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What is a Force Majeure?

Afforce majeure clause frees both parties in a contract
from fulfilling their obligations in the event of some

catastrophic or unexpected occurrence.

In French, force majeure means “greater force.” Such
clauses are intended to help parties when something
unavoidable happens that disrupts life and makes
routine responsibilities, like paying a mortgage,
impossible. They are key tools commonly used in

contracts.

A typical example of a force majeure clause is found
in many mortgage contracts. If a fire, flood or lightning
strike destroys the house, the clause can relieve the

homeowner from her obligations.

Other events beyond the control of parties in a contract
could be earthquakes, droughts, explosions, hurricanes
or other weather disturbances sometimes called acts of
God. The effects of Hurricane Katrina in 2005 served
as a reminder of how difficult fulfilling the obligations

of a contract can be in the face of a natural disaster.

Some contracts may include war, acts of terrorism, civil

disorder or labor strikes in a force majeure clause.

Many courts will interpret force majeure clauses strictly
by the occurrences or events they list. It's important to

provide clear definitions of what the clause covers.
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By: Maher Sinjar

The challenge of Customer Satisfaction

At renewal time, most of insurers pay special attention
to their old experience and relationship with their
actual insurance companies; in a particular way; they
review their claim history to see if they got the correct
insurance coverage or they needed more.

Without insurers’ satisfaction, the relationship with an
insurance company will be subject to many factors
which could affect positively or undesirably this
relationship as follows :

® Lack of correct customer care.

* Weaknesses in applied Quality management
system.

e Claims payment service.

e Unsatisfied Insurer history.

* Negative broker or agent role.

* Rival competitive environment.

* Uncompetitive rate (insurance price).

® Etc.

Consequently; most insurance companies are working
today on overtaking this challenge and enhancing
their customers’ satisfaction through using various
approaches such as:

® Increasing access to insurance products through
special techniques such as using phone applications

or electronic web sites.

e Bridging up an exceptional relationship with their
customers.

e Customizing their products to meet customers’ needs
and requirements.

® Increasing the number of branches to be near their
customers.

® Working on different types of agreements with
banks in order to enhance their insurance portfolio,
increase access to insurance and clients’ satisfaction.
The results of customers’ satisfaction could exceed the
expectation of insurance companies because of the
following reasons:

® |t is a primary indicator of customers’ loyalty.

® |t is a point of differentiation.

e Stability of insurance portfolio.

* Low customers complaints.

® Increasing of revenue.

Today, all insurance companies aspire to build up
sound customers’ satisfaction indicators which reflect
their image, brand and improve their annual turnover
especially in a competitive work environment.
Finally, Clients’ satisfaction became one of the main
indicators used worldwide for rating companies

regardless of the types of their activities.
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to a The Bishop Company LLC report. If an underlying
index returns %20, a policyholder may only realize a

%10 to %12 return with these caps in place.

POTENTIAL HIDDEN DANGERS

Indexed universal life insurance policies are subject
to unique dynamics given their use of stock options.
Under the Black-Scholes model, stock options are
priced based on, among other things, interest rates
and the volatility of an underlying index. Option
prices increase when market volatility rises, which
could leave less money to purchase options and result
in higher fees or less-aftractive caps.

The use of stock options also eliminates dividends from
any index return calculation, which usually account
for %2 to %4 of total market return. Without these
returns, policyholders may generate a lower return
than the benchmark indexes, which is an important
consideration over the long run, where compounding
returns on small percentages makes a big difference.
Finally, the performance of financial assets depends
largely on market timing. For example, someone
establishing an UL during the economic recovery may
have realized their full cap returns over the ensuing
five years, but those establishing the policy in 2007
may have realized no returns for the first several years
of their policy, which can be quite costly relative to

guaranteed fixed rate ULs.

HIGHER COSTS & EXPECTATIONS

Most indexed universal life insurance policies have
considerably higher expenses, since they must
develop and maintain complex derivative portfolios.
In a study evaluating 15 different carriers over a 45
year period, the cumulative policy charges per 1$
million of net amount at risk was %45 higher in IUL
policies relative to UL policies — costs that are usually

passed on to consumers.

Often times, these higher costs may not be fully
reflected in aggressive assumptions that are often
presented in the sales literature. The fact that many
policies are sold based on accumulating cash value
rather than guaranteeing benefits — presumably the
point of life insurance — signals the height of the
disconnect and lofty expectations when convincing
individuals to purchase IULs.

Financial advisors and individuals should be keenly
aware of these costs and expectations when evaluating

their options.

REDEEMING QUALITIES

Indexed universal life insurance policies may have
many <gotchass> and concerns, but there are still some
reasons to consider them. When using in the right
situation with reasonable expectations, some clients
could benefit from the potential for greater returns if
they aren't relying as much on the guaranteed income.
The greater flexibility also has numerous timing-related
benefits.

Some IULs also come with guaranteed contractual
benefits through riders, which can actually provide
guaranteed benefits that are comparable to general
account products. The key is carefully reading through
the literature and using the right calculations to
determine exactly what the assumptions are, if they
match the advisor's assumptions, and what those

mean for the client.

THE BOTTOM LINE

There are many risks that financial advisors and
individuals should consider before purchasing an
IUL — including some sneaky risk factors that may be
difficult to identify. By properly vetting these policies
beforehand, these parties can avoid entering into

contracts that could prove costly over the long run
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”rsal Life insurance policies come in many

rent flavors, ranging from low-risk fixed rate to
higher risk variable models. Of course, the trade-off is
that fixed rate models have lower returns and variable
models involve the potential for a decline in value.
A new rapidly growing type of policy promises to
offer the benefits of both worlds — equity-like returns

without the risk.

According to LIMRA Insurance Research, indexed
universal life insurance policy premiums increased
%23 in 2014, representing the majority of all universal
life premiums at %52 and %20 of all individual
life premiums.Financial advisors and individuals
considering such plans should take note of several
risks, however, when considering indexed universal
life policies that may not be immediately obvious on
the surface.

In this article, we'll take a look at some risks associated
with indexed universal life when being considered by

both financial advisors and individuals.

Indexed

Universal

Life Policies:
Watch
These Risks

UNDERSTANDING IUL POLICIES
Indexed

policyholders the option to allocating all or a portion

universal life insurance policies give
of their net premiums (affer expenses) to a fixed or
indexed account. While the fixed accounts works by
crediting interest at a stated interest rate, the index
accounts credits interest based on the performance of
an underlying index with a floor of %0 return and a
cap rate and/or participation cap on the return.
The dynamics of indexed universal life policies begin
to get a bit murkier when looking at how the index
exposure is built. Rather than purchasing equities
outright, the insurance company typically enters into
options confracts using some portion of the policy
premium, which enables them to pass on the upside
gains without the downside losses — but at the cost of
an additionalcounterparty risk.

Many insurance companies provide minimum cap
rates of between %1 and %4 and participation rates of
around %50, although some provide non-guaranteed
cap rates of around %10 to %14 and participation

rates in excess of %100 in sales materials, according
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Guild Coverage

In the dark and middle ages, most craftsmen were
trained through the guild system. Apprentices spent
their childhoods working for masters for little or no pay.
Once they became masters themselves, they paid dues
to the guild and trained their own apprentices. The
wealthier guilds had large coffers that acted as a type
of insurance fund. If a masterss practice burned down, a
common occurrence in the wooden hovels of medieval
Europe, the guild would rebuild it using money from
its coffers. If a master were robbed, the guild would
cover his obligations until money started to flow in
again. If a master were suddenly disabled or killed, the
guild would support him or his widow and family. This
safety net encouraged more and more people to leave
farming and take up trades. As a result, the amount of
goods available for trade increased, as did the range
of goods and services available. The style of insurance
used by guilds is still around today in the form of «group
coverage». (To discover the basics to insurance.)
Dangerous Waters

The practice of underwriting emerged in the same
London coffeehouses that operated as the unofficial
stock exchange for the British Empire. In the late 1600s,
shipping was just beginning between the New World
and the old as colonies were being established and
exotic goods were ferried back. A coffeehouse owned
by Edward Lloyd, later of Lloydss of London, was the
primary meeting place for merchants, ship owners
and others seeking insurance. (To read more about the
history of the stock exchange .

A basic system for funding voyages to the new world
was established. In the first stage, merchants and
companies would seek funding fromventure capitalists.
The venture capitalists would help find people who
wanted fo be colonists, usually those from the more
desperate areas of London, and would purchase
provisions for the voyage. In exchange, the venture
capitalists would be guaranteed some of the returns
from the goods the colonists would produce or find in
the Americas. It was widely believed that you couldnt
take two left turns in America without finding a deposit
of gold or other precious metals. When it turned out that

this wasnst exactly true, venture capitalists still funded

voyages for a share of the new bumper crop: tobacco.
After the voyage was secured by venture capitalists, the
merchants and ship owners would go to Lloydss and
hand over a copy of the shipss cargo to be read to the
investors and underwriters who gathered there. The
people interested in taking on the risk for a set premium
would sign at the bottom of the manifest beneath the
figure indicating what share of the cargo they were
taking responsibility for (hence, underwriting). In this
way, a single voyage would have multiple underwriters,
who would try to spread their risk as well by taking
shares in several different voyages.

By 1654, Blaise Pascal, the Frenchman who gave
us the first calculator, and his countryman Pierre de
Fermat discovered a way to express probabilities and,
thereby, understand levels of risk. Pascalss triangle led
to the first actuary tables that were, and still are, used
when calculating insurance rates. These formalized the
practice of underwriting and made insurance more
affordable.

Fire and Plague

In 1666, the great fire of London destroyed around
14,000 buildings. London was still recovering from
the plague had that ravaged it a year earlier, and
many survivors found themselves without homes. As a
response fo the chaos and outrage that followed the
burning of London, groups of underwriters who had
dealt exclusively in marine insurance formed insurance
companies that offered fire insurance. Armed with
Pascal>s triangle, these companies quickly expanded
their range of business. By 1693, the first mortality table
was created using Pascalss triangle and life insurance
soon followed. (To keep reading about insurance .
The Slow Exodus to America

Insurance companies thrived in Europe, especially after
the industrial revolution. In America, the story was very
different. Colonists> lives were fraught with dangers that
no insurance company would touch. As a result of lack
food, wars with indigenous people and disease, almost
three out of every four colonists died in the first 40 years
of settlement. It took more than 100 years for insurance
to establish itself in America. When it finally did, it
brought the maturity in both practice and policies that
developed during that same period of time in Europe.
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The History Of Insurance

[frisk is like a smoldering coal that may spark a fire at any moment,
then insurance is our fire extinguisher.

Countries and their citizens need something to spread risk among
large numbers of people and to move risk to entities that can
handle it. This is how insurance emerged.

King Hammurabi>s Code

The main concept of insurance - that of spreading risk - has been
around as long as human existence. Whether it was hunting giant
elk in a group to spread the risk of being the one gored to death
or shipping cargo in several different caravans to avoid losing the
whole shipment to a marauding tribe, people have always been
wary of risk.

The first written insurance policy appeared in on a

Babylonian obelisk monument with the code of King Hammurabi

carved into it. The «<Hammurabi Code» was one of the first forms
of written laws. These ancient laws

but it offered basic insurance in that a debtor didnst have to pay
back his loans if some personal catastrophe made it impossible

(disability, death, flooding, etc.).
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What is the difference between
underwriting and investment income for an
insurance company?

Underwriting and investing are two different methods an insurance company uses to generate income. The
underwriting income is the profit generated by an insurance company from its underwriting business, while

investment income is profit from investing in the financial markets.

The underwriting income is the profit generated by an insurance company by charging a fee, or premium, for
the risk it takes on when accepting a liability and insuring the party over a specified period of time. Underwriting
income is calculated as the difference between an insurance companyss earned premiums and its expenses,

claims and any dividends paid out when settling policies.

Contrary to underwriting income, investment income is the income an insurance company generates from its
capital gains, dividends and other investment activities related to the purchase and sale of securities. While
underwriting income is the profit generated from an insurance company»s operations, investment income is the

profit generated from its investments in financial markets.
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* Suicidal Accidents: Just as financial hardship can
lead otherwise rational people towards murder, the
same factors can lead people to commit suicide in
a way so it looks accidental. This constitutes fraud
in that it is an intentional act for the purpose of
collecting the insurance proceeds, and would not
have occurred if those proceeds did not exist. This
can be a very difficult one to detect, as the medical
examiner has final say in accidental death. Even if it
is clearly a suicide, the claim centers on the state of

mind, rational or not, at the time of suicide.

* Faking Death or Disability: Many life insurance
policies have riders for disability, creating the
temptation to fake one to get the payout. However,
some people take it a step further and fake their
own deaths. In both cases, the fraudster has to deal
with the possibility of being discovered through an
investigation.

The Cost of Insurance Fraud

Just as there are two main types of life insurance
fraud, there are also two consequences. When
people engage in buyer fraud, it raises the cost
of insurance. The reason for this is very simple;
insurance companies are really good at modeling,
so they tweak their models to account for buyer
fraud and then spread that cost across all their
policyholders. In a very real way, every person who
tries fo stick it fo the insurance company, ultimately
makes your policy cost more.

In contrast, seller fraud can potentially hurt just the
select few that experience it. It is, in every essence
of the word, bad luck. However, on the whole, every
time the insurance company you invest in treats

someone badly, it loses business to a company with

a better reputation and controls on the agents. As an
investor, you will be tempted to move your capital to
the better performing company, thus punishing seller
fraud in a roundabout way. The internet has also
helped reduce seller fraud, as many shady ouffits
and practices become exposed sooner in the game.

The Bottom Line

Insurance is a business that is built on risk analysis
and probabilities. Every instance of insurance fraud
puts pressure on the business, whether seller or
buyer fraud. For this reason, many companies build
generous contingency funds to protect them against
fraud, as well as other unforeseen events. While
this is good from the investorss perspective, it does
unfortunately lead to your personal life insurance
premiums being higher than they otherwise would

have been, in a more honest world.
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outright frauds are a type of boiler room operation,
where a team of high-pressure scam artists dial likely
victims to sell them false policies. Unfortunately, the
fraud isnst usually discovered until someone tries to file
a claim on the policy their family member thought was

in effect, in the event of his or her death.

® Premium Theft: The premium theft scenario is when
the insurance rep accepts premiums, but doesnst
submit them to the company underwriting the policy,
thus invalidating the policy. In this case, the agent
essentially pockets the money. Premium theft has
become less of an issue as more companies have
moved towards direct deposit models, but it is still

possible in some cases.

e Churning: Churning refers to a situation where the
insurance rep advises the customer to cancel, renew
and open new policies in a way that is beneficial to
him or her, instead of beneficial to the client. This
type of insurance fraud often targets seniors and is
driven by the agenbs desire for larger commissions.
Churning keeps a portfolio constantly in flux, with the

primary purpose of lining the advisors pockets.

e Over or Under Coverage: Similar to churning,
under or over coverage occurs when an insurance rep
convinces customers to buy coverage they donst need,
or sells a lesser policy and represents it as a complete
policy. In either case, the rep is trying to maximize
commissions and ensure the sale, rather than focusing
on meeting the clientss needs.

Types of Buyer Fraud

Buyer fraud also comes in a number of different flavors,
but they all center around a theme of dishonesty. Basic

types of buyer fraud include:

e PostDated Life Insurance: Post-dated life insurance
refers to a policy that has been arranged after the
death of the person being insured, but appears to
have been issued before death. This type of fraud is
usually carried out with the help of an insurance agent.
It is also one of the easier types of fraud for insurance
companies to detect, because record keeping has

become more stringent.

* False Medical History: Falsifying medical history
is one of the most common types of insurance fraud.
By omitting details such as a smoking habit or a
pre-existing condition, the buyer hopes to get the
insurance policy for cheaper than he or she would

have otherwise been able.

* Murder for Proceeds: There are two versions of the
murder for proceeds fraud. In the first, the insured
doesnst know they are insured and are understandably
surprised to be murdered. In the second, the policy is
legitimate and was taken out in better times, however,
financial hardships lead the perpetrator to decide
that killing his or her spouse/family member/business
partner, for the money, is the best way out of the

problem.

* Llack of Insurable Interest: As with murder for
proceeds, insuring people you shouldnst be insuring,
in hopes that they will die, constitutes fraud. Insurance
is founded on the idea of protecting people from
financial loss, so using it to gamble on lives for
a financial gain is a perversion of the system. This
includes viatical settlements, which combine non-
insurable interest with falsified policies taken out on

the terminally ill.
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What You Need
To Know About
Insurance Fraud

Whether you are a policyholder or a shareholder in
an insurance company, insurance fraud affects you.
The field of insurance is wide and fraud exists in every
area. Therefore, in this article we are going to focus
in on one of the most important types of insurance —
life insurance. We will look at the major types of life
insurance fraud and how they affect your bottom line.

It Takes Two to Tango

Insurance fraud comes in two main categories: seller
fraud and buyer fraud. Seller fraud occurs when the

seller of a policy hijacks the usual process, in a way
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that maximizes his or her profit. Buyer fraud occurs
when the buyer bends the process to obtain more
coverage, or claim more cash, than he or she is rightly
entitled fo.

Types of Seller Fraud

There are many variations of seller fraud, but they all

center around four basic types. These are:

® Ghost Companies: In the ghost company scenario,
policies are issued and premiums accepted from
policyholders, but the company underwriting the

policy ismst legitimate and often doesnst exist. These
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