LIFE INSURANCE :ASSIGNMENT-1
CH – 1,2,3,4,5,6

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.
A.) A bachelor without dependents should buy an insurance policy for the following reasons:
For peace of mind: The bachelor will be able to transfer the risks associated by insuring himself and he can also enjoy the benefits of being financially secure.
Uncertain future: The bachelor currently doesn’t have any dependents but that might not be the case in the future. If the bachelor may decide to get married and have kids, then he will have dependents in the future. To provide financial protection to the future dependents, he should buy an insurance policy.
For old age benefits:  If the bachelor starts to pay the premiums from young age, he will get the benefits of low premiums as compared to what he would have had to pay in the later time. Also, he would get the benefits when he gets old in the form of annuities or lump sum amounts after his retirement.
Savings: The bachelor can save some money on taxes if he pays premiums for his life insurance policy as the premiums paid for life insurance policies are exempted under section 80(C) and 10(10D) of the income tax act of 1961.

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
A.) In my opinion, the risk of dying two young leaving the family to fend for itself is a more serious hazard than living too long with no visible means of support. 
When the breadwinner of the family dies prematurely, then the family will suffer from emotional loss as well as financial loss as they are dependent. It will be even harder for the family if the sole earner didn’t plan about the future finances after his death. They have to make plenty of decisions regarding finances and also pay the dues of the dead while having access to limited sources. They have to make prudent choices in order to make their resources last longer.
However, in case of living too long, the person doesn’t have to go through a series of emotional loss and can plan the next phase of his life. The person can still find ways for earning or can settle for some arrangements that he could be dependent on. He can also choose to be dependent on his family after retirement.
Thus, even if the risk of living too long is concerning, it is not as serious as dying too young as the consequences faced by the family who dies too young are more severe.
6.) What is adverse selection and moral hazard with respect to life insurance?
A.)
Adverse selection:
This term is used for 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. In simple terms, adverse selection occurs when one party possesses more accurate information than the other. If the policy holder has some information that can cause him to suffer more monetary loss, he may conceal the information and try to escape from the loss. This can result into adverse selection. The insurer will be at a disadvantage as it will have to compensate for the difference in the amount of premiums as compared to the claim benefit.
Moral Hazard: 
These 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. Suppose a person buys a life insurance, there’s a possibility that his beneficiary can takes his (policy holder’s) life to claim the benefit. A moral hazard is a situation where the holder takes more significant risks than they otherwise would not just because they don’t have to pay for them. This concept is important for insurance companies to avoid prevent them from taking more significant risks.
Both moral hazard and adverse selection are related to information asymmetry between two parties. However, in moral hazard, the change in a person’s behavior of one party occurs after the agreement has been made. Whereas in adverse selection, the party conceals the information prior to the agreement.
12.) Bob is a 25-year-old carpenter who is subcontractor to various builders. He is married and has one 3-year-old daughter. He earns 7,00,000/- gross but pays 2,00,000/- in expenses, most which are fixed expenses i.e. a leased car and leased equipment. Bob rents an apartment and spends his earnings of 3,00,000/- 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:
- Life insurance: He can purchase a life insurance and make his wife as a beneficiary and he can also include some riders like child term rider, family income benefit rider, etc.
- Liability insurance: Bob can buy an insurance for his leased products so he can pay for them in case of a damage.
- Product insurance: He can insure some of his valuable assets that he own.
      B. A person should buy an insurance policy for the following reasons:
-      Life insurance makes the family financially secure after the untimely death of the
breadwinner.
· Life insurance is also a savings instrument.
· Life insurance helps in meeting responsibilities of people even after death like higher
education of children, their marriages, etc.
· Helps in repaying the mortgage loans by acting as a collateral security.
·    Life insurance also provides old age benefits, which can be had in the form of annuities or a
        lump sum after retirement.
·  Creditors can also use it in case the debt or dies without repaying the loan amount by
getting the lives of the debtors insured, where the policy money or the sum assured will
belong to the creditor in case of non-repayment.
· Partners of a partnership firm can get the lives of the partners insured to repay the share of
the dead partner to the heirs.
· 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).
·  Group insurance policies can also be taken as a welfare measure on the lives of the
employees, improving and boosting the morale of the employees resulting in improved
productivity.

15.) What undesirable consequences might follow if underwriting were not permitted in the private, voluntary markets for life and health insurance?
A.) Underwriting is the process of consideration of an insurance risk. This includes assessing whether the risk is acceptable and, if so, setting the appropriate premium, together with the terms and conditions of cover. It may also include assessing the risk in the context of the other risks in the portfolio. Underwriting helps in determining the expected loss potential of the proposed insured and selecting a price in line with this expected loss. Thus, adequate risk classification within the underwriting process will help to ensure that all risks are rated fairly.
If underwriting were not permitted in private, voluntary markets and health insurance sector, then the companies won’t be able to calculate the risks associated with a person. As the risk is not quantified considering different aspects, it will be difficult to set a proper premium rate for other associated risks. This can result in huge losses for the insurance companies as there is no underwriting test for the people who can be bad risks for the company. This might result in having a hard time paying out claims for the company.
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.
A.) There are various types of life insurance a person can buy which are as follows:
Term life insurance: 
It provides the benefit only if the insured dies during the policy period. If the insured survives the policy period, then the policy lapses without any claim.
Whole life insurance:
It provides the death benefit to the beneficiary in case of death of the insured at any time period. Whole life insurance means the person is insured for his whole life. You receive tax benefits for whole life.
[bookmark: _GoBack]Endowment insurance:
It is a type of insurance in which the policy holder receives the claim if he survives during the time period during which the policy is applicable. In case of death of the insured, the beneficiary will receive the sum assured. It provides protection along with savings to the insured.
Joint life policy:
A joint life insurance covers for more than one policy holder. In joint life insurance, you mention your partner as a nominee or a beneficiary. So you both will be the insured as well as the beneficiaries. Thus, if something happens to one of the partners, the other will get the sum assured.
Annuities:
An annuity pays a series of payments to the policy holder as a return of lump sum paid at outset or in the previous years. This is a product primarily used as an income stream for retirees.
Unit linked insurance policy:
In these policies, the sum assured is linked with an index fund which provides higher returns on the investment. It is a participating policy i.e. a certain amount of the premium is invested in an investment fund chosen by the policy holder and the returns of the investment are included at the time of the receiving the sum assured.
The order of the premiums of the given life insurance products will be:
· Unit linked products will be at the top of the lists considering the amount of the high returns they offer and the amount of risk which is also a contributing factor for higher premiums.
· Endowment policy follows ULIP products as it provides the death benefit as well as the maturity benefit to the insured.
· It will be followed by whole life insurance and then term life insurance as there is no maturity benefit. The premiums of whole life insurance are higher than term life insurance. There is no guarantee of the payment of sum assured.
· Then it will be joint life insurance as it will pay the sum assured to the partner in case of the death of the other partner.
· Annuity will be next as it provides a regular series of payments as a return of the sum assured to the policy holder. It is not a guarantee payment as the policy lapses when the policy holder dies.


 






        
