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What is Insurance Policy Buyout?



Millions of policyholders in India surrender/lapse
their life insurance policies during its tenure

Any Individual can invest in such policies where
original policyholder wants to surrender or lapse
his/her policy.

This transaction is called re - assignment whereby the
ownership of policy changes to the person who is
investing

a.All rights/benefits of the policy shifts to the new
owner

b.Investor earns tax free assured returns
c.Returns can be between 7-12% (post tax)
d.Average investment period can be 3-10 years

Investment
Its a safe, high return and tax-
efficient investment option

What is Investment in Pre-owned Policies?



Why policy holders assign lapsed ULIP policies?

•
•

ULIP Policies have a mandatory lock-in period of 5 years
In case of surrender within the lock-in period:

 

•On discontinuance of ULIP policies, the entire fund value must be switched to a 

•This provides an exit option to policy holders during the lock-in period –immediate 
payment of a calculated surrender value as well as continued life cover

discontinuance fund which can only invest in government securities

•
•

•

The surrendervaluecannotbepaid beforeend ofthelock-inperiod
The policy holder has to reverse all tax benefits previously availed. Any gain on surrender also 
becomes taxable.
Not only does the policy holder loses life cover, but also has no way to encash / monetize the 
policy during the lock-in period



Salient Features of this Product
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Assignment of policies is a legitimate process allowed
as per Insurance Act 

IRDAI ensures all insurance companies comply to
capital adequacy norms hence risk is negligible 

Assignment of policies is being done by insurance
companies for more than 20 years in India. 

Investment in Pre-owned policies is an opportunity
for investors who want an asset class which is tax
free 

It provides higher returns than FD’s with same safety.

❑

How Safe, Viable & Lucrative is the Product?

Investment in pre-owned insurance policies
will be a thriving asset class in 3-4 years time



The Insurance Buyout Process



Tax Applicability

• Taxability of Individual ULIP Policies

•
•
•

ULIP Policies are defined as Capital Assets as per the Income Tax Act Any amount
received on maturity is exempt from tax u/s 10(10D) of the Act 
If the aggregate premium paid by any person is more than Rs.2.5 lakhs in respect of 
policies issued after 31st March 2021, gains on maturity are treated as Long Term
Capital Gains and taxable at 12.5% 



Regulatory Framework

Governed by Section 38 of Insurance Act ensuring transparent assignment
rules
Insurer validates eligibility & ensures policy is compliant before assignment
Assignment is absolute and irrevocable, securing investor rights until
maturity



Investment Process

Pre-screened ULIP list shared with investor
Investor chooses policy based on expected XIRR and lock-in period.
Relevant documentation is initiated for signoff by Assignor (Policy Holder)
and Assignee (Investor)
Post signoff documents are submitted to insurance company for approval
Insurance company accesses the case and gives approval.
Investor is request to make the payment
Payment is released to insurance company and policy holder
Insurance company issues endorsement letter



Original Policy – 5 pay 10 years
Premium paid by policy holder 1,20,000
Fund Value at end of 2 years – 1,10,637
Investor Pays – 68,910 + 60,000 = 1,28,910
Investor Gets – 1,85,266 after 3 years (at end of 5
year lock-in)
ROI – 12.9%

Original Policy – 5 pay 10 years
Premium paid by policy holder 3,00,000
Fund Value at end of 3 years – 3,16,456
Investor Pays – 2,60,228 + 1,00,000 = 3,60,228
Investor Gets – 4,38,149 after 2 years (at end of 5 year
lock-in)
ROI – 10.3%

HOW DOES IT WORK ?
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Sample Policies



Estimated Market Size of Insurance Lapse Book

2.50 

1.08 

2024

2.25 

1.30 

2025

2.03 

1.56 

2026

1.82 

1.87 

2027

1.64 

2.24 

2028

0.38 

SURRENDER (CIRCA)

0.55 

EXISTING LAPSE BOOK (CIRCA)

0.66 

YEARLY LAPSATION

0.80 
0.46 

Rs. Lac Crs.

Going by the recent trend (last 5
years), the expected size of the
lapse book is expected to cross 

Rs. 4.5 lac crs

Assignment will cure almost 12-15% of the total lapse book annually – leading to an investments of Rs. 50K
crs in this instrument 
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