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Chapter27
Health and Life
Insurance

27.1 Health Insurance

27.2 Disability and Life Insurance

Consider THIS

Corrie wasn’t feeling well and was sure it was strep throat. Because she had it
before, she knew the symptoms.

“I need a doctor’s appointment,” she told her friend. “I’m insured under
my mother’s policy at work. I have an insurance card that allows me to see the
doctor, but I have to pay a $30 copayment at the time I go to the clinic. The
doctor will give me a test called a ‘lab culture’ to be sure that I have strep. I’ll
have to pay 20 percent of the cost of that test. Then I’ll get a prescription, and
I have a $20 copayment for that. Even with insurance, this illness will cost me
$75 plus another $80 for time lost from work. Health care sure is expensive!
Soon I won’t be able to stay on my mom’s policy any longer. That really
worries me.”
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27.1

Health Insurance
G
O
A
L
S

n Describe group and individual
health insurance choices.

n Discuss common types of health
insurance coverage.

n Discuss common types of health
insurance plans.

n Explain Medicare and Medicaid
coverage.

T
E
R
M

S

n health insurance, p. 605
n group insurance, p. 605
n COBRA, p. 606
n coordination of bene-
fits, p. 606

n Flex 125 Plan, p. 606
n basic health coverage,
p. 607

n major medical coverage,
p. 607

n stop-loss provision, p. 608
n HSA, p. 609
n HMO, p. 609
n PPO, p. 610

GROUP AND INDIVIDUAL HEALTH INSURANCE

The cost of medical care has escalated dramatically. (In 2008, it was
remarked, that if the cost of gasoline had increased over the last 20 years like
the cost of health care, gasoline would be more than $15 a gallon.)
People without health insurance provided through employment seek indi-

vidual policies, but monthly premiums are often unaffordable. Tens of mil-
lions of Americans do not receive proper medical care because they have no
insurance or because they have inadequate insurance.
Many states have implemented health care reform to meet the needs of vast

numbers of uninsured people. At the same time, rising premiums have forced
employers who provide health insurance
for their employees to search for ways to
control costs. Most are requiring employ-
ees to pay a larger share of the cost.
Health insurance is a plan for sharing

the risk of high medical costs resulting
from injury or illness. Like other forms of
insurance, health insurance reduces indi-
vidual risk by spreading it among many
people. In exchange for regular premiums,
the insurer promises to pay medical
expenses for the treatments covered by the
policy.

GROUP POLICIES
The most common type of health

insurance is group insurance, in which all
those insured have the same coverage and
pay a set premium. It is most often
obtained through employers. Because a
group represents a large portion of
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How has the rising cost of health care affected many Americans?
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potential business for an insurer, a group can usually negotiate better coverage
and lower premiums than individuals can get on their own.
Some employers pay the premiums as a benefit to their employees. More

commonly, however, the two share the premium costs. Group plans make up
over 70 percent of all health insurance issued. The insurer may not cancel the
insurance of any individual group member unless the person leaves the group
or the group plan itself is terminated.

COBRA

The Consolidated Omnibus Budget Reconciliation Act, or COBRA, is a law that
allows people who leave employment to continue their health insurance under
the company plan for a limited period of time (usually 18 months). During
this period, former employees pay premiums individually for the same group
coverage they had while employed. The purpose of this law is to give former
employees time to obtain other insurance, either on their own or through a
new employer.

Pre-Existing Conditions

The Health Insurance Portability and Accountability Act of 1996 (HIPAA)
limits the pre-existing conditions that group plans may exclude. It also makes
it illegal for an insurer to deny coverage based on health status, though it does
not limit the amount the insurer may charge for coverage. The purpose of the
law is to increase your ability to obtain insurance when you start a new job and
lower your chances of losing your current health insurance.

Double Coverage

If a family has more than one group insurance plan, the insurers will share the
costs of a claim. Coordination of benefits is a group health insurance pro-
vision that specifies how the insurers will share the cost when more than one
policy covers a claim. This provision assures that reimbursement will not exceed

100 percent of allowable expenses. For
example, if a couple has two policies—
one through the husband’s employer
and one through the wife’s employer—
then one policy may pay 80 percent of
the medical expenses and the other the
remaining 20 percent.

Flex Plans

A Section 125 Flex Plan, or Flex 125
Plan, is an employee benefit program
that allows employees to set aside
money, pretax, to help pay deductibles,
copayments, and other health expenses
during the year that are not covered by
insurance. Many employers provide
the Flex 125 Plan, but it has one sig-
nificant disadvantage. If you don’t use
the money you set aside, you lose it (the
employer keeps it).

Pre-existing conditions can make it difficult for some
people to obtain health insurance. Access www
.cengage.com/school/pfinance/mypf and click on the link
for Chapter 27. Browse the article, then answer: What is
the definition of pre-existing condition? Why do health
insurance companies seek to exclude covering people
with pre-existing conditions? According to Health
Insurance Portability and Accountability Act (HIPAA)
guidelines, what is the maximum amount of time that
someone in a group insurance plan must wait in order to
get coverage for his/her pre-existing condition? How can
“credible coverage” reduce this waiting period?

www.cengage.com/school/pfinance/mypf
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INDIVIDUAL POLICIES
People can also buy individual health insurance policies. The premiums are

often high, depending on the type of coverage. Unlike group plans, many
individual policies require a physical exam, and insurers may refuse to cover
individuals with health problems (unless there are state laws prohibiting this
practice). Also, individuals may have a waiting period of 30 to 90 days before
coverage begins. (Members of group plans usually receive immediate coverage.)
Many states require insurers to make some type of individual policy available

for purchase by individuals who do not have group policies. States may also
have high-risk health insurance pools whereby people with pre-existing con-
ditions (such as diabetes) can buy insurance. Unfortunately, the premiums can
be very high, and placement on a waiting list can exclude people from coverage
when they need it.
Sometimes medical costs can exceed the limits of a standard health policy. To

protect against this risk, people can buy supplemental health insurance. This
secondary policy is designed to pay high deductibles and copayments as well as
medical fees that are higher than the insured’s standard policy allows. For
example, a standard plan may pay up to $450 a day for a hospital room, but
the actual charges may come to $500 per day. A supplemental policy would
pay the difference of $50 per day.

TYPES OF COVERAGE

Health insurance policies typically cover basic health expenses
(medical, hospital, and surgical) and major medical costs. Some
cover dental and vision needs for a higher premium. The main
purpose of these kinds of coverage is to protect consumers from
doctor and hospital bills that could ruin them financially.

BASIC HEALTH INSURANCE
Basic health coverage includes medical, hospital, and surgical

costs. Medical coverage helps pay for physician care that does not
involve surgery. This type of coverage pays for office visits and
routine services, such as X-rays and laboratory tests. When the
policy covers prescriptions, it often requires the use of generic
rather than name-brand drugs. Hospital coverage pays hospital
bills for room, board, and medication. Surgical coverage pays for
part or all of a surgeon’s fees for an operation. Usually, basic health
insurance covers only necessary (not cosmetic or elective) surgery
and excludes some types of surgery.

MAJOR MEDICAL INSURANCE
Major medical coverage provides protection against the cata-

strophic expenses of a serious injury or illness. Coverage is beyond
basic health insurance and usually specifies a lifetime maximum,
such as $1 million. For example, when a patient is admitted to the
hospital for an organ transplant or some other major surgery, the
cost can easily be $500,000 or more.
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Why is major medical coverage so important?
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Major medical coverage often has a co-insurance provision requiring the
insured to pay some portion (such as 20 percent) of all bills. For a higher
premium, a stop-loss provision could be included. A stop-loss provision is an
insurance clause that caps or sets a maximum that the insured has to pay
during any calendar year. For example, a $3,000 stop-loss means the insured
would have to pay no more than $3,000 for copayments and deductibles in a
year.

DENTAL AND VISION INSURANCE
Some group plans also provide dental and vision coverage for an additional

cost. Dental insurance covers basic dental services, such as exams, cleanings,
X-rays, and fillings. Dental plans usually have low deductibles and co-
insurance requirements of 20 percent or more. They often state upper limits,
such as $1,500 per year per person. Insurers typically pay less (such as
50 percent) for some services, such as crowns or bridges.
In some cases, insurers cover only certain types of services. For example, the

cost of an amalgam filling (metal) is far less than a porcelain filling. Most
dental policies will pay only for amalgams except when the filling is in the
front teeth. If you want a porcelain filling for a back tooth, you would have to
pay the difference in cost. For instance, if your dentist charges $180 for a
porcelain filling, and your insurance allows only $90, the insurance will pay
80 percent and you must pay 20 percent of the $90. In addition, you must pay
the $90 difference between the dentist’s fee and the allowable amount.

  MATH  Minute
CALCULATING COSTS OF SERVICES NOT FULLY PAID BY INSURANCE

John needs to have a root canal. His dental insurance will pay 80 percent
of the cost. The policy sets an allowable limit for a root canal at $600.
John’s dentist bills his insurer for $800. How much will insurance pay?
How much will Bill have to pay?

First, compute how much insurance will pay on the root canal:

$600 � .80 ¼ $480 will be paid by insurance

Then subtract the amount paid by insurance from the total for the root
canal:

$800 � $480 ¼ $320 due from John

Based on the preceding example, compute the out-of-pocket expenses in
the following situation.

Fran’s dental insurance will pay 70 percent of the cost of a porcelain
crown. The policy sets an allowable limit for a crown at $800. Fran’s
dentist bills her insurer for $1,000. How much will Fran have to pay?

Solution: $800 � .70 ¼ $560 will be paid by insurance

$1,000 �$560 ¼ $440 due from Fran
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Vision insurance often pays for exams for eye disease as well as for prescription
adjustments and lenses. Policies usually cover an eye examination on a regular
basis—once every year or two—and the purchase of single-vision corrective
lenses and frames. Some policies offer limited coverage for prescription sun-
glasses and contact lenses.

TYPES OF HEALTH PLANS

Employee or private health plans are grouped into two categories: unman-
aged and managed.

UNMANAGED CARE
Unmanaged care (traditional fee-for-service) plans allow participants to choose

any doctor and to be reimbursed for a portion of the expenses (usually
80 percent) incurred after a deductible is met. Deductibles often range from
$100 to $1,000 per patient, or $500 or more per family. This plan is often the
most expensive because control over costs and services is less strict.
A health savings account, commonly known as an HSA, is used in association

with a medical plan that carries a high deductible ($1,100 or more). The insured
basically takes the money that would have gone toward the premiums for basic
health coverage and has it deposited into an HSA account. The account is then
used to pay qualified medical expenses not covered by insurance, including
deductibles and copayments. Contributions to the account are made pretax and
are tax-deductible. If the HSA is sponsored through the employer, it may
contribute to the account as well. Money withdrawn from an HSA to pay
qualified medical expenses is tax-free. The remaining money in the account
grows on a tax-deferred basis, like an IRA.

MANAGED CARE
Managed care plans rely on a network of health care providers. To receive

maximum reimbursement, participants in a managed care plan must select
doctors who belong to the network. The policy requires participants to obtain
preapproval for any surgery or hospital admission and two or three doctors’
opinions before allowing a major procedure to be performed. The insurer
exercises significant control over the types of services provided and the max-
imum benefits allowed for those services. Health maintenance organizations
(HMOs), preferred provider organizations (PPOs), and point of service (POS)
plans are the most common types of managed care plans.

Health Maintenance Organization (HMO)

A health maintenance organization, commonly called an HMO, is a group plan
offering prepaid medical care to its members. An HMO often has its own
facilities and provides a full range of medical services. Patients must choose
doctors on the HMO staff, including one doctor to be their primary care
physician (PCP), or main provider. To see a specialist, patients must get a
referral from their PCP first. Otherwise, the insurance will not cover the visit
to the specialist. In this way, the PCP acts as a “gatekeeper.”
An advantage of belonging to an HMO is that preventive care, such as routine

physical exams and vaccinations, are generally covered. The idea is to
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encourage people to come in for treatment before a minor ailment becomes a
major (and expensive) problem. HMO patients usually make a copayment of
$15 to $30 for an office visit. HMOs that are capitated (meaning “per person”)
receive a fixed monthly premium for each patient, regardless of whether the
patient seeks medical care.

Preferred Provider Organization (PP0)

A preferred provider organization, commonly called a PPO, is a group of health
care providers (doctors and hospitals, for example) who band together to
provide health services for set fees. Patients can choose doctors from an
approved provider list, but they can also go outside the plan for care. However,
if they choose to do so, they will have to pay a larger percentage of the fee. You
are not required to choose a primary care physician, and you do not need a
referral to see a specialist, but the cost will be higher. There are limits on types
of services that can be provided and fees that can be charged. Patients who stay
within the network of providers usually must make a small copayment, such as
$15 per office visit or per prescription. Because this type of plan is more
flexible than an HMO, it is more expensive.

Point of Service (POS) Plan

Hybrid medical insurance plans are also available today. Point of service (POS)
plans give people more choice and control over medical services. They com-
bine the features of HMOs and PPOs. Like an HMO, patients must choose a
primary care physician, but like a PPO, patients can choose to go outside the
plan for health care. However, unless referred by the primary care physician,
patients will pay more for going outside the plan than they would with a PPO.
Although a POS gives you more flexibility than an HMO, its cost structure is
designed to encourage participants to stay within the plan.

MEDICARE AND MEDICAID

Medicare is government-sponsored health insurance for people aged 65 or
older. Medicare is run by the Social Security Administration and funded by
employee payroll deductions. Like other plans, there are maximum benefits,
exclusions, and other requirements. Retired people pay a monthly premium
for Medicare insurance.
For an additional premium, people can buy medigap insurance (a supplemental

private insurance policy) to pay the deductibles and copayments not covered by
Medicare. These policies are available from traditional insurance companies.
Medicaid is government-sponsored health insurance for people with low

incomes and limited resources. This program is designed to help families who
live in poverty and are unable to afford private health insurance or medical
care. Like Medicare, there are limitations and exclusions.
Also, many states have plans for their citizens who cannot afford insurance,

are working but uninsured, or have been turned down by insurance compa-
nies. As with car insurance (Chapter 26), high-risk pools make it possible for
people who are otherwise “uninsurable” to obtain some type of coverage. To
find out what is available in your state, visit your state’s web page or make an
inquiry by phone.
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ISSUES IN YOUR WORLD

UNINSURED AND UNDERINSURED IN AMERICA
All people need adequate health care to maintain a high quality of life. To have access
to the quality of health care available in this country, health insurance is essential to
help pay the high and rising costs. Yet Census Bureau statistics and the National
Coalition on Health Care show that between 45 and 47 million Americans were
uninsured in 2007. Eight in ten uninsured Americans come from working families,
nearly 20 percent (8.4 million) are children, and young adults (age 18 to 24 years) are
the least likely of any age group to have insurance. Every 30 seconds, an American
files for bankruptcy after having a health problem. Many of these people have health
insurance, but it isn’t enough.

According to the Public Broadcasting Service, more than 25 million Americans were
underinsured in 2007. Underinsured people spent more than 10 percent of their total
income on out-of-pocket medical expenses. This rate has jumped 60 percent in the
last four years. Over 6.8 million Americans spend more than a third of their total
income on health care.

The United States spends nearly $100 billion per year to provide uninsured residents
with health services, often for preventable diseases that physicians could have treated
more efficiently with earlier diagnosis.

The United States spends a greater portion of gross domestic product on health care
than any other industrialized country, yet it is the only industrialized country that does
not have a national health care plan.

Lack of insurance results in poor health and shorter lives for many Americans. There
are costs to society as well, such as:

n Developmental deficiencies from insufficient health care during infancy
n Expenses for chronic health conditions not treated until they become

emergencies
n Lost income due to reduced job productivity and employment
n Diminished overall health in the country due to low immunization and lack of

access to preventive health care
n Health care expenses paid by taxpayers for uninsured patients
n Higher program costs (such as Social Security, criminal justice, and Medicare)
n Social inequality (with lower-income Americans being at a definite health

disadvantage)

Some say a single-payer, government-sponsored health plan is the answer. This is the
type of system that exists in many other nations, such as Canada and most western
European countries. Others say we can reform the system we have so that health
insurance becomes portable—that is, you can take it with you from job to job.
Whatever the answer, we as a country must find a way to provide access to affordable
health care for all Americans.

THINK CRIT ICALLY

1. Suppose you had no health insurance. How would this fact affect the decisions
you make about your health care?

2. Conduct some Internet research about the problem of uninsured Americans. Is
the problem getting better or worse? Explain.
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27.1

Assessment

KEY TERMS REVIEW
Match the terms with the definitions. Some terms may not be used.

1. A group plan offering prepaid
medical care to its members

2. Health insurance obtained through
employers in which all insured have
the same coverage and pay a set
premium

3. An insurance clause that caps or sets
a maximum that the insured has
to pay during any calendar year

4. A law that allows insurance to
continue after employment ends

5. An employee benefit program that
allows employees to set aside pretax
money for deductibles and copayments

6. A plan for sharing the risk of high
medical costs resulting from injury or
illness

7. Coverage against catastrophic expenses of a serious injury or illness

8. Coverage for medical, hospital, and surgical costs

CHECK YOUR UNDERSTANDING
9. Why is group insurance generally less expensive than individual policies?

10. What is the purpose of COBRA?

APPLY YOUR KNOWLEDGE
11. Why are more and more employers (group policies) and individuals

switching to managed care plans? Explain the advantages and dis-
advantages of managed care.

THINK CRIT ICALLY

12. Why are more and more employers expecting employees to bear a greater
portion of their health care costs?

13. Explain why people who are in good health might prefer to have high-
deductible medical insurance with an HSA.

14. Explain the concept of capitation and how it may be contrary to patients’
best interests.

a. basic health coverage

b. COBRA

c. coordination of
benefits

d. Flex 125 Plan

e. group insurance

f. health insurance

g. HMO

h. HSA

i. major medical
coverage

j. PPO

k. stop-loss provision
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27.2

Disability and Life Insurance
G
O
A
L
S

n Discuss different types of disability
insurance.

n Describe the characteristics of dif-
ferent life insurance plans.

T
E
R
M

S

n disability insurance,
p. 613

n life insurance, p. 615
n portability, p. 615
n incontestable clause,
p. 616

n double indemnity,
p. 616

n temporary life insurance,
p. 616

n term life insurance, p. 616
n permanent life insurance,
p. 618

n cash value, p. 618

DISABILITY INSURANCE

Disability insurance is an insurance plan that makes regular payments
(usually monthly) to replace income lost when illness or injury prevents the
insured from working. This type of insurance is frequently referred to as
income protection, because coverage compensates workers for loss of income
resulting from serious illness or injury. Generally there are two types of dis-
ability insurance: short term and long term. Short-term disability insurance
typically provides benefits for up to six months but can last as long as two
years. Long-term disability insurance usually picks up where short-term dis-
ability leaves off and can provide coverage up to retirement.
Of all the types of insurance, disability insurance is the most overlooked.

People think nothing can happen to them that will interrupt their earning
power. Unfortunately, recovery from an accident or an illness can extend for
weeks or even months. Yet while you are disabled (unable to perform your
job), your regular living expenses go on.
Disability coverage requires a waiting period. Benefits don’t begin the day you

become disabled. The waiting period may be from 1 to 14 days for short-term
disability or from 60 to 180 days for long-term disability. During this time,
you would likely be on sick leave from work and would be collecting regular
pay. Benefits begin after the waiting period and end as soon as you can return
to work.
The maximum duration of benefits under most disability policies is until age

65 or early retirement if you qualify. A few policies pay benefits for life if you
become permanently disabled. In addition, the maximum amount you can
collect is usually 50 to 75 percent of your regular pay.
Guaranteed renewability of coverage will protect you against cancellation if

your health declines. Without this provision, an insurer could refuse to renew
your insurance. The premium for a policy with guaranteed renewability is
higher, but the coverage may be worth the extra cost.
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GROUP DISABILITY INSURANCE
Group disability insurance plans are generally the least expensive option. In

many cases, the employer pays for part or all of the plan. However, the insurance
is good only as long as you work for the employer. If you leave the company, you
lose all policy rights.

SOCIAL SECURITY DISABILITY INSURANCE
Most workers in the United States participate in the Social Security program. As

you learned in Chapter 5, Social Security is more than retirement income. Social
Security is OASDI (old age, survivors, and disability insurance) as well as HI
(health insurance—Medicare). Because you have Social Security taxes deducted
from your paycheck, you are entitled to disability payments from Social Security
in the event you become disabled and cannot work. To qualify, you will have to
prove the extent of your disability, fill out forms, and have medical exams as
required by the Social Security Administration.Workers are considered disabled if
they have a physical or mental condition that prevents them from doing any
gainful work and the condition is expected to last for at least 12 months or result
in death. Benefits are determined in part by your pay and in part by the number of
years you have been covered under Social Security. The work requirement may be
waived for certain individuals, including the blind, widows or widowers with
disabilities, children with disabilities, and wounded military service members.

WORKERS’ COMPENSATION INSURANCE
You learned in Chapter 5 that workers’ compensation is insurance that covers

your expenses if your injury or illness resulted from your job. If you are
permanently disabled—partially or totally—workers’ compensation will pay
monthly benefits. This insurance also carries a death benefit. It provides a
burial payment and an allowance for living expenses for survivors of people
killed on the job. Like Social Security benefits, these benefits are determined
by your earnings and your work history.

Why is disability insurance the most overlooked type of insurance?
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LIFE INSURANCE

Life insurance provides funds to the beneficiaries when the insured dies.
Consider the financial needs that a family will face after the death of a wage
earner—and how much income will be needed to pay the ongoing expenses of
daily living. The purpose of life insurance, then, is to provide for those who
depend on you as a source of income. Figure 27.1 shows a list of purposes that
life insurance can fulfill. As you can see, some types of life insurance provide
savings as well as death benefits.
Like all types of insurance, life insurance is based on risk sharing and

probability. To predict the probability of death at different ages, insurers use
mortality tables. These tables are based on statistics gathered about life expec-
tancy and death rates among various groups of people. Insurers set premiums
based on these tables. For example, older people have a higher probability of
dying while the policy is in effect than do younger people. As a result, insurers
generally charge older people higher premiums. Other factors enter the calcu-
lation as well. For example, smokers tend to die sooner than nonsmokers, and
premiums reflect this. Someone with a serious health problem, such as heart
disease, may not be able to buy an individual life insurance policy at all.
To buy individual life insurance policies, you will have to supply a detailed

medical history. You may be required to have a medical examination, especially
for large policies. You may be able to buy inexpensive group life insurance
through your employer. A group life insurance plan insures a large number of
people under the terms of a single policy without a medical examination.
Employers often provide group life insurance as an employee benefit. Today,
recent laws require that these policies be portable. Portability means that when
you leave your employer, you are able to continue paying the premiums and
convert your group policy into an individual policy.

FIGURE 27.1 Purposes of Life Insurance

Why You Should Purchase Life Insurance

• to provide cash to pay for a funeral

• to pay off a home mortgage and other debts at the time of death

• to provide a lump-sum payment to children when they reach a specified age

• to provide an education or income for children

• to make charitable bequests after death

• to provide for retirement income

• to accumulate savings

• to make estate and inheritance tax payments

• to take care of children’s needs as they are growing up (including child care 
services in the event of the death of a parent)

• to provide cash value that can be borrowed
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PROVISIONS OF LIFE
INSURANCE POLICIES
An important provision in every life
insurance policy is the right to name
your beneficiary. As you previously
learned, beneficiaries are the people
named in an insurance policy who will
receive the benefits of the policy. The
beneficiaries of a life insurance policy
will receive the amount specified in the
policy upon the death of the insured.
Beneficiaries can be anyone; if children
are minors, parents may name a trustee
or guardian to handle the money on
behalf of the children.
An incontestable clause is a provi-
sion of a life (or health) insurance
policy stating that once the policy has
been in effect for a stated period of
time (usually two years), the insurer
may no longer question items on the

application in order to deny coverage. For example, an applicant may lie about
their age or a previous medical condition. After the specified period, the
insurer cannot dispute the policy’s validity during the lifetime and after
the death of the insured for any reason. A reason for this provision is that the
beneficiaries should not be made to suffer because of acts of the insured.
A life insurance rider is a small insurance policy that modifies the coverage of

the main policy. A rider usually adds or excludes some types of coverage or
alters policy benefits. Insurers offer many riders, and the costs can add up. A
waiver of premium rider allows you to stop paying premiums and keep your
coverage in force if you become disabled and cannot work. This rider usually
does not kick in until you’ve been disabled at least six months.
Guaranteed insurability riders give you the right to renew a policy or buy

additional coverage regardless of changes in health. Many insurers also offer
accidental death riders. In the case of accidental death, some riders provide for
double indemnity. Double indemnity means that the beneficiary is paid
double the face amount of the insurance policy.

TYPES OF LIFE INSURANCE
There are two main types of life insurance: temporary and permanent.

Temporary life insurance lasts for a specified period, such as 20 years. After
that time, it ceases to exist. Permanent life insurance lasts for life. It has stated
premiums over time and cannot be canceled by the insurance company. Both
types of life insurance have advantages and disadvantages.

Temporary Life Insurance

The most common form of temporary life insurance is term insurance. Term
life insurance is a life insurance policy that remains in effect for a specified
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Why are younger people generally charged lower life insurance
premiums?
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period of time. If the insured survives beyond that time, coverage ceases with
no remaining value. Term policies are sometimes called “pure” life insurance
because they have value only if the covered risk (death) occurs while the policy
is in effect. They have no savings component, as permanent life policies do.
Parents often buy 15- or 20-year term policies to cover the financial needs of
their children in case they should die while the children are still young. By the
time the term policy ends, the children will be grown and out on their own, so
the parents no longer feel a need to provide for their children.
With decreasing term insurance, the amount of coverage decreases each year

while the premium remains the same. A 20-year decreasing term policy
decreases in coverage each year until the value reaches zero at the end of
20 years. If the insured dies during the first year of the policy, it pays the full
benefit (let’s say $100,000). If the insured dies during the second year, death
benefits decrease to, say, $95,000. So, the coverage of the policy decreases by a
specified amount each year. In contrast, the death benefit on level term
insurance remains constant from beginning to end. Although it can be used for
any purpose, decreasing term insurance is often sold for the purpose of paying
off a mortgage in the event of death. The value of decreasing term insurance
decreases over time as does the principal in a mortgage.
Another type of temporary life insurance is credit life, or some version of it

such as mortgage life insurance. This insurance can be used only to repay a
specific debt should the borrower die before doing so. You can obtain this type
of coverage through the lender. However, in most cases it would be cheaper to
buy term insurance that can be applied to any debt.
Renewable term insurance gives the policyholder the right to renew each year,

without having to pass a physical exam. Premiums increase with each renewal
because the policyholder is older (and the risk of death greater), but the death
benefits remain the same.
Term insurance policies can have additional features, such as optional con-

version to a permanent life policy. Additional features generally raise premiums,
however, and beyond a certain age, term insurance may not be renewable. The
main advantage of term insurance is its low cost.

  VIEW  Points
An insurance agent’s income is
usually based on commissions.
Some people believe that

insurance agents will sell as
much insurance as possible, with

little regard to the actual needs of
their customers. They will encourage peo-

ple to buy permanent insurance with a high face
value as an investment when, in reality, only
temporary insurance is needed to meet tempo-
rary needs. These people believe that permanent

insurance is a poor savings and investing plan.
Others believe that people should carry large
amounts of life insurance as a way to leave an
estate for their heirs. They also feel that perma-
nent insurance is a good investment because it
forces you to save money.

THINK CRIT ICALLY

With which side do you agree? Why? How
much insurance do you think is needed by the
average person of your age?
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Permanent Life Insurance

Permanent life insurance remains
in effect for the insured’s lifetime
and builds a cash value. Cash value
is the savings accumulated in a
permanent life insurance policy that
you would receive if you canceled
your policy. You could also borrow
using your policy’s cash value as
collateral. If you do not repay the
loan, the policy will repay it out of
the death benefit when you die.
Four common types of permanent
life policies are whole life, limited-
pay life, universal life, and variable
life.

n Whole life (also known as
straight or ordinary life) is a
policy for which you pay fixed
premiums throughout your
life, and the policy pays a

stated sum at death to your beneficiary. The amount of your premium
depends primarily on the age at which you purchase the policy. The
premiums are high enough to pay for the death benefit plus contribute to
the policy’s cash value.

n Limited-pay life is a policy on which premiums are limited to a specific
number of years (such as 20 years) or until age 65. At the end of the
payment period, the policy is considered “paid up.” However, you remain
insured for life, and the company will pay the face value of the policy at
your death.

n Universal life combines a savings plan with a death benefit. However,
unlike the others, the premiums and death benefit on a universal life
policy are not fixed. The policyholder can choose to change the death
benefit and the amount or timing of premiums during the life of the
policy. Thus, the face value of the policy can be reduced or raised without
rewriting the policy. The interest rate earned on the cash value varies with
short-term rates in the economy.

n Variable life combines a death benefit with investment options. The
insurer invests part of the premiums in securities chosen by the policy-
holder. Policyholders designate what portion of the net premium (the
amount left over after paying for the death benefits) is to be invested in
stocks, bonds, or short-term money market instruments. Both the death
benefit and the cash value rise (or fall) with the investment results. While
a minimum death benefit is guaranteed, there is no guaranteed cash value.
With some variable life policies, policyholders pay fixed premiums. With
others, the premiums can fluctuate because the interest earned on
investments may be applied to the premiums, thus reducing the amount
the policyholder pays.
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What added benefit does permanent life insurance provide?
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Planning a Career in... Insurance Underwriting

Insurance companies write policies
to protect consumers from financial
loss. Underwriters decide if insur-
ance will be provided to applicants
and under what terms. They identify
and calculate risk of loss, establish
who receives a policy, determine the
right premium, and write policies to
cover the risk.

When underwriters underesti-
mate the risk, the insurance company
pays out excessive claims. When they
overestimate risk, the insurance com-
pany loses customers. Using com-
puters, the underwriters must do a
careful analysis of risk factors to
determine the end decisions.

Underwriters specialize in one
type of insurance: life, health, mort-
gage, or property. Life and health
underwriters specialize in group
or individual policies. Any time
an insurance policy is written, an
underwriter has assessed the risk.

Employment Outlook
l Slower than average employ-

ment growth is expected.

Job Titles
l Insurance underwriters
l Property value analyst
l Group risk analyst

Needed Skills
l College degree preferred,

especially in business and
accounting.

l Good judgment and analytical
and computer skills are
essential.

What's it like to work in. . .
Insurance Underwriting
Stefanie is an experienced group
health insurance underwriter. She
knows how to analyze data for a
group of similarly sized employers
and develop a risk assessment that
will be used to set their annual
premiums.

Stefanie works mostly in her
office at the computer. She uses the
Internet to connect to large data-
bases of information that help her
analyze information on applications.
She also spends time talking to
industry representatives, attending
meetings where the newest trends
in data collection are discussed,
and working with groups of other
underwriters who share and com-
pare techniques and results of pre-
vious analyses.

Stefanie is detailed oriented
and takes the time to do a thorough
and accurate job. She realizes the
importance of assessing risk accu-
rately so that premiums reflect a
positive profitability ratio for her
company. As an accounting major in
college, Stefanie learned the many
ways of preparing ratios and chart-
ing their statistical probabilities.

What About You?
Would you like to work with num-
bers and large amounts of data over
time? Are you analytical, accurate,
and detail oriented? Would you
enjoy working as an insurance
underwriter where you are able
to assess and predict risk?
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27.2

Assessment

KEY TERMS REVIEW
Match the terms with the definitions. Some terms may not be used.

1. The feature that allows a group policy
to be converted into an individual
policy

2. A life insurance policy that remains in
effect for a specified period of time

3. The savings accumulated in a perma-
nent life insurance policy

4. Insurance that provides funds to the
beneficiaries when the insured dies

5. Life insurance that remains in effect
for the insured’s lifetime and builds a
cash value

6. A provision that prevents denial of
coverage after a period of time

7. An insurance plan that makes payments to replace income lost when
illness or injury prevents the insured from working

8. A rider that allows the beneficiary to be paid double the face amount
of the insurance policy in the event of accidental death

CHECK YOUR UNDERSTANDING
9. Why do insurers use mortality tables?

10. How is universal life insurance different from other permanent life policies?

APPLY YOUR KNOWLEDGE
11. Life insurance is designed to protect those left behind when you die. How

much life insurance do you need at this point in your life? How will your
insurance needs change over your lifetime?

THINK CRIT ICALLY

12. Why is it a good idea for people to have disability insurance, even when it
is not available through their employer?

13. Employers often provide group life insurance policies for employees. The
policies are often portable, and employees are allowed to buy additional
coverage. Explain why this is a good idea for many workers.

14. Why do financial advisers recommend term insurance instead of perma-
nent insurance?

a. cash value

b. disability insurance

c. double indemnity

d. incontestable clause

e. life insurance

f. permanent life
insurance

g. portability

h. temporary life
insurance

i. term life insurance
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27

Chapter Assessment

SUMMARY

27.1
n Group health insurance policies provide broad coverage at lower rates

than do individual policies.

n COBRA allows people who leave their jobs to keep their employer-provided
health insurance for a limited time.

n HIPAA limits exclusions for pre-existing conditions and makes it illegal to
deny coverage based on health status.

n A Flex 125 Plan allows employees to set aside money, pretax, to help pay
deductibles, copayments, and other health expenses not covered by
insurance.

n People without a group plan can buy individual health insurance, but they
may have to pass a physical exam.

n Typical health insurance includes basic medical and major medical cover-
age. Some offer dental and vision coverage for a higher premium.

n Unmanaged care plans allow employees to select their own providers and
be reimbursed a percentage of expenses after a deductible. An HSA may
be used in association with a high-deductible medical plan.

n Managed care plans contract with a network of health care providers.
With an HMO, patients must choose providers from within the network. A
PPO is more flexible and allows patients to choose doctors outside the
plan. A POS combines features from HMOs and PPOs.

27.2
n Disability insurance replaces your income if you are injured or ill and

cannot work. Social Security and workers’ compensation insurance provide
some disability insurance benefits.

n Life insurance provides funds to beneficiaries when the insured dies.

n Insurers set life insurance premiums based on life expectancy and death
rates compiled in mortality tables.

n Temporary life insurance remains in effect for a specified time. If the
insured survives beyond that time, coverage ceases with no remaining
value. Term life insurance is the most common type of temporary life
insurance.

n Permanent life insurance remains in effect for the insured’s lifetime and
has a savings component (cash value) as well as a death benefit. Common
types of permanent life policies are whole life, limited-pay life, universal
life, and variable life.
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APPLY WHAT YOU KNOW

1. Interview a person who has recently had surgery or been in the hospital
for several days or longer. Ask this person about the type of services
provided and the approximate cost per day of those services. Ask him or
her how much of the cost was paid by insurance and how much (per-
centage or dollar amount) he or she will have to pay. Write a report on
your findings.

2. Obtain a brochure describing the benefits of a group health insurance
plan. If you don’t know someone who belongs to this type of plan, your
local library and the Internet will have information about group plans.
Write a paper summarizing your findings regarding the types of coverage
available and their provisions for deductibles, copayments, exclusions,
and so on.

3. Search the Internet for information on Medicare. A good place to start is
the government site for Medicare at www.medicare.gov. Find out what
types of medical/hospital/surgical and major medical coverage it provides
and how much of these costs the patients must pay. Then look into
medigap insurance. Based on your findings, do you feel that medigap
insurance is a good value for a person on Medicare?

4. Visit the AARP (American Association of Retired Persons) web site and
describe the products and services it offers to its members, including
supplemental health insurance. Do you see value to these services for
someone who is 50 or older but not yet age 65 and retired?

5. Assuming that you are working full time, are married, and have one
child, prepare an analysis of your disability needs. Select a career that you
would like to have and use a realistic income figure for someone with
one to three years of experience.

6. Examine the list of life insurance needs shown in Figure 27.1. Can you add
anything to this list? Would you delete anything? Prepare a list of life
insurance needs based on your personal situation as you imagine it will
be in ten years.

MAKE ACADEMIC CONNECTIONS

7. Math Compute the out-of-pocket expenses in the following situation.
Tom’s medical insurance will pay 80 percent of the cost of a procedure.
The policy sets an allowable limit for the procedure at $1,000. Tom’s
doctor bills the insurer for $1,300. How much will Tom have to pay?

8. Communication Write a paper about the uninsured and underinsured
in this country. Conduct Internet research to get current statistics. What
can be done to resolve the problem? How can we control medical costs
and make medical care affordable to all citizens?

9. Research Choose a permanent life insurance policy that meets your
needs and decide on the amount of coverage you want. Then, visit an
insurer in person or online to find out more about the policy and its
premiums. Write a report summarizing why you selected the policy and
what you learned about it from the insurer.
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SOLVE PROBLEMS AND

EXPLORE ISSUES

10. Your friend is considering two career opportunities—one in which she
would be an independent contractor and have no benefits provided, and
one in which she would work as an employee of a company and have full
health insurance as well as other benefits. Explain to her the importance
of having health insurance and how her options for insurance might
differ, depending on which of the two career choices she makes.

11. A young couple is a dual-income family. Both have full medical coverage
provided through their employers. They believe that this “double
coverage” will pay off if they get injured or become ill because they
can claim benefits twice. Explain to them the concept of coordination
of benefits for group health insurance policies such as theirs.

12. Your cousin is working but cannot afford to buy an individual health
insurance policy. His employer does not provide a group plan. Explain to
him the importance of purchasing major medical coverage.

13. Your friend Devon is working full time at two jobs in order to make
house payments and buy a new car. His wife Cara is working nights so she
can care for the children during the day. Devon can purchase both short-
term and long-term disability insurance for a small premium ($10 a
month) through his employer’s group insurance plan. Explain to them
the importance of disability insurance.

14. As a young, unmarried person, you are contemplating college next year
and the pursuit of a professional degree that will take six years or more
to complete. A neighbor sells life insurance and wants you to buy a
universal life policy with a $100,000 face value. Explain whether or
not you would consider purchasing this policy. Would you consider
purchasing a different type of policy?

15. You and your spouse are in your mid-twenties. You are expecting your
first child. Both of you are presently working. You hope to buy your
first house in the next few years. Discuss your need for life insurance
and the type of life insurance you would purchase now and five years
from now.

EXTEND YOUR LEARNING

16. Legal Issues It is common practice today for employers to discontinue
health insurance coverage when employees retire. If individuals are 65 or
older, it isn’t usually a problem—they can go on Medicare. But when
people are forced to retire, or they must retire due to health or other
conditions, they may be unable to pay the premiums for an individual
health insurance policy. Thus many older Americans live in fear of
incurring high medical expenses that would drain their savings. Should
employers be required by law to keep retired employees on their group
policies until they turn age 65? What are the likely consequences of such
a law?

For related activities and links, go to www.cengage.com/school/pfinance/mypf
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Carl Michael
Edwards, II

Born August 15, 1979 in Columbia, Missouri, Carl Edwards has a long and
inspiring life in car racing. He grew up in Missouri watching his father (Carl
Sr.) race. Carl Jr.’s career began in 1993 when he started racing four-cylinder
mini-sprints at age 13. During 1994 and 1995, he won 18 races.

Carl attended the University of Missouri and completed his
education degree. He was substitute teaching when he began
racing in NASCAR. His big break came in 2002 when he
competed in seven NASCAR Craftsman truck series events.
In 2003, he was awarded NASCAR truck series Rookie of
the Year. His Rookie of the Year award led to many other
races and wins, followed by honors and points standings at
the end of the racing seasons. His winning racing career
continues today as a driver in the NASCAR Sprint Cup
Series and Nationwide Series.
Edwards learned early the basic principles of risk man-
agement on and off the track. Although Carl was on his way
to a successful car racing career, he realized the importance
of an education and completed his degree. A good education
provides a more secure future. On the track, Carl has
learned ways to reduce risk. He is well trained and practices
year round. His vehicle is checked repeated times to ensure
it exceeds all safety standards. As an expert driver, he does
not take unnecessary chances. Because his sport is physically
demanding, Carl takes care of his health to reduce his
chances of injury.
Carl is also practicing risk management when it comes to
his future. His career path is on a dual track. He has a new

record label, Back40 Records, a company he started in high school. His label
helps local musical artists realize their dream. Carl is giving back to the
community while helping to secure his financial future should he someday
decide to end his car racing career.

THINK CRIT ICALLY

1. What risk management strategies is Carl Edwards using on and off the
track (risk shifting, risk avoidance, risk reduction, risk assumption)?

2. For those who have a high-risk career such as Carl Edwards, which types
of insurance would you recommend? Explain why.

3. Do you think it’s important for successful people to give back to the
community? Why or why not?

UN I T 6 CA S E
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Managing Risk
Overview
In this project, you will apply risk and insurance concepts.
You will also do some further exploring and assessing of
your insurance needs. You’ll learn how to compute the true
cost of insurance, how to file an insurance claim, what to do
if you have an accident, what you can do to reduce health
insurance costs, how to use mortality tables, and how to
build a good lifetime risk management plan.
You will also learn about workplace safety and emergency

planning. Knowing what to do ahead of time will prevent
injuries and lower overall risk to yourself and others.

THE TRUE COST OF INSURANCE
People buy insurance for protection against the risks of financial uncertainty

and unexpected losses. The alternative—being uninsured—may represent
large and undefined risks that can leave you feeling uncomfortable. Since the
alternative of not being insured is often unacceptable, most people are covered
by some type of insurance most of their lives.

UN I T 6 P RO J E C T
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Auto Insurance
Let’s look at automobile insurance first. Your full-coverage policy might offer

these coverages and annual costs:

Liability coverage, 100/300/50 $560

Collision coverage, $50 deductible 180

Comprehensive coverage, $50 deductible 90

Personal injury protection 80

Uninsured/underinsured motorist 60

Towing 15

Total annual cost $985

If you were willing to increase the deductibles, your savings could be con-
siderable. Let’s assume that a $500 collision deductible would reduce the cost
of the coverage in our example by $100 a year. Over a five-year period, your
total insurance costs would be:

Full coverage, $50 deductible: $985 � 5 = $4,925

Full coverage, $500 deductible: $885 � 5 = 4,425

Savings $ 500

In five years, you would have saved enough in premiums to pay a $500 loss,
should it occur. Check your options for saving on insurance premiums.
Calculate the savings over time, and decide whether you would likely save
more in premium reductions than you would likely pay out in losses.
You can also lower your premiums by reducing the limits of liability coverage

from 100/300/50 to your state’s minimum. This method of sharing the risk will
save premium dollars, but you risk greater loss if you are at fault in an accident.
Figure U6.1 illustrates when it would be wise to reduce or drop collision

coverage on your car to save on premiums.

FIGURE U6.1 Reduce or Drop Coverage (Collision)

Assume the annual cost of collision insurance is $180.

The car is new. Keep collision
coverage.

Keep collision
coverage.

Keep collision
coverage.

Reduce collision
coverage.

Drop collision
coverage.

The car is
5 years old.

Car is worth
$3,000 or more.

Car is worth less than
$3,000.

The car is older
than 5 years.

Once a car is worth less than $3,000 in value, look closely at the need for
collision coverage. You might soon pay more in premiums than the car is worth.

Car is antique or has
collector’s value.

Car is worth
$1,000 or less.
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Life Insurance
Let’s now compute the cost of a whole life insurance policy and compare the

results to the purchase of term insurance. To do this, we must use the time
value of money concept—the fact that money will grow over time because it is
earning interest.
Suppose you are age 25 and purchased a $100,000 face value whole life

policy. The annual premium for this policy is $250. The policy will pay a
guaranteed rate of 6 percent (on the policy’s cash value) after the first year. At
the end of the first year, there is no cash value. The entire premium is used to
cover commissions and policy costs. After the first year, a portion of the
premium covers the cost of insurance, and the rest is deposited in a savings
plan. The amount deposited accumulates as cash value.
In the example on the next page, the death benefit remains at $100,000 over a

five-year period. During this time, the cost of insurance rises slightly each year,
leaving a smaller amount of the premium for savings. Assuming the 6 percent
rate holds, the cash value of the policy after five years would be $634.95.

Whole Life Policy

Savings Plan

Year Premium Insurance Cost� Deposit þ Interest Cash Value at Beg. Year

1 $ 250.00 $100.00 $ 0.00 $ 0.00

2 250.00 102.00 148.00 þ $ 0.00 148.00

3 250.00 104.00 146.00 þ 8.88 302.88��

4 250.00 106.00 144.00 þ 18.17 465.05

5 250.00 108.00 142.00 þ 27.90 634.95

Totals $1,250.00 $520.00 $580.00 $54.95 $634.95

As an alternative, you could purchase term life insurance. Assume the term
premiums are the same as the cost of the insurance alone in the whole life
example: $100 (Year 1), $102 (Year 2), $104 (Year 3), $106 (Year 4), and
$108 (Year 5). You deposit the difference between the whole life premium
($250) and the term premium at the beginning of each year in a 6 percent
savings account. That is, you invest $150 in Year 1 ($250 � $100); $148 in
Year 2 ($250 � $102); $146 in Year 3, and so on. With whole life insurance,
the cash value is $634.95. With term insurance, the accumulated value of the
savings account at the end of five years would be $873.79, as shown in
the table on the next page. The difference is $238.84 ($873.79 � $634.95).
In this case, you can achieve a higher savings balance through buying term
insurance and saving on your own.
To practice computing the future value of savings between different policies,

complete Worksheet 1 (Computing Future Value) provided for you in the
Student Activity Guide and also presented for reference on the next page.

* This amount represents only policy costs. Commissions are not included.
**Assume the full premium is paid at the beginning of each year. To compute the interest earned at the end of Year 2,

multiply $148 by 6 percent. Then add the deposits of $148 and $146 to interest earned of $8.88 to derive the Year 3
cash balance of $302.88.
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Invested Savings with Term Insurance Policy

Year Beginning Balance Deposit Interest Ending Balance

1 $ 0.00 $150.00 $ 9.00 $159.00

2 159.00 148.00 18.42 325.42

3 325.42 146.00 28.29 499.71

4 499.71 144.00 38.62 682.33

5 682.33 142.00 49.46 873.79�

HOW TO FILE AN INSURANCE CLAIM
When you have sustained a loss, such as fire damage to your home, you must

file a claim. To receive compensation for the insured property, you must be
organized before you file the claim. First, you should know your policy and its
coverage, limitations, and exclusions.
Keep receipts and other documentation of value. If you own antiques, col-

lectibles, or other items for which you have no receipt, have the items
appraised so that you will have a certificate of authenticated value. Such an
appraisal may cost $100 or more, but it will help you receive the full reim-
bursement due to you when you file a claim.

*The total saved at the end of five years is $873.79.

WORKSHEET 1
Computing Future Value

Assume that you purchased a whole life policy for $100,000 and your premiums 
were $300 a year, with $150 covering insurance and $150 directed to your savings 
plan. The insurance cost increases by $3 every year. You are guaranteed 5 percent 
interest on your savings for the first five years but will not earn interest until the end 
of the second year.

Required:

1. Prepare a table that lists how much total premium you will have paid in five years,  
 total insurance cost for five years, and the balance in your savings portion at the  
 end of five years for the whole life policy. (See table on page 627.)

2. How much would you have had in savings if you had bought a term policy for  
 $150/year (for 5 years) and put the remainder in a savings account at your bank  
 with interest compounding at the rate of 4 percent a year? (See table below.)
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If property is stolen, call the police and fill out a report. Without evidence of
a break-in or a police report as documentation, the insurance company has no
way to verify that the incident took place. Also, you must take ordinary
precautions against theft. If, for example, you leave your car unlocked, the
insurer may not pay benefits for stolen property. You should have good notes
about what was taken, witnesses, time of day, what you observed, and so on.
If property is damaged, you will need to get repair estimates—usually more

than one. Contact your insurer right away and have documentation and notes
ready. The insurance adjuster will take your report and ask you questions. It’s
important to be clear and accurate when supplying information. You must also
take reasonable precautions to avoid further damage. For example, if a storm
creates a hole in your roof, you must cover the hole as soon as possible with
plastic or some other protective covering to avoid rain damage to your home’s
contents. If you do not act quickly to protect your property, the insurer may
not pay for the extra damage.
Complete Worksheet 2 (Insurance Claim Form) provided for you in the

Student Activity Guide and also presented for reference on the next page. It
provides hypothetical information and a sample claim form, similar to one that
your insurer would require you to complete to report property damage.

WHAT TO DO IF YOU HAVE A CAR ACCIDENT
Sooner or later, it is likely to happen to you. Either as a driver or as a

passenger, you may be involved in an automobile accident. Most accidents are
the result of human error. The higher the speed, the higher the likelihood of a
serious injury and damage to property.
If you are involved in an accident, there are several things you must do.

Figure U6.2 lists standard procedures to follow. Your state may have addi-
tional things you should do, or not do, following an accident. You will find

FIGURE U6.2 What to Do If You’re in an Accident

If you are involved in a motor vehicle accident, standard requirements are as follows: 

1. Stop your vehicle, turn off the ignition, and remain at the scene of the accident. If  
 feasible, pull your car to the side of the road so you won’t impede traffic.

2. Get the names and addresses of other drivers, passengers, and witnesses. Make  
 notes of what happened, including time of day, weather conditions, roadway   
 location, signal lights, and so on. Write down vehicle license numbers.

3. Fill out the necessary accident report forms within the time requirements in your  
 state (usually 3 days). Give a copy of the report to your insurance company. Also  
 obtain a copy of the police report, if any.

4. Provide assistance to persons who are injured; seek medical help if needed. Stay at  
 the scene of the accident until all needed information is exchanged and all   
 involved parties leave the scene.

5. Always have your insurance and vehicle registration information with you. Get  
 insurance and vehicle registration information from the other driver; copy it from  
 the documentation rather than taking it down orally.

6. Know the laws of your state. There may be additional requirements where you live.
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this information in your state’s driver’s manual or a similar publication from
the motor vehicles division or licensing department. You should be familiar
with this information before an accident occurs.
Your state has accident reporting forms. Get one and fill it out for a fictional

situation. In most cases, you have only three days (72 hours) to fill out an
accident report once you are in an accident.

WORKSHEET 2
Insurance Claim Form

Directions: Fill out the claim form below based on the following information. The 
insured is Mary B. Ownbey, who lives at 845 Oak Street, Wellington, Ohio 45887. 
Her phone number is (202) 555-0180. Her policy number is KN338-44-2281, and 
her agent is G. Smiley. Her home was broken into sometime between 8 p.m. and   
2 a.m. (Friday evening) while she was away. The kitchen was vandalized (spray 
paint on the walls and eggs thrown on the floor); the carpeting in the dining room 
was stained as well. A police report was filed (Case 95-2288) by Officer K. Bridges. 
There were no witnesses. The walls in the kitchen must be scraped and painted; the 
carpeting must be cleaned or replaced if the stain cannot be removed. The value of 
the damage is estimated at $500. The house was painted last year ($100 for the 
kitchen walls); the carpet was new a year ago ($2,000 for the damaged carpeting). 
Both were purchased at Excel Interiors and she has a receipt. The property is located 
in the home at the above address. Use today’s date.

     Claim No. _________________________

Name of Insured ___________________________________________________________

Address ___________________________________________________________________

___________________________________________Phone __________________________

Policy No. _________________________________Agent __________________________

Describe what happened: ____________________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

Was a police report filed? __________________Case No. ________________________ 
(Attach copy)

Police officer taking report ___________________________________________________

Were there any witnesses? _________________ List their names and addresses:

___________________________________________________________________________

___________________________________________________________________________

Description of property damaged _____________________________________________

Value of property ___________________________________________________________

Date purchased ________________________Purchase price ______________________

Where purchased _____________________________________Receipt?______________

Where is property now located (for inspection)? ________________________________

___________________________________________________________________________

____________________________ ___________________________________________
Date     Signature of Insured
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HOW TO REDUCE HEALTH CARE COSTS
The best way to avoid high medical costs is to stay well. Corporations across

America are realizing the importance of “wellness” programs in an attempt to
keep their employees healthy. Here are some examples of ways to avoid illness
and injury:

n Eat a balanced diet and keep your weight within reasonable limits.
n Avoid smoking.
n Don’t drink to excess.
n Get sufficient rest and relaxation.
n Know your body’s limitations; don’t overdo it, including too much of a

type of activity that could lead to injury.
n Never get in a vehicle where the driver’s abilities are impaired by alcohol,
anger, or any other condition.

n Don’t drive if you have had anything that could impair your ability to
drive, including over-the-counter and prescription drugs.

n Drive carefully; avoid and reduce risks where possible. For example, don’t
drive in freezing rain. If you must drive, use safety devices.

When you do use health care services, there are additional ways to minimize
your costs and your insurer’s costs. Figure U6.3 lists some methods of reducing
health care costs and maximizing the benefit from services that you can use.
Complete Worksheet 3 (Reducing Health Care Costs) provided for you in the
Student Activity Guide and also presented for reference on the next page.

FIGURE U6.3 How to Cut Health Care Costs

When you are the patient, whether or not insurance is involved, you can maximize 
your health care dollars with the following actions:

1. Know your insurance coverage, limitations, and exclusions.

2. Take insurance information with you when visiting a hospital or doctor’s office and  
 when picking up prescriptions.

3. Take a list of questions with you to the doctor. Take notes so you will remember  
 specific answers.

4. Give your doctor information needed to make correct diagnoses. Write down   
 symptoms, relevant past history, what you have done or taken so far, and related  
 information.

5. Ask the doctor about short- and long-term side effects of prescriptions. Read   
 prescription directions and information supplied by a pharmacist and   
 manufacturer.

6. Get second (and third) opinions for any type of surgery or medication with serious  
 risks or potential side effects.

7. Predetermine fees for routine tests and services and look for less expensive   
 providers. For example, have your cholesterol tested at a local clinic rather than the  
 doctor’s office.

8. Use generic medicines when possible.

9. Be cautious and ask lots of questions. Remember: You are in charge of your health,  
 and the doctor is there to assist you, not the other way around. Take charge of  
 your own life, nutrition, and lifestyle and know what it takes to stay healthy and  
 strong.
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LIFE EXPECTANCY AND MORTALITY TABLES
In a current edition of an almanac, you will find both life expectancy tables

and mortality tables. For example, a person born in 2004 is expected to live
75.2 years (males) or 80.4 years (females). For a person who was 40 in 2004,
life expectancy was another 38.0 years (males) or 42.1 years (females).
Another table shows life expectancies over time. For example, in 1920, the

average life span was 54.1 years (53.6 for men and 54.6 for women). By 1970,
the average life span had risen to 70.8 (67.1 for men and 74.7 for women).
Life expectancy and mortality tables are used by insurance actuaries in setting

life insurance premiums. A mortality table matches age with a mortality rate and
sets a premium accordingly. Figure U6.4 is part of a mortality table from the
American Council of Life Insurance. Use this table to complete Worksheet 4
(Using Mortality Tables) provided for you in the Student Activity Guide and also
presented for reference on the next page.

WORKSHEET 3
Reducing Health Care Costs

Directions: Answer the following questions about ways you can reduce health 
care costs.

1. Do you eat well-balanced meals and exercise regularly?

2. Do you get sufficient rest and relaxation?

3. Do you know your health insurance coverages, limitations, and exclusions?

4. Do you use generic prescriptions when possible? (Generic drugs are less  
 expensive versions of brand-name drugs. Because there is no advertising or  
 other expenses of mass marketing, the cost is lower.)

5. Do you shop around for the best prices for (a) dental work, (b) vision care  
 and glasses, (c) prescriptions, (d) charges for office visits, and (e) supplies,  
 vitamins, and other health care purchases?

6. List some things you and your family can do to reduce health care costs.

7. Explain why it is important to ask questions when you visit your doctor.
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FIGURE U6.4 Partial Mortality Table

Life
Expectancy

(Years)  
Deaths

per 1,000Age

25
30
40
45
50
55
60
65
70

1.11
2.33
3.21
4.58
5.86
8.44

12.88
17.22
26.10

59
48
37
33
28
21
18
15
13

WORKSHEET 4 
Using Mortality Tables

Directions: Based on the mortality table above, answer the following questions:

1. At the bottom of the Life Expectancy column, what does the number 13 mean?

2. On average, people who are 50 years old now could be expected to live to be  
 what age?

3. In the Deaths per 1,000 column, what does the number 1.11 mean?

4. In a group of 10,000 people, all age 40, an average of how many could be   
 expected to die in the next year? 
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A PERSONAL INSURANCE PLAN
As you make choices about the type and amount of insurance you will buy,

keep the following guidelines in mind:

1. To avoid billing fees, you can have premiums deducted automatically
from your checking account. You may also be able to pay online. When
you pay monthly, your fees are the highest (for most car insurance pol-
icies). If you can pay premiums quarterly or semiannually instead, you
may be able to reduce or avoid those fees. For life insurance, premiums
may be monthly, quarterly, or annually. Making annual payments may
also reduce your cost.

2. Read the policy carefully. If you discover a clause you do not understand,
call your agent for clarification.

3. Review your policies regularly to see if the coverage meets your needs. As
your family situation changes, you might wish to modify your life
insurance coverage. As your car gets older, you should consider dropping
collision insurance.

4. Consider carefully the outcome of switching insurers or changing policies.
If you do, be sure you are approved for the new insurance—and that it is
correct as represented—before dropping your old insurance.

5. Get to know your insurance agent. Use his or her expertise. Ask lots of
questions and be sure you understand all coverages, limitations, exclu-
sions, and so on. Discuss your changing needs and get his or her rec-
ommendations, but make your own decisions.

6. Don’t hold on to policies or companies for sentimental reasons. Be a wise
comparison shopper. When you are certain you can do better with
another company and have taken proper precautions, move forward to
secure a new policy. For example, you may find better rates through a
professional organization or other group, such as a credit union. For
drivers over 50, AARP provides very competitive rates. It is able to do so
because it represents such a large group of safe drivers.

7. Don’t keep overlapping policies with the hope of making a quick profit
off insurance claims. Group policies require coordination of benefits.
Private policies that overlap coverage in a group policy can be very
expensive.

8. Use deductibles wisely! By paying the first part of an expense yourself, you
can save a bundle on insurance rates.

9. Keep your insurance up to date. Pay premiums promptly and take
advantage of any discounts. Ask regularly about what new discounts, such
as discounts for nonsmokers, are available to reduce premiums.

10. Consider risk management strategies of risk avoidance, risk assumption,
and risk reduction. As you experience life changes, such as having a
family, your risks, and thus your insurance needs, will change. For
example, you might choose to save premium dollars by reducing your
collision or comprehensive coverage on your car while increasing your
coverage for term life insurance.

To review what you have learned about preparing a personal insurance plan,
complete Worksheet 5 (Personal Insurance Plan) provided for you in the
Student Activity Guide and also presented for reference on the next page.
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WORKSHEET 5
Personal Insurance Plan

1. Explain the purpose of each of the following types of insurance.

 a. Homeowner’s insurance

 b. Automobile insurance

 c. Liability insurance

 d. Health insurance

 e. Disability insurance

 f. Life insurance

2. Based on your current situation, what types of insurance do you currently   
 purchase?

 a. Homeowner’s insurance

 b. Automobile insurance

 c. Liability insurance

 d. Health insurance

 e. Disability insurance

 f. Life insurance

3. How do you anticipate that your need for each of these insurance coverages
 will change in the next five years?

 a. Homeowner’s insurance

 b. Automobile insurance

 c. Liability insurance

 d. Health insurance

 e. Disability insurance

 f. Life insurance

4. List several guidelines for building a plan for purchasing all types of insurance.
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WORKPLACE SAFETY
Americans spend a large percentage of their time at work, yet work is often one

of the most dangerous places to be. Workplace injuries are common, and they
are often caused by carelessness, lack of proper training, lack of proper equip-
ment, and lack of understanding what to do when an emergency happens.

Preventing Work-Related Accidents
All workers are entitled by law to a safe place to work. This includes safe

working methods and safety training. Workers’ compensation costs are par-
tially based on the safety record of the company. Having a safe workplace and
reducing the number of accidents or injuries will benefit both workers and the
company.
Safety begins with good work attitudes. Safety is part of everyone’s job. All

workers must understand safety needs and make safety a priority. Major work-
related accidents, injuries, and illnesses are related to the following factors:

n Unsafe working conditions
n Hazards that can lead to injuries of some or all workers
n Tasks that require constant focus to prevent injuries
n Machinery, equipment, or other conditions that require well-developed

skills and training
n Carelessness of workers
n Failure to use safety equipment
n Lack of awareness of dangers
n Not knowing how to avoid and reduce risks
n Lack of a practiced and workable emergency plan

Where potentially dangerous conditions exist, workers must know and
appreciate the risks that are involved. Safety training should be required for all
employees, even though they may not be directly involved with dangerous work.

An Emergency Plan
An emergency plan is a vital part of safety. An effective emergency plan

provides for the safety of workers, employees, visitors, and others. A good
emergency plan has the following components:

n Detailed steps to follow in an emergency
n A list of who is responsible for each activity
n A list of who has backup roles
n A secondary plan in case the first course of action fails
n A data backup system
n A process to communicate status inside and outside the company
n Practice drills so that everyone will know what to do in case of a real

emergency

Emergency plans should be in writing and shared with everyone. If special
training is required, it should be completed and practiced regularly.
Sometimes a safety committee draws up and tests the plan. A safety committee

should have representatives for each part of the plan and from each part of the
organization. For example, if the organization is a high school campus, every
building, floor, or other subunit should have representation.
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Emergency plans should include both “expected” events such as windstorms,
fire, and freezing conditions and “unexpected” or nonroutine events such as
bomb threats, explosions, shootings, or terrorist acts. When companies (as well
as families) focus on what could happen, they can identify weak points and
take needed steps to take all possible precautions.
Figure U6.5 is an emergency plan for a family in the event they lose power

and can’t go for help. It is suggested by FEMA (Federal Emergency Man-
agement Agency) that all families have such a plan and be able to survive on
their own for at least a week.

FIGURE U6.5 Emergency Plan (for Inclement Weather)

Event: • Weather or other event that leaves us without power (electricity
  or gas) for a week and also prevents us from driving or walking
  to get food and water.

What • Close up the house to preserve as much heat as possible.
to do: • Use blankets and a wood-burning fireplace for heat.
 • Move everyone into one room to share the warmth.

What • Food for seven days, to include canned food (tuna, beans, and
to have:  other items that are not perishable)
 • Dry pet food in sacks
 • Water for seven days
 • Firewood; Pres-to-logs for fireplace fuel
 • Blankets
 • Flashlights, candles, and matches
 • Emergency supplies in case of injuries (bandages, antiseptic)
 • Battery-powered radio
 • Extra batteries

Notes: • Food has to be rotated to make sure it is fresh and edible.
 • Batteries have to be rotated to be sure they are good.

Unit 6 Project 637

Copyright 2010 Cengage Learning, Inc. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.


	Chapter 27: Health and Life Insurance
	27.1: Health Insurance
	27.2: Disability and Life Insurance
	Assessment
	SOLVE PROBLEMS AND EXPLORE ISSUES
	UNIT 6 CASE: Carl Michael Edwards, II
	UNIT 6 PROJECT: Managing Risk




