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Life Insurance
To accompany the Family and Consumer Sciences, Business,

  Marketing, and Agriculture Education Curriculum.

	CTAE Resource Network, Instructional Resources Office, 2010

	Georgia Performance Standards:

See the end of this document for complete GPS listing.



Student Information Guide

Directions:

Use the information in this student information guide to complete the accompanying student study sheet. Complete all items on the study sheet and turn in to the teacher.  
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  Life Insurance

Life insurance is a contract between the policy owner and the insurer, where the insurer agrees to pay a designated beneficiary a sum of money upon the occurrence of the insured individual's death. In return, the policy owner agrees to pay a stipulated amount at regular intervals or in a lump sum. 
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As with most insurance policies, life insurance is a contract between the insurer and the policy owner whereby a benefit is paid to the designated beneficiaries if the insured dies while covered by the policy.

The value for the policyholder is derived, not from an actual claim event, rather it is the value derived from the 'peace of mind' experienced by the policyholder knowing that their beneficiary will not suffer financially after their death.
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  Overview
Parties to Contract
There is a difference between the insured and the policy owner (policy holder), although the owner and the insured are often the same person. For example, if Joe buys a policy on his own life, he is both the owner and the insured. But if Jane, his wife, buys a policy on Joe's life, she is the owner and he is the insured. The policy owner is the guarantee and he or she will be the person who will pay for the policy. The insured is a participant in the contract, but not necessarily a party to it.

The beneficiary receives policy proceeds upon the insured's death. The owner designates the beneficiary. The owner can change the beneficiary unless the policy has an irrevocable beneficiary designation. With an irrevocable beneficiary, that beneficiary must agree to any beneficiary changes, policy assignments, or cash value borrowing.

In cases where the policy owner is not the insured (also referred to as the celui qui vit or CQV), insurance companies have sought to limit policy purchases to those with an "insurable interest" in the CQV. For life insurance policies, close family members and business partners will usually be found to have an insurable interest. The "insurable interest" requirement usually demonstrates that the purchaser will actually suffer some kind of loss if the CQV dies. Such a requirement prevents people from benefiting from the purchase of purely speculative policies on people they expect to die. With no insurable interest requirement, the risk that a purchaser would murder the CQV for insurance proceeds would be great. In at least one case, an insurance company which sold a policy to a purchaser with no insurable interest (who later murdered the CQV for the proceeds), was found liable in court for contributing to the wrongful death of the victim (Liberty National Life v. Weldon, 267 Ala.171 (1957)).
Contract terms
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Special provisions may apply, such as suicide clauses wherein the policy becomes null if the insured commits suicide within a specified time (usually two years after the purchase date; some states provide a statutory one-year suicide clause). Any misrepresentations by the insured on the application are also grounds for nullification. Most US states specify that the contestability period cannot be longer than two years; only if the insured dies within this period will the insurer have a legal right to contest the claim on the basis of misrepresentation and request additional information before deciding to pay or deny the claim.

Does Everyone Need Life Insurance?

If one has a family, a mortgage, plans to send his children to college, or has others who depend upon him for support, life insurance can protect them by making up for the loss of one’s income should he die. Life insurance should not be allowed to lapse if others are dependent on the income or wage-earning capacity of the insured. If the policy lapses, insurance companies may refuse to offer the insured another policy or charge the insured a significantly higher premium for a new policy. Life insurance is also sometimes required by lenders when a person borrows large amounts of money as an assurance that the borrowed amount will be paid back. The borrower makes the lender the beneficiary of the policy. Also, business partners can help protect each other by taking out life insurance policies for each partner. That way, if a partner dies, the other(s) are not faced with crippling debt.

It is important to review beneficiary and contingent beneficiary designations on life insurance policies periodically. If you no longer have dependents, are divorce, etc., you may want to stop paying for insurance.
Costs, Insurability, and Underwriting

The insurer (the life insurance company) calculates the policy prices with intent to fund claims to be paid and administrative costs, and to make a profit. The cost of insurance is determined using mortality tables calculated by actuaries. Actuaries are professionals who employ actuarial science, which is based in mathematics (primarily probability and statistics). Mortality tables are statistically-based tables showing expected annual mortality rates. It is possible to derive life expectancy estimates from these mortality assumptions. Such estimates can be important in taxation regulation. 

The three main variables in a mortality table have been age, gender, and use of tobacco. More recently in the US, preferred class specific tables were introduced. The mortality tables provide a baseline for the cost of insurance. In practice, these mortality tables are used in conjunction with the health and family history of the individual applying for a policy in order to determine premiums and insurability. Mortality tables currently in use by life insurance companies in the United States are individually modified by each company using pooled industry experience studies as a starting point. 

The insurance company receives the premiums from the policy owner and invests them to create a pool of money from which it can pay claims and finance the insurance company's operations. Rates charged for life insurance increase with the insurer's age because, statistically, people are more likely to die as they get older.

Companies investigate each individual who applies for insurance. This investigation and resulting evaluation of the risk is termed underwriting. Health and lifestyle questions are asked. Certain responses or information received may merit further investigation. Life insurance companies in the United States support the Medical Information Bureau (MIB), which is a clearinghouse of information on persons who have applied for life insurance with participating companies in the last seven years. As part of the application, the insurer receives permission to obtain information from the proposed insured's physicians. 

Underwriters will determine the purpose of insurance. The most common is to protect the owner's family or financial interests in the event of the insurer's demise. Other purposes include estate planning or, in the case of cash-value contracts, investment for retirement planning. Bank loans or buy-sell provisions of business agreements are another acceptable purpose.

Life insurance companies are never required by law to underwrite or to provide coverage to anyone, with the exception of Civil Rights Act compliance requirements. Insurance companies alone determine insurability, and some people, for their own health or lifestyle reasons, are deemed uninsurable. The policy can be declined (turned down) or rated. Rating increases the premiums to provide for additional risks relative to the particular insured.

Many companies use four general health categories for those evaluated for a life insurance policy. These categories are Preferred Best, Preferred, Standard, and Tobacco. Preferred Best is reserved only for the healthiest individuals in the general population. This means, for instance, that the proposed insured has no adverse medical history, is not under medication for any condition, and his family (immediate and extended) has no history of early cancer, diabetes, or other conditions. Preferred means that the proposed insured is currently under medication for a medical condition and has a family history of particular illnesses. Most people are in the Standard category. Profession, travel, and lifestyle factor into whether the proposed insured will be granted a policy and which category the insured falls. For example, a person who would otherwise be classified as Preferred Best may be denied a policy if he or she travels to a high risk country. Underwriting practices can vary from insurer to insurer which provide for more competitive offers in certain circumstances.
Death Proceeds

Upon the insured's death, the insurer requires acceptable proof of death before it pays the claim. The normal minimum proof required is a death certificate and the insurer's claim form completed, signed (and typically notarized). If the insured's death is suspicious and the policy amount is large, the insurer may investigate the circumstances surrounding the death before deciding whether it has an obligation to pay the claim.
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  Types of Life Insurance
Life insurance may be divided into two basic classes – temporary and permanent or the following subclasses - term, universal, whole life and endowment life insurance.

Term Insurance

Term assurance provides life insurance coverage for a specified term of years in exchange for a specified premium. The policy does not accumulate cash value. Term is generally considered "pure" insurance, where the premium buys protection in the event of death and nothing else.

There are three key factors to be considered in term insurance:

1. Face amount (protection or death benefit),

2. Premium to be paid (cost to the insured), and

3. Length of coverage (term).

Various insurance companies sell term insurance with many different combinations of these three parameters. The face amount can remain constant or decline. The term can be for one or more years. The premium can remain level or increase. Common types of term insurance include Level, Annual Renewable and Mortgage insurance.

Level Term policy has the premium fixed for a period of time longer than a year. These terms are commonly 5, 10, 15, 20, 25, 30 and even 35 years. Level term is often used for long term planning and asset management because premiums remain consistent year to year and can be budgeted long term. At the end of the term, some policies contain a renewal or conversion option. Guaranteed Renewal, the insurance company guarantees it will issue a policy of equal or lesser amount without regard to the insurability of the insured and with a premium set for the insured's age at that time. Some companies however do not guarantee renewal, and require proof of insurability to mitigate their risk and decline renewing higher risk clients (for instance those that may be terminal). Renewal that requires proof of insurability often includes a conversion option that allows the insured to convert the term program to a permanent one that the insurance company makes available. This can force clients into a more expensive permanent program because of anti selection if they need to continue coverage. Renewal and conversion options can be very important when selecting a program.

Annual renewable term is a one year policy but the insurance company guarantees it will issue a policy of equal or lesser amount without regard to the insurability of the insured and with a premium set for the insured's age at that time.

Another common type of term insurance is mortgage insurance, which is usually a level premium, declining face value policy. The face amount is intended to equal the amount of the mortgage on the policy owner’s residence so the mortgage will be paid if the insured dies.

A policy holder insures his life for a specified term. If he dies before that specified term is up (with the exception of suicide), his estate or named beneficiary receives a payout. If he does not die before the term is up, he receives nothing. Suicide used to be excluded from ALL insurance policies, however, after a number of court judgments against the industry, payouts do occur on death by suicide (presumably except for in the unlikely case that it can be shown that the suicide was just to benefit from the policy). Generally, if an insured person commits suicide within the first two policy years, the insurer will return the premiums paid. However, a death benefit will usually be paid if the suicide occurs after the two year period.
Permanent Life Insurance

Permanent life insurance is life insurance that remains in force (in-line) until the policy matures (pays out), unless the owner fails to pay the premium when due (the policy expires OR policies lapse). The policy cannot be canceled by the insurer for any reason except fraud in the application, and that cancellation must occur within a period of time defined by law (usually two years). Permanent insurance builds a cash value that reduces the amount at risk to the insurance company and thus the insurance expense over time. This means that a policy with a million dollar face value can be relatively expensive to a 70 year old. The owner can access the money in the cash value by withdrawing money, borrowing the cash value, or surrendering the policy and receiving the surrender value.

The four basic types of permanent insurance are whole life, universal life, limited pay, and endowment.

[image: image4.jpg]


  Summary
Life insurance is actually a bet. The insurer is betting that you live and don’t collect, while you are betting that you die and do collect. This is a pretty gruesome reality, which is not conducive to selling or buying life insurance. However, life insurance serves several purposes. The main purpose is to provide for the insured’s family, loved ones or other dependents after death. Life insurance is needed especially when children, a spouse, or others depend on the insured person for their livelihood and would suffer hardships if the person died without life insurance. 
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   Georgia Performance Standards

FCS-CF-10: Students will compare insurance plans.

a)
Describe various types of insurance.

b)
Evaluate insurance protection against financial loss.

c)
Examine individual insurance needs across the lifespan.

d)  
Determine insurance coverage required by law.

MKT-EN-2: Explain the fundamental concepts of business ownership.

f)
Discuss the types of risks that businesses encounter.

g)
Explain how businesses deal with the various types of risks.

BCS-BE-34: The student explores and interprets the various risks involved in operating a business.

d)
Identifies types of insurance needed for a planned business.

BCS-BE-35: The student analyzes choices available to consumers for protection against risk and financial loss.

b) 
Explains how all types of insurance are based on the concept of risk sharing and statistical probability.


d)
Explains why insurance needs change throughout the life cycle. 

BCS-LEB-14: The student analyzes the purpose of business insurance.
BCS-LEB-18: The student analyzes health/medical and life insurance.

BCS-LEB-21: The student analyzes insurance ethics and insurance fraud. 

AG-MKT-9: Students will evaluate and reduce risk in agribusiness.

b) 
Select types of insurance for an agribusiness.
AG-AML-10: Students will identify common legal agreements and documents as they relate to agribusiness.

c) 
Evaluate the types and amounts of insurance needed in an agribusiness.
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   License & Verification

Text is available under the Creative Commons Attribution-ShareAlike License; additional terms may apply. See Terms of Use for details. - http://creativecommons.org/licenses/by-sa/3.0/

Wikipedia® is a registered trademark of the Wikimedia Foundation, Inc., a non-profit organization.


This document, originally from Wikipedia, has been modified
and the information has been independently verified.
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