
Life insurance



Need of life insurance
1)Personal needs:
O defendants  living expenses
O final  (end  of life) expenses
O educational funds
O retirement income
O mortgage repayment fund
O emergencies fund
O disability income
2)Business needs
O key persons
O business owners
O partnerships
O employee benefits



Principles of insurance

(a) Insurable Interest: the legal right to insure; 
(b) Utmost Good Faith: the requirement to reveal material 
information.
(c) Proximate Cause: determining the effective reason for a 
loss; 
(d) Indemnity: providing an exact financial compensation; 
(e) Contribution: insurers sharing an indemnity payment; 
(f) Subrogation: the insurer taking over rights against third 
parties



Insurable interest
In simple terms, insurable interest is that relationship with the subject 
matter (a person, in the case of life insurance) which is recognized at 
law and gives rise to a legal right to insure that person. This is a general 
law concept that has applied for centuries and is obviously based on 
common sense. If you have no relationship with a given person, why 
should you have the right to insure him and thus profit from his death? 
Some particular points to be noted with this 
O principle are: 
(a) Insurable interest in oneself: we all have an insurable interest in 
our own lives. From the law concept that husband and wife are one 
person, it follows that there is also an insurable interest in one's spouse. 



b) Insurable interest in others: to have an insurable interest in 
other people, the law requires some financial involvement which 
could be at risk by the other person dying. Some examples which 
may be reasonably common are: 
(i) debtors: if a person owes you money, you may insure him for the 
amount of the loan, plus reasonable interest; 
(ii) business partners: especially where personal services are 
involved, 
such as musicians, lawyers, medical practitioners etc; 
(iii) contract relationships: if another person's services have been 
engaged under contract (booking a singer for a concert, 
professional sportsperson etc.), that person's death may cause the 
other contract party to suffer financially. That potential loss is 
insurable. 



(c) A parent or guardian of a minor is given an insurable 
interest in that young person. Apart from one’s spouse, only the 
relationships mentioned (parent/guardian of a minor) constitute 
insurable interest arising from blood or family connection. 

(d) When is the interest needed? : this is a key question, and 
very important consequences flow from its answer. The answer is that 
insurable interest is only needed when the contract begins, and 
becomes irrelevant thereafter. What could be the (quite legal) 
consequences of this? Some examples are: 
(i) Divorce: a spouse, who insures his/her spouse and then becomes 
divorced, can keep the policy in force and be perfectly entitled to 
collect the benefit in due time. 
(ii) Debts: it is legally possible to insure your debtor, have the debt 
repaid, keep the policy in force, and be "paid again" in due time. 
(iii) Assignment: it is quite legal to transfer a properly arranged life 
insurance to a third party, provided this was not intended at the outset.



Importance of life insurance
 To replace loss of income : a life insurance policy pays out death 

benefits in the event of the policyholder’s death. This is generally a 
lump sum amount that can help the insured’s family deal with the loss 
of their primary source of income. If you’re the main breadwinner in 
your family, life insurance can help secure the future of your 
dependents by offering financial benefits.

 To repay pending debts : Debts taken in the name of the 
insured continue to remain a financial responsibility even after the 
demise of the policyholder. However, without an alternate source of 
income, the legal heirs of the deceased may be incapable of repaying 
any pending debts. Here’s where the maturity benefits from a life 
insurance policy can be of significant help.



 To meet educational expenses:If you invest in a life insurance policy 
when you’re in your twenties, it’s highly likely that the policy will 
mature just around the time your child attains college-going age. The 
proceeds received as part of the maturity benefits can help you meet 
the steep costs associated with higher education.

 4.To diversify your investments:Life insurance is one of the few 
investment options that come with extremely low risks. So, if your 
current investment portfolio is in need of some stable low-risk 
investments, purchasing a life insurance policy can help you balance 
your exposure to risk. All you need to do is pay your premiums 
regularly to ensure that your returns on the investment are 
guaranteed.

 5.To save for retirement :If you don’t have a retirement plan in place, 
investing in life insurance can help you get started. By investing in a 
protective cover when you’re younger, you get to enjoy lower premium 
costs. So, for a nominal monthly, quarterly, semi-annual, or annual 
fee, you can keep your investment plan in place.



 6.To receive tax benefits: Life insurance is also among the many tax-
saving investment options available to investors. The premiums you 
pay can be deducted from your total taxable income as per the 
provisions of section 80C, up to Rs. 1.5 lakhs. In addition to this 
deduction, the maturity or death benefits received under an insurance 
plan are also tax-free as per section 10.

 7.To benefit from add-on riders: For a small additional fee, you can 
add riders to your life insurance policy. A rider is an additional benefit 
that offers an extra protective cover in case of unfortunate occurrences 
like accidents, disabilities, diagnosis of a critical illness, 
hospitalization, or surgery, among others. These add-on riders can 
help investors and their family cope with tough times.

 To improve your financial security :Among other things, a life 
insurance policy can be the safety net you need to fall back on if life 
throws a curveball your way. The maturity benefits promised under 
the policy can be a reassuring cushion that your post-retirement needs 
will be taken care of. It also ensures that your legal heirs are 
financially secure in the unfortunate event of your death.



 To achieve long-term goals: If you survive the policy’s 
term, you’ll receive a sizeable maturity benefit from the 
insurance provider. This lump sum payout typically 
includes the sum assured by the plan. Over and above this, 
a bonus amount is also usually added. Together, these 
funds can help you achieve any long-term goals you may 
have planned for that stage in your life.

 To leave behind an inheritance :If you have children, a 
dependent spouse, or aged parents, you’ll undoubtedly 
want to make sure that they’re taken care of in case you’re 
not around someday. An inheritance can help keep their 
future financially secure. And even if you do not hold any 
assets like land or gold to your name, a life insurance 
policy can ensure that you leave behind a sizeable 
inheritance



ANOTHER BENEFITS

O 1) Different plan for different uses
O 2)Risk coverage
O 3)Savings
O 4)Tax benefits
O 5)Loan facility
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