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1. Which factors commonly influence the premium of a life
insurance policy?
A. Only the amount of coverage
B. Only the insured's occupation
C. Factors such as age, gender, health status, occupation,

lifestyle, and amount of coverage
D. Premiums are fixed and do not change

2. What does the 115 and 101 Rule pertain to regarding life
insurance policies?
A. Marketability of the policy
B. Ownership of the policy
C. Tax treatment of death benefits
D. Loan eligibility against the policy

3. What characterizes a fully paid-up policy?
A. Continuous premium payment is required
B. It requires no additional premium payments
C. It cannot be used for loans
D. It has a limited death benefit

4. What must an insurer do after receiving a claim?
A. Respond within 60 days
B. Affirm or deny the claim within 30 days
C. Conduct a full investigation before responding
D. Delay response for additional evidence

5. What option should be included in a permanent life
insurance policy for future coverage availability?
A. Cash value option
B. Guaranteed insurability option
C. Flexible premium option
D. Term conversion option
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6. What is a key indicator that twisting has occurred?
A. Agents provide full disclosure of all policies
B. Policyholders are informed of benefits of switching
C. Insureds experience dissatisfaction with their current policy
D. Agents mislead insureds about policy terms

7. What does "guaranteed insurability" allow policyholders to
do?
A. Sell their insurance policies at a fixed price
B. Purchase additional coverage later without further medical

review
C. Convert their whole life insurance into term insurance
D. Increase the policy's cash value automatically

8. What term describes the practice of charging individuals in
the same risk and age class different rates for insurance due
to an insignificant factor?
A. Discrimination
B. Redlining
C. Underwriting
D. Segregation

9. How do family income policies function?
A. They provide a lump sum payment upon death
B. They offer income replacement through periodic payments
C. They have no benefits for beneficiaries
D. They cover funeral expenses only

10. An example of an unfair trade practice of rebating would
be?
A. Offering free legal advice
B. Waiving the first premium for immediate purchase
C. Providing a larger than usual policy amount
D. Lowering premiums after the first year
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Answers
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1. C
2. C
3. B
4. B
5. B
6. D
7. B
8. A
9. B
10. B
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Explanations
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1. Which factors commonly influence the premium of a life
insurance policy?
A. Only the amount of coverage
B. Only the insured's occupation
C. Factors such as age, gender, health status, occupation,

lifestyle, and amount of coverage
D. Premiums are fixed and do not change

The premium of a life insurance policy is influenced by a variety of factors that help
insurers assess the risk associated with providing coverage. These factors include the age
of the insured, as younger individuals typically have lower premiums due to a longer life
expectancy. Gender also plays a role, as statistically, women tend to live longer than men,
which affects their premiums.   Health status is crucial, with those in better health often
receiving lower premiums, while pre-existing health conditions may lead to higher costs.
The insured's occupation is significant as well—jobs that are considered high-risk (like
those in construction or emergency services) may cause an increase in premiums
compared to lower-risk occupations. Lifestyle choices, such as smoking or engaging in
dangerous hobbies, can similarly impact premium rates.   Finally, the amount of coverage
selected directly affects the premium; usually, higher coverage amounts lead to higher
premiums. Therefore, considering all these factors collectively is essential for
understanding how premiums are calculated in life insurance. This comprehensive
approach to determining premiums ensures that they accurately reflect the risk posed to
the insurance company by insuring a particular individual.

2. What does the 115 and 101 Rule pertain to regarding life
insurance policies?
A. Marketability of the policy
B. Ownership of the policy
C. Tax treatment of death benefits
D. Loan eligibility against the policy

The 115 and 101 Rule pertains specifically to the tax treatment of death benefits related
to life insurance policies. These rules outline how death benefits are generally received
without being subject to income tax, provided that certain conditions are met.  The 101
Rule states that the death benefit received by the beneficiaries of a life insurance policy
is typically exempt from federal income tax. This means that when a policyholder passes
away, the beneficiaries can receive the full amount of the life insurance benefit without
incurring income tax liability.   The 115 Rule includes provisions that relate to scenarios
where a policy is transferred for value, potentially altering the tax treatment of the death
benefit under certain circumstances. This rule emphasizes the importance of ownership
and the nature of policy transfers in determining tax implications.  Understanding these
rules is crucial for both policyholders and beneficiaries, helping them to navigate the tax
benefits that life insurance can offer, making it a significant aspect of financial and
estate planning.
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3. What characterizes a fully paid-up policy?
A. Continuous premium payment is required
B. It requires no additional premium payments
C. It cannot be used for loans
D. It has a limited death benefit

A fully paid-up policy is characterized by the fact that it requires no additional premium
payments. This type of policy has been fully funded, meaning that the premiums
necessary to provide coverage for the life of the policyholder have already been paid in
full. As a result, the policy remains active without any further financial obligation from
the policyowner.   This feature makes fully paid-up policies appealing to policyholders, as
they can maintain their life insurance protection without the continual burden of
premium payments. It represents a significant benefit, especially for individuals who may
seek to reduce their ongoing financial commitments while still ensuring coverage for
their beneficiaries.  In contrast, a policy that requires continuous premium payments
mandates regular contributions to keep the coverage in force. Additionally, while fully
paid-up policies may still be used for loans, and their death benefits can vary, these
aspects are not defining characteristics of being fully paid-up but rather depend on the
specific terms of the policy itself.

4. What must an insurer do after receiving a claim?
A. Respond within 60 days
B. Affirm or deny the claim within 30 days
C. Conduct a full investigation before responding
D. Delay response for additional evidence

After receiving a claim, an insurer is required to affirm or deny the claim within a
specified time frame, typically within 30 days. This requirement is essential because it
ensures that policyholders receive timely communication regarding the status of their
claims. Responding promptly allows the insured party to understand if their claim has
been accepted or if further actions are necessary, such as providing additional
information or documentation to support their claim.  The requirement for a quick
response promotes accountability and consumer protection, giving policyholders
assurance that their claims are being taken seriously. This guideline is often established
by state regulations to encourage fair practices in the insurance industry.  While
responding within 60 days may seem reasonable, the specific obligation to affirm or deny
within 30 days is more established and mandates immediate action regarding the claim's
status. Conducting a full investigation is important but must be done concurrently with
the response process rather than delaying the response itself, as timely communication is
vital for the insured. Additionally, delaying the response for more evidence could lead to
frustration for policyholders and is not compliant with the regulations that aim to
safeguard consumer interests. 
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5. What option should be included in a permanent life
insurance policy for future coverage availability?
A. Cash value option
B. Guaranteed insurability option
C. Flexible premium option
D. Term conversion option

The guaranteed insurability option is a valuable feature of a permanent life insurance
policy that allows policyholders to purchase additional coverage at specified times in the
future without undergoing additional medical underwriting. This option is particularly
beneficial for individuals who may develop health issues that could make obtaining
coverage more difficult or expensive later on. By including this option, the insured can
secure future coverage at predetermined intervals, ensuring that they can increase their
life insurance protection as their needs change or as they age.  In contrast, while options
such as cash value provide savings components, flexible premium allow adjustments to
premium payments, and term conversion facilitates changing a term policy into a
permanent one, they do not specifically address future coverage availability in the same
manner as the guaranteed insurability option. The guaranteed insurability option directly
empowers the policyholder to secure additional coverage without the risk of
health-related requalification, making it a critical component for those looking to ensure
a stable financial future against unforeseen circumstances.

6. What is a key indicator that twisting has occurred?
A. Agents provide full disclosure of all policies
B. Policyholders are informed of benefits of switching
C. Insureds experience dissatisfaction with their current policy
D. Agents mislead insureds about policy terms

Twisting is a practice in the insurance industry where an agent persuades a policyholder
to replace an existing policy with a new one, often to the detriment of the policyholder. A
key indicator of twisting is when agents mislead insureds about the terms of their
policies. This misleading information can involve overstating the benefits of the new
policy or minimizing the disadvantages of the existing policy, creating a false narrative
that influences the insured's decision to switch.  When agents provide incorrect or
deceptive information, it compromises the informed decision-making process for the
policyholder. This deceptive practice can result in financial losses or inadequate
coverage for clients, signifying unethical behavior in the insurance sales environment. By
focusing on the misleading aspect of agent behavior, it becomes clear how twisting
negatively impacts the insured’s understanding of their choices and the overall integrity
of the insurance marketplace.   In contrast, the other choices highlight aspects of policy
communication and disclosure which do not inherently indicate twisting, such as
providing full disclosure of policies, informing policyholders about the benefits of
switching, or the general dissatisfaction of insureds. These actions can be consistent with
ethical practices that aim to place the best interests of the policyholder first.
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7. What does "guaranteed insurability" allow policyholders to
do?
A. Sell their insurance policies at a fixed price
B. Purchase additional coverage later without further medical

review
C. Convert their whole life insurance into term insurance
D. Increase the policy's cash value automatically

Guaranteed insurability is a provision that allows policyholders to purchase additional
coverage on their life insurance policy at specified times without the need for further
medical examination or underwriting. This benefit is particularly valuable for individuals
who may become uninsurable due to health changes or for those who want the flexibility
of increasing their coverage as their needs change, such as marriage, having children, or
changes in financial responsibilities.  The ability to obtain additional coverage regardless
of health conditions provides peace of mind to policyholders, ensuring that they can
secure protection for their financial dependents without the worry of being turned down
due to medical issues that may arise in the future. This feature enhances the overall
value of the policy by allowing adaptations to changing life circumstances without the
hurdles typically present in acquiring new insurance.  Other options, such as selling
insurance policies at a fixed price, converting whole life insurance to term insurance, and
automatically increasing cash value, do not accurately describe the benefits of
guaranteed insurability. Each of those choices represents different features or concepts
that do not relate to the ability of policyholders to obtain additional coverage without
medical scrutiny.

8. What term describes the practice of charging individuals in
the same risk and age class different rates for insurance due
to an insignificant factor?
A. Discrimination
B. Redlining
C. Underwriting
D. Segregation

The term that accurately describes charging individuals in the same risk and age class
different rates for insurance based on an insignificant factor is discrimination. In the
context of insurance, discrimination refers to unfair treatment in underwriting or
premium settings, where individuals grouped by the same risk criteria (such as age and
health) could be charged different premiums based on irrelevant attributes. This practice
is considered unfair because it does not reflect the actual risk involved and can lead to
inequitable access to insurance coverage.  On the other hand, redlining specifically refers
to the practice of denying services, such as insurance, to residents in certain geographic
areas, often based on racial or economic factors. Underwriting is the process by which
insurers assess risks and determine the terms of coverage, rather than a term for
inequitable pricing. Segregation, in this context, refers more to separating different
groups rather than specifically citing the practice of varied pricing for the same risk
level. Thus, discrimination is the most fitting term for the scenario presented.
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9. How do family income policies function?
A. They provide a lump sum payment upon death
B. They offer income replacement through periodic payments
C. They have no benefits for beneficiaries
D. They cover funeral expenses only

Family income policies are designed specifically to provide financial support to a family
after the death of the insured. They operate by offering income replacement through
periodic payments, which helps ensure that the family's living expenses are covered over
a specific period of time following the loss of a breadwinner. This structure is particularly
beneficial for families that rely on the deceased’s income for everyday expenses, as it
provides a steady stream of income rather than a one-time payment, allowing them to
maintain a standard of living during a difficult time.  In contrast, options that suggest a
lump sum payment would not fulfill the ongoing needs of a family adjusting to the loss of
income. Similarly, policies that cover only funeral expenses do not address the broader
financial needs of the family. Moreover, saying there are no benefits for beneficiaries
contradicts the fundamental purpose of a life insurance policy, which aims to provide
financial security for the insured’s loved ones. Thus, the periodic payment feature of
family income policies is what makes them particularly valuable in supporting families in
their time of need.

10. An example of an unfair trade practice of rebating would
be?
A. Offering free legal advice
B. Waiving the first premium for immediate purchase
C. Providing a larger than usual policy amount
D. Lowering premiums after the first year

Rebating refers to the practice of returning a portion of the premium paid by a
policyholder as an incentive to purchase a life insurance policy. This practice can lead to
unfair competition because it undermines the integrity of pricing, allowing some agents
to attract business based on premium discounts rather than the quality of service or
policy features.  In the context provided, waiving the first premium for immediate
purchase is a classic example of rebating. By not requiring a payment upfront, an agent
can essentially lower the initial cost of acquiring the policy, making it more appealing to
potential clients. This can skew the marketplace by creating an unfair advantage over
other agents who do not offer such incentives.  Offering free legal advice does not
directly relate to the premium structure of the insurance policy, while providing a larger
than usual policy amount and lowering premiums after the first year might be part of
standard marketing practices or legitimate adjustments within the agreement of the
policy. However, they are not inherently examples of rebating. Thus, option B stands out
as the method that constitutes an unfair trade practice of rebating.
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