
LECTURE: 8

LIFE INSURANCE
8.1. INTRODUCTION
The term assurance is of ancient origin. Formerly it was used to refer to life insurance only and the word insurance was used to refer other categories of insurance policies such as marine, motor vehicle, fore and burglary to mention just a few. However, now the word insurance is used to refer to both life and other categories of insurance. The basis of life insurance policies is the appreciation of the importance of human life, and the prospect of mitigating for the loss of that value. 
 
8.2. OBJECTIVES 
To introduce the reader to the basic principles of life insurance , also that at the end of this lesson the reader should be able to explain the basic principles of life insurance. 

8.3. BODY

LIFE INSURANCE CONTRACT
This is an agreement between the insurance company and the policy holder, that the insurer will pay a nominated beneficiary a definite amount of money in the event of death of the insured person. Under this policy the insurer also guarantees to pay on expiration of a specific period of time if the assured individual is still alive. In consideration of the promises to pay the insured or policy holder has to pay the agreed sum of money known as premium. The premium is payable on the agreed terms whether in lump sum or at a certain interval.

Life insurances are lawful agreements. It policy document contains the terms of the contact, and it also contain the limitation clause on the insured events. It also provide for the limitation of the liability of the insurance company. For example the insurer is excluded from liability if the death of the insured is a result of suicide, war, civil commotion as well as riots.  

DISTINCTIONS BETWEEN LIFE INSURANCE AND OTHER TYPES OF INSURANCE CONTRACTS
i) Certainty of events- in life assurance policies the event is going to happen while other insurance agreements are agreements of speculation.
ii) Indemnity- Life assurance contract is not a contract of indemnity. The amount payable is payable irrespective of any proof of loss and the full extent of the amount assured in the event of death of the assured. But in other types of insurance contract like marine, fire and motor vehicle the assured may claim and recover the definite amount of the loss on the happening of the peril insured against.
iii) Valuation of insurable interest-in other types of insurances the insurable interest of the assured must be capable of valuation in terms of money. But this is not possible in life insurance.

iv) Time of insurable interest- in life insurance insurable interest must exist at the time of the contract. But in marine insurance it must exist at the time of loss, and in fire insurance it must exist both at the time of insurance and at the time of loss.
INSURABLE INTEREST

In life insurance the policy it is mandatory for the holder to have insurable interest in the life insured; otherwise the contract of insurance is void. A person has a financial concern in the life of another if only he will suffer some financial loss on the death of that person. That means every person has insurable interest on his own life up to any amount. A husband is presumed to have insurable interest in the life of his wife and vice versa. In all other remaining cases insurable interest has to be proved.

TYPES OF POLICIES

There are various types of policies of life insurance. They are issued to meet the varying and special needs of the members of the community. The main and important are as follows:-

i) Endowment policy

ii) Children’s endowment policy

iii) Whole lifepolicy

iv) Limited payment life policy

v) Joint life policy

vi) Convertible whole life policy

vii) Anticipated policy
viii) Annuity policy.

8.4 SUMMARY
It is a contract by which the insurer in consideration of the payment of certain sums, called premiums undertakes to pay a certain sum of money on the death of a person whose life is insured, or on expiry of a certain period whichever is earlier. This is not a contract of indemnity like any other contract. The insurable interest in this type of insurance should exist at the time of contract.

8.5. REVIEW QUESTIONS
i) How does a life assurance policy differ from a policy of indemnity?

ii) To what extent is allowable to take out a policy on the life of another?.
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