EXCEPT 
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(A) If a plan fails the ADP test, salary deferrals of the nonhighly compensated may have to be returned to the employees. 
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(B) The plan stands a better chance of passing the ADP test if matching employer contributions are offered. 
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(C) Salary deferrals that are treated as Roth contributions are still subject to the ADP test. 
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(D) The plan does not have to satisfy the ADP test if a qualifying safe harbor contribution is made.
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	7. Which of the following statements concerning the SIMPLE is correct? 
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(A) To sponsor a SIMPLE, an employer must have 25 or fewer employees. 
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(B) An employer can sponsor both a SIMPLE and a SEP. 
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(C) An employer cannot place any restrictions on participant withdrawals. 
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(D) The deferral limit for a SIMPLE is the same as for a 401(k) plan. 
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  Question 2 
	25 points   
	Save   

	 
	8. Which of the following statements concerning contributions to a SIMPLE is correct? 
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(A) The employer can elect to provide a 50-cent match for each dollar that the employee elects to defer, as long as the employer matches a salary deferral of up to 6 percent of compensation. 
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(B) Employee salary deferrals are subject to a nondiscrimination test. 
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(C) A contribution for all eligible employees in the amount of 2 percent of compensation satisfies the employer-contribution requirement. 
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(D) The employer has the option to skip making contributions for a specific year. 
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  Question 3 
	25 points   
	Save   

	 
	31. Which of the following statements correctly describes a simplified employee pension (SEP) plan? 
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(A) The plan can exclude employees who are aged 25 or younger. 
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(B) The plan must provide for immediate and full vesting. 
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(C) The plan can exclude employees who work fewer than 1,000 hours a year. 
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(D) The allocation formula cannot be integrated with Social Security. 
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  Question 4 
	25 points   
	Save   

	 
	41. Which of the following statements about 403(b) plans is (are) correct?

I. All 403(b) plans are subject to ERISA and the coverage and nondiscrimination rules that apply to qualified plans. 

II. The maximum salary deferral limit is the same as in 401(k) plans except that an additional catch-up election applies to certain employees with more than 15 years of service. 
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(A) I only 

[image: image93.wmf]
(B) II only 
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(C) Both I and II 
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(D) Neither I nor II
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