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1. What term describes the agreement that insurance

applications serve as an invitation for the insurer to make an
offer?

A. Conclusion

B. Premium

C. Contract of Adhesion
D. Conditional Offer

2. What is the definition of a debtor?
A. A person who is entitled to money
B. A person who owes money
C. A person who collects debts
D. A person who invests in stocks

3. What happens to coverage rights when a binding receipt is
issued?

A. Coverage is contingent on future underwriting

B. Coverage is fully guaranteed during the underwriting process
C. Coverage starts from the day the policy is delivered

D. Coverage does not apply if the applicant is uninsurable

4. Which of the following is not a type of relationship that
establishes insurable interest?

A. Parents in their children
B. Spouses in each other
C. Close friends

D. Children in their parents or grandparents

5. Which type of risk is typically faced by a large number of
people?

A. Speculative Risk
B. Pure Risk

C. Insurable Risk

D. Non-insurable Risk
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6. Who receives dividends in life insurance policies?
A. Only non-participating policies
B. Only participating life insurance policies
C. All life insurance policies, guaranteed
D. None, as dividends are not a feature of life insurance

7. How does insurable risk differ from other types of risks?
A. It has a positive expected return
B. It can be quantified and predicted
C. It is always low-risk
D. It is only related to property

8. What does Third Party Ownership in life insurance entail?
A. Only the insured can purchase the policy
B. A third party must have insurable interest
C. Policies cannot be transferred to another owner
D. Premiums must be paid by the insured

9. What is collateral assignment of an insurance policy?
A. Transferring full ownership of the policy
B. Assigning part of the proceeds to settle existing debt
C. Conveying ownership to a family member
D. Assigning the policy to a charity

10. What describes Limited-Payment Life Insurance?
A. Level premiums are paid for the entire life of the insured
B. The insured has no lifetime protection
C. Premiums are only paid for a specific period
D. Benefits decrease as the insured gets older
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1. What term describes the agreement that insurance
applications serve as an invitation for the insurer to make an
offer?

A. Conclusion

B. Premium

C. Contract of Adhesion
D. Conditional Offer

The correct term that describes the agreement where insurance applications serve as an
invitation for the insurer to make an offer is "Conditional Offer." In insurance
terminology, an insurance application is considered a request for coverage which
initiates the process. When a potential policyholder submits an application, they are not
immediately entering into a contract. Instead, they are inviting the insurer to assess
their risk and determine whether to extend an offer of insurance based on the
information provided. A conditional offer means that the offer from the insurer is
contingent upon certain conditions being met—typically the underwriting process. The
insurer will evaluate the application, and if they choose to proceed based on that
underwriting assessment, they can extend an offer that may lead to a binding contract
once the applicant agrees to the terms and pays the premium. In this context, the other
choices do not accurately represent the nature of the insurance application process. For
example, while "Premium" refers to the cost of the insurance coverage, it does not
describe the status of the application as an invitation to offer. "Contract of Adhesion"
pertains to contracts offered by one party where the terms are set and the other party has
little or no ability to negotiate, and this does not apply directly to the notion of the
application as an invitation

2. What is the definition of a debtor?

A. A person who is entitled to money
B. A person who owes money

C. A person who collects debts
D. A person who invests in stocks

The definition of a debtor is fundamentally tied to the concept of obligation in financial
relationships. A debtor is specifically a person or entity that owes money to another
party, often as a result of borrowing or a credit agreement. This relationship indicates
that they have an obligation to repay that debt under agreed-upon terms. In a debt
arrangement, the debtor is the individual or business that receives funds or goods with
the promise to return them or pay for them in the future. This definition helps delineate
the role of the debtor in financial transactions, distinguishing them from other roles
such as creditors, who are the entities to whom the debt is owed. Understanding this
definition is vital for appreciating broader concepts in finance and law, particularly in
the context of loans, credit, and financial responsibility. This distinction is crucial for
anyone working in finance or related fields, as it lays the groundwork for understanding
personal and corporate finance dynamics.
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3. What happens to coverage rights when a binding receipt is
issued?

A. Coverage is contingent on future underwriting

B. Coverage is fully guaranteed during the underwriting process
C. Coverage starts from the day the policy is delivered

D. Coverage does not apply if the applicant is uninsurable

When a binding receipt is issued, it signifies that the insurer has accepted the
application and that coverage is effective immediately, even while the underwriting
process is still ongoing. This means that as long as the premium payment has been made,
the insurance company provides coverage to the applicant right away, thereby offering a
layer of protection until the final underwriting decision is made. In the context of life
insurance, this is significant because it assures the applicant that they have immediate
coverage, removing the uncertainty that typically accompanies the wait for approval
following an application. It creates a contractual obligation for the insurer to provide
coverage under the terms specified in the receipt until a formal decision about the policy
is made. Thus, option B accurately reflects this immediate and guaranteed coverage
during the underwriting period.

4. Which of the following is not a type of relationship that
establishes insurable interest?

A. Parents in their children
B. Spouses in each other
C. Close friends

D. Children in their parents or grandparents

Insurable interest refers to a legal and financial relationship where one party has a stake
in the well-being of another, which can be financially impacted by that person's death or
disability. This concept is crucial in insurance as it helps prevent moral hazard and
ensures that insurance contracts are taken out for legitimate reasons. Parents in their
children, spouses in each other, and children in their parents or grandparents all
exemplify strong familial or economic relationships. Each of these relationships creates a
situation where one party would suffer financial harm from the loss of the other, thereby
establishing an insurable interest. In contrast, the relationship between close friends
does not inherently create a financial impact if one were to pass away. While friends may
care deeply for each other, there is no direct financial stake that would result in a loss
for one party due to the other’s death. This lack of a financial motive makes it difficult to
establish insurable interest in such relationships, which is the reason why this option is
identified as the one that does not constitute a type of relationship that establishes
insurable interest.
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5. Which type of risk is typically faced by a large number of
people?

A. Speculative Risk

B. Pure Risk

C. Insurable Risk

D. Non-insurable Risk

The correct choice highlights a crucial concept in the field of insurance, particularly
regarding risks that can be managed through coverage. Insurable risks are those that
can be measured, predicted, and pooled among a large number of people. This
characteristic allows insurance companies to create a collective risk pool, thus enabling
them to charge premiums and pay out claims. Insurable risks often involve scenarios
where the outcomes can lead to financial loss, but not gains. For example, the risk of fire
damage to a home is insurable because it affects a large segment of the population, and
its occurrence can be statistically estimated over time. This aligns well with the nature of
risk pooling in insurance, which relies on the law of large numbers to minimize
individual uncertainty and stabilize costs. In contrast, speculative risks—such as
investing in the stock market—can lead to both gains and losses, making them ineligible
for coverage. Pure risks involve the chance of loss or no loss, without the potential for
gain, but not all pure risks are considered insurable (for example, certain natural
disasters). Non-insurable risks normally pertain to risks that are high in severity or
uncertainty; therefore, they lack sufficient data for effective risk assessment and pooling.
Thus, insurable risk is the type of

6. Who receives dividends in life insurance policies?
A. Only non-participating policies

B. Only participating life insurance policies
C. All life insurance policies, guaranteed

D. None, as dividends are not a feature of life insurance

Dividends in life insurance policies are associated exclusively with participating policies.
These policies are structured to allow policyholders to share in the insurers' profits
generated from investment earnings, mortality experience, and expense management.
When a participating policy is issued, it offers the opportunity for policyholders to
receive dividends, which can be used in various ways, such as purchasing additional
insurance, reducing premiums, or receiving cash payouts. Participating policies are
offered by mutual insurance companies, where policyholders are essentially policyowners
and have a stake in the company. The funds contributing to the dividends come from the
surplus of the company once claims, expenses, and reserves have been accounted for. In
contrast, non-participating policies do not offer dividends, as they do not give
policyholders a share in the company's profits. Understanding this distinction is crucial,
as it highlights the advantages that participating policies can offer, particularly the
potential for income through dividends. This further reinforces the importance of
knowing the type of policy one is purchasing and its implications in terms of financial
benefits, illustrating why only participating life insurance policies provide this option.
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7. How does insurable risk differ from other types of risks?
A. It has a positive expected return
B. It can be quantified and predicted

C. It is always low-risk
D. It is only related to property

Insurable risk is characterized by its ability to be quantified and predicted, making
option B the correct choice. This is essential for insurance companies, as they need to
assess the likelihood of an event occurring to set premiums and determine coverage.
Insurable risks typically follow a statistical basis, allowing insurers to analyze historical
data and use it to make informed predictions about future claims. For instance, when
underwriting a life insurance policy, an insurer evaluates various factors such as age,
health status, and lifestyle choices to predict the risk of death during the policy term.
This ability to quantify and predict risk helps in establishing a balanced insurance
portfolio and maintaining financial stability for the insurer. In contrast, other types of
risks may not be quantifiable or predictable, making them unsuitable for insurance
coverage. Factors such as market risk or political risk can be highly volatile and
influenced by numerous unpredictable variables. This distinction is crucial for
understanding why only specific risks can be effectively insured.

8. What does Third Party Ownership in life insurance entail?
A. Only the insured can purchase the policy

B. A third party must have insurable interest
C. Policies cannot be transferred to another owner
D. Premiums must be paid by the insured

Third Party Ownership in life insurance refers to a situation where an individual or entity
(the third party) owns the life insurance policy on another person's life, and it is essential
that the third party has an insurable interest in the insured's life. Insurable interest
means that the third party would suffer a financial loss or hardship if the insured were to
pass away. For example, a business partner may own a life insurance policy on the life of
another partner to protect the company's financial interests. This requirement helps to
prevent moral hazard and ensures that the purchase of life insurance is rooted in a
legitimate financial stake in the life of the insured. The other options misrepresent the
principles of life insurance. A policy can indeed be owned by someone other than the
insured, as long as the owner has insurable interest. Transfer of ownership is
permissible, contrary to the option that states policies cannot be transferred to another
owner. Additionally, while the insured is often the one who pays the premiums, it is not a
strict requirement. The policy owner, which can be the third party, has the right to pay
the premiums.
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9. What is collateral assignment of an insurance policy?
A. Transferring full ownership of the policy

B. Assigning part of the proceeds to settle existing debt
C. Conveying ownership to a family member

D. Assigning the policy to a charity

Collateral assignment of an insurance policy involves designating a portion of the policy's
proceeds as security for a loan or obligation, typically to settle existing debt. In this
arrangement, the policyholder retains ownership of the insurance policy but grants the
assignee, often a lender or creditor, rights to claim the proceeds up to the amount of the
debt should the policyholder pass away. This serves to protect the lender by ensuring
they receive payment if the policyholder is unable to settle the debt due to their death.

In contrast, transferring full ownership of the policy completely shifts all rights and
responsibilities to another party, which does not align with the concept of collateral
assignment. Similarly, conveying ownership to a family member or assigning the policy to
a charity removes the original policyholder's control and does not specifically serve as
collateral for loans. These options do not represent the typical function or purpose of a
collateral assignment, which is explicitly tied to securing financing arrangements.

10. What describes Limited-Payment Life Insurance?

A. Level premiums are paid for the entire life of the insured
B. The insured has no lifetime protection

C. Premiums are only paid for a specific period
D. Benefits decrease as the insured gets older

Limited-Payment Life Insurance is characterized by a payment structure where premiums
are only required for a specific period, rather than for the entire life of the insured. This
means that the policyholder will make premium payments for a set duration, after which
the policy will remain in force for the lifetime of the insured without the need for further
payments. This type of insurance is particularly attractive to individuals who wish to
ensure that their insurance needs are met without a lifetime of premium payments,
offering a blend of long-term coverage with a shorter payment commitment. By the end
of the designated payment term, the policyholder is fully paid up, meaning they have
ensured a death benefit for their beneficiaries without ongoing costs. The other choices
do not accurately describe Limited-Payment Life Insurance, as they refer to different
features or types of insurance arrangements. For instance, level premiums for the entire
life pertain to whole life insurance, while lifetime protection suggests ongoing premium
payments rather than a limited payment period. Therefore, the specificity of premiums
being paid for only a set duration aligns perfectly with the definition of Limited-Payment
Life Insurance.
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