1. 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.
ANS. 
No, I do not agree with the view that a bachelor without dependants needs no insurance. No life can be stated in financial terms so even though he has no dependants, the insurance can provide for the emotional support that his family might need. 
He might also need life insurance to meet future needs and take advantage of cheaper premiums. He may not have dependants now but at some point in future he may decide to get married and have children, and his parents will get older with time as well. He will have to financially safeguard them from the possibility of his untimely death. Hence we can say that he cannot avoid buying insurance, he can only delay it but a delay is only going to cost him more premium as premium increases with age.
Also he might not be qualified for the same life insurance policy later. Life insurance policies run on uncertainties. He may be healthy now and paying a premium for life insurance may seem to be an added financial burden, but if he suddenly falls ill, he may not be allowed to buy a life insurance policy. Therefore, it is suggested to buy one early on in your life because it remains in force if your health deteriorates later on.
If he has a home loan or any long term loan that’s his responsibility, he needs to cover for it. If a loan is co-signed with another person, the loan lands entirely on the co-signer if it is still unpaid when he dies. A life insurance can pay for his loan repayment in the event of his sudden death.
Since it is an instrument that keeps you invested for the long term, it would help him achieve his long-term goals such as buying a home or planning his retirement. It also provides diverse investment options that come along with different types of policies.
He can also save taxes with insurance policies. The premium that he would pay on an insurance policy is eligible for certain tax benefits.

4. 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.
ANS.
In life insurance out of the two hazards, the more serious and difficult to manage would be ‘that of dying prematurely leaving the dependent family to fend for itself’ because the main bread earner of the family will be lost and the dependants will have difficulty maintaining the income inflow and sustaining the family. When the person dies prematurely, his dependants are affected to a great extent not only financially but emotionally as well. In case of the other hazard, that is, ‘that of living too long without visible means of support’, the person might not have a fixed income inflow but he/she can take up temporary jobs or rent out a property, etc to fend for themselves.

6. What is adverse selection & moral hazard with respect to life insurance?
ANS.
Adverse selection refers to situations in which an insurance company extends insurance coverage to an applicant whose actual risk is substantially higher than the risk known by the insurance company. It involves an applicant gaining insurance at a cost that is below their true level of risk. For example, a smoker and a non-smoker receives the insurance policy at the same amount of premium. The risk borne by the smoker is relatively higher and hence he/she should be charged higher premium than a non-smoker and since it is not, this is a case of adverse selection.
Moral hazards refer to the defects that exist in a person’s character that can increase the frequency or the severity of loss. Such a character may tend to increase the loss for the company. For example, killing wife to get death proceeds of life insurance.

1. 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?
ANS.
A] Whole Life policy – Whole life policy provides death benefit to the insurer (the insurer is protected for the whole life and his/her dependents get the payment at the time of death). Bob can be protected with the benefit of this insurance, in case of untimely death, his wife and daughter would not have to face a financial crisis. His daughter’s education can be secured if he does so. Bob can take a loan anytime in the future with his insurance policy as collateral security. He can also enjoy tax benefits.
Endowment policy – Endowment plans provide both death and survival benefit. It acts as a savings policy. Bob can take an endowment policy as it helps him in future with his daughter’s education. Since Bob is a carpenter, there is a possibility of some disability and he might not be able to work in the future. The endowment policy would help him that time by providing the sum of money if he survives till maturity. It has surrender benefits so if in case in the future he does not want to continue the policy, he can cancel it anytime he wants. Tax benefits are also provided with the same.
B] There are various reasons one would buy an insurance policy. Some of the reasons are as follows:
1. Financial security: Insurance provides financial security to the policy holder in case of any loss. Life insurance can provide financial security to the dependents of the insured in case of his/her untimely death.
2. Tax benefit: Insurance policies provide tax benefit to the policy holder.
3. Long term goals: Some life insurance policies like endowment and pure endowment policies provide finance for long term future plans like education, child’s marriage etc.
4. Protection: The most important and basic objective of Insurance is protection against the risk insured.
5. Paying off debts and getting loans: Life insurance helps in paying off debts, if any, including house loans, car loans etc. and also act as mortgage for getting loans.
6. Medical benefits: Some insurance policies provide benefits in cases such as disability or serious diseases. 

15. [bookmark: _GoBack]What undesirable consequences might follow if underwriting were not permitted in the private, voluntary markets for life and health insurance?
ANS. 
If underwriting were not permitted in private voluntary markets for life and health insurance, the insurance company will start taking insufficiently priced risks and eventually incur losses. Underwriting helps in analysing risks and ensures that they take only those risks that they can afford. They can also deny the claim if there is suspicion of non-disclosure after claim. In the absence of underwriting, the possibility of insurance frauds increases.

18. Describe various type of life insurance a person can buy. State which reason on level of premiums (highest to lowest) charged in each case.
ANS.
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. 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. 
Level on premium – 
It has the highest premium because of the fact that it covers the insured for his entire life and the death claim amount has to be paid by the insurance company and there is no way for them to deny the claim.

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, 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.
Level on premium – 
It has a high premium but it has a low premium as compared to whole life because the insurance company will only give the money to the insured if only if he dies during the tenure of the insurance there is a chance that the company does not have to play the claim on the grounds that the policy has expired.

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 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.
Level on premium – 
It has the second highest premium because the insured will get the amount at the maturity of the claim and he will also get the amount if the insured dies  during the tenure of the policy it provides dual benefits of an insurance as well as an savings therefore it has a high premium.

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.
Level on premium – 
Its premium is less as compared to an endowment policy because the insured will only get the payment if the policy has matured if the insured dies during the tenure of thepolicythen he will not get the premium. There is a possibility that the insurance company of not paying a claim amount.

5] 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 of time 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.

6] 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 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.
Level on premium – 
In this case the premium might be higher when compared to a single policy but this policy offers policy for two people under one umbrella so when we compare it by adding the premium of two individual policies it is lesser.

7] 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 which are priced continuously.



