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Chapter 26

Insurance Operations

Questions

1.
How is whole life insurance a form of savings to policyholders?


ANSWER: Whole life insurance is permanent as it protects the policyholder until death or as long as premiums are promptly paid. It is a form of savings as it builds a cash value the policyholder is entitled to even if the policy is canceled.

2.
How do whole life and term insurance differ from the perspective of insurance companies? From the perspective of the policyholders?


ANSWER: Term insurance provides insurance only over a specified term; it is not permanent like whole life insurance. Term insurance does not build a cash value, so it is not a savings mechanism. Also, term insurance is less expensive than whole life insurance.

3.
Identify the characteristics of universal life insurance.


ANSWER: Universal life insurance specifies a time period over which the policy exists. It builds a cash value that interest is earned on until the policyholder uses those funds. Universal life insurance allows flexibility on the size and timing of premiums.

4.
Explain group plan life insurance.


ANSWER: Group life insurance can be provided to a group of employees by an insurance company. It can be distributed at a low cost because of the high volume. It sometimes covers dependents of the group members as well. Some unions and professional associations participate in group plans.

7.
What is a policy loan? When is it popular? Why?


ANSWER: A policy loan occurs as insurance companies lend funds to whole life policyholders based upon their cash value of the policy. They are popular during times of rising interest rates as they have a guaranteed rate of interest, so are less expensive sources of funds during these times.

10.
Why are life insurance equity values sensitive to interest rate movements?


ANSWER: Life insurance companies maintain large positions in bonds. As interest rates rise, the market value of their assets declines.

17.
What is reinsurance?


ANSWER: Reinsurance permits companies to write large policies by allocating a portion of the risk to other insurance companies, but they then must share the return.
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