Chapter 15

Additional Case Studies

The Butterfields Case: An Insurance Planning Case Study

Case Questions

1.
Which of the following is true if Haley closes her accounting firm to join a large consulting company this year?

a.
HIPAA rules guarantee that her new employer will immediately pay for any pre-existing conditions she might currently have.

b.
She will need to continue her current insurance coverage under COBRA provisions.

c.
She will be required to drop her current coverage through John’s employer if she accepts insurance through her new employer.

d.
She may remain on John’s health insurance policy until she is fully covered under her new employer’s insurance plan.

2.
If John, Haley, and Naomi were involved in an accident that required medical care, how much will their health insurance pay given the following expenses: John $1,800; Haley $3,700; Naomi $4,200?

a.
$1,750

b.
$7,160

c.
$7,950

d.
$8,950

3.
An HO-3 policy (Special Form) with no endorsements excludes which of the following perils?

a.
Flood

b.
Fire

c.
Collapse caused by a covered peril

d.
Weight of Ice

e.
Volcanic Eruption

4.
If the Butterfields suffer a $47,000 homeowner’s loss due to fire, how much will the insurance company pay on the claim?

a.
$45,193

b.
$45,693

c.
$46,500

d.
$47,000

5.
The Butterfields recently lived through a major wind storm. The experts said it was not a tornado, but John and Haley would argue otherwise. Their home was terribly damaged. It has been estimated that it will cost $250,000 to fix the house. Excluding listed deductibles and co-payments, how much must the Butterfields pay out-of-pocket towards the repairs?

a.
$0

b.
$500

c.
$5,000

d.
$7,500

6.
The Butterfields may be able to reduce their automobile insurance premiums by taking which of the following discounts?

a.
A good student discount

b.
A multi-car discount

c.
A farm use discount

d.
Both a and b

7.
Which of the following statements is (are) true about the Butterfields’ PAP?

I.
They are covered if injured while driving someone else’s car

II.
They are covered while driving either the Honda or Toyota

III.
They are covered if they rent off-road motorcycles to tour the desert while on vacation

a.
I only

b.
II only

c.
I and II only

d.
I, II, and III

8.
During a recent thunderstorm, the Butterfields’ Honda Accord received $2,300 in damage from hail. How much will their PAP pay for this claim?

a.
$0

b.
$2,050

c.
$2,200

d.
$2,300

9.
Haley is worried that her oldest son, Troy, will be without health insurance after he graduates from college in a few years. Which of the following are realistic insurance options for Troy once he graduates?

I.
Extend his current coverage through a COBRA extension

II.
Purchase insurance through an offshore Asian state-sponsored high risk pool

III.
Purchase insurance through a private company

a.
I only

b.
I and II only

c.
I and III only

d.
II and III only

e.
I, II, and III

10.
Which of the following risk management recommendations are most appropriate to help the Butterfields manage their risk exposures?

I.
Purchase an excess liability insurance policy

II.
Decrease their homeowner’s coverage to 80% of the home’s value

III.
Eliminate collision coverage on the Toyota

IV.
Purchase an endorsement to cover their art collection

a.
I and III only

b.
II and IV only

c.
II and III only

d.
I and IV only

11.
Which of the following strategies can the Butterfields use to increase their current discretionary cash flow situation?

a.
Increase the deductible in their PAP policy.

b.
Purchase an umbrella liability insurance policy.

c.
Decrease the deductible in their HO policy.

d.
All of the above.

12.
The Butterfields are not sure if they are paying an appropriate premium for their universal life insurance policy. Which statement shown below is true in relation to this concern?

a.
The universal life policy is fairly priced according to the Yearly Price per Thousand formula.

b.
Even though the Yearly Price per Thousand formula states that the policy is over priced, given Haley’s health status, she should hold the policy because she probably will not qualify for another policy.

c.
Even though the universal policy is expensive, they should not replace it because the cost is less than two times the Yearly Price per Thousand formula benchmark price.

d.
Haley should replace the universal policy because, according to the Yearly Price per Thousand formula, the cost is more than two times the benchmark price.

13.
Haley would like to know the difference between variable life insurance and universal life insurance. Which of the following statements is most accurate in describing the difference?
a.
Variable life insurance uses sub-contracts that are invested to generate a guaranteed rate of return.
b.
Universal life insurance uses a fixed mortality charge, while variable life insurance does not.
c.
Variable life insurance has a death benefit that varies, while universal life insurance only provides a fixed death benefit.
d.
Universal life insurance provides a crediting rate based on the insurance company’s general account subject to a minimum guarantee, while variable life insurance uses sub-accounts that can fluctuate based on market returns.
14.
Which of the following statements best describes the Butterfields’ disability insurance need at this time?

I.
John has adequate long-term disability coverage

II.
John does not have adequate short-term disability coverage

III.
Haley does not need disability coverage at this time

IV.
John has adequate short-term disability coverage

a.
II only

b.
I and IV only

c.
II and III only

d.
II and IV only

Discussion Points and Questions ( Please create a separate Word document to answer each of these questions)
1.
Briefly summarize the relevant facts of the case relating to insurance planning.
2.
If the Butterfields were going to purchase additional life insurance what type of policy, what face value, and what riders would be most appropriate given their age and need?
3.
Explain the advantages and disadvantages of having John purchase additional life insurance through his employer.
4.
Describe the 80% co-insurance rule and report to the Butterfields how this rule affects their homeowner’s coverage.
5.
What actions can the Butterfields take to reduce their insurance premiums while maintaining adequate coverage in terms of liability and property coverage?
6.
Explain why the Butterfields should consider purchasing an excess liability insurance policy.
7.
Describe the purpose of long-term care insurance and indicate if and when the Butterfields should consider purchasing this type of insurance.
8.
Report on the advantages and disadvantages associated with the Butterfields’ current health insurance policy.
