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.

No, a bachelor without dependents may need insurance at some point of his/her life. 
A life insurance policy was introduced as a protection against the uncertainty of life, that is if there is a certain event (death) the family of the deceased will be compensated for their loss. But in this case, even though it is a bachelor with no dependents, there are risks which he can avoid through insurance. Some of which are:

i. There may be a risk of living too long in which a bachelor may become too old to earn that is retirement. In this case, the earnings will decline or end. Under such circumstances, he/she can seek protection against these risks as life insurance companies offers benefits such as pension scheme like pension schemes.

ii. He/she may get married and have kids in future, and they have to financially safeguard them from the possibility of his untimely demise. So, he may need an insurance and delaying it will only increase the premium. So taking an insurance now would be a good idea as he is young and healthy, the premium would be less and he will have a sense of security.

iii. Life insurance companies also covers certain accidents and the risk of disability of a person. So, a bachelor can opt for such an insurance as, if he meets with an accident and is unable to work and earn anymore he can be assured if he has an insurance.

2. 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.

Both dying prematurely and living too long is equally hazardous and difficult to manage.
If we consider dying early leads to various problems like:
· If that person was the only breadwinner of the family, after his/her untimely death the dependents will have a huge loss both emotionally and financially. It will be difficult for the family to manage and live comfortably.
· If the person had an insurance but it wasn’t enough for the family. After he dies the family may have to use this money in various things like his last death rituals, any prior loans, noramal daily expenses etc. once the insurance money is exhausted again the family will be left in a difficult situation.
Similarly, considering a person lives too long.
· If a person lives too long and is unable to earn anymore in his life, he will be only left with his savings which can exhaust in future. This will make him very insecure and tensed as he will have no means to survive in future which is another serious and stressful situation.
· If a person had a government job, he/she may receive pensions but will have less savings. This will lead them to cut down on various things which is also a difficult situation. 

3. What is adverse selection & moral hazard with respect to life insurance?

In the insurance industry, adverse selection refers to a situation where 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.
For example, a person who is a smoker getting insurance at the same rate of a person who is not a smoker.

Moral hazards refer to the defects that exist in a person’s character that may increase the frequency or the severity of loss. Such a character may tend to increase the loss for the company.
For example, killing your husband or wife to get insurance benefits.

4. 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

Income of Bob is Rs 7,00,000
Total expenses of Bob are Rs 5,00,000 
He saves Rs 2,00,000
The insurances Bob could have taken are:
i. Life Insurance
Bob could have taken out life insurance for him. He could have taken out enough to cover his expenses for leased car and equipment (Rs 2,00,000), and his other expenses of Rs 3,00,000 and also his daughter’s education expenses in future from his savings of suppose Rs 1,00,000. So, he could take can insurance of a lump sum of Rs 60,00,000 approximately (ten times his expenses/risks).
ii. Total and Permanent Disability Insurance
He can take an insurance for permanent disability from his rest of the savings of Rs 1,00,000. So that he can have a sense of security.
iii. Income Protection
Bob could have taken out income protection for a monthly benefit of Rs 40,833 (70% of his income).

B. Why would anyone buy insurance policy?

Bob’s family could have used some of the death benefit of Rs 60,00,000 to pay off the Rs 2,00,000 expenses on leased properties. His daughter will be able to go to school without any problem with this money. Bob’s family will be able to continue to maintain their lifestyle  they had before this death by drawing this remaining lump sum.

5. What undesirable consequences might follow if underwriting were not permitted in the private, voluntary markets for life and health insurance?
If underwriting were not permitted, there will be following consequences:
a) Adverse Selection
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. In this case if proper underwriting is not done, it may be a loss for the applicant as he won’t be completely covered.

Adverse selection also refers to a situation in which the applicant shows higher losses than the actual loss where the company will bear loss by paying extra if proper underwriting is not done.

b) Moral hazards
These refer to the fault in one’s character who can go to any extent to get the insurance benefits (even killing of their own family members). To make sure that the loss was natural and was not a purposeful one, underwriting has to be done properly.
  
c) Morale hazards
These refer to the carelessness of an applicant just because he/she has an insurance, that is the principle of insurance states that even though a person is insured, he/she shall imagine as an uninsured person and take care of the insured things. If proper underwriting is not done a person who faced a loss due to his carelessness may be compensated which will be a loss for the insurance company.

d) Unfair prices
If proper underwriting does not take place a person who is not healthy and has higher risk may be charged premiums same as the a completely healthy person. This leads to unfair pricing and eventually a loss to the insurance company.

6. Describe various type of life insurance a person can buy. State which   reason on level of premiums (highest to lowest) charged in each case.

Different types of life insurance are:
a) Whole life insurance
This provides a person coverage throughout his lifetime provided the policy is in force. It provides coverage against death for the entire life of the insured i.e. up to 100 years of age.

b) Term Life Insurance
Term life insurance 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 pay out. 
It provides protection against financial loss for dependants, at a lower cost than under an endowment or whole life assurance
contract for the same level of benefit.

c) 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.
It provides one 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.

d) 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.

e) 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.

f) Joint life policy
This policy is taken by two people jointly and gets covered on first death basis.
It is a pay out which an insurer receives in case of death of his other insured partner during the period. 
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.

g) Unit linked contracts
Unit-linked assurances (typically whole life or endowment) have
benefits that are directly linked to the value of the underlying investments. 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.

Levels of premiums charged (highest to lowest):
•	Pure endowment
•	Unit linked contract
•	Endowment
•	Annuity
•	Term life insurance
•	Joint life policy
•	Whole life insurance

