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privatelife insurer’s commer-

cialbeingaired on television

these days shows a young, well-

heeled about-to-be-betrothed

an becoming more ‘responsi-

ble’. He takes care of his health, realises the
importance of work-life balance and, buys
alife insurance policy to safeguard his
fiancée’s future in his absence.

The challenge
However, there’s a catch: the young man
names hisfiancee asnominee in his insur-
ance proposal form. While the desire to
protect your would-be better halfis natu-
ral, the process is not as straightforward as
it seems. First, thenomination hasto pass
the insurable interest test. “Technically,
it is possible to have anominee who isnot
arelative or legal heir. However, thelife
assured will have to prove the insurable
interest in such cases with documenta-
tion,” says Ashish Vohra, ED and CEO,
Reliance Nippon Life Insurance. Relations
like parents and children, spouses, em-
ployer and employee present a clear case of
insurable interest. “In other relations, if
the dependent is aminor and the proposer
hasaguardian certificate, then insurable
interest is presumed and insurance grant-
ed,” says Abhijit Gulanikar, President,
Business Strategy, SBI Life Insurance.
Life insurers are reluctant to issue poli-
cies if someone other than a close family
member isnamed as dependant. “It isthe
principle for any prudent insurer to cover
only family members as insurable inter-
est,” says V. Viswanand, Deputy MD, Max
Life Insurance. Thereason is simple: life
insurance is boughtto ensure thelife as-
sured’s family do not suffer financially
inthe event of his demise. Nominating
someone who isnot a close relative will
thusraise eyebrows. Insurers tend to give
such proposals a wide berth as the chances
offrauds are high in such cases. “If there
is astrongreason for such anomination
and the nominee is dependent on thelife as-
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Don’t name non-family member
as nominee in life insurance

it will be difficult to prove insurable interest and lead to complications at the time of making a claim.

| proved to be fallible

sured, however, insurers can issue a policy
based on adeclaration stating the same,”
says Dhirendra Mahyavanshi, Co-founder,
Turtlemint, an insurance aggregation por-
tal. Youmight have to answer more ques-
tions and give evidence for a strong case.

The intricacies

Concerns don’tend even after the life in-
surer accepts someone who isnot a close
relative as anominee. Yournominee, who
isnot alegal heir, may have to contend with
disputes with family members at the time
of claim payout. The fiancée, for example,
cannot be the beneficial nominee as she
isnotmarried yet. The concept was intro-
duced by the amended Insurance Laws
(Amendment) Act 2015, which made it clear

Sarabati Devi
vs Usha Devi

1983

The Supreme Court of India

THE CASE

Life assured Jagmohan Swaup died
intestate, survived by his mother
Sarabati Devi, wife Usha Devi and son
Alok Kumar. He nominated his wife in
his life insurance policy, giving rise to a
dispute amongst the three legal heirs.

JUDGMENT IN FAVOUR OF
Sarabati Devi

GIST OF THE VERDICT

Nomination does not imply beneficial
interest, but only serves the purpose of
providing valid discharge to the insurer.
The legal heirs are entitled to their share
as per laws of succession governing
them (in this case, the Hindu Succession
Act, 1956).

that in case a policyholder nominates her
father, mother, spouse and childrenina
policy, they willnot be mere trustees or
receivers on behalf oflegal heirs, but also
ultimate beneficiaries.

The purpose is to ensure the intended
beneficiaries get the money. In legal par-
lance, nominees are not necessarily inheri-
tors of your wealth or claim proceeds. They
aremere custodians of the proceeds until
the money is handed over tolegal heirs.
Thelife insurer gets alegal discharge once
ithands over the claim to the nominee. In
case of dispute, it is the nominee and legal
heirs’ battle to fight. “Precedents show

" thattheIndian Succession Act supersedes

Section 39 of the Insurance Act. Nominees
have been viewed as mere custodians oflife
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Shipra oy
Sengupta

vS Niharbala/
Mridul Sengupta

2009

The Supreme Court of India

THE CASE

Shipra Sengupta, wife of deceased
life assured Shyamal Sengupta,
claimed a share in his life insurance
proceeds, PF, gratuity and so on
citing her status as his legal heir,
despite nominations (made when the
deceased was single) in favour of his
mother Niharbala Sengupta, who later
willed the proceeds in favour of her
son Mridul.

JUDGMENT IN FAVOUR OF
Shipra Sengupta

GIST OF THE VERDICT

The proceeds are to be shared in
accordance with the laws of succession.
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insurance proceeds and not ultimate ben-
eficiaries,” explains Mahyavanshi.

So can you secure someone who isnot
afamily member? You can, with some ad-
ditional effort. To make the nomination
effective, you will have to execute a Will
that makes your position on who the ulti-
mate beneficiary of your claim proceeds
arevery clear. “Inthe absenceof sucha
Will, the insurer will pay the non-family
member the insurance benefit but the
non-family member will be obliged to pass
on the benefit tolegal heirs,” says Kapil
Mehta, Co-founder, Securenow.in.
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