LIFE INSURANCE HOMEWORK

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.

Ans. Yes, an individual who is bachelor without dependents needs an insurance because of following reasons:
a) To prepare for change and take advantage of cheaper premiums
→ It is not compulsory that an individual in future will not be married , will not have kids ,family , what if his/her parents retire etc.
→ If things change it is very imp to buy an insurance policy , but if you waited for too long the premium rates will rise to a point where it is unaffordable for you to buy an policy because you don’t have anyone`s income to depend on but you own.

b) Critical illness can be devastating in both financially and emotionally
→Nobody has seen his or her future , suppose if an individual is diagnosed with a life threating disease such as cancer, tumor, lung transplant .They all result in heavy expenses such as for lung transplant its around 20 lakhs and so on . So to get yourself safe from these types of uncertainties an individual is advice to take insurance cover .

c) You can avail tax benefits
→ Since under the legal framework of our country insurance premiums are subject to tax deductible item from our income so an individual can save his or her tax and in return get assured for uncertainties of life and etc.

d) Lot of personal assets need protection
→ A home, car, a trip abroad etc are all prone to risks on daily basis. You need to get an insurance because if you don’t the cost of repairing , damaging is entirely borne by you which can impair your future growth and prospectus.
→ For ex- suppose Mr. A has house worth 5Cr and there was a natural disaster in his town by which his house get damaged for around 3Cr , if he has insurance cover all the damage is to be borne by insurance comp and if he don’t have insurance cover he himself has to bear all the loses.


Q2. Describe the types of Insurance and state its sub types?

Ans. Various types of life insurance-

a) Whole life insurance 
→ It is a policy under which the life of an individual is assured till his/her death or upto 100 years of age whichever is earlier.
→ The amt of premium increases gradually with age.

b) Term life insurance
→ It is a policy under which life of an individual is assured for a period of time say as 10 , 15 or 20 years .
→ The amt of premium is significantly low as compared to whole life insurance policy.

c) Endowment policy
→ It is a type of life insurance policy in which an individual life is assured for a fix period and if an individual survives till maturity he will receive the sum assured and all participating profits and bonuses and if he dies before maturity then also he will receive sum assured with bonuses up to the date.
→This policy allows dual benefits i.e. savings cum insurance cover.

d) Pure endowment policy
→ Under this policy an individual will receive sum assured only and only if he survives till maturity and if he dies before maturity we is not liable to get sum assured .

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 insurance
→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.

g) Unit linked policy
→ It is a policy under which all your premiums will directly linked to an investment scheme such as equity market , money market and etc.
→ Under this the risk of investment lies in the hands of policy holder.


Q3. List the key factors considered in product design?

Ans. Factors considered in product design:

a) Age
→The primary factor influencing the life insurance premiums of a policyholder is his or her age. From the perspective of the insurer, a young individual has a higher chance of continuing the life insurance policy for years to come. Hence, as a general rule, it is preferable to avail a life insurance policy as early on in your career as possible to avail the lowest premiums possible for you.


b) Gender
→Another factor that determines the amount of your premiums is your gender. This factor is rooted in scientific and statistical evidence which states that women are likely to live an average of 5 years more than men . This translates to women availing their policies for a longer tenure than men, and hence, as mentioned above, this means they can avail lower life insurance premiums.


c) Medical records
→Life insurance policies typically come with an underwriting process that includes conducting a thorough medical exam of the policyholder. Therefore, these medical records and their results also play a key part in determining the exact premium amount you will pay for your life insurance .


d) Family history
→It is widely known that certain diseases are considered hereditary, which means that they have a tendency to run in the family. All of these risks are reflected in your family medical history, and also play a part in determining your life insurance premium amounts.


e) Tobacco use
→An important factor that most people might not consider when thinking about life insurance premiums, is an individual’s smoking habits. According to research, people who smoke are more likely to contract various illnesses and have a higher mortality rate as well. Hence, the term insurance premiums for smokers reflect these risk factors and tend to be higher than for their non-smoker.


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.

Ans.  The hazard 1 i.e. dying prematurely leaving the dependant family to fend for itself is more serious and difficult to manage because the individual who is the sole bread earner for family is no more so there is no one to give financial assistance to the deceased family and they all left without anyone help  and in case if the individual has an life insurance policy then the scene would be different because on death the insurance company would give the sum assured to the deceased family to continue there living providing financial assistance.


Q4.  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.

Ans.  

SIMILARITIES
1. Promise of payment on the happening of a certain event.
2. Amount receivable not commensurate or proportional to the amount paid.
3. Gambling winning are subject to tax but insurance claim is tax free.

DIFFRENCES
1. Insurance is enforceable by law whereas in gambling none of the parties has any legal remedy.
2. Insurance is based on mathematical predictions, but gambling is highly speculative in nature.
3. 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.


Q6. What is adverse selection & moral hazard with respect to life insurance?
Ans.   
 Adverse selection 
→ It is a process of selecting between two risks (in case of life insurance       company) i.e. bad risk and good risk.
→ For ex – Person A has less chance of falling ill than person B so for insurance comp A is good risk and B is bad risk . Comp will choose A over B.

Moral Hazard
→ Moral hazard is the phenomenon that having insurance may change one’s behavior. If one is insured, then one might become reckless.
→One should never become reckless because in case of disclosure of your faulty tactics insurance company is not liable to pay the claim.


Q7. Every company has insurance benefits for its employees. Set out the advantages and limitations of group insurance policies ?

Ans. 
ADVANTAGES OF GROUP INSURANCE
1. With group insurance, persons with less or no life insurance are also able to get some measure of insurance protection.
2. Life insurance companies can reach a vast number of clients at less cost within a short span of time.
3. Coverage is also available to those employees who are otherwise uninsurable.


DISADVANTAGES OF GROUP INSURANCE

1. 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.
2. 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?

Ans. In case of life insurance policies, the principle of indemnity does not apply because the value of human life cannot be ascertained, the principle of indemnity does not apply as it is not possible to quantify the loss.


Q9. Explain the cost and benefit of insurance to the society ?

Ans. 
BENEFIT OF INSURANCE TO THE SOCIETY
1. Reduces worry and fear.
2.  Makes available large funds for investment at low cost.
3.  Provides employment to many people.
4.  Insurance enhances credit worthiness and reduces credit risk.
5.  Invisible earnings.
6.  Social benefits.

COST OF INSURANCE TO THE SOCIETY
1. Fraudulent claims.
2. Inflated claims.
3. Heavy expenditure is incurred in running of insurance companies, which are increasing over time. 


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 ?

Ans. 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. In case of insurance of property, insurable interest of the insured in the subject matter of the insurance must exist at the time of happening of the event. To name insurable interest however, it is not necessary that one should be the owner of the property.
Ex - a trustee holding property on behalf of others has an insurable interest in the property.


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.

Ans.  FEATURES OF WHOLE LIFE INSURANCE POLICY
1. 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.
2. Whole life insurance plans offer loan facility to the policyholder.
3. The whole life insurance plans can be bought online in a simple and hassle-free way.
4. 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 dependent’s.
5. 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.


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?

Ans.
a)  FEATURES OF INSURANCE BOB COULD HAVE TAKEN OUT

→Provides Protection                                                                                     One of the major feature of insurance is to provide protection from probable chances of loss. Insurance cannot stop the happening of a risk or event but can compensate for losses arising out of it.

→Risk Sharing
    On the happening of a risk event, the loss is shared by all the persons      exposed to it. The share is obtained from every insured member by way of premiums.

→ Providing certainty:
   Insurance provides certainty of payment for the risk of loss. There are
uncertainties of happenings of time and amount of loss. Insurance removes these uncertainties, and the assured receives payment of loss. The insurer charges premium for providing the certainty.


b) One buy insurance policy because:
1.  Life insurance makes the family financially secure after the untimely death of the breadwinner
2. Life insurance is also a savings instrument.
3. Life insurance helps in meeting responsibilities of people even after death like higher education of children, their marriages, etc.
4. Helps in repaying the mortgage loans by acting as a collateral security.


Q13. What is the recent product innovations brought out by insurers to enhance value of the existing policies?

Ans.

Q14. Differentiate between with and without profit policies. Why without profit policies are seldom bought in our country?

Ans.
PARTICIPATING POLICY                              NON-PARTICIPATING POLICY

→ A participating policy enables   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.

 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.
In case of a non-participating policy, there is no bonus or dividend paid to the policyholder.

→ The bonuses or dividends are
 Usually paid out annually.

→ The bonus that is given in thisThere are no payments in non- participating policies because the profits are not shared.

 policy isnot guaranteed. It is
 based on the performance of
 the insurance company.

→ The most important benefit ofThe premiums are a little lesser than participating policies.

participating policies is that it not
 only provides protection, but
 also provides returns in the 
form of a bonus.

Q15. What undesirable consequences might follow if underwriting were not permitted in the private, voluntary markets for life and health insurance?

Ans.  If there is no underwriting than insurance company will not able to find the current health and financial status of the person being insured. Secondly, its because of underwriting only insurance companies can charge premium on individuals which vary in different situations. As a result underwriting is very imp in case of health and life insurance otherwise insurance comp can run into huge losses and damages

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.

Ans. 


Q17  Describe reinsurance. What is the importance of reinsurance & it’s features?

Ans.  Reinsurance is also known as insurance for insurers or stop-loss insurance. 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.

IMPORTANCE OF REINSURANCE
1) Reinsurance helps decrease risk.
2) Reinsurance can stabilize financial losses.
3) It allows a company to take on more policyholders
4) Reinsurance companies offer valuable advice.


FEATURES OF REINSURANCE
1) Reinsurance is the contract between two insurance comp.
2) The original insurer agrees to transfer his part of risk to other insurance company under same terms and conditions.
3) Original cannot reinsure the risk with re-insurer, more than the sum assured, originally by the insured.


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.

Ans. a) Whole life insurance 
→ It is a policy under which the life of an individual is assured till his/her death or upto 100 years of age whichever is earlier.
→ The amt of premium increases gradually with age.

c) Term life insurance
→ It is a policy under which life of an individual is assured for a period of time say as 10 , 15 or 20 years .
→ The amt of premium is significantly low as compared to whole life insurance policy.

c)	Endowment policy
→ It is a type of life insurance policy in which an individual life is assured for a fix period and if an individual survives till maturity he will receive the sum assured and all participating profits and bonuses and if he dies before maturity then also he will receive sum assured with bonuses up to the date.
→This policy allows dual benefits i.e. savings cum insurance cover.
→ Endowment policy have high premiums.

d)	Pure endowment policy
→ Under this policy an individual will receive sum assured only and only if he survives till maturity and if he dies before maturity we is not liable to get sum assured .
→ The premium is less than endowment policy.

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 insurance
→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.
→ The premium is low as compared to taking two individual policies for same period of time.

g)	Unit linked policy
→ It is a policy under which all your premiums will directly linked to an investment scheme such as equity market , money market and etc.
→ Under this the risk of investment lies in the hands of policy holder.
→ Premium are high in unit linked as compared to non participating policies.



