Case Study – overselling of insurance
1.

Introduction

A 28 year single female told me that she paid $1,700 a year for a $900,000 term insurance policy
covering up to age 65.
I told her that that is too much to pay for coverage.
She does not need to insure $900,000 which is excessive. She does not need cover up to age 65.
2.

20 year Term Insurance

The Compare First website from MAS provides useful information. She only needed to pay $224 a year
for a $400,000 policy covering 20 years.
After 20 years, her accumulated savings would probably be sufficient to provide for her parents or her
own family. At that time, she probably did not need to have any insurance cover.

3.

Insurance to age 65

If she really needed insurance to cover up to age 65, she could have purchased a $400,000 policy for an
annual premium of $338 a year

The website shows a maximum sum assured of $400,000, which is adequate for most people of her
circumstances. For sum insured of $900,000 (which I do not consider to be necessary), the annual
premium should be $760.
4.

Critical Illness cover

Why is she paying $1,700 a year? Perhaps, she has included critical illness cover.
For a critical illness policy covering $400,000 up to age 65, the annual premium is $990. So, the coverage
for $900,000 could be $1,700 a year.
Comparing the difference in premium, it is not wise for a consumer to pay so much more for a critical
illness policy.

5.

MAS website

The following statistics are available from the website www.tklcloud.com/mas managed by me. I extract
the statistics of the insurance companies submitted to MAS and published in MAS website.
The profit margin for critical illness policy is excessively high. This suggests that the claim rate for this
policy is low, and the premium rates charged are too high.

6.

Conclusion

It is in the interest of the agent to push the consumer to buy a big policy with a high premium.
The consumer needs to pay only $224 a year for a 20 year term policy of $400,000 which is probably
adequate for her needs.
The insurance agent convinced her to pay $1,700 a year for a bigger policy that provided more than
what she really needed. Furthermore, she probably bought a critical illness policy that had a high
premium rate and produced a big profit margin for the insurance company.
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