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1. Which of the following statements about dividends in life
insurance is true?

A. They are always taxable.

B. They are paid on all types of policies.

C. They are paid only on participating policies.
D. They are guaranteed to be paid every year.

2. What is the insurable interest requirement in life
insurance?

A. A requirement that the policyholder has a legitimate interest
in the insured's life

B. A requirement that the insured must be aware of the policy
C. A requirement for a medical examination prior to coverage

D. A requirement that the policy be issued within a specific
timeframe

3. What is true regarding fixed-period and fixed-amount
settlement options?

A. Both are dependent on the insured's age

B. Both guarantee total payout of principle and interest
C. Both require periodic premium payments

D. Both allow a choice of beneficiary

4. Who is required to have a producer license?
A. Only resident agents
B. A nonresident agent negotiating contracts

C. An agent working without compensation
D. A part-time agent

5. What is a Domestic Insurer?

A. An insurance company incorporated in another state
B. An insurance company incorporated in the United States

C. An insurance company incorporated in the state where it
operates

D. An insurance company incorporated outside the United
States
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6. What is not TRUE about the guaranteed insurability rider?
A. It is available automatically, for no extra premium

B. It allows future purchases of insurance without proof of
insurability

C. It is typically offered at the policyholder's discretion

D. It can be added to most permanent life insurance policies

7. What financial benefit does a single premium life
insurance policy typically provide?

A. Higher premiums over time

B. Immediate cash value

C. Lower initial investment required
D. Guaranteed renewal options

8. Which type of insurance combines features of whole life
with universal life and investment elements?

A. Term Life Insurance
B. Variable Life Insurance
C. Whole Life Insurance

D. Variable Universal Life Insurance

9. What is the primary purpose of life insurance?

A. To provide financial protection to beneficiaries upon the
insured's death

B. To serve as an investment for the policyholder
C. To cover funeral expenses and debts only
D. To guarantee savings for retirement

10. What does insurable interest refer to in life insurance?
A. A financial interest in the life of another person
B. A guarantee of policy benefits
C. A requirement for policy renewal
D. An option to receive dividends

Sample study guide. Visit https://texaslifeinsurance.examzify.com for the full version



Answers

Sample study guide. Visit https://texaslifeinsurance.examzify.com for the full version



POEPOEE» O

o
>

)

NORNAUTARWN -

Sample study guide. Visit https://texaslifeinsurance.examzify.com for the full version



Explanations

Sample study guide. Visit https://texaslifeinsurance.examzify.com for the full version



1. Which of the following statements about dividends in life
insurance is true?

A. They are always taxable.
B. They are paid on all types of policies.
C. They are paid only on participating policies.

D. They are guaranteed to be paid every year.

Dividends in life insurance are a way for participating policyholders to receive a share of
the insurer's profits, primarily from mutual insurance companies. When a policy is
designated as a participating policy, it means that the policyholder is eligible to receive
dividends based on the company’s performance. This can happen when the company has
excess earnings that exceed the expected costs of claims and expenses. The statement
that dividends are paid only on participating policies is correct, highlighting the
distinction between participating and non-participating policies. Non-participating
policies do not share in the insurer's profits and therefore do not pay dividends. This
unique feature of participating policies is what enables policyholders to potentially
benefit financially from the company’s successful operations. While the other options
suggest circumstances surrounding dividends that are not accurate. For example,
dividends are not always taxable when received, depending on the circumstances and
benefits they represent. They are also not guaranteed to be paid every year since they
depend on the insurer’s financial performance. Lastly, not all policies, such as universal
life or term insurance, offer dividends, as only participating policies do.

2. What is the insurable interest requirement in life
insurance?

A. A requirement that the policyholder has a legitimate interest
in the insured's life

B. A requirement that the insured must be aware of the policy
C. A requirement for a medical examination prior to coverage

D. A requirement that the policy be issued within a specific
timeframe

The insurable interest requirement in life insurance is fundamentally centered around
the notion that the policyholder must have a legitimate interest in the continued life of
the insured. This means that the individual purchasing the policy should have a valid
reason for wanting to insure the life of another person, such as a financial dependence,
familial relationship, or a business partnership. The rationale behind this requirement is
to prevent moral hazard; that is, it reduces the risk that someone might take out a policy
on an individual with the intention of causing harm for financial gain. By ensuring that
there is a tangible interest at stake, the insurance industry holds a key principle that
upholds ethical standards and minimizes fraudulent activity. The other options do not
reflect the essence of insurable interest, as they all pertain to procedural or awareness
aspects of insurance rather than the foundational concept of having a legitimate stake in
the insured'’s life.
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3. What is true regarding fixed-period and fixed-amount
settlement options?

A. Both are dependent on the insured's age
B. Both guarantee total pavout of principle and interest

C. Both require periodic premium payments
D. Both allow a choice of beneficiary

The correct answer highlights that both fixed-period and fixed-amount settlement
options guarantee the total payout of the principal and interest. This means that when a
beneficiary selects either of these settlement options, they are assured that they will
receive the full amount of the death benefit along with any accumulated interest,
regardless of how long it takes to disburse that amount. In a fixed-period settlement,
the benefit is paid out over a predetermined period, while in a fixed-amount settlement,
specified payments are made until the entire benefit is exhausted. In both cases, the total
amount received, including both principal and interest, is guaranteed, which provides
financial security to the beneficiary. The other considerations regarding the options help
clarify why they do not apply. For instance, neither of these options is dependent on the
age of the insured; rather, they are based on the terms selected by the beneficiary at the
time of settlement. Additionally, these options do not require periodic premium
payments, as they are settlements of an existing life insurance policy rather than ongoing
insurance coverage. Finally, while beneficiaries usually have certain choices regarding
the payment method, the options themselves do not inherently allow for a choice of
beneficiary in the context of how the settlement is disbursed.

4. Who is required to have a producer license?
A. Only resident agents
B. A nonresident agent negotiating contracts

C. An agent working without compensation
D. A part-time agent

The requirement for a producer license applies to individuals who engage in the business
of selling, soliciting, or negotiating insurance contracts on behalf of an insurance
company. A nonresident agent negotiating contracts is specifically required to obtain a
producer license in the state where they are conducting this business, even if they are
licensed in another state. This regulation ensures that the agent complies with the local
laws and standards set by the state's insurance department. In contrast, resident agents
typically have a license to operate within the state where they reside, while agents
working without compensation may not need a license because their role doesn’t involve
selling or negotiating for payment. Similarly, part-time agents may also fall under
existing licensing laws, but the key element remains the negotiation of contracts, which
necessitates a license regardless of their compensation status or the extent of their work.
Thus, the necessity for the nonresident agent to obtain a license highlights the
importance of regulatory compliance in insurance practices across state lines.
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5. What is a Domestic Insurer?

A. An insurance company incorporated in another state
B. An insurance company incorporated in the United States

C. An insurance company incorporated in the state where it

operates

D. An insurance company incorporated outside the United
States

A Domestic Insurer is defined as an insurance company that is incorporated in the state
where it conducts its business operations. This means that the insurer is not only
licensed to operate in that state, but it is also formed under the laws and regulations of
that specific state. This distinction is significant because it impacts regulatory
compliance, taxation, and the legal framework under which the insurer must operate.
For example, if an insurance company is formed in Texas and sells policies there, it is
considered a Domestic Insurer in Texas. This designation can affect how it is regulated
by state insurance authorities, influencing everything from solvency requirements to
consumer protections. The other choices describe insurers in terms of their
geographical incorporation without capturing the specific requirement that a Domestic
Insurer must be incorporated in the same state where it operates. This nuanced
understanding is crucial for recognizing the various types of insurers, including Foreign
Insurers (those incorporated in another state but doing business in the state), and Alien
Insurers (those incorporated outside the United States).

6. What is not TRUE about the guaranteed insurability rider?

A. It is available automatically, for no extra premium

B. It allows future purchases of insurance without proof of
insurability

C. It is typically offered at the policyholder's discretion
D. It can be added to most permanent life insurance policies

The statement that is not true about the guaranteed insurability rider is that it is
available automatically, for no extra premium. In reality, the guaranteed insurability
rider is an optional feature that must be added to a life insurance policy. This rider
usually comes with an additional premium cost that the policyholder needs to pay for the
benefit of being able to purchase additional insurance coverage in the future without
needing to provide evidence of insurability, such as medical underwriting. The primary
advantage of this rider is that it provides policyholders the ability to secure additional
life insurance coverage as their needs change over time, for example, due to marriage,
the birth of a child, or increased financial responsibility, all without having to undergo a
health assessment or risk being declined due to health issues. The other options detail
features of the rider that are well understood in the context of insurance policies. The
ability to purchase additional coverage without proof of insurability is a key
characteristic, making it attractive for individuals anticipating future life changes.
Moreover, it is typically offered at the discretion of the policyholder when they initially
acquire the policy or during set times specified in the policy. This rider is also commonly

available with many types of permanent life insurance policies, adding flexibility and
security for
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7. What financial benefit does a single premium life
insurance policy typically provide?

A. Higher premiums over time

B. Immediate cash value

C. Lower initial investment required
D. Guaranteed renewal options

A single premium life insurance policy is designed to provide an immediate cash value
benefit to the policyholder. This type of policy is funded with a single, upfront payment,
which means that as soon as the policy is in force, it starts to build cash value. This cash
value grows tax-deferred and can be accessed by the policyholder through loans or
withdrawals, providing a financial resource if needed. Unlike other policies that might
require ongoing premium payments, a single premium policy gives the policyholder
immediate access to a cash value accumulation, which can be beneficial for those looking
for a more straightforward investment in life insurance. This feature makes single
premium policies attractive for individuals who can afford to make a large initial
payment and want to secure cash value quickly. The other options do not align with the
nature of single premium life insurance. For example, single premium policies do not
typically come with higher premiums over time, as they are designed to be paid once
without future premium obligations. They also do not offer lower initial investment
requirements, as the whole premium is paid at the outset rather than spread out over
time. Furthermore, while various life insurance products may include renewal options,
single premium policies are often permanent products that do not require renewal. Thus,
the focus on immediate cash value

8. Which type of insurance combines features of whole life
with universal life and investment elements?

A. Term Life Insurance

B. Variable Life Insurance

C. Whole Life Insurance

D. Variable Universal Life Insurance

The correct choice is Variable Universal Life Insurance, which effectively combines
characteristics of both whole life and universal life policies along with an investment
component. Variable Universal Life Insurance offers policyholders the flexibility to
adjust their premium payments and death benefits, similar to universal life insurance,
while also allowing them to invest the cash value into a variety of investment options,
akin to variable life insurance. This means that the cash value, as well as the death
benefit, can fluctuate based on the performance of the selected investments, giving the
policyholder the opportunity for potential growth beyond what is typical in standard
whole life or universal life policies. This hybrid structure is advantageous for those who
seek not only permanent coverage but also the ability to participate in the market's
performance, which can lead to higher returns and increases in cash value, thus
addressing various financial goals over time.
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9. What is the primary purpose of life insurance?

A. To provide financial protection to beneficiaries upon the
insured's death

B. To serve as an investment for the policyholder
C. To cover funeral expenses and debts only
D. To guarantee savings for retirement

The primary purpose of life insurance is to provide financial protection to beneficiaries
upon the insured's death. This means that when the insured individual passes away, the
life insurance policy pays out a death benefit, which can help cover the living expenses,
debts, and financial obligations of the beneficiaries left behind. This is especially crucial
for individuals who have dependents or significant financial responsibilities, as it ensures
that their loved ones will have support during a difficult time. While life insurance can
sometimes serve secondary purposes, like providing a cash value component for some
policies, its main goal is to offer a safety net that helps families maintain their standard
of living and manage financial burdens in the event of the insured's unexpected death.
This distinction is essential for understanding the foundational role of life insurance in
financial planning. Other options, while related to financial management, do not serve as
the primary objective of life insurance, which is fundamentally about protection and
support for survivors.

10. What does insurable interest refer to in life insurance?

A. A financial interest in the life of another person

B. A guarantee of policy benefits
C. A requirement for policy renewal
D. An option to receive dividends

Insurable interest in life insurance refers to the financial interest one person has in the
continued life of another. This concept is crucial because it ensures that insurance is
used to protect legitimate financial interests and prevents insurance from becoming a
form of gambling. When someone takes out a life insurance policy on another individual,
they must have a valid reason for doing so, such as a familial relationship or a financial
investment, demonstrating that they would suffer a financial loss if that person were to
pass away. This principle safeguards the integrity of the insurance industry and helps
prevent moral hazards, where individuals might otherwise be incentivized to harm
someone for a payout. By requiring insurable interest, the policy ensures that the insured
has a vested interest in the prolonged life of the insured and encourages responsible
actions.
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