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2009 CRC 1 Practice Exam


1. Some people find themselves in the life cycle stage in which they are providing support to children who are still in college as well as elder parents who may need assistance because of failing health or dwindling finances. Such people are often referred to as
(   the "sandwich" generation.
(   dual income earners.
(   Generation X.
(   the safety net generation.

2. By the time a person reaches the 40s or 50s, which of the following is generally true for this stage of the life cycle?
(   Dependent costs are minimal.
(   Their marginal tax rate is often lower relative to other stages.
(   Annual income is often higher relative to earlier stages.
(   Retirement planning has not yet become a priority.

3. One of the most influential factors on how someone fares in retirement is
(   whether or not their children are nearby.
(   engagement in activities.
(   how many other retirees they know.
(   where they live.

4. An emergency fund is typically intended to protect a client from which one of the following obstacles to retirement planning?
(   divorce
(   elder care
(   job loss
(   death

5. Aaron was laid off from his job as an electrician. Under COBRA, how long can he maintain his former employer's healthcare coverage?
(   3 months
(   180 days
(   1 year
(   18 months

6. Which of the following is NOT good advice concerning retirement planning?
(   Choose higher earning investments for your retirement plan.
(   Use tax-sheltered retirement accounts only when you are financially able to contribute the maximum allowed by law.
(   Contribute the maximum allowed by law to tax-sheltered retirement accounts.
(   Don't depend on Social Security alone to provide you with sufficient retirement income.

7. Which one of the following accurately describes retirement changes currently underway?
(   Retirement medical benefits are becoming more generous.
(   Defined benefit plans will represent the most significant source for funding for retirement.
(   Retirement is becoming less complicated.
(   Retirement plans are becoming more portable.

8. Which one of the following best describes the theory behind “wealth maximization”?
(   The harder you work the more money you will make.
(   Always seek to maximize the wealth and all else will work out.
(   Do unto others as you would have them do unto you.
(   Ethical reputations will ultimately maximize wealth.

9. Which one of the following best describes the relationship between values and ethics?
(   Values are the core motivators that guide ethical conduct.
(   A person’s values are determined by ethics training.
(   Values and ethics are not closely related.
(   Values are the external motivators that guide ethical decisions.

10. All of the following are key considerations in evaluating core ethical values EXCEPT which one?
(   develop a willingness to be supervised
(   develop a "do good" perspective
(   learn from mistakes
(   lead by example

11. Which one of the following best describes the “herd” mentality in relation to ethical decision-making?
(   You subordinate personal values to toe the company line.
(   You are not willing to be a team player.
(   You heard someone say something and you pass it on.
(   You leave the office in a hurry at closing time.

12. A retirement counselor from a very large company invites a registered representative from a financial services company to do a seminar on the company’s available funds. The counselor is excited about the opportunity to have a rep come into the company and help to potentially increase employee enrollment. The rep is excited as well because he will receive a trailer commission on each of the products he sells. Because it is such a good thing for both, it is decided that nothing will be mentioned about commissions since it always seems to make employees a bit skeptical and puts a damper on such meetings. According to the course material, which InFRE guideline would be primary in the ethical analysis of such a decision?
(   Never disclose confidential information about the finances or status of a particular plan participant unless authorized by the participant or by law. 
(   Act always in the best interest of the retirement plan participant for whom services are performed; and, when performing services for a retirement plan as a whole, act in the best interest of all persons who have rights under the plan.
(   Disclose, to all persons for whom services are provided, the Certificate Holder's source of compensation, the identity of any person or entities paying the compensation, and any material fact about the compensation that is necessary to understand potential adverse interest.
(   Perform all retirement services competently, diligently, and according to the highest professional standard; the Certificate Holder will maintain the necessary specific knowledge and expertise to do so, and decline any activity that cannot be performed competently.

13. A long-time employee of the company is seeking advice regarding an early distribution from her 401(k) to help fund her oldest child’s education. The woman is 57 years of age and really wants to retire when she is 65 or so. The woman has always been a concerned mom who wanted to provide everything for her children, especially college education. She is so excited about the opportunity to help one of her children go to college she seems to be oblivious to the negative ramifications on her own retirement plan. Despite the counselor wanting to mention it, the woman makes it perfectly clear that all will be o.k. – “let’s just do it.” Not wanting to disappoint the mother, or her daughter, and feeling like the mother has already made up her mind, the counselor goes ahead with the plan without discussing retirement issues. Which one of the following InFRE Principles of Ethics provides the most helpful analysis in relation to this ethical dilemma?
(   Never disclose confidential information about the finances or status of a particular plan participant unless authorized by the participant or by law. 
(   Disclose, to all persons for whom services are provided, the Certificate Holder's source of compensation, the identity of any person or entities paying the compensation, and any material fact about the compensation that is necessary to understand potential adverse interest.
(   Comply with the letter and spirit of all federal and state laws that regulate retirement advice, services, records and transactions.
(   Supply material information relating to the transaction or service, to the person for whom services are performed (including information that is not requested), if such information is generally recognized as necessary to any informed decision.

14. The concept of retirement has taken on new meaning when compared to that of the previous generation. Which of the following phrases describes one of the ways in which the “new” retirement differs from traditional retirement?
(   Most individuals in the “new” retirement are retiring from full time employment before age 62.
(   “New” retirement addresses financial well-being only, while traditional retirement encompasses social, personal and other life issues.
(   The desire for self-fulfillment during retirement years has little or no relevance in the “new” retirement.
(   In the “new” retirement, many people are replacing existing jobs with “bridge” jobs or other more flexible work arrangements during retirement years.

15. According to recent aging research, the current view of “retirement readiness”
(   is interdisciplinary, and considers bio-medical (health) issues and psycho-social (happiness) issues, in addition to financial issues.
(   is strictly a financial measure, usually employing a simple rule of thumb to determine income needs after retirement.
(   is a matter of whether one is emotionally “ready” to separate from employment.
(   is not concerned with social factors, such as personal interests, since those can’t be changed.

16. Beyond the focus on aging problems like disease and psychological decline, from a retirement-readiness perspective gerontology also focuses on
(   retirement income adequacy.
(   geo-financial readiness.
(   the second age of the three-age model.
(   how to age successfully.

17. From a retirement-readiness perspective, a best practice approach combines personal experience and which one of the following to generate ideas and strategies?
(   research
(   government programs
(   economics
(   gerontology

18. For a retiree, unexpected health care needs and costs represent what type of post retirement risk?
(   psychological
(   financial
(   medical
(   social

19. Retirement readiness means being prepared to maximize which one of the following in retirement?
(   lifetime income
(   retirement income adequacy
(   psycho-social domain
(   well-being

20. All of the following are legitimate domains in the retirement readiness model EXCEPT
(   bio-medical.
(   psycho-social.
(   neuro-gerontological.
(   geo-financial.

21. Late in retirement, a retiree relocates so that an adult child can help the retiree with errands and appointments. This is an example of what type of retirement readiness?
(   psychological
(   social
(   biological
(   geographical

22. In general, how are individuals from the Baby Boomer generation likely to differ from their parents’ generation?
(   Baby Boomers are more likely to place great faith in large, established institutions, such as government.
(   Baby Boomers are less likely to embrace personal growth as important to one’s life.
(   Baby Boomers are less likely to have to deal with “sandwich generation” issues than their parents were.
(   Baby Boomers are typically more knowledgeable about finances.

23. To improve your communication with a person who has a strong influencing style, you can
(   listen and build trust.
(   move to task quickly.
(   be openly friendly.
(   slow down.

24. To improve your communication with a person who has a high "S" style, you can
(   provide facts.
(   give them time to think.
(   build a personal relationship.
(   give choices and options.

25. According to the DISC (dominance, influence, steadiness, compliance) model of observable behavior, which of the following would describe a high degree of “D” style?
(   analytical, fact-finder, maintains high standards
(   competitive, results-oriented, initiates activity
(   confident, sociable, motivates others toward goals
(   patient, steady, dependable team player

26. According to the DISC (dominance, influence, steadiness, compliance) model of observable behavior, which of the following would describe a high degree of “C” style?
(   analytical, fact-finder, maintains high standards
(   confident, sociable, motivates others toward goals
(   patient, steady, dependable team player
(   competitive, results-oriented, initiates activity

27. Jack is 45 years old, is married with two children, and is a reliable employee. He manages to get by on his monthly paycheck until the last week, when he often runs out of money. When he can, Jack will occasionally put a little bit of money aside for savings. Which term best describes Jack’s money personality?
(   denier
(   planner
(   cautious saver
(   struggler

28. From a behavioral investment standpoint, investors who place a great deal of emphasis on financial security and protecting wealth rather than taking risks to grow wealth are called
(   active accumulators.
(   friendly followers.
(   independent individualists.
(   passive preservers.

29. In terms of retirement mindsets, in what stage might depression, worry and boredom lead to a let-down?
(   imagination
(   reconciliation
(   liberation
(   reorientation

30. The four “safe harbors” from the Department of Labor on Section 404(c) of the Employee Retirement Income Security Act (ERISA) specify
(   the parameters within which a plan sponsor can give advice while still maintaining their protection from liability. 
(   that personalized asset allocation model recommendations based on hypothetical individuals and based upon accepted investment theories must be provided by outside providers.
(   what is considered investment education as opposed to advice.
(   the form or medium in which investment information must be provided to participants.

31. Which of the following is NOT considered giving investment advice under ERISA’s 404(c) regulations?
(   Rendering advice as to the value of securities or other property. 
(   Providing participants with information about investing in, purchasing, or selling securities or other property, and investment allocation models.
(   Directly, or indirectly, having discretionary authority or control with respect to purchasing or selling securities or other property for the participants or beneficiary.
(   Rendering any advice or recommendations as to advisability of investing in, purchasing, or selling securities or other property on a regular basis to the participant or beneficiary pursuant to an agreement, arrangement, or understanding, written or unwritten.

32. The fundamental purpose of budgeting is to
(   equalize assets and liabilities.
(   minimize income tax obligations.
(   maximize retirement savings.
(   project future income and expenses during the budgetary period.

33. All of the following are budget control methods EXCEPT
(   an envelope system.
(   subordinate budgets.
(   a checkbook register.
(   a spiral notebook.

34. The best measure of the true cost of credit is
(   annual percentage rate of interest.
(   finance charge.
(   late fee.
(   monthly payment.

35. Which one of the following is typically considered to be the most expensive form of credit for a consumer?
(   a mortgage
(   an installment loan
(   a credit card
(   a secured loan

36. Which one of the following indicates a client may have too much debt?
(   a debt-to-income ratio (excluding the home mortgage) of 25%
(   a debt-to-income ratio (including the home mortgage) of 30%
(   an asset-to-debt ratio of 4.0 for someone age 40
(   an asset-to-debt ratio of 1.5 for someone age 22

37. Rita and Roberto Alvarado want to track their financial progress over the next few years. They have decided to take a reading of their progress every New Year’s Day. Which financial document would they use each year to do this?
(   federal income tax return
(   will
(   balance sheet
(   income and expense statement

38. Vincent and Paula Farelli have decided to pay off their $750 Visa debt by taking $750 out of their money market savings account. This transaction will
(   NOT change the net gain on their income and expense statement.
(   NOT change their net worth on their balance sheet.
(   decrease the net gain on their income and expense statement.
(   increase their net worth on their balance sheet.

39. John provides you with the following information about his personal finances: CD $4,000, IRA $26,000, auto loan $9,000, student loan payment $800, checking account $500. What is John's net worth?
(   $20,700
(   $21,500
(   $30,500
(   $40,300

40. Cheryl provides you with the following information about her personal finances: antique clock $800, rent $900, gross income $2,400, food $500, water $50. What is her net gain or loss?
(   $150
(   $950
(   $1,450
(   $3,850

41. Frances Smith has a liquidity ratio of 2.5. This means that her
(   monthly expenses are 2.5 times greater than her total assets, and she is unable to pay all her bills.
(   long-term debt is 2.5 times greater than her short-term debt.
(   monetary assets are 2.5 times greater than her monthly expenses, meaning a 2.5 month cushion.
(   annual income is 2.5 times greater than her total debt.

42. The three stages of budgeting include all of the following EXCEPT which one?
(   drafting
(   evaluation
(   planning
(   implementation

43. Which one of the following is considered a variable expense in a budget?
(   entertainment
(   life insurance
(   mortgage loan payment
(   federal income tax

44. When developing a budget, all of the following categories are considered income EXCEPT
(   dividends.
(   tax refunds.
(   charitable contributions.
(   rental income.

45. Ann Louis just purchased a new motorcycle and an insurance policy to cover her potential losses related to the motorcycle. What strategy is Ann using to handle risk?
(   loss control
(   risk reduction
(   risk retention
(   risk avoidance

46. Keith, age 32, a married father of three children, wants to replace 90% of his current after-tax income of $50,000 for 20 years. He estimates an additional need of $170,000 to pay off their mortgage and other debts in the event of his death. He expects his family to receive Social Security survivor benefits of $15,000 for 15 years. If Keith assumes a 5% rate of return, what is his life insurance need?
(   $560,799
(   $575,103
(   $637,414
(   $730,799

47. Which one of the following types of insurance provides only pure protection against the risk of dying too soon?
(   whole life
(   term life
(   variable life
(   universal life

48. Which one of the following provides health services to its members on a prepaid basis?
(   Medigap
(   COBRA
(   preferred provide organization
(   health maintenance organization

49. With a healthcare plan, a co-payment is a variation of which one of the following?
(   coinsurance
(   a deductible
(   an item limit
(   an HMO

50. For a long-term care insurance plan, a lower premium would result from an increase in which one of the following?
(   waiting period
(   benefit period
(   level of benefits chosen
(   age at policy inception

51. Disability insurance typically covers what percentage of an individual's earnings?
(   20-40%
(   50-75%
(   60-80%
(   70-90%

52. One of the major benefits of owning a home in retirement is
(   having a variety of in-home support services.
(   staying close to family and friends.
(   assistance with grocery shopping and meal preparation.
(   being free of physical upkeep responsibilities.

53. Generally speaking, which one of the following provides less in-home support services?
(   a residential care facility
(   an assisted living facility
(   an adult foster care home
(   a board and care home

54. All of the following are key issues to consider regarding elderly housing options EXCEPT
(   financial commitment.
(   flexibility for change.
(   social networks.
(   legal services.

55. Which one of the following is typically the leading cause of death for adults age 65 or older?
(   heart disease
(   cancer
(   stroke
(   diabetes

56. In older adults, the concept that includes the ability to learn new things as well as the absence of brain disease is known as
(   psychological well-being.
(   mental tracking.
(   onset dementia.
(   cognitive health.

57. All of the following typify end-of-life issues EXCEPT which one?
(   financial costs for the individual and society
(   substantial burden
(   well-communicated desires
(   major impact on the individual and family members

58. Senior wellness programs may include content or services for all of the following EXCEPT
(   home safety.
(   identity theft classes.
(   dental exams.
(   tax evasion seminars.

59. To arrive at taxable income, 
(   subtract credits from gross tax liability.
(   subtract adjustments to income from gross income.
(   multiply the net tax liability by the applicable rate.
(   subtract itemized deductions and personal exemptions from adjusted gross income.

60. A charitable donation of old toys and clothes to the Salvation Army would be reported as what on an income tax return?
(   personal exemption
(   income exclusion
(   itemized deduction
(   alternative minimum tax item

61. Maria and James Arias (ages 26 and 30) withdrew $10,000 from their traditional IRA accounts to pay for a new car when their old car was destroyed in a fire. None of the contributions to their accounts had been taxed before going into the IRAs. Which one of the following statements is true?
(   Because it is a hardship withdrawal, no tax is due.
(   They will pay taxes on only the portion of the $10,000 that represents investment earnings.
(   They will pay a $1,000 penalty.
(   They will pay taxes on only the portion of the $10,000 that represents contributions.

62. Tax reduction strategies include any of the following EXCEPT
(   gifting money.
(   shifting ordinary income to capital gains income.
(   manipulating the timing of taxable events.
(   early withdrawals from retirement accounts.

63. John's goal is to reduce his taxable income for this year, because he is in the 25% tax bracket. Which one of the following is a good option for him?
(   sell some stocks he has owned for five years to take advantage of long-term capital gain rates
(   make a Roth IRA contribution to lower his taxable income for the current year
(   give a gift of a corporate bonds to his daughter, age 10, that pays $2,000 per year in interest
(   make a non-deductible traditional IRA contribution to lower his taxable income for the current year

64. Nina expects to be in a much higher tax bracket next year. If she needs more income this year, what can she do this year to take advantage of this year's lower tax bracket?
(   pay next year's property tax bill this year, so she can increase her itemized deductions for this year
(   sell a mutual fund that is up 18% she has owned for over three years
(   increase her charitable contributions to her church, so she can "fill up" her standard deduction for this year
(   apply for a child care credit for her 15-year old son

65. Michael Brown invested $6,000 in his employer’s 401(k) plan. If Michael is in the 33 percent marginal tax bracket, how much tax savings will he get this year?
(   $1,980
(   $4,020
(   $4,320
(   $6,000

66. Which one of the following is FALSE regarding estate planning?
(   An individual can reduce the size of his or her estate by systematically gifting to others during his or her lifetime, thereby reducing future estate taxes.
(   Married couples should make sure that IRAs and employer-sponsored plans are jointly owned so that assets can pass directly from one spouse to another at death.
(   A decedent’s retirement plan assets are included in his or her gross estate.
(   If there are no beneficiaries named on a retirement account, the account will pass to the estate upon the owner’s death, and must go through the probate process.

67. Donna has named her son as her beneficiary for her IRA. In terms of probate and estate tax, which one of the following describes the impact of her choice?
(   The IRA avoids probate and is excluded from the estate.
(   The IRA is included in the estate and subject to probate.
(   The IRA is subject to probate but is excluded from the estate.
(   The IRA is included in the estate but avoids probate.

68. If a person dies without a valid will, this person is said to die
(   in trust.
(   without heirs.
(   intestate.
(   testate.

69. Assets that go directly to heirs and avoid probate include
(   property named in a will.
(   assets titled tenants in common.
(   IRAs.
(   credit union accounts.

70. The person designated as the recipient of income from a trust is the
(   grantor.
(   trustee.
(   custodian.
(   beneficiary.

71. In the case of mental incapacity, which one of the following documents would be used to transfer control of a person's financial affairs?
(   letter of last instruction
(   living will
(   will
(   durable power of attorney

72. From an estate-tax perspective, the primary benefit of making gifts while a person is alive is to lower the value of a person's
(   allowable deductions.
(   taxable estate.
(   applicable exclusion amount.
(   gross estate.

73. The annual gift tax exclusion amount for 2010 is
(   $5,000.
(   $13,000.
(   $26,000.
(   $49,000.

74. All of the following are included in the value of an estate EXCEPT which one?
(   a gift of $8,000 in cash given four months ago
(   a life insurance policy owned by the decedent on his/her own life
(   a jointly-owned taxable investment
(   a retirement account with a named beneficiary

75. All of the following are deductible from the value of a gross estate EXCEPT which one?
(   funeral expenses
(   last medical bills
(   probate assets
(   a mortgage



Page 1

