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SECTION 1

Exam Structure & Logistics

To optimize study pacing, candidates must understand the precise testing metrics and parameters
enforced by the testing vendor, Prometric, under the authority of the Virginia Bureau of Insurance.

SECTION 2

General Insurance Principles & Legal Concepts

1. Risk Typologies and Insurability Criteria

Risk is the objective uncertainty regarding the occurrence of a financial loss. Actuarial classification
divides risk into two operational profiles:

o Law of Large Numbers Validation: The risk must encompass a large, homogeneous pool of similar
exposure units to allow mathematically sound loss predictability.

« Definiteness: The loss must be specific regarding time, location, and identifiable cause.
+ Measurability: The loss must possess a clear, objective financial value.

« Accidental Nature: The loss must be fortuitous, unexpected, and outside the conscious control of
the insured.

+ Non-Catastrophic Scope: The risk cannot impact an entire society simultaneously (such as nuclear
incidents), which would collapse the insurer's reserve accounts.

2. General Contract Elements

Under standard contract law, an insurance policy requires four intersecting elements to achieve legal
validity:

Offer & Acceptance + Consideration + Competent Parties + Legal Purpose = Enforceable
Contract

« Offer and Acceptance: The applicant initiates the offer by submitting a signed application along
with the initial premium payment.

Acceptance is executed when the insurer's underwriting division formally approves the
application and issues the policy.

+ Consideration: The exchange of value between parties. The applicant's consideration comprises
the statements on the application plus the premium payment. The insurer's consideration is the
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binding promise to fulfill covered claims.

+ Competent Parties: The signing parties must possess full legal capacity, meaning they are of legal
age (18 in Virginia), mentally sound, and completely sober at the time of execution.

+ Legal Purpose: The contract must conform to statutory guidelines. In life insurance, this dictates
that a valid insurable interest must exist between the policyowner and the insured at the absolute
inception of the contract.

3. Specialized Insurance Contract Characteristics
Insurance contracts feature highly specialized legal traits that govern how courts interpret disputes:

+ Contract of Adhesion: The contract is authored exclusively by the insurer. The consumer cannot
negotiate the syntax or alter clauses; they must accept it as a whole on a "take-it-or-leave-it" basis.
Because of this structural imbalance, courts enforce the rule that any text ambiguity is automatically
interpreted in favor of the insured.

+ Aleatory Nature: The exchange of values between the parties is intrinsically unequal. Payouts are
entirely dependent on a highly uncertain future event.

+ Unilateral Construction: Only one party makes a legally binding promise. The insurer is bound by
law to honor claims as long as the policy remains in force. The policyowner makes no binding promise
to maintain premium payments and can walk away at any time.

+ Conditional Framework: The contract requires specific administrative prerequisites to be executed
before a claim is paid out (e.g., the beneficiary must file an official Proof of Death certificate).

SECTION 3

Life Insurance Policies & Behavioral Mechanics

Life insurance designs are divided into temporary pure protection (Term) and lifetime accumulation
structures (Permanent).

1. Structural Comparison Matrix

Policy Classification Premium Behavior Death Benefit Cash Value Primary Practical
Behavior Mechanism Utility
Level Term Completely flat for Remains entirely level  None. No equity or Fixed-horizon debt or
the duration of the throughout the cash accumulation income replacement.
chosen term. designated window. occurs.

onesynergyfinancial.com  For study purposes only. Confirm current rules with the Virginia Bureau of Insurance. 3



<&

ONE SYNERGY
FINANCIAL

Study Guide - Part 1

Policy Classification

Premium Behavior

Death Benefit
Behavior

Cash Value
Mechanism

Primary Practical
Utility

Decreasing Term

Annually Renewable
Term (ART)

Ordinary Whole Life

Stays flat/level for
the duration of the

policy.

Increases every
single year based on
the insured's attained
age.

Flat, guaranteed
premiums payable up
to maturity (Age
100/121).

Steadily reduces
along a
predetermined
schedule.

Remains completely
level.

Flat, guaranteed face
amount across the
life of the contract.

None. Reaches zero
at the end of the
term window.

None. Pure mortality
cost calculation.

Guaranteed growth
schedule inside the
insurer's general
account.

2. Flexible and Market-Driven Life Configurations

Offsetting amortized
debts, such as a
home mortgage.

Short-term bridge
coverage for highly
cost-sensitive
buyers.

Permanent estate
planning and
guaranteed equity
accumulation.

+ Universal Life (Adjustable / Interest-Sensitive): Characterized as an "unbundled" permanent
policy because protection charges, administrative outlays, and cash accumulation are explicitly
separated on the client's statement. The premium is completely flexible, meaning the owner can alter

or skip payments as long as the internal cash value remains high enough to cover the monthly

mortality and expense deductions.

Option A (Level Death Benefit): The total death benefit stays flat while the internal cash value
expands over time.

Option B (Increasing Death Benefit): The total payout equals the face amount plus the

accumulated cash value.

+ Variable Life and Variable Universal Life (VUL): These permanent designs shift the investment risk
directly to the consumer. Cash values are directed into market-driven Separate Accounts consisting
of equity and bond sub-accounts. Because they carry direct market risk, they are subject to dual
regulation by state insurance departments, the federal SEC, and FINRA. Producers must maintain a
Series 6 or Series 7 registration alongside their life insurance line of authority to execute sales.
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SECTION 4

Policy Provisions, Nonforfeiture, Dividends, &
Settlement

Understanding the operational options within a policy contract is highly tested on the national portion of
the Prometric examination.

1. Mandatory Contract Provisions

+ Grace Period: A statutory window designed to protect against immediate policy lapse if a premium
is missed. In Virginia, individual policies must include a grace period of at least 31 days. The policy
remains active, but if a loss occurs, overdue premiums plus up to a 6% annual interest charge can be
deducted from the final payout.

+ Reinstatement: Permits a lapsed policy to be restored within 3 years from default if it has not been
surrendered for cash. The owner must provide satisfactory proof of insurability, pay all back premiums
plus an annual interest rate capped at maximum 6%, and clear any outstanding policy loans.

+ Policy Loans: Whole life policies must include a loan provision. In Virginia, this right becomes active
after the policy has been in force for 3 full policy years. The maximum fixed interest rate for loans
issued under modern statutes is capped at maximum 8% per year.

+ Incontestability Clause: Prevents the insurer from denying a death claim or canceling the policy
based on material misstatements in the application after the coverage has been active for 2 years.

2. The Nonforfeiture Options (Lapse Protections)

When a permanent policyholder stops paying premiums, nonforfeiture options prevent the loss of
accumulated cash value. The three standard choices are:

« Cash Surrender: The insurer completely terminates the policy contract and forwards a lump-sum
payment of the net cash value to the owner, ending all coverage.

+ Reduced Paid-Up Insurance: The net cash value is utilized as a single premium to purchase a fully
paid-up permanent whole life policy. The new policy features a permanently reduced face amount
based on the attained age of the insured, but requires zero future premiums and continues to build
cash value until maturity.

+ Extended Term (The Standard Default): The insurer utilizes the cash value to purchase a
temporary term insurance policy with a face amount exactly equal to the original policy's face
amount. The coverage lasts for whatever length of time the cash value can structurally buy at the
insured's attained age, then expires completely.
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3. Dividend Options (Participating Policies Only)

Dividends are considered a tax-free return of overcharged premiums paid by mutual insurance
companies to their policyowners. The five primary dividend paths include:

+ Cash Payment: The insurer sends a direct check to the policyowner.

+ Reduction of Premium: The dividend is automatically applied to reduce the next incoming premium
invoice.

+ Accumulate at Interest: The insurer holds the dividends in an internal account where they
compound interest. While the dividend itself is tax-free, the interest earned on the accumulation is
fully taxable as ordinary income.

+ Paid-Up Additions (The Default Option): The dividend is used as a single premium to buy
miniature, fully paid-up increments of permanent insurance that append directly to the base policy's
face value.

o One-Year Term Option: The dividend is utilized to purchase a temporary 1-year term insurance
policy matching the current cash value amount to maximize pure short-term death benefits.

4. Death Benefit Settlement Options

Settlement options dictate how a beneficiary or policyowner elects to receive the final death benefit
proceeds:

+ Lump-Sum (The Standard Default): A one-time check for the full face amount is distributed
completely tax-free.

+ Interest-Only: The principal proceeds remain securely with the insurer, and regular interest payouts
are distributed to the beneficiary. The interest payouts are fully taxable as ordinary income.

+ Fixed-Period: The death benefit plus a guaranteed interest rate is systematically paid out in equal
installments over a specified duration of years (e.g., exactly 10 years).

+ Fixed-Amount: The beneficiary designates a specific monthly dollar amount (e.g., exactly
$2,500/month). The payments continue until the principal and interest accounts are entirely
exhausted.

+ Life Income (Straight Life): Converts the death benefit into a lifetime annuity stream for the
beneficiary based entirely on their life expectancy. Payments stop immediately upon the
beneficiary's death, with any remaining balance forfeited to the insurer. This choice yields the
highest possible monthly payout of any income settlement option.
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SECTION 5

Annuities & Tax Classifications

1. Operational Phases and Payout Designs

Annuities are mathematical vehicles structured to systematically liquidate capital and protect retirees
against outliving their financial assets.

+ Accumulation Phase (Pay-In): The owner deposits principal into the vehicle via single or flexible
premiums. All growth compounds on a strictly tax-deferred basis.

+ Annuitization Phase (Pay-Out): The owner surrenders the underlying principal to the insurance
company in exchange for a permanent stream of periodic income payments.

The selection of a payout mode structurally dictates the monthly payment size and the insurer's liability:

+ Straight Life (Life Only): Payouts continue for the exact duration of the annuitant's life. When the
annuitant dies, all future payments cease immediately, with zero residual balance paid to a
beneficiary. This choice carries the maximum risk of forfeiture and thus provides the highest possible
monthly income payout.

+ Life Income with Period Certain: Provides lifetime payments, but establishes a minimum
guaranteed calendar window (e.g., 10 or 20 years). If the annuitant dies early, the remaining payments
pass directly to a beneficiary.

+ Joint and Survivor: Covers multiple individuals (typically spouses). Payouts continue uninterrupted
until the final surviving annuitant passes away.

2. IRS Taxation Protocols

+ Death Benefit Taxation: When distributed as a clean lump sum to a named beneficiary, life
insurance death benefits are received 100% free of federal income tax.

« Annuity Withdrawals: Individual cash withdrawals taken during the accumulation phase are taxed
on a LIFO (Last-In, First-Out) basis. This dictates that all market growth is withdrawn and taxed as
ordinary income first, before the tax-free principal can be accessed.

+ The 7-Pay Test and MEC Status: To verify a life insurance contract is not operating as a
tax-exempt investment shelter, it must pass the 7-Pay Test. This test evaluates whether the
cumulative premiums paid during the first seven years exceed the amount required to fund a
standard, level-premium policy.

The Penalty: Failure permanently converts the policy into a Modified Endowment Contract
(MEC).
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Consequences: While the death benefit stays tax-free, all lifetime cash access is instantly
flipped to a LIFO taxation profile. Furthermore, an additional 10% IRS tax penalty is assessed on
any taxable distributions taken prior to age 59%>.

SECTION 6

Virginia State-Specific Rules & Statutes

Virginia-specific law commands heavy representation on the Series 11-05 license exam, requiring exact
mastery of statutory numbers and timelines.

1. Regulatory Infrastructure

In the Commonwealth of Virginia, insurance is not overseen by an isolated executive department.
Constitutional authority rests entirely within the State Corporation Commission (SCC), which
administers its enforcement mandates through the specialized Bureau of Insurance.

+ Examination Mandate: The SCC is legally required to audit and examine the financial records and
consumer practices of every domestic insurance carrier (insurers headquartered in Virginia) at least
once every 5 years.

+ Cease and Desist Powers: The SCC can issue an immediate summary order to halt any deceptive
or illegal marketing or operational activity.

2. Statutory Fine Framework

If an individual or corporate entity violates a lawful administrative order or insurance rule, the SCC can
assess the following financial penalties:

+ Unintentional Violations: Capped at a maximum fine of $1,000 per individual violation. If a series
of identical errors occur inadvertently, the aggregate fine cap for the combined violations is $10,000.

+ Intentional / Willful Violations: Subject to a maximum fine of $5,000 per individual violation, with
no statutory cap on cumulative behavior.

3. Producer Licensing Maintenance & CE Requirements

+ Age and Background Thresholds: Applicants must be at least 18 years old and submit fingerprints
via Fieldprint for a criminal background screening.

+ Temporary License Allocation: The SCC can issue a temporary license for up to 180 days without
examination to a surviving spouse or business partner to preserve or conclude an agency's
operations.

+ Demographic Change Reporting: A licensed producer must report any change to their legal name,
residential address, business address, or email address to the SCC within 30 calendar days of the
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modification.

+ Appointment Rules: When a carrier appoints an agent, it must pay a renewal fee. If an appointment
is terminated, the insurer must notify the agent within 5 calendar days.

4. Mandatory Continuing Education (CE) Schedules

Virginia manages compliance on a strict biennial (2-year) cycle aligned to the agent's birth month and
birth year.

+ Single-Line Licensees (Life & Annuities Only): Must complete exactly 16 credit hours of approved
continuing education every biennium.

« Ethics Requirement: Regardless of line configuration, at least 3 CE hours must explicitly cover
Ethics or Virginia insurance regulations.

+ The Annuity Training Mandate: Before any agent can legally sell, solicit, or negotiate an annuity
product in Virginia, they must complete a one-time, state-approved 4-hour Annuity Suitability and
Best Interest Standards certification course.

SECTION 7

Ethical Marketing Standards & Consumer Protections

1. Statutory Marketing Violations

Virginia Code explicitly classifies several competitive and client-facing practices as illegal Unfair Trade
Practices:

« Twisting: Inducing a consumer to lapse, forfeit, surrender, or borrow against an existing life policy
to purchase a new one from a competing agent by utilizing false, incomplete, or misleading product
comparisons.

+ Rebating: Offering an applicant an unstated premium discount, a direct share of the agent's
upcoming commission, or any asset or favor worth more than a nominal value as an illegal inducement
to purchase insurance.

«» Defamation: Distributing or making any oral or written statement that is maliciously critical or false
regarding the financial stability or professional reputation of a competing insurance firm or licensed
producer.

« Unfair Discrimination: Differentiating premium rates, policy terms, or benefit structures among
individuals of the exact same risk class and identical life expectancy based solely on race, national
origin, religion, or geographic location.
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2. Replacement Guidelines and Free Look Variances

When a customer replaces an existing policy, the producer must follow strict consumer protection
protocols. This includes capturing a signed application statement regarding replacement and handing
the consumer the official form: "Important Notice Regarding Replacement of Life Insurance".

The state adjusts the mandatory Free Look provision (the window to return a policy for a 100% premium
refund) based directly on the nature of the transaction:

+ Standard (Non-Replacement) Transactions: The consumer receives a mandatory 10-day free look
period from the date of physical policy delivery.

+ Replacement Transactions: To allow extra time to cross-examine values and protect consumers
from hidden fees, Virginia law extends this window to a mandatory 20-day free look period.

3. Virginia Life, Accident and Health Insurance Guaranty Association

Every insurance company licensed to sell life and annuity contracts in Virginia must maintain mandatory
membership in the state Guaranty Association. If a carrier suffers insolvency or becomes financially
bankrupt, the association steps in to pay out valid consumer claims up to strict statutory limits:

+ Life Insurance Death Benefits: Covered up to a maximum cap of $300,000 per individual life.

+ Life Insurance Cash Surrender Value: Covered up to a maximum cap of $100,000 in net cash
value.

+ Annuity Benefits: Covered up to a maximum cap of $250,000 in the present value of annuity
income benefits. Producers are strictly forbidden by law from utilizing the existence of the Guaranty
Association as a marketing point or sales inducement during client presentations.
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REVIEW MODULES

Quick Review

A condensed recap of the core concepts, organized in four modules for last-minute review before the

exam.
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MODULE 1

General Insurance Principles & Legal Concepts

1. Understanding Risk and Risk Management

Risk is fundamentally defined as the uncertainty concerning a financial loss. The insurance industry
classifies risk into two distinct categories:

« Pure Risk: A situation that features only two potential outcomes: loss or no loss. There is absolutely
no opportunity for financial gain. Examples include untimely death, property damage, or bodily injury.
Only pure risks are insurable.

« Speculative Risk: A situation that offers a chance of loss, no change, or financial gain. Examples
include gambling, investing in the stock market, or launching a business venture. Speculative risks are
uninsurable because they are voluntarily undertaken for profit.

Elements of an Insurable Pure Risk

To be deemed insurable by an actuarial underwriter, a pure risk must meet the following criteria:

+ Mass and Homogeneity: The risk must belong to a large pool of similar exposure units so the Law
of Large Numbers can accurately predict future losses.

« Definite and Measurable: The loss must take place at a specific time, specific location, and have a
clear, objective financial value.

+ Accidental / Unintentional: The cause of the loss must be fortuitous and beyond the conscious
control of the insured.

+ Not Catastrophic: The risk cannot affect a massive percentage of society simultaneously (e.g.,
nuclear warfare or catastrophic economic collapse), which would bankrupt the insurer.

2. Contract Law & Unique Insurance Characteristics

An insurance policy is a binding legal agreement. For any contract to be enforceable in a court of law, it
must contain four essential elements:

Offer & Acceptance + Consideration + Competent Parties + Legal Purpose = Enforceable
Contract

+ Offer and Acceptance (Agreement): The applicant usually makes the offer by filling out the
application and submitting the initial premium payment. Acceptance occurs when the insurance
company'’s underwriting department formally approves the risk and issues the policy.

+ Consideration: This represents the value exchanged between both parties.
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The applicant’s consideration is the statements made on the application plus the premium payment.

The insurer’s consideration is the legally binding promise to pay out the death benefit if a covered loss
takes place.

+ Competent Parties: Both parties must possess the legal capacity to enter a contract. This means
being of legal age (usually 18), mentally competent, and not under the influence of drugs or alcohol at
the time of signing.

+ Legal Purpose: The contract must not violate statutory laws or public policy. In life insurance, this
means an insurable interest must exist at the time of application.

Specific Legal Attributes of Insurance Contracts

+ Contract of Adhesion: The contract is authored solely by one party (the insurance company). The
applicant cannot negotiate the wording or change the clauses; they must "adhere" to the contract
exactly as written on a "take-it-or-leave-it" basis. Because the consumer has no input, courts enforce
a legal rule: any ambiguity in the contract text is always interpreted in favor of the insured.

« Aleatory Contract: The exchange of values between the two parties is unequal. A policyowner
might pay a small premium for two months before passing away, prompting the insurer to pay out a
massive $500,000 death benefit. Conversely, a policyowner could pay premiums for 30 years and
never collect a claim. Payouts depend strictly on an uncertain future event.

+ Unilateral Contract: Only one party makes a legally enforceable promise. The insurance company
is legally bound to pay claims as long as the policy is active. The policyowner, however, makes no
enforceable promise to keep paying premiums; they can cancel the contract at any time simply by
halting payments.

+ Conditional Contract: The contract relies on certain conditions being met before a claim is fulfilled.
For instance, the beneficiary must submit an official Proof of Death certificate before the insurer will
release the policy proceeds.
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MODULE 2

Life Insurance Policies & Contract Riders

1. Term Life Insurance (Pure Protection)

Term insurance provides temporary protection for a specified window of time (e.g., 1, 10, 20, or 30
years). It builds zero cash value and serves as pure death protection. If the insured dies during the term,
the benefit is paid. If the term expires while the insured is alive, the coverage terminates without value.

Term Policy Type Premium Behavior Death Benefit Behavior Typical Practical Use Case
Level Term Stays flat/level for the entire Stays flat/level throughout Covering fixed obligations like
duration of the chosen term. the specified term window. income replacement during

working years.

Decreasing Term Stays flat/level for the Steadily reduces over time, Matching a reducing debt
duration of the policy. ultimately reaching zero at obligation, most commonly a
expiration. home mortgage.
Annually Renewable Increases every single year Stays flat/level. Short-term coverage needs
Term (ART) based on the insured's or young buyers with very
increased attained age. limited initial budgets.

2. Permanent Life Insurance (Lifetime Protection & Savings)

Permanent life insurance offers protection that lasts for the insured's entire lifetime (up to age 100 or
121) and includes an internal, tax-deferred savings component known as Cash Value.

Traditional Straight Whole Life (Ordinary Life)
+ Mechanics: Features an unchangeable, level premium and a level death benefit.

+ Guarantees: The cash value grows according to a fixed, guaranteed schedule managed in the
insurer's general asset account.

« Maturity: The cash value is mathematically designed to exactly equal the face value of the policy at
age 100 or 121. If the insured lives to this age, the policy matures, and the cash is paid out to the
owner,

Universal Life (Adjustable Premium / Interest-Sensitive)

Universal Life is widely referred to as an "unbundled" policy because it separates the protection
element, the administrative expenses, and the cash value accumulation explicitly on the policyowner's
annual statement.
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« Premium Flexibility: The owner can increase, decrease, or skip premium payments entirely,
provided there is enough cash value inside the policy to cover the monthly internal mortality and
administrative fees.

+ Adjustable Face Amount: The policyowner can adjust the death benefit up or down (increases
typically require new medical underwriting).

+ Death Benefit Options:

+ Option A (Level): The death benefit stays flat while the cash value grows underneath it.

+ Option B (Increasing): The total death benefit equals the face amount plus the accumulated cash
value.

Variable Life and Variable Universal Life (VUL)

+ Investment Risk: Unlike whole life or universal life—where cash grows via fixed interest in the
insurer's general account—uvariable products allow the owner to invest cash value into market-driven
Separate Accounts (mutual fund sub-accounts containing equities and bonds).

« Dual Regulation: Because these products carry direct stock market risk, they are classified as both
insurance products and securities. They are regulated by state insurance bureaus as well as federal
bodies like the Securities and Exchange Commission (SEC) and FINRA. Producers must hold a life
insurance license alongside a Series 6 or Series 7 registration to sell them.

3. Core Policy Riders

Riders are optional modifications or endorsements added to a base life insurance policy to customize
coverage, usually in exchange for an additional premium charge.

+ Waiver of Premium: If the insured becomes totally and permanently disabled, the insurance
company waives all future premiums, keeping the policy fully active. This rider features an elimination
(waiting) period (typically 6 months). If the disability persists past this window, premiums are waived
retroactively from the onset of the disability.

+ Payor Benefit: Utilized almost exclusively on Juvenile Life Insurance policies. If the adult payor
(the parent or guardian paying the bills) dies or becomes totally disabled before the child reaches a
specific age (usually 18 or 21), the insurer waives all premiums until the child reaches that age, at
which point control of the policy transfers to the child.

+ Guaranteed Insurability Rider (GIR): Allows the policyowner to purchase specified amounts of
additional regular permanent insurance at designated future intervals (such as ages 25, 28, 31, 34, 37,
and 40) or major life milestones (marriage, birth of a child) without providing any proof of
insurability. Premiums for the new additions are calculated using the insured's attained age.

+ Accidental Death Benefit (Double Indemnity): Pays an additional multiple of the face amount
(double or triple the base benefit) if the insured's death is caused directly by a covered accident.
Death must typically occur within 90 days of the accident for the rider to trigger.
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MODULE 3

Annuities & Tax Classifications

1. Annuity Structure and Phases

While life insurance is designed to protect against the financial risk of dying too soon, an annuity is a
financial vehicle designed to protect an individual against the financial risk of living too long (outliving
their retirement savings). Annuities systematically liquidate a lump sum of capital and distribute it into a
predictable income stream.

Phase 1: The Accumulation Phase (The Growth Window)

This is the pay-in period where the owner contributes principal to build a financial foundation.
Contributions can be made via a Single Premium or flexible Periodic Premiums.

« Tax Advantage: All interest earnings, dividends, and capital gains compounded inside the annuity
during the accumulation phase are completely tax-deferred. Taxes are deferred until distributions or
withdrawals begin.

Phase 2: The Annuitization Phase (The Payout Window)

This is the pay-out or liquidation phase. The accumulated account balance is handed over to the
insurance company and converted into a permanent stream of periodic income payments. Once an
annuity is formally annuitized, the owner surrenders ownership of the underlying principal in
exchange for the payment stream.

2. Annuity Income Payout Modes

The monthly payout amount generated during annuitization depends heavily on the calculation pool, the
annuitant's age, gender, account balance, and the payout option selected:

+ Straight Life (Life Only): The insurer pays a regular income to the annuitant for as long as they live.
When the annuitant dies, all payments stop immediately, even if they die only two months into the
payout phase. No funds are returned to a beneficiary or estate. Because it carries the highest financial
risk of forfeiture for the consumer, it provides the highest monthly payout option out of all selection
choices.

+ Life Income with Period Certain: Provides lifetime income payments to the annuitant. However, it
adds a guaranteed minimum duration constraint (e.g., 10 or 20 years). If the annuitant dies 3 years into
a 10-year period certain window, the insurer continues paying the remaining 7 years of payments
directly to the designated beneficiary. If the annuitant outlives the 10-year window, payments still
continue for the rest of their natural life.
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+ Joint and Survivor: Covers the life spans of two or more individuals (typically spouses). Payouts
continue uninterrupted until the last surviving annuitant passes away. Contracts can be written as
Joint and 100% Survivor (payments stay flat), Joint and 2/3 Survivor, or Joint and 50% Survivor
(payments reduce by a fraction following the first death).

3. IRS Taxation Rules for Life Insurance & Annuities

The Internal Revenue Service (IRS) grants highly favorable tax status to life insurance, but enforces strict
rules to prevent consumers from abusing policies solely as tax shelters.

Death Benefit Payouts

When a life insurance policy pays out its face value to a named individual beneficiary in a lump sum, the
entire amount is received 100% free of federal income tax. However, if the beneficiary elects to leave
the principal with the insurer under an interest-only settlement option, the regular interest earnings paid
out are fully taxable as ordinary income.

Modified Endowment Contracts (MECs)

To keep a life insurance policy from acting as an investment vehicle rather than bona fide protection, it
must pass the 7-Pay Test. This test calculates whether the cumulative premiums paid into the policy
during its first seven years exceed the amount required to fund a standard, level-premium policy over
that timeframe.

« The Penalty: If a policy fails the 7-Pay Test, the IRS permanently reclassifies it as a Modified
Endowment Contract (MEC).

+ Tax Consequence: The death benefit remains tax-free, but the lifetime withdrawal rules change
from FIFO (First-In, First-Out, where contributions come out tax-free first) to LIFO (Last-In,
First-Out). This means any loan or withdrawal from an MEC is treated as taxable interest earnings first,
until all growth is exhausted. Furthermore, a 10% IRS penalty tax applies to any taxable distributions
taken prior to age 59%.

onesynergyfinancial.com  For study purposes only. Confirm current rules with the Virginia Bureau of Insurance. 17



ONE SYNERGY o
@ FINANCIAL Study Guide - Part 1

MODULE 4

Virginia State-Specific Rules & Statutes

The Virginia State portion of the exam consists of 40 questions focused on localized statutes, the
powers of the state regulatory authorities, licensing maintenance, and ethical definitions.

1. The State Corporation Commission (SCC) & Bureau of Insurance

In Virginia, insurance is not regulated by an independent Department of Insurance headed by a
standalone governor-appointed commissioner. Instead, the constitutional authority is vested in the
State Corporation Commission (SCC). The SCC executes and administers state insurance laws through
the Bureau of Insurance.

State Corporation

Commission (SCC) - Bureau of Insurance Enforcement & Regulation

Regulatory Powers of the SCC

+ Rulemaking: The SCC has the authority to issue rules, regulations, and directives to enforce the
insurance statutes passed by the Virginia General Assembly.

« Examinations: The SCC has the power to examine the financial records, books, transactions, and
consumer complaints of any insurance entity operating in the commonwealth. The SCC must audit
and examine every domestic insurance company (insurers headquartered in Virginia) at least once
every 5 years.

+ Cease and Desist Orders: If the SCC discovers an agent or company engaging in an unfair trade
practice or violating an insurance regulation, it can issue an immediate Cease and Desist Order to halt
the practice.

Monetary Penalties
If an individual or entity violates a lawful order or insurance regulation in Virginia, the SCC can assess the

following fines:

+ Unintentional Violations: Up to a maximum of $1,000 per violation. If multiple identical errors
occurred inadvertently, the total combined penalty cap for a series of similar unintentional violations
is $10,000.

+ Intentional / Willful Violations: Up to a maximum of $5,000 per individual violation, with no
combined cap on cumulative behavior.
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2. Virginia Producer Licensing Rules & Maintenance

+ Age Requirement: An applicant for a resident producer license in Virginia must be at least 18 years
old.

« Background Screening: Candidates must submit a complete set of fingerprints for a state and
federal criminal background check before a license can be formally approved.

o Temporary License: The SCC can issue a temporary insurance license for up to 180 days without
requiring an examination. This is granted to a surviving spouse, next of kin, or business partner of a
licensed producer who dies or becomes totally disabled, allowing them to maintain or wind down the
agency assets.

+ Reporting Changes: A licensed producer must report any change in their legal name, residential
address, or primary business address to the SCC within 30 calendar days of the change.

Continuing Education (CE) Hours

Virginia operates on a biennial (2-year) compliance tracking cycle based on the agent's birth month and
birth year.

+ Single Line License (Life & Annuities Only): Must complete 16 credit hours of approved continuing
education every biennium.

+ Multi-Line License (Life/Annuities + Property/Casualty): Must complete a total of 24 credit hours
of approved CE every biennium (with a minimum of 8 hours required in each separate category).

o Ethics Requirement: Regardless of whether an agent is single-line or multi-line, at least 3 of the
required CE hours must cover Ethics or Virginia insurance rules.

3. Ethical Marketing Standards & Unfair Trade Practices

Virginia law explicitly defines several deceptive or manipulative marketing tactics as illegal Unfair Trade
Practices:

« Twisting: The illegal act of making a false, incomplete, or misleading comparison regarding an
existing insurance policy to trick a policyowner into lapsing, forfeiting, surrendering, or borrowing
against that policy to buy a new one from the competing agent. This is a deceptive replacement
practice that harms the consumer.

+ Rebating: Offering an applicant a premium discount, a share of the agent's upcoming commission,
or any valuable asset, favor, or gift worth more than a nominal amount as an incentive to purchase an
insurance policy. Rebating is strictly illegal; all terms of the purchase must be explicitly stated in
the policy contract.

« Defamation: Making, publishing, or circulating any oral or written statement, brochure, or pamphlet
that is false, maliciously critical, or derogatory regarding the financial stability or reputation of a
competing insurance company or licensed producer.
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« Unfair Discrimination: Charging different premium rates, offering different benefits, or refusing to
insure individuals of the exact same risk class and life expectancy based on race, creed, national
origin, or geographic location. Rate differences must be backed by actuarial data.

4. Virginia Replacement & Policy Disclosure Rules

When a consumer is considering replacing an existing life insurance policy with a new one, the state
enforces strict consumer protection guidelines to prevent hidden fees, loss of accumulated cash values,
or new incontestability windows from catching the consumer off guard.

Statutory Definition of Replacement
A transaction is legally considered a replacement if a new policy is being bought and, in connection with
that purchase, an existing life insurance policy is:

» Lapsed, surrendered, forfeited, or terminated.

e Converted into extended term insurance or reduced paid-up insurance.

» Reissued with a reduction in face amount or duration.

» Borrowed against or pledged as collateral for loans exceeding 25% of its total cash value.

Duties of the Producer during Replacement

+ The Application Statement: The agent must include a statement signed by both the applicant and
the agent indicating whether a policy replacement is taking place.

« Delivering the Notice: If a replacement is occurring, the agent must immediately hand the
applicant a specific state-mandated consumer disclosure document: "Important Notice Regarding
Replacement of Life Insurance". This notice must be read aloud or reviewed thoroughly and signed
by the client.

« Listing Existing Coverages: The agent must submit a comprehensive list of all existing life
insurance policies to be replaced to the replacing insurance carrier.

Free Look Variations

The "Free Look" provision allows a consumer to return a policy for a 100% full refund of all premiums paid
if they change their mind. Virginia changes this timeline based on whether the transaction is clean or a
replacement:

+ Standard / Non-Replacement Policy: The consumer receives a 10-day free look period starting
from the exact date the policy is delivered.

+ Replacement Policy: To give consumers extra time to verify that they made the right choice,
Virginia extends the timeline to a 20-day free look period for any policy issued as part of a
replacement transaction.
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