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A ccording to media
reports, over 23million
life insurance policies

were surrendered by policy-
holders in 2021-22, three times
the number surrendered in the
previous financial year. This
happened chiefly due to the
financial distress causedby the
Covid-19 pandemic. While
thosewereexceptionalcircum-
stances, in normal times poli-
cyholdersshouldsurrenderpol-
icies after a lot of deliberation.

Lapsedversus
surrenderedpolicies
Lapsed policies are those on
which you havemissed paying
a premium or two. It’s possible
to revive them by paying the
premiums, plus some interest
andpenalty.

Surrendered policies are
those where the
insured has
requested the
insurer to termi-
nate the policy and
collected the accu-
mulated surrender
value. “A surren-
dered policy can’t
be revived,” says
Atri Chakraborty,
chief operating officer,
IndiaFirst Life Insurance.

However, ifyouhavebought
apolicy fromtheLife Insurance
Corporation (LIC) of India,
checkthetermsandconditions.
“In case of an LIC policy, you
may be able to reinstate a sur-
rendered policy within six
months. If the surrender value
hasnotbeentransferredtoyour
bankaccount, therecouldbean
automatic reinstatement,” says
ApaarKasliwal,executivedirec-
tor, PolicyBoss.com.

Whenisitokaytosurrender?
If you are in financial distress,

youhavenochoice.A life insur-
ancepolicymayalsobesurren-
dered if you believe it is not
right for you. “You may have
wantedaterminsurancepolicy,
butweresoldawhole-lifepolicy
that requires you to continue
paying thepremiumtill theage
of90or 100,whichyoumaynot
want to,” says Arnav Pandya,
founder,Moneyeduschool.

You may also exit if you
think the surrender value you
will get from the policy can be
invested in another policy for
higher returns. “In today’s ris-
ing interest rate scenario, non-
participatingpoliciesareprom-
isinghigherguaranteedreturns
than they did a couple of years
ago,” saysKasliwal.

Atermpolicymaynotmake
sense after a certain age. If you
havetakencareofallyour liabil-
ities, or the wealth you have
accumulated is sufficient, you

may terminate the
policy.

“In a term pol-
icy, people also sur-
render when term
premium rates are
fallingandtheycan
buy another policy
at a lower price,”
says Naval Goel,
founder and chief

executive officer (CEO),
PolicyX.com.

Highcostofsurrendering
In most situations, however,
surrendering is not a good
option. “If you decide to exit
early, the insurer will apply a
discounting factor to the value
accumulated in the policy to
arrive at the surrender value,”
saysKasliwal.

A traditional policy usually
doesn’t acquire any surrender
value in the first two years. “If
you surrender in the third or
fourthyear,youmaygetonly30-
40percentofthetotalpremium

amountpaid,” saysKasliwal.
Goel explains that the sur-

render value is very low in the
initial years because insurers
have tobearhighupfrontcosts,
such as agent’s commission.

Other benefits also end.
“Thelifecovermeanttoprovide
financial security is lost, as is
the tax benefit,” says
Chakraborty.

When you buy a term plan
at a young age, you get it at a
lowerpremium,whichremains
constant. “If you surrender a
policynowandgotobuyit later,

the mortality charge will rise
because it is determined by
your age slab,” says
Chakraborty.

Ulipscomewithalockin
Apolicyholder can’t exit aunit-
linked insurance policy (Ulip)
beforefiveyears. Ifhestopspay-
ing the premium before five
years, the accumulated fund
value is not paid out. Instead, it
goes into a policy discontinu-
ance fund where it earns a
nominal interest of 4 per cent.
The fundvalue is paid out after

five years. Therefore, your
immediate liquidity needs
won’t be addressed by surren-
dering a Ulip before five years.

Before surrendering a Ulip,
understand its costs. “If fund
performance is poor and the
costs high, exit,” says Pandya.

Considerpartialwithdrawal
In a Ulip, the customer can do
partial withdrawal to meet his
short-term cash requirement.
“This is permitted after five
years,” says Chakraborty.

Another option is to make
the policy paid-up. Traditional
policies can usually be
made paid-up after the third
year. Suppose you have paid
threepremiumsofapolicywith
a 10-year premium payment
term. All the benefits accruing
on that policy, such as sum
insured, expected returns, etc
will reduce proportionately to
30per cent.

Thebenefitofmakingapol-
icy paid-up is you don’t incur
heavy losses, as you do when
you surrender.

A paid-up policy can be
revived. “You can do so within
three years in a Ulip and five
years in a traditional policy,”
says Chakraborty.

Borrowagainstthepolicy
Instead of surrendering, you
can take a loan against the pol-
icy’ssurrendervalue.“Bytaking
a loan, you can address your
immediateneedfor funds.This
will also ensure you don’t lose
out on thepolicy’s futurebene-
fits,” says Chakraborty.

However, calculate if tak-
ing a loan makes more sense
than surrendering the policy.
“First, find out the surrender
value and accrued bonuses.
Compare it with the sum
assured and also the maturity
value. Also compare the sur-
render value with the pre-
miums paid to understand
what you will lose,” says
Pankaj Bansal, chief business
officer, BankBazaar.com.Next,
factor in the interest outflow
on the loan.

Takinga loanagainstpolicy
has another cost. “In case of a
claim, theprincipalandinterest
will be deducted from the poli-
cy’s pay-out and only the bal-
ance will be paid to the nomi-
nee,” says Bansal.

Early exit from life policy
can cause heavy losses

AristoTexcon (the insured), a private lim-
ited company, had its factory inKolkata’s
Tangra Industrial Estate. It was engaged
in the manufacture and sale of elastic
tapes, laces, mattresses, pillows, cush-
ions, and ready-made garments.

The insured had obtained a Standard
Fire andSpecial Perils Policy fromUnited
India Insurance for a coverage of ~7.1
crore, which included ~1.1 crore for its
seven-storeyed building, ~1 crore for
plant, machinery and
accessories, and ~5 crore
towards stock. The policy
was valid fromMay 31, 2011
to May 30, 2012.

Amassive fire occurred
on February 19, 2012 at
about 9 PM during the
tenure of the policy. Since
it was a Sunday night, only
the security guard was
present. He immediately
informed the fire brigade
which sent several fire
engines to the spot. It took
about three hours to douse
the fire. The Disaster
Management Team sealed the building
and then carried out a forensic
investigation to find out the root cause
of the fire. The report which was
issued later concluded that the fire was
not caused deliberately or fraudulently,
but had occurred due to an accidental
electric fault.

The insured intimated the insurer
about the loss, and pegged the estimated
loss to be around ~6 crore. The insurer
appointed P.S. Ramnathan to conduct
the survey. Later, S.N. & Associates was
appointed as investigator to visit the
establishment of the fabricmanufacturer
and the tailoring units.

The surveyor sought an itemwise list
of the loss. When this was prepared, the
total loss came to ~3,25,27,455. After add-
ing the cost of segregation of the dam-
aged materials, removal of debris, and
other expenses, the revised claim
amounted to ~3,28,50,037. The insured
filed a claim for this amount.

Of the amount claimed, the major
component of the loss was stated to be
~1,81,53,919 for 72,000 ready-made
garments prepared for an export order.
The insured claimed that this order
was prepared by purchasing fabrics
from Sanjay Enterprises. These fabrics
were tailored by Mangla Traders and
Mamoni Industries.

As the claim was not settled despite
repeated reminders and even a legal
notice, the insured filed a complaint
before theNational Commission seeking
a direction to settle the claim along with
interest, compensation and costs.

The insurer contested the case.
Based on the report of the surveyor, it

pointed out that the chal-
lans produced by the
insureddidnotexist or tally
with the records of
the fabric vendor and
the tailoring units.
Besides, the tailoring units
did not have the capacity to
stitch 72,000 garments
within a period of two
months.The insurerargued
that the claim had been
repudiated on the basis of
the surveyor’s findings.

In its order of August
30, 2022 delivered by
Justice Ram Surat Ram

Maurya, the National Commission
observed that the survey report should
be given due consideration. The
Commission noted that the major com-
ponent of the claim was towards loss of
~1,81,53,919 for 72,000 ready-made gar-
ments, regarding which no reliable
evidence had been produced to substan-
tiate the loss. Hence, it concluded that
the insurer was justified in repudiating
the entire claimon the ground that itwas
exaggerated andbasedon fabricateddoc-
uments. Accordingly, it upheld the repu-
diation and dismissed the claim.
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The National
Commission noted
the major
component of the
claim was for
72,000 ready-made
garments, but no
reliable evidence
had been produced
to substantiate
their loss

Motive for buying policy should
govern surrender decision
n Didyoubuythelifepolicy
toprotectyourfamily
againsttheriskofearly
deathofthebreadwinner?
Ifyour liabilitiesaretaken
careof,oryouhavesufficient
savingstotakecareof
them,youmayterminate
thetermpolicy

n Didyoubuythepolicy
for legacyplanning(to
passonwealthtothe

nextgeneration)? Inthat
case,continuepaying
thepremiumonthe
whole-lifepolicy

n Ifyouhadboughtforthe
purposeof investment,
thentakeintoaccounthow
muchmoneyyouwillget in
hand,andwhether itcan
beinvestedelsewhereto
earnahigherreturnover
thesameperiod

Proposals are invited from interested agencies for the following RFPs
1. Supply & Delivery of 2F ADSS OFC (5th call)
2. Supply & Delivery of 6F ADSS OFC (3rd call)
3. Supply & Delivery of 24F ADSS OFC (5th call)
4. Supply, installation and commissioning of UPS and Batteries (2nd call)

Details of the RfPs and corrigenda may be downloaded from the website: www.apsfl.in or
on e-procurement platform tender.apeprocurement.gov.in
1247PP/CL/ADVT/1/1/2021-22

AAnnddhhrraa PPrraaddeesshh SSttaattee
FFiibbeerrNNeett LLiimmiitteedd

SD/- Managing Director

KERALA WATER AUTHORITY e-Tender Notice
Tender No : 86,90/2022-23/KWA/PHC/D2/TVM/RT1

(1) Jal Jeevan Mission–Thiruvananthapuram District- Providing pipe line extension & FHTC s to households of
Maranaloor Grama Panchayath (2) JJM-2022-2024-CWSS to Pallickkal Madavoor and Navaikulam Panchayaths-
Phase II- Design, Construction, Commissioning & Maintenance of 15 MLD WTP at Maramcode, Pallickal
Panchayath - (Part 1) & 15 MLD WTP at Mechanical Items (Part 2) & 15 MLD WTP substation Building, Compound
wall & Gate, Landscaping , Water Supply arrangements & Electrical items (Part -3) & 500mm DI K9 Raw Water
Pumping Main from Well/Pump House at Kattachal to 15 MLD WTP, Design & Construction of RCC-Steel bridge
across Ithikkara River for 500mm DIK9 RWPM, Construction of Weir across Ithikkara river at Kattachal &
Construction of Pumphouse at abandoned well/pump house at Kattchal. EMD: Rs. 2,00,000/- & 5,00,000/-. Tender
fee: Rs. 10,000/- & 15,000/-. Last Date for submitting Tender: 26-09-2022 03:00:pm. Phone: 0471-2322303.
Website: www.kwa.kerala.gov.in, www.etenders.kerala.gov.in
KWA-JB-GL-6-746-2022-23

Superintending Engineer
PH Circle, Thiruvananthapuram


