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                                                         ASSIGNMENT 1

1. A bachelor without dependents needs insurance. The following reasons can justify this view:
· Possible chances of future injuries/chronic illnesses: The person can in the future be subject to any critical injuries or chronic illnesses which would make him unable to work and earn as in the present. As these are unforeseeable events, an insurance policy with appropriate riders can help him in this situation.
· Savings: The person can take insurance policies such as pure endowment as a means of savings. This would return him a lump sum in some specified future year if he pays his premium throughout (given that he survives the specified term). This can be very useful if he has big future plans that would require a large amount of money at a particular point in time.
· Possibility of increase in premium rates in the future: If the person decides to get married in the future, then he would have dependents. But taking a policy at that future date is mostly liable to a higher premium than the present days.

 4. The hazard of dying prematurely leaving the dependent family to fend for itself is more difficult to manage because of the following reasons:
· There can be dependents who are very young: A person can have kids who are dependent on him who would not be able to secure a job or start earning unless they finish at least their basic education. The untimely death of their father, despite causing mental trauma, would make it more difficult for them to survive if they do not even have money to fend for themselves.
· His/her partner can be jobless: Sometimes a person can be the sole earning member of his family when his partner is jobless. If the person dies, the partner (along with their kids, if any) will be left without even a single source of income.
· The dependent family can be large: A person can have a large dependent family with his/her partner, their children, their aged parents, etc. where the earnings of even two members ( his/hers and their partner) might not be sufficient enough to support the living expenses of the whole family (the children's education, parents' healthcare, etc. would be expensive).
· The immediate expenses: Even if the dependents can support themselves, the sudden death would lead to many unexpected immediate expenses, which they may not be able to cover.

6. Adverse selection:- This term is used for a situation where the applicant presents a possibility of loss that is higher than the average expected from a random sample of all applicants. It arises when the information presented to the insurer and the actual material facts relating to the risk are different.
Moral hazards:- These hazards refer to the defects that exist in a person's character that may tend to increase the frequency or the severity of loss. Such a character may tend to increase the loss for the company. e.g. killing wife to get death proceeds of the insurance.

12. A. The different types of insurances that Bob could have taken out are:
· Whole life insurance: Provides life coverage for the entire lifetime. The assured amount is paid to the beneficiaries on the death of the policyholder. Here Bob can take a whole life insurance policy in his name with the beneficiaries as his wife and daughter. In the event of his death, the assured amount is paid to his beneficiaries(his wife and daughter). 
· Term insurance: Provides life coverage for a fixed term, say, 20 years. It is the most affordable life insurance policy. On the death of the policyholder before the end of the specified term, the assured amount is paid to his beneficiaries. Here, Bob can take a term insurance policy in his name with the beneficiaries as his wife and daughter so that in the event of his untimely death before the term, they get the assured amount.
· Pure endowment insurance: A type of life insurance that is payable to the insured if he/she is still alive on the policy's maturity date. This is particularly preferable when a policyholder intends to save up money towards some specific financial goals. Bob could take a pure endowment policy if he has large financial goals for the future like his daughter's study, marriage, etc. so that he gets a huge sum at a particular future point of time which would be useful in these cases.
· Endowment insurance: A type of life insurance that is payable to the insured if he/she is still living on the policy's mature date or to a beneficiary otherwise. Bob can benefit from taking this type of policy as it would provide the dual benefit of savings cum coverage. It can also act as a means of transferring his wealth to his daughter.
· Unit-linked insurance: Provides life coverage such that a part of every installment of the premium is invested in an investment fund chosen by the policyholder. Bob could take such a policy if he believes he could benefit from investing in investment funds as unit-linked policies enable consumers to obtain a higher expected level of benefit for a given premium or to pay a lower expected level of premium for a given level of benefit, than under a comparable non-linked version of the policy.
· Joint-life insurance: The insurance cover that you get on a first death basis. Bob could take a joint life policy along with his wife so that if one of them dies, the other gets the assured amount. It would also be cheaper for him than taking out two individual life insurance policies.
· Credit-life insurance: This type of insurance pays off the debt if the borrower dies. Since Bob has leased car and equipment and is living in a rented apartment, he could take this policy so that any of these debts don't fall on to his wife or his daughter in the event of his death.
· Child insurance: This type of insurance helps to meet the future financial need for the higher education goal of the child and the need for the financial protection of this goal from the untimely death of the parent in whose name the policy is taken. Bob could use this type of insurance to ensure the financial security of his daughter's future.


B. People are concerned with the two major hazards that stand across the life path of every person:
(i) that of dying prematurely leaving the dependent family to fend for itself.
(ii) living too long without visible means of support.
 
So people aim at transferring the possible risks to the insurance company so that he/she or their dependents would not have to suffer financially at times of these hazards.
 
15. The undesirable consequences that might follow if underwriting were not permitted in private, voluntary markets for life and health insurance would be:
· Adverse selection: When the insurance applicant presents a possibility of loss that is higher than the average expected from a random sample of all applicants. It arises when the information presented to the insurer and the actual material facts relating to the risk are different. If there is no underwriting, this asymmetric information may lead to problems for the company.
· Moral hazards: These refer to the defects that exist in a person's character that may increase the frequency or the severity of the loss. Such a character may tend to increase the loss for the company if underwriting is not allowed.
· Unfair pricing and subsidizing: Underwriting helps in determining the expected loss potential of the proposed insured and selecting a price line with this expected loss. If underwriting were not allowed, when the premium paid by some insureds in the group does not correspond to the risk attached to them, the other insureds will have to pay the deficit. That is, those likely to suffer fewer losses will be subsidizing those likely to suffer more losses. This inequity will affect the whole group by increasing the premium rates.
· Loss due to competition: An underwriter helps a company to stay ahead of its competitors. Some of the ways this is done are through lower premium rates, innovative marketing strategies, etc. If underwriting is not allowed, the company could lose due to competitive disadvantage.
· Unidentified declined risks: Declined risks are extra hazardous risks that are usually rejected or a premium is fixed after imposing restrictive conditions, clauses and warranties. If underwriting is not allowed, these risks would go unidentified and may result in large losses for the company.

18.The various types of life insurance are:
· Whole life insurance - Whole life insurance is a type of life insurance that provides you coverage throughout your lifetime provided the policy is in force. Whole life insurance policies also contain a cash value component that increases over time. You can withdraw your cash value or take out a loan against it as per your convenience. In addition, in case of your unfortunate demise before you pay back the loan, the death benefit paid to your beneficiaries will be reduced. One of the major benefits of whole life insurance plan is that it provides coverage against death for the entire life of the insured i.e. up to 100 years of age.  Whole life insurance plans offer loan facility to the policyholder. Whole life insurance plans can be bought online in a simple and hassle-free way. For consumers, it is useful as a means of providing for funeral expenses or for meeting any liability to tax, for example, inheritance tax or death duties, arising on the death of the life insured. It is a general-purpose contract for providing long-term protection for dependents. In the last respect, a whole life assurance is particularly useful as a means of protecting some of the expected transfer of wealth that a parent would be aiming to make to his or her children when he or she dies. Without the contract, the wealth transfer would be likely to be very small if the parent died young. Such contracts can also be a tax-efficient way of transferring wealth, at any age, depending on legislation (often reducing the liability to death duties or inheritance tax).
· Term life insurance - Term life insurance is a type of life insurance that provides a death benefit to the beneficiary only if the insured dies during a specified period. If the insured survives until the end of the period, or term, the coverage ceases without value and a payout or death claim cannot be made. Term life insurance is income replacement that remains active for a specified number of years. Provides life coverage and financial security to the family of the insured at an affordable premium rate. Term insurance plans can be bought online in a simple and hassle freeway. As compared to other life insurance policies term insurance plans offer higher coverage at a minimum premium rate. The premiums paid towards the term insurance plans are eligible for tax exemption under section 80C of the Income Tax Act 1961. Term insurance plans also offer the option of additional rider benefits in order to enhance the coverage of the policy. Where the contract is taken out by an individual, it provides protection against financial loss for dependents, at a lower cost than under an endowment or whole life assurance contract for the same level of benefit. 
· Endowment policy - An endowment policy is defined as a type of life insurance that is payable to the insured if he/she is still living on the policy's maturity date, or to a beneficiary otherwise. An endowment policy provides you with a dual combination of protection and savings. In an endowment policy, if the insured dies during the term of the policy, the nominee receives the sum assured plus the bonus or participating profit or guaranteed additions, if any. The bonus or profit is paid for the number of years that the insured survives in the policy term. Endowment plan provides the dual benefit of savings cum insurance coverage. Tax benefit can be availed under sections 80C and 10(10D) of the Income Tax Act 1961. Endowment policy offers the benefit of long-term savings to the policyholder. Endowment plans also come with rider benefits to increase the coverage of the policy. Endowment plan also comes with an additional bonus facility as a terminal bonus and reversionary bonus. As compared to the other investment options endowment plans are considered a low-risk investment option. Endowment assurances are often used as a means of transferring wealth from, say, parents to children. The basic idea is that a parent would pay the premiums but the benefit would be payable to the child.
· Pure endowment - An insurance contract promises to pay the insured a stated sum if he survives a specified period with nothing payable in case of prior death. It is frequently used when a policyholder intends to save up money towards some specific financial goals. 
· Annuity - An annuity is a financial product that pays out a fixed stream of payments to an individual. These financial products are primarily used as an income stream for retirees. Annuities are created and sold by financial institutions, which accept and invest funds from individuals. Upon annuitization, the holding institution will issue a stream of payments at a later point in time. The period when an annuity is being funded and before payouts begin is referred to as the accumulation phase. Once payments commence, the contract is in the annuitization phase.
· Joint life policy - A Joint Life Policy is the insurance cover that you get on a first-death basis. It is a payout which an insurer receives in case of the death of his other insured partner during the period. Usually, when you apply for a life insurance policy, you mention a nominee or beneficiary. In Joint Life Insurance, both you and your partner will be the owner as well as the beneficiary. So, in case something happens to one of you, the other will receive the benefit of the life cover. The advantages of joint life cover are that it pays out regardless of which partner dies, and is cheaper than taking out two individual life insurance policies. It may be good for young couples who are trying to save money on premiums, or for business partners.
· Unit linked contracts - Unit-linked assurances (typically whole life or endowment) have benefits that are directly linked to the value of the underlying investments. Each policyholder receives the value of the units allocated to the policy. There is no pooling of investments or allocation of the pooled surplus. As each premium is paid, a specified proportion (the “allocation percentage”) is invested in an investment fund chosen by the policyholder. The investment fund is divided into units that are priced continuously. When each investment allocation is made, the number of units purchased by the policyholder is recorded. The value at the date of death or survival (i.e. at the time of the claim) of the cumulative number of units purchased is the sum assured under the policy. Sometimes a minimum guaranteed sum assured is specified in the terms of the contract to ensure that the policyholder avoids any difficulties arising from a particularly poor investment performance. A unit-linked contract enables consumers either to obtain a higher expected level of benefit for a given premium or to pay a lower expected level of premium for a given level of benefit, than under a comparable non-linked version of the contract. In addition, a unit-linked contract can offer flexibility in the types and levels of cover included and the ability to vary premiums according to need.

The level of premium would be lowest for term insurance, higher for whole life insurance, and highest for endowment policies.
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