LIFE INSURANCE – ASSIGNMENT 2

1. Various distribution channels are:

a) Market Intermediaries: These include
· Agency Building distribution- Career agency, Multiple-line exclusive agency, Home service, salaried, worksite marketing
· Non-Agency Building distribution- Brokerage, Personal producing General Agents, Independent property and casualty agents, Producer groups
 
b) Financial Institutions: These include
· Deposit taking institutions
· Investment banks
· Mutual fund organisations

c) Direct Response systems: These include
· Direct mail
· Newspapers, magazines
· Television and broadcasting

2. 5 causes of lapsation of a life insurance policy are:

·  changes in financial incentives like tax benefits structure
· Financial difficulties a policyholder maybe facing
· Inflation risks leading to rise in prices
· Changes in the needs of a policyholder that can occur because of changes in his/her lifestyle, marital status, educational needs of the children
· change in type of plans, mode of premium payment, policy term 

3.  
A.  The company is right in denying the claim.
 In this case both the nurse and Mr. Harvey are at fault. In the first place the nurse should’ve been more vigilant while reporting back to the company about the health problems Mr Harvey had. On the other hand, Mr. Harvey too should’ve read all the terms and conditions of the policy and rechecked if all the risks that he possessed were covered or not in his contract.

B.  The principle of proximate cause is questioned in this Mr Harvey’s case. Since Mr Harvey’s blood condition wasn’t taken into consideration while estimating the premium rate in the beginning, he won’t be covered for the same.

C. Underwriting is the process of consideration of an insurance risk which includes assessing whether the risk is acceptable or not, setting the premium rates for the same along with the terms and conditions of the cover.

It is done to protect the company from anti- selection i.e. it helps the company set appropriate premiums rates taking into consideration all the possible risks that a potential policyholder may pose.

D. Types of underwriting are:
Medical underwriting 
Lifestyle underwriting 
Financial underwriting
Claims underwriting

4. The rates of insurance needs to be equitable meaning that the rates that apply to one group posing similar risks should not charged to another group posing a different set of risks. For example, charging the same rate for a 25-year-old and a 50-year-old will result in the former subsidizing the latter. Adequate risk classification within the underwriting process will help to ensure that all risks are rated fairly. Excessive or over-charging could lead to insurance companies losing out on potential customers.





5. Various premium payment plans are:

· Yearly renewable term life insurance- coverage is for 1 year but renewal is guaranteed irrespective of the policy holder’s insurability. Premium depends on mortality rates and age.
· Single premium plan- In this a single lump sum is paid at the inception to cover for the risk for the selected period.
· Level premium plan- In this premium payable throughout the period of insurance is uniform.
· Flexible premium plan- Flexibility on the amount to be paid is given by the insurers. Out of the amount paid, mortality charges and expenses are deducted and balance accumulates and the insurer gives interest credit to the insured.

6. In traditional cash value insurance a proportion of the premiums paid is invested in various funds depending upon the policy holder’s risk appetite. The returns upon maturity of the policy or death of policyholder on the plan depends upon the performance of the market.

In Universal Life policies, out of the premium amount that is paid, mortality charges and expenses are deducted and balance accumulates and the insurer gives interest credit to the insured.

7. Different types of claims are- Maturity Claims, Death claims, Accident and Disability Claims, Annuity Payments

· Maturity Claims- In this the company need not await any claim from the policyholder. No proof of title is required as the policyholder is alive. Requirements for settlement are discharge voucher sent in advance, policy document, deed of assignment (if any).
· Death claim- In this Proof of death and proof of title are required .The status of the policy as on the date of death- whether it is in force or in a reduced paid-up condition needs to be checked. Cause of death also assumes importance.
· Accident and disability benefit claim- 


8. Basic requirements to settle
· Death claims 
i. Proof of death
ii. Proof of title
· Maturity claims- 
i. Discharge Voucher to be sent in advance
ii. Policy document
iii. Any deed of assignment, if the same was executed on a separate Stamp Paper

9.  

10.   
· The rising stringent regulations in the insurance industry will make it difficult for insurance companies to refuse claims for every other reason.
· The advancement in the IT sector is helping the insurance companies to manage claims more and more efficiently.
· Many softwares for insurance claims have been developed. A popular one includes the Claims Management Systems (CMS). Some of its features include-
a. Automatic completion of state required forms
b. Internal claims management training
c. Adjuster-to-adjuster claims planning and oversight 
d. Progress tracking
· It has been reported that the cost of claims are increasing at an annual rate of three times the rate of inflation. In such cases it becomes important for the claims department to monitor and control the costs.

11. The process of determining the values of all the existing policies which is taken up by an actuary by applying actuarial principles is termed as actuarial valuation.

12. Actuarial valuation helps the company to determine whether the premium accumulated is on the same lines as the calculated premium and hence determining its solvency which indicates the company’s ability to be able to meet the obligations they face when it comes to making payments on claims.

13. In Life insurance surplus refers to the estimated profits. Surplus in the insurance business is accumulated when there is a favourable deviation from the projected value with respect to mortality savings, excess interest and loading savings ie when the actual savings exceed the assumptions made during valuation.


14. Different methods of distribution of surplus are: 
· Contribution method
· Simple reversionary method
· Compound Reversionary bonus system
· Bonus in cash
· Bonus in reduction of premium
· Tontine bonus
· Interim bonus
· Guaranteed bonus
· Final additional bonus
· Frequency of distribution

15. Surplus in the insurance business is accumulated when there is a favourable deviation from the projected value with respect to mortality savings, excess interest and loading savings ie when the actual savings exceed the assumptions made during valuation.
Profits on the other hand is a result of margin kept on the basis adopted for calculation of premium with mortality, expenses, interest, surrender and lapse rate. Profits are also made when actual earning is more than the projected value at the time of premium calculation.












