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FOREWORD  

The Insurance industry in India has undergone transformational changes over the last 
14 years. Opening up of the sector has led to the entry of some of the largest 
insurance companies in the world. The industry has witnessed phases of rapid growth 
along with spans of growth moderation.  

 

The need of the hour is to equip the Life Insurance agents with thorough knowledge of 
concepts of Life Insurance, its evolution, the way Life Insurance reduces burden of 
the family in case of loss of income by the bread winner, how the Insurance premium 
benefits the society and how insurance acts as a tool to manage risk in a family.  

 

The IC-33 course material which is being published by Insurance Institute of India 
contains all the knowledge that a Life Insurance Agent needs to be equipped with in 
order to build strong relationship with customer and empower the customer to take 
an informed decision and thereby complete a successful sale. The book is also 
expected to make the agents well conversant with the operational procedures that 
are required to provide efficient after sale service. The knowledge packed into this 
course material will definitely help the agents to acquire the latest knowledge about 
Life Insurance and thereby become professional life insurance advisors.  

 

I find that this course material has been composed in a professional manner and I 
congratulate all the professionals in the Insurance Institute of India involved in this 
task, I am sure that the course material will be sought after by everyone in the Life 
Insurance Industry in India. 

 

 

 

 

 
T.S. Vijayan 
Chairman 
Insurance Regulatory and Development Authority of India  
 
 
 
 



 
 

PREFACE 
 

The life insurance industry has the onerous task of providing financial protection 
against various life contingencies like mortality, morbidity and longevity. Life 
Insurance product is an intangible product and the customer must be enabled to 
understand what its features are, what it can do and how it can serve the customer’s 
unique needs.  To achieve this task effectively, the life insurance industry needs to 
have a force of competent sales professionals who have a sound understanding of the 
fundamentals of the business, can connect with prospective customers and build 
relationships of trust and assurance with them, and above all, follow a rigorous code 
of conduct and ethical practice.  

Accordingly, Insurance Institute of India has developed this course material for the 
pre recruitment test for life insurance agents in consultation with the industry.  The 
course material has been prepared based on the syllabus provided by the IRDA.  In the 
context of the multiplicity of products and practices among life insurers, the study 
course has adopted a generic approach.  

The course has been divided into twenty chapters, each of which has equal 
significance. It covers the fundamental principles of life insurance, elements of 
personal financial planning, product pricing and valuation, features of various types of 
life insurance products, documentation at the proposal and policy stage, contract and 
policy provisions, underwriting and claims, regulatory aspects of life insurance 
business including agents regulations, the selling process, customer service and the 
prospects and requirements of an agency career. Self-examination questions have 
been provided at the end of each chapter to enable the learner to evaluate himself.  

We hope that the study course would be useful in developing a higher level of 
knowledge and competence among life insurance agents. 

 We thank the IRDA for entrusting the work to Insurance Institute of India and also 
place on record our thanks to the life insurance council and member companies for 
their various suggestions which have helped to improve the course contents.  
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CHAPTER 1 
 

INTRODUCTION TO INSURANCE 
 
Chapter Introduction 

 
We live in a world of uncertainty and face risks in our everyday life. These risks are 
unpredictable. If we can anticipate and predict them, we can prepare for them. Insurance is 
the best risk-transfer mechanism and is a process by which the losses of a few, who are 
unfortunate to suffer such losses, are shared amongst those exposed to similar uncertain 
events / situations. We have life and non-life insurance as the pillars of insurance. 
 
In India, the principle of life insurance has been reflected in the institution of the joint-family 
system in India, which was one of the best forms of life insurance down the ages. Sorrows and 
losses were shared by various family members in the event of the unfortunate demise of a 
member, as a result of which each member of the family continued to feel secure. 
 
The break-up of the joint family system and emergence of the nuclear family in the modern 
era, coupled with the stress of daily life has made it necessary to evolve alternative systems 
for security. This highlights the importance of life insurance to an individual. 
The Insurance Act 1938 was the first legislation enacted to regulate the conduct of insurance 
companies in India. This Act, as amended from time to time continues to be in force. The 
Controller of Insurance was appointed by the Government under the provisions of the 
Insurance Act. 
 
Life insurance business was nationalised on 1st September 1956 and the Life Insurance 
Corporation of India (LIC) was formed. From 1956 to 1999, the LIC held exclusive rights to do 
life insurance business in India.  
 
The passing of the Insurance Regulatory& Development Act, 1999(IRDA) led to the formation 
of Insurance Regulatory and Development Authority (IRDA) in April 2000 as a statutory 
regulatory body both for life and non-life insurance industry. 
 
Insurance activity is advantageous as it facilitates economic growth by investing the premium 
funds, by protecting individuals, industry and commerce and the nation from the economic 
impact of losses, removing anxiety of losses and promotes investment. 
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Cases 

 
1. Mr Sunil Mohanty maintains regular habits, does not smoke or drink exercises regularly, 

eats moderately and avoids junk food. He maintains he does not need health insurance 
because of his good health. Do you agree? 

…………………………………………………………………………………………………………
………………………………………………………………………………………………………… 
………………………………………………………………………………………………………… 

 
2. Mr Ashok Shrivastava has purchased a Santro car and purchased motor insurance for his 

car. But he has no insurance on his own life. What would you advise him in such a 
scenario? 

…………………………………………………………………………………………………………
………………………………………………………………………………………………………… 
………………………………………………………………………………………………………… 

 
3. Mrs Priyanka Kapoor owns a retail showroom displaying expensive electronic products. She 

has not insured them since she feels the premium is too high. How can she handle the risk 
of their destruction? 

…………………………………………………………………………………………………………
…………………………………………………………………………………………………………
………………………………………………………………………………………………………… 

 
 

Answers 

 
1. No, I do not agree. Health insurance also covers hospitalization due to accident. One 

cannot predict ill-health. Good health reduces the incidence of falling ill but does not 
eliminate disease or disability in one’s life. 

 
2. He has covered the risk on his car, but has not covered the risks on his most important 

asset- his life. His car may be repaired or replaced, but there can be no substitute for 
a human life. Only the income generated by him can be replaced by sufficient life 
insurance to take care of the needs of his dependants. 

 
3. The electronic goods carry a relatively high rate because of higher probability of loss 

or damage. She can follow safe housekeeping practice and have a service maintenance 
contract. But it would be advisable to insure them.  
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Question 

  
 

1. Explain the probability of risk and narrate how it affects premium in life insurance. 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
2. What are the various ways of handling risk and how can insurance handle risk? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
3. How does insurance work as a tool for economic development? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
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CHAPTER 2 
 

WHAT LIFE INSURANCE INVOLVES 
 

Chapter Introduction 

 
The business of commercial Insurance involves four aspects 

 An asset 

 The risk insured against 

 The principle of pooling  

 The contract 
 
The Asset:  
An asset is a kind of property that yields value or a return. In life insurance, we use a concept 
called Human life value [HLV] which considers human life as a kind of property or asset that 
earns an income. It thus measures the value of human life based on an individual’s expected 
net future earnings HLV indicates the economic loss a family would suffer if the wage earner 
were to die prematurely 
 
The Risk:  
Life insurance provides protection against those risk events that can destroy or diminish the 
value of human life as an asset. There are three kinds of situations where such loss can occur 
– they are the risk of dying too early, living too long and living with disability or impairment 
unlike other kinds of risks, the risk of death increases with age and premiums would become 
prohibitive at higher ages. Hence life insurers charge a level premium that is fixed such that 
it does not increase with age but remains constant throughout the contract period. Level 
premiums also mean, life insurance contracts are typically long term insurance contracts that 
run for 10, 20 or many more years. Premiums collected in early years of the contract are held 
in trust by the insurance company for the benefit of its policyholders. The amount so 
collected is called a “Reserve”. An insurance company keeps this reserve to meet the future 
obligations of the insurer. The excess amount also creates a fund known as the “Life Fund”. 
Life insurers invest this fund and earn an interest 
 
Mutuality or Risk Pooling 
Is one of the important ways to reduce risk in financial markets, the other being 
diversification. The pooling principle plays two specific kinds of roles: That of providing 
protection against the economic loss arising as a result of one’s untimely death; and providing 
security of investment through pooling and evening out of financial risk as well 
 
The Life Insurance Contract:  
The amount of insurance cover is contractually guaranteed, making life insurance a vehicle of 
financial security. The element of guarantee in a life insurance contract implies that life 
insurance is subject to stringent regulation and strict supervision. 
 
A key question, often debated is whether the benefits provided to policyholders are 
adequate, compared to other financial instruments. Indeed life insurance as a financial asset 
offers certain advantages to its holders (1) It is a safe and secure investment; (2) it provides 
the discipline that savers require. (3) It takes care of investment management; (4) It provides 
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liquidity and income tax advantages; and finally (5) It may be safe from creditors’ claims. 
Possible disadvantages can arise from lower rates of returns for guaranteed policies and 
corroding effects of inflation. 
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Cases 

1. Mr Rajan wants to take a life insurance policy and wants to know how much insurance 
he should take. He also wants to know how this amount is arrived at. How would you 
advise him? 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 
 

2. Mr Santosh wants to know whether the risk covered by the life insurance policy that he 
has been asked to purchase is similar to that covered by his motor insurance policy. 
How would you respond to his query? 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 
 

3. Mr George has been told that a life insurance is a good vehicle of protection and wants 
to know more. How would you advise him? 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 
 

4. Mrs. Majumdar is not very comfortable with the idea of taking a long term contract 
and wants to know why she needs to pay a level premium. What is your answer? 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 
 

5. A housewife wants to know whether the life insurance policy that she has been asked 
to buy is different from the local community pool where she makes a contribution 
each month. How would you advise her? 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 
 

  

Answers 

1. Mr Rajan needs to take an amount that would be depending on his expected net future 
earnings. This could be about eight to ten times his annual income. The principle that 
is applied to determine this amount is the concept of Human Life Value. 

2. Mr Santosh’s motor insurance contract is a contract of indemnity while a life insurance 
contract is one of assurance. The amount of insurance is specified at the beginning. 
Again, while a motor accident may happen or not happen, in case of death, the event 
is certain, only the timing is uncertain. What is more, even the likelihood of death 
increases with age. 
 

3. The life insurance policy provides protection in two ways: it protects the assured 
against the economic loss arising as a result of one’s untimely death; and it provides 
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security of investment through pooling and evening out financial risk. The principle 
which enables a life insurance policy to perform these roles is that of Mutuality or risk 
pooling. 
 

4. Mrs. Majumdar needs to be advised that unlike other risks, mortality is a risk that 
increases with age and hence premiums would become prohibitive at higher ages. 
Hence life insurers cannot have policies with only one year term, which have to be 
renewed every year with highrer premiums for each age. Instead they typically have 
policies with a longer term and charge a level premium that is fixed such that it does 
not increase with age but remains constant throughout the contract period.  
 

5. The life insurance policy that she has been offered by a life insurance company is a 
contract which would guarantee the amount of insurance. The local community pool is 
not a contract and cannot be guaranteed by law. 

 
 
  



Insurance Institute of India  Page | 8 
 

Question 

1. What does life insurance involve? 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 

 
2. What is HLV? 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 

 
3. What is a Reserve? 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 

 
4. What is the implication of the fact that life insurance is a contract? 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 

 
5. What are the advantages of taking life insurance? 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 
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CHAPTER 3 
 

LEGAL PRINCIPLES OF LIFE INSURANCE 
 

Chapter Introduction 

 
Insurance involves a contractual agreement in which the insurer agrees to provide financial 
protection against certain specified risks for a price or consideration known as the premium. 
The contractual agreement takes the form of an insurance policy. 
 
A contract is an agreement between parties, enforceable at law. The provisions of the Indian 
Contract Act, 1872 govern all contracts in India, including insurance contracts.  
 
An insurance policy is a contract entered into between two parties, viz., the company, called 
the insurer, and the policy holder, called the insured and fulfils the requirements enshrined in 
the Indian Contract Act, 1872. 
 
The elements of a valid contract are: 
 
i. Offer and acceptance 
When one person signifies to another his willingness to do or to abstain from doing anything 
with a view to obtaining the assent of the other to such act, he is said to make an offer or 
proposal. Usually, the offer is made by the proposer, and acceptance made by the insurer. 
 
When a person to whom the offer is made signifies his assent thereto, this is deemed to be an 
acceptance. Hence, when a proposal is accepted, it becomes a promise. 
  
The acceptance needs to be communicated to the proposer which results in the formation of 
a contract. 
 
When a proposer accepts the terms of the insurance plan and signifies his assent by paying 
the deposit amount, which, on acceptance of the proposal, gets converted to the first 
premium, the proposal becomes a policy. 
 
The policy bond becomes the evidence of the contract. 
 
ii. Consideration: 
This means that the contract must contain some mutual benefit for the parties. The premium 
is the consideration from the insured, and the promise to indemnify, is the consideration from 
the insurers. 
 
iii. Agreement between the parties: 
Both the parties should agree to the same thing in the same sense. In other words, there 
should be “consensus ad-idem” between both parties. Both the insurance company and the 
policyholder must agree on the same thing in the same sense. 

 
iv. Free consent: 
There should be free consent while entering into a contract. 
Consent is said to be free when it is not caused by  
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 Coercion 

 Undue influence 

 Fraud 

 Misrepresentation 

 Mistake 
 
When consent to an agreement is caused by coercion, fraud or misrepresentation, the 
agreement is voidable. 
 
v. Capacity of the parties: 
Both the parties to the contract must be legally competent to enter into the contract. The 
policyholder must have attained the age of majority at the time of signing the proposal and 
should be of sound mind and not disqualified under law. For example, minors cannot enter 
into insurance contracts. 
 
vi. Legality: 
The object of the contract must be legal, for example, no insurance can be had for illegal 
acts. Every agreement of which the object or consideration is unlawful is void. The object of 
an insurance contract is a lawful object. 
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Cases 

 
1. Mr Kaushik Chatterjee has taken a life insurance policy and has mentioned Ashok 

Singh, his close friend, as the nominee. Explain whether there is presence of insurable 
interest on the part of the nominee. 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

2. Mr Mohan Joshi is a chronic alcoholic and suffers from blood pressure and diabetes. He 
does not disclose this while taking a life insurance policy. What do Mr Sharma’s actions 
suggest? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

3. Miss Roopa Sen was drunk and drove rashly. She lacked control and her car crashed 
against a tree causing instant death. What was the proximate cause?  

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

Answers 

 
1.  Ashok cannot be a nominee because he does not have an insurable interest on 

Kaushik’s life. Insurable interest being essentially a monetary interest which one 
should have on the continuing existence of the object of insurance, Ashok being a 
friend could well misuse the position of nominee. Kaushik would be advised to insure 
his class 1 legal heirs. 

 
2. He has not maintained good faith while taking life insurance. He has probably opted 

for insurance to defraud the company. And since an insurance policy is one of utmost 
good faith; he has suppressed material facts which could result in his death claim 
being declined in the eventuality of occurrence. 

 
3. As per post-mortem reports, alcohol resulted in unstable driving resulting in death. 

Hence cause of death was due to accident as a result of drunken driving. 
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Question 

 
1. Define a contract. Discuss the essentials of a valid contract. 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

2. What is consideration? Explain its importance to the validity of a contract. 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

3. A contract of insurance is one of uberimma fides. Explain how innocent 
misrepresentation, mistake and fraud affect a contract of insurance. 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

4.  What material information should a proposer disclose while going for life insurance?  

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
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CHAPTER 4 

FINANCIAL PLANNING 

Chapter Introduction 

Financial planning is a process of:  
Identifying one’s life’s goals, translating these identified goals into financial goals and 
managing one’s finances in ways that will help one to achieve those goals. Through this 
process, one can thus chart a roadmap to meet expected and unforeseen needs in one’s life. 
These needs and goals can be short term, medium term or long term. Individuals have a life 
cycle with seven stages – namely that of Learner; Earner; Partner; Parent; Provider; Empty 
Nester and finally the twilight years when one is retired. Each stage brings with it 
corresponding responsibilities and liabilities. 
  
Based on the individual life cycle three types of financial products are needed. These help in: 

 Enabling future transactions,  

 Meeting contingencies and  

 Wealth accumulation 
 
Corresponding to the above needs there are three types of products – transactional; 
contingency and wealth accumulation products. 
  
An individual’s financial plan may also be influenced by his or her risk profile and investment 
style.  
 
The need for financial planning is further increased by the changing societal dynamics like 
disintegration of the joint family, multiple investment choices that are available today and 
changing lifestyles etc. 

The best time to start financial planning is right after one receives the first salary. 

Financial planning advisory services include: 
Cash planning: to manage income and expenditure flows and to create surplus cash for 
capital investment.  

Investment planning: to accumulate capital in an optimal way to meet future goals insurance 
planning, to provide insurance protection against various types of risks 

Retirement planning: to meet the needs of income and make provision for various expenses 
after one’s retirement  

Estate planning: to ensure smooth devolution and transfer of one’s estate after one’s demise. 

Tax planning: to determine how to gain maximum tax benefit from existing tax laws and for 
planning of income, expenses and investments taking full advantage of the tax breaks. 
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Cases 

 
1. Mr Soham has been approached by a financial consultant and wants a second opinion 

about what personal financial planning is all about. How would you explain to him in a 
nutshell? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
2. Mr Thomas is a young man who wants to spend all his money and wants to know why 

he should save at all. How would you advise him? 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 

 
3. Mr. Bhagwan, who is in his fifties and runs a business, wants to know what he should 

plan for. Advise him. 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 
 

4. Mrs Narasimhan who is in her late fifties has been advised that she should invest in a 
very high return equity fund which also carries high risk. She is unsure about what to 
do. How would you advise her? 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 
 

5. Mr Rajesh likes the idea that one needs to save and invest for the future. He however 
does not know how to find money for the purpose. Advise him. 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 
 

Answers 

1. Financial planning is the process through which Mr Soham’s life’s dreams and goals can 
be identified and translated into clear financial goals and his finances could be 
managed in ways that will help him to achieve these goals. It would thus help him to 
chart a roadmap to meet his expected and unforeseen needs in future.  

 
2. Mr Thomas needs to be advised that he is a young earner now but may be going 

through various stages in his life when he would play different roles like that of 
partner, parent and provider. He would need to meet various transactions and 
contingencies in future and must also accumulate wealth for making future provision. 
Above all, he must be advised about the power of compounding – when one starts 
saving and investing early, one can accumulate much more wealth and enjoy the 
benefits that wealth would bring. Savings and investing is a way of making your money 
work for you. 
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3. Mr Bhagwan must be advised that in his fifties, he needs to plan for retirement and 
ensuring that his business is taken good care of, after him. He should thus think 
seriously about retirement planning and having an income so that he does not have to 
depend on his sons. He must also think about planning for certain contingencies of old 
age, like health impairment and meeting the high costs of health care. He should also 
engage in estate planning to ensure that his business and property would devolve to 
his family after him. Finally, he may need to take care of taxes through tax planning.  

 
4. Mrs Narsimhan is in her late fifties. This is the age when one needs to consolidate 

one’s investments and adopt a more prudent and conservative approach. Investing in a 
high risk equity fund would be not in her interests. 

 
5. Mr Rajesh needs to understand how to engage in cash planning. He must firstly prepare 

a budget and perform an analysis of current income and expenditure flows. He should 
categorise his expenses into different types and identify fixed and variable expenses. 
The latter are often discretionary and can be reduced. Then, while predicting and 
planning for the cash flows that may arise, he must also systematically create and 
maintain a surplus of cash for capital investment 
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Question 

 
1. What are the basic types of financial products? 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 

 
2. What are the seven stages in the individual’s life cycle? 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 

 
3. What are the factors that basically influence an individual’s financial plan? 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 

 
4. When should one start financial planning? 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 

 
5. What are the basic types of financial planning advisory services? 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 
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CHAPTER 5 
 

LIFE INSURANCE PRODUCTS – I 
 

Chapter Introduction 

In popular terms a product is considered same as a commodity– a good brought and sold in the 
marketplace. From a marketing standpoint, a product is a bundle of attributes. 

Products may be tangible or intangible. Life insurance is a product that is intangible. A life 
insurance agent has the responsibility to enable the customer to understand the features of a 
particular life insurance product, what it can do and how it can serve the customer’s unique 
needs. 
 
Life insurance products offer protection against the loss of economic value of an individual’s 
productive abilities, which is available to his dependents or to the self. A life insurance 
policy, at its core, provides peace of mind and protection to the near and dear ones of the 
individual in case something unfortunate happens to him.  
 
The other role of life insurance has been as a vehicle for saving and wealth accumulation. In 
this sense, it offers safety and security of investment and also a certain rate of return.  
 
Life insurance companies also offer a number of riders to enhance the value of their 
offerings. A rider is a provision typically added through an endorsement, which then becomes 
part of the contract. 
 
Term insurance provides valid insurance cover only during a certain time period that has been 
specified in the contract. These plans are renewable at the same premiums that are fixed at 
the same annual rate for the whole duration of their term. The other feature of the plan is 
convertibility, which allows a policyholder to change or convert a term insurance policy into a 
permanent plan like “Whole Life” without providing fresh evidence of insurability. 
 
Term assurance plans are of different varieties – some of them are Decreasing Term 
Assurance, Increasing Term Assurance and Term Assurance with return of premiums. 
The unique selling proposition (USP) of term assurance is its low price, enabling one to buy 
relatively large amounts of life insurance on a limited budget. 
 
While term assurance policies are examples of temporary assurance, where protection is 
available for a temporary period of time, whole life insurance is an example of a permanent 
life insurance policy. In other words there is no fixed term of cover but the insurer offers to 
pay the agreed upon death benefit when the insured dies, no matter whenever the death 
might occur. 
A whole life policy is a good plan for one who is the main income earner of the family and 
wishes to protect the loved ones from any financial insecurity in case of premature death. At 
the same time he wishes to use the cash value as savings for making provision in later years of 
life.  
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An endowment assurance contract is actually a combination of two plans: 
A term assurance plan which pays the full sum assured in case of death of the insured during 
the term 
A pure endowment plan which pays this amount if the insured survives at the end of the 
term 
 
The product thus has both a death and a survival benefit component. From an economic point 
of view, the contract is a combination of decreasing term insurance and an increasing 
investment element. Shorter the policy term, larger the investment element.  
 
Endowment is primarily a savings programme, backed by insurance protection against death. 
It also serves as a safe and compulsory avenue of savings. People buy endowment plans as a 
sure method of providing against old age or for meeting specific purposes like having an 
education fund or a fund for meeting marriage expenses. 
 
A Money Back Plan is an endowment plan with the provision for return of a part of the sum 
assured in periodic instalments during the term and balance of sum assured at the end of the 
term 
 
Life insurance plans may be participating or non - participating plans. The term “Par” implies 
policies which are participating in the profits of the life insurer. “Non – Par” on the other 
hand represent policies which do not participate in the profits. 
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Cases 

1. Mr. Pawar is not prepared to buy life insurance because he believes that he will not 
get anything unless he dies and then it will be anyway of no use to him. How would 
you respond as a life insurance agent? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
2. Mr. Nitin is not sure about whether he wants to take a life insurance policy or not. He 

is very concerned that his family should have security in the event that he were to 
dies suddenly. However he is not very interested in putting large sum of money into 
life insurance, as he feels he could invest it more efficiently elsewhere. How would 
you advise him? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
3. Mr. Rahul Pahwa has two daughters and is very concerned about making adequate 

provision for their marriage. He is also concerned that in as something happens to him, 
his daughters must not suffer for want of adequate funds. Advise him. 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
4. Mr Gandhi is interested in saving some money through insurance. But he is not ready to 

wait till the end of the term to see the benefits. He would like to have some more 
coming to him from time to time. What would be the best way to meet his needs? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

5. Mr Ali is considering whether he should put money in buying an Endowment policy or 
invest it for buying equities in the stock market. Someone has advised him that stock 
market is much more attractive than life insurance. What would you suggest to him? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
  

Answers 

1. A life insurance policy is an intangible product. Unlike a car or a kilo of mangoes, one 
cannot derive immediate value from consuming it. What one derives is peace of mind 
and the satisfaction of having played a role and fulfilled one’s responsibility as the 
bread winner of the family. Life insurance is also a means by which one can plan and 
make adequate provision for meeting future needs. It brings an element of certainty 
to the savings process. As an agent you need to get Mr Pawar to see the merit of the 
above points.  

 
2. If Mr Nitin may not be disposed to buy a savings policy like Endowment, he could be 

encouraged to buy a Term Insurance policy for the period when he would like to have 
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full protection for his family. He must be advised that if he wants such protection for 
a long period of time, he could also consider a Whole life policy. The premiums would 
be higher than Term Assurance but not as high as for Endowment and he would also 
ensure security to his family to the end of his life.  

 
3. Mr Rahul Pahwa may consider taking an Endowment Policy which should mature 

around the time he expects to have his daughters reaching marriageable age. The 
term insurance component of the policy would ensure that even in the unfortunate 
event of his death, the full amount of insurance would be available for his daughters. 

 
4. A good option for Mr Gandhi would be to have a Money Back Policy in which a part of 

the sum assured would be paid before the end of the term in the form of periodical 
payments. For instance he may buy a twenty year Money Back Policy under which he 
may get 20% of the sum assured after every five years and the balance 40% at the end 
of the twentieth year. In case of his death anytime during the period, he would get 
the full sum assured.  

 
5. Mr Ali must be advised that there is no free lunch in the financial market. If returns to 

investment in the stock market are high, so also are the risks. Indeed, the higher 
return must be seen as a price for taking higher risk. Mr Ali may be advised that he 
should carefully consider whether he understands the market sufficiently enough and 
is ready to track the trends therein regularly. He must be made aware about the risks 
he may have to take. If he would be more comfortable, having the life insurer bear 
the investment risks, he could consider a suitable savings plan.  
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Question 

1. How would you describe a product from a marketing perspective? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

2. What is Term Insurance? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
3. What is the policy which gives you insurance protection till the end of your life? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
4. Name a policy which gives you the survival benefits in instalments? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
5. What does the term “Par” imply?  

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
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CHAPTER 6 
 

LIFE INSURANCE PRODUCTS II 
 

Chapter Introduction 

 
Traditional life insurance products have been found to have a number of limitations. The 
savings or cash value component in such policies has not been well defined but determined by 
assumptions about mortality, interest rates, expenses and other parameters that are 
arbitrary. The rate of return is not easy to determine. Surrender values have been 
determined quite arbitrarily. They were also limited in the issue of giving a rate of return 
comparable to other assets in the financial marketplace. 
 
A number of shifts took place in life insurance product profiles as a result. These include : 

 Unbundling, or separation of the protection and savings elements 
 

 Investment linkage which implied linking the benefits to policyholders with an index of 
investment performance 

 

 Transparency, or visibility in the rate of return and in the charges made by the 
companies for their services 

 

 Emergence of Non - standard Products as a result of shift from rigid to flexible product 
structures 

 
The major sources of appeal of the new products were: 

 Direct linkage with the investment gains:  

 Inflation beating returns 

 Flexibility or choice given to customers with regard to structure of premiums and 
benefits as well as choice of investment 

 Facility to withdraw at a nominal surrender charge  
 
Some of the non - traditional plans are given below  
Universal life insurance: a form of permanent life insurance characterised by its flexible 
premiums, flexible face amount and death benefit amounts, and the unbundling of its pricing 
factors. 
 
Variable life insurance: a kind of “Whole Life” policy where death benefit and cash value of 
the policy fluctuates according to the investment performance of a special investment 
account into which premiums are credited. 
 
Unit linked insurance plans: also known as ULIP’s, which emerged as one of the most popular 
and significant products, supplanting traditional plans in many markets. These plans provide 
the means for directly and immediately cashing on the benefits of a life insurer’s investment 
performance. 
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Cases 

1. You have been given a chance to speak for a few minutes at a professional convention 
where the organisers want to know about the new non-traditional policies that have 
been introduced into the Indian market. How would you address it?  

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
2. A client would like to know whether there are any plans of life insurance which offers 

you a choice of discontinuing premium payments for some time and resuming them 
later. How would you answer him? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
3. Mr. Balgovind who has joined a software company as a systems analyst would like to 

buy life insurance only if he can get a good return on his investments. He is critical 
about the Endowment policies his father had purchased many years ago. What is your 
recommendation?  

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
4. Mr Chandrasekar had never purchased a life insurance policy because he was not 

happy about its liquidity features. How would you address his problem? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

Answers 

1. The convention may be addressed, giving an insight into the major features of the non 
-traditional policies, like investment linked and inflation beating returns, flexible 
structures and liberal surrender values.  

 
2. A life insurance plan which offers flexibility to the customer with respect to premium 

payments is Universal Life Insurance. It has been one of the popular plans in the US 
and other western markets. In India, as per the IRDA rules, universal policies may be 
known as variable policies. If your company has such a plan, you may recommend it to 
the client. 

 
3. Mr Balgovind may be advised to consider buying a Variable Insurance plan or a Unit 

linked Insurance product that would provide returns that are directly linked with 
market value of investments. However he must know that such a product also carries 
risks of a fall in returns if the value of the underlying investments are reduced. His 
father’s policies may have not been able to give returns directly linked with the 
market but they could provide reasonable returns that were consistent, regardless of 
the ups and downs of the market.  
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4. Mr Chandrasekar may be informed that under the new investment linked insurance 
plans like ULIPs, the policyholder may be able to withdraw the fund in his policy after 
a minimum lock in period that has been prescribed, after deduction of a small 
surrender charge. Thus, if he suddenly wanted to have funds at hand after say seven 
or eight years, he could withdraw from his unit linked insurance policy after paying 
the surrender charge.  
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Question 

1. What is meant by the term ‘Unbundling’? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

2. How are the non - traditional plans transparent? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
3. What is meant by Universal Life Insurance? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
4. Which kind of life insurance plan gives you a death or cash value benefit which varies 

with the investment performance of the policy? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
5. What does the term ‘ULIP’ stand for? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
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CHAPTER 7 
 

PENSION AND ANNUITIES 
 

Chapter Introduction 

 
The basic objective of any pension is to provide individuals, who have been working and 
earning an income during the productive years of their life time, with an income during their 
old age when they are retired and no longer at work. The need to protect and provide for 
people when they are old and no longer able to work and earn, has been well recognised by 
the State and civil society.  
 
Types of pension schemes 
 
There are three types of pension schemes in existence today 
Public pensions 
Occupational pensions 
Personal pensions 
 

a) Public pensions are provided by the State. The basic purpose of these pensions is to 
fulfill the State’s responsibility to ensure that all citizens receive a minimum level of 
income in retirement. 
 

b) Occupational pensions have been set up by employers for their employees, with 
contributions from both employers and employees. They are normally sponsored by 
employers and form part of the employees’ benefit package. 
 

c) Personal pensions are typically offered and purchased in the form of an annuity 
contract between the insurance company or other pension provider and an annuitant.  

 
Annuities 
Individual annuity plans provided by various life insurance companies are a variant of personal 
pension plans 
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Cases 

 
1. Mr Rohit Jha practises independently as a lawyer. He has no provident fund nor any 

savings to fall back upon once he stops practice. He can continue practice for another 
20 years. What pension scheme is suitable for him? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

2. Mrs Kareena Handa will retire from a government job in seven years time and shall get 
pension. Her two children would still not have been married off by the time she would 
have retired. What other pensionary provision must she make to supplement her 
government pension? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

3. Manish Prasad has just retired from service in a private firm. He has received a 
lumpsum amount as his terminal benefits. What should he invest in so as to get an 
immediate and regular flow of income? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

Answers 

 
1. In case he is interested in a continuous flow of income, he should purchase a pension 

plan offered by a life insurance company with a deferment period as per his choice 
and subsequently get pension as per his future age. 
 

2. To supplement her pension to meet her liabilities post-retirement, she could go for a 
pension plan offered by any life insurance company with the option to get pension in 
the form of an annuity following her retirement. 

 
3. If he wants a regular flow of income, he should go for an immediate annuity among 

other options. 
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Question 

 
1. Distinguish between pension and life insurance products. 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

2. What are the types of annuities? Describe them. 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

3. What are the pension-related contingencies? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
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CHAPTER 8 
 

Health INSURANCE 
 

 

Chapter Introduction 

 
Health insurance is a contract between the insurer and the insured wherein the insurer agrees 
to pay hospitalisation expenses to the extent of an agreed sum insured in the event of any 
medical treatment arising out of an illness or an injury. 
 
Healthcare in India has assumed great importance in recent times. Increased income, health 
consciousness, price liberalisation and the introduction of private healthcare financing is 
bringing the change.  
 
Understanding health insurance policies 
Insurance companies offer a wide variety of policies under health insurance. These range 
from policies that cover the cost of doctors and hospitals to those that meet a specific need, 
such as paying for long term care or specific illness like cancer or critical illness. 
 
Several life insurance companies have of late entered into the health segment, which till 
recently was dominated by general insurance companies. Some stand-alone health insurance 
companies have also been set up to tap the vast potential of the health insurance in India.  
 
A health insurance policy generally covers the basic costs in case of hospitalisation due to any 
accidents/diseases/ illnesses which do not form a part of the permanent exclusions of the 
policy. 
 
The expenses covered under health insurance usually include: 

 Cost of room / bed 

 Boarding expenses  

 Nursing expenses 

 Doctor’s fees 

 Diagnostic tests 

 Operation theatre charges and  

 Expenses related to surgical appliances and the like 
 
As a part of the standard plan, coverage for pre and post-hospitalisation expenses and 
specified day-care procedures, are also listed in the specific policies. 
 
Domiciliary hospitalisation 
 
Certain insurance products offer domiciliary hospitalisation benefits. This generally refers to 
medical treatment for a period exceeding three days for such illness/ injury which in the 
normal course would require treatment at the hospital/ nursing home, but was actually taken 
whilst confined at home in India under any of the following circumstances namely: 
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Family floater policies 
 
Family floater policy is another version of a health insurance policy. Here, the sum insured 
floats among the family members. Family floaters usually cover husband, wife and two 
children.  
 
Health Insurance policy can be obtained by an individual for himself, his/her family, or by a 
group. The eligibility as per the age factor varies from insurer to insurer, from as young as 3 
months to 80 years and above. 
 
The rules keep changing from time to time and would apply differently for different policies 
and insured groups. Agents need to be clear about the tax incentives available for the policies 
they sell and be familiar with the tax incentives available for other products in the market.  
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Cases 

 
1. Mr Raghu Bharadhwaj has taken a family floater policy. His family consists of his wife, 

children and parents. Who can be covered under this policy? 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 

2. Mr Paul Gheverghese is a retired man without any pension. He had an accident and 
was hospitalised. His savings were spent in paying for his hospital expenses. He 
subsequently became dependent on his son for the rest of his life. Where did Paul’s 
planning go wrong? What should he have done to protect his savings? 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 
 

3. Mukesh purchases a health insurance plan for Rs 500,000 with an annual premium of 
Rs. 15,000. He suffers from a serious cardiac ailment and has to be operated. The 
hospital bill is over Rs 4 lakhs. Who takes care of the bill? Do you feel Mukesh gets any 
benefit by paying the premium of Rs.15,000 ? 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 
 

Answers 

1. Family floater policies usually cover husband, wife and two children. Some policies 
cover more than two children, parents and parents-in-law as well. 

2. He should have taken a health insurance plan since ailments generally aggravate with 
advancing age. Having no health insurance has forced him to fall back on his savings, 
which would eventually get depleted if he fell ill regularly and required treatment and 
hospitalisation. To protect his savings, he should go for health insurance. 

3. The health insurance policy takes care of the treatment expenses. He has paid only 
Rs.15,000 but his expenses are Rs.4 lakhs. Obviously the benefit received by him is 
much more than what he has paid as premium. 
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Question 

 
1. Discuss with your friends whether they have any health insurance plan. What are the 

benefits available? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

2. What is domiciliary hospitalisation? What are the exclusions here? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
………………………………………………………………………………………………… 
 

3. As per IRDA regulations 2013, what information should all health insurance policies 
contain? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
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CHAPTER 9 
 

APPLICATIONS OF LIFE INSURANCE 
 

Chapter Introduction 

 
Life insurance can be applied to the creation of trusts with resultant insurance benefits; it 
can be applied for creating a policy covering key personnel of industries and also for 
redeeming mortgages.  
 
Applications of life insurance: 
 
Married Women’s Property Act 
Section 6 of the Married Women’s Property Act, 1874 provides for security of benefits under a 
life insurance policy to the wife and children. Section 6 of the Married Women’s Property Act, 
1874 also provides for creation of a Trust. 
 
Features of a policy under the MWP Act 

 Each policy will remain a separate Trust. Either the wife or child (over 18 years of age) 
can be a trustee.  

 The policy shall be beyond the control of court attachments, creditors and even the 
life assured.  

 The claim money shall be paid to the trustees. 

 The policy cannot be surrendered and neither nomination nor assignment is allowed. 

 If the policyholder does not appoint a special trustee to receive and administer the 
benefits under the policy, the sum secured under the policy becomes payable to the 
official trustee of the State in which the office at which the insurance was effected is 
situated. 

Key man Insurance 
Key man insurance is a life insurance that is used for business protection purposes. These 
policies are usually owned by the business and the aim is to compensate the business for 
losses incurred with the loss of a key income generator and facilitate business continuity. The 
sum assured is linked to the profitability of the company rather than the key person’s own 
income. The premium is paid by the company. This is tax efficient as the entire premium is 
treated as business expense. In case the key person dies, the benefit is paid to the company. 
Unlike individual insurance policies, the death benefit in key man insurance is taxed as 
income. 
 
Mortgage Redemption Insurance (MRI) 
It is an insurance policy that provides financial protection for home loan borrowers. It is 
basically a decreasing term life insurance policy taken by a mortgagor to repay the balance on 
a mortgage loan if he/she dies before its full repayment.  
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Cases 

 
1. Mr Vishnu Iyer has purchased a policy under MWP Act. He has incurred several debts 

and dies without repaying them. What will be the fate of his policy after his death? 
Who shall receive the claim? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

2. Mr Hari Shankar Modi is an actuary in XYZ insurance company. He suddenly expires due 
to a heart attack. What losses shall the company incur and what precautions can save 
the company from loss? 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 
 

3. Mr Haroon Rashid Khan has taken a housing loan for constructing a house. He wants to 
take an insurance policy that provides life cover with low premium and shall repay the 
balance outstanding loan in case of his death. Which plan is suitable for him and why? 

………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
……………………………………………………………………………………………………… 

 

Answers 

 
1. The claim money shall be paid to the trustees and shall be beyond the reach of his 

creditors. 
 

2. In the eventuality of his unfortunate death, the company can incur losses related to 
the period of his absence, to provide temporary personnel and to provide a 
replacement and loss of profits. 

 
3. A mortgage redemption insurance plan shall be suitable to him since it would repay 

the balance on his housing loan were he to die before it’s full repayment. 
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Question 

 
1. Describe the features of a life insurance policy under MWP Act. 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

2. Why do companies take key man insurance policies? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

3. Which losses are companies exposed to during their business? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
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CHAPTER 10 
 

PRICING AND VALUATION IN LIFE INSURANCE 
 

Chapter Introduction 

 
In ordinary language, the term premium denotes the price that is paid by an insured for 
purchasing an insurance policy. It is normally expressed as a Tabular rate of premium per 
thousand rupees of sum assured. Life Insurers also offer rebates on the tabular rate for sum 
assured and for mode of premium. Sometimes an extra may be charged on the tabular 
premium if the life assured is substandard, or prone to certain hazards that may pose an extra 
risk. An insurer may also offer certain extra benefits under a policy, which are available on 
payment of an extra premium. Examples of such benefits are Double Accident Benefit and 
Permanent Disability Benefit. 
 
The process of setting the premium for life insurance policies involves consideration of 
mortality, interests, expense management and reserves. 
 
Mortality is determined by using a “Mortality Table.” It gives us an estimate of the rate of 
mortality for different ages. By using the table we can get the cost of claims that are 
expected to be payable over the entire period of term of the insurance contract.  
 
By using Interest, which is a rate of discount that we assume, we can arrive at the present 
value of future claims to be paid.  
 
The discounted present value, as determined above, gives the “Net Single Premium”. From 
the net single premium, we can get the “Net Level Annual Premium”. It is the net single 
premium which is levelled out so as to be payable over the premium paying term. 
 
Gross premium is the net premium plus an amount called loading. Three considerations guide 
loading. They are Adequacy, Equity and Competitiveness.  
 
The first component of loading is for expenses and reserves. Expenses are incurred as New 
Business and Renewal Expenses. . The former can often be substantial, giving rise to New 
Business Strain.  
 
An insurer also has to make provision for lapses and withdrawals. A lapse means that the 
policyholder discontinues payment of premiums. In case of withdrawals, the policyholder 
surrenders the policy and receives an amount from the policy’s acquired cash value. 
Many life insurance policies are With Profits policies which participate in the gains or profits 
made by of the insurer. These gains may be shared with participating policy holders in the 
form of a Bonus or Dividend.  
 
In life insurance, we use the term ‘Surplus’ to denote such gains or profits. Such surplus is 
determined in the course of a periodic valuation that a life insurance company is expected to 
undertake of its assets and liabilities.  
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Surplus is the excess of value of assets over value of liabilities. If it is negative, it is known as 
a strain. Surplus arises as a result of the life insurer’s actual experience being better than 
what it had assumed. 
 
The Surplus that is determined has to be allocated. This allocation is made towards three 
ends:  

 for maintaining solvency requirements 

 increasing free assets  

 Paid as bonus to policyholders.  
 
Bonus is an addition to the basic benefit payable under a life insurance contract. 
 
The most common form of bonus is the reversionary bonus. There are four types of 
reversionary bonuses: 

 Simple Reversionary Bonus 

 Compound Bonus and Super Compound Bonus  

 Terminal Bonus 
 
Another method of distributing surplus is the Contribution Method, which has been adopted in 
North America.  
 
Unit linked policies involve a different approach to the design of products and follow a 
different set of principles. These policies have certain distinct features.  
 
Firstly they adopt the principle of Unitizing. Benefits are determined by the value of units 
credited to the policyholder’s individual account. 
 
Transparent structure: The charges for insurance protection and expenses component of a 
unit linked product are clearly specified. The value of units is defined by a rule or formula, 
which is outlined in advance. 
 
Premium is divided into three parts – the policy allocation charge; mortality charge and the 
balanced of premium which is allocated towards purchase of units. 
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Cases 

1. Mr Krishnan wants to know why the premium he has been asked to pay is different 
from the tabular premium. How would you answer him? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
2. Mr Rajesh Nambiar has been informed that as per a mortality table the cost of meeting 

his claim if he were to die suddenly at his current age of 30 would be only Rs.2 per 
thousand. He wants to know why he has to pay a much higher premium per thousand 
for a term policy for fifteen years. How would you respond? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
3. The Net Premium of an endowment policy is Rs 27.60. If the total loading forms 40% of 

the Gross Premium, what is the Gross premium? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
4. Mr Rmmohan has been promised that he would get a bonus on his policy but would like 

to learn a little more about it. How would you enlighten him? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
5. Mr Surindernath would like to know if life insurance companies earn profits the same 

way as other companies. How would you address his query? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
  

Answers 

 
1. The tabular premium would be reduced through rebates for sum assured and mode of 

premium. It may also be loaded with an extra charge if certain additional benefits like 
Double Accident Benefit and Permanent Disability Benefit are added, or if a critical 
illness rider is attached. Finally, there may be certain extras which may be charged in 
case of a substandard life or for certain hazardous occupations. So it is not necessary 
that the tabular premium should always be what is finally charged. 

 
2. Mr Nambiar must be advised that the amount of Rs.2 per thousand is only the pure 

cost of meeting the claim if he were to die suddenly between age thirty and thirty 
one. The actual premium he has to pay is a tabular or gross premium which includes 
the above cost of claim [which forms part of net premium] as well as a loading 
component for expenses, reserves and other contingencies. Further, the tabular 
premium he is charged is not the premium for only one year but a level annual 
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premium which is leveled over a whole term of fifteen years. So it is more than the 
one pure term premium for age 30. 

 
3. The formula for getting the gross premium is GP = NP + K (GP). In the above example 

we thus have GP = 27.60 + 0.4 x GP; which gives us the following result: GP = 27.6 / 
0.6 = 46. The Gross premium is Rs.46. 

 
4. Many life insurance policies are With Profits policies which participate in the gains or 

profits made by of the insurer. These gains may be shared with participating policy 
holders in the form of a Bonus or Dividend. The bonus is determined by the life insurer 
every year in the course of a valuation of assets and liabilities. Mr. Rammohan may be 
advised about how this bonus will be payable to him in the form of reversionary and 
terminal bonuses.  

 
5. A life insurance company’s surplus is quite different from the profit earned by an 

ordinary firm. In case of the latter, profit is the difference between revenue and 
expenses as reflected in the profit and loss account of the firm. In case of a life 
insurance company, the insurer’s gains are reflected by the term ‘surplus’ which is the 
excess of assets over liabilities of the insurer, where the liabilities are determined by 
the assumptions made by the insurer. Mr.Surindernath may be advised accordingly.  
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Question 

 

1. What is meant by rebate? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

2. How is the rate of mortality determined in Life Insurance? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

3. What is meant by Net Premium? How is it different from Gross premium?  

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

4. What are the considerations in loading of a premium? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

5. List the various kinds of bonuses. 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
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CHAPTER 11 
 

DOCUMENTATION – PROPOSAL STAGE 
 

Chapter Introduction 

 
The various documents that are involved at the proposal stage and their significance include:  

 Prospectus 

 Proposal form 

 Agent’s report 

 Medical examiner’s report 

 Moral hazard report  

 Age proof 

 Know Your Customer (KYC) documents 
 
Proposal stage documentation 
Prospectus: 
A prospectus is a formal legal document used by insurance companies that provides details 
about the product. 
 
The prospectus used by a life insurance company should state the following, under each of its 
plans of insurance: 

 The terms and conditions 

 Scope of benefits – guaranteed and non-guaranteed 

 The entitlements 

 The exceptions 

 Whether the plan is participative or non-participative 
 
The prospectus is like an introductory document which helps the prospective policyholder to 
get familiar with the company’s products.  
 
Proposal form: 
The insurance policy is a legal contract between insurer and the policyholder. As is required 
for any contract, it has a proposal and its acceptance. The application document used for 
making the proposal is commonly known as the ‘proposal form’. All the facts stated in the 
proposal form become binding on both the parties and failure to appreciate its contents can 
lead to adverse consequences in the event of claim settlement. 
 
The proposal form carries detailed instructions not only for the proposer and the proposed life 
insured but also to the intermediary who solicits the policy and assists in filling up the form.  
 
Agent’s report: 
The agent is the primary underwriter. All material facts and particulars about the 
policyholder, relevant to risk assessment, need to be revealed by the agent in his / her 
report. Matters of health, habits, occupation, income and family details need to be 
mentioned in the report. 
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Medical examiner’s report: 
In many cases, the life to be insured has to be medically examined by a doctor who is 
empaneled by the insurance company. Details pertaining to physical features like height, 
weight, blood pressure, cardiac status etc. are recorded and mentioned by the doctor in his 
report called the medical examiner’s report. 
 
Moral hazard report: 
Moral hazard is the likelihood that a client's behaviour might change as a result of purchasing 
a life insurance policy and such a change would increase the chance of a loss. 
 
Age Proof: 
Risk of mortality in life insurance increases with age. Hence age is a factor that insurance 
companies use to determine the risk profile of the life to be insured. Accordingly a premium 
is charged for each age group. Verification of correct age by examination of an appropriate 
document of evidence of age thus assumes significance in life insurance. 
 
Anti-Money Laundering (AML): 
Money laundering is the process of bringing illegal money into an economy by hiding its illegal 
origin so that it appears to be legally acquired. The Government of India launched the 
Prevention of Money Laundering Act, 2002 to rein in money-laundering activities. 
 
Each insurer is required to have an AML policy and accordingly file a copy with IRDA.  
 
 
Know Your Customer (KYC): 
Know your customer is the process used by a business to verify the identity of their 
clients.Banks and insurers are increasingly demanding their customers provide detailed 
information to prevent identity theft, financial fraud and money laundering. 
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Cases 

 
1. Mr Ajit Kutty wants to take a life insurance policy. Kishore, an agent shows him the 

prospectus of ABC insurance company. What information will Ajit obtain from the 
prospectus? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

2. Mr Raj Kumar has to fill up a proposal firm. What information is contained in the 
proposal form? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

3. Mr Rajshekar Hegde is a life insurance agent. Why is it necessary for him to submit an 
agent’s report with each proposal? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

Answers 

 
1. The prospectus contains all facts necessary to enable him to take a decision regarding 

purchase of a policy. He can know the terms and conditions, benefits, entitlements 
and exceptions. 

 
2. The proposal form is the application document which contains facts which are binding 

on both the insurer and insured. 
 

3. He should know that an agent is the primary underwriter. All material facts about the 
policyholder need to be mentioned by him to facilitate assessment of risk.  
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Question 

 
1. What are the requirements for fulfilling KYC norms by a client? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

2. Why is it necessary to have an Anti-Money Laundering policy? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

3.  Give examples of standard and non-standard age proofs. 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
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CHAPTER 12 
 

DOCUMENTATION – POLICY STAGE 
 

Chapter Introduction 

 
Policy stage documentation  

 
First Premium Receipt: 
An insurance contract commences when the life insurance company issues a first premium 
receipt (FPR). The FPR is the evidence that the policy contract has begun. 
 
After the issue of the FPR, the insurance company will issue subsequent premium receipts 
when it receives further premiums from the proposer. These receipts are known as renewal 
premium receipts (RPR). The RPRs act as proof of payment in the event of any disputes 
related to premium payment. 
 
Policy Document: 
It is evidence of the contract between the assured and the insurance company. The policy 
document has to be signed by a competent authority and should be stamped according to the 
Indian Stamp Act. 
 
The standard policy document typically has three parts: 
 
a) Policy Schedule 
The policy schedule forms the first part. It is usually found on the face page of the policy. 
The schedules of life insurance contracts would be generally similar.  
 
 b) Standard Provisions 

The second component of the policy document is made up of standard policy provisions, 
which are normally present in all life insurance contracts, unless specifically excluded.  
 
 

c) Specific Policy Provisions 
The third part of the policy document consists of specific policy provisions that are specific to 
the individual policy contract. These may be printed on the face of the document or inserted 
separately in the form of an attachment.  
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Cases 

 
1. Mr Seema Hazarika has paid the initial deposit towards the first premium against her 

life insurance policy. What shall convince her that the policy contract has commenced? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

2. Mr Deva Ramaiah has received his policy document. What is the legal importance of 
such a document? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

  
3. Ranjan Patnaik wants to know details of his policy like premium, nominee, sum 

assured, policy number etc. In which part of the policy document are these 
information available? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

Answers 

1. When she receives the first premium receipt, it indicates her policy has commenced. 

2. The policy document is the evidence of the contract between the insured and insurer. 
If lost, it does not affect the contract if lost. 

3. He shall find these in the policy schedule which is the first part of the policy 
document. 
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Question 

 
1. What are the various parts of a standard policy document? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

2. What are the standard provisions in the policy document? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

3. Describe the specific policy provisions in the policy document? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
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CHAPTER 13 
 

DOCUMENTATION - POLICY CONDITIONS – II 
 

Chapter Introduction 

 
The grace period clause grants the policyholder an additional period of time to pay the 
premium after it has become due. The standard length of the grace period is one month or 31 
days. The provision enables a policy that would otherwise have lapsed for non-payment of 
premium, to continue in force during the grace period. 
 
If the premium is not paid within the grace period the policy gets lapsed. The polli8cy can 
however be reinstated. Reinstatement or revival is the process by which a life insurance 
company puts back into force a policy that has either been terminated because of non-
payment of premiums or has been continued under one of the non-forfeiture provisions. An 
important condition is that the life insurer may require evidence of insurability from the 
policy holder at the time of reinstatement, 
 
One of the important provisions made by law is that if premiums have been paid for at least 
three consecutive years there shall be a guaranteed surrender value. If the policy has not 
been surrendered it shall subsist as a policy with a reduced paid up value. The policy 
provisions usually provide for a more liberal surrender value than that required by law 
 
Life insurance policies that accumulate a cash value also have a provision to grant a loan to 
the policyholder. A policy loan is different from an ordinary commercial loan in two respects, 
firstly the policy owner is not legally obligated to repay the loan and the insurer need not 
perform a credit check on the insured. 
 
Nomination is where the life assured proposes the name of the person(s) to which the sum 
assured should be paid by the insurance company after their death. Nomination does not 
confer title to the policy proceeds. Nominees are only entitled to give a valid discharge for 
money received and have to hold the money as a trustee on behalf of those entitled to it.  
 
The assignment of a life insurance policy implies the act of transferring the rights right, title 
and interest in the policy (as property) from one person to another. The person who transfers 
the rights is called assignor and the person to whom property is transferred is called assignee. 
Assignment may be of two types – conditional and absolute.  
 
A life insurance policy document is only an evidence of a promise. Loss or destruction of the 
policy document and does not in any way absolve the company of its liability under the 
contract. Life Insurance companies may, after due procedure, issue a duplicate policy to the 
policy holder in lieu of the old one.  
 
Alteration is subject to consent of both the insurer and assured. Normally alterations may not 
be permitted during the first year of the policy, except for some simple ones. The alterations 
that are allowed generally do not involve an increase in the risk. Alterations that have the 
effect of lowering the premium may not be allowed 
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Cases 

 
1. A client of yours took a life insurance policy about six years ago and had not paid his 

latest due premium. The premium was due on 20th August and he died on 7h of 
September of that year. His brother who is helping his wife to get the claim suddenly 
realises that the premium has not been paid and is very worried and anxious that the 
company would not pay the claim. How would you reassure him? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
2. Another of your clients had paid the premiums for about fifteen years for his twenty 

year Endowment policy but has thereafter been unable to continue paying them 
because he was transferred out of station. He is under the impression that he has lost 
all his money. How would you address his concern? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
3. Mrs. Ismael has an Endowment policy which has been in force for about twenty two 

years. She is in urgent need of about fifty thousand rupees and seeks your help to get 
some loan where she does not have to offer any collateral as security. How could you 
advise her 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
4. Mr Sainath is anxious that only his wife should inherit his wealth after his death. He 

believes that since he has nominated his wife in his life insurance policy, he has 
ensured that no one else can enjoy its proceeds. Is he right? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
5. Mr Sridharan has misplaced his policy document and is unable to trace it after many 

attempts. He is terrified that he would forfeit all his money in the policy since he has 
no document to show as proof that he is the policy holder. Are his fears justified? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
 

Answers 

1. The client’s brother and the claimant may be assured that the policy has not lapsed 
since the grace period would end only on September 20th. The full amount of claim 
may be paid after deducting the due premium 

2. Your client may be advised that under the non - forfeiture provisions, once a policy 
has been in force for at least three years, with premiums having been paid, it is 
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eligible for a minimum paid up value, which may be available at the end of the term, 
or a surrender value which may be available in case of withdrawal. So your client may 
be assured that he has not lost his money entirely. 

3. Mrs. Ismael can be advised to consider taking a loan on her Endowent life insurance 
policy, whereby she may get about 90% of its surrender value. She does not need to 
have any collateral to take this loan as it is her own accumulated cash value she is 
drawing from.  

4. Mr Sainath must be advised that a nomination only provides the nominee with the right 
to give a valid discharge for having received claim paymenjt from the insurer. It would 
not give his wife title to his policy. He may be advised that the best course of action 
for him may be to write a will, clearly outlining what his wife would receive on his 
death, including the life insurance policy proceeds. 

5. Mr Sridharan may be ressured that his fears are not justified. His life insurance policy 
document is only the evidence of a contract and not the contract itself. He may apply 
for a duplicate policy after fulfilling the necessary formalities and would be eligible to 
receive the claim.  

 
  



Insurance Institute of India  Page | 51 
 

Question 

1. What is meant by Grace Period? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

2. What is meant by Revival or reinstatement? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

3. How is a policy loan different from an ordinary commercial loan? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

4. What is an assignment? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

5. Which kinds of alterations are not normally permitted? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
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CHAPTER 14 
 

UNDERWRITING 
 

Chapter Introduction 

 
Underwriting has two purposes  

i. To prevent anti-selection or selection against the insurer 
ii. To classify risks and ensure equity among risks 

 
Anti-selection is the tendency of people, who suspect or know that their chance of 
experiencing a loss is high, to seek out insurance eagerly and to gain in the process. 
 
The term “Equity” means that applicants who are exposed to similar degrees of risk must be 
placed in the same premium class. 
 
To usher equity, the underwriter engages in a process known as risk classification i.e. 
individual lives are categorised and assigned to different risk classes depending on the degree 
of risks they pose. There are four such risk classes. 

 Declined lives 

 Substandard lives 

 Standard Lives 

 Preferred Lives. 
 
Underwriting or the selection process may be said to take place at two levels: 

 At field level 

 At underwriting department level 
 
Field level or primary underwriting includes information gathering by an agent or company 
representative to decide whether an applicant is suitable for granting insurance coverage. 
 
Underwriting at the department or office level involves specialists and other underwriting 
executives who carefully consider all the facts before taking a decision to select or not and on 
what terms. 
 
There are two methods of underwriting.  
The first is called Judgment underwriting.  
Under this method subjective judgment is used, often relying on the expert opinion of a 
medical professional known as the Medical referee, especially when deciding on a case that is 
complex. 
 
The second method is called Numerical Rating.  
Here underwriters assign positive rating or debit points for all negative or adverse factors and 
negative rating or credit points for favourable characteristics of the life being selected. 
Numerical method of underwriting is widely used for underwriting insurance proposals. 
 
Underwriting decisions made by underwriters may be of different kinds. They include 
acceptance of standard risks at standard rates or charging an extra for sub-standard risks. 
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Sometimes there is acceptance with lien on sum assured or acceptance is based on restrictive 
clauses. Where the risk is large the proposal is declined or postponed.  

A large number of life insurance proposals may typically get selected for insurance without 
conducting a medical examination to check the insurability of a life being insured. Such cases 
are termed as non-medical proposals.. Such cases are entertained subject to certain limits 
being imposed on age at entry, sum assured, plan of insurance and class of lives.  

Rating factors refer to various aspects related to financial situation, life style, habits, family 
history, personal history of health and other personal circumstances in the prospective 
insured’s life that may pose a hazard and increase the risk. Underwriting involves identifying 
these hazards and their likely impact and classifying the risk accordingly 

Some of the rating factors for non-medical underwriting include  

 Age and gender 

 Large sum assured  

 Habits and life styles 

 Moral hazard etc. 
 
Some of the factors considered in medical underwriting include  

 Family history including Heredity,  

 Personal history of disease 

 Personal Characteristics. 
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Cases 

  
1. Mr Siddeshwar wants to know why his policy cannot be sold immediately across the 

counter as in case of other commodities where you pay and take delivery instantly. 
How would you answer him? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
2. Mr. Bharadwaj is told that there is a lien on his policy as he has just recovered from a 

bout of Tuberculosis and wants to know what it means. How would you enlighten him? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
3. Mrs. Pramila who has just discovered that she is pregnant wants to take a life 

insurance policy and is apprehensive that she may not be able to take it. How would 
you advise her? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
4. Umakant, a circus acrobat has been given a life insurance policy with an occupation 

extra of Rs.4 per thousand and wants to know about it. Advise him. 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
5. George, who is fairly overweight, is a little upset because he has been asked to appear 

before a medic al examiner, while his friend has been given life insurance without 
such medical examination. How would you set his mind at rest? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 

Answers 

1. A life insurance policy is a contract of insurance wherein the insurer agrees to grant 
cover to the insured against certain risks in exchange for a consideration or premium. 
The insurer needs to be careful when selecting these risks as otherwise it may be 
selected against. It must also ensure that each person who is being given insurance 
cover pays in proportion to the degree of risk he or she presents. Since this process, 
known as underwriting cannot be done instantly but requires some investigation, it is 
not easy for the insurance company to deliver the policy across the counter Mr 
Siddeshwar needs to be apprised of this process and reassured that it is in his own 
interest. If underwriting was not properly done, somebody else may profit at his 
expense. 

 
2. Mr Bharadwaj should be advised that since he has just recently recovered from TB, the 

insurance company would like to guard against the possibility of a relapse which could 
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be fatal. Hence he is given a policy wherein if he dies from TB during the next two to 
three years, the full sum assured may not be payable, there being a lien or a claim of 
the insurer on a part of the sum assured. 

 
3. Mrs Pramila may be advised that since she is in the early stages of pregnancy and is 

likely to take good care of herself including availing proper medical treatment during 
the delivery, she may be granted insurance subject to a pregnancy clause that may 
restrict insurance in case of death as a result of pregnancy within immediate three 
months after delivery  

 
4. Umakant, as a circus acrobat, is engaged in a hazardous occupation and poses an extra 

mortality risk. He is being charged the occupational extra as a charge for this extra 
risk  

 
5. George, being found to be overweight, needs to undergo a medical examination since 

he may be prone to certain health impairments like High BP which are associated with 
extra weight. His friend is allowed insurance under non - medical [without requiring a 
medical examination] because he probably does not have any such medical condition 
that warrants a medical examination. George needs to be made aware about how non-
medical is allowed only subject to certain conditions being fulfilled. 
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Question 

1. Why is underwriting [or selection] done?  

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

2. What are the types of underwriting decisions that may be taken? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

3. What are the various classes of lives or risks? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

4. What are non-medical proposals? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

5. What are the two types of rating methods in underwriting?  

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
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CHAPTER 15 
 

PAYMENTS UNDER A LIFE INSURANCE POLICY 
 

Chapter Introduction 

 
The following payments may occur during the policy term: 
 
Survival Benefit Payments 
Periodical payments are made by the insurer to the insured at specified times during the term 
of the policy. The policy bond is returned to the policyholder bearing an endorsement of 
payments made after each survival benefit instalment. 
 
Surrender of Policy 
The policyholder opts for a premature closure of his policy. This is a voluntary termination of 
the policy contract. A policy can be surrendered only if it has acquired paid-up value. The 
amount payable to the insured is the surrender value which is usually a percentage of the 
premiums paid 
 
Rider Benefit  
A payment under a rider is made by an insurance company on the occurrence of a specified 
event according to the terms and conditions. 
 
Under a critical illness rider, in the event of diagnosis of a critical illness, a specified amount 
is paid as per terms. The illness should have been covered in the list of critical illnesses 
specified by the insurance company. 
 
Under hospital care rider, the insurer pays the treatment costs in the event of hospitalisation 
of the insured, subject to terms and conditions. 
 
The policy contract continues even after the rider payments are made. 
 
The following claim payments are made at the end of the policy term specified in the 
insurance contract.  
 
Maturity Claim 
In such claims, the insurer promises to pay the insured a specified amount at the end of the 
term, if the insured survives the plan’s entire term. This is known as a maturity claim.  
 
The insurance contact terminates after the claim is paid.  
 
Death Claim 
If the insured expires during the term of his / her policy, accidentally or otherwise, the 
insurer pays the sum assured plus accumulated bonuses, if participating, less dues like 
outstanding policy loan and premia plus interest there on respectively. This is the death 
claim, which is paid to the nominee or assignee or legal whatever the situation may be. A 
death claim marks the end of the contract as a result of death. 
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A death claim may be: 

 Early (less than three years policy duration) or  

 Non-early (more than three years) 
 
The nominee or assignee or legal heir has to intimate the insurer of the cause, date and place 
of death. 
 
Repudiation of death claim 
The death claim may be paid or repudiated. While processing the claim, if it is detected by 
the insurer that the proposer had made any incorrect statements or had suppressed material 
facts relevant to the policy, the contract becomes void. All benefits under the policy are 
forfeited. 
 
However this penalty is subject to Section 45 of the Insurance Act, 1938.  
 
Section 45: Indisputability Clause: 
No policy of life insurance shall after the expiry of two years from the date on which it was 
effected be called in question by an insurer on the ground that the statement made in the 
proposal or in any report of a medical officer, or referee, or friend of the insured, or in any 
other document leading to the issue of the policy, was inaccurate or false, unless the insurer 
shows that such statement was on a material matter or suppressed facts which it was 
material to disclose and that it was fraudulently made by the policyholder and that the 
policyholder knew at the time of making it that the statement was false or that it suppressed 
facts which it was material to disclose. 
 
Presumption of Death 
Sometimes a person is reported missing without any information about his wherabouts. The 
Indian Evidence Act provides for presumption of death in such cases, if he has not been heard 
of for seven years. If the nominee or heirs claim that the life insured is missing and must be 
presumed to be dead, insurers insist on a decree from a competent court.  
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Cases 

1. Mr Bimal Roy had a policy less than a year old. He passed away in a road accident. 
What requirements are to be submitted by his nominee for settlement of the death 
claim and accident benefit claim? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
2. Mr Akshay Kumar died in a road accident, while in a vehicle driven by a driver, within 

three months of taking a policy of Rs.20 lakhs. He was also suffering from cancer, but 
had not disclosed this while taking the policy. Is the death claim payable? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
3. Mr Sanjay Tiwari while attempting to murder Anil Singh was killed by Anil in self - 

defence. Is the death claim on Sanjay’s life payable? Give reasons. 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

4. Mrs Renu Chauhan has a money-back policy of Rs.10 lakhs. What procedure is adopted 
for a survival benefit payment to her? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 

Answers 

 
1. His nominee needs to submit claimant’s form, certificate of cremation or burial, 

treating physician’s certificate, hospital certificate, employer’s certificate, death 
certificate, policy document and certified court copies of FIR, PIR, PMR and PFR 

 
2. Since the vehicle was driven by someone else, the proximate cause of cancer leading 

to instability and causing accident does not arise. Hence the suppressed fact, though 
unethical on the part of the insured, has not resulted in his death. As such, claim is 
payable. 

 
3. Sanjay’s nominee would get the basic sum assured. Accident benefit shall not be 

payable since Sanjay’s death was due to breach of law. 
 

4. She needs to submit her policy document along with a discharge voucher. The policy 
document shall be stamped with an endorsement showing payment made, and shall be 
returned to her along with the survival benefit amount. 
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Question 

1. When is a death claim repudiated? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

2. What does section 45 states? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

3. What is a rider? Give examples of different riders. 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

4. What payments are made to a policyholder during term of the policy? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

  



Insurance Institute of India  Page | 61 
 

CHAPTER 16 

REGULATORY ASPECTS 

Chapter Introduction 

 
An insurance agent should always bear in mind that she is selling a promise that the insurance 
company will pay a certain amount of money if a misfortune occurs.  

The prime purpose of insurance regulations is to protect the policyholder. The Regulations 
made by IRDA seek to ensure that insurance companies should exist as financially sound 
organisations to honour the contracts that they have entered into. IRDA regulates companies 
from their registration onwards and monitors all their major activities like investments, 
accounting etc. 

Insurance Act, 1938, and Insurance Regulatory and Development Authority Act, 1999 form the 
basic framework of insurance regulation. The Insurance Act 1938 has provisions for monitoring 
and control of operations of insurance companies. The act deals with various aspects like 
registration of insurers, capital adequacy and solvency requirements, investment norms, 
statutory returns to be filed by insurers, rural and social obligations of insurers and 
regulations regarding agents and other intermediaries.  

Insurance Regulatory and Development Authority (IRDA) was established in 2000 as an 
independent authority to regulate and develop the insurance industry. IRDA has prescribed 
regulations for protecting the interests of policyholders stipulating obligations on both 
insurers as well as intermediaries. 

An agent can be an individual agent or a corporate agent. 

To become an agent the prospect should possess minimum prescribed educational 
qualification, should undergo prescribed practical training, pay the prescribed fees and 
undertake the prescribed examination. 

IRDA regulations stipulate that every person holding a licence as an insurance agent shall 
adhere to the specified code of conduct. The code of conduct clearly specifies what an agent 
will do and not do, the act also prohibits an agent from offering a rebate as inducement to 
anyone to take an insurance policy. 
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Cases 

 
1. Mr. Joseph wants to know why insurance regulations are needed in a free and 

democratic society. Howe would you respond to him? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
2. Mr. Rahim has an enquiry about which are the bodies that fall under the purview of 

insurance regulations in India. Can you advise him? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
3. Mr. Kailas, who has an agency with a life insurance company, is approached for taking 

an agency by an officer of a general insurance company, but is not sure he will be 
allowed to do so under the law. Advise him 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
4. Mrs. Chandilal has a lot of time at hand and wants to be an insurance agent. She has 

just passed her fifth standard. Can the agency be offered to her? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
5. Mr. Abhilash has lost his agency license and is very worried that he would not be able 

to continue with his agency. Can you reassure him?  

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 

Answers 

 
1. Mr. Joseph needs to be advised that the prime purpose of having insurance regulations 

is to protect the policyholder who has paid the money and bought the insurance 
policy. The government of a country is duty bound to protect all its citizens and 
entities in the country through its legal and judicial systems. Regulations are made to 
ensure that insurance companies should exist as financially sound organizations to 
honour the contracts that they have entered into. 

 
2. The bodies falling under the purview of regulations and the IRDA are Insurance 

companies; insurance intermediaries like agents, brokers and corporate agents; 
surveyors and third party administrators.  

 
3. Mr Kailas may be advised that an agent can be issued a licence for doing ‘life’ or 

‘general’ insurance or both. Insurance agents who hold licence to act as agent for both 
a life insurer and a general insurer are called composite insurance agents. So he can 
take up the general insurance licence. 
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4. Mrs. Chandilal must be informed that the minimum qualification required for becoming 
an insurance agent is 10th standard pass from a recognised institution and hence she is 
not qualified to be an agent. 

 
5. Mr Abhilash need not worry as he can approach the competent authority for issue of a 

duplicate licence to replace any licence that has been lost, destroyed, or mutilated on 
payment of a fee of rupees fifty. 
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Question 

1. What are the training requirements for a twelfth standard pass candidate to qualify 
for being an insurance agent? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

2. What is the requirement for an agent belonging to a GIPSA company for selling policies 
of AIC? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

3. What is the prescribed form for applying as an individual agent?  

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

4. What is the provision with regard to rebating in the insurance act? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

5. What does the letter ‘D’ in IRDA stands for? What is its significance? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
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CHAPTER 17 

LIFE INSURANCE AGENCY AS A CAREER 
 

Chapter Introduction 

As per the Insurance Act, an agent is one who is licensed under Section 42 of the Act, 
authorised to be a salesman for insurance, and is paid commissions for soliciting, procuring 
and continuance of the business. 
 

Apart from individual agency, other insurance channels include: 

 Corporate agency 

 Brokers 

 Bancassurance 

 Direct marketing 
 

Through an agency career, apart from the scope to earn high incomes, an insurance agent can 
also attain a tremendous amount of job satisfaction and social respect if one’s job is done in 
an ethical and professional manner. The work – life balance that one can achieve when one is 
working as per his own career ambitions is also a plus point 
 

The Qualities that would contribute to success in the career as an insurance agent or advisor 
include: 

 Having fire in the belly and an entrepreneurial spirit  

 Possessing a Positive self-image 

 Being a self-starter with an inside - out approach 

 Ability to relate and communicate with people 
 

A study on “What makes a good salesman,” published in Harvard Business Review, suggests 
that a good salesman should have two basic qualities: empathy and ego drive 
 
Four major areas of unethical behaviour have been identified in the insurance sector:  

 Misrepresentation : stating one thing as another 

 Illustrations : presenting only one scenario and suggest that the illustrated one will be 
correct 

 Replacement : or modification in an old policy in whole or part with a new policy 

 Advice: giving any legal or tax advice if one is not an attorney or a CA. 
 
The IRDA has prescribed a code of ethics and market conduct for agents. It has laid down the 
regulations for recruitment, training and licensing of insurance agents.  
 
Effective September 2012, a standard proposal form has been adopted by all life insurers for 
all individual policies. This is based on the draft exposure guidelines issued by IRDA in June 
2012. 
 
The Agency Function consists of two distinctive tasks: 

 Building a relation with the customer – which inspires trust and confidence 

 Providing expert financial advice to the customer – which enables the latter to meet 

his or her needs for insurance in the most appropriate manner 
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Cases 

1. You have become a successful agent and a friend of yours wants to know what it takes 
to make a great career in agency sales. What would your answer be? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

2. Mr Janardhanan has been sold an Endowment policy after being advised by his agent to 
surrender his existing Endowment policy and use the proceeds of surrender value to 
pay for purchase of the new policy. Has his agent done the right thing? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

3. Mr Balachandran is very unhappy because he was sold a ULIP policy with information 
that he could definitely expect at least twelve percent returns, but now he finds that 
the amount he has redeemed is less than what he paid as premium? Is he justified in 
being angry? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

4. Mr Pratap is being invited by an agency manager / development officer to be a life 
insurance agent under him. What are the advantages of being an agent?  

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

5. Mr Jayant kumar believes that the only competition he would have as an agent is other 
agents like him. Is he right? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 

Answers 

1. Though there may be many elements in creating success in sales, we can identify four 
elements that make a great agent – namely, fire in the belly and an entrepreneurial 
spirit, a Positive self-image, ability to be a self-starter with an inside - out approach 
and ability to relate and communicate with people 

2. The agent is guilty of unethical behaviour by way of replacement – modifying an old 
policy in full or part with a new policy. 

3. Mr Balchandran is justified in feeling angry because his agent has presented a wrong 
kind of illustration – presenting only a positive scenario and not informing him that 
there could be other scenarios where his client could even have a loss. Given that 
many people have associated life insurance products with financial security and 
guaranteed returns, it is quite likely that Mr Balchandran may have been given to 
believe the same. 
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4. Some of the principal advantages of being an agent are (i) the scope to earn high 
incomes; (ii) possibility to have a tremendous amount of job satisfaction and social 
respect if one conducts oneself in an ethical and professional manner. (iii) finally, as 
one is master of one’s life, there may be better scope for building work – life balance 

5. Mr Jayant kumar is not right because there are other channels for marketing insurance 
– like brokers; bancassurance and direct marketing in addition to other members in the 
agency channel. His competition thus goes beyond fellow agents.  

 
  



Insurance Institute of India  Page | 68 
 

Question 

1. What are the two tasks in an agency function? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

2. What does the HBR study recommend about two qualities a good agent must have? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

3. What is misrepresentation? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

4. What is the unethical conduct with regard to giving advice? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

5. What is the principal difference between a broker and an agent? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
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CHAPTER 18 
 

LIFE INSURANCE SELLING PROCESS 
 

Chapter Introduction 

 
Selling as a profession refers to the act of inducing a commercial transaction through inducing 
the purchase of a product or service, such act being carried out with the intent of earning 
remuneration. Insurance agents are sales persons who seek to induce members of the 
community to buy insurance contacts written by the insurance company that they represent. 
 
Selling is both an art and a science. It is an art in the sense that every sales person brings his 
own distinct style in the way he communicates, builds rapport and relations with prospective 
customers, engages in fact finding and presents solutions. It is also a science in the sense that 
it involves a systematic and consistent process with clearly sequenced steps, which is sure to 
lead to success over the longer run. 
 
The sales process involves the following steps 

 Identifying and building a list of prospects 

 Developing by qualifying the list of prospects 

 Approaching to get interview appointments with these people  

 Gathering information and unearthing the needs 

 Capturing the priority needs with the help of ‘dreams and aspirations’ 

 Presenting the solutions effectively 

 Closing the sale, meeting objections if any 

 Conducting sales follow through 

 Delivering the policy 

 Committing to post sales service 
 
Prospecting is the process of gathering names of people who can be approached for a sales 
interview. The Target markets for prospecting can be tapped through: 

 Targeting the Immediate group 

 Targeting one’s Natural market 

 Finding Centres of influence 

 Getting References, introductions and testimonials 

 Getting support from other service providers 

 Conducting seminars and events. 

 Sending communications to prospects on a mass scale via emails, newsletters, personal 
website or blog, social networking websites etc. 

 
"Qualified" prospects are those people:  

 who can pay for insurance,  

 who can pass the company underwriting requirements,  

 who have one or more needs for insurance products, and  

 who can be approached on a favourable basis 
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During a sales interview with the prospect; the agent should do a need – gap analysis. In need 
gap analysis we engage in a process of gathering detailed information about the prospect’s 
insurance requirements, to identify and determine the appropriate insurance solutions to be 
offered.  
 
After completing the sales interview successfully, the agent should design a solution based on 
the prospect’s need and present the solution. 
 
The agent may handle client objections using the LAPAC (Listen, Acknowledge, Probe, Answer 
and Confirm) approach. 
 
Closing a sale involves persuading the prospect to buy now. While closing the agent may use 
the ‘implied consent’ method or offer alternatives to the prospect. 
 
Once the sale is closed, the agent should do a sale follow-through and deliver the policy 
 
Service on the part of the agent is an integral element of the sales cycle. Essential to a 
commitment to service is a structured program for maintaining contact with our clients. 
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Cases 

 
1. Srijit has been approached to take an agency but is not sure whether he will succeed. 

He thinks that he may not have all the skills needed to make a sale. How would you 
allay his fears? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
2. A high profile agent opens his Temporary Premium receipt book and asks his prospect 

to which name should he make out the receipt. Which method of closing of sale is he 
adopting? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
3. Mr Raman has just taken an agency and is hesitant about how to take his first steps. 

What would you suggest? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 
4. Mr Ranjit singh believes that once his sale is made, it is the job of the office to take 

care of the customer and he need not have anything to do with that person again. Is 
he right?  

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 

Answers 

1. Srijit needs to realise that selling is both an art and a science. It is an art in the sense 
that every sales person brings his own distinct style in the way he builds relations with 
customers, communicates to them and builds a sale. But it is also a science in the 
sense that it involves a systematic and consistent process, which if followed with 
commitment and persistence, is sure to lead to success in the longer run. Srijit just 
needs to be open and ready to engage in consistent practice and continuous learning 
from that practice. He also needs to follow the sales process rigorously. He will find 
that the law of averages would come to his aid and in time, he would find success 
knocking at his doorsteps.  

2. The high profile agent is using a well - known technique of closing known as ‘implied 
consent’. When he opens the Temporary premium Receipt Book, it is an indication to 
the prospect that he has already agreed to the sale. If the latter has not, he has to 
convey his hesitation to buy, which would lead to more of the cycle of persuation.  

3. The first step for Mr Raman is of course to draw up a list of prospects he would 
approach for soliciting insurance and building a relationship with. There are a number 
of sources from or through which such a list can be made like immediate group, one’s 
natural market, centers of influence etc.  
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4. Mr Ranjit Singh needs to know that an agent’s success and credibility depends on his or 
her ability to build trust and relationships with his or her clients. It is true that the 
insurance company may be responsible for doing the policy servicing functions but the 
customer would still be looking at his agent for support. Service on the part of the 
agent is indeed an integral element of the sales cycle and an agent can ignore this fact 
only to his or her peril. 

Question 

1. Name a method for meeting objections.  

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

2. Who is a qualified prospect? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

3. What is prospecting? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

4. What is need gap analysis? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

5. What is involved in closing a sale? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
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CHAPTER 19 
 

CUSTOMER SERVICE 

Chapter Introduction 

 
Customers provide the bread and butter of a business and no enterprise can afford to treat 
them indifferently. The role of customer service and relationships is far more critical in the 
case of insurance than in other products. This is because insurance is a service and very 
different from real goods. 
 
Insurance agent’s role in providing great customer service:  
 
Some of the milestones in a contract and the role played at each step agent:  
 
Point of sale - Best advice: 
The first point for service is the point of sale. One of the critical issues involved in purchase 
of life insurance is to determine the amount of coverage (sum assured) to be bought.  
 
The agent really begins to earn her commission when he/she renders best advice on the 
matter. The agent should be able to understand customers’ needs and suggest products whose 
benefit features are most appropriate for meeting these needs. 
 
The agent’s role is to relate to the customer as a coach and partner who would help him to 
manage his life contingent risk more effectively. 
 
Proposal stage: 
The agent has to support the customer in filling out the proposal for life insurance. The 
insured is required to take responsibility for the statements made therein.  
 
Sometimes there may be additional information that may be required to complete the policy. 
In such cases the company may inform the customer directly or through the agent / advisor. 
In either case, it becomes necessary to help the customer complete all the required 
formalities and even explain to him or her why these are necessary. 
 
Acceptance stage: 
First premium receipt (FPR): 
It is the agent’s responsibility to ensure that the FPR is issued by the company to the insured. 
Promptness in this regard communicates to the client that his interests are safe in the hands 
of the agent and the company.  
 
Delivery of the policy document: 
Delivery of the policy is another major opportunity that an agent gets to make contact with 
the customer. If company rules permit a policy document being delivered in person, it may be 
a good idea to collect it and present the document to the customer.  
 
Premium payment 
The agent has to be in touch with the client to remind him / her of the premium payable so 
that the policy does not lapse. 



Insurance Institute of India  Page | 74 
 

 
Claims settlement 
The agent has a crucial role to play at the time of claim settlement. It is her /his task to 
ensure that the details of claim are immediately informed to the insurer and any claim 
investigation that may be necessary are supported to expedite the process. 
 
Other services 
The agent, by maintaining regular touch with her / his policyholders, can render other 
services to the policyholder such as arranging for prompt issue of duplicate policy, policy loan 
payment, change in nomination, assignment and facilitating revival of lapsed policies. 
 
Grievance redressal 
The time for high priority action is when the customer has a complaint.  
A complaint is a crucial “moment of truth” in the customer relationship; if the company gets 
it right there is a potential to actually improve customer loyalty. The human touch is critical 
in this; customers want to feel that they are valued. 
 
The idea is that a customer should stay for life and refer other potential customers to the 
agent for solving their life insurance needs. 
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Cases 

 
1. Mr Shashi Narang’s policy has lapsed. He contacts his agent, Rakesh Sinha.What should 

Rakesh do now? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

2. Hema Parthasarathy lost her accident in an accident. She was the nominee in her 
husband’s life insurance policy. Hrithik was her husband’s agent who came to offer 
condolences.What should Hrithik do at this stage? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

3. Ishant, an insurance agent, met Mr Manubhai Keswani who is a wealthy businessman, 
aged 53 years with two children, both of whom are married. Mr Desai wants to buy an 
insurance policy.What should Ishant do initially ? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 

Answers 

  
1. Rakesh should examine the status of the policy regarding number of premiums paid 

and advise the client to revive the policy. Rakesh could obtain the necessary forms 
and assist in the revival process. 

 
2. Hrithik should enquire about the deceased’s life insurance policies and assist Hema in 

filling the various claim forms, help in getting the death certificate and follow-up with 
the insurer for quick claim settlement. 

 
3. Ishant should try a need –analysis and convince the prospect to go for life insurance as 

per his requirement and affordability. 
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Question 

 
1. Why is it important is it for a life insurance agent to provide service?  

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

2. What are the various stages where an agent can provide service to policyholders? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

3. What should an agent do when a customer has a complaint? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
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CHAPTER 20 

GRIEVANCE REDRESSAL MECHANISM 

Chapter Introduction 

 
Insurance industry is essentially a service industry where customer expectations are 
constantly rising and dissatisfaction with the standard of services rendered is ever present. 
Alive to this situation the Government and the regulator have taken a number of initiatives. 
 
GRIEVANCE REDRESSAL MECHANISM 
 
Integrated Grievance Management System (IGMS): 
IRDA has launched an Integrated Grievance Management System (IGMS) which acts as a 
central repository of insurance grievance data and as a tool for monitoring grievance redress 
in the industry. 
 
Policyholders can register on this system with their policy details and lodge their complaints. 
Complaints are then forwarded to the respective insurance companies. 
 
IGMS tracks complaints and the time taken for their redressal.  
 
The Consumer Protection Act, 1986: 
This Act was passed “to provide for better protection of the interest of consumers and to 
make provision for the establishment of consumer councils and other authorities for the 
settlement of consumer’s disputes”.  
 
Consumer disputes redressal agencies: 
“Consumer disputes redressal agencies” are established in each district and state and at 
national level. 
 
District Forum: 

 The forum has jurisdiction to entertain complaints, where value of the goods or 
services and the compensation claimed is up to Rs.20 lakhs. 

 
State Commission: 

 It entertains appeals from the District Forum. 

 It also has original jurisdiction to entertain complaints where the value of 
goods/service and compensation, if any claimed exceeds Rs. 20 lakhs but does not 
exceed Rs. 100 lakhs.  

 
National Commission: 

 The final authority established under the Act is the National Commission.  

 It has original, appellate as well as supervisory jurisdiction.  

 It can hear the appeals from the order passed by the State Commission and in its 
original jurisdiction it will entertain disputes, where goods/services and the 
compensation claimed exceeds Rs.100 lakhs.  

 It has supervisory jurisdiction over State Commission.  
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Nature of complaints: 
The majority of consumer disputes with the three forums fall in the following main categories 
as far as insurance business are concerned 

 Delay in settlement of claims  

 Non-settlement of claims 

 Repudiation of claims 

 Quantum of loss 

 Policy terms, conditions etc. 
 
The Insurance Ombudsman is another important grievance redressal mechanism. 
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Cases 

 
1. Mr Mahesh Bhonsle died while having a life insurance policy of Rs 55 lakhs. The claim 

was rejected by the insurer. Which forum should his nominee approach for relief? In 
case the complainant loses, to which forum should appeal be made? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

2. Mr Pulakesh Barua’s nominee was denied the death claim on his policy amounting to Rs 
20 lakhs. She has been advised to file a complaint both in the consumer forum and 
with the ombudsman. What would you advise her? Why? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

3. Mr Dharanidhar Panigrahi lost his complaint before the insurance ombudsman. What do 
you think is his claim amount? To whom should he appeal? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

 

Answers 

 
1. The nominee should file a complaint in the State forum, which is the trial court. In 

case of adverse judgement, she should appeal to the National forum. 
 

2. The nominee should file a complaint either in the district consumer forum or with the 
ombudsman subject to territorial jurisdiction. A complaint cannot be filed 
simultaneously in both forums. 

 
3. His claim amount cannot be more than Rs 20 lakhs which is the compensation limit of 

the ombudsman. He should appeal before the High Court. 
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Question 

1. What are the various types of complaints filed by policyholders in consumer forums? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

2. What is the IGMS? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 
 

3. What recommendations are made by the ombudsman while dealing with a complaint? 

………………………………………………………………………………………………………
………………………………………………………………………………………………………
……………………………………………………………………………………………………… 

   



PROPOSAL FOR INSURANCE ON OWN LIFE









I ______________________________________________ the person whose life is herein being proposed to be assured, do hereby declare that the foregoing
statements and ansers have been given by me after fully understanding the questions and the same are true ans complete in every particular and that I have not withheld any
information and I do hereby agree and declare tat these statements and this declaration shall be the basis of the contract of assurance between me and that if any untrue
averment be contained therein the said contract shall be absolutely null and void and all moneys which shall have been paid in respect thereof shall stand forfeited to the company.

DECLARATION BY THE PROPOSER

Company

Company







Agency Manager) Branch Manager)





The Life Assured must afx his signature to the endorsement of Appointment of Appointee in the presence of a witness. If 
the Life Assured be not conversant with English, he should sign the endorsement before an English knowing witness and if 
he be illiterate, he must afx his thumb impression to the endorsement before a Magistrate or a Gazetted Ofcer.







Company Company



NOTE: This form must be completed before (1) An Advocate (2) a Bank Manager, (3) a Block Development Ofcer, (5) a 
Commissioner of Oaths, (6) a Doctor, (7) a Gazetted Ofcerm (8) a Head Master of High School, (9) a Head Post Master or 
Department Sub-Post Master (but not a Branch Post Master) (10) a Magistate, (11) President of a Villager Panchayat or Local Board

.. 4 ..
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