Behind the Promise:

How Life Insurance
Really Works

Life insurance is built around a remarkably simple promise:
Provide financial protection to the people who depend on you
when you’re no longer there.

But how can a company make a financial promise today that may not
be fulfilled for 30, 40, or even 50 years?

Behind every policy is a carefully structured system of underwriting, actuarial analysis, financial reserves,
and consumer protections. Together, these elements help life insurers price coverage equitably, prepare for
future claims, and keep promises that can last for generations.

Underwriting: Understanding the Risk
When someone applies for life insurance, the insurer evaluates
factors that help determine the individual’s risk profile.

Depending on the policy and amount of coverage, that may include
age, health history, occupation, lifestyle, and other relevant risk
factors. Certain amounts of coverage may also involve medical
records, laboratory testing, or a medical examination. Underwriting
helps insurers determine eligibility for coverage and establish a
premium appropriate to the risk being insured.

Many life insurers offer smaller policies to help individuals and families cover end-of-life expenses
such as funeral costs, pay off minor remaining debts, provide a small financial cushion for
dependents, or cover short-term income-replacement needs. These smaller policies are often issued
with minimum, if any, underwriting to keep costs low for those who wish to purchase them.

Actuarial Science: Turning Risk Into Math

No one can predict exactly how long an individual will live. But actuaries can analyze mortality
experience across large populations and use statistics, probability, and other data to estimate risk
and life expectancy. Those calculations are fundamental to establishing appropriate premiums and
helping insurers prepare today for benefits they may pay decades from now.



Contestability: Protecting the Promise

The promise of a life insurance policy depends on the applicant
providing accurate information. That's why policies include a
two-year contestability period, as required by Texas and most
other states.

If a claim is filed during this period, the insurer may review
the application for significant inaccuracies or omissions and,
subject to applicable law, determine whether they affect the
policy or claim.

The contestability clause gives insurers a limited window to investigate and address fraudulent
or material misrepresentations. If the insurer determines that the applicant included fraudulent
or material misrepresentations in their application, the policy may be rescinded with premiums
refunded to the policyholder.

The two-year contestability period balances accountability with certainty. It gives insurers a limited
time to identify significant inaccuracies in an application while assuring policyholders and their
beneficiaries that, after that period, the policy generally cannot be challenged based on the
original application.

Investing for the Long Term

Life insurance is a long-term business. Premiums
collected today may help support benefits that won’t
be paid for decades. While maintaining the reserves
and capital required to meet their obligations,

life insurers invest assets with those long-term
commitments in mind.

Those investments also put capital to work in
communities across Texas. Life insurers have
$710 billion invested in the Texas economy,
including stocks and bonds that help finance
businesses, as well as mortgage loans supporting
homes, farms and commercial properties. In fact, life
insurers hold $72 billion in mortgage loans in
Texas alone.
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A Promise Built to Last

Underwriting, actuarial science, sound investment -
practices, and consumer protections may sound like . ,
.

the behind-the-scenes mechanics of life insurance, A '
but together they support one important goal:

maintaining a system that is financially sound and

able to pay benefits when families need them. -‘ ,

For Texas policyholders, the process behind the
policy is complex. The promise at its center is simple:
dependable financial protection when it
matters most.

A Life Insurance Policy in Five Steps

1. Application
The applicant selects coverage and provides relevant personal and health
information, usually with the help of an agent.

2. Underwriting

_:@ The insurer evaluates the risk and determines price and terms.
0 3. Coverage begins
@A@ The policy takes effect after the insurer issues it and all requirements for coverage

are met.

4. Premiums and reserves
The policyholder pays premiums to keep the policy in force. The insurer maintains
assets and reserves to meet its obligations to policyholders.

5. Benefit payment
When a covered death occurs while the policy is in force, the insurer pays the
beneficiary, subject to the policy’s terms.
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