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CHAPTER I

INTRODUCTION

Death is inevitable. Death comes to two million Americans
every year.1 Life insurance policies covered 1.3 million of these
Americans. The lives of four out of every five men, three out of
five women, and one out of two children ﬁnder 18 are covéred. The
average policy is $18;000.00 per family. Over 130 million people
own life insurance. Sixty-five percent of the United States popu-
lation is insured against death. $1.9 trillion worth of life in-
surance policies are in force.2 It staggers the imagination. Wwhy
has the 1ife insurance industry grown to be one of the largest in-
dustries in the country? Is life insurance really necessary? If
life insurance is such a good thing, why doesn't everyone have a
life insurance policy? These are only a few of the questions re-

garding life insurance that are answered in this paper.

Objective of the Paper

The primary objectives of this study were to show how the

life insurance business came into being in the United States, what

1The actual death rate was 1,933,000, Newspaper Enterprise
Association, The World Almanac and Book of Facts - 1976 (New York:
Newspaper Enterprise Association, 1976), p. 962.

2Tbid., p. 963.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



need brought about this growth into one of the largest industries in
the United States, how the average consumer has sometimes been misled

in life insurance buying, and offer some recommendations to life in-

surance consumers.

Scopse
The topics discussed include basic information about life

insurance, the types of policies available, some of the government
regulations, the agent/personnel selling approaches, and marketing
plans. Publications on life insurance and personal contacts with
life insurance agents have been the primary source of information

used in this paper.
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CHAPTER II

WHAT INSURANCE IS

Insurance is a device to handle risk. Its primary function
is to diminish or reduce uncertainty resulting from the economic cost
of disastrous events. Insurance relies heavily upon the "law of
large numbers." Life insurance can be defined as a plan under which
large gfoups of individuals can equalize the burden of loss from
death by distributing funds to the beneficiaries of those who dise.
From the individual family standpoint, 1life insurance is a system
of sharing financial risks among many people so that a family does
not bear the full burden of an economic loss brought about by the
death of the head‘of the family.

The primary purpose of life insurance is to aid in protect-
ing a family from financial hardship during the period of adjust-
ment after a death. Life insurance is an intangible product. Many
consumers do not know what life insurance can do and what it is all
about.3 There is the idea of sacrifice involved, and procrastina-
tion is sometimes present in the mind of the average American con-
sumer. The thought of death is repugnant to the average American

and to win in the life insurance game, you must die. TYet the

3adimir P. Chernik, The Consumer Guide to Insurance Buying
(Los Angeles: Sherbourne Press, Inc., 1970), p. 84.
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foundations for consumer behavior rest on need, for without needs, con-
sumers would never have a reason to purchase life insurance. A need is
the lowest common denominator of consumer behavior.u The need for life
insurance is an emotional need. This need arises after the consumer
has taken care of needs concerned with his physical well-being} for
example, the need to be part of a group, to associate with others, and
to be accepted by his fellow men.

Life insurance is generally purchased by the individual con-
sumer. The individual consumer perceives the policy, the price, and
the environwent. His actual purghase decision is the end result of
his personal makeup, his perception, and his relationship to the en-
vironment that influences his personal makeup.5 The consumer may be
influenced by'others, but, in the final analysis, it is the individ-
ual who must decide. iny the individual can interpret the market
inform#tion and make decisions. The individual is influenced by his
environment.

The 1life insurance industry is the biggest business in the
world, and life insurance itself is one of our society's most remark-
able and universal institutions.6 The industry's determined effort to

make the consumer buy more and more insurance has long been recognized.

uC. Glenn Walters and Gordon W. Paul, Consumer Behavior, An
Integrated Framework (Homewood, Ill.: Richard D. Irwin, Inc., 1970),
p. 242,

5Ibid., p. 228.

6James Gollin, Pay Now, Die Later (Baltimore: Penguin Books,
Inc., 1969), p. 17.
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During the past decade, there has been increasing concern both in public
and private sectors for the rights and interests of the consumer. The
allegations made by consumer advocates are sharply critical of business,
particularly marketing practices and the performance of the marketing sys-
tem.7 Surveys have shown that consumers believe that advertisements are
not reliable sources of information and do not present a true picture of
the products advertised. Consumers believé that the messages of adver-
tised products are exaggerated to a considerable degree, yet they find
that advertised products are more reliable than unadvertised ones. Host
Americans know little about their own life insurance and almost nothing
about the industry that provides it.8 The most important reason for
this, beyond the fact that it is a relatively complex subject, is the
consumsr's owﬁ lack of sophistication, indifference, or ignorance and/or
a reluctance to put forth the effort required to make informed buying

9

decisions.

Part of the lack of knowledge stems from the life insurance
industry's determination to keep secret its methods and practices and
to operate as much as possible behind tightly closed doors. The in-
dustry'!s traditional mistrust of the public and underestimation of

consumer knowledge only causes confusion. Another reason why the

7Hiram C. Barksdale and William R. Darden, "Consumer Attitudes
Toward Marketing and Consumerism,"” The Journal of Marketing, 36 (Octo-
ber 1972), p. 28.

8Gollin, Pay Now, Die Later, p. 17.

9Barksdale and Darden, "Consumer Attitudes Toward Marketing
. and Consumerism," p. 32.
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consumer understands very little about life insurance is because he
does not want to know. The American consumer has some rather strange
ideas‘and some curious uncertainties about life, death, and money.
The American society has nurtured this vast institution which the
consumer likes to believe can prolong life, abolish death, and even
make him rich. In return, all he has to do is pay money, cooperate,
and not be too inguisitive.

Nearly 80 percent of all personal insurance written in the
world is bought by Americans.1° The reason is simple. Americans
are the most affluent people of the world and insurance is the pro-
tection of one's possessions and the assurance of a better future
for one's family despite the adversities of 1ife. Nowhere else do
material possessions accumulate as fast as they do in the United
States and nowhere does a man have as much opportunity to put his
money into investments. People in the United States can afford to
buy insurance and so they do. The majority of the population of
the United States is middle class; this class is most insurance-prone.
The poor have no money with which to Bu& insurance, and the rich have
no real need to buy insurance. Middle classes influenced by the
forces of poverty and wealth must find a guarantee that they will
.retain what they have acquired. Insurance is that guarantee.

The family breadwinner has a need to insure that his family
is taken care of in the case of his absence. It is the socially ac-
ceptable, modern, American thing to do. Where once a succession of

kinfolk was ready to stand in, today a typical family unit can seldom

10chernik, Consumer's Guide to Insurance Buying, p. 11.
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look much beyond its own household for economic security when the chief
provider dies. Families have little choice but to insure heavily the
life of the family income source.11

To buy security and protection in the.form of insurance appears
to be a reasonable act for someone living in a free and highly developed
economic system. why do reople in the United States buy life insurance?
To obtain protection--there is no other answer. With over $200 billion
spent in life insurance premiums each year, it is not accidental that

one of the tallest buildings in the United States is the Prudential

Insurance Tower in 3oston.

How It A1l Began

The institution of life insurance is old by any standard of
comvarison. The preamble of the earliest Znglish statute oﬁ insur-
ance, of date 1601, speaks of insurznce as a usage which had existed
"time out-of-mind." Some writers have‘observed points of resemblance
between modern mutual insurance and the zlliances or societies formed
by ancient Greeks, Romans, Chinese, Hebrews, and early Christians for
mutual benefits and assistance. Insurance as we know it seems to
have bsen first expressed in the customs and usages of merchants.

The laws of insurance have gradually taken form and developed until
at present we find a huge mass, both substantive and statutory, which
covers practically every conceivable form or kind of risk.

Life insurance in the United States was an outgrowth of marine

11Consumers Union, The Consumers Union Report on Life Insur-
ance (New York: Consumers Union, 1967), p. 13.
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insurance, which was written prior to the Nineteenth Century by indi-
vidual underwriters. The formation of life insurance companies as we
know them today had to await the scienj:.ific methods of mortality tables,
which involve mathematical calculations of the duration of life. In
the United States it was not until the 1840s that the development of
scientific life insurance began, and before that time the life insur-
ance business was small.

In colonial and revolutionary times, merine insurance was
transacted in coffee houses by individual insurers and the shipowners
and sailors. As business increased, public insurance offices were
established in Philadelphi#, Boston and New York. Occasionally the
underwriters granted insurance cbvering the risk of capture by pirates,
but not often. Policies later covered the risk of death during a
voyage, but were few in number. Customary policies were for the dura-
tion of a voyage, six months, or a yeaf, and the premium rate was five
percent.12 Such insurance was purely a gambling proposition, with no
real basis for determining the odds.

In 1759 the Synod of Philadelphia established the Prstyterian
Ministers' Fund, which was the first corporatioh in America to furnish
benefits payable on the occurrence of death. Premium rates were
charged on an arbitrary basis and not graded by age. Originally
only for clergymen, coverage was later extended by the company to
students of Presbyterian colleges. It was basically a widows' fund

'2pnited States Encyclopedia of History, Volume IX (Philadel-
phia: Curtis Publishing Company, 1967), p. 1722.
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and was not the first life insurance company, although under its later
expansion it did become one. The Insurance Company of North America,
chartered in 1794, was the first corporation to transact life insurance
in America, although in five years only six policies were issued.13
This was due to lack of public knowledge or demand for life insurance
and the company discontinued the life insurance business in 1804,
Occzsionally, individual insurers were unable to pay, and the need for
a better guarantee of payment was accomplished by the organization of
stock 1life insurance companies during the first forty years of the Nine-~
teenth Century. Among the more successful ones were the Pennsylvania
Company for Insurance of Lives and Granting Annuities (1809), the first
commercial corporation in the United States organized for the sole pur-
pose of issuiné life insurance policies, and also the first to rejuire
medical examinations before issuing policies; the New York Lifé Insur-
ance and Trust Company (1830), the first to establish an agency system
to make active efforts to secure business; and the Girard Life Insurance
and Trust Company of Philadelphia, which in 1836 inaugurated the prin-
ciple of granting to policyholders a participation in the profits of
the business. Before 1540 there was a great deal of prsjudice against A
the 1ife insurance business on moral grounds, but the prejudice dis-
appeared as the public became more aware of life insurance as a prac-
tical measure.

The first company to use the mutual plan was the Mutual Life

Insurance Company of New York, chartered in 1842, The plan provided

131pid., p. 1723.
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that active business would begin only when a2pplications had been rade
for a sufficiently large amount of insurance to provide an adeyuate
basis of operation. Mutual Life issued 4,000 policies within five
years. Policyholders were entitled to share in the management of the
company through election of directors, and all the profits belonged to
the policyholders. The Equitable Life Assurance Society of the United
States (1259) was responsible in part for the great stimulus given to
the business at the end of the first half of the Nineteenth Century.14

The Civil War's immediate effect was to arrest progress of the
life insurance business, since policies between Northern companies and
Southern policyholders were mostly void by their terms in case of war.
But the life insurance business shared in the general expansion of
trade, and during the last three years of the war the annual increase
in life insurance was over 30 percent. In the postwar psriod, many
people were disappointed when dividends were reduced or did not come
up to expectations; this shook public confidence and caused a great
number of companies to disappear during the 1870s, although the
Metropolitan Life Insurance Company, formed during this period, later
became the largest life insurance company in the world.15

Although the Twentieth Century saw two wars and various epi-
demics, the insurance business prospered, in spite of increased tax-
ation, reduction of investment income, shortage of personnel, and

increased expenses. The influenza epidemic of 1918 had a much more

14rpid., p. 1723.
151vid., p. 1723.
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serious effect on the companies' mortality experience than either of

the two world wars. Insuraznce business decreased during the Depression
of the early 1930s also; mortality rates increased, diviaends were ro-
duced, and premiums went up. Defaults in payments under mortgage loans
greatly increased, and the real estate taken in foreclosure was sold at
great loss to the companies. Insurance companiss continued to grow and
bsnefit, however, from Federal government activities. The Socizl Secur-
ity Act of 1935, which provides some old age welfare, essentially meade
the Federal government the largest insurer of 2ll time. Insurance con-
tinued to develop into one of the greatest businesses in the United

States today.

How It Works

" Using life insurance in its simplest form, a2 person pays an
insurance company a given amount each month for 2 policy which guaran-
tees that his beneficiaries will receive 2 specified sum if he dies.
Many life insurance policies combine this form of protection with
other forms. Some proviae for the pdlicyholder to receive a regular
income after he reaches retirement age. Some provide funds for a
college education for the policyholder's children. Some will pay
off the mortgage on a person's home if he dies or becomes unable to
work.,

Straishtforward as it may appear, life insurance policies are
usually filled with provisions that may limit the coverage. Most
policies have 2 reinstatement period provision. This is used when
the policy lapses because the premiums have not been paid. The com-
pany will usu2lly permit the policyholder to reinstate the insurance

within a prescribed period by paying the overdue premiums with interest
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providing he still meets the company's medical standards. The time
allowed varies. Some insurers will reinstate up to five years.

Insurence companies norially give themselves two years from
the effective date of the policy to contest statements made on the
policyholder's application. After that, the company cannot claim
misrepresentation to void the contract or deny payment of the proceeds
to the beneficiary.

Some policies have an automatic premium-loan plan. Under
this provision the company will automatically use enough of the policy's
cash value to cover a premium if the policyholder fails fo pay it on
time. In effect, the policyholder is getting an interest-bearing loan,
similar to one borrowed against the cash value of the policy. This is a
safeguard against inadvertently letting a policy lapse.

Annual premiums paid in installments rather than a lump sum
ordinarily involve a carrying charge calculated according to a per-
centage known as a "factor."16 For example, the charge for semiannual
installments might be expressed as a factor of .51, which means that
the policyholder pays 51 percent of the amnnual premium in six-month
periods.

Companies will usually exchange one policy for another type
back-dated to the policyholder's age at the time the original policy
was purchased. This option, and the costs and conditions involved,
are not always part of the policy itself. This is the change-of-plan

provision.

16Chang:'mg Times, The Kiplinger Magazine, July 1975, p. 42.
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Cften companies 21low the dividends paid on a participating
policy to be used to purchase one-year term insurance acdditions to
the policy. As lower premiums are charged for term insurance, the
policyholder can materially increase his coverage by buying term in-
surance with the dividends.

The policyholder can borrow azainst the cash value of his
straight life insurance policy. He has accsss to cash any time he
needs it without asking anyone's approval and he gets an interest

rate that is fixed in the contract. If the policyholder dies while
the loan is outstanding it will be deducted from the face amount of
the policy. There is no reguirement that the borrower pay the loan
bzck during his lifetime.

Certain high-risk occupations usually cause the premium pay-
ments on life insurance to be higher than average. Some occupations
included in this category are bartending, race car driving, and occu-~
pations involving explosive, radiation and chemical hazards, Occupa-
tions that involve a change in atmospheric pressure such as underground
excavation and skin diving also lead to extra rremiums.

Life insurance comes in severzl forms and at a wide range of
prices. When arranged to produce only ceath benefits, it can be remark-
ably inexpensive. But most consumers do not buy it that way. Instead,
they are tali<ed into buying a combination of insurance plus savings
account. The most widely sold policy, ordinary or straight life, is
just such a combination. Wisdom in spending the insurance dollar begins
with a good understanding of present insurance needs and of the likely

pattern of future needs. A young consumer's financial responsibility
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to his family increases rapidly for a number of years as children

are born and as his rising salary allows for their greater comfort.
He probably should increase his life insurance coverage periodically
during those years. But once family size and living standards sta-
bilize, the breadwinner's financial responsibilities and insurance
nseds tend to decrease year by year. But wisdom does not come easily
in the insurance market. The agent sells a confusing array of wares,
and he seems to have a habit of keeping his pure protection policies

tucked out of sight.
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CEAPTER IIT

LIFE INSURAKCE AND GOVERIMENT CONTROL
Federal law relating specifically to insurance states that

."The business of insurance, and every person engaged therein, shall
be subject to the laws of the several states which relate to the
rzgulation or taxation of such business."17 The Act of July 2, 1890,
as amended, known as the Sherman Act, and the Act of October 15, 1914,
as amended, known as the Clayton Act, and the Act of September 26,
1914, knowm as the Federal Trade Commission Act, as amended, are
applicable to the business of insuraznce to the extent that such busi-
ness is not rsgulated by state law. No Act of Congress should be
construed to invalidate, impair, or supersede any law enactzd by any
state for the purpose of regulating the business of insurance.18

. Wﬁat has been done to regulate the life insurance industry?
Wnat has been done to orotect the life insurance industry from itself
as well as protect the consumer? These questions are best ansiwered
by looking first at the structure of the life insurance regulations.

Life insurance companies are governed primarily by state statutes.19

17Commerce and Trade, U. S. Code Annotated, Title 15, Chapter
20 (St. Paul: West Publishing Company, 1976), p. 151.

18mig., p. 151.

19George J. Couch, Couch Cvclopedia of Insurance Law (Roches-
ter, N. Y.: The Lawyers Co-operative Publishing Company, 1959), p. 438.

15
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In the 1358 case of Paul vs., Virginia, the United States Sunrsme Court
ruled that an insurance wpolicy is a contract of indemity, not a trans-
action in commerce, and hence not subject to Federal regulations.’

The Federal regulations in the life insurance area state,
"Because of the far-reaching effects of the life insurunce business
upon the indiviaual policyholders and the economy in ceneral, it is
2 business which is affected with a public intsrzst. A state must
regulate business to prevent it from committing wrongs or injustices
in the exercise of its corporate functions, to orotect the public from
evils, or an unregulated and unlicensed operstion of a2 general insur-~
ance.buéiness, to vrotect the public from surrendering its money in
exchenze for Luestionable or worthless piecss of paper."21

Although the state statutes vary to some e:xtent, most states
appoint an Insurance Commissioner to insure that sach insurancs com-
pany complies with its charter. He insures that inhe insurance com-
pany fulfills its obligation and files an annual re.ort of its affeirs.
He investigates complaints and makes regular examinations of cdomestic
corporations. He regulates the sales sfforts of azents and brokers,
makes sure the company has sufficient funds to carry out its obliga-
tions, and protects the insurance company from fly-by-night orerators.

The insurance commissioner has augmented his personal fortune by

accepting bribss on rare occazsions; however, his record is ver

20R, Carlyle Buley, The American Life Convention, A Study of
the History of Life Insurance (iiew York: Arvleton-Century-Crofts, Inc.,

1953), p. 83.
21Couch, Cyclovnedia of Insurance law, p. 437.
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favorable compared with that of most administrative officials.

As the insurance commissioner is the sole regulating agency,
all states rejuire by decision or statute that life insurance must be
defined by a contract. The contract calls for the insuring party,
for a stipulated consideration, customarily called a premium, to pay
another a certain sum of money uvon the happening of a given contin-
gency which is the death of the insured under the ordinary contract
and is the termination of a spscified period under a contract in
which the endowment feature is incorporated.z3

- An application is not generally required by state law as it
is simply a proposal. However, most companies rejuire an application,
a reguest for a contract of insurance to be issued to the applicant,
for the purpose of obtaining information as to the risk it is pro-
posed that the insurance will cover.24 Once the application is proc-
essed, the contract is published. Since the life insurance company
drafts the terms of the contract leaving the purchaser with no voice
as to the terms, the courts, as a rule, construe the terms of the
contract more against the insurance company.25 It is not being

suggested that insurance purchases are made blindly with no idea

22Buley, Study of the History of Life Insurance, p. 136.

23Couch, Cyclopedia of Insurance Law, p. 448.

2hmpsa., p. 300.
2y ssissippi Lew Journal XXXVI (1964-1965): 223.
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as to what is being purchzsed. It is perhaps more unreasonable to
assume that the public's understanding is what the insurance industry
intended for them to undsrstand. The agent would appear to brief the
customer according to the gensral understandinz of the nurchasing
public rzther than the lezal precedent. The size of the tyve/print
on the contract does not affect tne legality of the contract; how-
ever, most stztes do have a statute on the size of the print.
Punctuation in the contract is not material if the mszning can
be determined without it. Strict rules of grammar do not prevail over
the intent of the paerties as shown by the vhole instrument. Clear and
unambiguous words and phrases are construed in their vlein, ordinary,
ratural, fazir, usual, and vopular, rather than vhilosovhical, litsral
or technical senss unless they have been given a contrary legal mean-
inz.z7 Tyoewritten or stamped clauses are lega2lly binding. Generally,

<

ambiguities are resolved in favor of the insurer and aseinst the insured.

Y

he terms "received by" and "delivered to" the insured are syn-

)

onymous. Delivery is not essential to the completion of the contract.
It becones effesctive according to its teras. Upon the issuance of the
policy, it is signed and executsd by officials of the insurer, who are
lezally authorized to bind it and rezister it in the office of the
state suverintendent of insurance. The contract must be one that is
offered to zll insurants of the same class at the sams rate. The in-

surance company is bound in good faith to executs ani deliver the

2 . . ~
“6Coucn, Cyclonedia of Insurance Law, b. 339.

(6]

27Ibid., p. 63
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contract and thereby consumate the contract. Thsy cannot escaps lia-
bility by neglecting to do so. The insured need not formally accept
the policy to complete delivery. Delivery through the mail is delivery

to the insured (when posted) even though he dies before he rascsives
28

it.

After delivery, most state statutes provide for an incontest-
able clauss. After a certain period (usually three to five years) the
life insurance companies are estopped from defending against any claim
arising on the policy by reason of any errors, omissions, or misstate-
ments rmade by such assured on which said policy was issued except as
to age or fraud. It is a guarantee of good faith by the company.29

ilost states regulate life insurance advertising. G:nerally,
any advertising that has 2 tendency to mislead is prohibitad?oiﬂost
states have a statute similar to the Nebraska "Unauthorized Insurers
False Advertising Process Act." The purpose of this act is to subject
to the jurisdiction of the Director of Insurance and to the jurisdic-
tion of the courts of this state insurers not authorized to transact
business in this state which place in or send into the state any fzlse
advertising designed to induce residents of the state to purchase in-
surance from insurers not authorized to transact business in the

stat.e.31 Through this act, the state exercises its power to protect

287pid., p. 434

29Insurance Law Journal, March 1969, p. 142,

3oCouch. Cyclopedia of Insurance Lew, p. 542.

3yebraska, Revised Statutes of Kebraska (1973) III: 373.
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its residents onc 2lso exercises its povers and privileses available
to the state by virtue of the United States Congress which declared
that the business of insurance and every nsrson engaged therein shall
be subject to the laws of the states. An "Unauthorized Insurers False
Advertising Process Act" prohibits any unauthorized foreign or alien
insurer to make, issue, circulate, or czuse to be mazde, issued, or
circulated to resicdents of this state any estinmate, illustration,
circular, namphlet, or letter, or cause to be made in any newspaper,
magazine, or other publication or over any radio or television sta-
tion, any announcement or statement to such residents misrepresenting
its financial condition or the terms of any contract issued or to be
issued or the benefits or advantages promised thereby.32 Whenever
the Director of Insurance has reason to believe that any such insurer
is engaged in such unlawful advertising, it is his duty to give notice
of such fact by either registered or certified mzil to such insurer
and to the insurance supervisory official of the domiciliary state

of such insurer. If after thirfy deys following the ziving of the
notice such insurer has failed to cease making, issuing, or circu-
lating such fa2lse misrepresentations or causing the same to be made,
issued, or circulated in the state, and if the Director has reason to
believe that a proceeding by him in respect to such matters would be
to the interest of the public, and that such insurer is issuing or
delivering contracts of insurance to rzsidents of the state, he

shall take action 2zz2inst the insurer under an Unfair Trade Practice

32Tbid., p. 374.
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Act.33

The purvose of an Unfair Competition and Trade Practices
Act is to regulate trade practices in the business of insurance
by defining, or providing for the determination of, 2ll practices
which constitute unfair methods of competetion or unfair or de-
cevtive acts or practices and by prohibiting the trade practices
defined in or determined by the Act.

The Nebraska "Unfair Competition and Trade Practices Act"
states that no person shall engage in any trade practice which
is defined as an unfair method of comvetition or an unfair or
deceptive act or practice in the business of insurance. Agpendix
1 lists the unfair methods of competition and unfair or deceptive
acts or prectices in the business of insurance as recorded in the
state statutes of Nebraska.34
Most states have also an "Unauthorized Insurers Act." The

purpose of this act is to subject certain insurers to the jurisdiction

331Ibid., p. 374.

34Appsndix 1 contains a direct quote of the pertinent
vortions of the statutes of Nebraska dealing with unfair methods
of competition and unfair or deceptive acts or opractices in the
insurance business. Ibid., p. 339.
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of the Department of Insurance and the courts of the state in suits by
or on behalf of the state. 'This act is concerned with the protection
of residents of the state against acts by insurers not authorized to
do an insurance business in the state, by the maintenance of fair and
honest insurance markets, by protecting authorized insurers which are
subject to reguiation from unfair competition by unauthorized insurers,
and by protecting against the evasion of the insurance regulatory laws
of the state. Thié act attempts to define what constitutes transacting
ah . insurance business in the state and makes unlawful for any insurer
to t\;é.nsact insurance business in the state without a certificate of

N

authority from the stste director.>”
The granting, renewal, and revocation of the life ;insﬁraxxce
license is éenerally_ the duty of the State Insurance Commissioner.
Normally when the insurer satisfies the state statute it is the d;uty
of the Commissioner to issue a license. He can refuse to remew or
cancel a license if the company does not perform in accordance wj.t.h
the state statute.s or does not pay a judgement rendéred.3,6
Agents likewise must fi,r‘s:t' secure & license to operate in a
state. Most states' statutes list qualification réquisites. An
insurance company is answerable for its agents as s general rule.

However, if the act of its agent is outside the scope of his author=-

ity, unless there is apparent authority, tne company 1s not held

351bad., p. 388.
36Cov.ch, gzclbggia of Insurance Law, Vol. II, p. 455.
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answerable.)7

Occasionally an azent will suoscribe to the przctice of
"tiwisting." This is the practice of ziving misleading information
to persuazde an insured to give up ons golicy in favor of a new one.
This practice is prohibited by most state laus.

It is notevorthy thaet the life insturance business mzkes up
the largest financial institution in the United States to escape
meaningful public interest-oriented Federal rezulations. 32Benks,
investment comvanies, ani the securities field zre regulated by
Federal a2zsncies. The basic premise in regulating these institu-
tions is full public disclosure of their ce2lings. One cannct help
but suspzet that fear of public cisclosure is the real reason the
1ife insurance industry opooses Federal rszulziions.

Host stazte regulations in the 1life insurance area are now
pretty thorough due to past experience. Louever, il is still impos-
sible to speak in terms of uniform insurance laws or przctices. I
would suggest that the life insurance statutes, court decisions,

and departamental rules and rezulations be researched in each stzte

P»

n

to deter.:ine ths ri:hts of policyholders and insurance comzanies
each situation. The besst of these laws should then be made Falzral
rezulations. The American consumer wants and needs help and is ready
to accent legislative solutions to his insurance problems. Consumer

oroolemss are important and deserve amore &ttention than they now

recaive. Government rsgulations appzar to bz the only wmsans of

37Sou.th Bastern Dizest, 1975 annual Pockst Part (St. Faul:
west Publishing Company, 1975), p. 92.1.
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solvinz consumer insurance -roblems.
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CHAPTZER IV

2ASIC TYP3IS CF LIFZ INSURANCZ POLICIZS AVAILABLE

Term Insurance

Term 1life insurance covers the wnolicyholder for 2 specific
number of years rather than a lifetime. Term insurance generally
cdoes not have a cash value. Because of the time limitation, tern
insurance is often called "temporary insurance'" and thz vremiums are
lower. A term insurance policy is often nurchased to meet a2 special
situztion; it can be used, for instance, to may off 2 mortgage should
the policyholder die. Term insurance is bought to cover the possi-
bility of death for a certain »eriod only. Since it has no cash
value, it cannot be used for =z loazn or collateral. It is srotzction
vure and siauple, and that is all.

The advantage of term insurance is that it costs consider-
ably less then any other form of life insurance, but even thouczh it
costs less, it affords the same protection. Since the premium is
smaller, you can buy more protection or you can invest the differ-
ence in more vrofitable savings plans. Term policy premiums buy
three or four times as much dollar protection as other volicies.

It buys nothing but protection and the consuzer must die in order
to be revzid. Like all insurance, bul particularly with term, the

opportunity to purchase it is a function of the consumer's age. Term

25
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insurance is the simplsst and lowest-priced premium form of 1life in-
surance. Upon receint of the cremium the company agress to pay the
insured the face value of the volicy if he dies during a stated pe-
riod. After that stated reriod, the consumer does not get a dime.
Term insurance is pure protection against the financial conseguences
of death.

Fany term insurance policies are both reneirable and convert-
ible, and each of these features adds to the premium rate.

If the policy is guaranteed renewable and easily convertible,
it can be increased or converted at a later date into whatever procram
seems to it the need at that time. "Renewable" means that the policy
can be put back into force after its exviration without a physiczl
examination. "Convertible® means that the tera insurance can be
changed into 2 whole 1life or other form of permanent policy at a
higher premium even if the policyholder becomes uninsurable because
of health. Insurance needs change during an individual's lifetine.
The individual should hzave the freedom to buy according to his nseds
and not be bound by a nrogram bought when he was young, without any
thought for his ultimate economic position.

Nearly 2ll term insurance can be converted to a psrmanent
plan at any time without the need of a physiczl examination.

Another type of term insurance is designed to provide the
same amount of coverage for a stated veriod of time during which the
premium remains the same. If the insurance is renewsd, the premium
goes up because the policyholder would be older. In later years the

costs rise sharnly.

5till a different form of term insurance is designed to vrovide
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decreasin: urotection. The insurance declines esach yeur until there
is no srotection left and thne poliey exosires., Prewmium vayments for
this type of term insurance reczin the same =ach yaar.

Althouch premiuvsis increase as the w»olicyholder grows olaer,
he never pzys as much &s for other forms of coverage. For examdle,
on a men's $100,000.00 policy, bought at cz2 25, the annual premium

will vary like this:

Aze vhole Life Premium 5-Year Term Premium
39 $1,£00.00 $550.00
35 $1,300.00 $500.00
L5 v 900.00 $700.00

wWnat agents fail to ooint out is that as premiums inerezse, so does

earning canacity, while at the sawme time, thzre is a Secrease in the

3D

nesed for insurance.

Term insurance is not periiznent; it olfers only teunorary
protection and salesmen may stress this, too, but meny persons nsea
the flexioility of term insurance. As long as the policy can be re=-
newed and converted, future insurance needs can be adejuately met.

Term insurance can pe obtained either as a separzte policy
or in comeination with whole life insurance. &4 coupination policy
might be useful to & young faxily which nseds a base of whole life
orotection plus additional low-premium term insurance while the chil-
dren are growing.

There is no cash surrender value and no loan value. However,
the money invested in low-paying life insurance savings programs nray
be better placed in programs of investmentis with higher returns. It

is someltimss said that tsrm insurance is the wost expensive way to
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buy 1ife insurance. This is false. Despite what some asents may show
with vaper, pencil, charts, and dividend tables, term insurance is al-
ways the cheansst form of life protection.

Term insurance is written for a limited number of years--one,
five, ten, and so on--or to a specific age and expires unless renewed.
Generally, term insurance cannot be renewed pest age 65 or 70. Pre~
miums 2re held level only for the policy period and then increased at
renewal in step with increased age. Companies charge smaller premiums
for term insurancs at the start because with term, one is not building
a reserve to defray later costs.

A young merried man with a family who can barely afford insur-
ance should, without a doubt, consider term insurance. Fewer than one
in ten new buyers manage to retain their primary objective of buying
protection.38 iost begin with fancy and complicated 1ife insurance
plans., A favorite diversionary tactic of salesmen who encounter a
determined customer is to sidetrack him into a combination of term
and straight 1ife insurance.

Term insurance is the best buy in life insurance today.39 It
offers the widest possible coverage at the lowest possible price. Yet
less than one-fourth of the ordinary life insurance in force in the

40
Unitaed States in 1970 was term insurance. It is true that the

38Chernik, Consumer's Guide to Insurance Buying, p. 93.

39Hichael H. Levy, Your Insurance and How to Profit By It
(New York: Harcourt Brace and Company, 1255), p. 27.

407, stitute of Life Insurance, Life Insurance Fact Book 1972
(New York: Institute of Life Insurence, 1973), p. 30.
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oremiums on some forms of term insurance go up steeply in middle age
and that term protection is not generally available after age sixty-
five. But in these later years, insurance needs decline and by that
time the insured has presumably developed his other types of savings.
Term insurance should be the foundation of the average life insurance
vrogram if the consumer will 2lso save in other ways. During the early
years of adulthood term premiums are so low that the head of the house-
hold can protect his family thoroughly and have money left over for
conservative investments. With the years, and the maturing of his
family, he can gradually cut doun his term insurance and watch the
investments mount until income from savings will take over completely.
The average consumer may have besn deprived of these basic facts.
Buying term insurance znd investing the differsnce, as men-
tioned earlisr, is a concent that oncs had many converts betwsen 1951
and 1968. The advocates of this philosovhy could support their posi-
tion by pointing to the stock index, which during this period hzd an
averaze rate of return exceeding 15 percen't..LH During the same veriod,
rates of interest on bonds and mortgages were between 3 and 8 percent.
Since life insurance companies invest their funds almost entirely in
mortgages and bonds, it was impossible for them to matech the yields
available to most investors. Cash value 1life insurance is 2 form of
semi-forced savings and imposes a sometires needed discipline to save.

An automatic debit to one's checking account by a mutual fund or

Q1Jamas S. Trieschmenn and 2. J. Leverett, Jr., Buv Term and
Invest the Difference--where Are You low? Bast's Review--Life/Health
Insurance Zdition (Oldwick, L. J.: A. ¥. Bsst Cozpany, Inc., February
1975)’ p' 10’
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savings account accomplishes the sa:e thing.

Of course, the risk is greater when buying term insurance and
investin; the differsnce. Finazncial risk can bs dafined as uncertainty
as vo loss of principal. i/hen buying life insurance this risk can be
very low. For investments in eyuities the ris.: can be uite high.
Table I shows & risk-return relztionship for various typss of invest-
ments.,

Considering all factors--financial risk, purchasing power, and
return--one can conclude that cash value life incsurance has some bene-
fits, ithile the return is not outstanding, the risk is guite low.
Life insurance strictly as an investment is too consservative. A
wealthy person does not want the major portion of his investzents
in riskxless securities. 3ut not all individuals can afford to take
equity risks. Since the average American consumer appsars unwill-
ing or unable to assume a2 great cdegree of risk, "Buy term and in-
vest the differsnce" may be poor zdvice. For thae individual vho
has the self-discirline and can afford some degree of risk, "Buy

term and invest the difference" is good advice.
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Rate of
Retum
After

Taxes

IB

90~day Trsasury bills
Federally insured
savings account
Life insurance
Long~term bonds

Risk

cs
RE

- Mutuel funds common stock
- Individuezl common stocks
- Real Estate

- Commodities

Currency speculation

TABLE I. A RISK-RITURAN RIELATIONSHIP
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Jhole Life Insurance

Whole 1life insurance is designed to protsct the insured and
beneficiaries for as long as the insured lives and the volicy is in
force. The premiums, which are based on the agze of ths insured when
the policy was put into effect, never increase. There are two forms
of whole life insurancz--straight life insurance and limited pajyuent

.

life insurence.

A straight 1ife insurance usolicy pays money to the benefici-
ary whenever the insured person dies. Thre insured cennot outlive
the insurance; it continues for the entire lifetime. It is often
called orainery life. Straizht life is non-canczllable for nsalth
reasons anz it builds up an ever-increasing czsh e,uity or cash vzlue.
The reserve fund, known as the cash value, is availzable to thie consumer
in emergencies in the form of loans. This cash value is not available
to the beneficiary st the policy owmer's death; only ths policy amount
is paid out.

Protection is the chief function of straight life insgrance.
This type of coverage may be considered by a psrson in 2 secure osi-
tion. It is a conservative policy for conssrvative vz2ople. It uro-
vides protection throughout life and is payable yearly. It is the
cheapest tyoe of permanent life protection. It has some elemsnts of
a savings nrogram as well, since you can borrow on the policy and
will receive z surrender value if you decide to withiraw from the
orogram. Througn the use of dividends (if you tuy a osrticipating
policy) you msy have 2 vaii-up policy by the aze of 65. A great

advantage of z straight life policy, however, is flexipility. It
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can be converted exsily into otuer types of 1olicies. 4 Jortion of
the premium can bes recovered il tle consuxer dscides to discontinue
the volicy.

You do not buy as msuch protection as you can with term insur-
ance for the same oremium. although the prsmiums remain constant,
the oremiuns must bz palid evsry year s lonz as the consuwaer lives
and buildint up cesh value is nol lixe puttin. money in the bank,
Zvery year the policy is in eiffect the aiount of insurance dzcrezses
and the zaount of cash vzlue in the savings account incrszases. The
cum of these two, at any tizs, alusys ejuals ths poliey face zwount.
The poiicy ownar can borrow most of ths cash value. The policy is
not cancellsd tut stays in forez witn the death benefit raduced by
an aoount eguzl to the unnaic belance of the loan.
£ 1limited wayment life irsurance volicy is one in wiich the
rolicy bscosmies pala up after a certain numosr of rears and no further
zremiun paynents are dus. Prewmiums ars hizgner for this type of volicy
and cash values accumulate more rapidly.

Cash valuve is ths backbone of the whole-life policy and a
thorn in the flesh of those who wish for clear comparisons between
conpenies, ‘hen rricing a whole-life policy, you cannot simply coa-
oare its premium against that of other policies. You must also con-
sider dividends (if any) and the accumulation of cazsh value over the
Jsars.

Life insurance sa2lesmen have been znowmn to say thzi whole-
1ife insurance is "free" vpeczuse &t sone point the cash value and

the paid-out divicends eyual ithe sum the buyer nas paid in premiunms
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over the years. Such an arjument iznores thz time value of :oney. Had
the cash not bzen spent on insurainee premiums, it could have been busy
multiplying itself. loney earning five oercenrt interest zfter ta:ies,
for example, doubles in fourteen ysars.

There are two kinds of people for whom whole life insurance is
a sensible form of life insurance. . Cne is a person who simply cannot
save money. The other, paradoxically, is the person in a very high tax
bracket. The vsrson who cannot save money probably is not wealthy.
Someone who is not wealthy cannot afford an adequate insurance port-
folio consisting entirely of whole life. That individual should maxe
whole life a part of his vnortfolio only as a mszns of "forced" savings.
The consumer hzs other forced savings plans oven to him. These include
monthly investment olans, payroll deduction plans, and vacation club
accounts at banks. It is hard to conpars whole-life insurance with
these forced savings plans because there is not an accurate w2y of say-
ing what interest rate is received on the savings coasponent of a2 policy.
The premium covers both the insurance protection and the savings ele-
ment combined.into one package. To figure out the return on the sav-
ings element, an artificiél way of separating the two parts of the
package would have to be devised. Expesrts who have performed theo-
retical separztions frejuently find that the savings element gives the
policyholder an annual return of somewhere betwesen four and five per-

c:en’c,.b'2 That rate of return is not as high as with other forced savings

uzConsumer Union of the United States Ine., Consumer Revorts
(it . Vernon, H.Y.: Consumer Union of the United States Inc., 3 liarch

1974) 39: 221.
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orograms; howesvsr, life insurance cash values ars closer to bdeing tax-
free than some of the other forced savings plans. Taking the tax situ-
ation into account, the return on a whole-life volicy is about the same
as on other forced-savings programs with a fixed rate of return.uB
Tax considerations heavily influence a wealthy verson. As men-
tioned, a wealthy verson should consider wvhole life for part or all of
his insuranca. The money that accumlates in the sazvings elzment of a
whole-life policy is not subject to taxation at 211 until the policy is
turned in. Once the policy is turned in and the owmer receives the cash
value, he need pay no taxes on it unless it exceesds the sum of the pre-
mium (minus dividenis) he has paid over tne years. If the cash value
is greater than tne sum of the premiums, he pays taxes only on the ex-
cess. In practice, this meazns thet most, if not all, of the cash value
is tax-free. The tax shelter ascect of whole life is the main reason
wealthy persons use whole life to insure their own lives. Under cur-
rent tax laws relating to gifts, wealthy people can choose to give
their children a head start on an insurance vrogram by buying them
whole-life policies. The law a2llows tax free gifts of $3,000.00 to
be given by an individual to any other individual in a particular year.
In addition, $30,000.00 of tax-free gifts may be spread out over a
lifetime. By buying whole life volicies for relatively young childe-
ren, the parent can vermenently fix the annuel premium at 2 coapzrz-

tively low level, benefitting the son or daughter who eventually takes

over the policy payments.

43Tbid., p. 222.
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Endowmant Insurance

Endovment contracts run for 2 stated period of years and nrovide
for payment of the face amount unon the death of the insured within that
period and payaent of the face amount at the end of the period if the
insured survives.

Endowment insurance accounts for about five nercent of the life
insurance in force. Unlike straight life insurznce, of which there is
about the same amount of insurance in force as there was a decade ago,
endowment insurance is now a smaller share of the insurance in force.“a

There are two concepts of endowment insurance-~the methemztical
concept and the economic concept. Under the mathematical concept, the
company makes two basic pronises thzt are exactly cpposite in nature.

It promises to pay the face amount in the event the insured dies during
the endowment period and it promises to pay the face amount in the event
the insured survives to the end of the endowment period.

Under the economic concept, the investment elecuent increases
gradually over the endowment wveriod, reaching the face amount at the
end of the period. At any time period prior to the end of the endow-
msnt, the decreasing term insurance component is egual to the differ-
ence bestween the face amount and the investment accumulation on that
date.

A pure endowment is a contract which proaises to pay the face

amount only if the insured is living at the eni of the weriod soscified,

“pavis W. Gregg and Vane B. Lucas, Life and Health Insurance
Handbook (Homewood, Ill.: Richard D. Irwin, Inc., 1973), p. 75.
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nothing being paid in case of prior death.

The endowment insurance contract serves as an effective way to
accumulate a s»pecific sum of money over a period of time, with the sav-
ings program protzcted by insurance against the contingency of prema-
ture death. Zndowment insurance is often used to accumulate funds for
specific purposes--such as college ecucations for children, old age,
debt retirement, or a long-awsaited tri» abroad.

As the primary purpose of endowment insurance is not to provide
protection, and due to the fact of a heavy savings elzment, ths pre-
miums are usually the largest of any life insurance plan but provide
the smallest amount of protection for each dollar of premium paid.
Zndovaents, therefore, should not be used when there is a nesd for
protection. The average consumer has limited funds availadle znd life

insurance needs rust emohasize the protection eleament.

Annuity Contract

An ennuity contract is not really life insurances, but an ar-
rangement through which one can be guaranteed an inco.e for a speci-
fied period of time--for a nuiber of years, or for life. Variations
of annuity contracts can include regular payments to a named benefi-
ciary or evsen to one's estate if death should occur before the plan
runs out.

Annuities provide protection agzainst the possibility of out-
living one's financizal resources. They can be set up to pay income
currently or in the future at regular intervals. Iliost annuitiss are

intended to provice guarantszed retirement incoze of a predetzrmined
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amount, usuzlly for life. There are many differcnt annuitiss and unier
some variations payments are made only for a specified number of years.
ilors broadly an annuity hzs bsen defined as a'seriodical pay-
ment to continue during a given status." In this sense of the ternm,
paynent may be made monthly, cuartsrly, annuelly, or at other intervals.
An annuity is life insurance in reverse. Life insurance is
concerned with the creation of estztes. In life insurance, many con-
tribute so fhat funds can be paid to those who die. ./ith the annuity,
those who live long benefit at the expense of those who <ie sarly. In
life insurance, protection is obtained against dying too soon; in annu-
ities, orotection is purchased zzainst the hazard of living too long
(outliving oneis income). In contrast with life insurance, which
emphasizes estate creation, the annuity emphasizes estate liguidation.
Essentizlly, an annuity provides for payment of roney by a
life insurance compeny in installments over 2 time psriod. 3Bach pay-
ment represents part interest and part principal, and payasnts gener-
ally are made for the annuitant's lifetime. The annuitant is assursd
a fixed income that cannot be outlived and uoon his death the residue
of the principel reverts to the company. There are various plans of
distribution of annuities. Pure amnuities, refund annuities, install-
mant annuities, and cash refund life annuities are a few of these.
An imnmediate annuity can be purchased by one lump sum payment.
Meny annuities are purchased by ithe peysznt of psriodic premiums. The
annuitant usually pays periodic premiuams during the entire deferred
period. Annuities can and often are written to provide for joint and

last survivorship and to cover inflationary trends.
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Svecial Life Insurance Contracts

The range of needs for life insurance protsection and incoms
aftsr retirem:nt can be met by ths purchase of ters, whole life, en-
downent, and annulties policies. The life insurance inZustry has
developed combinations or unusual arrangenents of these basic poli-
cies into attractive packages to fit the special needs of the insur-
ing public.

The multirle protection policy is one of the so called special
life insurance contracts. The multiple protection policy vrovides a
layer of level term coveraze for 2 number of years. For exazmple, for
every $1,000.00 of ultimate face valus, the multiple protection wnolicy
may provide $2,000.00 or $3,000.00 of dezth benefits for some initial
ceriod of years, such as twenty. The multiple protection policy
spreads the premiums evenly over the entire period.

The fanily incomne »oliey or decreasing term coverage is de-
signed to meset the insurance needs of young family heads. It is
intended to guarantee an income for those years during whnich there
will be depsndent children and provides decreasing term insurance
for a stated number of years or to soms age. The term coverage is
used to vrovide monthly installment payments of a stated amount in
the event of the insured's Zeath. The installments are paid from
the month of dsath to the end of the original term period.

A zuaranteed insurability rider may ove added to a life in-
surance policy. This option permits the insured to purchese addi-
tional insurancz 2t one or more specified "oution dates" in the

future without sub.:iitting new evidence of insurability at that ti.ae.
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4 5121l extre uvresium is charged Tor the [unranteed Insvravility riler

to comvensate the insurer for the extra mortzlitiy sxoected on businzss
issu=d without any underwriting. & marriz.e and birth of a chill option
can 2lso be provided in the same manner. Iiuzny insurance ouyers, espe=-
cially young heads of fzaailies who expzet thzir inco..es to increuse in
the future, find they nesd or want xmorc insur:nce than thay can afford

at the regular rztes for their eze. Iansurance co-ipanies nave develoed

rrogranws to be sterted at rszlatively lower oremium raztes. Tne initiel

Jeu)

dvantage in premium rates is offset by the use of nigner premium rztes

~

‘ter the insurence has bz2en in force

~

for 2 period of time. There zre

[

usually =remium increases sach year for z ziven zeriod of Fears, such
zs ten, after vhich thwe osremiua remains level.

Since a zreat dezl of life insurzncs is sold to hiezals of jounyg

seke availleble in & single lifs insurance contract a modest auount of
grotection on all measbers of the faully. Tu:se policies usually con-
centrate aost of the premium doller on tane father's life wher: it is
nost needea, rrovides insurance adejyuste to cover lust eiuenses of
other family meubers, and guarantees the insurzbility of srzsent and

future dependent children at the lovrest wossible cost.
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the amount of insuranca covsra:e availalle pzr dollur of premium is

greater at issue for nonperticipating oolicies. The primery wdvan-

fo

tage of particigating policies over nonparticipeting policies is the
vayaent of policy dividends after a purticipating policy has been in
force for one or more ysars.

Some companiss have issuad nonvarticinating policies which
crovide annual paymonts to the insured that are gueranteed as to the
amount and time of paymesnt. These payusnts may be taken in cash,
left with the company to accumulate at interest, or apslied to pur-
chase paid-up additional insurance. The option resembles those avail-
able for <4ivicends on rarticipeting policies. A charge for this
ontion is included in the premium. There is also avzilable a non-
varticipating policy which closely parallels a participating policy
for which dividends are used to rsduce premiums.

tlost companies 2llow a policy owmer to méke a reasonable
change in his plan of insurance zfter it has been issued. If the
change is to a higher premium plan of insurance, the insurer will
charge the policy owner for the change. IT the change is to a lower
premium plan of insurance, the insurer will grant thz 20licy owner
en allowance. Frequently a substantial sum of money nust be charged
in order to chanze to a higher premium plan of insurence. Sonetimes
the ciharge is amortized over the premium-paying period remaining
after the change. The change of plan arrangemnsnt psrmitted is nor-
mally specified in the policy contract.

Some cospanies have available 2 policy that provides a dszth

bznefit equal to the face amount of insurance ~lus all presiums paid
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to date, or ejqual to the face amount plus the cash surrender value at
the time of death. Usuz2lly this policy requires an increasing amount
of insurance. The premium for this type of policy necessarily reflects
a chargze for this additional protection.

Another innovation in tihe other variztions catsgory is the
tailor-mzde term 1life insurance. This policy provides a pattern of
death benefits and premium payusnts designed by the agent and the in-
sured in lizht of the insured's anticipated n:eds and ability to pay.
Tailor-made term policies iay allow conversion options, renewal yriv-
ileges, accidental death benefits, and waiver of premium benefits.

A joint life policy may be desirable in such cases as a part-
nership. This policy is usually paia when the first of two or more
oersons cdie. Such coverage is usually paid to the surviving partner
so that he can buy ihe deceased partner's share of the business. There
are several options available including the option of conversion under
certain conditions. Some policies terminate 211 coverage when the
first de#th ocecurs.

The premium on a joint life policy is usually greater than a
single policy and slizhtly less than the presium for two single

oolicies.
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CEAPTER V
MARKSETING LIFE IIISURANCE

Company Level Marketing

More and more insurance executives and agents are becoming
more familiar with the word "marketing."uﬁ The growing complexity
of the insurance consumer has contributed significantly to the en-
hanced stature of marketing within. the insurance industry. The
contemporary mcriketing concept consists of three fundamental cone
cepts. The first, and perhaps most important, component is the
consumer. larketing has the consumer as its primary focus. This
customer orisntation implies that every activiiy related to the
creation, development and selling of insurance products must take
into account the consumer's needs and wants. In other words, before
naking a decision, the marketing-oriented insurance professional
attempts to view the intermedizte and end results of the decisions
from the consumer's perspective.

The second component of marketing is the marketing mix,
which is used to bridge the gap between the insurance salesman and
the customer. In building this bridge, the effesctive agent utilizes

the mix ingredients of product, pipeline, pricing and promotion.

“5pr. Stephen W. Brown, "Infusing the Marketing Concest in
Professional Insurance 3elling," Life Insurance Selling, November
1975, p. 43.
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The effective tailoring of the elements of the marketing mix to the
appropriate customer group enhances the level of probable sales and
profits to the agent.

The final component of marketing is attitude. Marketing can
be thought of as a philosovhy of business or a way of thinking, and
it should affect the agent's goals, decisions and behavior. It pro-
vides a consumer-oriented system within which the insurance agent
can effectively plan, implement and control his way of doing busi-
ness.

Implementing the marketing concept reguires the orofessional
to fully understand that all insurance consumers are not the same. A_
complete appreciation of the heterogeneity of buyers leads to the use
of a key tool--market segmentation--in implementing the marketing
concept. Segmentation consists of dividing the large and diverse
market for insurance products into several submarkets, or segments.
The members of each segment tend to be similar to each other in some
significant aspect. Segmentation typically is designed to uncover a
group or'groups of buyers who have similar financial needs and wants.

Although there are numerous techniques for segmenting insur-
ance markets, only demographic segmentation has been considered.
_Demographic segmentation consists of categorizing éxisting or
potential clients according to various "people" characteristics,
such as income and age. The grouping of consumers along these
lines is probably one of the most frequently used segmentation
procedures in most industries, including insurance. Some of the

ma jor demographic criteria that are used to segment insurance
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mzrkets are aze, occupation, education, and geographical location.
Demographic segmentation is practiced by professionals who orient
their selling efforts to identifiable markets. Sowme such identifi-
avle markets are young professionals, sole proprietors, and college
students.

The value of identifying and concentrating on a specific
segment of the total market comes in the recognition that the people
who make up that market generally have similar insurance needs and
wants. These similarities provide an opportunity f{for the agent to
become an expert on the unique features of the consumer making up
the market. The agent who consciously gathers and effectively uses
data about_his existing and potential buyers is likely to increase
his sales. To fully implement the marketing concept, the agent
-must be able to bridge the gap betieen himself and his chosen mar-
ket segments. The vehicle available for building relationshipé
with clients is the agent's marketing mix. Product, pipeline,
pricing, and promotion are often referred to as the "4 Ps" of mar-
keting.

Life insurance products are often thought of as term, whole
life, and annuity programs. A truly consumer-oriented agent would
see the product, from the prospect's point of view, as security or
investments. The agent must put together the product that will
appeal to the potential buyer.

The pipeline element is the means of getting the product to
the potential buyer-~the sales process. The principle of marketing

segmentation is apolicable here. When the agent isolates tae market
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segment he can then determine the bast manner of selling. The szle
cycle, pre-approach, probleh determination, solution, presentation,
closing, delivery, and follow-through, must be tailored to suit the
nzads and wants of the customer. The success of the sale will depend
on whether the salesman delivers the oroduct at the right time, in
the right place, and in the right way.

The price ingredient of the mix is very important. The mar-
keting-oriented professional must adapt his product's premium (price)
to the needs and financial capabilities of his market segment. For
exanple, most members of the college murket cannot afford a $100,000
whole life plan. That plan, however, may well satisfy the financial
needs and cagabilities of rost members of a young professional mar-
iet.

The fourth element of the marketing mix, promotion, is also
very important. Promotion is the communication that the agent has
with his market. This commmication inay be advsrtising, public re-
lations, and face-to-face selling. Agents profit from his company's
advertising but he may also engage in personal advertising through
television, newspapers, radio, brochures, and direct mail.

Public relations consists of the formal and inforwal rala-
tionships that an agent maintains with his community. The profes-
sional will choose to contribute his time and effort to the various
business and civic organizations that also ére of interest to mem-
bers of his merket segmnent. The face-to-face communication is
probably the most important promotionzl tactic. Face-to-face

communication often overshadows the other pro:sotional forms
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(advertising and public relations) and marketing mix ingredients.
Although each of the mix elements is distinct, they are also
interrelated. The mix elements must be coordinated as well as tai-
lored to the needs and wants of the market. For example, let us look
at two market segments, young professionals and college students:
Tailoring the Marketing Mix
to

Selected Market Segments

Young Professional Segment College-Student Segment
Products 4, B, and D Products C and D
Pipeline C Pipeline D
Pricing A Pricing C
Promotion B. D, and E Promotion A and E

This illustrates that three products (A, B, and D) are likely to be
attractive to the young professional market, while only two products
(C and D) are likely to be received by the college market. The ap-
propriate pipeline, pricing, and promotion strategies are developed
in a similar fashion.

The increasing complexities of American life and business
will regquire the insurance industry to expand its markeéing efforts.
The present agency system may not survive as the delivery vehicle
for the insurance industry of the future. There are at least two
reasons why this is true. First, the cost of developing an agent
already exceeds his economic value. The monthly financing expenses
alone usually run $700 to $1,000 per agent. Because the probability
of agent survival is only five to twenty percent after three to

five years, the ultimate cost to develop a mature agent is likely
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to run to tens of thousands of dollars even in the most efficient

46

companies.
Second, there is increasing pressure from regulators to put
a limit on commission income as a percentage of premium. Insurance
companies are being forced to provide benefits in relation to pre-
mium income, with the result that the dollars available for agent
compensation are diminishing. Many insurance companies may not be

able to Justify their existence.

Local Agency Activities

In an effort to learn about local small life insurance
agencies, twenty such agencies were contacted in the Omaha, Nebraska
area. Either the agency head or a licensed member of the agency was
interviewed. The following three questions were asked:

1. What marketing campaigns do you as an agent or does
your company use?

2. How do you get the names of prospective customers?

3. What type of life insurance policy do you favor?

In response to the first question, all twenty agencies had
an advertisement in the telephone book's Yellow Pages, fourteen
agencies represented companies that conduct national advertising
campaigns on national television and in megazines. Sixteen of the

agencies conducted direct mail campaigns and none of the agencies

46Jay 1. Jaffe, "Insurance Marketing in the Future," Best's
Review, Life/Health Insurance Edition 75 (September 1974): 28,
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conducted any "special deal" campaigns or introductory offers as
might be used to market a new consumer product.

Kinety percent (eighteen) of the agents respondsd with the
answer of referrals to the second question of where prospective cus-
tomers' names were obtained. One agent used the city directory to
obtain names of persons who live in "well to do" zip code zonss.
Another agent used strictly names obtained from real estate brokers.
Of course, all had some walk-in customers, but very few.

The response to the third question as to what type of life
insurance policy did the agent prefer varied to some extent. How-
ever, fourteen agents stated that they were unable to answer that
question without lmnowing the family and finanecial situvations of the
customer. Two agents (ten percent) stated they preferred term life
insurance and four agents suggested a combination of straight and
term life insurance.

The sample size of the survey was limited; however, it is
felt that even if the number of contacts were greatly increased only
a similar small percentage of agencies would recommend term life in-
surance. The number of agencies that conduct dirsct mail campaigns
vas impressive as was the reluctancy to suggest a type of life

insurance without knowing more about the consumer.

Agzent/Personnel Selling Approaches

Personal selling was the primary means of marketing life in-
surance. The life insurance merket includes azents and other repre=-

sentatives. The life insurance agent is primarily a salesman equipped
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with a rate book showing the rates, surrender value, and othar fea-

tures of policies issued by his company, as well as sample policies

and application blanks. The agent's pgowers are limited to securing

the application, delivering the volicy, and collecting the premium.

He cannot bind the company on the acceptance of risks or the settle-~
ment of losses.u? But the consumer only imows what the agent tells

him.

The insurance salesman through various means gets hold of a
consumer's nare and phone number, contacts him, and establishes an
appointment. The consumer usually agrees to the interview not be-
cause he has any intention of buying more life insurance but because
he has a few questions about his present life insurance policies.
During the interview the insurance salesman razises in the consumer's
mind some simple doubts. The salesman tries to convey to the con-
sumer that he, the consumer, already knows as much as he needs to
know about insurance and that the consumer need not know what in-
surance is but only what it does for the consumer's family. In
short, 1ife insurance is so simple that a man is born understanding
the matter. At the same time, 1life insurance is so complicated
that trying to explain it only interferes with getting people to
buy it.

The consumer has been led to believe both in advertising

and by the insurance salesman, who receives a much lesser commission

“7A1bert H. Howbray, Ralph H. Blanchard, and C. Arthur
wWilliams, Jr., Insurance, Its Theory and Fractice in the United
States (iew York: McGraw-Hill Book Company, 1369), p. 39
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than on ordinary life, that term insurance is something that should
be avoided. The consumer is normally astonished and amazed at the
life insurance variations and the "life insurance plans" that are
Just suited to his individual family. Terms like participating, en-
dowments, dividends, limited-payments, and preferred-risk tend to
confuse the consumer and drive the price of the volicy up.

The primary purpose of a salesman is to make the consumer
want to buy. A successful salesman knows that most people have one
objection and only one objection to a product--they do not want to
buy it. The other excuses--"I can't afford it," "I don't believe in
it," "I have a friend who takes care of it for me"--can be circum-
vented, if the salesman can get past the first and main objection.

Meny technigues and approaches may be used by insurance
salesmen. Some common approaches are:

"The brother-in-law." A novice who has the strength of
ignorance, a belief in untruths and half-facts. He is sometinmes
ignorant of the consequences of his recommendations and convinced
that the greater the amount of protection, the better it is for
the consumer. He sells to his relatives, friends and acquaint-
ances. By far the worst insurance deal a consumer can maxe is buy-
ing from a beginning salesman, especially if he is a relative.

"The knock on the door." The salesman who says that the
conswer was recommended to him by his neighbors. He tells the

consumer what a nice house the consumer has. Ee asks to come in.

48Chernik, Consumer's Guide to Insurance PBuying, p. 28.
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He then stztes, "What I have to talk about may be the most inportant
discussion of your whole life." This is the second-worst menace of
the insurance salesman.q’9 This is the two week professional who has
found his job by reading the daily newspaper 2d section. He usually
does not mow what he is selling and does not even care about his pro-
duct. His motivation is the commission. His smile is usually wide
and his shiny new leather briefcase contains the forms for the con-
sumer to sign. The consumer will get very little exvert guidance
from this salesman.

"The researcher." This salesman does ressarch on his pros-
pects., He'will Imow what the consumer has and what the consumer
wants. The "researcher" leads the consumer into a discussion of
the consumer's background and to the realization that the insurance
program he has devised is intimately tailored to suit the consumer's
needs. The problem here is that the szlesman has made the need fit
the product.

"The Forty-niner." He entices the consumsr with the lure of
gold. He tells the consumer that he is getting something for free.
He tells the consumer that only a select few qualify for this bar-
gain. The consumer qualifies and the salesman brings in "fres"
items which the consumer thinks are thrown in for nothing.. The
sucker for close-out sales and for items that are 50 percent off
(wvhich was in reality increased by 100 percent in the first clace)

is the sucker for the "Forty-niner."

¥9Tbid., p. 29.
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"The flatterer." He compliments the consumer on his suit,
hair, table, lamp, child, dog cat--anything. If the consumer was
just elected to the local PTA or joined a local club, the "flattserer"
will send his congratulations. When recommending ths most expsnsive
plan of coverage he will preface it with, "You may not think you
want to pay that much; however, this élan is uniquely suited for
someone in your vosition." He flatters the consumer into the most
expensive, exclusive, e:iecutive-only insurance program available.

"The wooer." This salesman showers the consumer with zifts,
pens, memorandum pads, colorful calendars. Kis approach is similar

to that of the "flatterer."

"The tough." This salesman uses no sweetness in spelling
out the consumer's responsibilities. When the consumer decides to
"think it over" he will insist on lezving.an application blank.
"Here's the application. It's in your hands now. I care too much
about your family to have them on my conscience if anything should
happen to you while you think it over."

"The shamer." Vhen a consumer szys that he is not inter-
ested, the shamer will reply: "Do you realize what you just said?
You just said that you are not interested in the welfare of your
femily if you should die." He then illustrates his argument with
a case of someone (preferably with whom the consumer is acquainted)
who had to go to work as a waitress, all because her husband was not
interested in insurancs.

"The story-teller." !ost insurance salesmen are great story

tellers. He tells the story of a young man full of energy who died

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



54

quite unexpectedly. Fortunately this young man listened to the sales-
man only six months ago and the insurance policy turmed out to be the
young man's bsst investment. His stories are well rehearsed. The
consumer is slowly convinced.

"The reverse psychologist." He is always a step ahead of the
consumer. He volunteers all the information detrimental to a plan long
before the consumer senses the loophole. He dwells upon the disad-
vantages of a specific proposal, hoping that the consumer will iden-
tify his weak argument. After a while the plan does not sound so bad
to the consumer.

"The net cost artist." This salesman will show the consumer
on paper how the annual vremium, less the average cdividend, paid for
a given number of years, will yield a cash vzlue of more than the
consumer p2id in premiums. The consumer can te made to believe that
expensive policies cost next to nothing and life insurance prograas
are investments of great retum.

"The planner." He leaves his own family budget with you,
naturally showing some 15 percent or more marked for insurance. He
projects, charts, analyzes, and prospects until the next twenty years
are lines on the chart. The trouble is that he is the translator and
the consumer does not understand, in‘all cases, his plan.

What should the insurance consumer do? Hs must start out
with well drawn specifications when shopping for insurance. ie should
know approximately how much coverage his family needs and what sort of
policy can provide it at a price within reach. He rust recognize that

his needs are unique and never mind what his neighbor does. Ee should
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not set aside a fixed percentage of his income for insurance. It is
ruch better to determine how rmuch to soend the other way around.

First define the insurance need, then relate it to 211 of the factors
that go into the overall family budget planning. The consumer must
avoid lumping all of his insurance policies into a single item labelled
"insurance" and entering it into the family budget that way. By list-
ing each he will know exactly what he owes, what he is getting for his
money, and where the gaps are in his protection picture. The consumer
éhould avoid buying policies merely at the urging of someone else or
becauss he feels the need for a particular kind of protection at a
particular time. He should look at the entire situation, then buy if
he needs and can afford ths policy.

The consumer must be aware that the azent can cheat him.
Agents sometimes lie about premiums. They guote the consumer a orice
for a man a few yesars younger, then when he delivers the policy, he
admits his "mistakef" For $25.00 or $50.00 more a year, most people
go along with the "mistake."

Azents can 1ie about dividends and cash values. This makes
the policy look considerably more attractive than it is. Some agents
try to sell policies altogether different from the one the consumer
wants. He tries to trade the consumer up to a bigger or costlier
volicy. The agent may try to sell the consumer a related product--
for example, shares in a mutual fund. He is hoping that beczuse the
consumer is in a mooi to take out 1life insurance, something exitra can
be sold. 4An agent may try to do the consumer a favor if he bscomes a

customer. The agent will arrange a loan or find a new house, but as
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a courtesy, tha consumor -ust buy the insurance. Some agents offer
rebates--some of his comnission--to get the consumer to buy insurance.
In most states this is a criminal offense. The agent can concezal the
fact that for health or other reasons some consumers are charged extra,
He pays the extra premium himself, in order to make the sale, and
lsaves the consumer to find out about the rated-up policy when the
next premium falls due. Agents try to get the consumer to give up an
old policy for the cash to buy his new one. In general, the consumer
is better off kesping the old policy that was vought when the consumer
was younger and the cost was lower. The new policy will almost cer-
tainly cost the consumer more than the old one did.so

“hen selscting an agent the consumer should pick one ©tig enough
to give thorough, complete service, yet small enough that his business
would count. The agent should know his own business and be appreci-
ative of the consumer's situation. The consumer should be zware of
how the agent has treated others.

Let the insurance buyer bewarel The insurance industry is
powerful and most unresvonsive to the public welfare. Insurance

marketing is typical of the American-style waste and indifference

to human values.

50G011in, Pay Now, Die Later, p. 245.
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CHAPTER VI

OTHER CONSIDERATIONS

Direct Mail Advertising Used by Selected Life Insurance Companies

To learn the personal effect of the direct mail marketing
technique on an average consumer, the author saved all direct mail
for a year's period which solicited or advertised the sale of life
insurance. These direct mail items cost the companies $6.122 in
postage alone.51 A list of those letters, pamohlets, and other
mailed items from one company is provided as Teble 2. The nostage
cost for each mailed item is a2lso listed. Some companies that

mailed items were:

(1 Jan 75)%° (1 Jan 75)
Name Rank Insurance in Force
United Services 152 . $2,165,920,000%2
USAA Life 223 $1,373,700,000°%
Ozark National Life 366 $ 665,087,000°%
Fidelity Union Life - $ 4,326,32970

S1Figured at the 1 October 1976 U. S, Fostal Rate for bulk
mail of 8¢ for the first two ounces, and 4¢ for each additional ounce.

52Ranking of 450 life insurance companies as compiled by The

pan 218
National Underwriter, The Insurance Salesman (Auzust 1975). Fidelity
Union Life is not listed in the top 450.

53Fidelity Union Life, "Annual Revort 1574," 25 February 1975.
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The author was a policyholder with each of the above listed com-
panies. These companies contributed the majority of the mailed items.
USAA Life had 58,000 policyholders in effect on 1 January 1975.5%
Assuming that they mailed similar material to the other policyﬁolders.
the company would incur a cost of $115, 652.00 in mail fees for the
direct m2il marketing effort in a year's period. This does not include
others on their mailing list who are not policyholders. If life insur-
ance is such a good thing, why this massive direct mail approach? Why
flood the United States Postal System with so-called junk mail? Per-
haps life insurance is not as good a deal as the industry would have

the consumer think. Perhaps the direct mail tactic is necessary to

insure that the consumer is continually thinking--life insurancé.

Considerations on tha Death of the Wife

To this point this paper has concentrated on the death of the
breadwinner, but what about the untimely death of his wife? What about
the reorganization that will have to take place? What about a cleaning
woman? A cook? A babysitter? What about nursery schools which may now
become mandatory? There is no doubt that an economic burden would be
placed on a family if the wife dies. But at the risk of sounding cal-
lous, there will also be a sizezable reduct;on in expenditures--no more
expensive clothing, hair dressing, cosmetics, etc. There will be a
drastic reduction in exvensive social functions and even in the pré-
paration of fancy meals. If the older children can assume some of the
functions of the deceased mother, and if everyone reorients his act-

ivities and participates in the reorganized family unit, chances are

that the cost of daily living will be reduced.

5%SAA Life, "1974 Annual Report," January 1975.
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TABLE 2. DIRECT IAIL FROY USAA LIFE FOR A ONE-YEZAR PIRIOD

Item Postage

USAA Annual Report - 1975 13¢

AIDE The Insurance Magazine from USAA, Spring, Summer, Fall

and Winter Issues (16¢ per issue postage) 6l¢

Letter, 23 February, with forms to rejuest information on

life insurance 8¢

Letter, 7 April, with forms to request information on life :

insurance ' 7.9¢

Letter, 6 May, with forms to regquest information on life

insurance 6.3¢

Letter, 19 2y, with forms to request information on life

and household insurance 8¢

Letter, 15 June, comparing cost of life insurance 6.3¢

Booklet, "USAA Has Coverage for All Meeds," 25 June 8¢

Statement, with booklets to regquest information on all types

of insurance, 12 July 13¢

Letter, 14 July, decreasing term life insurance 7¢

Letter, regquesting toll free call to learn about complete

portfolio of life insurance, 5 August 6.3¢

Folding card, summary of four host popular life insurance

plans, 25 August 8¢

Letter, 10 September, "We Can Tailor Life Insurance Progra!ns‘

to Fit You" - 774

Letter, 5 October, rising cost of life insurance 6.3¢

Letter, 10 November, "Your Dynamic Estate" 7.9¢

Booklet, USAA Life insurance in force plus card to request

information, 27 November 7.7¢

Letter, 15 December, "Life Insurance~-vhat You Can Buy for

$50" 6.3¢

Letter, 7 December, "Homeowners Life Insurance" 7-7¢
TOTAL $1.994
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CHAPTER VII
COHCLUSION

VWhat, then, is the insurance consumer's best course of action?
The American insurance consumer has and will continue in the near
future to recognize that 1ife insurance is a necessity for some mea-
sure of nersonal comfort:

Life-oriented goa2ls must be considered when selecting 2 life
insurance program. One must coldly and unemotionally consider wvhat
will havnpen in the event of the death of the family breadwinner.

This contingency must be discussed with the family. It should be
recognized that the one person who needs insurance most is the head
of a young family--the breadwinner--and that not everyone needs a
life insurance policy. One rust consider when insurance needs are
greater, and when they are lessened. For that reason, one must per-
iodically review his finanecial and insurance situations in connection
with his changing goals. The purchase of insurance can never be a
static, once-in-a-lifetime oneration. As life and idezs change, so
do insurance nseds.

The type of life insurance to buy will depend upon the life-
oriented goals. If the purpose for buying 1life insurance is to
obtain some degree of protection for the family and some feeling

of personal comfort, then the life insurance consumer should seliect
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term insurance as the basis for his 1life insurance program. More true
protection for a given amount of expense can be purchased with term
insurance. However, as term insurance provides only protection the
consumer should realize that some type of savings program is necessary
to provide an income source in the later years of life.

How much life insurance should the breadwinner buy? The amount
of insurance to carry will always be a compromise between the amount
necessary for the beneficiaries to lead a comfortable 1ife after the
death of the breadwinner and the need for money during his lifetime.
The 1ife insurance consumer must realize that he cannot provide
totally or even satisfactorily for the well-being of his family
after his death and that life insurance is only a partial solution
to the economic problems facing any family aftsr a death.

The individual must deéide how nuch he wants to spsnd on
life insurance. There are rules of thumb. Some will say the
amount of your life insurance should be six times your annual in-
come. Others will suggest that you earmark 10 to 20 percent of
your earnings. ZHEach agent may have his own formula.

One should be aware that life insurance is, or at least
should be, an emergency fund. The amount of insurance nesded to
support a family and the amount affordable may not be close. There-
fore a compromise will result in the fact that one will carry in-
sufficient life insurance. This will enable the breadwinner to
vay the premiums without unnecessary hardship, or reduction in the
living standards, or risk of lapse or surrender that would destroy

the primary reason for buying insurance.
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Despite the glowing picture drawn by insurance companies,
consider the fact that a $20,000.00 policy would provide the widow
at age 55 only $90.00 per month for the rest qof her life. This kind
of sobsr realization should help provide a more realistic planning
framework.

In assessing ones life insurance neceds and determining a
philosophy oﬁ such matters, one should constantly be reminded of
the basic needs of the widow. DMore than any other factor, an esti~
mate of the capability of ones spouse should help determine the
correct amount of coverage. How well equipped is she to go to
work, or to meet an economic crisis? How well can she manage
finances?

emember that at the death of the breadwinner, the lives
of the survivors will have to be totally rearranged, and that
$20,000.00 will be of little help in relation to need to then.
Instead of an insurance policy, the premium money might be better
invested in the acquisition of a special skill or advanced educa=-
tion by the wife. This would enable her to earn a portion of her
living expenses after the death of the husband.

This study has pointed out the importance of more Federal
Government involvement in the regulation of life insurance compan-
ies. Effective state laws in the life insurance area should be
made Federal regulations so as to provide protection for all
American consumers. A Federal consumer protection agency should

study the American consumer belief that a need exists for large
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amounts of life insurance and what propaganda has caused this
belief. If the American consumer has been falsely caused to
believe that a need exists for life insurance, then appropriate
regulation of the life insurance industry and a consumer educa-
tion program must be developed.

The life insurance consumer should be provided some
protection by requiring life insurance companies to provide
each consumer with a Federal pamphlet which would explain the
various types of 1life insurance coverage available and the
advantages of each. A mandatory waiting period between the
application and contract completion would provide time for
the consumer to read the pamphlet and evaluate his life in-_
surance need without pressure from the 1life insurance company
or agent.

In summary then, this study of life insurance has led
to the realization that some personal comfort is provided by
owning life insurance. It has also been concluded that term
insurance is the best and cheapest way to buy life insurance,
and that only the breadwinner in a young family situation

should be covered by life insurancse.
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APPENDIX I

UNFAIR METHODS OF COMPETITION AND UNFAIR OR DECEPTIVE ACTS OR PRACTICES
IN THE
BUSINESS OF INSURANCE
STATUTES OF THE STATE OF HEBRASKA

1. Making, issuing, circulating, or causing to be made, issued or
circulated, any estimate, illustration, circular, statement, sales

presentation, omission, or comparison which:

a, Hisrepresents the benefits, advantages, conditions, or terms

of any insurance policy

b. Misrepresents the dividends or share of the surplus to be

received on any insurance policy

c. lMizkes any false or misleading statements as to the dividends
or share of the surplus previously paid on any insurance policy

d. Misleads or misrepresents the financial condition of any
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person or the lesal reserve system upon which any life insurer oper-
ates

e. Uses any name or title of any insurance policy of class of
insurance policy which misrepresents the true nature thereof

f. Misrepresents for the purpose of inducing or tending to induce
the lapse, forfeiture, exchange, conversion, or surrender of any insur-
ance policy

g. llisrepresents for the purpose of effecting a pledge or assign-
ment of or effecting a loan against any insurance policy

h. fisrepresents any insurance policy as being shares of stock
2. Making, publishing, disseminating, circulating or placing before
the public, or causing, directly or indirectly,-to be made, published,
Cisseminated, circulated, or placed before the public, in a newspaper,
magazine, or other publication, or in the form of a2 notice, vamphlet,
letter, or poster, or over any radio or television station, or in any
other way, an advertisement, announcement, or statement containing any
assertion, representation, or statement with respect to the business
of insurance or with respect to any person in the conduct of his in-
surance business which is untrue, deceptive, or misleading
3. Making, publishing, disseminating, or circulating, directly or
indirectly, or aiding, abetting, or encouraging the making, vublish- '
ing, disseminating, or circulating of any oral or written stetement
or any pamphlet, circular, article or literature which is false, or
maliciously critical of or derogatory to the financial condition of
any person and which is calculated to injure such person

4. ZEntering into any agreement to commit, or by any concerted action
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committing any act of boycott, coercion, or intimidation resulting in
or tending to result in unreasonable restraint of or monopoly in the
business of insurance

5. a. Filing with any supervisory or other public official, or making,
publishing, disseminating, circulating, ;r delivering to any person, or
placing before the public, or causing, directly or indirectly, to be
made, published, disseminated, circulated, delivered to any psrson, or
placed before the public, any fal;e material statement of fact as to

the financial condition of a person

b. Making any false entry of a material fact in any book, report,
or statement of any person or omitting to make 2 true entry of any
material fact pertaining to the business of such a person in any book,
report, or statement of such a person
6. Issuing or delivering or permitting agents, officers, or employees
to issue or deliver agency company stock or other capital stock, or
benefit certificates or shares in any common-law corporation, or
securities or any special or advisory board contracts or other con-
tracts of any kind promising returns and profits as an inducement to
insurance
7. Making or permitting any unfair discrimination between individuals
of the same class and equal expectation of life in the rates charged

for any contract of life insurance.
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