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1. Which type of insurer does not operate using capital stock?
A. Stock insurer
B. Mutual insurer
C. Fraternal insurer
D. Foreign insurer

2. Which party is typically not required to sign a life
insurance application?
A. The insured
B. The applicant
C. The beneficiary
D. The agent

3. What is the term for the contract that outlines the
commissions agreement?
A. Service agreement
B. Retrospective contract
C. Retrocession
D. Commission disclosure

4. Who is ultimately responsible for ensuring accurate
information is provided to beneficiaries regarding life
insurance policies?
A. The insurance company
B. The insurance agent
C. The policyholder
D. The beneficiaries themselves

5. In the case of the death of an insured during the grace
period, what is the insurance company's liability?
A. Only interest accrued
B. The annual premium only
C. The face amount minus any unpaid premiums
D. Nothing is paid
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6. What is a whole life dividend?
A. A one-time bonus payment at the end of the term.
B. A refund of premiums that exceed the total death benefit.
C. A payment representing a share of the insurer’s profits for

policyholders.
D. An investment return that adjusts the policy’s cash value.

7. Which of the following is true regarding the controlling
interest of insurance producers?
A. Producers may exclusively write insurance for family

members
B. Producers cannot exceed a certain percentage of their

commissions in controlled business
C. Producers can have unlimited control over their business
D. Producers are not accountable for controlled business

regulations

8. In credit life insurance, what type of term insurance is
typically used?
A. Whole life
B. Level term
C. Decreasing term
D. Universal life

9. What type of insurer is incorporated under New Jersey law,
without permanent stock, and governed by elected
policyholders?
A. Stock insurer
B. Mutual insurer
C. Fraternal insurer
D. Reciprocal insurer

10. What is a characteristic of interest-only payment plans in
life insurance?
A. Benefits are paid in full immediately
B. Payments are delayed for a set period
C. Only interest accumulates for a specified time
D. Premiums are reduced after a claim
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1. B
2. C
3. C
4. C
5. C
6. C
7. B
8. C
9. B
10. C
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Explanations
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1. Which type of insurer does not operate using capital stock?
A. Stock insurer
B. Mutual insurer
C. Fraternal insurer
D. Foreign insurer

A mutual insurer is an organization that does not operate using capital stock. Instead, it
is owned by its policyholders. This means that any profits the insurer makes can be
returned to the policyholders in the form of dividends or reduced premiums, rather than
going to shareholders as is the case with stock insurers. The emphasis here is on the
mutual structure which focuses on policyholder benefits rather than external investors.  
In contrast, stock insurers are owned by shareholders who provide capital to the business
and expect to profit from their investment. Fraternal insurers usually function as
non-profit organizations providing insurance primarily to members of a particular social
group, and while they may operate somewhat differently, they also can have a capital
structure. Foreign insurers refer to those that are incorporated in one state but operate
in another, and their capital structure can vary. Hence, mutual insurers uniquely stand
out by their lack of capital stock involvement.

2. Which party is typically not required to sign a life
insurance application?
A. The insured
B. The applicant
C. The beneficiary
D. The agent

In the context of a life insurance application, the beneficiary is typically not required to
sign the application. The applicant is the individual who applies for the insurance policy
and is usually required to sign, as they are affirming the information provided and are
bound by the terms of the policy. The insured, who is the person whose life is covered by
the policy, may also need to sign for consent and acknowledgment.  The agent,
representing the insurance company, usually completes and submits the application but
does not typically have to sign it as a matter of course for approval. The signature of the
beneficiary is not necessary at the time of application because they do not have a
contractual relationship with the insurance company until a claim arises and the
beneficiary designation becomes relevant. Thus, the beneficiary’s role is more about
receiving the proceeds rather than being involved in the application process itself.
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3. What is the term for the contract that outlines the
commissions agreement?
A. Service agreement
B. Retrospective contract
C. Retrocession
D. Commission disclosure

The correct term for the contract that outlines the commissions agreement is
commission disclosure. This contract provides a transparent framework about the
commissions to be paid for services rendered, ensuring that all parties understand the
financial arrangements involved in the insurance transaction. This is particularly
important in the insurance industry, as it promotes ethical standards and protects
consumers from potential conflicts of interest by clearly detailing how agents and
brokers are compensated.   The options involving retrospective contracts or retrocession
refer to different contexts and functions. A service agreement typically outlines the
provision of services but may not specifically address commission structures. Thus, the
most relevant and accurate term in this context is commission disclosure as it directly
pertains to the compensation agreement for the services provided by the insurance
producer.

4. Who is ultimately responsible for ensuring accurate
information is provided to beneficiaries regarding life
insurance policies?
A. The insurance company
B. The insurance agent
C. The policyholder
D. The beneficiaries themselves

The policyholder holds the ultimate responsibility for ensuring that accurate information
is provided to beneficiaries regarding life insurance policies. As the individual who
purchases the policy, the policyholder has firsthand knowledge about the details of the
coverage, the beneficiaries designated, and any changes made to the policy over time.   It
is essential that the policyholder communicates clearly with the beneficiaries about the
existence of the policy and its essential terms. This proactive communication helps
prevent confusion or misunderstanding during the claims process, ensuring beneficiaries
are aware of how to access the benefits upon the policyholder’s passing.  While the
insurance company and the insurance agent play important roles in providing
information about the policy and assisting with claims, their responsibilities do not
extend to guaranteeing that beneficiaries are informed or aware of the policy details. The
beneficiaries themselves can contribute to the process by seeking information, but
ultimately, it is the policyholder's duty to ensure they are informed about the life
insurance policy and its potential benefits.
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5. In the case of the death of an insured during the grace
period, what is the insurance company's liability?
A. Only interest accrued
B. The annual premium only
C. The face amount minus any unpaid premiums
D. Nothing is paid

When an insured dies during the grace period of a life insurance policy, the insurance
company is still obligated to pay the death benefit, but this amount is adjusted based on
any unpaid premiums. The face amount of the policy represents the total benefit payable
upon the insured's death, but since the premiums have not been fully paid, the company
deducts any outstanding amounts from this amount. This ensures that the insurer is not
responsible for a full payout on a policy that is technically not fully in force due to
non-payment.  Therefore, when considering the circumstances of a death occurring
during the grace period – the insurer will pay the face value of the policy minus any
unpaid premiums. This reflects the policy's terms, which allow coverage to remain in
effect for a period after a missed payment, thus balancing the insurer's risk with the
insured's rights.

6. What is a whole life dividend?
A. A one-time bonus payment at the end of the term.
B. A refund of premiums that exceed the total death benefit.
C. A payment representing a share of the insurer’s profits for

policyholders.
D. An investment return that adjusts the policy’s cash value.

A whole life dividend represents a payment to policyholders that reflects their share of
the insurer's profits. Whole life insurance policies are designed to provide lifetime
coverage, and they often participate in the company's profits. When a policyholder pays
premiums, a portion of those premiums contributes to the insurer's account, which, if
sufficient profits are generated, can be redistributed to policyholders in the form of
dividends.  These dividends can be used in various ways, such as purchasing additional
insurance, offsetting premium payments, or accumulating interest in a policy's cash
value. The distribution of dividends is subject to the insurance company’s performance
and is not guaranteed, but it provides policyholders with added value beyond just the
death benefit of the policy. This aspect makes whole life insurance an attractive option
for individuals seeking both protection and a potential return on their investment.
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7. Which of the following is true regarding the controlling
interest of insurance producers?
A. Producers may exclusively write insurance for family

members
B. Producers cannot exceed a certain percentage of their

commissions in controlled business
C. Producers can have unlimited control over their business
D. Producers are not accountable for controlled business

regulations
In the context of regulatory frameworks governing insurance practices, the correct
answer highlights that producers are indeed subject to limitations regarding the
percentage of their commissions that they can earn from controlled business. Controlled
business refers to insurance sold to an agent’s family, friends, or themselves, and
regulations vary by state to prevent potential abuses, such as agents prioritizing personal
interests over the best interests of their clients.   By keeping commissions from
controlled business within certain limits, regulatory bodies aim to ensure that producers
maintain a broader, more competitive practice that serves the general public effectively
rather than creating a self-serving sales environment. This control safeguards the
integrity of the insurance market and aims to protect consumers by requiring producers
to diversify their client base and encapsulate a wider range of coverage options suitable
for various needs. Thus, knowing these regulations helps producers navigate their
responsibilities effectively while ensuring compliance.

8. In credit life insurance, what type of term insurance is
typically used?
A. Whole life
B. Level term
C. Decreasing term
D. Universal life

In credit life insurance, the type of term insurance that is typically used is decreasing
term insurance. This type of policy is designed to cover a specific debt, such as a loan or
mortgage, where the amount of coverage decreases over time as the outstanding balance
of the debt is paid down.   The purpose of credit life insurance is to ensure that if the
insured individual passes away, the insurance proceeds can be used to pay off the
remaining balance of the debt, alleviating financial strain on the borrower's family or
estate. The correlation between the insurance benefit and the decreasing debt is what
makes decreasing term insurance the most suitable choice for credit life insurance, as
the coverage directly aligns with the debt obligation.  In contrast, whole life insurance
and universal life insurance provide a level benefit that does not decrease and involves a
savings component, making them inappropriate for the purpose of covering a
diminishing debt. Level term insurance, while it does provide a consistent coverage
amount, does not accommodate the structure of a loan repayment where the outstanding
balance decreases over time. Thus, decreasing term insurance is purposefully designed
for such scenarios, making it the correct choice in the context of credit life insurance.
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9. What type of insurer is incorporated under New Jersey law,
without permanent stock, and governed by elected
policyholders?
A. Stock insurer
B. Mutual insurer
C. Fraternal insurer
D. Reciprocal insurer

A mutual insurer is the correct choice for this question because it is specifically designed
to be owned by its policyholders. This means that instead of having shareholders, the
policyholders elect the board of directors, which makes decisions about the management
of the company in the best interests of the insured individuals.   In New Jersey, a mutual
insurer operates without permanent stock, meaning there are no shares available for sale
that would typically provide external investors with ownership or profit motivation.
Instead, the focus remains on providing benefits to the members who are also the
customers. By contrast, stock insurers are owned by shareholders who invest capital in
exchange for profits, which does not align with the structure of a mutual insurer.  The
other types of insurers, such as fraternal and reciprocal insurers, have their own unique
characteristics and purposes but differ significantly from mutual insurers. Fraternal
insurers typically serve a social or charitable function for their members, while reciprocal
insurers involve a group of individuals who agree to insure each other by exchanging
insurance contracts. These distinctions further clarify why a mutual insurer is the best fit
for the description provided in the question.

10. What is a characteristic of interest-only payment plans in
life insurance?
A. Benefits are paid in full immediately
B. Payments are delayed for a set period
C. Only interest accumulates for a specified time
D. Premiums are reduced after a claim

In interest-only payment plans within life insurance, the primary characteristic is that
only the interest accumulates for a specified time. This means that during the initial
phase of the policy, the insured party is not required to make full premium payments but
rather pays only the interest on the amount due. This arrangement allows the
policyholder to manage cash flow more effectively during the early stages of the
insurance policy.  The option regarding immediate payment of benefits relates to whole
life or other types of policies where a death benefit is triggered, not specifically to
interest-only payment plans. Similarly, delayed payments may refer to alternative policy
structures, while the reduction of premiums after a claim does not pertain specifically to
interest-only plans, as claims typically result in the payout of benefits rather than a
change in premium obligations. Thus, the distinguishing feature of only having interest
accumulating for a specified duration clearly defines this type of payment plan.
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