Life Insurance Assignment 
Ch-1,2,3,4,5,6
Q1. Do you agree with the view that a bachelor without dependents needs no insurance? If you feel that he needs insurance, state the reasons in support of your view.
A) A bachelor with no dependants should buy a life insurance policy for the following reasons:
· Uncertainty of the Future: The bachelor may have dependants in the future due to the uncertainty of life. He may decide to get married and have kids. His parents will also retire after a certain age. Thus he can have many upcoming dependants even though he has none right now. To provide financial protection to the family he should buy a life insurance policy.
· Tax Savings: Life insurance policies also act as an effective tax saving tool. The premiums paid for life insurance policies are exempted under section 80(C) and 10(10D) of the income tax act of 1961. This allows the bachelor to save some money on taxes.
· Cheaper premiums: The bachelor enjoys the benefit of cheaper premiums as he has no dependants right now. Since he starts paying premiums at a young age he would be paying less than what he would have had to pay if he started at a later time. Also paying premiums would be easy for him right now as no one is financially dependant on him right now. Since he has all the income to himself he can easily manage his money to pay premiums.

Q2. Describe the types of Insurance and state its sub types?
[bookmark: _Hlk88735468]A)  There are various types of life insurance policies depending of the criteria for receiving the sum assured:
1. 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. You receive the death benefit whenever you die(up to 100 years). You receive tax benefits for whole life.
2. 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, the coverage ceases without value and death claim cannot be made. The premiums paid towards the term insurance plans are eligible for tax exemption under section 80C of Income Tax Act 1961.
3. 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 if the policyholder dies. An endowment policy provides you with a dual combination of protection and savings. Tax benefit can be availed under section 80C and 10(10D) of Income Tax Act 1961.
4. 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.
5. Annuity - An annuity is a financial product that pays out a fixed stream of payments to an individual who has paid a huge lumpsum at the outset. These financial products are primarily used as an income stream for retirees. Upon annuitization, the holding institution will issue a stream of payments at a later point in time.
6. Joint life policy - A Joint Life Policy is the insurance cover that you get on a first – death basis. It is a pay out which an insurer receives in case of 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.
7. Unit Linked Contracts: In these policies the sum assured is dependant on an index like NIFTY, SENSEX etc. Each policyholder receives the value of the units allocated to the policy. As each premium is paid, a specified proportion (the “allocation percentage”) is invested in an investment fund chosen by the policyholder. 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.
8. Group life insurance: It is the coverage of many persons under one policy. Under group insurance, the insurer drafts a single policy known as a master policy for the insured group. Under employee group insurance, the contract of insurance is between the insurer and employer. So it is the employer who pays the premium. The employer nominates employees for the pension scheme based on different criteria like their earnings potential, their seniority, age and post.
These life insurance policies can be participating or non-participating
· Participating: A participating policy enables you as a policy holder to share the profits of the insurance company. These profits are shared in the form of bonuses or dividends. The bonus that is given in this policy is not guaranteed. It is based on the performance of the insurance company. Endowment and ULIPs or Unit Linked Insurance Plans that pay bonuses or dividends can be classified as participating policies.
· Non-Participating: In non-participating policies the profits are not shared and no dividends are paid to the policyholders. The premiums are a little lesser than participating policies. A term insurance or permanent life insurance policy is a nonparticipating policy.

Q3. List the key factors considered in product design.
A)  The key factors considered in product design are:
1. Profitability: A company will want to ensure that the premiums charged for non- linked contracts will be sufficient to cover the benefits to be provided and the expenses in most foreseeable circumstances, and provide a profit margin. For unit-linked contracts it will want to ensure that overall the charges will be  sufficient to cover the expenses to be incurred, and provide a profit margin.
2. Marketability: The benefits offered need to be attractive to the market in which the contract will be sold. Innovative design features may make a contract more attractive as may the addition of options and guarantees. In the context of marketability, one would consider how understandable the product is. The distribution channel involved will have a fundamental influence on what product is required, how it should be structured, and how it should be priced.
3. Competitiveness The prime influence on competitiveness will be the level of the expense charges. Competitive markets ensure lower profit margin, as earning lower profit will be better then earning no profits. In Low competitive markets, higher per policy margin is possible.
4. Risk Characteristics: The level of risk that may be acceptable will depend upon the company's ability or willingness either to absorb risk internally or to reinsure or hedge it. For a company entering a new market for that company (perhaps using a new distribution channel) the mortality parameter risk would still be relatively large. The ability to hedge investment risk will be an important consideration in the design of financial guarantees.
5. Onerousness of any Guarantees The company will need to consider the onerousness of any guarantees. Offering guarantees results in two problems: 
• Possibly having to suffer a cost that you did not fully expect; and, 
• Probably (depending on the supervisory reserving regime) having to reserve for this possibility from the outset — thereby increasing the capital strain of the product.
6. Sensitivity of Profit:  Products are more likely to be sensitive to particular types of risk the more onerousness the guarantees are. The important variables that might affect on profitability are: 
•investment return 
• mortality, or other contingency if relevant 
• expenses, including expense inflation 
• withdrawal rates.
7. Administration System: The system requirements of a new product may limit either the benefits to be provided or the charging structure to be adopted. The issue of compatibility with the administration system can also be extended to cover the aspect of simplicity: it is in the interests of the administration system, policyholders, agents / brokers and the company's staff that the product be simple. Thus any complications must be warranted by some significant advantage in terms of the factors discussed.
8. Consistency with Other Product: The company may wish to ensure that the charging and benefit structures of a new policy are at least similar to any existing business. The key reason is that a major change will result in significant systems development, which will take time. There are benefits in terms of saving time and cost with such things as training administration and sales staff, printing marketing literature and so on.
9. Regulatory Requirement: A company must adhere to any regulatory requirements, E.g. maximum (capped) charges, treating customers fairly. These should be taken into account in product design.
10. Financing Requirement: This is a particularly important criterion for new life insurance companies because of the small amount of free assets that they have available to finance new business. As a result, these new companies often sell just unit-linked products. The actuary will use model office techniques to project the financial situation with and without the new product under sensible sales assumptions to assess the company's ability to finance the product, and whether the return on capital is adequate.

[bookmark: _Hlk88685254]Q4.Life insurance in short is concerned with two hazards that stand across the life path of every person ‘that of dying prematurely leaving the dependent family to fend for itself’ and ‘that of living too long without visible means of support’. Of the two hazards which is more serious and difficult to manage? Give your views with reasons
A) In my opinion the risk of dying too young and living too long are almost equivalent risks. However, the risk of dying prematurely leaving the dependent family to fend for itself is more serious and difficult to manage. When the sole earner of the family dies suddenly then the family faces both emotional as well as financial loss. In the phase of mourning the family has to make a number of difficult decisions regarding their lives which include the financial decisions as well. It becomes very difficult for the family members to do proper financial planning and management. They have to repay all the debts and dues of the dead person as well. They have to make sure to use their resources wisely and make them last longer. 
However in the case of living too long, the person can at least plan his next moves and can make certain arrangements like joining old age homes, retirement homes etc. He may also become dependant on his children for financial support. Thus the risk of living too long is not as sudden and surprising as dying young. The person can plan his future suitably and make arrangements so that he can face this adversity of life.
Thus even though the risk of living too long is very important and concerning it is not as serious as dying too young as with proper planning the person may be able to face this contingency of life. The adversities faced by the family of a person who dies prematurely are very severe and serious.

Q5. Jack won INR 100,000 at the casino. His winnings were taxed at 30% rate. However, the maturity benefits of INR 100,000 received from his life insurance policy is tax free. He is confused over the tax treatment of the same amounts received from different sources. You being his wealth advisor, explain him the similarities and differences in an insurance and wager.
A). Similarities: 
· The similarities involve the promise of payment on the happening of a certain event like death or survival in life insurance and winning in a wager. 
· The amount receivable is not commensurate or proportional to the amount paid like in a wager the amount depends on the odds you staked on and in life insurance when you die you receive the sum assured irrespective of the amount of premium paid by you.
Differences: 
· An insured must have an insurable interest in the subject matter of a contract of insurance, which is not required in the case of a gamble, where the interest is only restricted to the stake won or lost. 
· Before entering a gamble there is no chance of loss and therefore no risk. As soon as a wager is made a new risk of the prospect of losing the wager is created. On the contrary, in case of say a re-insurance the risk already exists, and no new risk is created. In other words, no new risk is created but an existing risk is transferred to the insurer through an insurance contract.
· Insurance serves a socially relevant purpose as both the insured and the insurer have a common purpose namely loss prevention. It is a win-win case when no loss occurs. Even when loss occurs the insured is restored to his original situation financially in accordance with the terms of the contract. On the other hand, in gambling the loser is not indemnified under any circumstances.
· Insurance is enforceable by law whereas in gambling none of the parties has any legal remedy. Since life insurance contracts are recognised and regulated by the government, we receive tax benefits on the premium as well as the sum assured. However gambling is not recognised and regulated by any government body and hence income earned from it is taxable.

Q6. What is adverse selection & moral hazard with respect to life insurance?
[bookmark: _Hlk88694176][bookmark: _Hlk88694230]A)  Adverse selection: Adverse selection occurs when one party in a transaction possesses more accurate information compared to the other party. The other party, with less accurate information, is usually at a disadvantage since the party with more information stands to gain more from that transaction. Suppose that a diabetic person wants to buy a life insurance policy for himself. Since the diabetic person is aware that disclosing his condition will attract high premiums, he may conceal the information in order to get similar treatment as the other client with no health condition. Concealing such vital information leads to adverse selection. The insurance company will be at a disadvantage since it will enter into an agreement with a diabetic patient without knowing the health condition that the policyholder has. If an individual poses a greater risk to the insurance company than they disclosed on their application and are more likely to die before the date that the insurance company determined, there will be a gap between the amount the policyholder paid in premiums and their death benefit. The insurance company will have to cover this difference with its financial reserves. If this miscalculation occurs too frequently, insurance companies may deplete their reserves and have a harder time paying out claims.
[bookmark: _Hlk88694138]Moral Hazard: Moral hazard means the likelihood that a client's behaviour will change as a result of purchasing a life insurance policy and that change will increase the chance of a loss. Life insurance companies look to ensure that the act of purchasing life insurance does not make it more likely for someone to end their own life or the life of another. A moral hazard is a situation where someone has limited responsibility for the risks they take. Consequently, that person or organization may have an incentive to take on more risks than they otherwise would because they don’t need to pay for them. The concept of a moral hazard is essential for insurance because people may be inclined towards taking more significant risks if they are insured than if they are not.
In both moral hazard and adverse selection, there is information asymmetry between the two parties. The main difference is when it occurs. In a moral hazard situation, the change in the behaviour of one party occurs after the agreement has been made. However, in adverse selection, there is a lack of symmetric information prior to when the contract or deal is agreed upon.

Q7. Every company has insurance benefits for its employees. Set out the advantages and limitations of group insurance policies.
A ) Advantages of group insurance policies:
 With group insurance, persons with less or no life insurance are also able to get some measure of insurance protection. 
 Coverage is also available to those employees who are otherwise uninsurable. 
 Life insurance companies can reach a vast number of clients at less cost within a short span of time.
 It is a tax effective tool. The employer gets tax relief for the premium paid by him on behalf of the employees. Employers are also entitled to tax relief for premiums paid by them if the scheme is partly contributory.
Limitations of group insurance policies
 The nature of group insurance is temporary. It means once the member is out of the group, the coverage ceases. The employee also loses insurance coverage in the event of termination of the group plan. 
 The master policy issued by the insurer is not very flexible. It does not meet the individual needs for insurance. The insurer under group insurance cannot focus on the financial needs of the individual, which is possible in individual insurance. 
 A few members who could have been charged fewer premiums if individual insurance had been taken, have to pay higher premiums because the premium is fixed for the group as a whole

Q8. Why is the principle of indemnity not applicable to life insurance contracts?
A) Indemnity refers to make good the loss or damage caused due to an uncertain event. The principle of indemnity states that the insured has to be compensated by the insurer for the loss caused to him and bring him back to the same position in which he was before the loss. 
The principle of indemnity is not applicable to life insurance because the insurer may pay any amount but the insured cannot be brought back to the same state. Also, the loss of a life is not measurable and no money can indemnify the loss of a life. Human life is very precious and hence it is impossible to value it and indemnify the loss. Only a certain sum assured can be offered to the insured on the basis of loss of income in future years. Nothing can bring back the insured to his previous state before the occurrence of the loss.

Q9. Explain the cost and benefit of insurance to the society
A) Costs of Insurance to society:
· Increased running cost of insurance companies: Heavy expenditure is incurred in running of insurance companies, which are increasing over time. This results in scarce economic resources being diverted for the development of insurance industry.
· Fraudulent and Inflated claims: Insurance sometimes has the effect of encouraging unscrupulous individuals to resort to fraud, which is a heavy cost to the companies and the nation. Also, it has now become increasingly common to make highly inflated claims particularly in motor insurance and health insurance to cover ‘deductibles. Sometimes people try to find loopholes in the policy and make fraudulent claims to get the money even when no loss has occurred. This results in heavy underwriting losses to insurance companies who are forced to raise premiums.
· Moral Hazard: Moral hazard means the likelihood that a client's behaviour will change as a result of purchasing a life insurance policy and that change will increase the chance of a loss. Life insurance companies look to ensure that the act of purchasing life insurance does not make it more likely for someone to end their own life or the life of another.
· [bookmark: _Hlk88734476]Adverse selection: Adverse selection occurs when one party in a transaction possesses more accurate information compared to the other party. The other party, with less accurate information, is usually at a disadvantage since the party with more information stands to gain more from that transaction. If an individual poses a greater risk to the insurance company than they disclosed on their application and are more likely to die before the date that the insurance company determined, there will be a gap between the amount the policyholder paid in premiums and their death benefit. The insurance company will have to cover this difference with its financial reserves. If this miscalculation occurs too frequently, insurance companies may deplete their reserves and have a harder time paying out claims.
Benefits of insurance to the society:
· Reduces worry and fear: Insurance helps in reducing the anxiety and fear before and after the loss occurs, as it is known that the insurance company will compensate the loss. Even large insurance companies gain peace of mind by reinsuring their extra risk. This way they can perform better in their operations. 
· Makes available funds for investment: Insurance industry is a major provider of capital for business and industry. The funds of insurance companies are also available for national development activities. 
· Provides employment to many people: Insurance industry offers regular full-time employment to many people in the country. Besides, several agents, professionals like actuaries, accountants, brokers, medical examiners, legal advisors etc., are also engaged by the industry to render professional services. 
· Insurance enhances credit worthiness: Life insurance policies are often offered as collateral security for credit. Property insurance affords protection to the lenders’ financial interest. It is not unusual for lenders to insist on insurance for business assets such as plant, machinery, vehicles, inventory etc. Thus, insurance enhances the amount of credit that can be secured against assets. 
· Social benefits: People with secured jobs and peaceful mind tend to carry on their operations properly and in a better way. This contribution to the economy is valuable. It ensures that unnecessary economic hardships are avoided.

Q10. Explain how the principle of insurable interest adds legal validity to an insurance contract. Cite the instances of life insurance contracts where insurable interest has to be proved.
A). The principle of insurable interest states that the insured must have an insurable interest in the subject matter of insurance. One fundamental fact of this principle is that ‘it is not the house, ship, machinery, potential liability of life that is insured, but it is the pecuniary interest of the insured in them, which is insured.’ The insured must have an interest in the preservation of the thing or life insured, so that he/she will suffer financially on the happening of the event against which he/she is insured. Insurable interest is an essential requirement for issuing an insurance policy that makes the entity or event legal, valid and protected against intentionally harmful acts. People not subject to financial loss do not have an insurable interest. Therefore a person or entity cannot purchase an insurance policy to cover themselves if they are not actually subject to the risk of financial loss. 
Life insurance regulations have evolved to require a relationship in which the policy owner will suffer a financial loss in the event of the insured's death. Hardship may include immediate family members, more distant blood relatives, romantic partners, creditors, and business associates. Instances where insurable interest has to proved are:
· If you and your spouse live in a two-income household supporting three children, then your spouse would clearly have an insurable interest in your death since it would create a financial hardship to go from two incomes to one income. That’s why life insurance companies generally allow spouses to purchase insurance policies on their partners’ lives. 
· A firm can get the life of its key man insured as the death of the key man may cause the firm to suffer huge financial losses, and this money so got can be used to recruit a new person in place of the deceased employee and meet the losses during the transitional period (i.e., from the time of death of the key person till the recruitment and training of a new employee).
· Business partners can also buy a joint life insurance policy for themselves as the loss of one partner may result in reduction in profits and financial losses for the business. Thus the business partners have insurable interest in each other’s lives and can by a life insurance policy for each other.
· You can’t take out a life insurance policy on a random person and expect to collect the pay out when they die as you have no relation to the person and won’t face any financial or emotion loss upon the person’s death i.e. you have no insurable interest in the person’s life.
· Suppose you have an elderly neighbour who is 90 years old. You consider taking out a life insurance policy on your neighbour as she does not have many more years to live. This would not be a situation where an insurable interest would be present, as you would not suffer a financial loss from the death of your neighbour.

Q11. Amar, aged 30, is not married and working in a Multinational company. He is considering buying a whole life insurance policy. Describe the features of a whole life insurance Policy.
A)  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. Thus, Amar receives a coverage throughout his entire life (up to 100 years). Whenever he dies, his beneficiaries will receive the death benefit. 
· 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.
· 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 dependants.
· The premium rate of a whole life insurance policy is set for the entire tenure of the policy and does not increase or decrease throughout the term period of the policy. Thus, if Amar pays a premium of Rupees 2500 per month then he will continue to pay the same premium for the whole tenure of the policy.
· The premium for whole life insurance policies is generally more than term life policies for the same sum assured. This is because of the increased coverage period and the guarantee of the payment of the death benefit. 
· The premium paid towards the policy is tax exempted under the Section 80C of Income Tax Act, 1961. The pay-out made to the nominee is also tax free under the Section 10(10D) of Income Tax Act, 1961. Thus, Amar is also able to save some money on taxes by paying the premium for this whole life insurance policy.

Q12. Bob is a 25-year-old carpenter who is a subcontractor to various builders. He is married and has one 3 year old daughter. He earns Rs. 700,000/- gross but pays Rs 200,000/- in expenses, most which are fixed expenses i.e. a leased car and leased equipment. Bob rents an apartment and spends his earnings of Rs. 300,000/- on living and entertainment expenses. Bob saves and invests all the other money. 
A. Describe briefly the features of insurances Bob could have taken out. These insurance cover may not necessarily exist in India 
B. Why would anyone buy insurance policy?
A) A. The features of insurance bob could have taken out are:
1. Income Protection: Bob could have taken out income protection for 75% of his net income of Rs. 300,000 which would provide him with a monthly benefit of Rs. 18750. As he had no sick leave or savings to fall back on ideally Bob should take out the shortest waiting period of 14 days but this is also the most expensive. Other alternatives would be to take out a longer 30 day waiting period but include an accident option which would begin payments from day one if he suffered an accident. Due to his youth Bob should ideally take out an age 65 benefit period as if his injury proved to be permanent and he could not work again in his own occupation he would be paid a benefit for the remaining 40 years of his income earning capacity. 
2. Business Expenses cover: As his income protection will not cover his Rs. 200,000 of fixed expenses Bob could have taken out 12 months cover for this so that he did not have to meet these expenses out of the Rs. 18750 he received from his income protection.
3. Total and Permanent Disability (TPD) / Life insurance: Bob could have taken out an amount of Rs. 30,00,000 of TPD cover so that if he was totally and permanently disabled and unable to work again he would receive a lump sum to supplement his income protection payments. This could be used to pay medical expenses, home modifications and even to purchase a house of his own.
4. Trauma Insurance: Bob and his wife could have taken out trauma insurance of say Rs. 12,00,000 to be paid in the event of serious illness.
5. Life insurance: Bob can also purchase a life insurance policy making his wife the beneficiary. He should choose a suitable amount which is able to meet various expenses like :
· Funds to cover immediate expenses after death. This includes medical expenses for terminal illness, expenses for the performance of last rites and religious ceremonies connected with death. 
· Funds for meeting expenses for education and marriage of dependent children. 
· Regular income fund for meeting the day-to-day expenses of dependant spouse and children. 
· Fund for paying off debts. This includes outstanding house mortgage loan dues, car loan and credit card dues and other miscellaneous dues.
B. One should buy an insurance policy for the following reasons:
· Financial Security: No matter how much you are earning or how much you have saved; your financial position can be dented by an unexpected event in a moment. So, the best way to become financially secure is to cover yourself, your family, and your assets with insurance. 
· Transfer of Risk: The contract of insurance works on the ‘principle of transfer of financial risk from the insured to the insurer’. As an insured, you pay premiums to receive compensation from the insurer, in case of occurrence of an unforeseen event. So, having insurance reduces the financial burden on your shoulders.
· Complete Protection for You and Your Family: Family is the most important asset that you have and your family also depends on you for financial support. This is why it is important to make sure that you and your family are completely secure to face any emergency.
· No More Stress or Tension During Difficult Times: Any unforeseen tragedy can leave you physically, mentally, and financially strained. So, if you have insurance to take care of the outcomes of such tragedies such as illness, injury or permanent disability, even death- you save yourself and your family from tension and stress. With insurance in place, any financial stress will be taken care of, and you can focus on your recovery.
· Peace of Mind: Having insurance offers you financial security and also peace of mind. No amount of money can replace your peace of mind. So, when you have insurance you know that you are secured against any unforeseen events in life, and this gives you complete peace of mind.

Q13.What is the recent product innovations brought out by insurers to enhance value of the existing policies?
A) The insurers in the recent times have come up with various innovative ideas to enhance the value of existing products. 
· Introducing Unit linked Insurance Plans helped in the development and growth of the existing traditional whole life and endowment plans. In ULIP’S the company is able to charge more premiums from the customers because of the large no. of benefits provided by these products. The customers in ULIP’S receive higher sum assured than usual (depending on the market) and also receive a share of the company’s profits in the form of bonuses and dividends.
· Adding the participating policy option to traditional life insurance contracts attracts more customers as the customers like the passive income they receive in these contracts in the form of dividends and bonuses. Consequently, higher premiums are charged for these products.
· Making available the option of adding additional benefits in the form of riders is another way of increasing the value of the traditional plans. Riders are the additional benefits that can be bought and added to a basic insurance policy. These options allow you to increase or limit the insurance coverage of a policy. Buying a rider means paying extra for this supplementary benefit but generally, the additional premium is low because relatively little underwriting is required. This attracts more customers as they are able to increase the benefits in their traditional plan at very low costs.

Q14. Differentiate between with and without profit policies. Why without profit policies are seldom bought in our country?
A) The life insurance policies can be participating (with profit) or non-participating (without profit):
· Participating: A participating policy enables you as a policy holder to share the profits of the insurance company. These profits are shared in the form of bonuses or dividends. It is also known as a with profit policy. The bonuses or dividends are usually paid out annually. The bonus that is given in this policy is not guaranteed. It is based on the performance of the insurance company. The most important benefit of participating policies is that it not only provides protection, but also provides returns in the form of a bonus. Endowment and ULIPs or Unit Linked Insurance Plans that pay bonuses or dividends can be classified as participating policies.
· Non-Participating: In non-participating policies the profits are not shared and no dividends are paid to the policyholders. This type of policy is also known as a without-profit or non- par policy. The premiums are a little lesser than participating policies. A term insurance or permanent life insurance policy is a non-participating policy.
Without profit policies are seldom bought in our country because everyone wants to receive a passive income in the form of dividends and bonuses. Without profit policies do not provide these facilities. Everyone wants to receive a share of the company’s profits as an additional benefit on their sum assured, even if it means paying higher premiums for with profit policies. Thus due to the absence of dividends or bonuses and limited benefits, without profit policies are seldom bought in our country.

Q15. What undesirable consequences might follow if underwriting were not permitted in the private, voluntary markets for life and health insurance?
A) Underwriting is how an insurance company evaluates and analyses the risks involved in insuring a person or an asset. This may be in regard to insuring a home, car, driver, or a person's health or life. It helps an insurance company decide whether taking a chance on providing coverage to a person or business would be profitable. That is why it’s so important for underwriters to make the right decisions. It is up to them, and nobody else, to ensure that a correct level of risk is entering the industry and that this risk is matched by the right premium. 
If underwriting were not permitted in the private, voluntary markets for life and health insurance then the companies won’t be able to evaluate the risks associated with a person. The companies won’t be able to charge suitable premiums to balance those risks. If underwriting is not done then the people who are bad risks or have very high risks associated with their lives might get insurance which will result in huge losses for the insurance companies. If medical underwriting is not done in health and life insurance then the health conditions of the person are unknown and the people who are unhealthy and are suffering from a no. of diseases or a terminal illness will be able to get insurance at cheaper premiums, leading to losses for the insurance company. Absence of underwriting will also be unfair for the customers as people who lead a healthy lifestyle may be charged equivalent premiums with respect to those who are unhealthy and are suffering from some disease or terminal illness. This might result in insurance companies depleting their reserves and having a harder time paying out claims.

Q16. How does group insurance help an employer to discharge his statutory responsibility while at the same time offering additional benefits to the employees? Discuss with two examples of group insurance where it happens.
A) Under the Payment of Gratuity Act, 1972, it is mandatory for the employer to pay gratuity to the employees who have provided their services to the company for an extended period of time(minimum 5 years) as an act of good gesture and appreciation. Also the employer has to pay huge amount of taxes on the profits earned by the business. He may find illegal or immoral ways to reduce the amount of profits which indirectly reduces the amount of taxes. 
Group insurance schemes help in solving both the problems. Some examples the support this are:
· Group life insurance: It is the most common group insurance provided to employees. Group life insurance is a simple and economic way of providing life insurance to employees. Under this policy, generally a fixed sum is paid to the dependants of a covered employee on his death. It is also possible to offer what is known as graded cover that offers different covers to different categories of employees within the same group. The premiums paid for this are exempted under suitable sections of the income tax act.
· Group gratuity scheme: It is an insurance scheme covering the employer’s liability to pay gratuity under the Payment of Gratuity Act, 1972. The amount of gratuity to be paid is at the rate of 15 days’ wages based on the wages last drawn, for each completed year of service. However, this is subject to a maximum limit. The Act requires that the gratuity be paid to those employees who have served the employer continuously for at least five years.
Thus, group insurance help an employer to discharge his statutory responsibility while at the same time offering additional benefits to the employees.

Q17. Describe reinsurance. What is the importance of reinsurance & it’s features?
· Reinsurance is also known as insurance for insurers. Reinsurance is the practice whereby insurers transfer portions of their risk portfolios to other parties by some form of agreement to reduce the likelihood of paying a large obligation resulting from an insurance claim. 
· The party that diversifies its insurance portfolio is known as the ceding party. The party that accepts a portion of the potential obligation in exchange for a share of the insurance premium is known as the reinsurer.
· Reinsurance allows insurers to remain solvent (financially sound) by recovering some or all amounts paid to claimants. 
· Reinsurance reduces the net liability on individual risks and catastrophe protection from large or multiple losses. 
· The practice also provides insurance companies, those that seek reinsurance, the capacity to increase their underwriting capabilities in terms of the number and size of risks.
· The re-insurance gets a part of premiums, and when those policies get claimed, they pay a part of the claim.
· Thus, re-insurance makes sure that people like us can buy policies easily and insurers are solvent enough to sell us those policies, leading to a healthy insurance market.

Q18. Describe various type of life insurance a person can buy. State which reason on level of premiums (highest to lowest) charged in each case.
A) There are various types of life insurance policies depending of the criteria for receiving the sum assured:
1. 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. You receive the death benefit whenever you die(up to 100 years). You receive tax benefits for whole life.
2. 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, the coverage ceases without value and death claim cannot be made. The premiums paid towards the term insurance plans are eligible for tax exemption under section 80C of Income Tax Act 1961.
3. 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 if the policyholder dies. An endowment policy provides you with a dual combination of protection and savings. Tax benefit can be availed under section 80C and 10(10D) of Income Tax Act 1961.
4. 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.
5. Annuity - An annuity is a financial product that pays out a fixed stream of payments to an individual who has paid a huge lumpsum at the outset. These financial products are primarily used as an income stream for retirees. Upon annuitization, the holding institution will issue a stream of payments at a later point in time.
6. Joint life policy - A Joint Life Policy is the insurance cover that you get on a first – death basis. It is a pay out which an insurer receives in case of 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.
7. Unit Linked Contracts: In these policies the sum assured is dependant on an index like NIFTY, SENSEX etc. Each policyholder receives the value of the units allocated to the policy. As each premium is paid, a specified proportion (the “allocation percentage”) is invested in an investment fund chosen by the policyholder. 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.
Premiums charged for the same sum assured:
· Unit linked endowment product will have the highest premium because the sum assured you receive is dependant on an index fund which provides you higher returns on investment. Also it is a participating policy and receive a share of the company’s profits in the form of dividends and bonuses. Also since it is endowment you receive the maturity as well as death benefit which guarantees the payment of the sum assured. 
· Next will be unit linked whole life product as in this you receive the coverage for your entire life. It’s also a participating policy and the sum assured is dependant on an investment fund.
· Next is an Endowment plan. In an endowment plan you receive the death as well as the maturity benefit which increases the guarantee of the payment of the sum assured.
· Next will be the Whole life plan. In the whole life plan you receive the death benefit for your entire life (up to 100 years). There is no maturity benefit. The claim may also be denied if you die after the age of 100 years. Thus the guarantee of the payment of the sum assured is a bit less than that of endowment plan.
· Joint life will be next in line as the partner receives the sum assured whenever the other partner dies.
· Next will be pure endowment plan as you only receive the maturity benefit. If you die within the term you won’t be receiving any money. 
· Next is annuity which provides a regular stream of payments of the sum assured to the individual. However if the individual dies then the annuity payments are discontinued.
· The cheapest will be the term life policy as you only receive the death benefit for a specific term. If you die after the term you won’t receive any money.


