THE LIFE INSURANGE
PLAYBOOK &

A Comprehensive Pre-Licensing
Master Guide
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“ INSURERS MATRIX

STOCK COMPANIES

MUTUAL COMPANIES

[ﬁ OWNERSHIP: Owned by Stockholders ] © OWNERSHIP: Owned by Policyholders

@ STATUS: Participating

& STATUS: Nonparticipating
(policyholders do not receive dividends)

& DIVIDENDS: Paid to stockholders

© TAXATION: Dividends are tax-free

profit (return of premium)

© CONTROL: Elects Board of Directors
(Stockholders)

© CONTROL: Elects Board of Directors
(Policyholders)

[ ] [ﬁ DIVIDENDS: Paid to policyholders
[ ¢ TAXATION: Dividends are taxable as ] [
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Hﬂbemmes insolvent.

®

Mixed Insurer: -I
Operates as both
participating and
nonparticipating.

-

Fraternal Benefit
Societies: Nonprofit
religious, ethnic, or
charitable
organizations providing
Insurance solely to
members (e.g., Knights
of Columbus).
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Guaranty Associations:
State-established
safety nets protecting
insureds if an insurer
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“ TREATMENT OF RISK

&

THE RISK MATRIX

lpdadalalals

A: Pure Risk

Only the potential for loss
(injury, iliness, death). INSURABLE.

B: Speculative Risk (X

Chance for loss OR gain (gambling).
UNINSURABLE.

INSURABLE RISK CHECKLIST
| 0ss must be:

Due to chance

Definite and measurable
Predictable

Not catastrophic

Large exposure pool
Randomly selected.
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“ CONTRACT ELEMENTS

&

REPRESENTATIONS:

ladadadadalda

O Statements believed to be
true (height, weight).

WARRANTIES:
- —--}o Statements guaranteed to

be literally true. Grounds
to void if untrue.

INSURABLE INTEREST:

Must exist ONLY at the inception
of the contract (time of
application).
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g UNIQUE LEGAL FEATURES OF INSURANCE

| I

ALEATORY: | CONDITIONAL:
. Unequal exchange of value. |

. Small premium paid vs.

. Benefits depend on...
. the occurrence of a
. covered event.

large death benefit payout.

ladadladlalyld

ADHESION:

" UNILATERAL: UTMOST GOOD FAITH:

One-sided promise.

' Only the insurer is legally

Authored by insurer. Courts
favor insured in ambiguities.

- Complete honesty required...
. Nno misrepresentation,
concrenmeiation,

concealment, or fraud.

HAZARD WARNING: STOLI

Stranger-Originated Life Insurance (STOLI) is an illegal practice where an investor buys a policy on a
consumer to profit from their death, violating insurable interest rules.
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Term Life Metaphor: Renting a Home
Temporary, price increases over time, no equity built).

[

[ The Term Staircase ] = [ The Term Bridge ]

r

Level Term: Fixed face amount
and level premium for the entire

Decreasing Term: Face
amount decreases over time

SN,

POl ol0c0ce NN (tied to a mortgage/debt). - term duration.

e ;:::::I:::::I:Iﬁ Premium remains level. ‘:5:
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5 I Renewable: Convertible: E
5 Right to continue coverage Right to chanﬁe to permanent =
3 without pmvin%insurability. Premium whole life without proving insurability. E
z ¢ L rises based on attained age. Premium based on attained age. & =
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Whole Life Metaphor: Owning a Home

(Building equity, permanent protection to age 100).

lalalatlalald

i i sk PAYMENT STRUCTURES
(How the bucket is filled):

L] MATURES % . Straight Life: Fixed premiums
DEATH <) | ATAGE100 paid until death or 100.

Core Definition:

: BENEFIT = I ——= 100 s . :
Permanent protection COST H % £ - Limited Pay: Premiums paid
lasting until death or for a specific time (e.g., 20-Pay,
age 100. 80 Paid-Up at 65). Cash value
Provides both a death grows faster.
benefit AND living / & s
benefits (cash value). i 60 | &} Single Premium: One lump
CASH VALUE —> | [ossee e — a = sulrn payment. Immediate cash
BUCKET E:::::::#* i = 0 - value.
KRXRXX v L2 E v * Modified: Low premiums
R ! Al early, jumps to higher fixed =
R | S PAl <
C%FEEEII#EE [ e 20 premium later. g
Ei%%::i == E ' v * Graded: Premium increases :

4
[/
0!
S
X
X

4 yearly for a set period, then
AGE levels off. &
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MODIFIED ENDOWMENT CONTRACTS (MECs)

Dena

ty before age 59 1/2).

i The Master Policy Matrix 2 :
Term Temporary Level or Decreasing None
[ Whole Life | Permanent to 100 Fixed Fixed Guaranteed
5] lni - - | - - Interest-driven
Universal Life Flexible Flexible / Target Adjustable (Min guaranteed)
52 Vari : : Fluctuating Market-driven
= Variable Life Permanent Fixed (Min guaranteed) | (Separate Accounts) 4
1

f a policy is overfunded and fails the 7-Pay Test (paying more in the first 7 years than allowed),

it loses life insurance tax advantages. It becomes taxed as an investment (LIFO accounting, 10%

pp b aad o gabaglyald
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2 The Operating Rules :
< Insuring Clause: %4 Entire Co ._ 7 Grace Period:
The basic promise to — Policy + Application. | Usually 30 days to pay
pay benefits (The heart g No outside documents an overdue premium
of the contract). ? allowed. & Defore lapse.
—— 55 = = — . = — &
?: ____________________
_?.-5
/
ol o :r-' o g o e M o i T e AR B F
s %007 /e i
. ¥ M\ \ Auinmatiu Premium Loan 7
3 \a! Consideration Clause: ' a! Time of Payment of E———— LR |
3 The promise to pay premium JIE¥ number of days after | Claims: Immediate Insurer automatically borrows =~ |
3 In exchange for coverage. | delivery to return the payment after proof of from cash value to pay an E
3 L policy for a full refund. J loss (prevents delay). J overdue premium at the end of E
3 e I e feacalh csunmmtng . the grac:de gelrmd. Prevents 2
3 unintended lapse. E
| d -
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o IFinsured |
| commits suicide

| wrthlnwear ' -
L Of issue

— ,.-"'.

! THEN Policy )
»~4 voided, no death
heneht paid.

Full death
L‘ benefit paid.

“| IF applicant i —j—

about age/sex

| at the frue age/sex.

5

death benefit to what the
premium should have purchased §

IF insurer discovers a

material
mlsrepresentannn
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- 5 AND it is past the
| contestability period
& (usually 2 years)

THEN Insurer is pruhlhlted
from questioning validlty;
& Mmust pay claim.
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lump sum cash. Coverage

-‘

2% Reduced Paid-Up: Stop
paying premiums. Face
amount decreases, but policy
IS permanently paid up.

to buy term insurance for
the exact same face amount,
lasting for a set number

of years.

g Cash Surrender: Take the
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Tax-Free
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Keep the Policy (Dividends)
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i Reduced Premium: X
{ Apply dividend to lower 1
L next year's premium.

Q_ Paid-Up Additions: Buy miri )

&S One-Year Term: I
\ Buy 1-year term protection. J

.$.

batadatalal

Leave with insurer to grow
(Note: The interest earned IS taxable), g%

R ——— e W ——

single-payment whole life policies. | [
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| Waives premiums during
| total/permanent disability (90
. day - 6 mo waiting period).

" Payor Rider
Waives premium on a juvenile
policy If the adult paying dies

. Or becomes disabled.

——

e —

¥ Accelerated Benefit
Withdraw portion of death

: IR !,_ .$.
gasng Renafitancit.ustoinzatonliie =1y

benefit tax-free prior to death if |
(1-2 years to live). 4

Ladabatbalald

> | Pays 2x or 3x face amount if
] death is purely accidental.

| Pays Principal Sum for death |
| orloss of 2 limbs; Pays Capital
f Sum (50%) for loss of 1 limb.

at specific future dates/events
. without proving insurability.
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| Premium Mode |
(Frequency) J

Annual

Cost Crm

£ IS & Surrender Cost
;0 rOe IJ‘- I Index: —
i7" Interest 9 \VAY Assumes policy is
P/ (Eaningson '\ B surrendered for
Yoy, Invested premiums) O Iy cash value at the
end of period.
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o
AL

iy _ e @ Net Payment Cost
Monthly 7 4 @R Pushes et
6/ o ]\ p e Assumes policy is
DOWN kept for death
benefit (does not

factor cash value).

e

Rule: The higher the
frequency of payments,
the higher the overall
total cost. Annual is
cheapest.

| Premium = Mortality + Expense - Interest |
— — R — — = ﬁ
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ALTERNATIVE
LIVING PAYOUT

VIATICAL SETTLEMENT:

(Via’tical) for an upfront

NTEHEST ums i _ LIFE INCOME |

~ Insurer holds
~ principal, pa
- Quarantee
|nterest to
~ beneficiary

Terminally ill insured (Viator)
sells policy to a 3rd party

Principal +
 interest paid out
- over a specific,
guaranteed

~ Automatic =
~ default. Single
- tax-free
- payment.

~ Fixed dollar
- payout amounts
until the principal
s cumpletely -

'-guaranteed for the

- percentage of the death benefit.

Installments

jadiabaild

recipient’s entire
lie. Protects

number of years' exhausted

7 permdlcally 4
- “'J'h__-,.;w._ 1—.-H-" e

‘against outliving
. the money,
w
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v Vertical Succession | =1 Ik
Order of Payout | g i
I — - —. Per Capita (“By the head"): Evenly divides benefit among
ol 7 e e s living named beneficiaries. |
l SBIZNEINE First in line. ' [ l |
5 Secondary, (Contingent)- = | Per Strpes (*By the bloodine™): Ifa | |
~ Receives if Primarv dies first. | eneficiary dies betore the insured, their 2
%CE ..ES _ I YCIES - S 4 share passes down to their own heirs. . —
p
f [ fj?i = :
| EREGERAThird inline. | 8 Revocable vs. Irrevocable | Common Disaster / Uniform [ MEE
~ [fnone living, proceeds Irrevocable requires written e ultanaous Death Bes
~gotolnsured’s Estate. | consent of beneficiary to . Ifinsured and primary die_
, e T : _ Ghange or take loans. S_ImU”anEﬂUSl}I’, law assumes primary
t% died first, passing funds to contingent. -

g 1 ] C : — L L —utotuatubotol
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Generally not tax-deductible for
individuals. Exceptions: Charitable
donations, court-ordered alimony,
employer-paid group life.

==

Grows tax-deferred. Surrenders are
tax-free up to the cost basis (total
premiums paid). Withdrawals exceeding
_ premiums paid are taxable as ordinary

ladad it ladld

Tax-free if taken as a lump sum.
Installment Rule: If taken as installments,
the principal is tax-free, but the interest
earned is taxable.

INCOME.

et b
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~policy to a new life policy.

Tax-free transfer of an existing life

el T
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¥ UNDERWRITING RISK SELECTION PROCESS

e .

¢ Third-Party Information £
Attending Physician Statement

il 7 (APS): Deep dive from
I Fart ' (Ganeral)- W/ applicantps doctor.
Age, sex, address, occupation, | . o
: hobby, coverage type. : P
- i e biiebieitll i — ’ : ! m;ﬁ%
L | ' Third-Party Information Gp##
e MIB (Medical Information Bureau): [

Nonprofit trade org sharing medical
' data among insurers to detect fraud
. and adverse selection. o

Health history, medical
~_exams, lab tests.

Part Il (Agent’s Hepurt):r

{1 |1 Agent's personal observations,
| || financial condition, character. |

- /)< &
- - o F

o

. Third-Party Information
Inspection & Credit Reports (FCRA):
Regulated focus on lifestyle,

= character, finances. Requires written
e o notification to applicant. o
i1l |

, ! ~r A
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Low risk, excellent health,

= 1

(St}

Average risk.
Standard terms and rates.

non-smoker.
Reward: Lower premiums. ~ No special restrictions. Consequence: Rated UD (terminal iliness).
u ; d B o ., (higher premiums). & .

™ Suh =3

ngh risk (chmnlc conditions,
dangerous jobs).

poorer-than-average risks

{0

The funnel protects the :

), |

Potential for loss is too high

The tendency for

seek out insurance.

insurer from this.

Not insurable.

_:.r;i,
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r The Agent’s
Flduclary Dty

TW

Role Definition:
The agent represents the
Insurer (Principal), NOT
the applicant.

-~ The agent's knowledge is

legally con3|dered the
insurer’'s knowledge.

LL

8 Field Underwriting

(Point of Sale)

1 Ensure application is
fully and accurately
completed.

A Collect initial premium.
V1 Provide Privacy Notices

(HIPAA / Patriot Act /

FCRA). 5
0, e
. q(*gg

"P

H

_Zf Delwer Buyer S Guu:le
(explains policy types).

A Deliver Policy Summary
(specifics of
recommended product).

v/ Obtain a Statement of
Good Health (required if
no premium was paid at

E time of application).

.
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- Limited Pay Life

- Traditional 'Whole' Life _

._

Market-Driven + Cash Value |

- Variable L|fe
- Variable Universal Life

| | __inflation hedges)

(SEC regulated, separate accounts,

-\._'-:i

Flexible / Market-Driven

< ~ Fixed/ Guaranteed

: ”nﬂﬂ
. = . .

l Fixed +_'Pure De_ath |

| Flexible + Mixed |

- Universal Life
- Adjustable Life

227
s

g
e 8

&{:ﬁ
Pure Death Beneflt

\} . (Fle)uble premiums, adjustable face amount \

*-mfﬁ""f

iSLL . o

=¥

l;.hlhii,h,;h, ! ] | gp——— I e ArARTIATAIT (b
& NotebooklLM



IRl 3. Issuance & § P IRl 5. caims §
Free Look 4. Maintenance Payout

| 1. Field g
Unrwriti

i Agent completes & Underwriter pulls M Contract created 1 Premiums paid “ Insured dies.
Parts I, I1, IIl. MIB/FCRA data, (Adhesion, (M+E-1). 7 Incontestable s
o - ™ checks elements Aleatory). A Provisions protect =
Collects premium, Nt : , oy (G ; clause verified.
notices. M categorizes as  Free look period L] ) _EHS X IEnE | tIJ-?lI
E A Preferred/Standard/ begins. | & Riders allow Elgtiuens o
& & 20 _Svuhstandarﬁ. o o {:1, @.id_;r:ustnmlzatmn. o) of Title
' Beneficiaries
= N tax-free. e, |1




