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ii) Value of X:

The present value of contributions:                                                                                  [0.5]
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4. i) Three key states to include will be healthy, sick and dead. However, the sick states would be either of the two: a
temporarily (recoverable) sick state and a permanent (nonrecoverable) sick state as different benefit levels are paid in
each. It would also be sensible to include lapse, as these policies are paid for by annual premiums so they can be
lapsed if policyholders stop paying their premiums early.

We also need to include the transitions where there are changes in payments.
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The question refers to decrements due to death and does not explicitly state whether deaths after cancer are
included in this or not. Hence marks would be given to both kinds of interpretation i.e 0.006 taken as death excluding
cancer and 0.006 including death after cancer which means death excluding after cancer is 0.006 – 0.002*0.01 =
0.00598
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11. To calculate the net premium reserves we would need to calculate the Net Premium. Let the net premium be P.


