CHAPTER 39

Personal Insurance




KEY POINTS IN THE CHAPTER

· Personal insurance, the most common type of which is life insurance, protects the insured and the insured’s family in the event of death, accident, or illness. It may be purchased either individually or as part of a group.

· A life insurance policy pays a certain sum of money to the designated beneficiary upon the death of the insured. The three basic types of life insurance are whole life, term, and endowment. Whole life offers lifetime protection as long as the insured pays the premiums. Its most important feature is its cash value, which increases upon each payment of the premium and which may be borrowed upon or used for other purposes. Term insurance lasts for certain periods of time and has no cash value. Endowment insurance pays the insured a yearly income for a certain period of time, with death benefits payable if the insured dies before the income benefits have been paid in full.

· Most insurance policies contain standard clauses dealing with changing a beneficiary, failure to pay premiums on time, the right to assign the policy, and waiver of premiums for disability of the insured. Two important clauses include the right of the company not to honor the policy if the insured made a material misrepresentation in the insurance application, and the inability of the company to cancel the policy after it has been in effect for two years.

· After the insured has died, a beneficiary may choose among five settlement options or ways in which the proceeds may be paid, such as a lump sum payment or payment over a period of years.

· Health insurance, which may be purchased from a private company or provided by state and federal governments, covers hospital and surgical expenses, loss of income, and often dental expenses. The most well known state and federal programs providing protection for health-related expenses are Medicaid and Medicare.

MULTIPLE-CHOICE QUESTIONS

Circle the letter of the best answer.

1. Life insurance is often a combination of protection and investment. The type of insurance that has no investment feature is

0. straight life.

0. endowment.
0. term.
0. universal life.
1. The least costly type of life insurance is

1. endowment insurance.

1. limited payment life insurance.
1. term insurance.
1. whole life insurance.
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1. The clause in a life insurance policy that states that the insurance company cannot void a policy that has been in effect for a specific period of time for any reason other than nonpayment of premiums is the

0. incontestable clause.

0. suicide clause.
0. settlement option clause.
0. grace period clause.
1. In his application for life insurance, Meany lied about his health. The insurance company cannot cancel the policy if it discovers the lie after the policy has been in effect

1. one year.

1. two years.
1. three years.
1. five years.
1. At age thirty-five, Grimsby took out a life insurance policy and stated her age as twenty-nine. Grimsby died five years later. What effect, if any, does the misrepresentation have on the payment to the beneficiary?

2. The insurer does not have to pay the beneficiary anything because the policy is void.

2. The insurer must pay the beneficiary only half the face value of the policy.
2. The insurer must pay the beneficiary an amount adjusted for the insured’s correct age.
2. The insurer must pay the beneficiary the face value of the policy because the misrepresentation had no effect on the performance of the contract.
1. Forman allowed her term insurance policy to lapse when she was laid off from work and short of money. After six months she was able to make all of her back payments and was still in good health. Which clause in her policy would require the insurance company to place Forman’s policy back in force?

3. grace period clause

3. reinstatement clause
3. incontestable clause
3. waiver of premium clause
1. Weeks purchases a life insurance policy on McKay’s life and names Jones as the beneficiary. Who must have an insurable interest, and at what time, for this policy to be valid?

4. Jones at the inception of the policy

4. Jones at the time of McKay’s death
4. Weeks at the inception of the policy
4. Weeks at the time of McKay’s death
1. Johnson and Bell were engaged to be married. Johnson took out a $10,000 life insurance policy on his life and named Bell as the beneficiary. The engagement was broken. Johnson subsequently married Cochran and had a son. When Johnson died, the insurance company would be required to pay

5. his estate.

5. Cochran.
5. the son.
5. Bell.
1. When Pogue retired from her job at age sixty-five, she became eligible for government-subsidized health insurance called

6. Medicare.

6. Medicaid.
6. unemployment insurance.
6. disability income protection.
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1. Insurance that covers catastrophic illness or injury is called

0. Medicare.

0. Major Medical Insurance.
0. Medicaid.
0. Social Security.

CASE PROBLEMS

Read the case problems below. For each problem, answer yes or no, and then explain your answer in the space provided.

1. The premium on Benson’s life insurance policy was due on December 1. Benson mailed the premium on December 10, but the insurance company refused to accept it, claiming the policy had lapsed. Was the insurance company correct?

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

1. Harden purchased a life insurance policy. Five years later, he committed suicide. Did the insurance company have to pay the proceeds of the policy to Harden’s beneficiary?

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

1. On August 1, 1986, Williams submitted a life insurance application to the Premier Life Insurance Company. Although he was born in 1950, he mistakenly wrote 1960 as his year of birth on the application. Last month the insurance company discovered the error in Williams’s date of birth. Can the policy be declared void?

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

1. Rustin purchased a 5-year term insurance policy. After 5 years, can Rustin collect the cash value of the policy from the insurance company?

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

1. Milton purchased a whole life insurance policy. Several years later, she found she could no longer pay the premiums. Can the insurance company cancel the policy without any further benefit to Milton?

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________
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MATCHING QUESTIONS

Use the following terms to identify the phrases below. On the line next to each phrase, write the letter of the term that is most closely related to it.


1. _____ A policy that provides income during the owner’s lifetime

1. _____ An insurance policy for which premiums start out low and increase

1. _____ A policy that insures all members of a specific group

1. _____ Insurance purchased by business partners to insure the lives of other partners or stockholders

1. _____ A policy that combines whole life and term insurance

1. _____ Insurance that provides protection for a limited time

1. _____ Insurance for which premiums are paid for a limited period of time

1. _____ Insurance that provides protection until the insured reaches a certain age

1. _____ A policy that provides income to a person who cannot work because of illness or accident

1. _____ A policy offering lifetime protection and for which premiums remain the same



1. Group insurance

1. Key-person insurance

1. Limited payment insurance

1. Term insurance

1. Endowment insurance

1. Modified life insurance

1. Annuity

1. Family income policy

1. Disability income insurance

1. Whole life insurance
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Review Part IX: Insurance




TRUE-FALSE QUESTIONS

Indicate whether each statement below is true or false by circling T or F in the column on the left.

	1.
	T
	F
	An insurance broker is employed by an insurance company to sell insurance.

	2.
	T
	F
	An insurance company does not issue a policy without an application.

	3.
	T
	F
	Once an insured makes the first premium payment, the insurance company is obligated

	
	
	
	on the policy regardless of the presence of an insurable interest.

	4.
	T
	F
	If an insured suffers a loss that equals the deductible amount, he or she does not

	
	
	
	recover anything from the insurance company.

	5.
	T
	F
	An insurance company can cancel a policy because of false information on the

	
	
	
	application even if it did not rely on the information in issuing the policy.

	6.
	T
	F
	Fire insurance does not cover smoke damage caused by a fire.

	7.
	T
	F
	A homeowners policy covers damage to the personal property of guests while they are

	
	
	
	on the insured’s property.

	8.
	T
	F
	Specific coverage in a property insurance policy becomes a problem if costs rise

	
	
	
	because of inflation.

	9.
	T
	F
	An insurance company can cancel an insurance policy if the insured increases the risk

	
	
	
	of loss or damage.

	10.
	T
	F
	A passenger in a car who shares the expenses of a trip is not protected by an

	
	
	
	automobile guest law.



MATCHING QUESTIONS

Use the following terms to identify the phrases below. On the line next to each phrase, write the letter of the term that is most closely related to it.


1. _____ That part of a loss paid for by the insured

1. _____ A legal form signed when a claim is settled

1. _____ Laws that define responsibility toward passengers in the insured’s car

1. _____ A clause that requires an insured to maintain a certain amount of insurance



1. Coinsurance

1. Short rate

1. Subrogation

1. Binder

1. Indemnification

1. Proximate cause

1. Release

1. Guest laws
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1. _____ An insurance company’s right to recover from the person responsible for the loss

1. _____ A temporary insurance policy

1. _____ Compensation to an insured for loss of or damage to insured property

1. _____ The premium amount refunded to the insured when a policy is canceled by the insured

1. _____ An all-risk policy that covers loss or damage to personal property from any cause

1. _____ The direct or natural cause of a loss or damage





1. Floater policy

1. Deductible



MULTIPLE-CHOICE QUESTIONS

Circle the letter of the best answer.

1. Insurance can be issued by

0. department stores.

0. savings banks.
0. churches and synagogues.
0. city governments.
1. An insurance salesperson who sells insurance issued by several companies is an

1. insurance agent.

1. issuer.
1. actuary.
1. insurance broker.
1. When an insurance company does not give a binder, a policy becomes effective when

2. the application is received.

2. the application is accepted.
2. thirty days have gone by.
2. the policy is delivered to the insured.
1. If an insured does not have an insurable interest in the life or the property insured, the

3. policy is void.

3. policy is voidable at the insured’s option.
3. insured can collect only half the face value of the policy.
3. insured cannot recover any premiums paid.
1. If you own a painting valued at $5,000 and want to guarantee payment of that amount in the event of theft, regardless of the actual value at the time of the loss, you should choose insurance with

4. inflation coverage.

4. open coverage.
4. valued coverage.
4. closed coverage.








	[bookmark: page243]Review Part IX: Insurance
	239




1. To be fully protected from loss of or damage to personal property for any reason, you would choose a(n)

0. all-risk policy.

0. homeowners policy.
0. multi-peril policy.
0. standard policy.
1. If a person insures property with more than one company and a loss occurs,

1. the company that issued the first policy is liable for the loss.

1. neither company is liable.
1. each company pays its pro-rata share of the loss.
1. each company must pay the full amount of the loss.
1. Property and casualty policies can be canceled

2. when a loss occurs.

2. at any time by the insured or the insurer.
2. by the insured only.
2. by the insurer only.
1. An insured who has property and casualty insurance

3. can assign the policy at any time.

3. is prohibited from assigning the policy.
3. can assign the policy with the consent of the insurance company.
3. can assign the policy only before a loss occurs.
1. Collision insurance insures against

4. injury to the insured.

4. damage to another’s car.
4. injury to another person.
4. damage to the insured’s car.
1. The coverage under a policy in which a specific amount is payable is called

5. closed.

5. specific.
5. open.
5. valued.
1. Concealing material information on an insurance application

6. voids the policy.

6. makes the policy voidable at the insurance company’s option.
6. has no effect on the policy.
6. has no effect if the initial premium has been paid.
1. To insure a camera against any type of loss, you would purchase a

7. theft policy.

7. homeowners policy.
7. comprehensive policy.
7. floater policy.
1. Insurance coverage that pays for damage if a driver loses control of her or his car and crashes into
0. store window is

1. comprehensive.

1. property damage.
1. collision.
1. public liability.
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1. Ward, age forty, wants to insure his life. To receive the face value of the policy when he reaches age sixty, he should buy a(n)

0. term policy,

0. twenty-year endowment policy.
0. twenty-payment life policy.
0. annuity with payments beginning at age sixty.
1. When an insured dies, the life insurance company pays the

1. face value of the policy to the beneficiary.

1. cash surrender value to the beneficiary.
1. face value to the insured.
1. cash surrender value to the insured.
1. Hubbard planned to fly from Boston to Dallas. She purchased a life insurance policy that covered her solely during the trip. This kind of policy is called a(n)

2. straight life policy.

2. term policy.
2. endowment policy.
2. annuity.
1. A life insurance company can refuse to pay the face amount of a policy if the insured commits suicide

3. before age eighteen.

3. before age twenty-one.
3. within the first two policy years.
3. within the first three policy years.



CHAPTER 39: PERSONAL INSURANCE Multiple-Choice Questions

1. c

1. c

1. a

1. b

1. c

1. c

1. c

1. d

1. a

1. c

Case Problems

1. No. Most policies provide a 30-day grace period.

1. Yes. The suicide occurred after a reasonable time.

1. No. A misstatement about age does not void an insurance policy.

1. No. Term insurance does not build up cash value.

1. No. Whole life insurance policies have nonforfeiture rights, ways of using the accumulated cash value to prevent a policy from lapsing.
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Matching Questions

1. g

1. f

1. a

1. b

1. h

1. d

1. c

1. e

1. i

1. j

REVIEW PART IX: INSURANCE

True-False Questions

1. F

1. T

1. F

1. T

1. F

1. F

1. T

1. T

1. T

1. T

Matching Questions

1. j

1. g

1. h

1. a

1. c

1. d

1. e

1. b

1. i

1. f
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Multiple-Choice Questions

1. b

1. d

1. d

1. a

1. c

1. a

1. c

1. b

1. c

1. d

1. d

1. b

1. d

1. b

1. b

1. a

1. b
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