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PREFACE 
 

 

Capital Markets and Financial Advisory Services Examination – 

Module 9 Life Insurance and Investment-linked Policies 

 

In line with the licensing framework under the Securities and Futures Act (SFA) and 

Financial Advisers Act (FAA), the MAS has launched a modular examination structure, 

known as the Capital Markets and Financial Advisory Services Examination (CMFAS 

Examination).  

 

This study guide is designed for candidates preparing for the CMFAS Module 9 Life 

Insurance and Investment-linked Policies examination. 

 

The objectives of the CMFAS Module 9 Life Insurance and Investment-linked Policies 

examination is to test candidates on their knowledge and understanding of life insurance 

and life insurance concepts, including setting life insurance premium and classification of 

life insurance products; the different types of traditional life insurance products; the 

various types of riders; investment-linked policies; and annuities. It also seeks to equip 

candidates with an understanding of the industry practices including the application and 

underwriting process; policy services; claims practices; the contractual provisions and 

legal issues such as the law of agency and other relevant aspects such as income tax, 

insurance nomination, wills and trust.  

 

Organisation of the Study Guide 

 

This study guide is divided into 17 chapters, which are devoted to specific topics that 

the candidates will need to know in order to pass the CMFAS Module 9 examination, as 

outlined below: 

 

Chapter 1: Introduces the basic concepts and principles relating to risk and insurance, 

as well as the fundamental principles applicable to life insurance. It also 

highlights the structure of the life insurance market, including the key 

market organisations. 
 

Chapter 2: Highlights how life insurance premium is determined and the factors that 

affect pricing. 

 

Chapter 3: Outlines the different ways in which life insurance products are classified, 

as well as describes the characteristics of group life insurance. 
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Chapter 4: Describes the various types of traditional life insurance products – Term 

Insurance; Whole Life Insurance, and Endowment Insurance – highlighting 

their nature, features and suitability for different insured’s needs. It also 

briefly outlines the disclosure requirements relating to such life insurance 

policies. 
 

Chapter 5: Covers the different types of insurance policy riders (or supplementary 

benefits) available in the market, highlighting their features and uses. 
 

Chapter 6: Describes participating life insurance policies, including the various types 

of guaranteed and non-guaranteed benefits offered.  It also highlights the 

disclosure requirements in the sale of such policies as well as the 

regulatory requirements relating to the internal governance of 

participating funds. 
 

Chapter 7: Explains the purpose and structure of Investment-linked Life Insurance 

policies, and describes the various types of such policies, their features, 

pricing mechanism, returns, benefits as well as fees and charges.  It also 

highlights the factors that need to be considered before buying such 

products and the associated risks involved, as well as provides a 

comparison against traditional life insurance policies and unit trusts. 
 

Chapter 8: Continuing from Chapter 7, this chapter elaborates on the purpose and 

benefits of investment-linked sub-funds, as well as highlights the 

structure, types, the investment strategies or policies adopted by such 

sub-funds, and the option of switching between funds. 
 

Chapter 9: Covers the foundational knowledge in time value of money as well as 

discusses in detail the computational aspects of Investment-linked Life 

Insurance policies. 
 

Chapter 10: Describes the various types of annuities, how they work, their variations, 

as well as their benefits and limitations. 
 

Chapter 11: Explains the underwriting process, including the purpose and importance 

of the proposal form, and the underlying principles applicable to 

underwriting, as well as highlighting other sources of underwriting 

information. It also covers the general underwriting principles for group life 

insurance. 
 

Chapter 12: Describes the various policy services, including premium payments; 

premium receipts and notices; policy alterations; assignment of policies; 

policy loans; and the lapsing, reinstatement and surrender of policies. 
 

Chapter 13: Explains the claims settlement process, including the types of claims; and 

the role of advisers in claims settlement. Also addresses the issue of joint 

ownership and its implication on claims settlement. 
 

Chapter 14: Explains the elements of a valid insurance contract; as well as legal 

concepts such as the duty of disclosure; warranties and representations; 

material misrepresentation; doctrines of waiver and estoppels; and other 

vitiating factors like misrepresentation; duress; undue influence; mistakes, 
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etc.  It also briefly highlights some of the contract provisions found in life 

insurance policies. 
 

Chapter 15: Explains the law of agency and its applicability in life insurance, including 

how an agency is created and terminated; the duties, rights and authority 

of an agent; as well as how a contract can be ratified by an agent. 
 

Chapter 16: Describes the Income Tax provisions and the tax benefits applicable to 

life insurance policyholders and the Supplementary Retirement Scheme. 
 

Chapter 17: Explains the framework relating to the nomination of beneficiaries, 

including its aims and scope.  It also highlights the types of nominations 

allowed, and their applicability to the different types of policies. In 

particular, it will explain the key differences between a Trust Nomination 

and a Revocable Nomination, as well as how they rank in terms of 

priority.  The chapter also covers wills and trusts, their purpose, benefits, 

as well as draw comparisons between nominations, wills and trusts, and 

highlight potential conflicts and problems that may occur. 

 

This 6th edition incorporates changes to the existing study guide that is aimed at 

simplifying and clarifying key terms and concepts; improving the flow and readability of 

the study guide; as well as updating outdated data. In addition, it includes new content 

relating to latest developments in the industry. 

 

While every effort has been made to ensure that the Study Guide materials are accurate 

and up-to-date at the time of publishing, some information may become outdated before 

the latest version is released. Hence candidates are advised to check the “Version 

Control Record” found at the end of this Study Guide to ensure that they have the 

correct version of the Study Guide. For examination purposes, the Singapore College of 

Insurance adopts the policy of testing only those concepts and topics that are found in 

the latest version of the Study Guide. 
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STUDY GUIDE FEATURES 
 

 

Several study aids have been included in each chapter to help readers to master and 

apply the information in this Study Guide. 

 

Chapter Outline & Key Learning Points 

An outline of the chapter is provided on the first page of each chapter, after which the 

key learning points are listed to help readers to gain an overview of the chapter’s 

contents and the expected learning outcomes to be achieved. 

 

Revisions & Updates  

To enable candidates to check that they have the latest version of the Study Guide, the 

“Version Control Record” at the end of this Study Guide will list the relevant revisions 

and updates that have been made, as well as the date when the changes will apply to 

the examinations. 

 

Throughout this Study Guide, where applicable, we have used the masculine gender to 

represent both genders, in order to avoid the tedium of the continual use of “he or she”, 

“his or her” or “himself or herself”. 
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CHAPTER 1 

RISK AND LIFE INSURANCE 

 

CHAPTER OUTLINE 

 

1. Risk And Insurance 

2. Requirements Of Insurable Risks 

3. Dealing With Risk  

4. Types Of Personal Risks That Can Be Insured 

5. Some Basic Life Insurance Terms 

6. Insurance And Gambling Compared 

7. Hazards 

8. Concept Of Anti-Selection 

9. Various Life And Health Insurance Products 

10. Life Insurance As A Financial Protection Tool 

11. The Importance Of Life Insurance 

12. Pooling Of Risks & The Law Of Large Numbers 

13. Utmost Good Faith (Uberrima Fides) And Life Insurance 

14. Insurable Interest Requirement 

15. Principle Of Indemnity & Life Insurance 

16. Structure Of The Singapore Insurance Market  

17. Other Relevant Organisations 

18. MoneySENSE Programme  

 

KEY LEARNING POINTS  

 

After reading this chapter, you should be able to: 

 understand risk and insurance 

 understand the requirements of insurable risks 

 know the methods of dealing with risk 

 outline the types of personal risks that can be insured 

 define some basic life insurance terms 

 compare insurance with gambling 

 understand physical hazards and moral hazards 

 know the concept of anti-selection 

 discuss life and health insurance products 

 understand life insurance as a financial protection tool 

 explain the importance of life insurance 

 know the pooling of risks and the law of large numbers 

 discuss the principle of utmost good faith 

 understand insurable interest requirement 

 understand the principle of indemnity 

 explain the structure of the Singapore insurance market 

 know other relevant organisations 

 know the MoneySENSE programme 

 know what is Direct Purchase Insurance (DPI) 
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1. RISK AND INSURANCE 

 

1.1 Life insurance products are designed to provide protection against the risk of 

financial loss1. In order to understand insurance and how it works, we need to 

understand the concept of risk and which types of risks are insurable. Everyday, 

both individuals and businesses are exposed to risks. For example, an individual 

who is the breadwinner in the family may meet with a serious accident while 

driving his car, leaving the family with no income, if he becomes disabled and 

unable to work. A company may suffer business losses when one of its key 

employees is stricken with a major illness and is unable to continue working. As 

you can see from the above two examples, risk is the possibility of loss, and there 

is an uncertainty element to it. 

A. Speculative Risks And Pure Risks 

 

1.2 Both individuals and businesses experience two kinds of risks – speculative risk 

and pure risk. Speculative risk involves three possible outcomes: loss, gain, or no 

change. For example, in purchasing shares of stock, the buyer is speculating that 

the value of the stock will rise and that he will earn a profit on his investment. 

However, the value can also fall and the buyer will lose some or all of the money 

that he has invested. On the other hand, the value of the stock can also remain 

the same – the buyer may not lose money, but he may not make a profit. Insurers 

will not insure speculative risks.  

 

1.3 Pure risk involves no possibility of gain; either a loss occurs or no loss occurs. An 

example of a pure risk is the possibility that an individual may become disabled. 

If he is unable to work, he will experience a financial loss. If, on the other hand, 

he never became disabled, then he would incur no loss from that risk. This 

possibility of financial loss without the possibility of gain – pure risk – is the only 

kind of risk that can be insured (provided that it meets certain other requirements) 

as explained in the next section. This is because the purpose of insurance is to 

compensate for financial loss, not to provide an opportunity for financial gain. 

2. REQUIREMENTS OF INSURABLE RISKS 

 

2.1 In addition to the pure risk requirement, there are other requirements that must 

be met before a risk can be potentially insurable. The loss must: 

(a) be significant in financial terms; 

(b) occur by chance; 

(c) be definite; 

(d) be calculable;  

(e) not be catastrophic to the insurer; and 

(f) be based on large number of insured. 

 

  

 
1 Insurance does not cover non-financial risks, such as choosing a life partner, choosing a new car or 

selecting the right school for one’s child. 
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2.2 Let us now look at the first five of the above requirements in turn. 

A. The Loss Must Be Significant In Financial Terms 

 

2.3 Insignificant losses arising from, say, the risk of catching a cold in the rain, are 

not normally insured. The administrative expenses of paying benefits when a very 

small loss occurs will drive the cost for such insurance protection so high in 

relation to the potential loss, that most people will find the protection financially 

unattractive. 

 

2.4 On the other hand, some losses will cause financial hardships to most people and 

are considered to be insurable. For example, a person injured in an accident may 

lose a significant amount of income if he is unable to work. Insurance coverage 

is available to protect against such a potential risk. 

B. The Loss Must Occur By Chance 

 

2.5 In order for a potential loss to be insurable, the loss must occur by chance. In 

order words, it must be accidental in nature and cannot be predicted in advance. 

The loss must be caused either by an unexpected event, such as contracting a 

terminal disease, or by an event that is not intentionally caused by the person 

covered by the insurance, such as fire. Although death is a certain event, a person 

is unable to control the timing of his death, as the event usually occurs by chance. 

Hence, death is an insurable event. However, insurers will exclude suicide 

coverage within a certain period of the inception of the policy as suicide is clearly 

not accidental. 

C. The Loss Must Be Definite 

 

2.6 The insurer must be able to determine whether the loss occurred, and if so, how 

much money was lost. The amount of loss to be insured can be arrived at, in the 

case of general insurance, by appraisal or estimation, or in the case of life 

insurance, by prior agreement. 

D. The Loss Must Be Calculable 

 

2.7 The loss must be measurable in monetary term. 

E. The Loss Must Not Be Catastrophic To The Insurer 

 

2.8 A potential loss is not considered insurable if a single occurrence is likely to cause 

or contribute to catastrophic financial damage to the insurer. Such a loss is not 

insurable because the insurer cannot responsibly promise to pay benefits for the 

loss, e.g. the loss resulting from nuclear risk. 

F. The Loss Must Be Based On Large Number of Insured 

 

2.9 There must also be a large number of exposure units, because pricing is based 

on the law of large numbers. For example, a household insurer needs a large 

number of flats and buildings to predict the aggregate losses with some reliability. 



Module 9: Life Insurance And Investment-Linked Policies 

4 Copyright reserved by the Singapore College of Insurance Limited [Version 1.0] 

From this, it can calculate the premiums which are adequate to cover the losses 

and expenses of these policies. 

3. DEALING WITH RISK 

 

3.1 In order to eliminate or reduce one’s exposure to a specific financial risk, and 

depending on the frequency and severity of the losses, one can deal with risk in 

one of the following methods: 

 avoiding the risk; 

 controlling the risk; 

 retaining the risk; or  

 transferring the risk. 

 

3.2 Let us look at each of the methods in turn. 

A. Avoiding The Risk 

 

3.3 This method of managing risk is simply to avoid risk altogether. For example, we 

can avoid the risk of personal injury that may result from a car collision by never 

driving a car. 

B. Controlling The Risk 

 

3.4 Risks can be controlled by taking steps to prevent or reduce losses. An example 

will be to undergo a health screening examination yearly, when one reaches a 

certain age (e.g. 40 years old), so that one can detect and treat an illness before 

it is too late.  

C. Retaining The Risk 

 

3.5 This method of managing risk is to accept or retain risk, meaning to assume all 

the financial responsibility for the risk. Individuals and businesses sometimes 

decide to accept total responsibility for a given financial risk. In this situation, the 

person or business is said to self-insure against the risk. For example, an employer 

can provide medical expense benefits to its employees, by either setting aside 

money to pay their medical expenses, or paying the expenses out of its current 

income. In such a case, the employer is said to self-insure the medical benefit 

plan. 

D. Transferring The Risk 

 

3.6 An individual can transfer risk to another party by shifting the financial 

responsibility for that risk to another party, generally in exchange for a fee. The 

most common way to transfer risk is to buy insurance. For example, a 

breadwinner may transfer his risk of premature death or disability to the insurer 

by paying a small, predictable amount of premium to the insurer. In return, the 

insurer promises to pay the insured amount upon the happening of the insured 

event. In this way, the individual is relieved of the uncertainty of a potentially 
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much larger financial loss associated with the risk that he faces. He can then go 

about doing his daily activities with peace of mind, knowing that if anything 

happens to him, his dependants will not suffer any severe financial hardship. 

Hence, insurance plays an important function in acting as a risk transfer 

mechanism. 

4. TYPES OF PERSONAL RISKS THAT CAN BE INSURED  

 

4.1 The three main types of personal risks faced by an individual that can be insured 

are: 

 premature death; 

 outliving resources; and 

 poor health and disablement. 

 

4.2 Let us look at each of the above risks in turn.  

A. Risk Of Premature Death 

 

4.3 Premature death is defined as the death of a breadwinner as a result of illness or 

accident with unfulfilled financial obligations. These obligations can include 

dependants to support, a mortgage to be paid off or children to educate. If the 

surviving family members receive an insufficient amount of replacement income 

from other sources or have insufficient financial assets to replace the lost income, 

they will suffer not only emotionally but also financially. 

B. Risk Of Outliving Resources Or Longevity Risk 

 

4.4 With advances in medical science and the standard of living, people are living 

longer and longer. The average life expectancy of male and female lives as at 

December 2018 is 81 and 85.4 years respectively. The major risk associated with 

old age is insufficient income during retirement. Planning for retirement is 

something that most people do not take action on until it is too late. This can 

pose a problem for the person, as well as society. 

C. Risk Of Poor Health And Disablement 

 

4.5 The risk of poor health includes both the payment of catastrophic medical bills 

and the loss of earned income. The costs of major surgeries have increased 

substantially in recent years. In addition, as life expectancy increases, people will 

tend to incur medical expenses as they age. Unless these people have adequate 

Health Insurance, private savings and financial assets or other sources of income 

to meet these expenditures, they can be financially drained in the event of a 

catastrophic illness. Moreover, such illness can result in the person becoming 

severely disabled and being unable to work. As such, he will be losing his income, 

as well as incurring substantial medical cost for treatment of his illness. 
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4.6 All the three personal risks that we have discussed so far can be solved to a 

certain extent with Life and Health Insurance products. Before we look at the 

various products, we will first look at some basic insurance terms. 

5. SOME BASIC LIFE INSURANCE TERMS 

 

5.1 A life insurance policy is a policy under which the insurer promises to pay a 

benefit upon the death of the person who is insured. As such, life insurance 

provides financial protection against the economic loss caused by the premature 

death of the person insured. This benefit is commonly known as Death Benefit. 

The insurer will pay a lump sum payment of the sum assured, plus bonuses if 

applicable, in the event of the death of the life insured. 

 

5.2 The applicant (also known as the proposer or intending insured) is the person or 

business that applies for an insurance policy. When a policy is issued, the person 

or business that owns the insurance policy is known as the policy owner. In most 

cases, the applicant is also the policy owner.  

 

5.3 The person who is insured by a life insurance policy is referred to as the life 

insured. The policy owner (also known as the insured) and the life insured may 

be, and often are, the same person. If, for example, a person applies for and is 

issued an insurance policy on his life, then he is both the policy owner and the 

life insured. If, however, a person’s father applies for and is issued a policy on 

his son’s life, then he is the policy owner and the son is the life insured. When 

one person purchases insurance on the life of another person, the policy is known 

as a third-party policy.  

 

5.4 If the insured event (e.g. death) occurs while the insurance policy is in force, the 

insurer pays the policy benefit. This policy benefit when paid as a lump sum, is 

often referred to as the sum assured2. This is the amount guaranteed to be paid 

out by the insurer in the event of a claim. If the policy is a participating life 

insurance policy, bonuses which are not guaranteed, will also be paid in addition 

to the sum assured.  

 

5.5 Life insurance policy proceeds are usually paid to the policy’s beneficiary – the 

person or party whom the policy owner named to receive the policy benefit. 

6. INSURANCE AND GAMBLING COMPARED 

 

6.1 There are two important differences between insurance and gambling. Firstly, 

gambling creates a new speculative risk, while insurance is a technique for 

handling an existing pure risk. Thus, if you bet S$50 on a lottery draw, a new 

speculative risk (risk of losing S$50) is created. However, if you pay S$50 a 

month to an insurer for life insurance, the risk of premature death is already 

 
2 The sum assured is also called the policy’s face amount or face value because this amount is generally 

listed on the face, or first, page of the policy. 
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present and is transferred to the insurer by a contract. No new risk is created by 

the transaction. 

 

6.2 Secondly, the difference between insurance and gambling is that gambling is 

socially unproductive, because the winner’s gain comes at the expense of the 

loser. In contrast, insurance is always socially productive, because neither the 

insurer nor the insured is placed in a position where the gain of the winner comes 

at the expense of the loser. The insurer and the insured both have a common 

interest in the prevention or delay of a loss. Both parties win if the loss does not 

occur. Moreover, gambling transactions never restore the losers to their former 

financial position. In contrast, insurance contracts restore the insureds financially 

in whole or in part if losses occur. 

7. HAZARDS 

 

7.1 As noted earlier, insurers cannot predict when a specific individual will die, 

become injured, or suffer from an illness. Insurers, however, have identified a 

number of factors that can increase or decrease the likelihood that an individual 

will suffer a loss. The most important of these factors are physical hazards and 

moral hazards.  

A. Physical Hazard 

 

7.2 A physical hazard is a physical characteristic that may increase the likelihood of 

loss. For example, a person with a history of heart attacks possesses a physical 

hazard that will increase the likelihood of that person dying sooner than that of a 

person of the same age and gender without such similar medical history. A person 

who is overweight has a physical characteristic that is known to contribute to 

health problems, and those health problems may result in the economic loss 

associated with higher-than-average medical expenses. Underwriters of insurers 

must carefully evaluate the intending insureds to detect the presence of such 

physical hazards.  

B. Moral Hazard 

 

7.3 Moral hazard is the likelihood that a person may act dishonestly in the insurance 

transaction. For example, if an individual applies for a sum assured which is far 

in excess of what others in the same financial situation would buy, the insurer 

would be concerned about the reason for the high cover. The individual may be 

seeking insurance for a dishonest reason. Underwriters also evaluate the moral 

hazards presented by individuals in cases where they find that those individuals 

have provided false information on their applications for insurance. In these cases, 

the applicants could be trying to obtain insurance coverage that they would not 

otherwise be able to obtain. When underwriters evaluate applications for 

insurance, they take a variety of steps to identify intending insureds who present 

these moral hazards. 
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8. CONCEPT OF ANTI-SELECTION 

 

8.1 When an insurer receives an application for insurance, the insurer must assess 

the degree of risk that it will take on if it agrees to issue the policy. An insurer 

cannot afford to presume that each proposed risk represents an average likelihood 

of loss. Not all individuals of the same gender and age have an equal likelihood 

of suffering a loss. Further, those individuals who believe they have a greater-

than-average likelihood of loss tend to seek insurance protection to a greater 

extent than do those who believe they have an average or less-than-average 

likelihood of loss. This tendency, which is called anti-selection, adverse selection, 

or selection against the insurer, means that the insurer will need to carefully 

review each application to assess properly the degree of risk the insurer is 

assuming for the policies it issues. If the insurer consistently under-estimates the 

risks that it assumes, its premium rates will be inadequate to provide the promised 

benefits. 

 

8.2 To minimise problems arising from anti-selection, insurers can employ a number 

of methods; one of which is effective underwriting. Underwriting or selection of 

risks, is the process of identifying and classifying the degree of risk represented 

by an intending insured and the insurers’ employees who are responsible for 

evaluating proposed risks are called underwriters. Underwriting involves 

identifying the risks that an intending insured presents, as well as classifying the 

degree of risk that an intending insured represents. The risks can be classified as 

standard, sub-standard or declined / postponed. 

 

8.3 The other methods are offering policies with different excesses3 and offering 

policies with pre-existing condition exclusions. These will be covered in a later 

chapter of this study guide. 

9. VARIOUS LIFE AND HEALTH INSURANCE PRODUCTS 

A. Life Insurance Products 

 

9.1 Life insurance is provided on both an individual and a group basis and is available 

under a variety of types of policies. We describe the following major types of life 

insurance policies: 

 Term Insurance provides a death benefit if the insured dies during a specified 

period. 

 Whole Life Insurance provides life insurance coverage throughout the 

insured’s lifetime and also provides a savings element. As premiums are paid 

for these policies, an accumulated savings amount, known as the policy’s 

 
3  In an insurance policy, the deductible (also known as “excess”) is the portion of any claim that is not 

covered by the insurer. It is the amount of expenses that must be paid out of pocket before an insurer will 

cover any expenses. Typically, a general rule is: the higher the deductible, the lower the premium, and 

vice versa. Depending on the policy, the deductible may apply per covered incident, or per year. For 

policies where incidences are not easy to delimit (for example health insurance), the deductible is typically 

applied per year. 
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cash value4, gradually builds up. A policy’s cash value is a valuable asset that 

the policy owner can use in a number of ways. This is further explained in a 

later chapter.  

 Endowment Insurance provides a policy benefit that is paid either when the 

insured dies or on a stated date if the insured lives until then. Endowment 

Insurance has some characteristics of both Term Insurance and permanent 

life insurance. Like Term Insurance, Endowment Insurance provides life 

insurance coverage for only a stated amount for a specific period of time. 

Also, like permanent life insurance, Endowment Insurance provides a savings 

element. 

 

9.2 All the above policies may also provide the life insured with Total and Permanent 

Disability (TPD) Benefits either attached to the basic policy or as a supplementary 

benefit.  

 

9.3 Other types of life insurance that are available in the market include Universal Life 

Insurance. Universal Life Insurance is a form of “interest sensitive” Whole Life 

Insurance that offers a death benefit, and because of its flexible premium feature, 

provides the opportunity to build cash values which the policy owner can borrow 

from or withdraw. The cash values earn interest at a declared rate, which may 

change over time. Notwithstanding that, most Universal Life Insurance plans 

guarantee a minimum interest crediting rate. These plans give the policy owner 

the flexibility to assist him in meeting his financial goals. Within certain limits, the 

policy owner can choose the amount, method and timing of his premium 

payments. 

B. Annuities And Investment Products 

 An Annuity is a series of periodic income payments to a named individual in 

exchange for a premium or a series of premiums. 

 Investment-linked Life Insurance policies (ILPs) provide a combination of 

protection and investment elements. Premiums buy life insurance protection 

and investment units in professionally managed investment-linked sub-funds. 

Structured ILPs are ILPs where the sub-funds are invested in structured 

products and other structured funds. 

C. Health Insurance Products 

 

9.4 These products are designed to cover hospital expenses, surgical expenses and 

emergency accident outpatient expenses incurred as a result of accident, sickness 

or disease commencing or occurring during the period of insurance. In Singapore, 

there are private Health Insurance schemes, as well as those offered by the 

Central Provident Fund Board. For further details, refer to the section below, as 

well as the SCI Health Insurance module. 

  

 
4  Cash value refers to the amount of money that a policy owner will get if he surrenders (or discontinue) his 

policy. 
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10. LIFE INSURANCE AS A FINANCIAL PROTECTION TOOL 

 

10.1 Life insurance is an effective mechanism for providing financial protection for 

individuals against the personal risks that we have discussed earlier on. 

A. Financial Protection Against Premature Death 

 

10.2 Life insurance can be used to fulfil a breadwinner’s financial obligations to his 

dependants in the event of his premature death. A Term Insurance or Whole Life 

Insurance policy can provide the funds needed to meet the funeral expenses and 

to provide a sum of money, to take care of his dependants. Term Insurance can 

also be used to pay off any outstanding loan that the client may have. Endowment 

Insurance, on the other hand, can be used to accumulate the funds necessary to 

finance one’s children’s education in the future.  

B. Financial Protection Against Outliving Resources 

  

10.3 Annuity and Endowment Insurance policies can be used to provide the necessary 

income that a person will need in his retirement. In fact, Annuities are specially 

designed for this purpose. There are many types of Annuity policies designed to 

meet the various needs of individuals, as you will see in a later chapter of this study 

guide. An individual can buy an Annuity policy to pay him a regular income for life. 

This reduces the risk of one living too long and outliving one’s financial resources. 

 

10.4 Endowment Insurance, on the other hand, can be arranged to mature at the age 

that a person retires. In this way, the person will receive the benefits upon his 

retirement, which he can use to purchase an Annuity or to invest elsewhere.  

C. Financial Protection Against Ill Health And Disablement 

 

10.5 The risk of ill health can be met by Health Insurance coverage. Some examples of 

Health Insurance are listed below. 

 

10.6 Critical Illness Insurance is suitable for providing protection against the contracting 

of a covered critical illness under the policy.  

 

10.7 Medical Expense Insurance reimburses the insured for expenses incurred as a result 

of an event, illness or accident, and provides inpatient and some outpatient benefits. 

 

10.8 Hospital Cash (Income) Insurance, on the other hand, will provide the insured with 

a fixed amount of daily allowance benefit for each day of his hospital stay, 

irrespective of other expenses incurred for medical treatment during his 

hospitalisation. There is also no restriction on the use of the benefits payable under 

this plan. Hence, the insured can use it to meet any of his needs. 

 

10.9 Disability Income Insurance is a form of income-protection insurance which helps to 

replace a portion of the insured’s income that he loses if he becomes totally disabled 

and unable to work as a result of an accident or sickness. 
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10.10 Long-Term Care Insurance is a product that is designed to meet some or all of the 

costs of care to the insured who, as a result of accident, sickness, frailty or a 

combination of these, is physically impaired to the extent that he is no longer able 

to function independently. Instead, he has to depend on others to help him perform 

most basic activities of daily living. 

D. Financial Protection For Businesses 

 

10.11 Financial protection principles apply to businesses, as well as individuals. This is 

especially true for small businesses where the proprietor’s wealth is tied up in the 

business and its continued success is dependent on their skills and application. 

For many businesses, especially these smaller ones, the success of the business 

may depend on certain key individuals. To protect the business against financial 

losses arising out of the loss of contribution by these key individuals due to 

sickness, disability or death, the business owner can purchase Key-Person 

Insurance. A business can also purchase life insurance to provide benefits for its 

employees. 

11. THE IMPORTANCE OF LIFE INSURANCE 

 

11.1 Aside from the advantage of providing financial protection for individuals, families 

and businesses; life insurance benefits policy owners in other important ways 

such as the following: 

A. Assist In Making Savings Possible 

 

11.2 Although one may prefer to save rather than purchase life insurance, saving 

involves time, resources and discipline. A savings programme can yield only a 

small amount at the start, whereas an insurance policy guarantees the full face 

value or other benefit from its beginning. Hence, it can protect the policy owner 

against failure through early death or incapacity to have sufficient working time 

to save adequately through other means. Thus, if one is able to save S$500 

annually, it will take nearly 20 years to accumulate a fund of approximately 

S$15,000 assuming that the accumulations are safely invested annually at 4% 

compound interest. Even at that, an individual’s ability to accumulate such a 

savings fund is contingent upon his survival for the full period, and this may be 

defeated by death or disability before the savings have reached any appreciable 

sum. 

 

11.3 To depend entirely on saving as a means of providing for the future could prove 

disastrous financially. It is generally accepted that the first requisite in providing 

for the future support of dependants is reasonable certainty. Life insurance 

provides protection against the possible failure to continue the annual 

accumulations of the savings fund because of early death or disability. 

B. Provides A Safe Investment 

 

11.4 Life insurance can, with careful selection, be a reasonable, long-term savings 

instrument. Life insurance policies and annuities can be safe investments, but life 
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insurance policies also make it possible for the policy owner to arrange for the 

safeguarding of the policy death benefits and values.  

C. Encourages Thrift 

 

11.5 Life Insurance can constitute an excellent means of encouraging thrift for many 

persons. Many individuals who may not otherwise save regularly will nevertheless 

regularly pay premiums on a life insurance policy. If the policy is of the type that 

has a cash value this can constitute a type of semi-compulsory savings plan.  

D. Minimises Worries And Provides Peace Of Mind 

 

11.6 If the breadwinner has adequate amounts of life insurance, he is less likely to 

worry about the financial security of his dependants in the event of premature 

death; an individual insured for disability income protection does not have to 

worry about the loss of earnings if a serious illness or accident occurs. Worry and 

fear are also reduced after a loss occurs, because the insureds know that he has 

the insurance that will pay for the loss. 

12. POOLING OF RISKS AND THE LAW OF LARGE NUMBERS 

 

12.1 You may wonder how insurers can accept so many risks. Well, the answer lies 

in a concept called risk pooling. An insurer accepts the risk of financial loss of a 

large number of people, but only a small percentage of these people will actually 

suffer an insured financial loss at any given period. Contributions, in the form of 

premiums from the many insureds, go into this pool. From the pool, payments 

are made to compensate the losses of the few. Pooling brings together a large 

number of exposures of similar risk characteristics, thereby allowing the 

application of the law of large numbers to predict the frequency (probable number 

of losses) and severity of losses (probable size of the losses). 

 

12.2 The law of large numbers, which is a fundamental mathematical principle of 

insurance, states that the greater the number of insured persons, the more the 

actual loss experience will tend towards the expected loss experience. With the 

increasing number of insured persons, risk and uncertainty will diminish. Thus, 

the larger the insured group, the more predictable will be the loss experience for 

the insured group as a whole. 

 

12.3 To illustrate the law of large numbers, consider the flip of a coin, which can result 

in a head or a tail. Flipping a coin 30 times may result in any combination of heads 

and tails; there may be 19 heads and 11 tails or any other combination. Based 

on simple mathematics, you would expect to get the same number of heads and 

tails, because the chance of getting either is 50%.  

 

12.4 However, flipping the coin just 30 times may not give us the 50/50 split that we 

would expect. Flipping the coin 30,000 times, we would almost certainly see a 

result of approximately 15,000 heads and 15,000 tails. The law of large numbers, 

therefore, operates to give a result which is in keeping with the underlying 

probability (in this example, 50% heads and 50% tails). 
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12.5 When the insurer applies the law of large numbers to life insurance, it enables 

them to predict fairly confidently, the final cost of claims in any one year. This is 

because insurers provide cover against a large number of similar risks, and the 

final number of actual loss events tends to be very close to the expected number, 

provided that the conditions under which the original data were gathered remain 

constant. This enables the insurer to calculate likely losses and so confidently 

charge a fixed premium. 

13. UTMOST GOOD FAITH (UBERRIMA FIDES) AND LIFE INSURANCE 

A. Insured’s Duty Of Utmost Good Faith 

 

13.1 In ordinary contracts, the contracting parties are not required to reveal all they know 

about a proposed agreement, as those contracts are subject to the principle of 

ordinary good faith. A common law principle application to most of these contracts 

is caveat emptor (let the buyer beware). 

 

13.2 Insurance contracts, however, have always been subject to the more stringent 

principle of utmost good faith. A life insurance contract is a contract of “utmost 

good faith” or “uberrima fides”. When issuing a life insurance contract, the insurer 

must rely on the truthfulness and integrity of the proposer. This is because the 

proposer knows everything about the risk to be insured, whereas the insurer knows 

only what the proposer chooses to disclose to the insurer. In return, the proposer 

must rely on the insurer’s promise and ability to pay future claims.  

 

13.3 The principle of utmost good faith expects the proposers of life insurance policies 

to: 

 disclose all material facts (see explanation below) which they are aware of or 

ought to have been aware of, even if no question is specifically asked in the 

proposal (or application) form; and 

 not to make any mis-statement of material facts. 

 

13.4 The fact that the questions in the proposal form have been truthfully answered is 

not sufficient. The proposer must volunteer information on material facts, even if 

not asked in the proposal form. This is an obligation, not a matter of choice. 

A1. Material Facts 

 

13.5 Material facts are facts that can cause an underwriter to deal with a case 

differently if the information was disclosed at the time of application of the 

insurance policy. For example, a proposer has undergone some medical tests prior 

to applying for a life insurance policy. Though the medical test results, which 

have yet to be released, may or may not reveal any irregularities, it is still the 

responsibility of the proposer to inform the insurer of such tests done prior to the 

insurance application as such facts will influence the risk assessment of the 

underwriter whether to accept or decline an insurance application. Failure to do 

so will give the insurer the right to void the insurance policy from inception (upon 

discovery) due to the non-disclosure of material facts to the insurer.  
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13.6 Another example such as an insured’s occupational exposure to hazards will also 

have to be disclosed. Other examples of material facts thus include the insured’s 

insurance history, the insured’s claims history, the insured’s previous criminal 

convictions, as well as other instances of moral hazard. 

A2. Facts Which Need Not Be Disclosed 

 

13.7 There is no duty for the proposer to disclose: 

 facts which the insurer already knows [e.g. an insurer should know about 

outbreak of civil unrest in a certain country, or Influenza A (H1N1) in various 

parts of the world]; 

 facts which the insurer ought to know; 

 facts about which the insurer waives information; 

 facts which can be discovered, where enough information has been given to 

provoke enquiry by the insurer (e.g. in answering a proposal form question 

on other existing life insurance policies taken out with the same insurer, the 

proposer states as “refer to details in your company’s records”, instead of 

writing down all the policy details as requested in the proposal form); and 

 facts which lessen the risk (e.g. a person applying for Personal Accident 

Insurance does not like to take part in hazardous activities). 

A3. Duration Of Duty Of Disclosure 

 

13.8 We have looked at the duty to disclose material facts. Let us now look at when 

this duty arises. 

 

13.9 The duty of disclosure arises from the beginning of negotiations until the time 

that the insurance contract takes effect (the inception of the policy) and at other 

specific times after inception. The duty arises both under common law and under 

the policy terms. Let us take a look at the duty of disclosure at each stage of the 

insurance contract. 

A3A. At Inception  

13.10 Under common law, the duty of disclosure starts at the beginning of negotiations 

and ends at the formation of the insurance contract. Sometimes, a policy wording 

will extend this duty so that it is continuous throughout the policy period. 

A3B. On Renewal 

13.11 On the renewal of a policy, the duty of disclosure by the insured is revived for 

general insurance. There is no such duty of disclosure for life insurance policies, 

as they are not renewable annually, but which are issued for a specific number 

of years or for life. For such policies, if the insured wishes to continue paying 

premiums, the insurer is obliged to accept them. There is, therefore, no duty of 

disclosure at so-called “renewal” since no new contract is formed. 

A3C. On Alteration 

13.12 During the currency of the insurance contract, it may be necessary to change the 

terms of the policy. The insured may wish to increase the sum assured or change 
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the description of the property. In these cases, the duty of disclosure is revived 

as a new contract is being formed. 

B. Insurer’s Duty Of Disclosure 

 

13.13 The insurer also has a duty of disclosure to the insured. In order to fulfil this duty, 

the insurer must also exercise utmost good faith by, for example: 

 notifying an insured of a possible entitlement to a premium discount resulting 

from a good previous insurance history; 

 only taking on risks which the insurer is licensed to accept, i.e. avoid 

unenforceable contracts; and 

 ensuring that statements made are true, as misleading an insured about policy 

cover is a breach of utmost good faith. 

14. INSURABLE INTEREST REQUIREMENT 

 

14.1 We noted at the beginning of this chapter that only pure risks are insurable; 

insurance is intended to compensate an individual or a business for a financial 

loss, not to provide an opportunity for gain. At one time, people used insurance 

policies as a means of making wagers. For example, they purchased insurance 

policies on the lives of people who were completely unrelated to them and, in 

that way, created a possibility of financial gain for themselves if such insured 

people died. 

 

14.2 The practice of purchasing insurance as a wager is now considered to be against 

public policy. In most countries, legislation has been put in place requiring that, 

when an insurance policy is issued, the policy owner must have an insurable 

interest in the risk that is insured – the policy owner must be likely to suffer a 

genuine loss or detriment should the event insured against occur.  

 

14.3 The presence of insurable interest must be established for every life insurance 

policy to ensure that the insurance contract is not formed as an illegal wagering 

agreement. If the insurable interest requirement is not met when a policy is 

issued, the policy is not valid. The presence of an insurable interest for life 

insurance can usually be found by applying the following general rule: 

 

An insured interest exists when the policy owner is likely to benefit if the 

insured continues to live and is likely to suffer some loss or detriment if the 

insured dies. 

 

14.4 To understand how insurable interest requirements are met, we need to consider 

two possible situations: (1) an individual purchases insurance on his own life; and 

(2) an individual purchases insurance on another person’s life. In both cases, the 

applicant for life insurance must name a beneficiary. Let’s look at each of these 

situations. 
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14.5 All persons are considered to have an insurable interest in their own lives. A 

person is always considered to have more to gain by living than by dying. 

Therefore, an insurable interest between the policy owner and the insured is 

presumed when a person seeks to purchase insurance on his own life.  

 

14.6 Certain family relationships, e.g. parents and their children are assumed by law 

to create an insurable interest between a life insured and a policy owner or 

beneficiary.  

 

14.7 An insurable interest is not presumed when the policy owner or beneficiary is 

more distantly related to the life insured than the relatives described above or 

when the parties are not related by blood or marriage, e.g. friends. In these cases, 

a financial interest in the continued life of the life insured must be demonstrated 

in order to satisfy the insurable interest requirement. For instance, if Mr. Tan 

obtains a S$30,000 personal loan from a bank, the bank would have a financial 

interest and, consequently, an insurable interest in Mr. Tan’s life. If Mr. Tan 

should die before repaying the loan, the bank could lose some or all of the money 

that it lent him. Similar examples of financial interest can be found in other 

business relationships. 

 

14.8 The insurable interest requirement must be met before a life insurance policy will 

be issued. After the life insurance policy is in force, the presence or absence of 

insurable interest is no longer relevant. Therefore, a beneficiary need not provide 

evidence of insurable interest in order to receive the benefits of a life insurance 

policy. 

 

14.9 The Insurable Interest Requirement in Health Insurance. The insurable interest 

requirement also must be met when a Health Insurance policy is issued. For 

Health Insurance purposes, the insurable interest requirement is met if the 

applicant could demonstrate a genuine risk of economic loss should the proposed 

insured require medical care or become disabled. Because of the nature of Health 

Insurance, applicants rarely seek Health Insurance on someone in whom they 

have no insurable interest. Typically, people seek Health Insurance for themselves 

and for their dependents. As a contract of indemnity, a Health Insurance policy 

provides coverage to pay for medical expenses that the insured has incurred or 

to replace a disabled insured’s lost income. Applicants are generally considered 

to have an insurable interest in their own health. Additionally, for Disability 

Income Insurance purposes, businesses have an insurable interest in the health 

of their key employees. 

A. Why Is Insurable Interest Necessary? 

 

14.10 To sum up, insurable interest is required for life insurance contracts for the 

following reasons: firstly, it excludes the possibility of gambling (i.e. minimise 

problems of moral hazard in insurance). Secondly, the proposer is expected to 

safeguard the subject matter (i.e. the proposer is interested in its preservation). 
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14.11 Without insurable interest, any life insurance is more or less a gamble, since the 

policy owner (policyholder) will not actually be at risk with the insured peril or 

event. 

B. When Must Insurable Interest Exist? 

 

14.12 In most General Insurance policies, insurable interest must be present at both the 

inception of the insurance contract and at the time of loss. However, as far as 

Marine Cargo Insurance is concerned, there is no need for insurable interest to be 

present at the inception of the insurance contract. Rather, insurable interest must 

exist only at the time of loss. 

 

14.13 In contrast, as laid out in Section 57 of the Insurance Act (Cap. 142), in life 

insurance, there must be an insurable interest, or a presumed insurable interest, 

present at the inception of the insurance contract, but it need not be present at the 

time of the life insured’s death. A beneficiary, therefore, need not provide evidence 

of insurable interest in order to receive the benefits of a life insurance policy. 

C. Insurable Interest Required For Life Insurance Under Insurance Act 

C1. Own Life 

 

14.14 Section 57(1)(b)(i) of the Insurance Act (Cap. 142) provides that a person may take 

out a policy on his own life.  

 

14.15 Although legally there is no limit to the amount of insurance that an individual 

can take up on his life, in practice, the insurer usually limits the amount of sum 

assured to a sum that matches reasonably with the life insured’s financial status 

and earning power, so that he can afford to pay the premium during the term of 

his life insurance policy. This will also reduce the risk of moral hazard and fraud. 

C2. Spouse 

 

14.16 According to Section 57(1)(b)(ii) of the Insurance Act (Cap. 142), husbands and 

wives may effect policies on each other’s lives provided they are married at the time 

the policy is effected. Hence, a husband can buy a policy on the wife’s life and vice 

versa.  

C3. Child Or Ward 

 

14.17 Under Section 57(1)(b)(iii) of the Insurance Act (Cap. 142), it states that a person 

may effect insurance on his child’s or ward’s life if the child or ward is under the 

age of 18 years at the time the policy is effected. 

C4. Another Person Whom One Is Dependent On 

 

14.18 According to Section 57(1)(b)(iv) of the Insurance Act (Cap. 142), a person may 

effect insurance on a person whom he is wholly or partly dependent at the time of 

application for the insurance policy. 
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C5. Trustees & Beneficiaries 

 

14.19 Before the Nomination of Beneficiaries (NOB) framework came into effect on 1 

September 2009, policies issued under trust are void contracts as no insurable 

interest exists between the trustee (holder of property on behalf of beneficiaries) 

and the settlor or grantor (the person who creates the trust), as well as the 

beneficiaries (persons who will receive the policy proceeds). 

 

14.20 On 1 September 2009, the Insurance Act (Cap. 142) was revised and new 

Sections 57(2A) and (2B) were added to allow trustees and beneficiaries of a 

trust to purchase policies on the life of the settlor. However, there are several 

conditions that need to be satisfied. They are as follows: 

(1) the life insured must be the settlor or a beneficiary of the trust; 

(2) the proposer is the trustee of the trust; 

(3) any beneficiary of the trust –  

(i) has an insurable interest in the life of the settlor / relevant beneficiary at 

the time the insurance is effected; or  

(ii) is – 

(a) the settlor / relevant beneficiary’s spouse at the time the insurance is 

effected; 

(b) the settlor / relevant beneficiary’s child or ward under the age of 18 

years at the time the insurance is effected; or  

(c) any other person whom the settlor / relevant beneficiary is wholly or 

partly dependant on and; 

(4) the settlor / relevant beneficiary consents in writing to the effecting of the 

insurance before it is effected. 

C6. Creditors & Debtors 

 

14.21 It has been well established that a creditor has an insurable interest in the life of his 

debtor. When a creditor who pays the premiums for a policy insures the debtor’s 

life, his insurable interest is not limited solely to the amount of the indebtedness. 

He can insure his debtor’s life for a sum assured estimated to be sufficient to 

reimburse him at the debtor’s death for the premiums paid plus the debt and the 

interest on both.  

C7. Key-Person Insurance 

 

14.22 A key-person or key-man refers to an employee who is vital to the continued 

profitability of a business. Examples of a key-person can be a sales executive with 

valuable foreign contacts, or an inventor who creates new products. The loss of 

such a key-person can seriously affect the business profitability.  

 

14.23 Hence, a business enterprise will have an insurable interest in the life of such a key-

person. Therefore, it is common for a business enterprise to effect insurance on the 

life of a key-person. The business enterprise is the proposer, and it has to show that 
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its insurable interest in the key-person (life insured) warrants the level of cover 

required. The sum assured should be that required to compensate for the loss of 

profits on the death of the key-person and, in particular, to cover the expenses of 

recruiting, hiring and training a successor. This is why an underwriter usually request 

for such evidence like a Key-Person Insurance questionnaire, as well as the profit 

and loss statements of the company in the past three years, for the assessment of 

Key-Person Insurance applications.  

15. PRINCIPLE OF INDEMNITY AND LIFE INSURANCE 

 

15.1 As a representative, you must always uphold the highest standards of integrity 

and professionalism, and give advice to your clients that is fair and objective, and 

in the clients’ best interests at all times. 

 

15.2 As mentioned earlier, insurance seeks to compensate an insured only for the loss 

that he has sustained. Insurance is not intended to enable him to profit from the 

misfortune. This is in accordance with the principle of indemnity which states that 

the financial position of an insured is to be restored approximately to the position 

that existed immediately prior to the occurrence of the loss. The purposes of 

employing this principle in insurance are to prevent the insureds from profiting from 

insurance and at the same time to reduce moral hazard that can be exercised by 

some insureds. 

 

15.3 For an indemnity principle to work, a number of factors will need to be considered. 

Amongst these are: the insured must show that he has suffered a loss in monetary 

terms. Losses based only on factors such as sentimental value cannot be included. 

Secondly, the insured must establish the extent and value of his loss. Thirdly, the 

insured is not entitled to recover more than the amount of the loss from a single 

loss, irrespective of the number of policies that he has in respect of the same 

property. 

 

15.4 The principle of indemnity applies to General Insurance as well as Health Insurance. 

However, it does not apply to Life Insurance and Personal Accident Insurance. It is 

because we cannot price the value of a human life. Neither can we depreciate a 

human value. In life insurance, therefore, insurers use the sum assured that an 

insured wants to purchase, provided that the amount is reasonable. Personal 

Accident Insurance is another line of insurance where insurers do not use the 

principle of indemnity Instead, they provide an agreed amount, e.g. S$600 per week 

for loss of income or S$200,000 for loss of one limb. Note that, however, in Life 

and Personal Accident Insurance, the principle of indemnity is not totally overlooked, 

in the sense that the financial benefits are kept approximately in line with the 

insured’s likely earnings that he could have made if having not suffered from the 

loss. For this, insurers often exercise the following underwriting practices: 

(a) Insured’s ability to afford premiums. In theory, Life Insurance and Personal 

Accident policies can have an unlimited sum assured. In practice, however, the 

sum assured tends to be restricted by the ability or willingness of an insured to 

pay the required premium. The sum assured, thus, reflects the insured’s current 

wealth and future earnings power; and 
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(b) Direct action by the insurer. A sum assured which seems to be well in excess 

of reasonable and customary amounts, say, based on the age and occupation 

of the insured, may put the insurers on alert for the risk of fraud. Also, in 

Personal Accident Insurance, any such a policy granting weekly benefits far in 

excess of the insured’s normal earnings could catch the insurer’s attention. 

16. STRUCTURE OF THE SINGAPORE INSURANCE MARKET  

 

16.1 We will now briefly introduce the structure of the Singapore insurance market. 

Like any other market, the Singapore insurance market comprises: 

 buyers; 

 sellers; and 

 intermediaries.  

A. Buyers 

 

16.2 The buyers of insurance are those who need insurance as follows: 

 individuals (including sole proprietors); 

 commercial enterprises (such as multinational corporations, small and 

medium enterprises, partnerships, companies, etc.); and 

 government (including its various agencies, ministries and statutory boards). 

B. Sellers 

 

16.3 Sellers may include direct insurers (which include: life insurers, general insurers, 

and composite insurers), reinsurers (which include life reinsurers, general 

reinsurers and composite reinsurers); captive insurers and Lloyd’s Asia Scheme. 

In the context of life insurance, we will briefly explain the following sellers: 

 Direct Insurers; and 

 Reinsurers. 

B1. Sellers – Direct Insurers 

 

16.4 These are the insurance companies which exist primarily to provide insurance 

protection to buyers in Singapore. All insurance companies carrying on any class 

of insurance business in Singapore must be licensed under the Insurance Act 

(Cap. 142) for that class of business and are supervised by the Monetary 

Authority of Singapore (MAS). The direct insurance companies in Singapore sell 

ordinary life or general business (or both in the case of composite insurance 

companies). The principal function of these direct insurers, also termed as primary 

insurers, is to accept the transfer of risks from their personal or commercial 

customers at appropriate premiums. 

 

16.5 Insurance companies may be organised as private companies or public companies 

or co-operatives. Co-operatives are business organisations owned by the 

members who use their services. When a co-operative is set up to provide for the 

insurance needs of its members, all policy owners of the insurance co-operative 

become its members and co-owners of the company. An example is NTUC 



1. Risk And Life Insurance 

Copyright reserved by the Singapore College of Insurance Limited [Version 1.0] 21 

Income Insurance Co-operative Limited and it is a composite direct insurer. Co-

operative societies are licensed insurers registered under the Co-operative 

Societies Act (Cap. 62). 

B2. Sellers – Reinsurers 

 

16.6 Just as people transfer risk by buying insurance, insurers may also transfer risk 

by buying insurance from other insurers. For example, one insurer may buy 

insurance from another to cover part or all of a risk that the first company will 

not or cannot undertake itself. The process of transferring risk from one insurer 

to another is called reinsurance. The company seeking reinsurance is the ceding 

company. The company accepting the risk is called the reinsurer. Reinsurers that 

desire to carry on reinsurance business in Singapore must also be authorised 

under the Insurance Act (Cap. 142) and they may be life reinsurers or general 

reinsurers (or both in the case of composite reinsurers). 

 

16.7 Note that reinsurers only have insurers as customers; they do not take on 

business from individuals or other commercial enterprises.  

C. Intermediaries 

 

16.8 Insurance can be purchased direct from the insurer or it can be purchased via 

intermediaries. 

 

16.9 An insurance intermediary means a person who, as an agent for one or more 

insurers or as an agent for insureds or intending insureds, arranges contracts of 

insurance in Singapore, and includes an insurance agent or an insurance broker. 

In legal terms every intermediary is an agent, i.e. one who is authorised by a 

party, called the principal, to bring that principal into a contractual relationship 

with another party. In the next section, we will describe the various types of 

intermediaries or representatives selling or advising on life insurance products in 

Singapore. 

 

16.10 In Singapore, intermediaries selling life and health insurance products are termed 

as representatives and they can be representatives of either life insurance 

companies (insurers) or banks or other financial institutions or financial adviser 

firms. The licensing of financial advisers and their representatives is governed by 

the Financial Advisers Act (FAA). The various types of representatives are further 

explained as follows: 

 

(a) Representative Of A Life Insurance Company (Insurer) 

He represents one insurer only and can advise the customer on the products 

of that insurer. He may also advise the customer on the products of other 

financial institutions, as long as the insurer has an agreement to distribute 

those products. 
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(b) Representative Of A Bank Or Other Financial Institution 

He represents one bank or one other financial institution only and can advise 

the customer on the products of one or more insurers with whom the bank 

or financial institution has an agreement to distribute those products.  

 

The representative has to tell the customer the insurer from which he can 

provide the products. Financial institutions include insurance brokers, 

securities firms and finance companies. 

 

(c) Representative Of A Licensed And Exempt Financial Adviser (FA) Firm 

He represents one FA firm only, and can advise the customer on the products 

of one or more insurers with whom the FA firm has an agreement to distribute 

those products. All FA firms are licensed by the MAS. 

 

FA firms that meet certain conditions of the FAA may qualify to be 

"Independent Financial Adviser" (IFA) firms. Some of those conditions in the 

FAA Guidelines will mean that the IFA representative can provide and advise 

on the products of at least four insurers. He will clearly show the customer 

that he does not have financial or commercial links with these insurers that 

can influence his recommendations for the customer. 

 

For the purpose of this study guide, we use the term “advisers” 

interchangeably with “representatives”.  

D. Introducer Of Life Insurance Advisory Services 

 

16.11 FAs may appoint introducers to introduce their services to the consumer. 

Introducers may be a corporation or an individual person. The introducer must 

clearly tell the consumer whether he is paid by the FA, and how much, for making 

the introduction, if he is asked. 

 

16.12 The introducer is not authorised to give advice, provide any recommendations, or 

market or arrange any contract of insurance. 

E. Web Aggregators 

 

16.13 A web aggregator is intended as a way to leverage on technology to make it 

easier for consumers to compare products. Web aggregators compile and provide 

information about insurance policies of various insurance companies on a 

website. Web aggregators are different from other distribution channels, as they 

are designed to be a self-help tool for the customers. Launched on 7 April 2015, 

the “compareFIRST” portal being a joint effort by the Consumer Association of 

Singapore (CASE), Life Insurance Association, Singapore (LIA), MAS and 

MoneySENSE is an example of a web aggregator. The website allows consumers 

to compare the life insurance products of different companies, thus significantly 

improving the transparency of the insurance industry. 

 

16.14 Direct Purchase Insurance (DPI) can now be purchased directly from customer 

service counters, or websites of life insurance companies. The rationale behind 
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this is that DPI premiums are lower than comparable life insurance products, 

because they are sold without any involvement of a broker/agent providing 

financial advice, and therefore not inclusive of any commission. 

 

16.15 DPIs are offered by all life insurance companies which cater to retail customers. 

Consumers may purchase DPI, which can be identified by the prefix “DIRECT” in 

their product name, from the customer service centres or websites (if available) 

of insurance companies. 

 

16.16 There are also web aggregators for general insurance products, such as “Gobear”. 

For example, personal lines, such as Health Insurance, Travel Insurance and 

Private Motor Car Insurance are usually displayed and promoted by the web 

aggregators. These web aggregators tend to be personal insurance comparison 

sites designed to make it easier for customers to shop for and compare selected 

insurers’ quotes and terms for Motor, Travel, Health Insurance, etc. Certain web 

aggregators work directly with the major insurers and intermediaries in Singapore, 

so that products can be easily bought at one place. 

17. OTHER RELEVANT ORGANISATIONS 

A. Rating Agencies  

 

17.1 Rating agencies play an increasingly important role in the capital markets today, 

by providing an independent assessment and opinion on the overall financial 

capacity or credit worthiness of financial institutions that issue a broad range of 

capital market instruments, such as debt obligations, securities, etc. These 

ratings typically categorise the financial institutions into different bands 

represented by letter grades (e.g. AAA, AA, A, BBB, BB, etc) that reflect the 

rating agency’s opinion on the relative credit worthiness of the financial 

institution, in terms of likelihood of default, credit stability, ability or willingness 

to meet its financial obligations, etc. Note that different ratings agencies use 

different categories/letter grades, so, for example, an “A” rating might not have 

the same meaning when used by two agencies. 

 

17.2 In the case of insurance ratings, these will typically reflect an independent 

assessment of the insurer’s financial strength and ability to meet its ongoing 

insurance policy and contract obligations. Such ratings may help an insurance or 

reinsurance buyer or broker make an informed decision on their choice of 

insurance or reinsurance carrier. 

 

17.3 In assessing the rating of an insurer or reinsurer, the rating agency will typically 

analyse a broad range of factors; including industry risks, competitive position, 

management and corporate strategy, operating performance, investment, 

liquidity, capitalisation and financial flexibility. 

 

17.4 Although it is becoming increasingly common for insurers and reinsurers 

worldwide to carry an insurance rating, it should be noted that companies are at 
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liberty to decide whether or not to obtain as such. Hence, not all insurance and 

reinsurance companies are rated.  

B. Market Associations 

 

17.5 Just as there are trade associations representing companies in other markets, 

there are trade associations in Singapore representing the insurance companies 

and intermediaries. The main function of such associations is to protect, promote 

and advance the common interest of their members. 

 

17.6 Examples of such associations are: 

 

Association Representing 

Association of Financial Advisers (Singapore) 

[AFA(S)] 

financial advisers  

General Insurance Association of Singapore (GIA) direct general insurers 

Life Insurance Association of Singapore (LIA) direct life insurers  

Loss Adjusters Association (Singapore) (LAAS) loss adjusters  

Reinsurance Broker’s Association (Singapore) (RBAS) reinsurance brokers 

Singapore Insurance Brokers’ Association (SIBA) general insurance 

brokers 

Singapore Reinsurers’ Association (SRA) general, life and 

composite reinsurers 

C. Professional Bodies 

 

17.7 A professional body is usually a non-profit organisation that exists to further the 

interests of a particular profession, by representing the views of that profession 

and its members in matters of public and professional interests. Examples of 

insurance-related professional bodies are: 

 Association of Singapore Insurance Agents (ASIA); 

 Financial Planning Association of Singapore (FPAS); 

 Financial Services Managers Association (FSMA);  

 Insurance and Financial Practitioners Association of Singapore (IFPAS); 

 Singapore Actuarial Society (SAS); and 

 Singapore Insurance Institute (SII). 

D. Financial Industry Disputes Resolution Centre (FIDReC) 

 

17.8 In this section, we will briefly touch on the role of FIDReC, including the set-up 

of FIDReC and its dispute resolution process. 
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D1. Mission And Background Of FIDReC 

 

17.9 FIDReC’s mission is to provide an affordable alternative dispute resolution scheme 

that is independent and impartial, so as to encourage and assist in the resolution 

of disputes between consumers and financial institutions in an amicable and fair 

manner. FIDReC was initiated by the financial sector to make its services more 

professional, transparent, customer focused and service oriented. It was officially 

launched on 31 August 2005 by the Monetary Authority of Singapore. 

 

17.10 FIDReC provides an: 

(a) affordable and accessible one-stop avenue for consumers to resolve their 

disputes with financial institutions. It also streamlines the dispute resolution 

processes across the entire financial sector of Singapore.  

(b) affordable avenue for consumers who do not have the resources to go to 

court or who do not want to pay hefty legal fees. It is staffed by full-time 

employees familiar with the relevant laws and practices.  

D2. Jurisdiction Of FIDReC 

 

17.11 The jurisdiction of FIDReC in adjudicating disputes between consumers and 

financial institutions is as follows: 

(a) For claims between insureds and insurance companies: up to S$100,000 per 

claim. 

(b)  For disputes between banks and consumers, capital market disputes and all 

other disputes: up to S$100,000 per claim. 

 

17.12 At present, FIDReC’s services are available to all consumers who are individuals 

or sole-proprietors. 

D3. FIDReC’s Dispute Resolution Process 

 

17.13 The dispute resolution process of FIDReC comprises: Mediation (1st Stage) and 

Adjudication (2nd Stage). 

 

(a) Mediation (1st Stage) 

When a complaint is first received, it is case managed by FIDReC's Case 

Manager. The consumer and the financial institution are encouraged to 

resolve the dispute in an amicable and fair manner.  

 

In appropriate cases, the Case Manager mediates the dispute between the 

parties. 

 

(b) Adjudication (2nd Stage) 

Where the dispute is not settled by mediation, the case is heard and 

adjudicated by a FIDReC Adjudicator or a Panel of Adjudicators. Both 

consumers and the financial institution have to pay an adjudication case fee 

when their cases proceed for adjudication. 
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D4. Filing A Complaint 

 

17.14 The process of initiating a complaint with FIDReC is simple: 

(a) Any consumer who has a dispute that he has not been able to resolve with 

a financial institution can file a complaint free of charge with FIDReC either 

in person or via fax, post or e-mail. 

(b) On receipt, a Case Manager will process the complaint. If the complaint is 

within FIDReC's jurisdiction, the Case Manager will take it up with the 

financial institution concerned, and will facilitate a resolution of the dispute 

if possible through case management and mediation. This service is free of 

charge to consumers. 

(c) If a resolution cannot be reached, the consumer may then choose to take his 

complaint further by referring the dispute to the Adjudicator or a Panel of 

Adjudicators for adjudication. The consumer needs to pay an adjudication 

case fee when his case proceeds to adjudication. 

 

17.15 The decision of the Adjudicator or Panel is final and binding on the financial 

institution, but not on the consumer. If the consumer is not satisfied with the 

decision, he has the option to continue to pursue the complaint through other 

channels or means such as litigation. 

18. MONEYSENSE PROGRAMME 

 

18.1 As a representative, you must always uphold the highest standards of integrity 

and professionalism, and give advice to your clients that is fair and objective, and 

in the clients’ best interests at all times. 

 

18.2 Launched in 2003, the MoneySENSE brings together industry and public sector 

initiatives to enhance the basic financial literacy of consumers. The MoneySENSE 

programme covers three tiers of financial literacy: 

 Tier I - Basic Money Management - covers skills in budgeting and saving, and 

the responsible use of credit; 

 Tier II - Financial Planning - equips Singaporeans with the skills and 

knowledge to plan for their long-term financial needs; and 

 Tier III - Investment Know-How - imparts knowledge about the different 

investment products and skills for investing. 

 

18.3 Listed below are a number of consumer guides that are produced under the 

MoneySENSE programme: 

◼ Your Guide To Health Insurance; 
◼ Your Guide To Life Insurance; 
◼ Your Guide To Investment-Linked Insurance Plans; 
◼ Your Guide To Participating Policies; and 
◼ Your Guide To The Nomination Of Insurance Nominees 2015. 
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18.4 Details of these Consumer Guides, including others can be viewed at the websites 

of MoneySENSE and/or LIA. 
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CHAPTER 2 

SETTING LIFE INSURANCE PREMIUM 

 

CHAPTER OUTLINE  

 

1. Pricing Considerations 

 

KEY LEARNING POINTS 

 

After reading this chapter, you should be able to: 

 know who calculates the premiums for life insurance policies 

 explain all the factors that will affect the premiums of life insurance policies 
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1. PRICING CONSIDERATIONS 

 

1.1 The premiums of life insurance policies are calculated by professionals called 

Actuaries. The job of the actuary is to set the premiums, such that they are 

sufficient to cover the claims that the insurer must pay, and the costs of doing 

business, which will include profits to the insurer. In addition, they have to make 

sure that the premiums are not too high, such that they are not competitive with 

that of the other life insurers. 

 

1.2 When setting the premiums, the actuaries will take into consideration the 

following factors: 

 Mortality and Morbidity Rates; 

 Investment Income; 

 Expenses; 

 Gender; 

 Smoking Status; 

 Amount of Sum Assured; and 

 Frequency of Premium Payments. 

A. Mortality And Morbidity Rates 

A1. Mortality Rate 

 

1.3 The first factor that an actuary considers when determining the premium rate to 

be charged for a life insurance product is to find the mortality rate. He will predict 

ahead of time the average number of people who will die each year at each age, 

based on the large number of people and deaths recorded by the life insurer over 

the years. As this record has been kept by the life insurer for many years, of 

people of all ages over a long period of time, it enables the actuary to make 

reliable predictions. This is an example of the Law of Large Numbers in action and 

is actually the basis of insurance. In other words, when the actuary calculates the 

mortality rate, he is not concerned with how long an individual may live, but 

rather, how many individuals in a large group may die in a given period of time.  

 

1.4 Having decided on the number of deaths, the actuary then divides it by the total 

number of people of that age to arrive at the mortality rate. He then compiles the 

mortality rates into a table categorised by age. This table is called the Mortality 

Table. A Mortality Table, thus, represents a record of mortality observed in the 

past and is arranged so as to show the probabilities of death and survival at each 

separate age. It shows a hypothetical group of individuals beginning with a certain 

age and traces the history of the entire group year by year until all have died. 

Figure 2.1 shows an abridged version of a mortality table. 
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Figure 2.1: Mortality Table For 100,000 People 

Age Number Living Number 

Dying 

Age Number Living Number 

Dying 

0 100,000 708 60 76,987 1,566 

10 98,509 119 70 55,920 2,784 

20 96,650 173 80 26,264 2,888 

30 94,804 202 90 4,681 1,068 

40 92,414 326 99 64 64 

50 87,623 729 100 0 0 

 

1.5 Looking at the age of 10 years, the table above tells us that 98,509 of the original 

group of 100,000 are still living. Of those still living, 119 will die within the year. 

So, in order to provide a death benefit of S$10,000 to each beneficiary of those 

who will be dying, the insurer needs a total of S$1,190,000 (S$10,000 x 119 = 

S$1,190,000). 

 

1.6 In order to accumulate this S$1,190,000, each of the 98,509 persons living at 

the beginning of the year will have to pay S$12.08 (S$1,190,000  98,509). This 

will be the premium rate that the insurer will charge for pure death protection for 

proposers who are buying insurance policies at the age of 10 years. 

A2. Morbidity Rate 

 

1.7 Morbidity rate is primarily used to determine the premiums for Health Insurance, 

such as Critical Illness or Dread Disease Insurance. It is the rate at which sickness, 

injury and failure of health occur among a defined group of people. Like the 

mortality rates, insurers compile the morbidity rates into morbidity tables 

according to age. Although morbidity is the main consideration in determining the 

premium rates for Health Insurance, the actuary will also take into consideration 

the mortality rate.  

B. Investment Income 

 

1.8 Premiums are the main source of money used to pay death benefits. However, 

with the level premiums that are used for most life insurance policies, not all of 

the premiums which the insurer receives each year are needed to pay death 

benefits in that year. Some life insureds live for many years and pay premiums to 

keep their policies in force throughout those years. These premiums are invested 

by the insurer to earn investment returns. 

 

1.9 When the actuary calculates the price of insurance, he estimates the amount of 

money that the insurer expects to earn on its investments. Investments help to 

reduce the amount of money that the insurer has to charge for the insurance, i.e. 

the insurer reduces the price of insurance by the investment income that it 

expects to earn. The insurer usually assumes a moderate rate of investment return 

on the premiums which it has invested. Some investments may earn more, while 

some may earn less than the assumed rate of interest. Whatever the investment 

experience, premium calculations are made in the expectation that the insurer will 
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earn the assumed rate of interest. So, the higher the assumed rate of interest, the 

lower will be the premiums charged to policy owners. 

 

1.10 When an insurer uses just the rate of mortality/morbidity and investment income 

to calculate the premiums, it is actually calculating the net premiums. The net 

premium is the amount needed just to pay for the insurance protection. 

C. Expenses 

 

1.11 However, an insurer must also collect sufficient premiums to pay for its expenses. 

Like any business, an insurer incurs costs when carrying out its business. 

Generally, there are two types of costs. The first category includes the salaries for 

staff, commissions for representatives of financial advisers, rents, advertisements, 

taxes, and other costs of running the business.  

 

1.12 The second category is the lapse rate of policies. Sometimes, a policy lapses 

(terminates for non-payment of premiums) before the insurer has collected enough 

premiums to cover the costs associated with underwriting and issuing the policy. 

As such, the actuary includes an amount in the product’s price to compensate the 

insurer for the losses associated with lapses. In general, the higher the anticipated 

lapse rate in the early years of the policy, the higher will be the amount that must 

be added to the product’s price, to allow the insurer to recover its expenses. The 

cost of this early lapse rate, together with the costs incurred under the first 

category, increases the price of insurance. 

 

1.13 The total amount added to the net premium to cover all of the insurer’s expenses 

(and to provide for a margin of profit) is called the loading. Once the loading is 

added to the net premium, the result is the gross premium (see Figure 2.2). This is 

the premium that the proposer is required to pay. 

 

Figure 2.2: Determining The Gross Premium 

 

 

 

 

 

        

 

 

 

 

D. Gender 

 

1.14 Generally, the premium rates for females are lower than those for males where life 

insurance is concerned. This is because statistics show that females, on average, 

tend to live longer than males of the same age. Hence, most insurers charge lower 

premium rates for females. The common practice is to use the reduction in age 

 = + NET PREMIUM 

(Rate of Mortality / 

Morbidity 

and Investment 

Income 

 LOADING 

 

(Expenses) GROSS PREMIUM 
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method. For example, a 24-year old female life insured may be charged the 

premium rate of a 21-year old male, effectively a discount of three years in age.  

 

1.15 Where Health Insurance is concerned, however, the premium rates for female lives 

tend to be higher than those for male lives. This is because statistics show that 

women above the age of 65 years require hospitalisation more often and have 

more surgeries and medical treatments than men.  

E. Smoking Status 

 

1.16 Besides the gender, insurers also give discounts for non-smokers, as statistics 

show that they tend to enjoy better health and, thus, also enjoy a longer life span 

as compared to those who smoke. Figure 2.3 is an example of the discounts 

enjoyed by non-smokers. 

 

Figure 2.3: Non-smoker Discount 

Age Next Birthday (Years) Discount Per S$1,000 Sum Assured 

17 – 30 

31 - 40 

41 - 50 

 50 

S$0.40 

S$0.70 

S$1.00 

S$1.80 

F. Amount Of Sum Assured 

 

1.17 For ease of calculation, insurers usually set a premium rate for life insurance 

policies. For example, the annual premium rate may be S$18.96 per S$1,000 of 

sum assured for a 25-year-old male. So if the policy is for S$100,000, the 

premium can easily be calculated as S$100,000 x 18.96  1,000 = S$1,896. 

 

1.18 However, some of the administrative expenses involved in the issuing and 

servicing of an insurance policy are fixed and independent of the sum assured. For 

example, printing and sending a policy costs the same whether the policy sum 

assured is S$50,000 or S$500,000. So charging a premium that increases in 

proportion to the sum assured may result in charging the policy owner too much 

for the administrative expenses. 

 

1.19 Hence, insurers sometimes give a discount for a larger policy. This is usually done 

by way of a reduction to the premium rate to be charged. Using the example of 

the annual premium rate for a 25-year-old man above, assume that buying a 

S$250,000 policy gets a S$1 discount from the annual premium rate. Therefore, 

the discounted rate is S$(18.96 – 1) = S$17.96. The premium payable is then 

S$4,490 (S$250,000 x 17.96  1,000) per annum. Without such discount, he 

will have to pay S$4,740 (S$250,000 x 18.96  1,000) per annum. Thus, he 

enjoys a discount of S$250 per annum. 
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G. Frequency Of Premium Payments 

 

(a) Regular Premiums 

The premiums for most life insurance products are calculated on an annual 

basis, payable annually in advance, and are level, i.e. the policy owner will 

pay a fixed amount annually (year after year). However, insurers do allow 

their policy owners to pay by other frequencies, such as semi-annually, 

quarterly, monthly or in one lump sum (single premium).  

 

By allowing the more frequent payments, the insurer would lose the interest 

that it could have earned should the policy owner have paid the premium on 

an annual basis. In addition, it would incur expenses for processing the 

additional number of payments each year. As such, insurers would cost in 

these two factors when computing the other frequent modes of premium 

payments. For example, some insurers charge an additional 2% of annual 

premium if policy owners choose to pay monthly rather than yearly 

premiums. 

 

(b) Single Premiums 

Insurers also allow payment by single premium, i.e. payment in one lump 

sum. With such payment, the insurer has the full premium amount for 

investment upfront. This enables the insurer to earn higher investment 

returns. Hence, all other things being equal, the single premium is likely to 

be lower than the sum of all future regular premiums. 

 

(c) Recurrent Single Premiums 

Besides payment by single premium, insurers sometimes allow policy 

owners to pay by recurrent single premiums. This option is similar in 

concept to the regular premium option in that the policy owner may make 

single premium payments on a regular basis. However, unlike regular 

premium policies, the policy owner has the flexibility of discontinuing future 

premium payments without affecting the policy (i.e. it will be treated as a 

fully paid-up policy). 

 

Under current CPF rules, only Single Premium or Recurrent Single Premium 

policies may be purchased using CPF monies. (Other restrictions also 

apply.) 

 

(d) Yearly Renewable Premium 

There is another type of premium payment where the policy owner pays for 

only one year of coverage each year and renews the policy each year. 

These premiums may be subject to an increase in premium payment upon 

renewal of the insurance policy, owing to the increase in age and, 

therefore, the increase in mortality risk. 

 

(e) Limited Premium 

Some insurers also permit limited premium for selected policies. The policy 

owner will only need to pay premiums for a specified period (e.g. 20 years) 

or up to a specified age (e.g. the age of 60 years). The premium payable 
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will be higher than the normal regular premium policy, because the same 

cost is being spread over a shorter period. 

H. Suitability Of Frequency And Mode Of Premium Payments 

 

1.20 The important factors which you must consider when advising your client on the 

frequency and mode of premium payment are his budget and the amount of 

coverage that he requires, i.e. premium affordability and product suitability. 

 

1.21 Unless the client has sufficient money set aside to buy insurance policies, you 

should not advise him to pay by a single premium, as otherwise the amount of 

coverage that he can buy may be less than he needs.  

 

1.22 However, as the premiums for Mortgage Reducing Term Insurance policies are 

low, you may advise him to pay the premium as a single lump sum. In this way, 

there will be no chance of the policy lapsing due to non-payment of premium. The 

policy could then fulfil the purpose for which it was originally taken out (in this 

case to settle any outstanding housing loan with the bank). 

 

1.23 Regular premiums are more suitable for Whole Life Insurance and Endowment 

Insurance policies, as the premiums for these policies are higher compared to 

Term Insurance policies for the same sum assured, and paying by single premium 

will require comparatively larger amounts of money. Besides, as this type of policy 

acquires cash value, the policy can remain in force by activating one of the non-

forfeiture options, if necessary. However, if the client has a lump sum of money 

and wishes to invest in insurance, then a single premium Endowment Insurance 

policy may be suitable for him. 

 

1.24 Yearly renewable premium is applicable only to Yearly Renewable Term Insurance 

policies. The premium increases yearly or every few years based on the insured’s 

attained age. Although the premiums may initially be lower than a corresponding 

Term Insurance policy, they will increase significantly as the insured gets older. 

You should not recommend this type of policy without pointing this out to your 

client. 

 

1.25 A Term Insurance policy with a longer term and with a renewable option attached 

to it may be a better choice than a Yearly Renewable Term Insurance policy. 
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CHAPTER 3 

CLASSIFICATION OF LIFE INSURANCE PRODUCTS 

 

CHAPTER OUTLINE 

 

1. Ways Of Classifying Life Insurance Products 

2. Classification By Statutory Insurance Fund 

3. Classification By Product Type 

4. Classification By Premium Type 

5. Classification By Ownership 

6. Characteristics Of Group Insurance 

 

KEY LEARNING POINTS 

 

After reading this chapter, you should be able to: 

 describe the four ways of classifying life insurance products 

 know the characteristics of Group Insurance 

 differentiate between Individual Insurance and Group Insurance 
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1. WAYS OF CLASSIFYING LIFE INSURANCE PRODUCTS 

 

1.1 There are many types of life insurance products available in the market. These 

products vary in many ways, such as their features and the benefits provided 

by them. Generally, they can be classified by way of: 

▪ statutory insurance fund; 

▪ product type; 

▪ premium type; and/or 

▪ ownership. 

 

1.2 Let us look at each of the above classifications in turn. 

2. CLASSIFICATION BY STATUTORY INSURANCE FUND 

 

2.1 According to Section 17 of the Insurance Act (Cap. 142), insurers who are 

licensed to carry on insurance business are required to maintain insurance funds 

in respect of their insurance business. This is to ensure that the assets and 

liabilities of the shareholders and those relating to the insurance businesses are 

kept separate. 

 

2.2 Life insurance companies generally establish and maintain separate insurance 

funds for the following types of life insurance policies: 

▪ Participating; 

▪ Non-participating; and 

▪ Investment-linked. 

 

2.3 Participating and non-participating life insurance policies may be maintained in 

the same life insurance fund, but it is more common to have separate insurance 

funds, unless the volume of non-participating business is comparatively small. 

However, a separate insurance fund must be established and maintained for 

Investment-linked Life Insurance policies. 

A. Participating Policies 

 

2.4 Participating policies refer to life insurance products that share in the profits or 

surplus of the life insurance fund. Such products are also known as with-profits 

policies, and the policy owners receive from the insurer bonuses and / or 

dividends as declared from time to time. 

B. Non-Participating Policies 

 

2.5 Non-participating policies, on the other hand, refer to life insurance products 

that do not share in the profits or surplus of the insurance fund, i.e. the policy 

owners of such products are not entitled to any bonus or dividend payment by 

the insurer. Such products are also known as without-profits policies. Examples 

of non-participating policies include: 

▪ Universal Life Insurance policies; and 

▪ Term Insurance policies. 
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(Note: Whole Life and Endowment Insurance policies are offered in both 

participating and non-participating forms.) 

C. Investment-linked Life Insurance Policies 

 

2.6 These are primarily investment products with an insurance protection element. 

They differ from the traditional life insurance products (i.e. Term, Whole Life 

and Endowment Insurance policies) in that they allow the policy owners to 

combine insurance protection with investments in funds managed by the 

insurers or third-party fund managers. 

 

2.7 The insurers are required to keep the assets and liabilities of the various life 

insurance funds separate from each other. 

3. CLASSIFICATION BY PRODUCT TYPE 

 

3.1 Life insurance products can also be classified according to product type, i.e. in 

accordance with the purpose served by the products. Table 3.1 shows the 

various products and the purposes served by them. 

 

Table 3.1: Product Types And Their Purpose 

Product Type  Purpose Served 

Term Insurance Policies Provide death cover for a fixed term. 

Whole Life Insurance 

Policies 

Provide death cover for whole of life. 

Endowment Insurance 

Policies 

Provide death cover for a fixed term and a lump 

sum at the end of the term. 

Investment-linked Life 

Insurance Policies (ILPs) 

Provide mainly for investing in unit trusts or 

similar investments with some insurance 

protection. 

Universal Life Insurance Provides flexible death coverage, premium and 

premium payment period. 

Annuities Provide retirement income. 

Critical Illness Insurance Protects against contracting one of the covered 

critical illnesses. 

Long-Term Care Insurance Protects against being unable to perform a 

specific number of Activities of Daily Living 

(ADLs). 

Medical Expense 

Insurance 

Protects against risk of ill health and 

hospitalisation. 

Disability Income 

Insurance 

Protects against risk of loss of income if a 

person is disabled. 
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3.2 Critical Illness Insurance, Medical Expense Insurance, Disability Income 

Insurance and Long-Term Care Insurance are types of Health Insurance. We will 

briefly describe these products. For further details, do refer to the Health 

Insurance study guide published by the SCI. The LIA’s publication: “Your Guide 

to Life Insurance” defines these health insurance products as the following: 

3.3 Critical Illness Insurance - Will pay out a lump sum when the policy owner dies 

or is diagnosed with a major illness. The illnesses that are covered vary, but 

usually include: heart attack of specified severity; stroke; coronary artery by-

pass surgery; kidney failure; and major cancers.  

 

3.4 Medical Expense Insurance – Basic Medical Expense Insurance, also known as 

Hospital and Surgical Insurance or Hospital Income Insurance, provides benefits 

for certain medical costs that result from accidents and sicknesses. Hospital 

and Surgical Insurance will reimburse the in-patient expenses that the policy 

owner has to pay while in hospital, depending on the limits in the policy. 

Hospital Income Insurance will pay a fixed daily amount of benefit based on the 

number of days that the policy owner is an in-patient. This will depend on the 

limits in the policy. Major medical insurance covers the expenses arising from a 

period longer than the limits in basic Hospital and Surgical Insurance. 

 

3.5 Disability Income Insurance – This is an income-protection product, as it helps 

to replace part of the policy owner’s income if he becomes totally or partially 

disabled and cannot work as a result of an accident or sickness, under certain 

conditions. 

 

3.6 Long-Term Care Insurance – Long-Term Care Insurance is designed to meet 

some or all of the costs of daily living of a person who, as a result of accident, 

sickness or old age, is physically disabled to the extent that he cannot take care 

of himself. He has to depend on others to help him carry out the most basic 

activities of daily living, such as feeding, bathing, moving around the home and 

so on. 

 

3.7 For details of the other products in Table 3.1, do refer to subsequent chapters 

of this study guide.  

4. CLASSIFICATION BY PREMIUM TYPE 

 

4.1 Life insurance products can also be classified according to the frequency of 

premium payments. This includes: 

▪ Single Premium policy; 

▪ Recurrent Single Premium policy; 

▪ Regular Premium policy;  

▪ Yearly Renewable Premium policy; or 

▪ Limited Premium Payment policy. 
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5. CLASSIFICATION BY OWNERSHIP 

  

5.1 Life insurance policies can be issued in a number of ways and can also be 

classified according to ownership of the policy. The different classifications are: 

▪ Single Life policy; 

▪ Joint Life policy; 

▪ Third-party policy; and 

▪ Group policy. 

A. Single Life Policy 

 

5.2 This is the most common type of life insurance policy issued, as most policies 

are taken on the proposer’s own life, i.e. the policy owner and the life insured 

are the same person. As the policy covers only one life, hence, the name of this 

policy is called Single Life policy. 

B. Joint Life Policy 

 

5.3 Generally, this policy provides cover for two lives (usually limited to only husband 

and wife). Note that, although the vast majority of joint life policies have two lives 

insured, it is theoretically possible to have more if insurable interest exists. It can 

be issued in either of the following ways: 

▪ First-to-die Life Insurance; or 

▪ Last Survivor Life Insurance. 

 

5.4 The First-to-die Life Insurance policy pays on the death of one of the lives insured. 

The death benefit is paid to the surviving life insured and the policy cover ends. 

An example of this type of policy is a Joint Mortgage Decreasing Term Insurance 

policy, usually taken at the request of the bank, as a collateral security for the 

housing loan which the bank has granted. 

 

5.5 The Last Survivor Life Insurance (also known as Second-to-die Life Insurance) 

policy, on the other hand, only pays out the death benefit when both the lives 

insured have died i.e. on the second death. The premiums for this type of policy 

may be payable only until the first life insured dies or until the death of both lives 

insured. However, this type of policy is not common in Singapore. 

C. Third-Party Policy 

 

5.6 This policy also involves two persons. It is usually issued to the husband on the 

wife’s life and vice versa, or the parent on the child’s life. The differences 

between this and the joint life policy are that: 

▪ one of the parties may not be covered under the policy, e.g. the husband 

purchases and owns the policy, but the insurance cover is on the wife’s 

life; and  

▪ the cover for the two parties differs, e.g. a father purchases a S$10,000 

Endowment Insurance policy on his child’s life and attaches a payor’s 

benefit rider to it. In this case, both the father and child are covered under 
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the policy. Should anything happen to the child, the sum assured of 

S$10,000 will be paid, but should anything happen to the father, only the 

future premiums due under the policy are waived until the child reaches a 

specified age (e.g. 21 years old). 

D. Group Policy 

 

5.7 As the name implies, this is a policy which covers a large number of lives. It is 

usually issued to employers covering the employees’ lives. 

 

5.8 Group policies differ from individual policies in numerous ways and they also 

have certain advantages over individual policies. As it is important to 

understand these differences, some key aspects of Group Insurance are 

discussed in the next section. 

6. CHARACTERISTICS OF GROUP INSURANCE 

 

6.1 Group Insurance provides coverage to many people under one group policy. The 

requirement is that several people must first be members of a group, before 

they become eligible to purchase the insurance. The group must have been 

formed for some purposes other than to obtain insurance. Examples are 

companies, trade unions, professional associations and social recreation clubs. 

 

6.2 Characteristics of Group Insurance include: 

(a) Master Contract – Group Insurance is issued under a single contract called 

the “master contract” which is kept by the policy owner. Unlike individual 

life insurance, when an insured member of the contract dies or leaves the 

group, only this member’s coverage is terminated. The plan itself will still 

carry on because it belongs to the holder of the master contract.  

(b) Minimal Underwriting Requirements – It is generally made available to the 

participating employees (in active employment) with simpler medical 

underwriting if the group size is large. In some cases, the underwriter may 

require the employee to complete only a health declaration form. Medical 

examination is required only where the sum assured exceeds the “free 

cover limit”. 

(c) Experience rating – It is usually underwritten based on the past claims 

experience if the insured group is considered to be large enough. Such a 

practice is called experience rating. 

(d) Cost Effective – It provides low cost protection resulting from savings in 

administrative costs, since only one policy is issued with a larger group of 

individuals being covered and less documentation involved. There is also a 

better spread of risk. 

(e) Plan Continuation – The plan is usually renewable by the employer on a 

yearly basis. At the end of each policy period, your corporate client may 

wish to review the plan to assess the level of the coverage and its cost. 

You have to advise your client on this aspect.  
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6.3 There are quite a number of differences between Individual Insurance and Group 

Insurance. Table 3.2 shows the differences between them. 

 

 

Table 3.2: Differences Between Individual Insurance And Group Insurance 

Individual Insurance Group Insurance 

Only the individual who has applied 

for the coverage is covered. 

Only members who belong to the 

group are covered (members’ 

dependants may also be covered.) 

Each individual insured gets a policy 

contract. 

Only a master contract is issued for 

the group, although the number of 

insured persons (e.g. employees) is 

more than one. 

Individual insured has the right to 

select the amount of coverage that 

he wants to be covered for. 

Insured members may or may not 

have the right to decide on the 

amount of coverage that they want to 

be covered for. In the employer-paid 

plan / compulsory plan, the sum 

assured is determined by the employer 

and it can be a flat amount or a 

multiple of the employee’s basic 

monthly salary, depending on the staff 

rank or category. 

Individual’s health and financial 

status are evaluated. 

Group as a whole is evaluated 

depending on the gender and age 

distribution of the group; premiums 

are often subject to experience rating, 

especially when the group of insured 

lives is sizeable. 

Coverage continues until individual 

chooses to terminate it before or 

upon policy expiry or maturity. 

Coverage for the individual member 

stops when he leaves the group. 

However, the plan continues for the 

remaining members. 

Cost of coverage is higher because 

of individual underwriting and higher 

administrative costs involved. 

 

Cost of coverage is lower because of 

group underwriting (only limited 

evidence of insurability is usually 

required) and lower administrative 

costs and less documentation 

involved. 

 

6.4 Since 1 October 2001, all representatives have been required to perform fact-

finding when selling group products to their corporate clients.  

A. Contractual & Voluntary Plans 

 

6.5 Group Insurance policies can be issued on a contractual or voluntary basis. For 

a contractual (non-contributory) plan, all the eligible employees will be 

contractually covered under the plan, and the premiums are paid by the 

employer. On the other hand, a voluntary (contributory) plan does not require 
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full participation from the employees who are expected to pay part of the 

premiums. However, the insurer will normally require a minimum number of 

employees participating in the plan. The advantages of both types of plans are 

described below: 

B. Advantages Of Contractual (Non-Contributory) Plan 

(i) There is ease of administration, since there is no payroll deduction to 

monitor. 

(ii) There is lower cost owing to less administrative work involved and the 

greater pooling effect of risks as a result of many lives insured. 

(iii) The employer retains greater control in the benefit structures and coverage 

provisions. 

C. Advantages Of Voluntary (Contributory) Plan 

(i) Employer 

Participating employees assume part of the costs of the benefits provided 

under the plan. 

(ii) Employees 

It gives the participating employees some control over the plan. They can 

obtain coverage at a lower premium rate as compared to that of buying it 

individually. 
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CHAPTER 4 

TRADITIONAL LIFE INSURANCE PRODUCTS 

 

CHAPTER OUTLINE 

 

1. Common Types Of Life Insurance Policies 

2. Term Insurance 

3. Whole Life Insurance 

4. Endowment Insurance 

5. MAS Disclosure Requirements Relating To Life Insurance Policies 

6. Guidelines On The Online Distribution Of Life Policies With No Advice [Guideline No: 

ID01/17] 

Appendix 4A:  Comparison Of The Three Basic Life Insurance Policies: Term, Whole Life 

And Endowment Insurance 

Appendix 4B:  Guidelines On The Online Distribution Of Life Policies With No Advice 

 

KEY LEARNING POINTS 

 

After reading this chapter, you should be able to: 

 know the common types of life insurance policies 

 explain Term Insurance including its nature, features, types and suitability 

 explain Whole Life Insurance including its nature, features, types and suitability 

 explain Endowment Insurance including its nature, features, types and suitability 

 know the MAS disclosure requirements relating to life insurance policies 

 compare Term Insurance, Whole Life Insurance and Endowment Insurance 

 understand the requirements of the Guidelines On The Online Distribution Of Life 

Policies With No Advise [Guideline No: ID01/17], as well as who it applies to 
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1. COMMON TYPES OF LIFE INSURANCE POLICIES 

 

1.1 Generally, the traditional life insurance policies that are being sold in the market 

are Term Insurance, Whole Life Insurance and Endowment Insurance. Investment-

linked life policies, which started gaining popularity in Singapore in the early 

1990s, offer the potential of higher returns, though with higher risk, as compared 

to traditional life insurance policies. Investment-linked life policies will be 

explained in later chapters in this study guide. 

 

1.2 In this chapter, we will focus on Term Insurance, Whole Life Insurance and 

Endowment Insurance policies. 

2. TERM INSURANCE 

A. Nature Of Term Insurance 

 

2.1 Term Insurance provides life insurance cover for a specific period of time, called 

the policy term. People usually buy Term Insurance when they need temporary 

insurance protection, i.e. the buyers are not looking for insurance for their entire 

life. Once the policy expires, the cover will cease and the insured will receive 

nothing. The sum assured (or death benefit) of the policy is payable to the 

beneficiaries only if the life insured dies during the policy term. That is why Term 

Insurance is also known as temporary insurance. (By contrast, there is 

“permanent insurance”, which refers to Whole Life Insurance and Endowment 

Insurance). Figure 4.1 gives a simple illustration of how a Term Insurance policy 

works. 

 

Figure 4.1: How Does A Term Insurance Policy Work? 
 

                                                                                            

                                                                                    

                                                                                               

                                                                                                             

                                                                                                             

                                                                                                              

                                                                                          

 

2.2 There may be insurance buyers who may want to continue their insurance 

coverage beyond the length of the policy’s original term. That is the reason why 

insurers offer renewal and convertible options in their Term Insurance policies. 

These are explained further in this study guide. 

B. Features Of Term Insurance 

 

2.3 Term Insurance has the following features: 

 covers the insured against death during the policy term;  

 a Term Insurance policy is only issued on a non-participating basis, so no 

bonus is payable on death; 

Inception 

Of Policy 
Policy Expiry 

Date Nothing is 

payable if the 

life insured is 

alive at the 

end of the 

policy term. Policy Term 
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 duration of cover is only for the period specified at the inception of the policy. 

It can be for one year, or as long as several years, or until the insured reaches 

a specified age (e.g. age of 60 years). Once the policy expires, the cover 

ceases. In other words, if the insured survives to the end of the policy term, 

no benefit is payable; 

 policy lapses (or ceases) if the premium is not paid within the grace period; 

 most insurers offer a Total and Permanent Disability benefit (TPD) (which can 

be paid out in a lump sum or in instalments) as part of its basic policy or 

attach it as a supplementary benefit. In addition, certain riders (e.g. 

Accidental Death Benefit riders) are allowed to be attached to the policy;  

 no accumulation of cash value (cash value refers to the amount of money 

that a policy owner will get if he surrenders his policy. For details, do refer 

to a later section in this chapter). The insured receives nothing if the policy 

is cancelled and terminated before the term ends, i.e. there is no savings / 

investment element in a Term Insurance policy;  

 no policy loan feature (i.e. using the cash value of the policy as a collateral 

to take up a loan from the insurer), since it does not accumulate any cash 

value;  

 no automatic premium loan (APL). Automatic premium loan is a type of non-

forfeiture option1 to keep a policy in force in the event of a default of premium 

payment by a policy owner; 

 since there is no APL, in the event of lapsation, there is no non-forfeiture 

option1 to prevent the policy from lapsing;  

 the premium cost is the lowest compared to other types of life insurance for 

coverage over the same term, as it provides only life insurance protection, 

and there are no savings or investment elements. Usually a fixed amount is 

payable throughout the premium payment term, except for Increasing Term 

and Renewable Term Insurance. Both lump sum (single premium) and regular 

premium options are allowed; 

 upon death, the death benefit is paid in a lump sum; 

 upon total and permanent disability, the sum assured is either paid in a lump 

sum or in instalments,  

 

2.4 An example of a Term Insurance policy is the CPF Dependants’ Protection 

Scheme (DPS). The DPS covers death and TPD and is renewable yearly up to the 

age of 60 years. 

C. Types Of Term Insurance 

 

2.5 Term Insurance can be divided into three main types, namely Level Term, 

Decreasing Term and Increasing Term. We will explain the various types of Term 

Insurance in greater detail in the sections below. 

  

 
1 Non-forfeiture options are the various ways in which a policy owner is allowed to use the cash value under 

his policy if he is unable or does not wish to pay up the premium due on his policy. 
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C1. Level Term Insurance 

 

2.6 Level Term Insurance is the simplest and most straightforward type of life 

insurance policy. It is called a Level Term policy because both the death benefit 

and the premium remain level throughout the policy term. Level term is designed 

to meet a constant need. Figure 4.2 is a graphical representation of a 10-year 

S$100,000 Level Term Insurance policy. 

 

Figure 4.2: 10-Year S$100,000 Level Term Insurance Policy 

  

        Death Benefit payable 

 End of 

Coverage 

 

 

    Sum 

Assured      

 

 

                 

  S$0 

  

Nothing is 

payable if the 

life insured 

survives till 

the end of the 

policy term. 

 

                                                      10 years                

 

2.7 Over the course of a 10-year Level Term Insurance policy, the death benefit 

remains level at S$100,000. Once the policy term ends, nothing is payable. 

 

2.8 A common usage of Level Term Insurance is Key-Person Protection, where a 

company will take out a Level Term Insurance policy on the life of one or more 

of its key employees. The beneficiary is the company, as the proceeds are to 

compensate the company for loss of profits, cost of rehiring and training, etc. in 

the event of death or incapacity of the employee. 

C2. Decreasing Term Insurance 

 

2.9 As the name implies, a Decreasing Term Insurance policy provides a diminishing 

amount of cover over the term of the policy. The death benefit begins at a certain 

amount and then gradually decreases over the term of coverage according to the 

stated method that is described in the policy. For example, the benefit of a 5-

year Decreasing Term Insurance policy may be S$50,000 for the first year of 

coverage, decreasing by S$10,000 on each policy anniversary2, until it reaches 

S$0 at the expiry of the fifth year.  

 

2.10 Insurers do offer different types of Decreasing Term Insurance, such as Mortgage 

Insurance, Credit Life Insurance, and Family Income Insurance, etc. Let us explore 

Mortgage Decreasing Term Insurance further.  

 

2.11 In a Mortgage Decreasing Term Insurance, at any point in time, the death benefit 

is designed to be equal to the remaining balance on the loan. As the balance on 

the loan gets smaller, the death benefit will also get smaller. 

 
2 Policy anniversary is the anniversary of the date on which coverage under the policy became effective. 

Both the expiration date and the coverage start date are usually stated prominently in the policy.  

Policy Term 

S$100,000 

S$0 
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2.12 However, it is important to note that the sum assured on each policy anniversary 

under a Mortgage Decreasing Term Insurance is based on what the remaining 

balance on the loan would be assuming a particular mortgage interest rate 

(insurers will usually offer a choice) and assuming that loan repayments are made 

on schedule. The sum assured on each policy anniversary is fixed, using these 

assumptions, when the policy is taken out. 

 

2.13 This means that, if anything causes the actual remaining loan balance to be 

different from what was initially expected, the sum assured will not be equal to 

the remaining loan balance. This happens quite often: for example, when 

mortgage interest rates change or loan repayment instalment amounts are 

changed. Therefore, when the death benefit is paid out, it may not equal the 

remaining loan balance; it may be more or it may be less. 

 

2.14 Mortgage Decreasing Term Insurance can also be issued on a joint-life, first-to-

die basis. This policy is suitable for a husband and wife who are jointly servicing 

their housing loan. As the sum assured under this policy is paid only once, it 

means that you should advise those clients who are buying Joint-Mortgage 

Decreasing Term Insurance policies to insure the full amount of their outstanding 

housing loan (to cover the unfortunate case where both die, for example, in a car 

accident). 

 

2.15 The premium for a Decreasing Term Insurance policy is usually level and ceases 

a few years before the expiry of the policy. This is because the coverage towards 

the end of the policy term will be reduced considerably, and the policy owner 

may find that it is not worth paying the premium for the low coverage. Thus, 

most insurers structure the premium payment period this way to prevent the 

policy owner from terminating the policy. Figure 4.3 is a graphical representation 

of a 10-year S$100,000 Decreasing Term Insurance policy where the sum 

assured decreases by a fixed amount each year. 

 

Figure 4.3: A 10-Year S$100,000 Decreasing Term Insurance Policy 

 

S$100,000 

 

 

 

Sum Assured 

 

 

                              

 

 

 

 

 

 

 

 

  

      Death Benefit  

S$0 
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C3. Increasing Term Insurance 

 

2.16 This type of Term Insurance is not common in Singapore. Its purpose is to protect 

the death benefit against the effect of inflation3. As the name implies, an 

Increasing Term Insurance policy provides a death benefit that starts from one 

amount and increases by some specified amount or percentage at stated intervals 

over the policy term. For example, the amount can increase by 5% per annum or 

30% every three years. The premium also increases with each increase in sum 

assured.  

 

2.17 Figure 4.4 is a graphical representation of a 10-year S$100,000 Increasing Term 

Insurance policy which starts at S$100,000 and increases by 5% of the original 

sum assured on each policy anniversary date throughout the term of the policy. 

 

Figure 4.4: A 10-Year S$100,000 Increasing Term Insurance Policy 
  

 

S$145,000 

 

 

      Sum 

Assured 
 

 

S$100,000 

 Period Of Benefit Payment 

 

Death Benefit increasing at 5% 

per annum 

 

 

 

 

                                                                                             10 years    

D. Renewable And Convertible Options 

 

2.18 As mentioned earlier in the chapter, quite often those who buy Term Insurance 

may want to continue their insurance coverage beyond the length of the policy’s 

original term. For this reason, most insurers offer renewable and convertible 

options which an insured can request to be included in his Term Insurance policy, 

subject to an additional premium. 

D1. Renewable Option 

 

2.19 This option gives the life insured the right to renew his policy at the end of the 

policy term, without evidence of insurability. Most insurers offer this type of 

policy on a short-term basis. Renewal is allowed, as long as the expiry date of 

the policy does not exceed a specified age (usually the age of 60 years). Often, 

the policy is automatically renewed, as long as the life insured pays the increased 

premium.  

 
3 Inflation causes a depreciation of insurance protection value. At an annual inflation rate of 3%, something 

that costs you S$200 to buy today would cost S$232 in five years’ time. Another way to look at this 

would be, at the annual inflation rate of 3%, the value of S$200 would have dwindled to just S$172 in 

five years’ time. 

  

 Similarly, if you are covered for S$100,000 in Term Insurance today, it would have devalued by the time 

the claim is payable. So for coverage of the same insurance value today, you would need to be insured 

for a higher value now. 

Policy Term 
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2.20 Upon renewal, the policy will have the same policy term and death benefit as the 

original policy. Figure 4.5 shows how a renewable option works. 

 

Figure 4.5: Renewing A 5-Year Renewable Term Insurance Policy 

 

  
                                                                

                                                                                        

 

 
                 1/1/2005               31/12/2009                  31/12/2014 

                                    

                                  policy owner renewed the policy 

 

2.21 Although the death benefit and policy term remain unchanged upon renewal, the 

life insured is required to pay a higher premium based on his attained age (i.e. the 

age at which he renews his policy). Most insurers would include a table of renewal 

premium in the policy which you should highlight and explain to your client when 

you deliver the policy to him. However, the premium remains level during each 

individual policy term. 

 

2.22 The renewal premium will be much higher than the current premium. This is partly 

because the insured is now older, so the mortality cost is higher, and the premium 

cost is spread over the term of the renewal, which may be the same as, or shorter 

than, the original term of the policy. So a higher cost is being spread over an 

equal or shorter period, resulting in a higher premium. 

 

2.23 Another important reason for the steep increase in premium is that experience 

shows that people in good health tend not to renew their policy each time a 

premium increase takes effect. However, those in poor health tend to take 

advantage of the right to renew. This selection against the insurer (also known 

as anti-selection or adverse selection) tends to increase with the age of the life 

insured, as people tend to have more medical problems as they grow older. 

 

2.24 The result is that the mortality experience among the surviving policy owners 

becomes increasingly unfavourable to the insurer. Hence, the premium has to be 

increased to cover this higher risk to the insurer. The advantage of renewability 

is that it protects the insurability of the life insured, so that he is able to enjoy 

the insurance coverage in the future. However, the disadvantage is that the 

premium becomes much higher in proportion to the insurance coverage in the 

later years. 

 

2.25 If the policy owner knows how long he is likely to need term cover for, it is better 

to buy a normal Term Insurance policy with level premiums than to buy a shorter 

policy with the intention of renewing one or more times, even though the 

premiums are initially higher. This avoids situations where the policy owner finds 

that the large increase in premium on renewal makes maintaining the coverage 

unaffordable. 

Original Policy 

Inception Date 

New Policy 

Expiry Date 
Policy Expiry 

Date 
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D1A. Yearly Renewable Term Insurance 

2.26 One popular type of renewable Term Insurance is called Yearly Renewable Term 

(YRT) Insurance which gives the policy owner the right to renew the policy each 

year until the life insured reaches the specified age without evidence of insurability. 

There are, however, conditions attached to this renewability privilege.  

2.27 Firstly, when a YRT policy is renewed, the premium increases. When renewed, the 

premium of a YRT policy is based on the attained age of the life insured. Each time 

when the policy is renewed, the life insured is older, so the mortality risk is greater 

and, therefore, the coverage becomes more costly.  

 

2.28 Secondly, renewal of a YRT policy cannot go on indefinitely, or the insurer will suffer 

adverse selection. Since an ageing life insured is more in need of the coverage, the 

policy owner will want to renew it for continuing protection. Some insurers will try 

to cover this risk in the renewal premium for advanced ages, resulting in very high 

premiums at those ages. 

 

2.29 To discourage anti-selection, insurers may rely on one of the following measures: 

 limit the policy owner’s right to renew the policy by cutting off renewal when 

the life insured reaches a certain age; or 

 limit the number of renewals permitted. 

 

2.30 In view of the high premium charged at older ages, this type of policy is more 

suitable for people who are young and who do not depend on the policy for coverage 

at the higher ages. Hence, you should avoid advising older clients to purchase this 

type of policy. 

D2. Convertible Option 

 

2.31 This option gives the life insured the right to change, or to convert his Term 

Insurance policy into a permanent policy (e.g. Whole Life Insurance policy), as 

specified by the insurer, without evidence of insurability. What this means is that, 

even if the health of the person insured by a Term Insurance policy has 

deteriorated to the point that he would otherwise be uninsurable, the insured 

could still obtain permanent insurance coverage, because evidence of insurability 

is not required at the time of conversion. The premium that the policy owner is 

charged for the permanent coverage cannot be based on any increase in the 

insured’s mortality risk, except for an increase in the insured’s age. 

 

2.32 Most insurers allow the policy owner to convert his Term Insurance policy at any 

time during the policy term, or before the life insured reaches a specified age 

(usually the age of 60 years), depending on whichever is the earlier.  

 

2.33 As in the case of the renewal provision, the conversion privilege can lead to some 

anti-selection; those in poor health are more likely to convert their coverage, 

because they may not be able to obtain other life insurance. As a result, insurers 

usually charge a higher premium rate for a convertible Term Insurance policy than 

they charge for a comparable non-convertible Term Insurance policy. In addition, 

insurers usually limit the conversion privilege in some way. For instance, some 
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policies do not permit conversion after the life insured has attained a specific age, 

such as 55 or 65 years, or after the Term Insurance policy has been in force for 

a specified time. For example, a 10-year Term Insurance policy may permit 

conversion only during the first seven or eight years of the term. Conversion may 

also be limited to an amount that is only a percentage of the original face value. 

For example, a 10-year Term Insurance policy may permit conversion of 100% 

of the face value only within the first five years of the term, and a smaller 

percentage, such as 50% of the face value, if the policy is converted during the 

last five years of the 10-year term.   

 

2.34 When a Term Insurance policy is converted to permanent insurance, the new 

premium rate is higher than the premium rate that the policy owner paid for the 

Term Insurance policy. This is because of the anti-selection risk, the older age 

and the fact that the premium must cover the certain event of death occurring 

during the policy term. The specific amount of the premium charged for the 

permanent insurance coverage that is provided following conversion depends on 

the effective date of the permanent insurance policy. The effective date of the 

permanent coverage is the date that the Term Insurance policy is converted to a 

permanent plan of insurance, known as an attained age conversion. 

 

D2A. Attained Age Conversion 

2.35 When term coverage is converted to permanent insurance under an attained age 

conversion, the renewal premium rate is based on the insured’s age when the 

coverage is converted. For example, suppose John was 35 years old when he 

bought a 5-year convertible Term Insurance policy on his life. Four years later, John 

decided to convert the Term Insurance policy to a Whole Life Insurance policy. The 

effective date of his permanent coverage is the date that the conversion takes place. 

Consequently, the premium rate that John is charged for the Whole Life Insurance 

policy will be the rate charged for insureds who are of the age of 39 years, his 

attained age at the time of conversion.   

 

D2B. Conditions On Conversion 

2.36 In most instances, the insurer will impose some conditions on conversion as 

follows: 

 the request for conversion must be done in writing on a form as prescribed 

by the insurer, and accompanied by the premium payment for the new policy 

based on the life insured’s attained age (assuming attained age conversion); 

 the sum assured for the new policy must be equal to or less than that of the 

existing Term Insurance policy; and 

 the new policy will include all the limitations and exclusions as originally 

applicable to the Term Insurance policy. For example, if the life insured’s 

diving activities have been excluded under the Term Insurance policy, the 

new policy that he has taken up will be issued with this exclusion as well, 

unless he can provide evidence that he has discontinued his diving activities. 

 

2.37 Despite the limitations and conditions imposed by the insurer, the convertible 

option is useful, because it gives the life insured the assurance that he will be 

able to obtain some form of permanent insurance in future, regardless of changes 
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in health. It is especially suitable for clients who prefer Whole Life Insurance, but 

do not have the budget at the time of purchase. Advising such clients to purchase 

a convertible Term Insurance policy will guarantee that they will be able to obtain 

the permanent insurance that they desire, once their financial position allows 

them to do so.  

E. Suitability Of Term Insurance  

 

2.38 Term Insurance is suitable when either the need for protection is: 

 purely temporary; or 

 permanent, but the insured temporarily cannot afford the premiums for 

permanent insurance. 

 

2.39 In the first case, Term Insurance is the complete answer, but it should be 

renewable in the event that the temporary need should extend over a longer 

period than was originally anticipated. Theoretically, the policy need not be 

convertible, but since relatively few people carry an adequate amount of 

permanent insurance and since the loss of insurability is a constant threat, it is 

advisable to obtain a policy with the conversion privilege. 

 

2.40 The second broad use of Term Insurance requires that the policy be convertible. 

The conversion privilege is the bridge that spans the gap between the need for 

permanent insurance and the financial ability to meet the need. In this case, since 

the insured’s financial situation might persist longer than anticipated, the policy 

should be renewable, as well as convertible.  

 

2.41 Examples of temporary needs that can, and should, be met through Term 

Insurance are encountered daily. One of the most obvious situations is the need 

to protect, say, a mortgage loan. A mortgage Term Insurance policy in the amount 

of the loan payable to the lender not only protects the lender against possible 

loss of principal, but also relieves the insured’s estate of the burden or repaying 

the loan if the insured dies. If a business firm is investing a considerable sum on 

a project, the success of which depends on the talents and abilities of one 

individual or a few individuals, Term Insurance on the appropriate person or 

persons, through the purchase of Key-Person Insurance, will protect the firm’s 

investment. A parent with young children is likely to need more insurance, while 

the children are dependent than he will need when they have grown up and 

become self-sufficient. The additional insurance during the child-raising period 

can be, and usually is, provided through Term Insurance. Sometimes, Decreasing 

Term Insurance is added to a plan of permanent insurance to cater for a reducing 

need for cover as financial commitments reduce. 

 

 

3. WHOLE LIFE INSURANCE 

A. Nature Of Whole Life Insurance 

 

3.1 In contrast with Term Insurance, which pays benefits only if the insured dies 

during a specified period of years, Whole Life Insurance provides for the payment 
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of the policy’s face value (plus bonuses, if applicable) upon the death of the 

insured, regardless of when death occurs. It is this characteristic – protection for 

the whole of life – that gives the insurance its name. The expression does not 

refer to the term over which the premiums are paid, only to the duration of the 

protection. If the premiums are to be paid throughout the life insured’s lifetime, 

the insurance is known as Ordinary Whole Life; if premiums are to be paid only 

during a specified period, the insurance is termed limited-payment life. These two 

types of Whole Life Insurance will be explained in detail in a later section of this 

chapter. Most insurers also offer Total and Permanent Disablement (TPD) benefit 

either as part of the Whole Life Insurance policy or as a rider. This benefit is 

payable if the insured is disabled and unable to work, subject to the definition of 

TPD being met, and provided that his policy remains in force. More details on 

TPD is discussed in the next chapter. 

 

3.2 Figure 4.6 shows how a Whole Life Insurance policy works. 

 

Figure 4.6: How Does A Whole Life Insurance Policy Work? 

 
Inception                                                           
Of policy 

                                                                                                                   

 
 

 

 

                                     Whole Life                                     

B. Features Of Whole Life Insurance 

 

3.3 Whole Life Insurance has the following common features:  

 covers the insured against death. Duration of cover is for life. It continues as 

long as the policy is in force. Any death benefit that is payable goes to the 

policy beneficiaries; 

 in addition to the death benefit, Whole Life Insurance often has a TPD benefit 

as part of the basic policy or attached to the policy as a supplementary 

benefit. Upon TPD, the life insured will receive a TPD benefit, usually of the 

same amount as the death benefit, either in a lump sum or in instalments, as 

stated in the policy. This TPD benefit is usually capped at S$2,000,000 per 

insurer; 

 although a Whole Life Insurance policy emphasises protection, it also has 

some form of savings element in addition to the death benefit. This savings 

element is known as “cash value”, meaning that the insured can encash the 

Whole Life Insurance policy by surrendering it after a specified period of time 

(usually three years) (to be explained in a later section of this chapter). This 

cash value usually builds up after a minimum period (usually at least three 

years);  

 riders are usually allowed to be attached to the policy; 

Death benefit is paid 

when death / TPD 

occurs. Policy 

terminates once the 

death benefit is fully 

paid out. 
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 the premium is higher than that of a similar Term Insurance policy in view of 

the longer term of coverage and the certainty that death will occur during the 

lifetime of the policy (unless it is terminated early). The premium is usually a 

fixed amount payable throughout the premium payment term on a regular 

basis. However, lump sum payment (single premium) may also be allowed;  

 premiums can be payable either throughout the policy term (Ordinary Whole 

Life Insurance), or for a limited number of years (Limited Premium Payment 

Whole Life Insurance). These two types of Whole Life Insurance will be 

explained in a later section of this chapter; 

 upon death, the death benefit is paid in one lump sum; 

 upon total and permanent disability, the total and permanent disability benefit 

is paid either in a lump sum (if it is below a specified amount) or in 

instalments,  

 can be issued as a participating or non-participating policy. For a participating 

Whole Life Insurance policy, the death benefit and TPD benefit will include 

bonuses in addition to the sum assured. (In some participating products, 

bonuses will be paid out over the lifetime of the policy instead of adding 

bonuses to the sum assured.) For a non-participating Whole Life Insurance 

policy, only the stated sum assured is payable when death or TPD occurs – 

no bonuses are added (and no bonuses are paid). 

C. Distinguishing Whole Life Insurance From Term Insurance 

 

3.4 Two primary features distinguish Whole Life Insurance from Term Insurance:  

C1. Whole Life Insurance Offers Lifetime Coverage 

 

3.5 Term Insurance provides protection for a certain period of time and provides no 

benefits after that period ends. In contrast, Whole Life Insurance provides protection 

for the entire lifetime of the insured (so long as the policy remains in force, of 

course). 

C2. Whole Life Insurance Contains A Cash Value Element 

 

3.6 The biggest difference between the Term Insurance and Whole Life Insurance is the 

fact that with the latter, a cash value is generated. The underlying reasons are 

beyond the scope of this study material, but it is important to understand that the 

cash value arises as a result of level premiums being charged for what is a certain 

event (the death of the insured). It is not a feature that can be added or removed 

by adjusting the amount of the premium. (This is also why it is not possible to add 

a cash value feature to a pure Term Insurance policy simply by increasing the 

premium – if this was done it would become an Endowment Insurance policy.) 

 

3.7 The result of having a cash value is that the Whole Life Insurance policy not only 

provides lifetime insurance protection, but also creates a savings vehicle. Individuals 

can use the cash value of a Whole Life Insurance policy to set aside funds for 

retirement, emergencies, and countless other purposes. The cash value is part of 

the policy, and as such belongs to the policy owner and may be used in various 
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ways to benefit the owner. The cash value grows over time, until at some advanced 

age it equals the sum assured. 

 

3.8 From the example in Figure 4.7, you will notice that the cash value grows gradually 

over the years until it equals the death benefit at the age of 100 years. (This age 

might differ slightly from one insurer to another, but there will always be an age 

where the cash value equals the death benefit.) This is called the maturity of the 

contract. A policy matures when its cash value equals its death benefit. This is also 

called the endowment of the policy.  

 

3.9 Although not many policy owners will reach this age, the significance of the 

endowment of the contract is that at this point the insurer will pay out the sum 

assured to the policy owner (even though the policy owner is still alive), no further 

premiums will be payable and the policy will terminate. 

 

Figure 4.7: Whole Life Insurance With Cash Values 

          S$100,000    Age 45 Years 

 

Death Benefit 

 

 

 

 

 

 

 

 

 

 

 

 

 

D. Non-Forfeiture Options 

 

3.10 The cash value built up in a Whole Life Insurance policy provides flexibility that is 

not found in Term Insurance policies. Certain options, called non-forfeiture options, 

are offered to policyholders when there are cash values. 

 

3.11 There are three traditional options:  

 surrender the policy for its cash value;  

 use the cash value to purchase paid-up insurance; and 

 use the cash value to purchase extended term insurance. 
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3.12 It is the cash value that drives these three options. The greater the cash value, the 

greater the surrender value, the paid-up insurance, or the term of years that the 

Extended Term Insurance remains in effect. All three options are spelled out in the 

policy under the non-forfeiture options section.  The three options are further 

explained below: 

D1. Surrendering The Policy For Its Cash Value 

 

3.13 The cash surrender option is the right to discontinue life insurance in force in return 

for its net cash value4. The policy lists the guaranteed cash values at each policy 

anniversary, assuming all the premiums have been paid. This option makes sense 

when the need for any additional coverage under this policy has ceased. In that 

event, the protection terminates and the insurer has no further obligation under the 

policy. While this option provides a ready source of cash to meet a financial 

emergency or to take advantage of a business opportunity, it should be exercised 

with restraint, since the policy is terminated and will no longer provide life cover. 

Although the policy owner can try to buy another policy in the future, he might find 

that his health condition is such that he might no longer be able to buy a policy at 

standard terms. 

D2. Use The Cash Value To Purchase Paid-Up Whole Life Insurance 

 

3.14 The second option, paid-up insurance, permits the policy owner to take a reduced 

amount of paid-up Whole Life Insurance, payable upon the same conditions as the 

original policy. The amount of the paid-up insurance is the amount that can be 

purchased at the life insured’s attained age by the net cash value applied as a single 

premium. No further premiums are payable under this paid-up plan, as the name 

implies. The protection continues in the reduced amount until the insured’s death, 

unless the reduced policy is surrendered for cash. 

D3. Use The Cash Value To Purchase Extended Term Insurance 

 

3.15 The third option provides paid-up Term Insurance in an amount equal to the original 

face value of the policy, increased by any bonus additions or deposits, and 

decreased by any policy indebtedness. This Extended Term Insurance is most 

appropriate for a situation where the need for the protection will end in the future, 

but the policy owner will prefer not to pay any more premiums. 

 

3.16 The length of the term is what can be purchased at the insured’s attained age, with 

the net cash value applied as a net single premium. If the insured fails to elect an 

option within a specified period after default of premiums, this option automatically 

goes into effect.  

 

3.17 If the financial status of the policy owner makes it impractical to continue the 

premium payments, or if the need for insurance protection undergoes a change, the 

policy owner may wish to elect one of the surrender options. After his dependants 

have become self-supporting, for example, the policy owner may elect to 

 
4   Net Cash Value is represented by cash value less any policy owner loans and accrued interest, plus any 

bonus accumulations. 
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discontinue premium payments and continue the protection on a reduced scale for 

the remainder of the insured person’s life. If, on the other hand, the need for 

insurance continues, he may elect to eliminate the premium payments, but continue 

the full amount of protection for a limited period. The elimination of fixed payments 

may be particularly attractive, as the life insured approaches retirement and 

anticipates a reduction in income. 

 

3.18 Example: Mr Tan, aged 50 years, has a S$300,000 policy with a S$66,000 cash 

value. He has the following non-forfeiture options: 

 to surrender the policy for S$66,000 cash; or  

 to continue the S$300,000 coverage for 16.5 years as paid-up Term 

Insurance with no more premium payments; or 

 to reduce the coverage to S$184,000 of paid-up Whole Life Insurance 

coverage with no more premium payments. 

E. Types Of Whole Life Insurance  

 

3.19 The common types of Whole Life Insurance policies are:  

 Ordinary Whole Life Insurance; and 

 Limited Premium Payment Whole Life Insurance. 

E1. Ordinary Whole Life Insurance 

 

3.20 Ordinary Whole Life Insurance is a type of Whole Life Insurance for which premiums 

are based on the assumption that they will be paid until the insured’s death. 

However, in an increasing number of cases, life insurance is purchased with no 

intention on the policy owner’s part to pay premiums as long as the insured lives. 

In many cases the plan may be to eventually surrender the insurance to get cash, 

or for an annuity or for a reduced amount of insurance. Ordinary Whole Life 

Insurance should not be envisioned as a type of insurance where the policy owner 

is irrevocably committed to pay premiums as long as the insured lives or even into 

the insured’s extreme old age. Rather, it should be viewed as a type of policy that 

provides permanent protection with some degree of flexibility, to meet changing 

needs and circumstances for both long-lived persons and those with average-

duration lifetimes. It is the most basic lifelong policy offered by any life insurance 

company. Ordinary Whole Life Insurance is an appropriate foundation for many 

insurance programmes, and in an adequate amount that it can well serve as the 

entire programme.  

 

3.21 Ordinary Whole Life Insurance provides life cover and the premium payable is a fixed 

amount payable until the death of the life insured.  

E2. Limited Premium Payment Whole Life Insurance 

 

3.22 Limited premium payment Whole Life Insurance is a type of Whole Life Insurance 

for which premiums are limited by contract to a specified number of years. The 

extreme end of the limited-payment policies spectrum is the single-premium 
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Whole Life Insurance policy. However, few people can afford the premium or are 

willing to pay that much in advance.  

 

3.23 The limit in limited premium payment policies may be expressed as the number 

of annual premiums or as the age beyond which premiums will not be required. 

Policies in which the premiums are limited by number usually stipulate 1, 5, 7, 

10, 15, 20, 25, or 30 annual payments, although some insurers are willing to 

issue policies calling for any desired number of premiums. The greater the number 

of premiums payable, naturally, the more closely the contract approaches the 

ordinary whole life design. For those who prefer to limit their premium payments 

to a period measured by a terminal age, insurers make policies available that are 

paid up at a specified age – typically, 60, 65, or 70 years of age. The objective 

is to enable the insured to pay for the policy during his working lifetime. Many 

insurers issue policies for which premiums are payable to an advanced age, such 

as 85 years old, but, for all practical purposes, these policies can be regarded as 

the equivalent of an ordinary Whole Life Insurance policy.  

 

3.24 Since the value of a limited premium payment Whole Life Insurance policy at the 

date of issue is precisely the same as that of a policy purchased on the ordinary 

life basis, and since it is presumed that there will be fewer premium payments 

under the limited premium payment policy, it follows that each premium must be 

larger than the comparable premium under an ordinary life contract. Moreover, 

the fewer the guaranteed premiums specified or the shorter the premium-paying 

period, the higher the premium will be. However, the higher premiums result in 

greater cash and other surrender values. Thus, the limited premium payment 

policy will provide a larger fund for use in an emergency, and will accumulate a 

larger fund for retirement purposes than will an ordinary whole life contract issued 

at the same age. On the other hand, if death takes place within the first several 

years after issue of the contract, the total premiums paid under the limited 

premium payment policy will exceed those paid under an ordinary Whole Life 

Insurance policy.  

 

3.25 This type of policy is designed for people who desire to have the lifetime protection 

offered by a Whole Life Insurance policy, but who do not like the idea of paying 

premiums for their entire lives. Under this policy, the policy owner can pay the 

premiums for a specified number of years (e.g. 20 years) or up to a specified age 

(e.g. the age of 55 years of the life insured). However, the insurance cover 

continues until the death of the life insured. 
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3.26 Table 4.1 gives a comparison of the two types of policies.  

 

Table 4.1: Comparison Between Ordinary Whole Life Insurance  

And Limited Premium Payment Whole Life Insurance 

Criteria Ordinary Whole Life 

Insurance 

Limited Premium Payment 

Whole Life Insurance 

Premium Lower Higher 

Premium Payment Term Payable for life Can be arranged to be 

fully paid up during one’s 

working years 

Sum Assured (based on 

the same amount of 

premium, age and gender) 

Higher  Lower 

Cash Value Builds up slowly Builds up quickly 

F. Suitability Of Whole Life Insurance  

 

3.27 At this point, the purposes served by Whole Life Insurance should be clear. In 

summary, the Whole Life Insurance policy: 

 Provides protection against long-term or permanent needs; and 

 Accumulates a savings fund that can be used for general purposes, or to 

meet specific objectives. 

3.28 The protection function is particularly applicable to a surviving spouse’s need for a 

life income, last-illness and funeral expenses, expenses of estate administration, 

philanthropic bequests, and the needs of dependants other than the surviving 

spouse. The general savings feature of the Whole Life Insurance policy is useful in 

a financial emergency, or as a source of funds to take advantage of an unusual 

business or investment opportunity. The policy owner may use the policy for the 

specific purpose of accumulating funds for his children’s university education, to 

set a child up in business, to pay for a child’s wedding, or to supplement the life 

insured’s retirement income. 

4. ENDOWMENT INSURANCE 

A. Nature Of Endowment Insurance 

 

4.1 Endowment Insurance is another type of life insurance. It is designed to pay out 

the death benefit when the life insured dies during the policy term, or the maturity 

value, which will be equal to the death benefit, if he survives to the end of the 

policy term. It combines insurance protection with a savings element for the 

policy owner. However, unlike a Whole Life Insurance policy, an Endowment 

Insurance policy has a fixed maturity date. The maturity date is when the policy 

term expires and the full maturity value will be paid out to the policy owner if he 

survives to maturity. 
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4.2 Endowment Insurance policies can be thought of as a variation of Whole Life 

Insurance, because like a Whole Life Insurance policy, they provide level death 

benefits and cash values that increase with duration. 

 

4.3 A Whole Life Insurance policy sometimes provides a survivorship benefit at the 

age of 100 years equal to the death benefit that would have been payable 

immediately prior to the insured reaching that age (see Table 4.1). Endowment 

Insurance policies merely make the same full survivorship benefit payable at 

younger ages. Among the wide variety of Endowment Insurance available are   

10-, 15-, 20-, 25-, 30-, 35- and 40-year Endowment Insurance (or longer), or 

Endowment Insurance  with the maturity date being a specific age of the life 

insured, such as 55, 60, 65 years old, or older.  

 

4.4 The Endowment Insurance policy is designed to provide a death benefit equal to 

the target accumulation amount during the accumulation period. Purchasing an 

Endowment Insurance policy with a face value equal to the desired accumulation 

amount assures that the funds will be available, regardless of whether or not the 

life insured survives to the target date. The policy is popular with purchasers who 

are beyond the chronological midpoint of their careers and seek accumulation of 

assets for retirement or other objectives. As Dr Solomon S. Huebner often pointed 

out, young people prefer Term Insurance; with more experience and age, 

purchasers prefer Whole Life because of its level premiums; the mature market 

prefers Endowment Insurance with the earlier cash value accumulations that they 

can use during their own lifetimes.  

 

4.5 Similar to Whole Life Insurance policies, Endowment Insurance policies can also 

be issued as participating or non-participating policies. For a participating 

Endowment Insurance policy, the maturity value will include all the attaching 

bonuses declared on it. For a non-participating policy, only the maturity value will 

be payable at the expiry of the policy term.  

 

4.6 Figure 4.8 illustrates how an Endowment Insurance policy works. 

 

Figure 4.8: How Does An Endowment Insurance Policy Work? 
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B. Features Of Endowment Insurance 

 

4.7 An Endowment Insurance policy has the following common features: 

 duration of cover is only for the period specified at the inception of the policy. 

Both death and TPD are usually covered under the policy. Insurers usually 

include TPD benefit as part of the basic policy or may attach it as a 

supplementary benefit. On death or TPD during the policy term, the death / 

TPD benefit is paid out and the policy ceases. The policy is said to mature 

when the specified period ends. At this point the cover ceases, the maturity 

value (i.e. the sum assured) is paid to the policy owner and the policy 

terminates; 

 upon death or maturity, the sum assured is paid in one lump sum; 

 upon TPD, the sum assured is either paid in one lump sum or in instalments, 

e.g. 10% - 1st year, 20% - 2nd year, 30% - 3rd year and 40% - 4th year; 

 riders are allowed to be attached to the policy; 

 cash value builds up quickly and is payable should the policy owner decide 

to cash in (surrender / terminate) his policy after a number of years for regular 

premium policies. For single premium policies, cash value is immediately 

present; 

 non-forfeiture options, including automatic premium loan (APL), are available 

once the policy acquires cash value;  

 policy lapses if the premium is not paid within the grace period of 30 or 31 

days. Once the policy has acquired cash value, the APL will be effected and 

the policy will not lapse, as long as there is sufficient cash value to cover the 

premiums due. The policy owner can also avoid having his policy lapse by 

activating other non-forfeiture options, such as a reduced paid-up policy or 

Extended Term Insurance; 

 policy loans are allowed once the policy acquires cash value. This feature 

enables the policy owner, in temporary need of cash, to borrow against the 

policy’s cash surrender value. Interest will be charged on the loan (the 

interest rate is set by the insurer); 

 premium is usually higher than Term Insurance and Whole Life Insurance 

policies in view of its high savings / investment element. Usually a fixed 

amount is payable on a regular basis throughout the premium payment term. 

Lump sum payment (single premium) is also allowed. Premiums can be 

payable for either the full policy term or only for a limited number of years; 

 can be issued on a participating or non-participating basis. Bonuses are 

available for participating Endowment Insurance. With a participating 

Endowment Insurance, the death benefit, TPD benefit and maturity benefit 

will include both the sum assured, as well as the accumulated bonuses. For 

a non-participating Endowment Insurance, the death benefit, TPD benefit and 

maturity benefit will be the original sum assured. 
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C. Types Of Endowment Insurance 

 

4.8 There are various types of Endowment Insurance. The common one is Anticipated 

Endowment Insurance. 

C1. Anticipated Endowment Insurance  

 

4.9 An Anticipated Endowment Insurance policy is very similar to a regular 

participating Endowment Insurance policy, except that it provides cash payments 

(a percentage of the sum assured) to the policy owner at specific intervals (can 

be annually, every two, three or five years) spread over the term of the policy. 

Example 4.1 shows how this policy works.  

 

Example 4.1: How Does An Anticipated Endowment Insurance Policy Work? 

Mr Goh has taken out an 18-year S$25,000 Anticipated Endowment Insurance 

policy. He will receive payments from the policy every three years as follows: 

 

Policy Year End Percentage Of Sum 

Assured Payable 

Cash Payment 

3 10 S$2,500 

6 10 S$2,500 

9 10 S$2,500 

12 10 S$2,500 

15 10 S$2,500 

18 (maturity date) 50 S$12,500 

Total S$25,000 

Note: Bonuses are paid on the maturity date together with the last instalment 

payment. 

4.10 One unique feature of this policy is that the death benefit is not typically affected 

by the cash payments. In other words, should the life insured die after receiving 

any of the cash payments, the full sum assured plus bonuses would still be paid 

to the beneficiaries. Thus, using the same example above, if Mr Goh were to die 

on the 10th year, the beneficiary would still receive S$25,000 plus attaching 

bonuses.  

 

4.11 Another unique feature of this policy is that the cash payments can be left with 

the insurer to accumulate interest, so as to increase the cash value of the policy 

upon maturity. 

 

4.12 Refer to Appendix 4A for the comparison of the three traditional life insurance 

policies (Term Insurance, Whole Life Insurance and Endowment Insurance). 

D. Suitability Of Endowment Insurance 

 

4.13 Endowment Insurance policies are suitable for providing for children’s education, 

and for saving / investment purposes. 
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D1. Children’s Education 

 

4.14 Endowment Insurance policies are very often used to provide for one’s children’s 

education. Very often, the cover is on the child’s life with the parent or guardian 

as the policy owner. The benefits under this policy are payable in the same 

manner as a regular Endowment Insurance policy, i.e. upon death or TPD of the 

child, or upon maturity of the policy. Some companies allow the maturity benefits 

to be withdrawn in four annual instalments to coincide with the payment of the 

course fees to the university. 

D2. Saving / Investment Purposes 

 

4.15 Endowment Insurance is especially useful as a savings / investment plan in view 

of its fast build-up of cash value. It enables the policy owner to save for specific 

purposes (e.g. buying a house, provide for retirement etc.) and, at the same time, 

protecting his dependants against the financial effects in the event of his 

premature death.  

5. MAS DISCLOSURE REQUIREMENTS RELATING TO LIFE INSURANCE POLICIES 

 

5.1 The MAS Notice On Recommendations On Investment Products [Notice No: FAA-

N16] stipulates that the representative must furnish the client with a copy of the 

Cover Page, Product Summary, Policy Illustration, Bundled Product Disclosure 

Document and Product Highlights Sheet (only for ILPs) as prepared and provided 

by the direct life insurer, when making a recommendation for a life policy 

(including a bundled product). The details of the Notice are explained in the Rules 

And Regulations For Financial Advisory Services Study Guide published by the 

SCI. It is also be available on the MAS website at: www.mas.gov.sg   

 

5.2 The following definitions are extracted directly from Notice No: MAS 318 (Market 

Conduct Standards For Direct Life Insurer As a Product Provider) from the MAS 

website: 

(a) “cover page”, in relation to a life policy, means a document highlighting the 

key information from the policy illustration and the product summary, which 

is prepared by a direct life insurer pursuant to this Notice No: MAS 318; 

(b) “product summary”, in relation to a life policy, means a summary setting out 

the principal features of the life policy, which is prepared by a direct life 

insurer pursuant to this Notice No: MAS 318; 

(c) “policy illustration”, in relation to a life policy, means an illustration setting 

out the projected benefits payable under the life policy, which is prepared by 

a direct life insurer pursuant to this Notice No: MAS 318; 

(d) “bundled product disclosure document”, in relation to a bundled product, 

means a document highlighting the principal features of the bundled product 

and contrasting that against the most comparable term life insurance product, 

which is prepared by a direct life insurer pursuant to this Notice No: MAS 

318; and 

http://www.mas.gov.sg/
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(e) “product highlights sheet”, in relation to an investment-linked policy, means 

a product highlights sheet prepared by a direct life insurer in accordance with 

the Notice on Investment-Linked Policies [MAS Notice 307]. 

 

5.3 LIA has also published a set of guidelines which stipulates that the representative 

must furnish the client with a copy of “Your Guide To Life Insurance Policies” at 

the point of sale of the policy. 

 

5.4 For participating policies, MAS and LIA have also published guidelines that detail 

additional disclosure requirements. These guidelines will be covered in a later 

chapter of this study guide. 

6. GUIDELINES ON THE ONLINE DISTRIBUTION OF LIFE POLICIES WITH NO 

ADVICE [GUIDELINE NO: ID01/17] 

 

6.1 The write-up on Guidelines On The Online Distribution Of Life Policies With No 

Advice [Guideline No: ID01/17] had been extracted in whole (from MAS website) 

and reproduced as Appendix 4B of this chapter. 
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APPENDIX 4A 
 

Comparison Of The Three Basic Life Insurance Policies:   

Term, Whole Life And Endowment Insurance 
 

NO. CRITERIA TERM INSURANCE WHOLE LIFE INSURANCE ENDOWMENT 

INSURANCE 

1. Variations  Level Term 

 Increasing Term 

 Decreasing Term 

 

 Ordinary Whole Life 

 Limited Premium 

Payment Whole Life 

 Ordinary 

Endowment 

 Anticipated 

Endowment 

2. Coverage  Death 

 TPD* 

 

 Death  

 TPD* 

 Death  

 TPD* 

(*either as part of the basic policy or being attached to these policies as a rider.) 

3. Duration 

of Cover 

For the term of the 

policy 

For the term of the policy 

(in this case, whole of 

life) 

For the term of the 

policy (but no cover in 

the case of Pure 

Endowment 

4. Premium 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Lowest Higher than Term but 

lower than Endowment 

Highest  

Payable during the 

policy term 

 Payable during the 

policy term; or 

 Payable for a limited 

number of years 

 Payable during the 

policy term or 

 Payable for a limited 

number of years 

Non-payment of 

premium results in 

lapsation of policy 

 

 Non-payment of 

premium results in 

lapsation of policy  

 Automatic Premium 

Loan (APL) is activated 

if premium is not paid 

after the policy has 

acquired cash value 

 Non-payment of 

premium results in 

lapsation of policy  

 Automatic Premium 

Loan (APL) is 

activated if premium 

is not paid after the 

policy has acquired 

cash value 

Premium is usually 

level throughout the 

policy term, except 

for Renewable and 

Increasing Term 

Insurance 

Premium is usually level 

throughout the premium 

payment term 

Premium is usually 

level throughout the 

policy term 

Both single and 

regular premiums are 

allowed 

Both single and regular 

premiums are allowed 

Both single and regular 

premiums are allowed 

5. Riders Only certain riders 

are allowed to be 

attached to the 

policy 

Most riders are allowed to 

be attached to the policy 

Most riders are 

allowed to be attached 

to the policy 

6. Cash Value Not available  Available 

 Builds up slowly 

 Available 

 Builds up quickly 

7. Non-

forfeiture 

Option 

Not available Available after policy 

acquires cash value 

Available after policy 

acquires cash value 
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NO. CRITERIA TERM INSURANCE WHOLE LIFE INSURANCE ENDOWMENT 

INSURANCE 

8. Policy Loan Not available Available after policy 

acquires cash value 

Available after policy 

acquires cash value 

9. Bonus Not available Available for with-profits 

policy only 

Available for with-

profits policy only 

10. 

 

Death 

Benefit 

Benefit paid in one 

lump sum 

Benefit paid in one lump 

sum 

Benefit paid in one 

lump sum 

11. TPD 

Benefit 

Sum assured paid in 

lump sum or in 

instalments 

Sum assured paid in lump 

sum or in instalments  

Sum assured paid in 

lump sum or in 

instalments  

12. Maturity 

Benefit (If 

life insured 

survives to 

the end of 

policy 

term) 

Not available Sometimes an amount 

equal to the death benefit 

is payable when the 

insured reaches a pre-

determined advanced age 

(e.g. 100 years old) 

Benefit paid in one 

lump sum 
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APPENDIX 4B 
 

Guideline No.: ID 01/17 

 

Issued Date: 31 March 2017 

 

Last revised on 29 June 2018 

 

GUIDELINES ON THE ONLINE DISTRIBUTION OF LIFE POLICIES WITH NO ADVICE 

 

Purpose of these Guidelines 

 

1 A direct life insurer may offer all types of life policies on the online direct channel 

with no advice provided. These Guidelines apply to all direct insurers licensed under 

section 8 of the Insurance Act (Cap. 142) (“the Act”) to carry on life business. 

 

2 These Guidelines set out the Authority’s expectations on the safeguards that direct 

life insurers should put in place for the online distribution of life policies without the 

provision of advice. 

 

3 These Guidelines should be read in conjunction with the provisions of the Act, as 

well as written directions, notices, codes and other guidelines that the Authority may 

issue from time to time. 

 

4  The Guidelines shall take effect on 31 March 2017. 

 

Definitions 

 

5  For the purposes of these Guidelines, unless the context otherwise requires:  

 

“advice” means a recommendation made with respect to any investment product, 

after taking into account a client’s investment objectives, financial situation and 

particular needs; 

 

“conditional acceptance”, in relation to a life policy, refers to any additional 

conditions or exclusions imposed by a direct life insurer in respect of the application 

for a life policy; 

 

"direct life insurer" means a direct insurer licensed under section 8 of the Act to 

carry on life business; 

 

“direct purchase insurance products” has the same meaning as in paragraph 4 of 

MAS Notice 321 on Direct Purchase Insurance Products; 

[Amended on 29 June 2018] 

 

“life policy” has the same meaning as in the First Schedule to the Act; 
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Guidelines on the Online Distribution of Life Policies with No Advice 

 

“online direct channel”, in relation to a life policy, means any web portal or 

application in the internet created, developed and maintained or operated by any 

direct life insurer, on which a client may purchase a life policy. 

 

6  The terms used in these Guidelines, except where expressly defined in these 

Guidelines or the context otherwise requires, have the same respective meanings in the 

Act and the subsidiary legislations made thereunder.  

 

Offer of equivalent Direct Purchase Insurance products (“DPIs”) 

 

7  Before a direct life insurer offers a specific life policy online, it should first determine 

if it offers an equivalent DPI. If an equivalent DPI is currently available, the direct life 

insurer should also make available that DPI on its online direct channel. To illustrate, a 

direct life insurer which intends to offer a whole life product on its online direct channel 

is expected to also make available its Whole Life DPI on its online direct channel. 

 

8 The Authority has not required all direct life insurers to offer DPIs online, recognising 

that not all direct life insurers have an online platform for the distribution of life policies. 

However, where a direct life insurer has an online platform to distribute life policies, it 

should also offer the equivalent DPI online to its clients. 

 

Provision of key information 

 

9 A direct life insurer should put in place the following safeguards at the point of a 

client’s application for the purchase of a life policy via the online direct channel: 

 

(a) Provision of product information: To assist a client in making an informed 

decision, the direct life insurer should provide the client with an online copy of, 

or access to, the following before the client completes the purchase of a life 

policy via the online direct channel: 

 

i. the documents set out in paragraph 3A of the MAS Notice 318 on Market 

Conduct Standards for Direct Life Insurers as a Product Provider (as may 

be amended from time to time), including the cover page, policy 

illustration product summary, bundled product disclosure document, and 

product highlights sheet in respect of that life policy (where a cover page, 

policy illustration, product summary, bundled product disclosure 

document, and product highlights sheet are available for that policy); and 

 

ii. full policy wordings of the relevant life policy; 

 

The direct life insurer should also obtain the client’s acknowledgement that 

he has completed the items set out in Annex A. 

[Amended on 29 June 2018] 

 

 



4. Traditional Life Insurance Products 

Copyright reserved by the Singapore College of Insurance Limited [Version 1.0] 71 

 

Guidelines on the Online Distribution of Life Policies with No Advice 

 

(b) Acknowledgement of conditional acceptance: The direct life insurer should 

highlight to a client any conditions, including special exclusions or additional 

premium loadings imposed by the direct life insurer as a result of underwriting 

the policy application. Where the client intends to purchase a life policy with a 

conditional acceptance, the direct life insurer should require the client to 

acknowledge that he has read and understood these conditions before 

purchasing the life policy. Examples of conditional acceptance include 

instances where the direct life insurer’s acceptance of a client’s policy is 

contingent upon exclusion of the client’s pre-existing medical condition or there 

is additional premium loading imposed by the direct life insurer due to the 

client’s pre-existing medical condition.  

 

(c) Incorporation of prominent statement(s): Before a client completes the 

purchase of a life policy via the online direct channel, the financial adviser 

should alert the client (such as via a pop-up prompt) that: 

 

i. a life policy is not a savings account or deposit; 

ii. the client may not get back the premiums paid (partially or in full) if the 

client terminates or surrenders the policy early; 

iii. some benefits of a life policy are not guaranteed (only if applicable); 

iv. there is a 14-day free-look period; 

v. the client can request the financial adviser to explain the product features; 

vi. the client may wish to separately seek advice on the suitability of the life 

policy; and 

vii. in the event that the client chooses not to seek advice on the suitability 

of the life policy, the client should consider if the life policy is suitable for 

his financial circumstances and needs. 

 

These statements should be worded in a simple and concise manner. 

 

Provision of tools and calculators and considerations of other types of life policies  

 

10  A direct life insurer should encourage its clients to go through the items set out in 

Annex B before buying a life policy via the online direct channel. This will enable the client 

to –  

(a) calculate the amount of life insurance coverage the client would need, so that 

the client may determine if the life policy meets his protection needs;  

 

(b) check if the premium payable for the life policy is affordable based on his 

income and expenditure; and  

 

(c) consider the different types of DPI and other types of life policies available, and 

whether the life policy is suitable for his financial circumstances and needs.  
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Guidelines on the Online Distribution of Life Policies with No Advice  

 

11  The safeguard in paragraph 10 may not be applicable for all types of life policies sold 

via the online direct channel. For example, a direct life insurer which offers monthly 

renewable group term life policies via the online direct channel is not expected to make 

available such tools and calculators to its clients as there is no long term financial 

commitment.  

 

Handling of queries, complaints and claims  

 

12  A direct life insurer should set up appropriate avenues to address general queries 

from its clients relating to the life policies offered on its online direct channel, including 

but not limited to telephone or email helplines.  

 

13 A direct life insurer should also provide information, such as contact details, 

information on the claims process and the process for filing complaints, on its online direct 

channel.  

 

Implementation of internal controls, policies and procedures  

 

14  It is an existing obligation for a direct life insurer to ensure that it has adequate 

policies, procedures and controls to mitigate money laundering and terrorism financing 

risks, as set out in the relevant Regulations, Notices and Guidelines issued by the 

Authority under the Monetary Authority of Singapore Act. A direct life insurer shall take 

steps to address any specific risks associated with non-face-to-face business relations 

with a client.  

 

15  It is also an existing obligation for a direct life insurer to implement internal policies 

and processes to address technological risks. A direct life insurer should  

 

(a) establish a sound and robust technology risk management framework;  

 

(b) strengthen system security, reliability, resiliency and recoverability; and 

 

(c) deploy strong authentication to protect customer data, transactions and 

systems.  

 

A direct life insurer should also put in place an appropriate business continuity plan to 

minimise system downtime or component failures to the online direct channel, and to 

ensure the functionality and continued operation of the online direct channel.  

 

16  A direct life insurer should, where relevant, consider and implement other safeguards 

to manage any other risks arising from the distribution of life policies on the online direct 

channel so as to protect the interest of its clients.  

 

Application of the Guidelines  

 

17  Direct life insurers should be able to demonstrate to the Authority that they are able 

to observe the Guidelines.  
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Guidelines on the Online Distribution of Life Policies with No Advice  

 

18  Where the Authority is not satisfied with a direct life insurer’s observance of the 

Guidelines, the Authority may require the direct life insurer to take additional measures to 

address the deficiencies noted. 
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Guidelines on the Online Distribution of Life Policies with No Advice 

 

Annex A 

 

I acknowledge that I have 

Part A 

(a) Read and understood the cover page, policy illustration and product summary, 

including any coverage exclusion 

 

(b) Completed and disclosed fully and truthfully all the information requested in the 

Proposal Form and any supplementary questionnaire(s) 

 

Part B – Only applicable if medical and moratorium or financial underwriting are 

conducted 

(c) Declared all pre-existing medical conditions in the Proposal Form 

 

(d) Reviewed all existing life policies that I own, or am in the process of applying for 

in the Proposal Form 

 

(e) Declared my current financial situation such as my income in the Proposal Form 

 

[Amended on 29 June 2018] 

 

 

 

Annex B 

 

You are encouraged to go through the following items before buying a life policy via the 

online direct channel: 

 

Have you… 

(a) Used the Insurance Estimator at the following link: 

https://www.cpf.gov.sg/eSvc/Web/Schemes/InsuranceEstimator/InsuranceEstimat

or to calculate the amount of life insurance coverage you would need? 

(b) Used the Budget Calculator at the following link: 

http://www.moneysense.gov.sg/financial-planning/financial-

calculators/budgetcalculator.aspx to check if the premium that you will pay is 

affordable based on your current income and expenditure? 

(c) Visited http://www.comparefirst.sg to compare the features and premiums of Direct 

Purchase Insurance (DPI) and other types of life policies? 

(d) Considered the different types of DPI and other types of life policies that are 

available, and whether the life policy that you intend to purchase is suitable for your 

financial circumstances and needs? 

Note: For item (b) above, please refer to the following link at: 

https://www.moneysense.gov.sg/financial-tools/budget-calculator 
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CHAPTER 5 

RIDERS (OR SUPPLEMENTARY BENEFITS) 

 

CHAPTER OUTLINE 

 

1. Riders (Or Supplementary Benefits) 

Appendix 5A – Common Diseases Covered Under Critical Illness Insurance Policies 

 

KEY LEARNING POINTS 

 

After reading this chapter, you should be able to: 

 know what riders are 

 describe the features of the various types of riders 
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1. RIDERS (OR SUPPLEMENTARY BENEFITS) 

 

1.1 Riders, also known as supplementary benefits, are special policy provisions that 

provide benefits which are not found in the basic policy contract, or that make 

adjustments to it. These special provisions are attached to (or “ride” on) a basic 

policy.  

 

1.2 Insurers often offer Insurance products that are combinations of a basic policy 

and one or more riders. They are sold as packages and usually the buyer does 

not have the option to omit any of the riders that are included. 

 

1.3 However, the policy owner does usually have the option to add one or more 

riders to a basic policy or one of these “packaged” products. The policy owner 

must specifically request for riders to be included, but their requests are subject 

to the insurer’s assessment and approval. If approved, the policy owner has to 

pay an additional premium, as the addition of a rider increases the risk of the 

insurer. Whether a rider is granted automatically or has to be purchased, will be 

reflected in the policy schedule. In addition, an endorsement detailing the terms 

and conditions of this rider will also be attached to the basic policy. 

 

1.4 Riders cannot be dropped by the insurer, as long as premiums are paid when 

due. However, if the policy lapses, the insurer may refuse to reinstate a rider at 

the same time that it reinstates the basic policy. On the other hand, the policy 

owner cannot purchase a rider without a basic policy (e.g. Whole Life 

Insurance). He can neither cancel the basic policy nor retain only the rider. Also 

the term of the rider cannot exceed that of the basic policy. 

 

1.5 Some of the common riders offered by insurers are: 

▪ Waiver of Premium Rider; 

▪ Total and Permanent Disability (TPD) Rider; 

▪ Critical Illness Rider; 

▪ Term Riders; 

▪ Payor Benefit Rider; 

▪ Guaranteed Insurability Option Rider; 

▪ Accidental Death Benefit Rider; 

▪ Accidental Death and Dismemberment / Disablement Rider; and 

▪ Hospital Cash (Income) Benefit Rider. 

 

1.6 We will now look at each of these riders in detail, and see how each of them 

can be used to enhance the coverage of a life insurance policy to meet the 

specific needs of a policy owner. 

A. Waiver Of Premium Rider 

 

1.7 The Waiver of Premium Rider is one of the most common riders attached to a 

life insurance policy. Basically, what this rider does or offers is to keep a policy 

in force in the event that the life insured is not able to pay the premiums, when 

he is totally and permanently disabled or is suffering from one of the critical 
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illnesses covered under his policy. In other words, it causes the premiums under 

a policy to be waived once any of the specified events happens.  

 

1.8 Generally, the Waiver of Premium Rider can be categorised into the following 

two main groups according to the covered events as specified in the policy:  

▪ Total and Permanent Disability (TPD); and 

▪ Critical Illnesses. 

A1. Waiver Of Premium Upon Total And Permanent Disability (TPD) 

 

1.9 Some insurers issue the Waiver of Premium Rider as an integral part of the 

policy, i.e. it is “folded in” their policies. 

 

1.10 In such a case, no additional premium is required, as it has already been costed 

into the gross premium for the basic policy. In other words, it is issued 

automatically to the policy owner who has been granted a life insurance policy.  

 

1.11 In some cases, the Waiver of Premium Rider is available as a rider which has to 

be purchased separately by the proposer (not applicable to single premium 

policies). 

 

1.12 With this rider, the insurer essentially agrees to waive the premium payments 

due on a policy if the life insured becomes disabled from accident or sickness, 

and is unable to continue paying the premiums. The premiums will be waived 

for as long as the life insured remains disabled. The insurer is in effect paying 

the premiums on behalf of the policy owner. This not only keeps the policy in 

force, but also continues to increase its cash value if the policy is one that 

generates cash values.  

 

1.13 This means that the amount payable to the policy owner or his beneficiary in 

the event of the happening of a covered event (e.g. death) will not be affected. 

 

1.14 The Waiver of Premium rider expires when the life insured reaches a specified 

age (usually the age of 60 or 65 years). Thus, if the life insured becomes totally 

and permanently disabled after the expiry age, future premiums will not be 

waived as this rider is no longer effective. It is important that you highlight this 

to your client. 

A1A. What Constitutes Total And Permanent Disability (TPD)? 

1.15 Another important point which the policy owner should be made aware of is 

what constitutes TPD under the terms of the Waiver of Premium Rider.  

 

1.16 One common definition of TPD is as follows: 

 

“Total and Permanent Disability” is disability such that there is, neither at 

the time disability commences, nor at any time thereafter, any work, 

occupation or profession that the life insured can ever be capable of doing 

or following to earn or obtain any wages, compensation or profit. 
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1.17 It also includes the total and irrecoverable: 

▪ loss of sight of both eyes; or 

▪ loss of sight of one eye and loss by severance or loss of use of one limb at 

or above the ankle or wrist; or 

▪ loss by severance of: 

− both hands at or above the wrist; or 

− both feet at or above the ankle; or 

− one hand at or above the wrist and one foot at or above the ankle. 

 

1.18 There is usually a waiting period of six months before the insurer waives the 

premiums payable. In other words, the policy owner will still need to pay the 

monthly premiums during the waiting period to keep the policy in force. The 

purpose of the waiting period is to make sure that the disability meets the TPD 

definition.  

 

1.19 Some insurers will refund the monthly premiums paid during the waiting period 

once the disability is confirmed. Others will only waive the premium at the 

policy anniversary immediately following the disablement. In view of the 

different practices, it is important that you find out the exact practice of the 

insurer that you are representing, and highlight it to your clients accordingly. 

Note that there is usually no refund of the premiums already paid. For example, 

if the policy owner has paid by annual premium, then the premium will be 

waived only on the following premium due date. 

A1B. Exclusions 

1.20 This is yet another important point which you need to highlight to your client. 

Most insurers impose exclusions (limitations) on their waiver of premium riders.  

 

1.21 This means that, even if the life insured meets the definition of disability, no 

claim will be paid under the Waiver of Premium Rider if, for example, the 

disability is due to: 

▪ intentionally self-inflicted injuries, while sane or insane; 

▪ bodily injuries sustained as a result of travel or flight in or on any type of 

aircraft, except as a fare-paying passenger on a regularly scheduled 

passenger flight of a commercial aircraft;  

▪ injury received in military, naval or air force service during time of war; or 

▪ injury received while committing a crime.  

 

1.22 If the life insured is disabled as a result of any of the above excluded causes 

(these are the more commonly excluded causes, they may not be the same for 

all insurers), the insurer will not waive any premiums that are due while he is 

disabled. In such cases, the policy owner will have to continue paying the 

premiums as and when they are due, or make use of the non-forfeiture options 

(only applicable to life policies which acquire cash value), so as to keep the 

policy in force. If they do not or are not able to pay the premiums and the policy 

lapses, the insurance coverage will be terminated and the insurer’s liability also 

ends.  
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A2. Waiver Of Premium Upon Diagnosis Of Critical Illness 

 

1.23 The purpose of this rider is also to keep a policy in force by having all the future 

premiums under the policy waived, in this case when the life insured is 

diagnosed to be suffering from any of the critical illnesses covered under the 

rider.  

 

1.24 Note that this rider should not be recommended if the underlying coverage, 

perhaps in the form of a basic policy and rider, provides 100% acceleration of 

the death benefit on Critical Illness. This is because in the event of a critical 

illness, the sum assured would be paid out and the policy would terminate, so 

there would be no premiums to waive. 

 

1.25 The critical illnesses covered by the rider, including their definitions and 

exclusions, are usually the same as those of other Critical Illness Riders that the 

insurer issues.  

 

1.26 The duration of this rider is dependent on: 

(i) the basic policy that it is attached to; and 

(ii) the type of Critical Illness Rider that the policy owner has opted for. 

 

1.27 For example, if this rider is attached to an Endowment Insurance policy, it will 

follow the term of this policy. On the other hand, if it is attached to a Whole 

Life Insurance policy, it is usually for life (or the premium-paying term of the 

policy if it is a limited premium policy).  

 

1.28 Contracting a critical illness can result in a severe financial drain to the 

individual and his family. Thus, your client may not be able to continue to 

service his policy.  

B. Total And Permanent Disability (TPD) Rider 

 

1.29 Like the Waiver of Premium Rider, the TPD Rider is also usually available as an 

integral part of a life insurance policy. In fact, most insurers issue it together 

with the Waiver of Premium Rider in one endorsement.  

 

1.30 The waiting period and definition of disability are the same for both riders. In 

the event of a total and permanent disablement, the disability benefit is paid as 

a lump sum or in instalments spread over a number of years.  

 

1.31 Example 5.1 shows one of the ways whereby the disability benefit is paid, i.e. 

the disability benefit is expressed as a percentage of the sum assured. 
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Example 5.1: Payment Of TPD Benefit 

 Percentage Of TPD Benefit Payable 

1st annual payment 

2nd annual payment 

3rd annual payment 

4th annual payment 

5th annual payment 

10% of the sum assured 

10% of the sum assured 

10% of the sum assured 

10% of the sum assured 

60% of the sum assured 

 

1.32 The moment that the first annual instalment payment starts, all riders under the 

policy, with the exception of the Extended Total and Permanent Disability 

(ETPD) Rider (described below), will be terminated.  

 

1.33 If the policy does not have an ETPD Rider, the policy will terminate immediately 

on the last annual payment, or when the insured reaches a specified age (TPD 

rider expires at the age of 60 years for most policies), whichever is the earlier.  

 

1.34 Most insurers place a limit (usually S$2,000,000) on the aggregate amount of 

TPD benefit that they will pay on all the policies that an insured has with the 

insurer. They will also not pay the TPD benefit if the disability is caused by 

intentional self-inflicted bodily injuries.    

C. Critical Illness Rider 

 

1.35 A Critical Illness (also known as Dread Disease) Rider provides for a lump sum 

to be paid in the event that the life insured is diagnosed to be suffering from 

one of the covered critical illnesses. It can be attached to Whole Life, 

Endowment, Term and Investment-linked Life Insurance policies. There are 

basically two types of Critical Illness Riders.  

 

1.36 They either provide an: 

▪ Acceleration Benefit; or 

▪ Additional Benefit. 

 

1.37 Let us look at how each of them works. 

C1. Acceleration Benefit Critical Illness Rider 

 

1.38 The first type is often known as the accelerator or enhancer rider. As the name 

implies, this rider provides for the pre-payment of a portion (e.g. 50%) or the 

full sum assured (i.e. 100%) of the basic policy to which it is attached. For 

example, a person buys a S$200,000 Whole Life Insurance policy attached with 

a 50% acceleration benefit Critical Illness Rider to it. In the event that he is 

diagnosed to be suffering from one of the critical illnesses covered under his 

policy, the insurer will pay him S$100,000 (i.e. 50% x S$200,000) plus 50% 

of the bonuses (if any). The Critical Illness Rider will then be terminated. The 

balance of the sum assured plus bonuses (if any) will be paid when he dies or 

suffers TPD. On the other hand, if he dies or suffers TPD without contracting 

any critical illness as defined, the full S$200,000 plus bonuses (if any) will be 
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paid to his beneficiaries or him in a lump sum or instalments respectively. Figure 

5.1 illustrates how this rider works. 

 

Figure 5.1: How Does A S$200,000 Whole Life Insurance Policy With 50% 

Acceleration Benefit Critical Illness Rider Attached To It Work? 

 

 

 

 

 

 

 

 

 

                          

 

 

 

 

 

 

 

 

 

 

1.39 As you can see from Figure 5.1, a person can make a critical illness claim only 

once, as this rider will be terminated once a valid claim is made. 

 

1.40 Thus, if the person in the above example has chosen a 100% Acceleration 

Benefit instead, then the full sum assured (plus bonuses, if any) will be paid, 

and the whole policy will be terminated.  

 

1.41 This type of Critical Illness Rider usually covers a person up to the age of 100 

years. This makes it an ideal rider to be attached to a Whole Life Insurance 

policy, as the life insured can have the coverage even in his old age when the 

need for such a cover is greatest.  

 

1.42 Note that this type of rider can be bundled or packaged (instead of attaching as a 

rider) with the Whole Life, Endowment, Term and Investment-linked Insurance 

policies to provide cover for death, TPD and critical illnesses. The sum assured 

(plus bonuses, if any) will be paid depending on whichever event occurs first and 

the percentage of acceleration benefit chosen. The way that it works is the same 

as that explained in Figure 5.1. 

C2. Additional Benefit Critical Illness Rider 

 

1.43 Under this second type of Critical Illness Rider, the payment of the rider sum 

assured is in addition to that of the basic plan to which it is attached.  

 

*TPD is payable in one 

lump sum or by 

instalments 

 

 

 

Payment Of  

S$200,000 

 

Payment Of 

S$100,000 

Payment Of 

S$100,000  

S$200,000 Whole 

Life Insurance 

Policy with 50% 

Acceleration Benefit 

Critical Illness rider 

 

 

 

Critical Illness 

Death/TPD* 

Death / TPD* 

Death/TPD* 
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1.44 The rider sum assured is usually limited to a certain multiple of the basic sum 

assured of the main policy (e.g. five times the basic sum assured). When the 

life insured is diagnosed to be suffering from one of the covered critical 

illnesses, only the sum assured of this rider will be paid. The sum assured of the 

basic policy remains intact and will be paid out only when an insured event 

(such as death) occurs. So buying this rider is like having a separate policy 

covering critical illness only (with no death cover). 

 

1.45 For example, if a person purchases a S$100,000 Whole Life Insurance policy 

with a S$200,000 Additional Benefit Critical Illness Rider, the insurer will pay 

him S$200,000 when he contracts one of the covered Critical Illnesses. The 

Whole Life Insurance sum assured of S$100,000 will be paid only upon his 

death or TPD. Figure 5.2 illustrates how this type of Critical Illness Rider works. 

 

Figure 5.2: How Does A S$100,000 Whole Life Insurance Policy With A 

S$200,000 Additional Benefit Critical Illness Rider Work? 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

1.46 Note from Figure 5.2, the benefit payment of the Critical Illness Rider does not 

affect that of the basic sum assured. This means that if the life insured 

contracts any one of the covered critical illnesses and then dies, the total 

amount that the insurer will pay under this policy will be S$300,000. However, 

if he has not contracted any of the covered critical illnesses, then the amount 

which the insurer needs to pay is only S$100,000. 

 

1.47 The term of this type of Critical Illness Rider can be shorter, but not longer than 

that of the basic policy. Usually, this rider expires when the life insured reaches 

a specified age (usually the age of 65 years). 

 

1.48 Table 5.1 gives a summary of the differences between the Acceleration and 

Additional Benefit types of Critical Illness Riders. 

 

  

Death / TPD* 

Whole Life  

Insurance Policy 

=S$100,000 

Critical Illness 

Rider = S$200,000 

Payment 

Of 

S$100,000 

Payment Of 

S$200,000 

Death / TPD* 
Critical Illness 

*TPD is payable 

in one lump sum 

or by instalments 

Payment Of 

S$100,000 
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Table 5.1: Summary Of Differences Between Acceleration And Additional 

Benefit Types Of Critical Illness Riders 

(In this table, “policy” refers to the basic underlying policy together with the rider). 

Acceleration Benefit  Additional Benefit 

Payment under the policy on diagnosis 

of a covered critical illness affects the 

basic sum assured. 

Payment under the policy on diagnosis 

of a covered critical illness does not 

affect the basic sum assured. 

May cause the policy to be terminated 

upon the payment of a covered critical 

illness claim, if it is a 100% 

acceleration benefit Critical Illness 

Rider. 

Will not cause the policy to be 

terminated upon the payment of a 

covered critical illness claim. 

The maximum amount payable under 

the policy is equal to the basic sum 

assured plus bonuses (if any). 

  

The maximum amount payable under 

the policy is equal to the basic sum 

assured plus bonuses (if any) plus the 

rider sum assured.  

Critical Illness Rider sum assured must 

not exceed that of the basic sum 

assured. 

Critical Illness Rider sum assured can be 

up to a certain number of times of the 

basic sum assured, subject to the 

insurer’s guidelines. 

Critical Illness Rider term usually 

follows the basic plan and coverage 

can be for life. 

Critical Illness Rider term must not 

exceed that of the basic plan and 

usually expires when the life insured 

reaches a specified age. 

 

1.49 Having seen how the two types of Critical Illness Rider work, we will now take 

a look at their overall features. 

C3. Features Of Critical Illness Riders (Acceleration And Additional Benefits) 

 

1.50 Although there are two types of Critical Illness Riders (Acceleration and 

Additional Benefits), they both share the following common features as listed in 

Table 5.2. 

 

Table 5.2: Common Features Of Critical Illness Riders 

1 Lump sum 

payout 

Pay a lump sum amount upon diagnosis of an insured’s 

critical illness covered under the policy. 

2 One critical 

illness claim 

only 

Only one covered critical illness claim can be made on a 

policy. Even in the unlikely event that two or more critical 

illnesses are diagnosed at the same time, the rider sum 

assured is paid out only once. (There are now policies which 

allow claims for more than one covered critical illnesses). 

3 Waiting period Have a specific waiting period, for example, 90 days. 

4 Cap on sum 

assured 

Some insurers may impose a limitation on the total amount, 

for example, S$300,000 that the life insured can buy, to 

minimise the risk of moral hazard. 

5 Level premium Premium is level and is either guaranteed for the whole policy 

period or subject to change by the insurer. 
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6 Flexibility  No restriction on how the critical illness benefit paid is to be 

used. Can be attached to an ILP policy or traditional policy. 

7 No cash value Do not acquire any cash value. 

8 Termination Are automatically terminated once the basic policy 

terminates. The cover may expire at a maximum age (e.g. age 

of 65 years) before the basic policy terminates. 

9 24-hour, 

worldwide 

coverage 

Provide 24 hours a day, worldwide coverage, unless 

otherwise endorsed or amended in the policy. 

C4. Exclusions 

 

1.51 Critical Illnesses arising from the following are typically excluded from the 

coverage: 

(a) pre-existing illnesses; 

(b) self-inflicted injury or illness, while sane or insane; 

(c) wilful misuse of drugs and / or alcohol; 

(d) congenital or inherited disorder; 

(e) Acquired Immune Deficiency Syndrome (AIDS) or AIDS-Related Complex 

(ARC), or infection by any Human Immunodeficiency Virus (HIV); 

(f) bodily injury sustained as a result of travel in or on any type of aircraft, 

except as a fare-paying passenger, or as a crew member of an international 

airline operating on a regularly scheduled passenger flight of a licensed 

commercial aircraft; and 

(g) war or warlike operation, civil war or civil commotion. 

 

1.52 If the life insured suffers from one of the covered critical illnesses as a result of 

any of the above excluded causes, the insurer is not required to pay the claim. 

Note that the exclusions vary from insurer to insurer. Hence, you should find 

out the exclusions imposed by your insurer and highlight them to your clients 

accordingly. 

C5. Eligibility Criteria For Benefit Payment Of Critical Illness Rider 

 

1.53 Before the policy owner can be eligible to claim the benefit amount, certain 

eligibility criteria (as specified) must be met. You should find out from your 

insurer what they are. 

 

1.54 The common eligibility criteria are as follows: 

C5A. Critical Illness Must Be One That Is Covered 

1.55 The critical illness suffered must be one of the diseases covered in the rider, 

and it must be the first incidence of it for the insured. In other words, if the 

critical illness is a pre-existing illness or is excluded from the rider, it will not be 

covered. 
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1.56 Although the types of disease covered by critical illness policies may vary from 

one insurer to another, some major illnesses and types of surgery are covered 

by almost all policies. These include major cancers, heart attack of specified 

severity, coronary artery bypass surgery, stroke with permanent neurological 

deficit, and end stage kidney failure. Benefits are paid only if the disease or 

surgery exactly meets the definition in the policy. Definitions of diseases are 

fixed across all insurers in Singapore. For details on the standardised definitions, 

do refer to LIA Website. Appendix 5A shows the industry list of the 37 Critical 

Illnesses extracted from the LIA Website at: www.lia.org.sg.  

 

1.57 Before 1 August 2014, CI Insurance policies or riders could cover only a 

maximum of 30 out of the 37 severe critical illnesses in accordance with a list 

of standardised common definitions of critical illnesses as specified jointly by 

the Life Insurance Association of Singapore (LIA) and the General Insurance 

Association of Singapore (GIA). This is for insurers in Singapore to select the 

types of critical illnesses, which they wish to insure and sell their CI Insurance 

policies, and these can vary from insurer to insurer. 

 

1.58 From 1 August 2014, critical illness benefits offered under new Individual or 

Group Insurance policies may be updated and introduced with the following two 

changes: 

 

(a) Revised standardised definitions of 37 severe critical illnesses for insurers 

to adopt to provide consistency for policyholders.  

 

(b) Flexibility for more medical conditions to be covered - Insurers not only can 

offer CI Insurance policies covering beyond 37 (30 previously) critical 

illnesses, but can also offer single-illness CI plans. For each insured medical 

condition, subject to the adoption of the common definitions, there will be 

no restrictions on how many stages and what the stages of illness 

progression to be covered by the insurers. Definitions for additional critical 

illnesses not covered by the 37 standardised definitions will be set by the 

individual insurers. 

 

1.59 In recent years, the insurance market has seen a number of innovations in the 

CI Insurance covers. These include Severity-based critical illness (also known as 

Early Pay CI) and Multiple Pay CI Insurance policies. 

 

1.60 As a continuous effort to provide clarity on critical illness definitions, insurers 

will make another change to the definitions of critical illness from 26 August 

2020. This review seeks to address ambiguities that have arisen due to medical 

advancements and health trends in the past years. 

 

1.61 On and after 26 August 2020, CI products using Version 2014 definitions may 

no longer be sold in Singapore. Policyholders with existing critical illness policies 

are not impacted by the new definitions. 
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C5B. Meets Definition 

1.62 The definitions of the various critical illnesses as specified in the rider form an 

extremely important part of the rider, as they will determine whether a claim is 

payable. It is important that you take some time to explain to your client, and 

ensure that your client understands that the benefits will be paid only if the 

disease qualifies under the definition as specified in the policy. 

 

1.63 Let us look at one of the definitions, namely Severe Bacterial Meningitis (based 

on LIA CI Framework 2019), to show you how you should explain the 

definitions of the various critical illnesses to your client: 

 

“Bacterial Meningitis – Bacterial infection resulting in severe inflammation 

of the membranes of the brain or spinal cord resulting in significant, 

irreversible and permanent neurological deficit. The neurological deficit 

must persist for at least six weeks. This diagnosis must be confirmed by: 

 the presence of bacterial infection in cerebrospinal fluid by lumbar 

puncture; and  

 a consultant neurologist. 

 

Bacterial Meningitis in the presence of HIV infection is excluded.” 

 

1.64 Using the above definition as an example, you need to explain to your client the 

key terms which are underlined. Explain to your client that for a claim of 

Bacterial Meningitis to be paid, it must fully satisfy the following conditions: 

▪ there must be severe inflammation of the membranes of the brain or spinal 

cord; 

▪ the damage to the membranes must be of a permanent nature and affect 

the functioning of the central nervous system; 

▪ the dysfunction of the central nervous system must last for at least six 

weeks; 

▪ a lumbar puncture test has been done to confirm the presence of bacterial 

infection; and 

▪ the diagnosis must be made by a qualified attending doctor, i.e. a 

consultant neurologist.” 

 

1.65 Next, wrap up by telling your client that, if the cause of Bacterial Meningitis is 

due to HIV infection, nothing will be payable under the policy. 

 

1.66 As can be seen from the definition above, it does not mean that, so long as a 

person is diagnosed to be suffering from Bacteria Meningitis, he can make a 

critical illness claim under his policy. The reason for these technical definitions 

is to ensure that claims are paid, when they are most needed, and not for 

relatively minor illnesses. 

 

1.67 As the definitions can be very technical, you may have difficulties explaining 

them to your client. In such a case, it is advisable that you approach your 

underwriter or claims manager and request that your insurer provides adequate 

training to you in this area. 
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C5C. Diagnosis Meets The Conditions As Specified By The Insurer 

1.68 The diagnosis of the critical illness must be made by registered medical 

practitioners. It excludes physicians who are the insured himself or his spouse 

and other lineal1 relatives of his.  

 

1.69 The diagnosis must be supported by medical evidence, such as radiological, 

clinical, histological or laboratory evidence acceptable to the insurer. In addition, 

some insurers require that the diagnosis must be supported by the insurers’ 

medical director who may base his opinion on the medical evidence submitted 

by the claimant and / or any additional evidence requested by him. 

 

1.70 In the event of any dispute over the appropriateness or correctness of the 

diagnosis, the insurer has the right to call for a medical examination of the life 

insured, or the evidence used in arriving at such a diagnosis by an independent 

acknowledged expert in the field of medicine concerned, as selected by the 

insurer. The insurer will bear the cost of this. The opinion of this expert will be 

binding on both the insurer and the policy owner / life insured. 

C5D. Meets The Waiting Period Requirement 

1.71 The critical illness must be diagnosed after the waiting period. The majority of 

insurers in Singapore impose a waiting period on their Critical Illness Rider, 

which is usually 90 days from the date of issue or date of any reinstatement of 

the rider.  

 

1.72 For example, if a Critical Illness Rider was issued on 1 June 2011, the insured 

could make a claim under his policy only if he was diagnosed to be suffering 

from one of the covered critical illnesses on or after 1 September 2011. 

 

1.73 The waiting period is imposed to prevent the intending insured from buying the 

rider only when he suspects that there is something wrong with his health - a 

practice known as anti-selection.  

 

1.74 If the life insured is found to be suffering from any of the critical illnesses 

before or during the waiting period, the insurer will usually void the policy and 

refund the premiums paid, without any interest. 

C5E. Meets The Survival Period Requirement 

1.75 The life insured must survive the survival period before the benefit of the 

Critical Illness Rider becomes payable. The survival period is the period of time 

(usually 30 days) starting from the date of occurrence of a covered critical 

illness. Note that this survival period is applicable only to the Additional Benefit 

type of Critical Illness Rider. 

 

1.76 The basic policy including the Critical Illness Rider must be in force. 

 

1.77 The insured has not reached the expiry age of the critical illness cover. 

 

 

 
1 Lineal relative refers to people who are descendants from the same ancestor. 
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1.78 In a nutshell, 

The benefit under a Critical Illness Rider is payable ONLY if the: 

 Critical Illness which the life insured is suffering from is one that is covered 

under the rider; 

 Critical Illness contracted meets the definition of that particular Critical Illness as 

specified in the policy; 

 Critical Illness is not excluded under the exclusion clauses; 

 Critical Illness happens after the waiting period; 

 The life insured survives the survivor period if it is imposed by the rider; 

 Basic policy including the Critical Illness Rider is in force; 

 The life insured has not reached the expiry age of the critical illness cover. 

 

C6. Severity-based Critical Illness (CI) Insurance Plan 

 

1.79 Medical and technological advancement have now made it possible to detect 

critical illnesses during the early stages. Some insurers have introduced another 

form of CI Insurance that is severity-based. This type of severity-based CI 

Insurance plan pays claims during early stages and less severe critical illnesses. 

It appeals to those who are concerned about financial support for early 

treatment of the critical illness. Benefit is claimable at various stages of the 

illness, from early to intermediate to advanced and terminal. Depending on the 

stages and severity of the critical illness, the plan gives a percentage of the sum 

assured as a lump sum payment to the policy owner. The progressive lump sum 

payment, subject to a monetary cap of each severity level, pays up to the total 

sum assured.  

 

1.80 It can be purchased as a term plan or attached as a rider to an existing Life 

Insurance policy, to enhance and complement the life insured’s CI Insurance 

coverage. The plan is offered to cover any individual person from the age of one 

to 75 years. The premium is higher than that of the normal CI Insurance plan. 

C7. Multiple Pay Critical Illness (CI) Insurance Plan 

 

1.81 This type of CI Insurance plan allows for more than one critical illness claim on the 

policy. A second or even third claim is allowed if the medical condition 

deteriorates or if a different medical condition occurs. The waiting period for the 

second and subsequent claims is usually waived. For example, it allows the 

policyholder to make multiple claims over the life of the policy, with total payouts 

of up to 200% of the insured amount. This means that is the sum assured is 

S$100,000, the plan can pay up to S$200,000. The payout depends on the 

severity level (early, major, or catastrophic as specified) of the critical illness. For 

instance, up to 25% of the sum assured is claimable upon diagnosis of an early 

stage critical illness. 
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D. Term Rider 

 

1.82 A Term Rider is a term plan attached to a permanent policy. It cannot be 

attached to a Term Insurance policy (since the buyer could simply increase the 

sum assured under the Term Insurance policy). The amount of the Term Rider 

coverage is usually expressed as a ratio of the sum assured of the basic plan 

e.g. 3 to 1 or 5 to 1, depending on the practice of the insurer. At a 3-1 ratio, a 

S$100,000 sum assured Whole Life Insurance policy can have a Term Rider up 

to a maximum of S$300,000 sum assured.  

 

Types Of Term Riders 

1.83 There are three types of Term Riders, namely Level Term Rider, Family Income 

Benefit Rider and Decreasing Term Rider, as described below. 

D1. Level Term Rider 

 

1.84 A Level Term rider is usually used to increase the coverage under a basic policy. 

It is commonly used when additional life insurance is needed for a certain period 

of time, such as while the children are growing up. In such a case, the term of 

this rider should be arranged such that it would end at a time when the 

youngest child would have graduated from university or turns 21 years old. This 

rider is usually available in various terms from 5 to 30 years.  

 

1.85 A person is allowed to select any term, as long as his age and the term of the 

policy do not exceed the expiry age of this rider (usually the age of 70 years).  

 

1.86 The cost of a level term rider is generally less than a separate Term Insurance 

policy for the same amount. If your client’s need is a temporary one, such as 

providing dependants’ support, you should recommend that he attaches this 

rider to a permanent policy to provide the dependant support in the event of his 

early demise. By doing so, it could enable him to save on the premiums that he 

would otherwise have to pay.  

D2. Family Income Benefit Rider 

 

1.87 This rider is usually attached to a juvenile policy to provide a monthly, quarterly 

or annual income to a child till the end of the term of this rider in the event of 

the breadwinner’s premature death.  

 

1.88 It is considered a decreasing Term Rider, as the earlier the payor (the parent) 

dies, the longer the period that the child will receive the income and, hence, the 

larger the accumulated total amount that the child will receive. Figure 5.3 

illustrates how this rider works. 
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Figure 5.3: Income Payment Under A 16-Year Family Income Benefit Rider 

Which Pays An Income Of S$1,000 Per Month 
 

 

                       Mr Deng dies.                       Mr Eng dies. 

         

        Yr 0    Yr 2     Yr 4     Yr 6     Yr 8    Yr 10   Yr 12    Yr 14    Yr 16 

           

                         

Mr Deng 

Assuming that he dies at the beginning of the 5th year, his beneficiary will 

start to receive the monthly income from the 5th year onwards, until the 

policy expires at the end of the 16th year. The total amount that the 

beneficiary will receive from the policy is S$144,000 (S$1,000 x 12 months 

x 12 years). 

 

Mr Eng 

Assuming that he dies at the beginning of the 13th year, his beneficiary will 

start to receive the monthly income from the 13th year onwards, until the 

policy expires at the end of the 16th year. The total amount that the 

beneficiary will receive from the policy is only S$48,000 (S$1,000 x 12 

months x 4 years). 

 

1.89 Note from the above examples that the longer a person lives, the lesser the 

benefit that his beneficiary will receive.  

 

1.90 As with the other riders, the term of this rider is not allowed to be longer than 

that of the basic policy, and the amount of benefit is usually dependent on the 

basic sum assured.   

D3. Decreasing Term Rider 

 

1.91 A decreasing Term Rider is the same as the level Term Rider, except that the 

sum assured for this rider decreases yearly.  

 

1.92 It is normally issued in periods of 10, 15 and 20 years, etc. As the sum assured 

decreases yearly, the amount of cover in the last few years of the rider term is 

usually very small.  

 

1.93 As the premium is level throughout the term of the policy, the policy owner 

may feel that it is not worthwhile to pay the premium for such a small amount 

of coverage and may decide to drop this rider.  

 

1.94 To avoid such a situation, most insurers will arrange for the policy owner to pay 

the premium for less than the full duration of the rider, yet the coverage will still 

continue to the full term of the rider. For example, some insurers do not require 

the policy owner to pay the premiums in the last four years prior to the expiry 

of this rider. 

Policy Term 
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1.95 Like the Decreasing Term Insurance, a decreasing Term Rider can be used by a 

policy owner to protect the mortgage on his home. In fact, this is the most 

common reason for anyone to attach this rider to his policy, as the premium is 

cheaper than the stand-alone Decreasing Term Insurance policy. 

E. Payor Benefit Rider 

 

1.96 This rider provides that, if the person (usually the parent) who is paying the 

premiums on the juvenile policy dies, or becomes disabled before the child (life 

insured) has reached a specified age (usually either 21 or 25 years old), the 

insurer will waive all future premiums until the child reaches the specified age. 

1.97 Some insurers also incorporate critical illness cover into this rider. Thus, if a 

policy owner has opted to attach this type of Payor Benefit Rider to his child’s 

policy, the premiums under the policy will be waived not only on the death or 

total and permanent disablement of the payor, but also upon being diagnosed as 

suffering from any of the critical illnesses covered under this rider. The types of 

critical illnesses covered will be the same as those under the stand-alone Critical 

Illness Insurance policy issued by the insurer. 

F. Guaranteed Insurability Option Rider 

 

1.98 The Guaranteed Insurability Option Rider is not an insurance cover, but a right 

to purchase additional amounts of insurance at specified intervals or when 

certain events occur over an extended period of time, without evidence of 

insurability.  

 

1.99 On each of the option dates, the policy owner may purchase additional 

insurance on the life insured, without evidence of insurability, subject to the 

terms and conditions of the Guaranteed Insurability Option Rider.   

 

1.100 Usually, the option dates are fixed on the policy anniversary dates at specified 

times, such as at the ages of 30, 35 and 40 years, or at every third policy 

anniversary date. Some riders have option dates based on events such as 

marriage or birth of a child. The maximum additional insurance coverage 

permitted is normally equal to the original sum assured. The premium charged 

will be based on the life insured’s age at the time that the option is exercised.  

 

1.101 It is not compulsory for the policy owner to purchase additional insurance 

covers on any of the option dates. If he fails to exercise the option on any one 

option date, that option will lapse, but this will not have any effect on his right 

to exercise the option on the next option date.  

 

1.102 If a Guaranteed Insurability Option Rider is added to a juvenile policy, the policy 

owner can exercise the option on the same date as with a policy purchased for 

an adult. 

 

1.103 This Guaranteed Insurability Option Rider is very useful especially for a juvenile 

policy, as a child has a long life span ahead of him, and things may change 
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anytime (e.g. deterioration in health) which may result in him becoming 

uninsurable. This rider guarantees that he will be able to obtain some form of 

permanent coverage, no matter what happens. As the premium for this rider is 

also very low, you should, therefore, advise your clients who are buying policies 

for their children to also include this rider in their policies.  

G. Accidental Death Benefit Rider 

 

1.104 Accidental Death Benefit (ADB) Rider provides for the payment of an amount in 

addition to the basic sum assured should the life insured die as a result of an 

accident.  

 

1.105 The amount paid under an accidental death benefit rider is usually the same as 

the basic sum assured, and is therefore, often referred to as double indemnity. 

However, it can be three or more times the basic sum assured. Whatever the 

amount is, this additional amount is paid only when the life insured dies from an 

accident. 

 

1.106 To be eligible for payment under this rider, death must occur before the expiry 

of this rider (usually the age of 60 years) and must meet the insurer’s definition 

of an   

accidental death. Typically, the insurer requires that the: 

▪ “Accident” must be an event caused by external, violent and visible means; 

and  

▪ “Accidental injury” must be a bodily injury caused directly and 

independently of any other cause(s) by accident, of which there is evidence 

of visible contusion or wound on the exterior of the body. 

 

1.107 There are a number of exclusions under this rider. The common ones are: 

(a) self-inflicted injury; 

(b) commission of a crime; and 

(c) injury sustained while travelling in or on any type of aircraft other than as a 

crew member or fare-paying passenger on a regularly scheduled passenger 

flight of an international commercial airline.  

 

1.108 The premium for this rider is affordable. Thus, it is an attractive rider to add on 

to a client’s basic policy, so as to increase his coverage.  

 

1.109 Note that, besides life insurers, general insurers also offer this type of coverage, 

which is usually issued on a stand-alone basis. This type of policy is called 

Personal Accident Insurance policy. Besides the accidental death benefit, some 

insurers may also include other covers, such as accidental dismemberment / 

disablement, hospital cash (income), medical expenses, and even overseas 

emergency assistance and repatriation service expenses. 
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H. Accidental Death And Dismemberment / Disablement Rider 

 

1.110 This is basically an Accidental Death Benefit Rider with the added protection 

against physical loss by amputation or severance (dismemberment) or functional 

permanent loss (disablement) of limbs (including fingers and toes), speech, 

hearing, and the sight of eyes, etc. The insured event and the corresponding 

sum assured payable (usually expressed as a percentage of the sum assured of 

this rider) will be listed out in the endorsement. 

 

1.111 Strictly speaking, this is not life insurance, but some life insurers issue this 

rider, which is especially suitable for blue-collar workers.  

I. Hospital Cash (Income) Benefit Rider 

 

1.112 This rider provides a fixed daily benefit (e.g. S$150 per day) based on the 

period of hospital confinement, without regard to the actual incurred hospital 

charges.  

 

1.113 Usually, the amount of benefit allowed is dependent on the basic sum assured. 

Most of these riders cover hospitalisation as a result of both sickness and 

accident.  

 

1.114 There is usually a limit on the amount payable per hospitalisation (e.g. up to 90 

days). In addition, there is a limit on the maximum amount that the insured may 

claim under this rider, such as not exceeding 730 times the daily hospital 

confinement benefit. Once the total claims reach the maximum limit, this rider 

will be automatically terminated.  

 

1.115 There may be a waiting period (e.g. 30 or 45 days) from the issue date or date 

of reinstatement of this rider before the insured is eligible to make a claim. In 

addition, this rider will not pay if the hospitalisation is due to: 

▪ pre-existing illness or injury; 

▪ self-inflicted injury or attempted suicide, while sane or insane; and 

▪ pregnancy, miscarriage, abortion, childbirth and their complications.  

 

1.116 These are just some of the common exclusions which vary from insurer to 

insurer. This rider terminates when the insured reaches a specified age (usually 

the age of 60 years). 

 

1.117 As most Medical Expense Insurance policies require the insured to bear a certain 

percentage of the medical fees incurred, it will be good for your client to have 

the Hospital Cash (Income) Benefit Rider. This is because this rider pays from 

the first dollar onwards. Hence, it can be used to cover the amount that your 

client needs to bear under his own Medical Expense Insurance policy.   

J. Conclusion 

 

1.118 As you have seen, riders enable one to increase the coverage or prevent a 

policy from lapsing, usually at a low cost. For example, the Family Income 
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Benefit Rider and the Payor Benefit Rider are suitable to be attached to juvenile 

policies. The former will enable a child to have a regular income until he is 

independent if anything happens to his parents.  

 

1.119 The Payor Benefit Rider, on the other hand, makes it possible to guarantee that 

a juvenile policy will accomplish what the policy owner wants it to, whether or 

not he is able to continue making the premium payments.  

 

1.120 Riders also offer the policy owner the flexibility of increasing or reducing the 

coverage under his policy, as they can be added at any time to meet his needs, 

provided of course he meets the eligibility requirements. They can also be 

removed if the need no longer exists. (Note that this may not be possible if the 

policy being purchased automatically includes the rider.) 

 

1.121 However, you must point out to your clients that all riders do not have any cash 

value and also they will automatically be terminated once the basic policy is 

converted into a paid-up or extended Term Insurance policy.  

 

1.122 You must also highlight the limitations and exclusions under the various riders 

to your clients.  Table 5.3 shows a summary of the above common riders 

offered by insurers and their key features. 

 

Table 5.3: Common Riders And Their Key Features 

Type Of Rider Key Features 

Waiver of 

Premium Rider 

 Premiums are waived when the life insured is disabled or 

suffers from critical illness.  

 The covered events can be classified into two main groups: 

- Total and Permanent Disability (TPD); and 

- Critical Illnesses 

Total and 

Permanent 

Disability (TPD) 

Rider 

 Benefit is paid out either in lump sum or in instalments in the 

event of TPD. 

 Usually an integral part of a life insurance policy 

Critical Illness 

Rider 

 Benefit is paid out in a lump sum in the event the life insured is 

diagnosed with a critical illness covered under the policy. 

 Can be attached to Whole Life, Endowment, Term and 

Investment-Linked Policies. 

 Two types of Critical Illness Riders: 

- Acceleration Benefit; or 

- Additional Benefit 

 For benefit payment, critical illness needs to fulfil the eligibility 

criteria, and cannot fall under the list of exclusions as set out 

by the insurer. 

Term Rider  Provides insurance coverage over a specified term. 

 Can only be attached to a permanent policy. 

 There are three types of term riders: 

- Level Term Rider; 

- Family Income Benefit Rider; and 
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Type Of Rider Key Features 

- Decreasing Term Rider. 

Payor Benefit 

Rider 

 Applicable to third-party policies on a juvenile. 

 If the payor of the policy dies, the premiums for the juvenile 

policy are waived until the juvenile reaches a specified age. 

Guaranteed 

Insurability 

Option Rider 

 Gives the policy owner the right to purchase additional 

amounts of insurance at specified intervals or on the 

occurrence of certain events, without evidence of insurability. 

 This rider guarantees the policy owner some form of 

permanent coverage, even if his situation changes and he 

becomes uninsurable. 

Accidental 

Death Benefit 

Rider 

 Provides for the payment of an amount in addition to the basic 

sum assured, should the insured die as a result of an accident. 

 To be eligible for the benefit, the insurer’s definition of 

accidental death must be met. 

Accidental 

Death and 

Dismemberment 

/ Disablement 

Rider 

 This rider is the same as the Accidental Death Benefit Rider, 

with added protection against dismemberment or disablement. 

Hospital Cash 

(Income) Benefit 

Rider 

 Fixed daily benefit based on the period of hospital 

confinement. 

 The cause of hospitalisation must not fall within the list of 

exclusions that is set by the insurer. Hospitalisation as a result 

of both sickness and accident is usually covered. 
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APPENDIX 5A 

 

LIA CRITICAL ILLNESS (CI) FRAMEWORK 2019 

COMMON DISEASES COVERED UNDER CRITICAL ILLNESS INSURANCE POLICIES   

 

Industry list of all 37 critical illnesses:  

 

1 Major Cancer  

2 Heart Attack of Specified Severity  

3 Stroke with Permanent Neurological Deficit  

4 Coronary Artery By-pass Surgery  

5 End Stage Kidney Failure  

6 Irreversible Aplastic Anaemia  

7 End Stage Lung Disease  

8 End Stage Liver Failure  

9 Coma  

10 Deafness (Irreversible Loss of Hearing)  

11 Open Chest Heart Valve Surgery  

12 Irreversible Loss of Speech  

13 Major Burns  

14 Major Organ / Bone Marrow Transplantation  

15 Multiple Sclerosis  

16 Muscular Dystrophy  

17 Idiopathic Parkinson’s Disease  

18 Open Chest Surgery to Aorta  

19 Alzheimer’s Disease / Severe Dementia  

20 Fulminant Hepatitis  

21 Motor Neurone Disease  

22 Primary Pulmonary Hypertension  

23 HIV Due to Blood Transfusion and Occupationally Acquired HIV  

24 Benign Brain Tumour  

25 Severe Encephalitis  

26 Severe Bacterial Meningitis  

27 Angioplasty & Other Invasive Treatment for Coronary Artery  

28 Blindness (Irreversible Loss of Sight)  

29 Major Head Trauma  

30 Paralysis (Irreversible Loss of Use of Limbs)  

31 Terminal Illness  

32 Progressive Scleroderma  

33 Persistent Vegetative State (Apallic Syndrome)  

34 Systemic Lupus Erythematosus with Lupus Nephritis  

35 Other Serious Coronary Artery Disease  

36 Poliomyelitis  

37 Loss of Independent Existence 

 

Source : LIA Website: LIA Critical Illness (CI) Framework 2019 

             Standard Definitions For Severe Stage of 37 Critical Illness: Version 2019  
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CHAPTER 6 

PARTICIPATING LIFE INSURANCE POLICIES 

 

CHAPTER OUTLINE 

 

1. What Are Participating Policies? 

2. Guaranteed And Non-Guaranteed Benefits (Bonuses) 

3. Determination Of Bonuses 

4. Disclosure Requirements Relating To Participating Life Insurance Policies 

5. “Your Guide To Participating Policies” 

6. Participating Fund Governance 

Appendix 6A: Information To Be Disclosed In The Product Summary 

Appendix 6B: Sample Policy Illustration For A Participating Life Insurance Policy 

Appendix 6C: Information To Be Contained In Annual Bonus Update 

 

KEY LEARNING POINTS 

 

After reading this chapter, you should be able to: 

 understand participating policies 

 distinguish between guaranteed and non-guaranteed benefits 

 understand how bonuses are determined 

 know the disclosure requirements relating to participating life insurance policies  

 understand the objectives and the salient points covered in “Your Guide to 

Participating Policies” 

 understand the Internal Governance Policy on Participating Fund Management in the 

context of MAS Notice 320 
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1. WHAT ARE PARTICIPATING POLICIES? 

 

1.1 Participating policies refer to life insurance products that participate in the 

performance of the participating fund of the life insurer. Such products are also 

known as with-profits policies as they share in the profits or surplus of the 

participating fund. 

 

1.2 Premiums of a participating policy are pooled together with those of other 

participating policies in a specially designated participating fund. The fund is 

invested in a range of assets, such as government and corporate bonds, equities, 

property and cash. The proportion invested in each type of asset (often referred to 

as the investment mix) may change over time, in line with the insurer’s 

investment strategy. 

 

1.3 Participating life insurance policies provide a combination of guaranteed and non-

guaranteed benefits. All participating policies must be written in the participating 

fund. Both guaranteed benefits and non-guaranteed benefits (or bonuses, as they 

are commonly called) are paid out of the assets of the participating fund. The 

insurer has the obligation to pay guaranteed benefits regardless of the 

performance of the participating fund. Expenses incurred in the administering of 

the participating policies are also paid out from the participating fund. 

 

1.4 In the extreme event that the participating fund has insufficient assets to meet 

guaranteed benefits, the insurer is required to make good the shortfall by injecting 

additional capital into the participating fund. 

 

1.5 Details of how the participating fund should be managed are covered in a later 

section of this chapter. 

A. Common Types Of Participating Policies 

 

1.6 Participating products are typically used for the purpose of meeting savings / 

investment and protection needs. Common participating products include: 

 Participating Whole Life Insurance policy; 

 Participating Endowment Insurance policy; and 

 Participating Anticipated Endowment Insurance policy. 

 

1.7 There are also Annuity products issued on a participating basis in the industry. 

 

1.8 Many participating policies allow riders to be attached. Common riders include 

term rider, critical illness rider and accidental death rider. These riders typically do 

not participate in the profits of the participating fund.  

 

1.9 It is common that some non-participating policies and / or riders are written in the 

participating fund. The experience of these non-participating policies / riders can 

affect participating fund performance, which in turn, can affect the level of 

bonuses allocated to participating policies. 
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B. Objective Of Participating Policies And Its Implications 

 

1.10 A common objective of participating policies is to provide competitive and stable 

medium- to long-term returns to participating policy owners. This is achieved by 

investing a larger proportion in assets like equities which will give potentially 

higher returns in the longer term. Stability of returns is managed through the 

bonus declaration process, which is discussed in more detail later in this chapter. 

 

1.11 Unlike an Investment-linked Life Insurance policy where assets for each policy 

owner are clearly identifiable in the form of units held, assets are not separately 

maintained for each participating policy owner.  

2. GUARANTEED AND NON-GUARANTEED BENEFITS (BONUSES) 

 

2.1 As mentioned earlier, unlike non-participating policies which provide only 

guaranteed benefits, participating policies provide a combination of guaranteed 

and non-guaranteed benefits.  

 

2.2 Guaranteed benefit, or sum assured, is the amount guaranteed to be paid out to 

the beneficiaries if the life insured dies within the policy term. There will also be 

guaranteed cash values that will be paid on surrender. 

 

2.3 Non-guaranteed benefits or bonuses are not guaranteed, because the level of non-

guaranteed bonuses depends on the value of the assets backing the policies, 

which in turn depends, among other things, on the following key factors: 

 investment performance (this is usually by far the most important factor); 

 the level of expenses incurred by or allocated to the participating fund; and 

 the amounts paid out to meet claims on policies in the participating fund.  

 

2.4 If the investments have been performing well, or claims and expenses are less 

than expected, there will be more funds available for bonus additions. 

 

2.5 Bonuses are determined (or “declared”) on an annual basis and most commonly 

expressed in the form of an addition to the sum assured. Once the bonuses have 

been added to the policy, the insurer cannot later reduce them or take them away. 

(Bear in mind the difference in this regard between reversionary bonuses and 

terminal bonuses, which are described in the next section.) 

 

2.6 Although bonus levels are not guaranteed, insurers generally try to avoid large 

fluctuations in the bonus declared from year to year, by smoothing bonuses over 

time. This means that bonuses may be held back in years when the performance 

of the fund has been good, so that they can be maintained when conditions are 

less favourable. The net effect is that bonuses will not necessarily follow the rises 

and falls in the investment markets. In addition, when the future outlook of fund 

performance continues to be unfavourable, it may be necessary for insurers to 

reduce the estimates of future bonuses accordingly. 

 



Module 9: Life Insurance And Investment-Linked Policies 

 

100 Copyright reserved by the Singapore College of Insurance Limited [Version 1.0] 

2.7 The level of bonuses also varies between different participating policies, 

depending on the benefit design of the product. Some participating policies have 

higher guaranteed benefits and lower bonuses, while others may have lower 

guaranteed benefits and higher bonuses.  

 

2.8 In assessing the benefits of participating policies, it is important to look at 

guaranteed benefits and non-guaranteed bonuses in totality, instead of just 

focusing on guaranteed benefits or bonuses in isolation. It is also important to 

consider the mix between guaranteed benefits and bonuses. For example, policies 

with a higher proportion of guaranteed benefits will have a more conservative 

investment mandate (e.g. more assets such as government bonds, where low risk 

is the key characteristic). By contrast, policies with a higher proportion of bonuses 

will likely be supported by more volatile asset classes, such as equities to give 

potentially higher returns. This investment freedom arises from the long-term 

investment horizon of the fund, meaning that short-term fluctuations pose less of 

a threat. The investment policy also does not have to be as conservative as would 

be the case, if most or all of the benefits were guaranteed. 

 

2.9 Representatives should advise their clients of these differences, so that the clients 

would be able to select a plan that would meet their own risk preferences and 

investment objectives.   

A. Types Of Non-Guaranteed Benefits (Bonuses) 

 

2.10 Most participating policies sold in Singapore provide non-guaranteed benefits in 

the form of bonuses which are additions to the sum assured. These typically 

comprise reversionary bonuses and terminal bonuses. 

A1. Reversionary Bonus (RB) 

 

2.11 Reversionary Bonus, also known as Annual Bonus, is by far the most common 

method used. Under this method, the bonus is in the form of an addition to the 

sum assured, irrespective of the age of the insured, or the period that the policy 

has been in force. However, the addition is in proportion to the sum assured, e.g. 

S$10 per S$1,000 sum assured. The amount of bonus is declared annually and 

credited to each policy on its anniversary date (sometimes this is referred to as the 

bonus “vesting”). Once declared, it becomes a guaranteed amount in addition to 

the sum assured, and it is payable when there is a claim on the policy.  

 

2.12 There are two ways by which the reversionary bonuses are allocated under this 

method: 

A1A. Simple Reversionary Bonus (SRB) 

2.13 The yearly addition is based on the sum assured only. Example 6.1 gives an 

illustration of how this bonus system works. 
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Example 6.1: Simple Reversionary Bonus (SRB) System 

Mr Foo has a S$50,000 Whole Life Insurance policy. Assuming that the 

insurer pays a simple reversionary bonus of S$10 per S$1,000 sum assured, 

the total bonus that he would have received at the end of the fifth year would 

be S$2,500, and the sum assured is increased to S$52,500 which is derived 

at as follows: 

 

End Of Policy Year 

0 

1 

2 

3 

4 

5 

SRB 

S$NA 

S$500 

S$500 

S$500 

S$500 

S$500 

Total Sum Assured 

S$50,000 

S$50,500 

S$51,000 

S$51,500 

S$52,000 

S$52,500 

A1B. Compound Reversionary Bonus (CRB) 

2.14 The yearly addition is allocated in proportion to the sum assured plus any existing 

bonuses attached to the policy. Example 6.2 gives an illustration of how this 

bonus system works. 

 
 

Example 6.2: Compound Reversionary Bonus (CRB) System 

Assuming that Mr Foo’s (see Example 6.1) insurer pays a compound 

reversionary bonus of S$10 per S$1,000 sum assured and a compounding 

rate of 1% p.a. to Mr Foo instead, the total bonus that he would have 

received at the end of the fifth year would be S$2,550.50, and the sum 

assured is increased to S$52,550.50 which is arrived at as follows: 

 

End Of Policy Year 

0 

1 

2 

3 

4 

5 

CRB 

NA 

S$500.00 

S$505.00 

S$510.05 

S$515.15 

S$520.30 

Total Sum Assured 

S$50,000.00 

S$50,500.00 

S$51,005.00 

S$51,515.05 

S$52,030.20 

S$52,550.50 

 

2.15 From Examples 6.1 and 6.2, it can be seen that the CRB system is designed to 

pay an increasing level of bonus to the policy owner because of the compounding 

effect, while the SRB system is designed to pay level bonuses. 

 

2.16 Both the simple and compound reversionary bonuses can be surrendered for their 

cash equivalent (an actuarial present value), while the policy continues to be in 

force. However, it is not advisable for a policy owner to surrender the bonuses 

under his policy, as this will affect future benefits payable under the policy, 

especially for a policy with compound reversionary bonus, as the value of 

compounding on the past bonuses will be lost. 
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A2. Terminal Bonus (TB) 

 

2.17 TB is added on top of the regular reversionary bonuses when the policy is 

terminated. They are typically only applicable to participating policies that 

terminate after having been in force for a certain minimum number of years. 

 

2.18 Terminal bonus is the bonus which insurers pay to a participating policy that has 

been kept in force until maturity, death (or TPD if included in the policy coverage) 

or surrender, usually provided the policy has been in force for a minimum period. 

Some insurers will not pay this bonus if the premium has been discontinued, while 

some other insurers prescribe a minimum period, e.g. 25 years, for which the 

policy must be in force before it is entitled to receive this bonus. This minimum 

may be longer for surrenders. 

 

2.19 This bonus is usually declared as a percentage (e.g. 50%) of the reversionary 

bonuses already attached to the policy, or as a percentage of the basic sum 

assured. 

 

2.20 It is important to note that unlike reversionary bonuses, the TB is not added to the 

sum assured of participating policies that remain in force; it is only added on 

termination in the circumstances described above. 

 

2.21 Terminal Bonuses are designed to fine tune the fairness of smoothing of bonuses 

for policies that are terminating in a particular year. For this reason, they are likely 

to fluctuate more than reversionary bonuses. 

A3. Cash Dividends 

 

2.22 Some participating policies provide non-guaranteed benefits in the form of cash 

dividends rather than additions to the sum assured. Reversionary bonus and 

terminal bonus may also be allotted as an equivalent cash amount to policy 

owners. Although these bonuses are declared as immediate cash payments, most 

insurers usually allow them to be converted to additional sum assureds (also 

known as paid-up addition), or to be applied towards reduction of future premiums. 

A4. Interim Bonus 

 

2.23 In Singapore the actual bonus declaration typically takes place only in March / 

April following the end of the financial year for which audited financial statements 

of the participating fund have been completed, after the Board of Directors has 

approved the bonuses to be allocated.  

 

2.24 Bonuses allocated may not vest (i.e. attach to the policy legally) immediately. The 

practice of bonus vesting varies among insurers. Typically, allocated bonuses are 

vested only upon the policy anniversary for which the bonus is due and after the 

premiums due have been paid. 

 

2.25 Meanwhile, participating policies that terminate in the early part of the year before 

the finalisation of the bonus allocation may be given interim bonuses. Interim 
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bonuses are typically determined based on the prevailing bonus rates, or bonus 

rates used in the reserves for future bonuses or results from an interim bonus 

investigation report.  

 

2.26 Life insurers should provide training to intermediaries and relevant staff members 

on company-specific practices on interim bonuses. 

A5. Level Of Reversionary Bonus Versus Terminal Bonus 

 

2.27 Of the total bonuses, the mix between reversionary bonus and terminal bonus can 

vary for different participating products. Some participating policies are designed 

with relatively higher terminal bonus and lower reversionary bonus, while others 

may have relatively lower terminal bonus and higher reversionary bonus. This will 

also depend somewhat on the insurer’s bonus philosophy, as there are many 

different valid approaches that can be taken. 

 

2.28 As terminal bonuses are allocated towards the later part of policy duration, 

participating policies with higher terminal bonuses tend to have greater deferment 

in bonus allocation. This may enable the participating policies to be supported by 

longer duration and more volatile asset classes, which may generate higher 

returns. 

B. Death, Surrender And Paid-Up Values 

 

2.29 As you can see, the benefits payable under a participating policy will be increased 

by the bonus payment, unless the policy owner has opted to use the bonus to 

offset the future premiums under his policy, or withdraw it in cash. Thus, the 

death benefit, surrender value and paid-up amount1 will all be inclusive of the 

bonuses credited to the policy (the amount of bonus may be lower in the case of 

surrender and paid-up).  

 

2.30 In a nutshell, 

 

Death Benefit = 
Guaranteed Death 

Benefit 
+ Bonuses Credited 

     

Surrender Value = 
Guaranteed Surrender 

Value 
+ 

Surrender Value of 

Bonuses Credited 

     

Paid-Up Amount = 
Guaranteed Paid-Up 

Value 
+ 

Paid-up Value of 

Bonuses Credited 

 

2.31 As all participating policies acquire cash value, the policy owners are entitled to 

the following benefits: 

 non-forfeiture options;   These benefits will be explained in detail  

 automatic premium loan; and   in a later chapter of this study guide. 

 policy loan.  

 
1 Paid-up amount is the sum assured of a reduced-paid up insurance policy which is purchased with the net cash value 

of a life insurance policy, when the insured exercises this particular non-forfeiture option. 
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2.32 Buying a life insurance policy is a long-term commitment. Early termination of the 

policy usually involves high costs and the surrender value may be less than the 

total premiums paid. 

 

2.33 Some insurance policies have clauses that allow the insurers to reduce surrender 

values when the market falls sharply. This is to make sure that those who 

surrender do not take an unfair share of the assets at the expense of the 

remaining policy owners. 

3. DETERMINATION OF BONUSES 

 

3.1 Determination of bonuses for participating policies is an important aspect of 

participating fund management. As bonuses form a significant part of the total 

benefits to policy owners for most participating policies, it is important that 

representatives have a good understanding of the process by which bonuses are 

determined, so that they can provide correct and proper advice to customers 

when recommending participating policies. 

 

3.2 At each year-end, the Appointed Actuary [as required under the Insurance Act 

(Cap. 142)] will conduct a detailed analysis of the performance of the participating 

fund and make recommendations of: 

 the amount of bonuses to be allocated; and 

 the amount to be set aside for future bonuses. 

 

3.3 The bonuses that are declared will have to be approved by the Board of Directors 

of the insurer, taking into account the Appointed Actuary’s recommendations.  

 

3.4 While it is the insurer who exercises discretion / makes the final decision on the 

bonus determination, the insurer has to take into account the following 

considerations: 

 to maintain fairness and equity between different classes and generations 

of participating policy owners, i.e. by not treating any particular groups of 

participating policies favourably, and not having practices that are unfair to 

any participating policies; 

 to maintain solvency of the participating fund, i.e. by not declaring 

excessive bonuses that may threaten the solvency of the participating fund 

and be detrimental to all participating policy owners; and  

 to ensure consistency with the objective of providing stable medium to 

long-term returns to participating policy owners, i.e. by not allocating 

bonuses that fluctuate excessively from year to year and from one 

generation of policies to the next generation. 

 

3.5 Insurers are required to have in place the following measures to enable proper 

exercise of discretion in determining bonuses: 

 Risk sharing mechanism to clearly set out risk sharing rules and 

methodology used to derive from assets backing each participating product 
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group, which forms an important part of the basis for bonus allocation and 

reserving for future bonuses. 

 Bonus allocation process to determine the appropriate annual (e.g. 

reversionary) bonuses and terminal bonuses to be allocated to participating 

policies at each year end. 

 Reserving for future non-guaranteed bonuses to set aside appropriate 

reserves for future annual (e.g. reversionary) bonuses and terminal bonuses 

for participating policies at each year end. 

A. Risk Sharing Mechanism 

 

3.6 Insurers must have in place a clearly written policy on risk sharing mechanism 

which covers: 

 Risk sharing rules on how the experience of a participating fund (in terms of 

investment, expenses, claims, surrender, etc.) should be shared by each 

participating product group; and  

 Methodology to determine the amount of asset backing each participating 

product group, which, in turn, will be used to determine the bonuses for the 

participating product group. 

 

3.7 Insurers have to ensure that the risk sharing mechanism is applied consistently 

over time. 

A1. Risk Sharing Rules 

 

3.8 Risk sharing rules cover the way in which key factors or risks that affect the 

performance of the participating fund are shared by (or pooled across) each 

participating policy. Key risks affecting participating fund performance include: 

 Investment risk; 

 Expense risk – acquisition and maintenance; 

 Mortality risk;  

 Dread disease and other morbidity risks; 

 Lapse / surrender risks; and 

 Business risks, e.g. non-participating policies and riders. 

 

3.9 It is important to note that, while investment risk is often the largest risk, it is by 

no means the only risk that affects the performance of a participating fund. Other 

risks, such as expense and mortality risks, can also affect the performance. 

Insurers have to set out how each of the key risks is shared. 

A2. Methodology To Derive Assets Backing Participating Policy Group 

 

3.10 Essentially, this is a process of allocating participating fund assets to each 

participating product group / class that the participating policy belongs, to reflect 

its share of overall participating fund performance for the purpose of determining 

the bonuses of each participating product group. 
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3.11 A common methodology to calculate the assets backing each product is through a 

formula that captures all key relevant cash flow of the product, such as: 

 
3.12 For items that are product-specific, such as premium income, commissions and 

maturity benefits, the common practice is to allocate the actual amount to the 

particular participating product. 

 

3.13 For items that involve shared experience, such as investment income (investment 

risk), management expense (expense risk), claims (mortality / morbidity risk), etc, 

an estimated amount is allocated to each participating product group in a manner 

consistent with the risk sharing rules as described earlier, taking into account the 

appropriate expected experience of each participating product group. 

 

3.14 Any estimation or approximation adopted in the calculation process must be fair 

and equitable to each class and generation of participating policies. 

B. Bonus Allocation Process 

 

3.15 At each year end, insurers declare the amount of annual (e.g. reversionary) and 

terminal bonuses to be allocated to participating policies. 

 

3.16 The bonuses to be allocated have to be approved by the Board of Directors of the 

insurer, taking into account the written recommendation of the insurer’s 

Appointed Actuary. 

 

3.17 In making the recommendations for annual and terminal bonuses to be allocated, 

the Appointed Actuary has to carry out an in-depth analysis taking the following 

into consideration: 

 to maintain equity and fairness between different generations of 

participating policies; 

 to maintain solvency of the participating fund; and 

 to ensure consistency with the objective to provide competitive and stable 

medium to long-term returns to participating policy owners. 

 

3.18 Bonuses allocated are communicated to participating policy owners annually. This 

will be in the form of an Annual Bonus Update as specified in Appendix C of 

Notice No: MAS 320. 

 

Do Vesting And Allocation Of Bonuses Mean The Same? 

Bonuses allocated may not vest (i.e. attach to the policy legally) immediately. 

The practice of bonus vesting varies among insurers. Typically, allocated 

bonuses are vested only upon the policy anniversary for which the bonus is 

due and after having paid the premiums due. 

Cash 

Flow 

Premium 

Income 

Investment 

Income 

Claims 

paid (e.g. 

death, 

surrender, 

maturity) 

Expenses (e.g. 

commissions, 

management 

expenses, tax) 

 = + - - 
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B1. Determination Of Annual Bonuses To Be Allocated  

 

3.19 Annual bonuses are allocated annually to all in-force participating policies, except 

in some cases, such as policies in-force for less than two years.  

 

3.20 Most insurers adopt the policy of allocating stable annual bonuses, such that 

annual bonus rates will be adjusted only if:  

 there is a prolonged period of good or poor performance; and / or  

 there is a change in medium to long-term expected investment returns.  

 

3.21 Under this approach, the annual bonuses allocated in a particular year may not be 

directly dependent on the performance of the participating fund in that year. This 

means that the same annual bonuses may be allocated for a “good” year and a 

“bad” year.    

 

3.22 It is important to note that not allocating higher annual bonuses during a good 

year does not mean that participating policy owners are short-changed. This is 

because the assets built up from a given year that are not used in annual bonus 

allocation of that year (and after meeting reserves for future guaranteed benefits), 

will be set aside as reserves for: 

 future bonuses (this is particularly important for participating policies with 

high target terminal bonuses); and / or 

 future annual bonuses.  

 

3.23 The reverse is true for a year when the performance is bad. The stable annual 

bonus declared may need to be supported by assets built up from previous good 

years. 

B2. Determination Of Terminal Bonuses 

 

3.24 Terminal bonuses are bonuses allocated to terminating policies, particularly upon 

maturity and death, and sometimes also upon surrender. Terminal bonuses are 

typically not applicable to policies that terminate during the initial years.  

 

3.25 A common approach to determine terminal bonuses upon maturity is to set the 

terminal bonuses at the level such that the total benefits, i.e. both guaranteed and 

non-guaranteed benefits, payable to these policy owners are approximately equal 

to the share of participating fund assets backing these policies over the long run.  

 

3.26 A similar approach is typically adopted for determining terminal bonuses upon 

death, based on the expected level of death payouts.   

 

3.27 However, in any particular year, terminal bonuses allocated to each maturing 

participating policy may not always be equal to the assets backing the maturing 

policies. This is because of the participating policy objective of providing stable 

returns, such that returns (including terminal bonuses) to maturing policy owners 

do not fluctuate excessively between different groups of maturing participating 

policies and from year to year. It is impossible to pay out the full share of assets 
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backing each policy, while at the same time smoothing out the returns. (Policy 

owners who would prefer to get a full share of assets could buy ILPs instead.) 

B3. The 90:10 Rule 

 

3.28 Since ultimately the determination of bonuses is at the discretion of the insurer, 

there is a further regulatory safeguard to ensure that the insurer does not 

deliberately under declare bonuses in order to retain more profit for itself. This is 

the 90:10 rule, set out in the Insurance Act, which states that the profits that the 

insurer can take out of the participating fund in any year are limited to 1/9 of the 

amount allocated to policy owners as bonus for that year. It is referred to as the 

90:10 rule, because it means that 90% of any surplus determined to be 

distributable, as bonus goes to policy owners in the participating fund, and 10% 

goes to the insurer. 

 

3.29 If the insurer reduces bonus rates, it is also reducing the profit that it can take 

from the participating fund, while if it can increase bonus rates, it can increase its 

profit. The interests of the participating fund policy owners and the insurer are 

aligned through the 90:10 rule. 

C. Reserving For Future Non-Guaranteed Bonuses 

 

3.30 In addition to bonus allocation, insurers also have to determine the reserves to be 

set aside for future annual and terminal bonuses at each year end. 

 

3.31 Reserves for future bonuses provide for the expected bonuses, both annual and 

terminal bonuses, to be allocated every year in the future throughout the entire 

policy duration of in-force participating policies. 

 

3.32 Reserving for future bonuses is embedded in the policy liability valuation basis, 

introduced under the Risk-Based Capital (RBC) framework (as from 1 January 

2005), which requires the Appointed Actuary to conduct an annual valuation of 

policy liabilities to determine the amount of reserves to be set aside for: 

 guaranteed benefits;  

 future non-guaranteed bonuses; and  

 provision for adverse deviation (i.e. buffers for adverse fluctuation in 

experience). 

 

3.33 In effect, reserves for future non-guaranteed bonuses are determined based on 

both: 

 the value of assets backing the participating product group; and 

 the assumptions relating to future experience, including future premium 

collection, investment returns, expenses, claims, etc. 

 

3.34 If the value of assets backing the participating product group is higher (e.g. 

prolonged period of good performance), everything else being the same, there will 

be higher reserves for future bonuses. The reverse is true if the value of assets 

backing the participating product group is low. 
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3.35 If the insurer expects the future experience to be favourable, everything else being 

the same, there will be greater expected amount of assets backing the 

participating product group. This means there will be higher reserves for future 

bonuses. The reverse is true if the future experience is expected to be 

unfavourable. 

 

3.36 Upon the participating policy owners’ requests, future bonuses included in the 

year-end reserves can be shown in the form of an updated Policy Illustration (PI). 

The illustrated future bonuses in the updated PI will be the same as those 

projected as bonuses in year-end reserves. 

 

3.37 It is important to note that as reserves for future bonuses involve estimation of 

future events, the actual bonuses allocated in the future may be higher or lower 

than what the insurer has reserved at year-end for future bonuses. 

 

3.38 Reserves for future bonuses may also change from year to year, as the experience 

unfolds (i.e. owing to impact on value of assets backing the participating product 

group), and as the insurer revises its assumptions on future experience. 

 

3.39 If there are changes to future bonus rates (e.g. the insurer may not have adjusted 

the bonus allocated for the year, but instead revises the future annual and / or 

terminal bonus rates in its year-end reserves), the insurer will need to provide 

updated maturity / surrender values to the participating policy owners, showing 

the impact of the bonus revision, in the Annual Bonus Update.  

4. DISCLOSURE REQUIREMENTS RELATING TO PARTICIPATING LIFE INSURANCE 

POLICIES 

 

4.1 Representatives selling participating policies have to provide information which is 

clear, adequate and not false nor misleading, to enable clients to make an 

informed decision. 

 

4.2 As mentioned in a previous chapter, the MAS and LIA have published guidelines 

which stipulate that a representative must furnish the client with a copy of the 

Cover Page, Product Summary, Policy Illustration, Bundled Product Disclosure 

Document and Product Highlights Sheet in respect of that policy, and “Your Guide 

to Life Insurance” when making a recommendation for a life policy. 

 

4.3 In addition, post-sales information in the form of annual bonus update must be 

sent to participating policy owners annually.  

 

4.4 As part of the regulatory requirements under MAS Notice No: FAA-N16 to furnish 

a copy of the Policy Illustration to the prospective client, the LIA has also issued a 

guideline to all its members on the standardised format to be used in illustrating 

life insurance benefits for participating life insurance policies. 

 

4.5 Life insurers issuing participating policies are required under Notice No: MAS 320 

on Management of Participating Life Insurance Business, to comply with specific 
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sets of disclosure requirements at point-of-sale (Product Summary) and post-sales 

(Annual Bonus Update).  Let us take a look at each of these requirements in turn. 

A. Point-Of-Sale Disclosure – Product Summary 

 

4.6 The product summary is meant to help the consumer understand the practical 

aspects of the high-level concepts mentioned in the consumer guide “Your Guide 

to Participating Policies” (The consumer guide is explained in a later section of this 

chapter). For example, the consumer guide touches on concepts like pooling of 

premiums, investment of assets, and smoothing. The product summary, on the 

other hand, provides more information about how the insurer actually carries out 

risk sharing, investment and smoothing for that particular product group. 

 

4.7 Under Appendix B of Notice No: MAS 320, the insurer shall include the following 

information in the product summary for its participating policies: 

(a) provider of the plan; 

(b) nature and objective of the plan; 

(c) benefits under the plan; 

(d) investment of assets; 

(e) type of risks affecting the level of bonuses; 

(f) sharing of risks; 

(g) smoothing of bonuses; 

(h) fees and charges; 

(i) adjustments in premium rates; 

(j) impact of early surrender; 

(k) update on performance; 

(l) conflict of interests; 

(m) related party transactions; 

(n) free look period. 

 

4.8 For more details on the Product Summary for participating policies found in Notice 

No: MAS 320, do refer to Appendix 6A. 

B. Point-Of-Sale Disclosure – Policy Illustration 

 

4.9 The Policy Illustration is a document, often in the form of a computer printout, 

which illustrates clearly the premiums and benefits payable under the policy every 

year. The Policy Illustration usually comes together with the Product Summary.  

 

4.10 To prevent the abuse of policy illustrations being used as a sales presentation tool, 

the LIA Disclosure Guidelines prescribe the basis for computing some of the 

figures used in the policy illustration. They also require all life insurers to adhere to 

standardised formats for illustrating the benefits. There are different formats for 

non-participating, participating and Investment-linked Life Insurance policies. 

Under the LIA Disclosure Guidelines, both the client and the representative are 

required to sign on every page of the policy illustration.  

 

4.11 A sample Policy Illustration for a participating life insurance policy is shown in 

Appendix 6B. 
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C. Post-Sales Disclosure – Annual Bonus Update 

 

4.12 Under Notice No: MAS 320, an insurer is required to provide post-sales 

information in the form of an Annual Bonus Update to all its participating policy 

owners annually. The insurer may send to the policy owner the Annual Bonus 

Update in parts provided that: 

(a) the insurer has informed the policy owner of the scheduled period in which 

the parts of the Annual Bonus Update will be sent; and 

(b) all the parts of the Annual Bonus Update are sent to the policy owner by 

the date in each policy year as specified by the insurer in the policy or any 

other document. 

 

4.13 The insurer may send to the policy owner the Annual Bonus Update in electronic 

form where the written consent of the policy owner has been obtained. 

 

4.14 The information to be contained in Annual Bonus Update as stated in Appendix C 

of Notice No: MAS 320 are as follows: 

(a) purpose of the annual bonus update; 

(b) past performance and future outlook; 

(c) bonus allocation; and 

(d) update on changes in future non-guaranteed bonuses; 

▪ whenever there is, or will be a change in bonus rates, state the revised 

maturity or surrender value figures, and impact of the bonus rate revision 

to these figures, to the policyholder of the participating policy. 

 

4.15 For more details on the Annual Bonus Update found in Notice No: MAS 320, do 

refer to Appendix 6C. 

5. “YOUR GUIDE TO PARTICIPATING POLICIES” 

 

5.1 “Your Guide to Participating Policies” is an initiative of the MoneySENSE national 

financial education programme. The MoneySENSE programme brings together 

industry and public sector initiatives to enhance the basic financial literacy of 

consumers. 

 

5.2 Though “Your Guide to Participating Policies” is not a compulsory document to 

be provided at point of sale, it is nonetheless a useful reference document to be 

provided upon the prospective consumer’s request. 

 

5.3 “Your Guide to Participating Policies” is an industry publication issued under the 

MoneySENSE banner, aimed at providing prospective buyers with non-company-

specific information about how a participating policy works. 

 

5.4 It is meant to supplement the product summary, which contains more company-

specific information, such as risk sharing rules, smoothing practices, investment 

strategy and past relevant experience of the participating fund. 
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5.5 Representatives selling participating policies should have read through a copy of 

the guide and understood the contents of the guide sufficiently well, in order to 

address any queries from their prospective policy owners. 

 

5.6 This guide, structured in an easy to understand Q&A format, covers the following 

salient points: 

 Explain what a participating policy is, by covering its key features; 

 Describe the aim of a participating policy; 

 Differentiate a participating policy from an investment-linked policy; 

 State the factors that will affect the non-guaranteed bonuses received; 

 Highlight the considerations that the insurers have to take into account 

when determining bonuses; 

 Describe the common types of bonuses; 

 Describe what happens on early termination of the policy; 

 Set out the disclosure documents that the policy owners should receive at 

the point of sale, and expect to receive after purchasing a participating 

policy; and 

 Highlight the existing key safeguards or insurance regulatory requirements 

that will protect the interests of participating policy owners. 

6. PARTICIPATING FUND GOVERNANCE 

 

6.1 Under Notice No: MAS 320 on the Management Of Participating Life Insurance 

Business, insurers are expected to put in place an Internal Governance Policy. 

Details are listed below. 

A. Internal Governance Policy On Management Of Participating Fund 

 

6.2 Every insurer which has established or will be establishing a participating fund 

must have in place an Internal Governance Policy on participating fund 

management, as specified in Notice No: MAS 320. 

 

6.3 The insurer must include in the Internal Governance Policy the items as specified 

in Notice No: MAS 320, which is available from the MAS website. 

 

6.4 The insurer must ensure that:  

 the Internal Governance Policy is approved by its Board of Directors; 

 the Internal Governance Policy is reviewed annually by its Board of 

Directors, to ensure that the Internal Governance Policy remains appropriate; 

and 

 the participating fund is managed according to the rules and guiding 

principles as set out in the internal governance policy. 
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6.5 Insurers are currently not required by MAS to disclose the Internal Governance 

Policy to the consumers or existing policy owners. Making this a mandatory 

requirement could inadvertently cause insurers to draft their internal governance 

policies in a broad manner or include many caveats, thereby undermining the 

usefulness of the policies in enhancing the internal governance and management 

of the participating fund. The internal governance policy may also be too technical 

for the layperson to understand. Instead, information that is relevant and 

important would be included in the product summary and disclosed to prospective 

customers in a manner that would be easily understood by a layperson. However, 

life insurers are free to provide their internal governance policies to their policy 

owners upon request or post them on their corporate websites.  

B. Information To Be Contained In The Internal Governance Policy  

 

6.6 The information to be included in the Internal Governance Policy as set out in 

Notice No: MAS 320 is as follows: 

(a) Section 1 – Introduction; 

(b) Section 2 - Bonus determination; 

(c) Section 3 - Investment of participating fund assets; 

(d) Section 4 - Risk management; 

(e) Section 5 - Charges and expenses; 

(f) Section 6 - Circumstances under which to cease taking new business; 

(g) Section 7 - Shareholders’ profits and responsibilities; and 

(h) Section 8 - Disclosure requirements. 
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APPENDIX 6A 

 

Information To Be Disclosed In The Product Summary 

 

Under Notice No: MAS 320, the insurer shall include the following information in the 

product summary for its participating policies. 

 

(a) Provider Of The Plan 

▪ State the name and address of the insurer. 

(b) Nature And Objective Of The Plan 

▪ State that the plan is a participating life insurance policy and that it allows the 

policy owner to participate in the performance of the participating fund in the 

form of bonuses that are not guaranteed. 

▪ Describe the objective of the participating plan. 

(c) Benefits Under The Plan 

▪ Describe the benefits provided under the participating policy, such as death 

benefits, disability benefits, critical illness benefits, surrender value and maturity 

benefit, as well as the distinction between guaranteed and non-guaranteed 

benefits. 

▪ Describe the different types of bonuses that may be paid, and the frequency in 

which the bonuses are determined and allocated to the participating policy 

owner. 

▪ Highlight that all guaranteed benefits, including bonuses which have already 

been allocated to the participating policy owner will be provided for regardless 

of the performance of participating fund. 

▪ Highlight that future bonuses of this plan which have yet to be allocated to the 

participating policy owner are not guaranteed and the insurer will decide the 

level of bonus to be declared each year as approved by the Board of Directors, 

taking into account the written recommendation by the Appointed Actuary. 

(d) Investment Of Assets 

▪ State the investment objective of the combined assets backing the plan. 

▪ Describe the investment strategy including the broad investment mix for the 

participating fund, or where applicable, the sub-funds. 

▪ State whether the insurer fully manages, partly manages or does not manage at 

all, the assets of the participating fund itself. Where the insurer does not 

manage or partly manages the assets of the participating fund, disclose the 

names and addresses of all the external fund managers appointed by the insurer 

to do so. 

▪ State the current investment mix of the participating fund or sub-funds where 

applicable. 
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▪ State the following information as may be applicable to the participating policy;  

(a) in respect of the sub-fund to which the policy belongs or, in the absence of 

a sub-fund, the participating fund:  

(i) the annual net investment returns for the past 3 years; and  

(ii) the average annual net investment returns over the past 3 years, 5 

years and 10 years,  

 

where the net investment return is computed in accordance with the 

industry standards issued by the Life Association of Singapore (“LIA”); and  

(b) in respect of the participating fund or the sub-fund to which the policy 

belongs:  

(i) the annual total expense ratios for the past 3 years; and  

(ii) the average annual total expense ratios over the past 3 years, 5 years 

and 10 years,  

 

where the total expense ratio is the ratio of the total expenses incurred by 

the participating fund or the sub-fund (as the case may be), including 

investment, management, distribution, taxation and other expenses, to the 

assets of the participating fund or the sub-fund (as the case may be), as 

computed in accordance with the industry standards issued by the LIA.  

 

Highlight that past performance is not necessarily indicative of future 

performance. 

 

(e) Type Of Risks Affecting The Level Of Bonuses 

▪ State the key factors affecting the performance of the participating fund. 

▪ Highlight that the insurer would determine the level of bonuses taking into 

account the current performance as well as future outlook for the participating 

fund. 

(f) Sharing Of Risks 

▪ Describe how key risks (for example, investment, mortality, and morbidity), and 

expenses of the plan are shared with other plans. 

▪ Describe how the insurer determines the assets available to support the group 

or class of products that the participating policy belongs to. 

(g) Smoothing Of Bonuses 

▪ Describe how the smoothing of annual (e.g. reversionary) and terminal bonuses 

will be carried out over the duration of the policy. 

▪ State the annual (e.g. reversionary) and terminal bonus rates for this plan for 

the past three years. If it is a new bonus series, indicate explicitly that there is 

no past experience available. Highlight that past performance is not necessarily 

indicative of future performance. 
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(h) Fees And Charges 

▪ Describe, by giving examples, the types of expenses that can be incurred and 

the charges that can be allocated to the participating fund to cover the 

expenses. 

▪ Highlight that the fees and charges have been included in the calculation of the 

premium and will not be separately charged to the policy owner. 

(i) Adjustments In Premium Rates 

▪ Where the premium rate is guaranteed, the insurer shall explicitly state so. If 

not, highlight that the premium rate is not guaranteed and may be adjusted 

based on future experience. 

(j) Impact Of Early Surrender 

▪ Describe the penalty, if any, on early surrender of the plan. 

▪ Highlight that buying a life insurance policy is a long-term commitment. An early 

termination of the policy usually involves high costs and the surrender value 

may be less than the total premiums paid. 

▪ Make reference to the policy illustration to highlight the loss or low returns on 

surrendering the plan early. 

(k) Update On Performance 

▪ Describe the documents that the policy owners can expect to receive from the 

insurer to provide information about the performance of their policy. 

▪ State when the policy owners can expect to receive these documents. 

(l) Conflict Of Interests 

▪ Describe any conflict of interests that may exist or may arise in relation to the 

participating fund and its management. Where there are conflicts of interest, 

state the manner in which they will be mitigated or resolved. 

(m) Related Party Transactions 

▪ Describe transactions between the insurer and its related parties, if any, the 

significance of such transactions and how the insurer ensures that the 

transactions are carried out at arms’ length. 

(n) Free Look Period 

▪ Explain the free look provision. 
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APPENDIX 6B 

 

Sample Policy Illustration For A Participating Life Insurance Policy 

 

Introduction 

 

XYZ Insurance Company believes that it is important that you fully appreciate the 

benefits of your policy. You should also understand how the cost of your insurance 

cover and the expenses of administration and sales affect the benefits that you will 

receive. 

 

The illustration that follows shows how the value of your policy progresses over time 

and the sum(s) that would be payable. The methods used to derive the values shown 

follow guidelines established by the Life Insurance Association, Singapore, to ensure 

that a fair and consistent approach is used in preparing this illustration. 

 

Please note that your policy provides a combination of  (1) guaranteed benefits and (2) 

non-guaranteed benefits in the form of bonuses / cash dividends. The bonus rates / 

dividend scales used in this illustration are not guaranteed and may vary according to 

the performance of the Participating Fund. 

 

As buying a life insurance policy is a long-term commitment, an early termination of the 

policy usually involves high costs and the surrender value, if any, that is payable to you 

may be zero or less than the total premiums paid. 

 

If you need clarification please do not hesitate to ask your financial adviser. 

 

 

Policyholder and plan details 
 

Proposed insured: 
Age next birthday: 
Sex: 
Smoker/Non-smoker: 

Prospect [Affix signature] 
35 
M 
NS 

Prepared by: 
Date: 

Plan: 
Sum insured: 
Annual premium: 
Term: 

ABC Endowment Plan 
$ 
$ 
20 
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Policy illustration 

End of 
Policy 

Year/Age 

Total 
[Basic] 

Premiums 
Paid To- 

date 

DEATH BENEFIT 

Guaranteed 
(S$) 

Illustrated at 

[X-1.5%] investment return 

Illustrated at 

[X%] investment return 

Non-guaranteed 
(S$) 

Total (S$) Non-guaranteed (S$) Total (S$) 

1/36       
2/37       
3/38       
4/39       
5/40       
6/41       
7/42       
8/43       
9/44       
10/45       
15/50       
20/55       

 
End of 
Policy 

Year/Age 

Total 
[Basic] 

Premiums 
Paid To- 

date 

SURRENDER VALUE 

Guaranteed 
(S$) 

Illustrated at 
[X-1.5%] investment return 

Illustrated at 
[X%] investment return 

Non-guaranteed 
(S$) 

Total (S$) Non-guaranteed (S$) Total (S$) 

1/36       
2/37       
3/38       
4/39       
5/40       
6/41       
7/42       
8/43       
9/44       
10/45       
15/50       

 
 MATURITY VALUE 

20/55       
 

Based on the Illustrated Investment Rate of Return of the Participating Fund: 

 

At [X%] p.a., your total Illustrated Yield [at maturity (for endowment plan)] /  

[upon surrender at age N (for Whole Life plan)] is D % p.a. 

 

At [X - 1.5%] p.a., your total Illustrated Yield [at maturity (for endowment plan)] /  

[upon surrender at age N (for Whole Life plan)] is E % p.a. 

 

 

What is the significance of the Illustrated Investment Rate of Return? 

 

The illustrations have been prepared on two assumptions regarding the investment rate 

of return achieved by the investments of the Participating Fund. The two rates [X%] p.a. 

and [X-1.5%] p.a., are purely illustrative and do not represent upper and lower limits on 

the investment performance of the Participating Fund. The two rates shown are net of 

any investment expenses. 

 

The higher Illustrated Investment Rate of Return does not exceed the maximum long-

term illustration investment rate of return (currently A%), which has been set by the 

Life Insurance Association, Singapore. 



                                                                    6. Participating Life Insurance Policies 

Copyright reserved by the Singapore College of Insurance Limited [Version 1.0] 119 

 

[Where the bonus rates (or cash dividend scales) implied by the illustrated non-

guaranteed values exceed the prevailing bonus rates (or cash dividend scales], state the 

implied  bonus  rates  (or cash dividend scales) and provide clear explanation why 

higher bonus rates (or cash dividends) are used in the illustrations.] 

 

Changes in the economic and investment environment may affect the investment 

performance of the Participating Fund and the benefits that you may receive. Please 

note that investment performance is not the only factor that will affect the benefits that 

you will receive. Other factors such as the actual level of death claims, disability claims, 

expenses incurred and other terminations on the Participating Fund will also have a 

bearing on the benefits that you will receive. 

 

As the bonus rates (or cash dividends) used for the benefits illustrated above are not 

guaranteed, the actual benefits payable may vary according to the future experience of 

the Participating Fund. 

 

What is the Illustrated Yield [*at Maturity or upon Surrender]? 

 

The Illustrated Yields [*at Maturity or upon Surrender] represent the annualised 

investment return you may receive upon the [maturity: for endowment product] / 

[surrender of the policy at the age of [N]: for whole life product], net of the cost of 

insurance and the expenses incurred, based on the Illustrated Investment Rates of 

Return of the Participating Fund at X% and [X-1.5%]. 

 

The Illustrated Yields are not guaranteed and do not represent upper and lower limits on 

the yield you could receive on this Participating policy. 

 

As the bonus rates (or cash dividends) used for the benefits illustrated above are not 

guaranteed, the actual benefits payable may vary according to the future experience of 

the Participating Fund. Every year, you will be informed of the actual bonus rates or 

cash dividends (if any) of your Participating policy for that year. You can refer to the 

Product Summary for more information on the illustrated bonus rates for this product. 

You can also refer to Your Guide to Participating Policies to find out how bonus is 

determined. 

 

Please note that the guaranteed benefit you receive upon the [maturity of the policy: for 

endowment product] [surrender of the policy at the age of [N]: for whole life product] 

may be less than the total premiums paid. 

 

What is the impact of deductions on what you might get back? 

 

The following table illustrates the effect that deductions will have on the amount you 

get back on surrender or maturity. It also highlights the cost of surrendering the policy 

early. 
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Table of deductions 

End of 
Policy 

Year/Age 

Total 
[Basic] 

Premiums 
Paid To- 

date 
(S$) 

DEDUCTIONS 

Illustrated at [X-1.5]% investment return Illustrated at [X%] investment return 

Value of 
[Basic] 

Premiums Paid 
To-date (S$) 

Effect of 
Deductions To- 

date (S$) 

Total 
Surrender 
Value (S$) 

Value of 
[Basic] 

Premiums 
Paid To-date 

Effect of 
Deductions To- 

date (S$) 

Total 
Surrender 
Value (S$) 

1/36        
2/37        
3/38        
4/39        
5/40        
6/41        
7/42        
8/43        
9/44        
10/45        
15/50        
20/55        
 

What do the columns in the table of deductions mean? 

 

1. “Value of Premiums Paid To-date” is obtained by accumulating the premiums paid 

to date at the Illustrated Investment Rate of Return, assuming that you were able 

to invest all of your premiums without deduction for the cost of insurance and 

without incurring any expenses. 

 

2. The difference between the “Value of Premiums Paid To-date” and “Total 

Surrender Value” represents the “Effect of Deductions To-date”. This is the 

accumulated value of the deductions for the cost of insurance, distribution cost, 

expenses, surrender charge, expected tax payments, and expected transfers to 

shareholders (for participating policies). 

 

 

How much are you paying for distribution cost? 

 

This table shows the total cost of distribution that XYZ Insurer expects to incur in 

relation to your policy, including the cost of any financial advice provided to you. 

 

 
 

 

9 / 44

10 / 45

15 / 50

20 / 55

3 / 38

4 / 39

5 / 40

6 / 41

7 / 42

8 / 43

Total distribution cost
End of Policy Year 

/ Age

Total Premiums Paid To-

date (S$)

Total Distribution Cost To-

date (S$)

1 / 36

2 / 37
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What does the last column represent? 

 

1. The Total Distribution Cost To Date is the sum of each year’s expected 

distribution-related costs, without interest. Such costs include cash payments in 

the form of commission, costs of benefits and services paid to the distribution 

channel. 

 

2. Please note that the Total Distribution Cost is not an additional cost to you; it has 

already been allowed for in calculating your premium. 

 

3. You can obtain the Total Distribution Cost of each of the supplementary benefits 

(if applicable) from your Financial Adviser or its representatives. 

 

You can refer to LIA website at www.lia.org.sg for more details.  

 

 

 

 

Source: LIA Guidelines (MU22/18) 

 

http://www.lia.org.sg/
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APPENDIX 6C 

For information only 

 

Information To Be Contained In Annual Bonus Update 

 

The information required in Notice No: MAS 320 are as follows: 

(a) Information To Be Contained In Annual Bonus Update 

▪ Where there is a sub-fund for different groups or classes of participating 

products in the participating fund, the information in Appendix C of Notice No: 

MAS 320 shall be in respect of the relevant sub-fund. 

(b) Purpose Of The Annual Bonus Update 

State the purpose of the Annual Bonus Update as: 

▪ informing the participating policy owners of the performance of the participating 

fund over the previous accounting period and of the bonuses allocated to them 

for the year; and 

▪ setting out the future outlook based on the latest actuarial investigation of 

policy liabilities carried out under Section 37(1) of the Insurance Act (Cap. 142) 

and updating the participating policy owners on any changes in future non-

guaranteed bonuses. 

(c) Past Performance And Future Outlook 

▪ Describe the participating fund performance over the previous accounting period, 

with specific comments on key factors affecting bonuses to be allocated in this 

accounting period such as investment, mortality, morbidity, expenses and 

surrender experiences. 

▪ Describe the future outlook for the participating fund, in particular, any changes 

in outlook on the key factors affecting future non-guaranteed bonuses. 

▪ Explain how the past experience (including accumulated experience from 

previous years) and future outlook will impact the bonus allocation and reserves 

for future bonuses. 

▪ Provide an explanation where the information provided in the above paragraphs 

is inconsistent with the latest actuarial investigation of policy liabilities of the 

participating fund carried out under Section 37(1) of the Insurance Act (Cap. 

142). 

(d) Bonus Allocation 

▪ Highlight that the bonuses allocated to the participating policy owner for the 

previous accounting period were as approved by the Board of Directors, taking 

into account the written recommendation by the Appointed Actuary. 

▪ Provide a clear explanation where the bonuses approved by the Board of 

Directors differ from the recommendation made by the Appointed Actuary. 

▪ State when the bonus allocated will vest in the participating policy of the policy 

owner. 

▪ State the bonus rates allocated for the participating policy owner for the three 

years immediately preceding the accounting period under review. Where such 
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information is not available, the insurer shall explicitly state the reason(s) for the 

unavailability. 

▪ State clearly that a full policy illustration is available to participating policy 

owner upon request. 

▪ The full policy illustration shall be based on the insurer’s best estimate of the 

investment rate of return as shown to be supportable by the latest actuarial 

investigation of policy liabilities carried out under Section 37(1) of the Insurance 

Act (Cap. 142), but shall not exceed the industry’s best estimate, at that time, 

of the long-term investment rate of return. 

▪ Where a full policy illustration is provided to the participating policy owner, 

state clearly that the actual bonuses declared in the future may turn out to be 

higher or lower than those illustrated. 

(e) Update On Changes In Future Non-Guaranteed Bonuses 

▪ Whenever there is, or will be a change in bonus rates, state the following 

figures to the policy owner of the participating policy: 

(i)  in relation to endowment plans: 

- an illustration of the revised total maturity benefit (maturity value); 

- the impact of the bonus rate revision on the maturity value; 

(ii)  in relation to whole of life plans: 

-  an illustration of the revised total surrender value; 

-  the impact of the bonus rate revision on the total surrender value,  

shown at a particular age or duration as specified in the next paragraph. 

▪ Where a policy owner whose current age is less than 45 years, show the values 

required in paragraph (ii) above at age 65. Where a policy owner whose current 

age is between 45 and 79 years inclusive, show the same values in 20 years’ 

time. Where a policy owner whose current age is between 80 and 99 years 

inclusive, show the same values at age 99. 

▪ The illustration of benefits for the purpose of a change in bonus rates shall be 

based on the insurer’s best estimate investment rate of return as shown to be 

supportable by the latest actuarial investigation of policy liabilities carried out 

under Section 37(1) of the Insurance Act (Cap. 142), but shall not exceed the 

industry’s best estimate, at that time, of the long-term investment rate of return. 

▪ State clearly that the actual bonuses that may be declared in the future may 

turn out to be higher or lower than shown in the illustration of benefits for the 

purpose of a change in bonus rates. 
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CHAPTER 7  

INVESTMENT-LINKED LIFE INSURANCE POLICIES (ILPS): TYPES, FEATURES, BENEFITS 

AND RISKS 

 

CHAPTER OUTLINE 

 

1. Introduction 

2. What Is An ILP? 

3. What Is An Investment-linked Sub-Fund? 

4. Purpose Of ILPs 

5. Types Of ILPs 

6. Features Of ILPs 

7. Key Factors To Consider Before Purchasing An ILP 

8. Are ILPs Suitable For Older People? 

9. Investing In ILPs With CPF Savings 

10. Differences Between An ILP And A Traditional Life Insurance Policy 

11. Pricing Of ILP Units 

12. How Much Of The Premium Is Used To Purchase Units? 

13. How Are Unit Prices Computed? 

14. Insurance Protection Features Of ILPs 

15. Investment Returns Of ILPs 

16. Fees And Charges For ILPs 

17. Benefits Of Investing In ILPs 

18. Risks Of Investing In ILPs 

19. Comparison With Unit Trusts (UTs) 

 

KEY LEARNING POINTS 

 

After reading this chapter, you should be able to: 

 know the definition of an Investment-linked Life Insurance Policy (ILP) 

 explain what an investment-linked sub-fund is  

 describe the purposes, types and features of ILPs 

 understand the key factors to consider before purchasing an ILP 

 understand the suitability of ILPs for older people 

 know that CPF savings can be used to invest in ILPs 

 differentiate between an ILP and a traditional life insurance policy 

 understand the pricing of ILP units  

 know how much of the premium is used to purchase units 

 understand how unit prices are computed 

 understand the insurance protection features and investment returns of ILPs 

 describe the different types of fees and charges for ILPs 

 describe the benefits and risks of investing in ILPs 

 distinguish between ILPs and Unit Trusts (UTs) 
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1. INTRODUCTION 

 

1.1 Investment-linked Life Insurance Policies (ILPs) started gaining popularity from 

the early 1990s. One reason for their popularity is that ILPs offer the potential 

of higher returns as compared to traditional life insurance policies.  

2. WHAT IS AN ILP? 

 

2.1 An ILP is a life insurance policy which provides a combination of protection and 

investment. Premiums buy life insurance protection and investment units in 

professionally managed investment-linked sub-funds. 

 

2.2 The Insurance Act (Cap. 142) defines an investment-linked policy as follows: 

 

“Investment-linked policy” means any policy which provides benefits 

calculated by reference to units, the value of which is related to the market 

value of the underlying assets.  

 

2.3 ILPs do not provide guaranteed cash values. The value of the ILP depends on 

the price of the underlying assets, which in turn depends on how the 

investments in the sub-fund perform. Fees, expenses and insurance charges 

associated with an ILP are usually paid for either through a deduction of the 

premium and / or sale of purchased units. The value of the policy will fluctuate 

with the value of the units purchased by the premiums. 

3. WHAT IS AN INVESTMENT-LINKED SUB-FUND? 

 

3.1 Just like unit trusts, an investment-linked sub-fund is a professionally managed 

investment fund, usually by an insurance company (insurer) or external fund 

manager. An investment-linked sub-fund pools together the premiums paid by 

policy owners with similar investment objectives. The aggregate sum is then 

used by the fund to build a diversified investment portfolio of assets which 

consists of stocks, bonds and other assets according to the investment 

objective of the fund.  The price of each unit in a fund depends on how the 

investments in that fund perform. 

 

3.2 The investment-linked sub-fund helps in the investment planning of individuals 

by giving them a choice of placing their monies in a diversified investment 

option. This helps to diversify their investments and protect against the risk of 

“putting too many eggs in one basket”. Hence, such funds provide investors 

with an opportunity to attain medium to long-term capital growth by investing 

primarily in equities. Such funds will endeavour to provide above average 

returns in the long term. 
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4. PURPOSE OF ILPS 

A. Investment 

 

4.1 By linking the returns of an ILP to the performance of an underlying sub-fund, 

the policy owner can earn potentially higher returns, as compared to that of a 

traditional life insurance plan. This is because the investment risks are now fully 

borne by the policy owner. 

B. Savings 

 

4.2 An ILP can also serve to meet the long-term financial goals of a policy owner. 

By regularly investing in an ILP, a policy owner can use it as a long-term store 

of wealth. 

C. Protection 

 

4.3 Besides life insurance coverage, an ILP can also provide cover for total and 

permanent disability, as well as critical illnesses. 

5. TYPES OF ILPS 

 

5.1 There are two ways to classify the different types of ILPs. They can be 

classified by: 

 frequency of premium payment; and / or 

 product features. 

A. By Frequency Of Premium Payment 

A1. Single Premium 

 

5.2 In a single premium policy, a lump-sum premium is used to purchase units in a 

sub-fund. 

 

5.3 The emphasis here is normally for savings and investment. However, it is 

possible for this policy to be used for protection, although its use as a 

protection plan is less common than the Regular Premium version. 

A2. Regular Premium  

 

5.4 For such policies, premiums are paid on a regular basis. Units are purchased as 

premiums are received. 

 

5.5 Regular premium policies are usually purchased for protection purposes. Apart 

from life insurance protection, total and permanent disability and critical 

illnesses cover, other forms of coverage are also available. The facility to vary 

the level of insurance cover is a common feature. 
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5.6 In addition to single and regular premium payments, most plans give the option 

of investing an additional amount to the ILP at any time. This additional amount 

(known as a top-up premium) can be invested on a regular or ad-hoc basis. 

Some single premium ILPs offer you the option of making top-ups at specific 

intervals. These options are commonly known as recurring single premium 

options. 

B. By Product Features 

B1. Investment-Linked Whole Life Insurance Policy 

 

5.7 This policy is similar to a traditional Whole Life Insurance policy because it is 

designed to provide lifetime coverage. For a regular premium policy, the policy 

owner can choose to vary the level of insurance cover. 

B2. Investment-Linked Annuity Policy 

 

5.8 An Investment-Linked Annuity or Variable Annuity policy generates a regular 

stream of income for the policy owner for as long as he is alive, or till all units 

in the policy have been cashed out. Under such a policy, the policy owner pays 

a single premium or regular premiums to purchase units. When the policy owner 

retires, a fixed number of units can be cashed out at pre-determined intervals to 

generate an income. Income will fluctuate, depending on the unit price at the 

time of cash out. However, over the long term, the value of units is expected to 

rise. Hence, the policy owner will enjoy the advantage of protection against 

inflation. 

 

5.9 On the other hand, if the value of units fluctuates too much, then the income of 

the policy owner will be affected. However, annuity payments can be paid at a 

fixed amount basis. The advantage to the policy owner is that he receives a 

steady stream of income. On the other hand, because the policy value is 

dependent on the unit price, the units for payment deduction may be depleted 

quickly during times of adverse economic conditions. Hence, there may not be 

enough sub-funds left to cover the lifetime of the insured. However, there can 

be variants of the products that provide a stream of income throughout the 

lifetime of the policy owner. 

6. FEATURES OF ILPS 

A. Protection 

 

6.1 Since ILPs are developed and distributed by life insurers, the basic and minimum 

protection benefit is the death protection. The protection element may take the 

form of death (or accidental death) or total and permanent disability. On top of 

that, most of the additional benefits, e.g. personal accident and critical illness 

covers, can be attached to an Investment-linked Plan. 

 

6.2 Generally, regular premium ILPs also give the policy owner the flexibility to vary 

the level of insurance coverage to meet his individual protection needs. 
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However, an increase in coverage may be subject to the insurer’s underwriting 

approval. 

 

6.3 Most single premium ILPs provide lower levels of insurance protection as 

compared to regular premium ILPs. 

B. Top-Ups 

 

6.4 During the policy term of an ILP, the policy owner has a choice to do a top-up 

anytime by investing an additional premium. This top-up can be on a regular or 

ad hoc (for a particular purpose) basis. Most insurers have a 100% premium 

allocation for top-up premiums. 

C. Sub-Fund Switch 

 

6.5 All life insurers in Singapore have more than one investment sub-fund for their 

policy owners to choose from. Thus, this enables a policy owner to do a sub-

fund switch according to his personal circumstances. Sub-fund switch is just 

switching from one investment sub-fund to another investment sub-fund. 

 

6.6 Do remember that, on a normal buy transaction, the policy owner will buy at 

the offer price.  

 

6.7 However, most sub-fund switches are done on a bid-to-bid basis, i.e. to sell 

from one sub-fund at the bid price and to buy into another also at the bid price. 

Sub-fund switch can either be on an ad hoc or regular basis. Another name for 

regular sub-fund switches is automatic sub-fund switch. It simply means that 

any sub-fund switch will be done on a specified regular date, with a fixed 

amount as specified by the policy owner. 

D. Partial / Full Surrender 

 

6.8 The policy owner has the right to surrender part or the whole of the units 

allocated to him. This is attractive to the policy owner who wants to have easy 

access to the sub-funds. Withdrawals (i.e. partial cashing out of units) and 

surrenders (i.e. cashing out of all units) are allowed. 

E. Premium Holiday 

 

6.9 Premium holiday is a period when the policy owner does not pay any premium, 

and yet enjoy the benefits that are defined in the policy. Since there is no 

premium paid, the insurer will sell away the existing units from the policy to pay 

for all the benefit charges. Hence, how long the premium holiday period lasts 

will depend on the actual number of units which can be used to pay for all 

these charges. 

F. Riders 

 

6.10 Usually, a Whole Life Investment-linked policy allows for more comprehensive 

protection against mortality, major illnesses and permanent disability by 
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including riders. Some riders are paid by unit deductions, while others are paid 

by additional premium payments. 

7. KEY FACTORS TO CONSIDER BEFORE PURCHASING AN ILP 

A. Insurance Protection Needs 

 

7.1 This determines the type of insurance coverage that the policy owner will be 

taking (e.g. protection for death, critical illnesses, disability and accidents), and 

the level and duration of insurance coverage suitable to meet his needs. 

B. Risk Profile 

 

7.2 The policy owner’s risk profile refers to how much investment risk that he is 

willing to bear. It varies from individual to individual, and changes as he gets 

older, as his financial situation and investment objectives change. The cash 

value of an ILP depends on the performance of the investment-linked sub-

fund(s) as selected. The returns are not guaranteed. A policy owner investing in 

an ILP needs to be aware that the cash value of his policy will fluctuate 

according to the performance of the sub-fund(s). The changing risk profile will 

also mean that the policy owner should re-evaluate his investments at different 

points of time (after he has purchased the ILP), to ensure that his policy 

remains relevant to his needs. 

C. Personal Investment Objective 

 

7.3 Different investment-linked sub-funds focus on different asset classes, 

geographical regions or industry sectors, and have different levels of volatility. 

It is important to select a sub-fund(s) that will commensurate with his risk 

profile and investment objectives. 

D. Time Horizon 

 

7.4 This refers to the period that the policy owner can stay invested before he 

expects to cash out his investment. Regular premium ILPs are generally 

regarded as long-term insurance plans. A longer time horizon is particularly 

important when investing in these types of plans, as there are usually 

significant charges in the early policy years. 

8. ARE ILPS SUITABLE FOR OLDER PEOPLE? 

 

8.1 The suitability for older people can be assessed through the four points as 

mentioned above, namely Insurance Protection Needs, Risk Profile, Personal 

Investment Objective and Time Horizon. As a general rule, older people have 

less pressing needs for life insurance – they may have made adequate 

provision, or they may have fewer needs once their children are financially 

independent. 
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8.2 An important factor that comes into play for the older person is his ability to 

sustain premium payments if retirement is approaching. As such, an older 

person who is unlikely to continue his premium payments beyond retirement 

and for whom the primary aim is investment, a regular premium ILP will not be 

a suitable option. The initial costs and the short-term investment horizon will 

seriously limit the potential returns. There will be other investment options that 

will better suit his needs. 

 

8.3 Similarly, if insurance protection is a significant objective, but cover is required 

only for a very limited period, there are likely to be other insurance options that 

can be considered as such. 

9. INVESTING IN ILPS WITH CPF SAVINGS 

 

9.1 Premiums and top-ups can be made with CPF savings if the ILP is included 

under the CPF Investment Scheme (CPFIS). Since January 2001, only single 

premium plans have been allowed under the CPFIS. However, CPF members 

who have purchased regular premium plans before 2001 can continue to have 

the regular premiums paid from their CPF savings. 

10. DIFFERENCES BETWEEN AN ILP AND A TRADITIONAL LIFE INSURANCE 

POLICY 

A. Bonuses 

 

10.1 Traditional participating policies share in the profits of the insurer. The benefits 

under these policies are increased by regular additions of reversionary and 

terminal bonuses. Once declared, they become guaranteed additions to the 

policies. However, future bonuses are not guaranteed. 

 

10.2 In the case of an ILP, the policy value is linked to the prevailing unit value that 

fluctuates with the value of the underlying assets.  

B. Investment Returns 

 

10.3 Policy owners of traditional participating policies are generally guaranteed a 

minimum surrender value. This is in addition to any bonuses that may be 

declared. 

 

10.4 In general, ILPs do not guarantee a minimum return, and the policy owners bear 

the full investment risks.  

C. Premium Breakdown 

 

10.5 Under traditional policies, the policy owners will not know the proportions of 

premiums that are used to pay for insurance cover, expenses and savings. 
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10.6 Disclosure under ILPs is more transparent. Hence, the policy owners will know 

the amounts that have been deducted for expenses and insurance cover, as 

well as the amount that has been allocated to purchase units for investment 

purposes.   

D. Investment Mandate 

 

10.7 For traditional policies, premiums collected are pooled into the insurer’s Life 

Sub-fund, which is invested taking into account the nature, term and currency 

of the insurer’s liabilities. Typically, the Life Sub-fund invests mainly in fixed 

income instruments, such as bonds with a relatively smaller proportion in 

equities. 

 

10.8 For ILPs, each of the underlying sub-funds is invested in accordance with its 

specified investment objective. This may be investing 100% in bonds or 100% 

in equities, depending on the investment mandate of the sub-fund.  

 

Summary Table On The Differences Between  

An ILP And A Traditional Life Insurance Policy 

 ILP Traditional Life Insurance Policy 

Bonuses The value of the ILP 

depends on the 

performance of the chosen 

sub-funds. 

For participating whole life and 

endowment plans, bonuses may be 

payable depending on the insurer’s 

profits. Bonuses are not guaranteed. 

However, once they are declared by 

the insurer, they become guaranteed 

additions to the sum assured of the 

plans. 

Investment 

Returns 

The investment risk is 

usually borne entirely by 

the policy owner. 

There are two categories of benefits - 

guaranteed and non-guaranteed. For 

guaranteed benefits, the insurer bears 

the investment risk. However, for non-

guaranteed benefits, such as bonuses, 

benefits depend on the performance of 

the insurer’s participating sub-fund. 

Premium 

Breakdown 

The amount of the 

premium used for 

insurance coverage, other 

charges and the purchase 

of units are unbundled and 

transparent. They are 

disclosed in the Product 

Summary and Policy 

Contract. 

The premium amount used for 

insurance coverage, other charges and 

investment are bundled up. They are 

not separately identified in the Product 

Summary and Policy Contract. 

Investment 

Mandate 

The part of your premiums 

allocated for the purchase 

of units will be invested in 

your chosen investment-

linked sub-fund. The sub-

fund is invested according 

All of your premiums go into the 

insurer’s participating sub-fund. The 

insurer decides on the appropriate 

investment portfolio for this sub-fund 

after taking into account the nature, 

term and currency of the insurer’s 
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 ILP Traditional Life Insurance Policy 

to its specified investment 

objective. The 

performance of the sub-

fund can be tracked 

through the daily 

publication of unit prices. 

overall liabilities.  

The performance of the sub-fund will 

depend not only upon investment 

performance, but also upon other 

factors, such as claims experience 

(whether this is more or less than 

anticipated) and expense levels. 

11. PRICING OF ILP UNITS 

A. Offer And Bid Prices 

 

(a) Offer Price 

The offer price is the price which the insurer uses to allocate units to a 

policy when premiums are paid. It is the price of a unit that is sold to a 

policy owner. If the offer price is S$1 and the whole S$100 premium is to 

be applied to buy units, it will, therefore, buy 100 units. 

 

(b) Bid Price 

The bid price is the price which the insurer will give for the units if the 

policy owner wishes to cash in or claim under the policy. It is the price of a 

unit to be sold by the policy owner. This is always lower than the offer 

price. For example, if the bid price is S$0.95, 100 units can be cashed for 

S$95. 

 

(c) Bid-Offer Spread 

The bid-offer spread is one of the initial charges levied when the policy 

owner purchases a unit in the sub-fund. It is a charge made by the insurer 

to cover its expenses in setting up the policy. Usually, there is a 5% 

difference between bid and offer prices, although there are insurers that 

charge lesser than this rate. The bid-offer spread is sometimes called the 

initial sales charge.  

 

An example below explains the relationship between the offer price, bid 

price and bid-offer spread. 

 

Bid-Offer Spread: 5% 

Offer Price is at S$2.45 

Bid Price = S$2.45 x 95% = S$2.33 

If you invest S$100, you get 100/2.45 = 40.82 units 

If you sell immediately, you get back only S$2.33 x 40.82 units = 

S$95.11 

B. Single Pricing 

 

11.1 Some insurers use a single price to reflect the value of the underlying 

investment sub-funds. The difference between a single pricing concept and a 

Definitio

ns 
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bid-offer pricing concept is that, under a single pricing model, policy owners will 

buy and sell units based only on that particular one price. On the other hand, 

for a bid-offer pricing model, policy owners will buy units at offer price and sell 

units at bid price. An interesting way to remember this is “BOSB”. “BOSB” 

stands for Buy at Offer, Sell at Bid. For a single pricing model, the initial sales 

charge is clearly and precisely stated and made known to the policy owners. 

That is to say that only the net premium, after deducting the sales charge, will 

be used to purchase units based on this single price. 

12. HOW MUCH OF THE PREMIUM IS USED TO PURCHASE UNITS? 

 

12.1 The full amount of premium paid may not always be allocated to purchase 

units. Before buying an ILP, it is important to find out what percentage of the 

premium will be used to purchase units. This information, commonly known as 

premium allocation rate, is available in the Product Summary and / or Policy 

Contract. 

 

12.2 For most single premium ILPs and top-ups, 100% of the premiums are used to 

purchase units. For regular premium ILPs, the amount of premium used to 

purchase units will depend on the structure of the plan i.e. whether it has a 

front-end loading or back-end loading. 

A. Front-End Loading 

 

12.3 In a front-end loaded plan, a certain amount of the premiums will be used to 

help defray the insurer’s expenses, such as distribution and administration costs 

in the early years. These expenses decrease over time. As such, less than 

100% of the premiums are allocated to purchase units in the initial years. The 

premium allocation increases over time until it reaches 100%. Some insurers 

also provide premium allocations in excess of 100% in the later policy years, 

usually to reward policy owners who keep their policies in force for the long 

term. 

 

12.4 Premium allocation is explained further in the later chapter in this study guide 

on “How do ILPs work?” 

B. Back-End Loading 

 

12.5 Under a back-end loaded plan, 100% of the premiums are allocated to purchase 

units from the start. However, to help insurers defray distribution and 

administration costs, back-end charges are imposed if the policy owner wishes 

to surrender his plan, in whole or in part, within a certain time. 

 

12.6 It should be noted that, although the premium allocation structure differs for 

front-end and back-end loaded ILPs, the overall effect of the charges will be 

similar. 
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13. HOW ARE UNIT PRICES COMPUTED? 

 

13.1 The frequency and methodology for computing unit prices vary from sub-fund 

to sub-fund. Details are specified in the Product Summary and Policy Contract. 

 

13.2 For most ILPs, unit prices are computed based on forward pricing. This means 

that the fund manager re-calculates the sub-fund’s net asset value, based on 

the value of the investment-linked sub-fund’s underlying assets, after the 

market closes. The sub-fund management charges are then deducted from the 

net asset value, and the balance is then divided by the total number of units to 

arrive at the unit price. All ILP orders to purchase or sell units are then settled, 

based on the next computed unit price. 

 

13.3 Forward pricing is the most widely used pricing model in the local insurance 

industry. It basically means that the number of units that are purchased from 

the underlying investment sub-funds shall be determined by reference to the 

offer price established on the next valuation date. In essence, it means that the 

next available offer price after the premium has been paid. Similarly, units that 

are sold will be determined using the next available bid price. Valuation date is 

the date that the insurer will determine the value of the underlying assets in the 

investment sub-funds.  

14. INSURANCE PROTECTION FEATURE OF ILPS 

A. What Types of Insurance Protection Do ILPs Provide? 

 

14.1 As mentioned previously, ILPs provide insurance protection in the event of 

death. Additional benefits may include total and permanent disability, accidental 

death, critical illness and hospitalisation coverage. Regular premium ILPs also 

generally give the policy owner the flexibility to vary the level of insurance 

coverage to meet your individual protection needs. 

 

14.2 However, an increase in coverage may be subject to the insurer’s underwriting 

approval. 

 

14.3 It should be noted that the cost of insurance, based on the policy owner’s age, 

scope and type of protection chosen, would be charged accordingly. Most 

single premium ILPs provide lower levels of insurance protection as compared to 

regular premiums ILPs. 

B. Effect Of Age On Cost Of Insurance 

 

14.4 The cost of insurance will increase with age. It is an inescapable fact of life 

that, as the policy owner ages from 30 years old onwards, there is, year by 

year, an increasing risk of death, disability or contracting a critical illness. This 

increasing risk of claim has to be factored into the calculation of the premiums 

for any life insurance product. 

 



Module 9: Life Insurance And Investment-Linked Policies 

 

136 Copyright reserved by the Singapore College of Insurance Limited [Version 1.0] 

C. Effect Of Age On Amount Of Premiums To Be Paid 

 

14.5 The policy owner does not necessarily have to increase the premiums paid as 

his age increases. Most life insurance products, including regular premium ILPs 

are designed, so that the premium which the policy owner pays remains level 

throughout the life of the policy. For most regular premium ILPs, the premium, 

which is usually payable monthly, is used to buy units in the chosen 

investment-linked sub-fund. Units are then sold to pay for the insurance cover 

that month. 

 

14.6 While these insurance coverage charges increase year by year, the premium 

that the policy owner pays — that is, the sum of money that actually leaves his 

bank account each month — will have been determined with the expectation 

that the premium will remain unchanged for the intended duration of the policy. 

This premium will have been based on certain assumptions about the 

performance of the sub-fund but, if the sub-fund performs poorly, the units may 

not be adequate to meet the insurance coverage charges. Under these 

circumstances, the policy owner may need to increase his premiums or reduce 

the level of insurance protection. 

 

14.7 It should be noted that some insurers offer plans that limit insurance cover to 

modest levels for which there is no explicit charge, and where the cost is borne 

by the insurer out of the management fees. 

D. How Does The Level Of Protection Affect Cash Values? 

 

14.8 For regular premium ILPs, it is important to understand that, for the premium 

which the policy owner wishes to pay, there will be a trade off between the 

amount of insurance coverage provided and the amount available for 

investment. The higher the level of coverage selected, the more units will be 

absorbed to pay for the insurance charges, and the fewer units will remain to 

accumulate cash values under his policy. 

15. INVESTMENT RETURNS OF ILPS 

A. Are Investment Returns Guaranteed? 

 

15.1 Investment returns from ILPs depend on the performance of the policy owner’s 

chosen sub-fund. The returns are not guaranteed. The policy owner has to bear 

the investment losses if the sub-fund performs poorly. Conversely, he will enjoy 

the full benefit of investment gains if the sub-funds perform well. It should also 

be noted that the past returns of a sub-fund are not necessarily indicative of the 

future performance of the sub-fund. 

B. What Types Of Sub-Funds Do ILPs Offer? 

 

15.2 Most insurers offer a wide range of sub-funds to suit the policy owner’s 

investment objectives, risk profile and time horizons. There is a correlation 

between risk and reward, so that there will be a trade off between the risks 
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associated with the sub-fund and its potential returns. For example, higher risk 

investments, such as equity sub-funds, offer greater potential for higher returns, 

whereas the relative safety of cash sub-funds may be expected to yield more 

modest returns. 

 

15.3 The policy owner’s risk preference, and therefore, the appropriate sub-fund, 

may change during the lifetime of his policy as his time horizons shorten. As a 

general rule, the closer that the policy owner gets to the time when the value of 

the policy will be realised, the less risk that he will wish to take. 

 

15.4 For investments under the CPF Investment Scheme, the CPF assigns a risk 

classification to all participating ILP sub-funds. 

 

15.5 For further details and more information on the common type of sub-funds 

available, do refer to the next chapter of this study guide. 

16. FEES AND CHARGES FOR ILPS 

 

16.1 Fees and charges for an ILP are paid for through the following ways: 

 deduction of premiums; and / or 

 sale of purchased units. 

 

16.2 For the sale of purchased units, charges are deducted by way of reducing the 

number of units that the policy owner holds. Charges are first converted to 

units by using the bid price, after which the same number of units is deducted 

from the policy owner. 

 

16.3 Here are examples of the types of fees and charges that may be incurred in an 

ILP: 

 Initial sales charge; 

 Sub-fund management fee; 

 Benefit / Insurance charges; 

 Policy fees; 

 Administrative charges; 

 Surrender charges; 

 Premium holiday charges; and 

 Sub-fund switching charges. 

A. Initial Sales Charge Or Bid-Offer Spread 

 

16.4 This is a charge that goes towards paying the insurer which sells the sub-fund 

in respect of an ILP. Initial sales charges are usually a percentage of the 

investment amount (e.g. 3% or 5%). Initial sales charges are one-off charges, 

and are made either at the point of purchase, or at the point of redemption 

(sale). This is unlike the other costs, which may be incurred every year upon 

owning a share in the sub-fund. 
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B. Sub-Fund Management Fee 

 

16.5 The investments of the unitised sub-fund are managed by professional 

investment managers. A sub-fund management fee is paid to the fund manager 

for portfolio supervision and for general management of the sub-fund affairs. 

Such fee also serves to compensate the manager for the expenses incurred in 

providing the relevant services. There will normally be a sub-fund management 

charge likely to range from 0.5% to 2% per annum. The level of this charge will 

depend on the competition, the type of assets under management, and the 

profit requirements of the life insurers. A sub-fund investing in government 

securities will normally attract a lower sub-fund management charge as 

compared to an equity sub-fund. They are normally charged at the same 

frequency as the pricing of the units. The pricing of the units should have taken 

this into account. Such a fee will cover investment expenses and will provide 

for profits to shareholders of the insurer. 

C. Benefit / Insurance Charges 

 

16.6 These are charges incurred by the client for the insurer to provide coverage for 

certain events like death, total and permanent disability or critical illness, etc. 

occurring during the policy period of insurance for the ILP.  

 

16.7 The charges for the basic insurance cover, i.e. death and total and permanent 

disability, increase with the life insured’s age. For example, the charges for 

S$1,000 basic insurance cover for a male when he is at the age of 30, 40, 50 

and 60 years are S$0.78, S$1.29, S$3.12 and S$11.64 respectively. The 

numbers in this example are not definite numbers as different insurers offer 

different rates. These charges are usually sub-funded by the cancellation of a 

number of units under the policy, which will give the equivalent dollar amount 

of the relevant benefit charges.  

 

16.8 On the other hand, the charges for riders can be by way of cancellation of units 

(e.g. critical illness rider) or by cash payment (e.g. accidental death benefit 

rider). If it is the former, the charges increase with the insured’s age. As for the 

latter, the charges are a fixed amount payable throughout the premium payment 

term of the policy.  

 

16.9 The charges for the basic insurance cover and those riders which are paid by 

way of cancellation of units escalate as the insured ages, as you can see from 

the above example. Should the charges outstrip the annual premiums paid, the 

investment gains would be used to pay for the charges. This means that there 

is a possibility of the policy lapsing (some insurers have features in place to 

prevent this from happening) or having low surrender value at the point of a 

claim. This defeats the purpose of the client buying the policy to earn high 

investment returns, and enjoy insurance protection at the same time.  

 

16.10 It will have serious consequences on his financial planning. It is important that 

you bear this point in mind when you advise your clients, (particularly those 

who are in the older age group, as the mortality charges are higher) to purchase 
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ILPs for their insurance needs. You should ensure that the charges for the 

insurance cover would not result in your client not meeting his objective for 

which he had bought the policy. For any client who has substantial life 

insurance needs, you can advise him to purchase one of the traditional life 

insurance policies instead. It is also important that you highlight the increase in 

charges to your client. You may refer to later relevant chapter to see how this 

is done.  

 

16.11 The charges for the cash payment type of insurance cover are included in the 

premium that the policy owner pays and, as the rate is unchanged as age 

increases, it does not have any adverse effect on the policy. However, some of 

these benefits’ premium rates are non-guaranteed in nature and, hence, may 

change depending on the claim experience. This may have an overall effect on 

the policy in terms of affordability. 

 

D. Policy Fees 

 

16.12 These cover the administrative expenses of setting up the policy, as well as the 

regular running expenses of administering the policy. As the cost of setting up a 

big or small policy is more or less the same amount, the insurer will normally 

levy (impose and collect) a uniform policy fee for each policy.  

E. Administrative Charges 

 

16.13 These cover the initial expenses of the policy. The cost of administration is 

incurred largely to provide record-keeping and transaction services. Sometimes, 

these costs may represent additional fees paid to the fund manager. Other 

times, these fees are paid to banks and sub-fund service organisations, which 

provide such services independent of insurers. These costs usually range from 

0.2% to 0.4% of average sub-fund assets. 

F. Surrender Charges 

 

16.14 Surrender charges or back-end loads are the charges that a client would incur 

should he decide to cash out a portion or all of his units before a certain period 

of time. This serves to compensate the insurer for the costs incurred in the 

setup and the administration of the policy. Surrender charges are usually a 

percentage of the total surrender value that a client will be cashing out or 

surrendering. The charges usually decrease from the first year onwards. 

 

16.15 For example, the surrender charges may be: 

 

95% of surrender value in year 1; 

85% in year 2; 

65% in year 3; 

 

until it finally decreases to zero. 

 

 

RECORD-

KEEPING 
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16.16 The dollar amount for the surrender charges will be calculated as follows: 

 

A x B x Bid price 

 

where  A is the surrender factor or percentage as above; and 

  B is the number of units to be surrendered. 

G. Premium Holiday Charges 

 

16.17 An ILP gives the policy owner the flexibility to go on a premium holiday. A 

premium holiday means that the policy owner can choose to stop paying his 

regular premium for a certain period of time, for as long as the surrender value 

of that policy is enough to cover the charges for the policy.  

 

16.18 A fee, called the premium holiday charge, may be levied by the insurer for using 

this premium holiday feature. This charge may be based on a percentage of the 

regular premium that is due, or a percentage of the charges and fees payable 

for the policy. The percentage payable usually decreases with time. The 

charges and fees payable are by way of deduction of units at the bid price. As 

practices of insurers do differ, it is important that the adviser check the practice 

of the insurer which he represents, before giving advice to his clients. 

H. Sub-Fund Switching Charges 

 

16.19 As mentioned earlier, the policy owner has the option to switch his holdings 

from one sub-fund to another. The sub-fund switch feature of an ILP allows the 

policy owner to switch all or a portion of his holdings from one sub-fund to 

another, in line with his risk profile and investment preference. The first such 

sub-fund switch made in a year is usually free, but subsequent switches are 

subject to charges, usually at a flat dollar amount per switch made (e.g. S$25). 

There are insurers that offer more than one free sub-fund switch per year. 

Some may even offer unlimited sub-fund switches, subject to certain 

conditions. 

17. BENEFITS OF INVESTING IN ILPS 

A.  Pooling Or Diversification 

 

17.1 The sub-fund offers the policy owner an access to a "pooled" or "diversified" 

portfolio. A sub-fund normally consists of a large number of equity stocks and / 

or a range of corporate bonds. The policy owner is unlikely to be able to 

construct such a diversified portfolio on his own. A diversified portfolio has 

better risk characteristics than a portfolio that is not well diversified, i.e. a sub-

fund should cushion from a severe price decline of any one stock, and 

sometimes, a sector of stocks in the portfolio.  

 

17.2 Diversification does not and cannot protect policy owners against adverse 

moves in the broad investment market. It protects only against the risk of 
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“putting too many eggs in one basket”, i.e. putting too much money into one 

company’s securities. 

B. Flexibility 

 

17.3 An ILP can be very flexible because of the nature of the product. An ILP policy 

owner can vary the amount of life cover within very wide limits and can vary 

premium payments, take premium holidays, add single premium top-ups, or 

make withdrawals at any time. 

 

17.4 Such flexibility cannot be achieved under a conventional product structure. For 

example, a participating or non-participating Endowment or Whole Life 

Insurance policy requires complicated alteration of calculations, if the policy 

owner wishes to change his premium level or sum assured. This is expensive 

and the cost has to be reflected in the premium to be charged. 

 

17.5 However, there are limitations to the flexible features offered by ILPs. It is 

important that you know the limitations, and highlight them to your clients 

when presenting your recommendations to them.  

C. Dollar Cost Averaging 

 

17.6 Dollar cost averaging simply means investing the same dollar amount in a sub-

fund at regular intervals, regardless of the sub-fund price fluctuations. By 

regularly investing specified amounts of money over a period of time, the policy 

owner is able to capitalise on market cycles, by purchasing more units when 

prices are low and fewer units when prices are high.  

 

17.7 If you invest in the long term, buying units of the sub-fund at different prices as 

a sub-fund value characteristically moves up and down, you will find that the 

cost of each share should be typically lower than the average price of the share 

during the same period. This is the beneficial effect of dollar cost averaging.  

 

17.8 As a result, the average cost of the units is reduced, thereby increasing the 

potential for higher returns on the principal, and effectively eliminating the risk 

of timing the market incorrectly. 
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An Example Of A Dollar Cost Averaging Plan 

Source: 

https://secure.fundsupermart.com/main/research/viewHTML.tpl?articleNo=2963  

D. Professional Management 

 

17.9 A professional fund manager or investment adviser carefully selects the specific 

stocks and / or bonds in which the sub-fund invests. This may be done by a 

single person or a team of people.  

 

17.10 In addition, the sub-fund management company usually employs researchers, as 

well as investment analysts and strategists, to provide the fund manager with 

detailed information, insights, and interpretations that are important 

considerations, when selecting individual stocks or bonds. These data and 

opinions enable the fund manager to fulfil the sub-fund objectives and select 

securities that will, hopefully, produce a substantial positive return. 

E.  Affordability 

 

17.11 The small investor is able to access the sub-fund with a modest capital. He is 

unlikely to be able to purchase bonds and certain stocks directly, and as cost-

effectively, at such low levels of capital investment. 

F. Ease Of Administration 

 

17.12 The policy owner, apart from keeping his policy document and annual 

statements provided by the insurer, he need not concern himself with the 

administration of his investments. The administration of a portfolio of 

investments can be a complicated affair. 

G. Choice Of Sub-Funds 

 

17.13 ILPs let the policy owner choose from a wide range of investment-linked sub-

funds, managed by professional fund managers. It is important to select sub-

fund(s) that suit your client’s financial goals and risk profile, for example, low, 

https://secure.fundsupermart.com/main/research/viewHTML.tpl?articleNo=2963
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medium or high risk. ILPs also allow the policy owner to move his money from 

one sub-fund to another, to suit his financial situation and risk profile, since 

these can change over time. Most insurers offer a limited number of free 

switches and charge a nominal fee per switch. Before switching from one sub-

fund to another, do check whether your client is entitled to free switches and, if 

not, how much he needs to pay for the switch. 

H. Potential Returns 

 

17.14 With ILPs, depending on the choice of sub-fund, the policy owner can earn 

potentially higher returns over the long term as compared to other life insurance 

policies, such as traditional whole life and endowment plans, since the 

investment risk is borne by the policy owner, and he may choose to invest into 

higher risk sub-funds. 

I. Guaranteed Insurability 

 

17.15 Like other life insurance products, once you purchase an ILP, you will enjoy 

guaranteed insurability for the duration of the plan, regardless of any changes in 

your health status. However, an increase in coverage may be subject to the 

insurer’s underwriting approval. 

18. RISKS OF INVESTING IN ILPS 

 

18.1 Since the values of the units of ILPs are directly linked to the investment 

performance of the underlying assets in the sub-fund, the value of the units can 

rise or fall with the underlying assets in the sub-fund. Hence, it is possible that 

the value of the policies may fall. As such, the cash and maturity values will be 

adversely affected. Therefore, while the potential yield of an ILP may be higher 

than a non-linked or traditional life insurance policy, the risks are also greater. 

A. Investment Returns Are Not Guaranteed 

 

18.2 In an ILP, the investment risk will be borne entirely by the policy owner. The 

performance of the sub-funds is not guaranteed, and the price of the units can 

rise or fall. As such, if a sub-fund does not perform well, the cash and maturity 

values will be adversely affected. 

B. Insurance Coverage Charges Are Not Guaranteed 

 

18.3 Most single premium ILPs offer lower insurance coverage levels. Consequently, 

they have lower insurance coverage charges as compared with regular premium 

ILPs. 

 

18.4 For regular premium ILPs, the scale of insurance coverage charges is not usually 

guaranteed and may be adjusted by the insurers, subject to any maximum limits 

as stated in the policy. An increase in the scale of charges would only arise 

should there be a general and sustained worsening of claims experience. Should 
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such an increase be necessary, it would be applied to an entire class of policies, 

and not in isolation to an individual policy. 

C. Units May Be Insufficient To Pay The Insurance Coverage Charges 

 

18.5 As the risk of death, disability and illness generally increases with age, 

insurance coverage charges typically increase as the policy owner gets older. 

For most regular premium ILPs, insurance coverage charges are paid through 

the sale of units. As the policy owner gets older, it is possible that a 

combination of high insurance protection and a poorly performing sub-fund may 

result in the value of the units being inadequate to meet such charges for the 

level of coverage as provided by his policy. 

19. COMPARISON WITH UNIT TRUSTS (UTS) 

 

19.1 ILPs and UTs are very similar. Broadly there are no differences in the tax 

treatment or investment bases between ILPs and UTs. However, there are some 

differences in the way that they operate, e.g. ILPs do not need trustees or 

registrars.  

 

19.2 The key distinction between ILPs and UTs is that ILPs provide insurance 

coverage (death benefit), as well as investment returns, whereas UTs provide 

only investment returns. Upon the death of the policy owner of an ILP, the 

benefits paid out will be both the value of the units, as well as the death 

benefit, or the higher of the two. Besides the death benefit, some insurers 

provide other types of coverage, such as total and permanent disability benefit, 

and critical illness benefit, under an ILP. 

 

19.3 You may refer to the Comparison Chart for your knowledge.  

 

Comparison Chart Between ILPs And Unit Trusts 

Item ILPs UTs 

Investment 

Guidelines 

ILP sub-funds are subject to the 

requirements as specified in the 

Insurance Regulations – Insurance 

Act (Cap. 142) and Notice No: 

MAS 307 

Subject to requirements as 

specified in the Code on 

Collective Investment 

Schemes and regulated 

under the Securities and 

Futures Act (Cap. 289) 

Product 

Disclosure  

(at point of 

sale) 

▪ A Copy Of The Cover Page 

▪ Product Summary 

▪ Policy Illustration 

▪ Bundled Product Disclosure 

Document 

▪ Guide to Life Insurance (from 

LIA) 

Prospectus / Profile 

Statement 

 

Product 

Disclosure 

(post-sale) 

▪ Policy contract 

▪ Annual Statement of Accounts 

▪ Annual and Semi-Annual Report 

on ILP sub-fund 

▪ Annual Statement of 

Accounts 

▪ Annual and Semi-Annual 

Report 
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Item ILPs UTs 

Death Benefit Left to market forces to decide on 

the appropriate level of death 

benefits for ILPs offered in 

Singapore 

Not applicable 

Free-look / 

Cancellation 

Period 

▪ 14 days from the date of receipt 

of policy 

▪ Insurer entitled to make 

adjustments to reflect changes in 

market values of underlying 

assets 

▪ Seven calendar days from 

the date of signing of the 

Purchase Agreement 

▪ Relevant person entitled 

to an adjustment to 

reflect the change in 

market values of the 

units held by the investor 

Treatment of 

rounding 

differences and 

compensation 

for 

computational 

errors 

Refer to Notice No: MAS 307 (last 

revised on 11 December 2012) 

Clauses 77 to 82 

Refer to Code on Collective 

Investment Schemes (last 

revised on 8 October 2018) 

Business 

conduct 

requirements 

for sub-fund 

managers 

Specific requirements spelt out in 

Notice No: MAS 307 

Specific requirements spelt 

out in the Securities and 

Futures Act 
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CHAPTER 8   

INVESTMENT-LINKED SUB-FUNDS 

 

CHAPTER OUTLINE 

 

1. Purpose And Benefits Of Investment-linked Sub-Funds 

2. Structures Of Investment-linked Sub-Funds 

3. Definitions Of Investment-linked Sub-Funds 

4. Types Of Investment-linked Sub-Funds 

5. Investment Strategy Or Policy 

6. Switching Facility 

7. Monitoring 

 

 

KEY LEARNING POINTS 

 

After reading this chapter, you should be able to: 

 understand the purpose and benefits of investment-linked sub-funds 

 understand the two structures of investment-linked sub-funds 

 know the definitions and types of investment-linked sub-funds 

 understand the investment strategies of investment-linked sub-funds 

 understand the switching facility under ILPs 

 know how a policy owner can monitor the investment performance of investment-

linked sub-funds 
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1. PURPOSE AND BENEFITS OF INVESTMENT-LINKED SUB-FUNDS 

 

1.1 The benefits of investing in investment-linked sub-funds include: 

▪ diversification of investment portfolio; 

▪ different investment fund options; 

▪ professional expertise; 

▪ ease of transactions; 

▪ liquidity; and 

▪ flexibility 

2. STRUCTURES OF INVESTMENT-LINKED SUB-FUNDS 

 

2.1 There are two possible structures of investment-linked sub-funds, namely 

Accumulation Structures and Distribution Structures. The comments that follow 

in this chapter also apply to unit trusts which are another form of collective 

investment schemes. 

A. Accumulation Structures 

 

2.2 The investment income of these funds is ploughed (put) back into the fund. 

Hence, the unit prices will be enhanced. 

B. Distribution Structures 

 

2.3 The investment income of these funds is distributed to the policy owners. The 

unit prices will still vary as a result of capital gains or losses. However, the 

policy owners will regularly receive income in the form of additional units or 

dividend payments. 

 

2.4 The full benefits and risks of ILPs are passed on to the policy owners, 

regardless of whether the units are applied, based on the accumulation or 

distribution structures. 

3. DEFINITIONS OF INVESTMENT-LINKED SUB-FUNDS 

 

3.1 Here are some key definitions that are sometimes used to describe the nature of 

a fund or a relationship between funds. 

A. Mother Fund 

 

3.2 A mother fund is an existing fund that was incepted at an earlier point in time. 

It may eventually be tapped into by subsequent funds. 

B. Feeder Fund 

 

3.3 A feeder fund is a fund that feeds into an existing fund (i.e. the mother fund). 

Although the size of the feeder fund may actually differ from that of the mother 

fund, it taps directly into the mother fund.  
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3.4 As a result of this, the feeder fund experiences the same level of fluctuation in 

terms of unit price movements. 

C. Mirror Fund 

 

3.5 Some funds are designed according to an existing fund. A mirror fund follows 

closely the composition of an existing fund. The mirror fund will attempt to 

duplicate the composition of the existing fund in terms of asset, geographical 

and sector allocation, as well as in terms of investment selection. 

D. Portfolios 

 

3.6 In order to help investors overcome the complexities of investment selection, 

insurers and financial institutions sometimes offer a preset mix of funds to 

investors (based on the investor’s risk profile). This preset mix of funds is 

referred to as a portfolio. 

4. TYPES OF INVESTMENT-LINKED SUB-FUNDS  

 

4.1 Investment-linked sub-funds can be invested in most financial instruments up to 

the maximum as allowed by the MAS. Broadly, the types of funds are as 

follows: 

A. Equity Funds 

 

4.2 These are funds that concentrate their investments in equity assets, which 

generally aim for capital appreciation. 

B. Fixed Income Or Bond Funds 

 

4.3 These funds invest in corporate bonds, government securities and other forms 

of fixed income instruments. The assets of these funds are chosen on the basis 

of their income producing characteristics. 

 

4.4 Most risks of fixed income funds include interest rate risk, credit risk and 

reinvestment risk. 

C. Cash Funds 

 

4.5 These funds are also known as Money Market Funds. They invest only in cash 

and its equivalents. As a result, the capital values of these funds are unlikely to 

fall. 

D. Managed Funds 

 

4.6 These tend to have a "managed" basket of assets, usually comprising a higher 

proportion of equities and a lower proportion of fixed income instruments. 

Sometimes, property or other assets can be part of the portfolio. They are also 
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known as Balanced Funds, when there is an apportionment of investments 

between equity and fixed income instruments, within a pre-determined range.  

E. Property Funds 

 

4.7 These funds invest in properties and property shares. As property is an illiquid 

asset, it is not always possible to liquidate the assets quickly, when policy 

owners want to sell their units. Hence, property funds normally include a 

provision under which unit redemptions, except on death, can be deferred 

typically up to 12 months by the fund manager. 

F. Geographically Specialised Unit Funds 

 

4.8 Some funds diversify investments over the world or restrict investments to a 

particular country or region, for example: 

▪ ASEAN Growth; 

▪ Japan; and 

▪ European. 

G. Specialised Unit Funds 

 

4.9 Other funds restrict investments to particular industries or sectors, for example: 

▪ gold; 

▪ finance; 

▪ technology; 

▪ commodities; and 

▪ small capitalisation companies. 

 

4.10 These funds are also known as Sector Funds. 

H. Capital Guaranteed Funds 

 

4.11 With Capital Guaranteed Funds, policy owners are offered a combination of 

security, as well as investment opportunity. Capital Guaranteed Funds are funds 

that promise to return a minimum amount, usually after a certain period of time, 

or at some particular points of time.   

 

4.12 In most structures, a significant amount of the funds collected is invested into 

fixed income instruments (usually bonds), in order to preserve a portion of the 

capital of the policy owners. In order to give potential investment growth to the 

funds, the balance of the funds is then used to purchase derivatives (usually 

options, which are standardised contracts giving the buyer the right, but not the 

obligation, to buy or sell an asset at a specified time and at a pre-set price). 

Capital Guaranteed Funds are commonly closed-end funds meaning that they 

have a limited subscription period, as well as a fixed maturity date. They are 

commonly issued with a tenure (holding period) of around four to seven years. 
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I. Managed Portfolios 

 

4.13 Managed Portfolios (also known as Risk Rated or Lifestyle Funds) come with a 

pre-set mix of funds. Depending on the objective of the portfolios, the 

investment manager will then decide on the amount of investment to be put 

into an Equity Fund and / or Fixed Income Fund. 

 

4.14 This should not be confused with a Managed Fund, where there is only one 

fund and one fund manager. In a Managed Fund, the fund manager decides on 

which asset to invest in. With Managed Portfolios, there are potentially multiple 

funds and one investment manager. Here, the investment manager decides on 

which fund or funds to invest in. 

 

4.15 Table 8.1 shows some of the more common types of funds available along with 

an indication of their risk characteristics. The risk classification can only be a 

very broad guide, since the risks associated with any fund will depend upon 

how, precisely, it is invested. For example, a Bond Fund specialising in low 

investment grade bonds will be a high risk investment. More information on the 

risk classification of funds authorised to participate in the CPF Investment 

Scheme is available on the CPF website. 

 

Table 8.1: Some Common Types Of Funds And Their Risk Characteristics 

Type General Description Risk Category Minimum Time 

Horizon1 

Equity Funds Primarily invested in 

company stocks with the 

general aim of capital 

appreciation 

Medium to High Ten years plus 

Income, Fixed 

Interest And 

Bond Funds 

Invested in corporate bonds, 

government securities and 

other fixed income securities 

Medium Four years plus 

Cash Funds Sometimes known as Money 

Market Funds – invested in 

cash, bank deposits and 

other money market 

instruments 

Low Up to three 

years 

Balanced Funds 

 

Combining equity investment 

with fixed interest 

instruments 

Medium Four years plus 

Geographically 

Specialised 

Funds 

Investments restricted to a 

particular country or region 

High Ten years plus 

 

  

 
1 The policy owner should check the allocation rate of his ILP as not all premiums may be invested. Also 

note that actual returns would depend on the performance of the respective investment-linked sub-

fund(s).  



Module 9: Life Insurance And Investment-Linked Policies 

 

152 Copyright reserved by the Singapore College of Insurance Limited [Version 1.0] 

5. INVESTMENT STRATEGY OR POLICY 

 

5.1 Each fund will pursue a publicly stated investment strategy or policy. This 

strategy is normally prominently stated in the sales promotion literature. Some 

samples described investment strategies are as follows: 

A. Managed Fund 

 

5.2 "The objective of this fund is to maximise returns consistent with a portfolio of 

70% equities and 30% corporate bonds. The fund is expected to outperform 

fixed deposit savings rate in the medium to long term." 

B. Equity Fund 

 

5.3 "The strategy of this fund is to maximise capital growth through equities as 

listed in the Singapore Stock Exchange. Income will not be a consideration." 

C. Bond Fund 

 

5.4 "The fund will invest in investment grade corporate bonds and government 

securities denominated in Singapore dollars. It is expected that the fund will 

outperform cash deposits in the medium term, and that the capital value will be 

relatively secured." 

6. SWITCHING FACILITY 

 

6.1 If the insurer offers more than one fund to its policy owners, it will normally 

include a switching facility. The switching facility allows a policy owner 

freedom to move part or all of his money from one fund to another. Such 

switching usually does not incur any cost, and the units are transacted at bid to 

bid price. When selecting or switching an investment-linked sub-fund, it is 

important that a policy owner takes his risk profile, investment objective and 

time horizon into consideration. 

 

6.2 Normally, a policy owner will be entitled to a limited number of switches in a 

year, without incurring charges. 

 

6.3 The switching facility can be very useful in retirement and child education 

planning. As the date on which money is required approaches, it is advisable for 

policy owners to switch assets in the equity type funds (which are more 

variable in returns) to Cash or Fixed Income Funds, where the capital values are 

more stable. (Do note that the capital value of a Fixed Income Fund is still 

subject to interest rate risk, credit risk and reinvestment risk.) 

 

6.4 Do not confuse fund switching with improper product switching, where the 

client is advised to surrender one product and buy another, and such a switch 

produces no real benefit to the client. Errant advisers do this to churn extra 

commissions. Representatives of financial advisers are prohibited to engage in 

such misconduct for their own selfish interests. 
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7. MONITORING 

 

7.1 A policy owner can monitor the investment performance of investment-linked 

sub-funds by checking the unit prices regularly. Unit prices of investment-linked 

sub-funds are published in a number of publications, including The Straits 

Times, The Business Times and Lianhe Zaobao. Some insurers also publish unit 

prices on their websites. 
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CHAPTER 9  

INVESTMENT-LINKED LIFE INSURANCE POLICIES: COMPUTATIONAL ASPECTS 

 

CHAPTER OUTLINE 

 

1. Introduction 

2. Interpreting The Timeline – Growth Rate 

3. Death Benefit 

4. Allocation Rates – How Premiums Are Allocated To Purchase Units 

5. Mortality Charges 

6. Computation Of Units To Be Allocated 

7. Withdrawal Benefit 

8. Surrender Benefit 

9. Return On Gross Premium 

Appendix 9A - The Time Value Of Money Concept 

 

KEY LEARNING POINTS 

 

After reading this chapter, you should be able to: 

 know how to interpret the timeline and growth rate 

 explain the four methods of computing the death benefit  

 understand and compute how premiums are allocated to purchase units 

 understand and calculate the mortality charges  

 understand and calculate the units to be allocated  

 calculate the number of units upon withdrawal  

 calculate the surrender value 

 calculate the return on gross premium 

 understand the time value of money concept 

 know how to use the future value interest factor table 

 calculate the future and present values of a single sum 
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1. INTRODUCTION 

 

1.1 In this chapter, we will be discussing the time value of money (TVM) concept 

and the computational aspects of Investment-linked Life Insurance policies 

(ILPs). We will cover the following computations in this chapter: 

 Death benefits; 

 Allocation rates; 

 Mortality charges; 

 Premium allocated – Number of units purchased; 

 Top-up – Number of units allocated; 

 Withdrawal and surrender; and 

 Return on gross premium. 

 

1.2 The TVM concept is used by insurance companies to make decisions daily. 

Representatives of financial advisers need to understand the TVM concept, as it 

is used in Traditional Life Insurance policies, Investment-linked Life Insurance 

policies, etc., and they can then better explain these products to their clients. 

 

1.3 It is important to first understand the TVM concept which is covered in 

Appendix 9A, as this concept is used throughout this chapter. However, in this 

Appendix, we will provide only the foundational knowledge on time value of 

money. There are more complex and advanced calculations relating to time 

value of money found in other SCI programmes, such as the Chartered Financial 

Consultant (ChFC) programme. 

2. INTERPRETING THE TIMELINE – GROWTH RATE 

 

2.1 Before proceeding to see how ILPs work, you need to understand the concept 

of growth by examining the timeline. Let us look at one example. 

 

Example 9.1 

2.2 How many units will be purchased at the beginning of the 4th year of a Regular 

Premium ILP, assuming that the growth rate is 6% per annum and that the 

regular premium is S$2,000 per annum? 

 

 

 

 

 

 

 

 

 

  

2 1 3 4 5 

Start of Year 1 

Bid & Offer Price as 

at inception 

End of Year 3 

Bid & Offer Price has 

compounded 3 times 

6 
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2.3 Based on the timeline, the offer price at the beginning of the 4th year can be 

arrived at as follows: 

 

Year 1 Offer Price (OP) = S$1.50 

Bid Price (BP) = S$1.43 

 

 

Beginning Of Year 4 

Offer Price = Offer Price x (1+i)n 

          = S$1.50 x (1+0.06)3 

      = S$1.50 x 1.1910 

      =S$1.79  

 

where  i = Growth rate 

          n = No. of years 

Number of units purchased at beginning of 4th year  

=  

=  

=     1,117.32 units 

 

 

3. DEATH BENEFIT 

 

3.1 There are many methods of computing the death benefit payable depending on 

the type of ILP purchased. Generally, they can be any one of the following: 

 Death Benefit 1 (DB1) = Value of the units remaining in the ILP sub-fund; 

 Death Benefit 2 (DB2) = Sum assured as determined by the policy owner;  

 Death Benefit 3 (DB3) = Value of the units + Sum assured; or 

 Death Benefit 4 (DB4) = Higher of the value of the units or sum assured. 

 

3.2 In this chapter, we will cover only the third and fourth methods of computing 

the death benefit, as the first two methods are relative easy to understand. 

 

3.3 Table 9.1 gives a pictorial view of the difference between DB3 and DB4. 

 

  

Regular Premium 

Offer Price at 4th year 

S$2,000 

S$1.79 
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Table 9.1: Death Benefit Distinction Between DB3 And DB4 

DB3 DB4 

 

 
 

 

 

 
 

 

where u = value of units at bid price; and 

                              v = sum assured 

A. Comparison Between DB3 And DB4 

 

3.4 Let us now take a closer look at the computation of the death benefit between 

DB3 and DB4 via Example 9.2 below.  

 

Example 9.2: Computation Of Death Benefit For DB3 And DB4 

Number of units remaining in the ILP = 5,000 units 

Single Premium = S$10,000 

Bid price = S$3.04 

Sum Assured = 150% of Single Premium 

Using DB3 Method Using DB4 Method 

Death Benefit 

=u + v 

=(Bid price x No. of units in account) 

+ (150% x Single premium) 

=(S$3.04 x 5,000) +  

(150% x S$10,000) 

=S$15,200 + S$15,000 

=S$30,200 

The Death Benefit using Method DB3 

is S$30,200. 

Death Benefit 

= Higher of (u or v) 

=(Bid price x No. of units in account) 

OR  

[150% x (Single premium) 

=(S$3.04 x 5,000) OR 

[150% x S$10,000] 

= S$15,200 OR S$15,000 

The Death Benefit using Method DB4 is 

only S$15,200. 

CONCLUSION: DB3 will yield a higher death benefit because the sum assured 

for both cases are the same. A higher sum assured translates to higher 

mortality charges.  

Death 

Benefit 

(DB)

Value of 

Units (u)

Sum 

Assured 

(v)

Death 

Benefit 

(DB)

Value of 

Units (u)

O

R

Sum 

Assured 

(v)

Higher of 

DB3 = u + v DB4 = higher of (u or v) 

Death Benefit Death Benefit 
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4. ALLOCATION RATES – HOW PREMIUMS ARE ALLOCATED TO PURCHASE 

UNITS 

 

4.1 For Single Premium ILPs, the premium received by the insurer is used to 

purchase units after deduction of fees and charges. Thus, there is no 

apportionment as the full premium is allocated to purchase units. 

 

4.2 However, for a Regular Premium ILP, allocation rates will apply, particularly to 

ILPs which have a front-end load; i.e. fees and charges are deducted before 

allocation of units to the policy owner. Let us look at another example (Example 

9.3) to see how the allocation rates will apply to a Regular Premium ILP. 

 

Example 9.3: Allocation Of Premium To Purchase Units 

Allocation Rates: 15% in policy year 1 

30% in policy year 2 

50% in policy year 3 

100% in policy year 4 to 9 

102% thereafter 

Assume Regular Premium = S$100 / month 

Year Allocation Rate Monthly Premium Allocated To Purchase Units 

1 15% S$15 

2 30% S$30 

3 50% S$50 

4-9 100% S$100 

≥ 10 102% S$102 

 

4.3 As seen in Example 9.3 above, in the initial three years, only a small amount of 

premium is used to purchase units in the ILP sub-fund. It is only in Year 4 

onwards that 100% of the premiums are used to purchase units. We can also 

see from this example that from Year 10 onwards, an additional 2% has been 

allocated to purchase units. 

 

4.4 Some insurers provide bonus units in the later years to encourage policy owners 

to continue with their premium payments. 

5. MORTALITY CHARGES 

 

5.1 Mortality charges (or the insurance cover) are dependent on the Death Benefit 

method applied. They are charged on a periodic basis (e.g. monthly) and can be 

different from the frequency of premium payment. 

 

5.2 Mortality charge for a Regular Premium ILP can be expressed as follows: 

 

Mortality Charge  =Annual Cost of Life Cover x Sum Assured 

 =(S$x per S$1,000) x Sum Assured 

 

where the annual cost of life cover is dependent largely on the age of the life 

insured. 
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A. DB3  

 

Monthly Mortality Charge = 
12

q
 x v 

 

where q = the annual cost of life cover; and 

          v = the sum assured. 

B. DB4 

 

5.3 For DB4 , a portion of the death benefit is met by the value of the units. The 

mortality charge will then be based on the excess of the sum assured (v) over 

the value of units at (u).  

 

5.4 The Mortality Charge will be: 

Monthly Mortality Charge 

12

q
x (v-u)  if v > u 

0 (Zero) if v < u 

 

where q = the annual cost of life cover; 

v = the sum assured; and 

u = the value of units. 

 

5.5 As the mortality charges are calculated periodically based on the frequency of 

premium payment, and are deducted from the premium received, insurers do 

allow the policy owner to vary the sum assured over time, subject to 

underwriting. Charges for other benefits like critical illness, total and permanent 

disability and accidental benefits are also calculated in the same way. 

6. COMPUTATION OF UNITS TO BE ALLOCATED 

 

6.1 There are two methods of applying policy fees, administrative charges and 

mortality charges, namely: 

 to deduct these charges before allocation of units; or 

 to deduct these charges after allocation of units. 

 

6.2 The key difference between the two methods is that when fees and charges are 

deducted after the purchase of units, it will be subject to the bid-offer spread. 

Hence, the number of units that is allocated to the policy owner will be lower. 

 

6.3 In this chapter, we will use the commonly applied method, where the fees and 

charges are deducted AFTER units have been allocated. 
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A. Application Of Premium 

 

6.4 In the next two examples (i.e. Example 9.4 and Example 9.5), we will be 

computing how to calculate the number of units that can be purchased, when 

the premiums (Single Premium and Regular Premium) are received. 

 

Example 9.4: Single Premium ILP 

 

Assumptions: 

 

All fees and charges are deducted at the commencement date of the policy.  

 

Single Premium = S$10,000 

Sum Assured = S$15,000 

Offer Price = S$1.50  

Policy Fee = S$150 

 

Administrative and mortality charge = 2.5% of Single Premium (in practice 

this will normally be dependent on the entry age) 

Bid-offer spread is at 5%. 

 

The single premium will be used to purchase units at the effective offer price 

on the date that the premium is received. 

 

Based on the above information, the method of calculation is shown below: 

 

 

Number of units purchased or allocated 

=  

= 

= 6,666.67 units 

Bid Price 

= 

= 0.95 x S$1.50  

= S$1.43 

Administrative and mortality charge 

= 2.5% of Single Premium 

= 2.5% of S$10,000 

= S$250 

 

  

Single Premium 

Offer Price 

S$10,000 

S$1.50 

(1- bid-offer spread) x Offer Price 
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Number of units to be cancelled for payment of charges 

=  

=  

= 279.72 units  

 

Hence, the number of units left after the fees and charges are deducted: 

= (6,666.67 – 279.72) units  

= 6,386.95 units 

 

Example 9.5: Regular Premium ILP 

 

To calculate the number of units that will be purchased at the beginning of 

Year 3, assume the following: 

Offer Price (Year 1) = S$1.49 

Growth Rate = 4% per annum 

Regular Premium = S$2,000 per annum 

Allocation Rate (Year 3) = 75% 

Bid offer spread = 5% 

Number of units remaining (end of 2nd year) = 380 units. 

Annual Mortality Charge for life cover = S$1.50 per S$1,000 

Sum Assured = S$100,000 

Monthly Policy Fee = S$5.00 

 

Offer price at beginning of Year 3 (i.e. end of Year 2)   

= S$1.49 x 1.042 

= S$1.49 x 1.0816 

= S$1.61 

 
Bid price at beginning of Year 3 (i.e. end of Year 2)  

= S$1.61 x 0.95  

= S$1.53 

 

Number of units purchased                     

=   

  = 931.68 units 
  

 
 

 

 

75% x S$2,000 

S$1.61 

Total fees and charges 

Bid Price 

S$150 + S$250 

S$1.43 
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Using Method DB3 

(where DB3 = u + v) 

Using Method DB4 

[where DB4 = Higher of (u or v)] 

Value of units (u)  

= 380 units x S$1.53 

= S$581.40 

Value of units (u)  

= 380 units x S$1.53 

= S$581.40 

A portion of the death benefit is covered by the value of units (u). Mortality 

charge is applied to the balance of the death benefit not covered, which 

for:  

Method DB3: is equal to (u + v) - u = v  

Method DB4: is equal to higher of (u or v) - u = v - u, as v > u in this 

example 

Death Benefit   

= u + v 

= S$581.40 + S$100,000 

= S$100,581.40 

 

 

Monthly mortality charge 

=  x v 

 

=      x               x S$100,000 (v) 

 
 

= S$12.50 

 

 

 

Total charges (monthly mortality 

charge and monthly policy fee)  

= S$12.50 + S$5.00 

= S$17.50 

 

 

Number of units to be cancelled 

 

=  

 

= 11.44 units 

 

Total number of units remaining 

= (380 + 931.68 - 11.44) units 

= 1,300.24 units  

 

Death Benefit  

= Higher of (u or v) 

= Higher of S$581.40 or      

    S$100,000 

= S$100,000 

 

Monthly mortality charge 

=  x (v-u) 

 

=     x              x  [S$(100,000  

 

– S$581.40)] 
 

 = S$12.43 

 

 

Total charges (monthly  

mortality charge and monthly policy 

fee) 

= S$12.43 + S$5.00 

= S$17.43 

 

Number of units to be cancelled 

 

=  

 

= 11.39 units 

 

Total number of units remaining 

= (380 + 931.68 - 11.39) units 

= 1,300.29 units 

 

 

 

  

12

q

12

q

S$1.50 

S$1,000 

S$17.43 

 S$1.53 

 1 

12 

S$17.50 

 S$1.53 

 S$1.50 

 S$1,000 

 1  

12 



Module 9: Life Insurance And Investment-Linked Policies 

 

164 Copyright reserved by the Singapore College of Insurance Limited [Version 1.0] 

B. Top-ups 

 

6.5 Following Example 9.4, we will now compute the number of units that can be 

purchased, when there is a top-up of S$5,000 made at the end of the third year 

after the policy inception. 

 

Assumption: 

Top-up = S$5,000 

Growth Rate = 7% per annum 

Initial Offer Price = S$1.50 

Top-up fee = S$80 

Administrative Charge (with mortality charge) for top-up = 1.5% of top-

up premium 

Bid-offer spread is at 5% throughout. 

 

Offer price in 3rd year   

= S$1.50 x 1.073 

= S$1.50 x 1.2250 

= S$1.84 

Bid price in 3rd year  

= S$1.84 x 0.95  

= S$1.75 

Number of additional units purchased after the top-up  

=  

= 2,717.39 units 

Administrative charge (with mortality charge) for top-up  

= 1.5% x S$5,000 

= S$75 

Total charges for top-up   

= S$80 + S$75 

= S$155 

Number of units to be cancelled 

=  

= 88.57 units 

Number of units allocated after deduction of charges 

= (2,717.39 - 88.57) units 

= 2,628.82 units 

Total number of units   

= Original Units allocated after Single Premium paid + Units after top-up  

= 6,386.95+2,628.82 

= 9,015.77 units 

 

S$5,000 

S$1.84 

S$155 

S$1.75 
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7. WITHDRAWAL BENEFIT 

 

7.1 The policy owner may make partial withdrawal at any time. However, it is 

subject to the minimum balance required to be maintained in the ILP account.  

 

7.2 Assume now that the policy owner wishes to do a partial withdrawal of 

S$3,000, and the bid price is S$2. Following the above calculation in Section B, 

Paragraph 6.5 of this chapter, the number of units that will be cancelled is: 

 

Withdrawal Benefit=  

=  

= 1,500 units 

 

Number of remaining units after withdrawal is: 

= (9,015.77 - 1,500) units  

= 7,515.77 units 

8. SURRENDER BENEFIT 

 

8.1 The policy owner is normally allowed to surrender at any time all the units in 

the fund at the bid price. 

 

8.2 Following the example in Section B, Paragraph 6.5 of this chapter, the 

surrender value can be computed based on the formula below. Assume that the 

bid price applicable at the time of surrender is S$2.20, and that there are no 

surrender charges, then the surrender value is: 

 

Surrender Value = Number of units in account x Current Bid Price 

= 9,015.77 units x S$2.20  

= S$19,834.69 

 

 

9. RETURN ON GROSS PREMIUM 

 

9.1 Return on gross premium is the growth rate of your initial single premium over a 

period of time, to provide you with the surrender value at the end of the period. 

The rate is measured on a compound interest rate basis. The method of 

calculation is shown below.  

 

9.2 Assuming that the Single Premium is S$10,000, 

 

let  i  be the return on gross premium per annum; and 

  n be the number of years. 

 

Withdrawal Amount 

Bid Price 
S$3,000 

S$2.00 
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Initial Single Premium (1+i)n  = Cash value in n year     

      S$10,000 (1+i)10   =   S$ 17,947.33 

   (1+i)10 = 
SS$17,947.33 

  S$10,000 

(1+i)10 = 11.7947 

i 
approximately 

equals to 
S  0.06 

 

 

9.3 Refer to Table 1 - Future Value Interest Factors For One Dollar at the end of this 

study guide. At Year 10 (i.e. n=10) and Factor 1.7947, the closest factor is 

1.7908. Hence, the interest rate is 6% per annum. 

 

9.4 The return on gross premium per annum in 10 years’ time is 6%. 
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        APPENDIX 9A  

 

THE TIME VALUE OF MONEY CONCEPT 

 

1. THE BASICS OF TIME VALUE OF MONEY 

 

Some people erroneously believe that a dollar is a dollar regardless of time. The fact 

is that dollars to be paid or received in different time periods have different values. A 

person would prefer to collect rent from the tenant at the beginning of the month 

than at the end of the month. A company would choose to maximise the credit 

period given by paying the supplier later. This is because people and companies have 

an opportunity to earn a return on any money that they have in hand, and generally, 

the longer they hold the money, the more they expect to earn on it. So receiving 

money earlier or keeping it longer gives an additional opportunity to earn more. 

 

Earning a return on money can be done in many ways, including depositing it with a 

bank or investing in a new business or buying shares, although of course, some 

methods are riskier than others. 

 

The above examples illustrate the time value of money (TVM). TVM is the concept 

that a sum of money will increase over time as a result of earning a return on the 

money while it is being held. This also implies that to pay a sum of money in the 

future, less than that sum needs to be held now, because of the return that can be 

earned on the money being held now. 

 

The TVM concept is used by financial institutions such as 

insurance companies to make decisions daily. Insurers use it to 

calculate the cost of claim benefits, determine the premiums and 

invest the premiums. Insurance involves a legal promise of a 

financial benefit in the future in exchange for a policy owner’s 

payment of a premium now or at regular intervals in the future. It is important for 

insurers to price the premiums correctly as the premium cannot be changed once a 

policy is issued, and the contract cannot be cancelled by the insurer if the policy 

owner fulfils his obligations. 

 

Representatives of financial advisers need to understand the TVM concept as it is 

used in many financial products, such as traditional life insurance policies, 

investment-linked life Insurance policies, etc., so that they can then better explain 

these products to their clients.  

 

Do note that normally for more complex time value of money problems, a financial 

calculator or a spreadsheet would be used to obtain the various values. For simple 

problems, a mathematical formula can be directly applied to the data. For the 

purpose of this study guide, only the application of the formula would be discussed. 

A calculator would still be useful for this purpose.  

 

The TVM concept can be used to calculate present and future income streams of a 

plan, e.g. the value of a series of monthly premium payments.  Complex problems 

that involve uneven cash flows or payment frequency can also be analysed using the 
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TVM concept. You should be able to apply this concept into the various investment 

decisions or the planning for your clients. 

 

1.1 The Role Of Interest  

 

Interest can be viewed as the cost of “renting” money, and is paid by the 

borrower to the lender. We are all familiar with the idea that if you borrow 

money from a bank, you will have to pay interest on the loan. When we 

deposit money with a bank, we are actually lending our money to the bank, 

although we do not usually think of it in this way. In this case, since we are 

the lender and the bank is the borrower, the bank pays us interest. 

 

Suppose an investor puts S$5,200 in an account that 

pays 6% interest per year. The interest earned will be 

derived by multiplying the principal by the interest rate 

as shown below: 

 

  Interest earned = S$5,200 x 6% 

      = S$5,200 x 0.06 

      = S$312 

 

1.1.1 Simple Interest Versus Compound Interest  

There are two ways of computing interest. Simple interest is 

computed by applying an interest rate to only an original principal 

sum. Compound interest is computed by applying an interest rate to 

the total of an original principal sum and interest credited to it in 

earlier time periods. 

 

To illustrate the difference, assume S$100 is deposited in an 

account that earns 6% simple interest per year. At the end of each 

year the account will be credited with S$6.00 of interest. At the 

end of five years, there will be S$130 in the account (if no 

withdrawals have been made), as shown in Table 9A.1.  

 

Table 9A.1: Accumulation Of S$100 In Five Years At  

 6% Simple Interest Per Year 

 Simple Interest (S$) 

Year Principal Sum Interest Ending Balance 

1 100.00 6.00 106.00 

2 100.00 6.00 112.00 

3 100.00 6.00 118.00 

4 100.00 6.00 124.00 

5 100.00 6.00 130.00 

 

If instead, the account earns 6% compound interest per year, it will 

grow to a larger amount, as shown in Table 9A.2. The extra 

S$3.83 in the account when it is credited with compound interest is 

the interest earned on previous interest earnings.  
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Table 9A.2: Accumulation Of S$100 In Five Years At 

 6% Compound Interest Per Year 

 Compound Interest (S$) 

Year Principal Sum Interest Ending Balance 

1 100.00 6.00 106.00 

2 106.00 6.36 112.36 

3 112.36 6.74 119.10 

4 119.10 7.15 126.25 

5 126.25 7.58 133.83 

 

For the account which was credited using simple interest, the 

balance grows by a constant amount at S$6.00 per year.  

 

For the account which was credited using compound interest, the 

balance grows by an increasing amount each year, because interest 

is being earned on the interest being accumulated. Assuming no 

withdrawal and given the same interest rate, it is clear that 

compound interest will result in a higher balance over the end of a 

period of time than simple interest. 

 

Note that, in this compound interest example, the interest is 

compounded yearly. Interest can also be compounded at shorter 

intervals, such as quarterly, or monthly. 

 

For the purpose of this study guide, we will only look into 

compound interest, as this is used far more commonly than simple 

interest. 

 

1.1.2 Compounding Versus Discounting 

The process by which money today, a present value, grows over 

time to a larger amount, a future value, is called compounding. The 

process by which money due in the future, a future value is reduced 

over time to a smaller amount today, a present value, is called 

discounting. 
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Figure 9A.1: Compound Interest As The Link Between Present Value 

And Future Value  

 

 

 

 

     

 

 

 

 

 

 

 

Figure 9A.1 shows how compound interest acts as a link between 

the present and future value. Compounding may be viewed as a 

movement up the curve, while discounting may be viewed as a 

movement down the curve. The relationship is a curve rather than a 

straight line, reflecting the application of compound interest, rather 

than simple interest. When compound interest is used, the future 

value rises each year by an increasing amount of money, as one 

moves up the curve (or the present value declines by a decreasing 

amount of money, as one moves down the curve).  

 

As the number of periods increases, the difference between the 

present value and the future value also increases. This is reflected in 

the curve constantly moving higher, as it moves to the right. Also, 

although not illustrated, the greater the interest rate, the steeper the 

slope of the curve will be. Thus, if the interest rate increases, the 

difference between the present value and the future value, for the 

same time period, also increases. 

 

These relationships among the number of periods (n), the interest 

rate (i), the future value of money (FV), and the present value of 

money (PV) are the main variables, when considering problems 

involving the time value of money and may be summarised as 

follows: In compounding, FV moves in the same direction as n and i 

(it increases as they increase); In discounting, PV moves in the 

opposite direction from n and i (it decreases as they increase).  

 

1.2 The Power Of Compound Interest  

 

The effect of compound interest is extremely powerful, especially in cases 

involving high interest rates, or over a long period of time. 

 

Imagine one had deposited S$10 in a bank account 500 years ago, as shown 

in Table 9A.3. Assuming the bank pays a 3% compound interest per year, the 

account would have grown to about S$26 million at the end of 500 years!  

 

Future Value 

Present  

Value 

Dollar 

amounts 

($)  

Number of periods 

(n) 
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Table 9A.3: Accumulation Of S$10 In 500 Years At 

 3% Compound Interest Per Year  

Year Approximate Ending Balance (S$) 

1511 

1611 

1711 

1811 

1911 

2011 

10 

192 

3,693 

70,985 

1,364,237 

26,218,772 

 

1.3 Frequency Of Compounding Or Discounting  

 

So far, it has been assumed that the interest rate is applied once per year or, 

in other words, interest is compounded annually. However, interest can be 

compounded at shorter intervals, and this must also be taken into 

consideration, in addition to the interest rate and the length of time. 

 

In many cases, interest rates can be applied semi-annually (twice a year, 

quarterly (4 times a year), monthly (12 times a year), or even daily (365 times 

a year). 

 

1.3.1 Effective Interest Rates 

Nominal interest rates are quoted when the effects of compounding 

is not taken into consideration. “Nominal” actually means “in name 

only”. For example, when a bank quotes you an interest rate, it 

quotes a nominal interest rate, say 6% per annum. 

 

The interest rate that includes the effects of compounding is known 

as the effective interest rate. The effective rate of interest is greater 

than the nominal rate of interest because of the effects of 

compounding. 

 

To illustrate, assume you have borrowed S$500 at a 10% nominal 

annual interest. You may expect to pay S$50 in interest. However, 

the bank may say that the interest is payable twice a year. This 

means that, after six months, you are charged 5%, and then, after 

another six months, you are charged the remaining 5%. However, 

since the interest is compounded, the calculation is as follows: 

 

Loan repayable after first six months: 

 S$500 x 1.05 = S$525 

 

Loan repayable after second six months: 

 S$525 x 1.05 = S$551.25 

 

The loan is repayable in a lump sum of S$551.25 at the end of one 

year.  
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Interest = S$551.25 – $S500 = S$51.25 

 

Effective interest rate = S$51.25 / S$500 

 = 0.1025 or 10.25% 

 

Notice that the effect of compounding is to make the effective interest rate a 

quarter percentage point greater than the nominal interest rate. 

 

The greater the frequency with which compounding or discounting occurs, 

the greater is the effect on the growth of a future value or the decline of a 

present value. For example, a S$1,000 principal sum that is credited with 8% 

compound interest will grow to a future value of S$1,166.40 in two years if 

compounding occurs annually. If compounding occurs semi-annually, on the 

other hand, it will grow to S$1,169.86; and if compounding occurs monthly, 

it will grow to S$1,172.89. Conversely, the present value of S$1,000 due 

two years from now is S$857.34 if an 8% annual interest rate is applied once 

per year. However, if the discounting is applied semi-annually, the present 

value is only S$854.80.  

 

1.4 Measuring The Number Of Periods  

 

The number of periods has to be accurately reflected for 

the compounding or discounting process. It greatly 

depends on the period when the process started; 

whether it is at the beginning or the end of the period.  

 

Refer back to Table 9A.3. In that illustration, the account 

balance for year 1511 was S$10. It was assumed that 

S$10 was deposited at the beginning of year 1511 and the account balance 

was computed at the end of year 1511. Therefore, the first year would have 

produced S$0.30 of interest.  

 

On the other hand, if the initial S$10 was deposited at the end of year 1511, 

the ending account balance would have been S$10. No interest would have 

been earned in that year.  

 

Referring back to Table 9A.3, imagine if the compounding was to start one 

year later, the amount available on 2011 is only S$25,455,118 as compared 

to S$26,218,772. That is a difference of about S$763,654! 

  

To assist in counting the number of periods (n), it is useful to draw time lines 

such as those in Figure 9A.2. The timing should be marked with vertical 

arrows along the time line and the timing of unknown dollar values to be 

marked with question marks. 

 

For example, the upper time line depicts a case where you need to calculate 

the future value (FV) as of the beginning of the sixth period (which is the 

same as the end of the fifth period) of a deposit made at the beginning of the 

first period. The lower time line depicts a situation in which you need to 
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compute the present value (PV) as of today (the start of period one) of a 

series of payments that will occur at the end of each of the next four periods. 

Time lines are useful for all types of time value of money calculations.  

  

Figure 9A.2:  Time Lines As A Help In Counting Number Of Periods Of 

Compounding Or Discounting 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

2. FUTURE VALUE OF A SINGLE SUM  

 

The simplest form of time value of money problems involves obtaining the future 

value (FV) from a present value (PV) of a single sum. Determination of this future 

value entails a process of compounding a present value with an interest rate (n) for a 

certain number of periods (n). 

 

We refer back to Table 9A.1, where a S$100 deposit made today (present value) will 

grow to S$133.83 (future value) at the end of five years at 6% compound interest. 

This can be related to a common interest-bearing account with a financial institution. 

 

2.1 Basic Time-Value Formula 

 

The basic formula for computing the future value of a single sum of money is 

as follows: 

 

  FV = PV x (1 + i) n 

 

where: FV = the future value of a single sum 

 PV = the present value of a single sum 

  

1 2 3 4 5 6 7 8 9 10 

? 

$ 

1 2 3 4 5 6 7 8 9 10 

$ 

? 

$ $ $ 
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 i =  the compound annual interest rate, expressed as a decimal 

 n = the number of periods during which compounding occurs 

 

We will next discuss a simple problem to recognise the need to understand 

both conceptually and mathematically, in order to come up with a solution.  

 

For example, assume that S$5,000 is placed on 

deposit today in an account that will earn 9% 

compound annual interest. What will be the future 

value of this sum of money at the end of year 7? The 

problem is depicted on a time line in Figure 9A.3. 

 

For purposes of consistency among the time lines 

used to depict various types of problems, present 

values will be depicted below the line, as will periodic 

cash outflows. Future values and periodic cash 

inflows will be shown as above-the-line factors.  

First, we would come up with the time line, indicating a present value of 

S$5,000, a period of seven years, and a question mark (future value) at the 

end of year 7.  

 

FV = S$5,000 x (1.09x1.09x1.09x1.09x1.09x1.09x1.09) 

     = S$9,140.20 

 

Typically, shorthand notation is used to express the multiplied interest rates. 

For example, 

 

1.09x1.09 = 1.092 

1.09x1.09x1.09 = 1.093 

1.09x1.09x1.09x1.09 = 1.094 

1.09x1.09x1.09x1.09x1.09 = 1.095 

 

and so on. The superscript – the small, raised number at the end – means 

“the power of.” In the example above, 1.09 is multiplied by itself the number 

of times indicated by the superscript, so that 1.09 to the seventh power is 

written as 1.097 and means 1.09x1.09x1.09x1.09x1.09x1.09x1.09. 

 

The basic time-value formula can also be used to compute the solution as 

follows: 

 

FV = PV x (1 + i)n  

 = S$5,000 x 1.097  

 = S$5,000 x 1.828039  

 = S$9,140.20  
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Figure 9A.3: Time Line Depiction Of FV Problem 

 

    

 

 

 

 

 

 

 

 

The time line also illustrates the basic trade-off present in all time value of 

money problems. Here, the trade-off is a cash outflow today (the deposit 

shown below the time line) for a larger cash inflow later (the account balance 

at the end of the seventh year, shown above the time line). 

 

Using the formula, what would happen to the FV if the value of i or n were to 

be increased? In either case, (1 + i)n would be larger than 1.828039 and 

when multiplied by S$5,000 the FV would be larger than S$9,140.20. That 

is, future value increases as the interest rate or the number of years 

increases, and it falls as either of them is lowered. Graphically, it had been 

shown earlier in Figure 9A.1.  

 

For instance, if the interest rate in the above example is increased to 10%: 

 

FV = PV x (1 + i)n  

 = S$5,000 x 1.107  

 = S$5,000 x 1.948717 

 = S$9,743.59  

 

However, if the interest rate in the above example is decreased to 5%: 

 

FV = PV x (1 + i)n  

 = S$5,000 x 1.057  

 = S$5,000 x 1.4071 

 = S$7,035.50 

 

2.2 Using A Future Value Interest Factor (FVIF) Table 

 

A future value interest factor (FVIF) is a factor equal to the future value of a 

S$1 sum after a given number of compounding periods at a given interest 

rate. You can multiply the present value of a sum by these factors to 

determine the future value. The method of finding the right factor to use in a 

FVIF table is fairly simple. For example, the future value interest factor for a 

2% interest rate compounded for two periods is 1.0404 This is found as 

follows: 

 

Refer to the Table 9A.4 below which shows a section of the FVIF table. 

Notice the shaded number in Table 9A.4. It is at the point where the two 

1 2 3 4 5 6 7 8 9 10 

? 

$5,000 
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periods (n=2) row intersects the 2% column. It can be seen that the FVIF is 

1.0404. The FVIF table is available at the end of this study guide as Table 1 

Future Value Interest Factors For One Dollar. 

 

Table 9A.4 Future Value Interest Factors For One Dollar 

 

FVSS Factor = (1 + i)n where i = rate and n = periods 

 

i= 0.5% 1% 1.5% 2% 3% 

n=1 1.0050 1.0100 1.0150 1.0200 1.0300 

2 1.0100 1.0201 1.0302 1.0404 1.0609 

3 1.0151 1.0303 1.0457 1.0612 1.0927 

 

We will look at another example. Assume that you have placed S$100,000 in 

a single premium policy with a maturity value of S$103,000 at the end of 

Year 3. Calculate the annual compound interest rate. 

 

Using the Time Value formula; 

 

Initial Single Premium (1 + i)n  = Maturity value at end of Year 3 

S$100,000 (1+i)3  = S$103,000  

(1+i)3  = 1.03 

 

Using Table 9A.4, the closest factor is 1.0303. Hence, the interest rate is 

close to 1% per annum. 

 

 

3. PRESENT VALUE OF A SINGLE SUM  

 

We now reverse the question to find out the sum of money needed today if we were 

able to assume the future amount needed.  

  

For example, assume that in four years’ time, you will need S$100,000 as a 

downpayment for your new house. How much money should you have today in an 

account which earns 4% compound interest in order to reach S$100,000 in four 

years?  

 

3.1 Using The Time-Value Formula  

 

You learned earlier that FV can be calculated using the formula:  

 

FV = PV x (1 + i)n  
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By rearranging the formula above, the formula for present value (PV) is as 

follows: 

 

( ) ( )nn
i1

FV

i1

1
FVPV

+
=














+
=  

 

Figure 9A.4:  Time Line Representation Of PV Problem 

 

 

 

 

 

 

 

  

 

 

 

 

Figure 9A.4 shows a problem in which you are asked to determine the 

present value of a S$100,000 single sum due in four years.  

 

If you can earn 4% compound interest, you should set aside today an amount 

of S$85,477.39 as calculated below:  

  

( ) ( ) 1.1699

S$100,000

1.04

S$100,000

1.04

1
S$100,000PV

44
==













=  

     = S$85,477.39 

This amount, accumulating at 4% compound annual interest, will grow to the 

S$100,000 needed in four years.  

 

Note the effect of a change in i or n on PV. If either of these is increased, the 

denominator of the formula increases and the resulting PV declines. In the 

example above, if the interest rate is increased to 5%. the present value 

decreases to S$82,270.67 as calculated below:  

 

  
( ) ( ) 1.2155

S$100,000

1.05

S$100,000

1.05

1
S$100,000PV

44
==














=  

 

            = S$82,270.67 

 

  

1 2 3 4 5 6 7 8 9 10 

S$100,000 

? 
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On the other hand, a decrease in either i or n, will cause PV to rise. For 

instance, if the S$100,000 is needed in three years’ time instead of four 

years, and the interest rate remains at 4%, the present value increases to 

S$88,896.79 as calculated below:  

 

( ) ( ) 1.1249

S$100,000

1.04

S$100,000

1.04

1
S$100,000PV

33
==














=  

 

 = S$88,896.79 

 

We can see that this is logical: If we can earn a higher rate of interest, then 

we do not need as much money now. Similarly, if we have a shorter period 

over which we can earn interest, we need to start with more money. 
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CHAPTER 10 

ANNUITIES AND OTHER LIFE INSURANCE PRODUCTS 

 

CHAPTER OUTLINE 

 

1. What Are Annuities? 

2. How Do Annuities Work? 

3. Types Of Annuities 

4. Variations Of Annuity Policies 

5. Benefits And Limitations Of Annuities 

6. Other Life Insurance Products 

 

KEY LEARNING POINTS 

 

After reading this chapter, you should be able to: 

 understand what annuities are and how they work 

 explain the two main types of annuities 

 describe the variations of annuities based on their contract provisions 

 discuss the benefits and limitations of annuities 

 understand what universal life are,  how they work, benefits and limitations 

 understand the differences between universal life and whole life insurance  

 understand the function, benefits and limitations of premium financing 
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1. WHAT ARE ANNUITIES?

1.1 An annuity is a contract that provides a guaranteed income to the annuitant for

life (or a shorter specified period) with income payments made annually, semi-

annually, quarterly or monthly.

1.2 Annuities have sometimes been described as the opposite of life insurance,

because life insurance provides protection against someone dying too soon,

whereas annuities provide protection against someone “living too long” as to

outlive one’s financial resources. One can either use cash or CPF savings (CPF

Minimum Sum in his Retirement Account) to purchase an annuity in Singapore.

1.3 Started in September 2009 by the government, the CPF Lifelong Income scheme

For the Elderly (CPF LIFE) will provide a monthly payout (depending on the cash

savings that the CPF member has in his Retirement Account) from the specified

Draw Down Age (DDA), for as long as he lives, using his CPF savings (as

mentioned above) to purchase. This scheme is very similar to buying an annuity.

For more details of the CPF LIFE scheme and eligibility requirements, do refer to

the CPF website at: www.cpf.gov.sg.

A. CPF Life Plans

1.4 There are three CPF LIFE plans for CPF members to choose from – the LIFE

Standard Plan, the LIFE Basic Plan and the LIFE Escalating Plan (available from

January 2018).

1.5 The plans differ in terms of:

 monthly payout the CPF member would receive; and 

 the amount the CPF member would leave (i.e. bequest) to his beneficiaries 

   Source: CPF website (extracted on 20 January 2020) 
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1.6 The CPF LIFE monthly payouts would depend on factors such as the CPF 

member’s gender, age, Retirement Account (RA) savings used to join CPF LIFE, 

the LIFE plan type chosen by the CPF member, CPF interest rates and mortality 

rates. The premiums and payouts are determined by an independent actuarial 

consultant. 

 

1.7 The table below provides the CPF member with an estimate of the monthly 

payout the CPF member will receive in retirement based on the Retirement Sum 

set aside at age 55 and the different plan choices: 

 

Retirement Account Savings at 55 Your monthly payout for life from 65 

onwards 

 Standard 

Plan 

(default 

plan) 

Escalating Plan Basic Plan * 

 

Basic Retirement Sum 

(BRS) 

S$90,500 

 
(If you own a property with remaining 

lease that can last you to at least 95 

years old and choose to withdraw your 

Retirement Account savings (excluding 

interest earned, any government grants 

received and top-ups made under the 

Retirement Sum Topping-up scheme) 

above your BRS.) 

 

S$750 - 

S$800 

 

S$580 - S$630 

(initial amount) 

Payouts 

increase by 2% 

every year  

 

S$710 - 

S$730 

 

Full Retirement Sum  

(FRS) 

S$181,000 

 
(If you do not own a property or choose 

not to withdraw your Retirement Account 

savings (excluding interest earned, any 

government grants received and top-ups 

made under the Retirement Topping-up 

scheme) above your BRS.) 

 

S$1,380 - 

S$1,490 

 

S$1,060 - 

S$1,170 

(initial amount) 

Payouts 

increase by 2% 

every year  

 

S$1,310 - 

S$1,350 

 

Enhanced Retirement Sum  

(ERS) 

S$271,500 

 
(If you wish to put more savings in CPF 

LIFE.) 

 

S$2,010 - 

S$2,160 

 

S$1,550 - 

S$1,700 

(initial amount) 

Payouts 

increase by 2% 

every year  

 

S$1,910 - 

S$1,970 

* The Basic Plan monthly payouts will reduce gradually when your combined CPF 

balances (including unused CPF LIFE annuity premiums) fall below $60,000. This is 

due to less extra interest earned. 
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Note: These monthly payouts are estimates and computed as of 2020. Payouts may 

also be adjusted to account for long-term changes in interest rates or life expectancy. 

Such adjustments (if any) are expected to be small and gradual. 

Source: CPF website (extracted on 20 January 2020) 

2. HOW DO ANNUITIES WORK? 

 

2.1 The annuity owner (who is usually the annuitant, i.e., the recipient of the periodic 

benefit payout) makes a single premium or a series of premium payments to the 

insurer. If a single premium is paid, it is often referred to as the purchase price or 

consideration. The insurer invests the premiums collected to earn interest. If the 

annuity remains in force until a specified date, the insurer starts making a series of 

payments to the annuitant. The period of time between the first (or single 

premium) being paid and the time that the payments to the annuitant starts is 

called the accumulation period. These payments are called the annuity income 

benefits, and the period of time during which the income benefits are paid is called 

the payout period. Figure 10.1 summarises the basic way that an annuity 

functions. 

 

Figure 10.1: How Does An Annuity Work? 

                                                               Payout Period 

 

                   Accumulation 

                      Period 

 

 

 

 
          Annuity owner pays  

            premiums to insurer.      Insurer invests 

                                                   premiums.         Insurer pays annuity income benefits to 

                                                                                    the annuitant (usually the annuity owner).  

3. TYPES OF ANNUITIES 

 

3.1 There are two main categories of annuities based on when the annuity payments 

begin. These are Immediate and Deferred Annuities. Let us look at each of them in 

turn. 

A. Immediate Annuities 

 

3.2 Annuities that start paying out (almost) immediately after the policy starts are 

called “Immediate Annuities”. The income stream starts immediately one payment 

period after the annuity is purchased. For example, if the annuity payments are 

monthly, then the payments begin one month after the purchase of the annuity. 

Figure 10.2 illustrates how an Immediate Annuity works. 

 

 

Annuity 

Owner 
$ $ $ 

$ $ $ 

$ $ $ 

$ $ $ 

Insurer 
Annuitant 
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Figure 10.2: How Does An Immediate Annuity Work? 

3.3 Keep in mind that since the annuity payments under an Immediate Annuity start 

“immediately”, the purchaser must pay for the entire contract at once, i.e. an 

Immediate Annuity must be paid in one lump sum (single premium) upfront.  

 

3.4 You will also need to know what happens if the annuitant dies or decides to 

surrender his policy before and after the annuity payments begin.  

A1. Before The Annuity Payments Commence 

 

(i) Annuitant Dies 

The insurer will usually refund the purchase price with or without interest, 

depending on the policy terms. 

 

(ii) Annuity Owner Wishes To Cancel The Policy   

The insurer will usually refund the purchase price with or without interest, 

depending on the policy terms. 

A2. After The Annuity Payments Commence 

 

(i) Annuitant Dies  

If survivor or refund benefits are provided, they will be paid to the 

beneficiary and the policy will be terminated. 

 

If there is a minimum guaranteed payment period, the payments will 

continue until the end of this period, after which the policy will be 

terminated. 

 

If no such additional benefits apply or there is no minimum period, then the 

policy is terminated and payments cease. 

 

(ii) Annuity Owner Surrenders His Policy 

Most insurers will usually pay a surrender value to the annuity owner if he 

surrenders his policy during the guarantee period. No surrender is allowed 

after the guarantee period (or if there is no guarantee period). 

A3. Reasons Why People Buy Immediate Annuities 

 

3.5 An Immediate Annuity gives one peace of mind, because it allows the buyer to 

convert a sum of money (the consideration paid for the immediate annuity) into a 

regular fixed income that he will receive for the rest of his life, no matter how long 

$ 

2011 

PAYOUT PERIOD 

Insurer makes payments until the  

annuitant dies or for a fixed period.  
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he lives. In this way, the annuitant ensures that he does not outlive the sum of 

money. 

B. Deferred Annuities 

 

3.6 Deferred Annuities differ from Immediate Annuities in that the annuity payments 

begin only on a certain date, usually at least a few years in the future, after the 

policy start date.  

 

3.7 The annuities which CPF members can purchase with their CPF Minimum Sum are 

examples of Deferred Annuities. The CPF Board allows its members to withdraw 

their Minimum Sum to buy Deferred Annuities (immediate annuities are not 

allowed) at the age of 55 years for the income stream payments to begin from the 

age of 65 years (the applicable draw-down age).  From 2013, CPF members are 

automatically included to participate in CPF LIFE when they reach the age of 55 

years and have at least S$40,000 in the Retirement Account, or have at least 

S$60,000 in their Retirement Account when they reach the age of 65 years. 

 

3.8 Figure 10.3 shows how a Deferred Annuity works. 

 

Figure 10.3: How Does A Deferred Annuity Work? 

 

Contract owner pays ten equal premiums for an annuity. 

 

 

 

      

 

 

 

 

 

 

 

3.9 Unlike an Immediate Annuity which can be purchased only by way of a single 

premium, a Deferred Annuity can be paid by single premium or regular premiums.  

 

(a) Single Premium  

This is the most common way of payment. The insurer will usually specify 

a minimum amount (otherwise the resultant annuity will be too small to be 

useful). 

 

(b) Regular Premiums  

Regular premiums are suitable for those who do not have a lump sum of 

money for purchasing an annuity or who wish to pay the premium over, 

say, their working years. The annuity owner may pay on a yearly, half-

yearly, quarterly or monthly basis.  

 

Insurer makes payments 

for life or for a limited period. 

 

PAYOUT PERIOD 
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$  $     $$$$$$$$$$ 

2005 1995 

ACCUMULATION PERIOD 
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3.10 With Deferred Annuities, several possible events may occur during either the 

accumulation period or the payout period. Let us look at some of them. 

 

(i) During The Accumulation Period 

 Annuity Owner Stops Paying Premiums 

An annuity owner may decide to stop paying the premiums. In such a 

case, the insurer will either: 

– refund the premiums paid (with or without interest) to the annuity 

owner; or 

– pay a reduced annuity income to the annuitant on the annuity 

starting date. 

 Annuitant Dies Before Annuity Starting Date 

The annuitant may die before the annuity starting date. In such a case, 

the insurer will either: 

– refund the premiums paid (with or without interest) to the 

beneficiary; or 

– pay the annuity income to the beneficiary depending on the type of 

annuity purchased. 

 Annuitant Lives To Annuity Starting Date 

If the annuitant is alive on the annuity starting date, the insurer starts 

to pay the annuity income to him. This is the most common scenario. 

 

(ii) During The Payout Period 

In the event that the annuitant dies after the annuity starting date, the 

policy will be terminated, unless a guarantee period or refund benefits are 

provided. These are described in section 4 below. 

 

(iii) Reasons Why People Buy Deferred Annuities 

It is possible to arrange something similar to a deferred annuity by 

accumulating assets in some other way (e.g., through an endowment 

policy) and then purchasing an immediate annuity with those assets. 

 

However, sometimes the deferred annuity product offers guarantees or 

additional benefits which make the eventual annuity payments more 

attractive. 

4. VARIATIONS OF ANNUITY POLICIES 

 

4.1 Both of the two broad categories which we have just discussed can have many 

variations based on their contract provisions as follows:  

 payout options; 

 bonus entitlement (i.e. participating or non-participating); 

 number of lives covered under the policy; and 

 increasing rate annuity. 
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4.2 The various types of annuities under the two broad categories basically function in 

the same way. Let us now look at each of the categories in turn. 

A. Payout Options 

 

4.3 There are various ways in which the annuity benefits are paid out.  

 

4.4 Let us begin by looking at Life Annuities. 

A1. Life Annuities 

 

4.5 Under a Life Annuity, the payout is guaranteed for life. This is the most common 

type of annuity sold and can be sub-divided into two main classes, namely Pure 

Life Annuity and Guaranteed Minimum Payout Annuity. 

A1A. Pure Life Annuity 

4.6 Under this option, the insurer pays income benefits until the annuitant dies, 

whatever age that may be. Upon the death of the annuitant, the insurer pays no 

further benefits and has no further liability under the contract. Figure 10.4 

illustrates how this annuity works. 

 

Figure 10.4: How Does A Straight Life Annuity Work? 
 

                                                      Death of 

                                                 Annuitant 

 

                                                        No further payments  

 

          Payout Period 

 

 

4.7 Suppose an annuitant has made a single purchase payment of S$100,000 for an 

immediate Pure Life Annuity which provides payments of S$500 monthly. If the 

annuitant dies after receiving two years payments (i.e. S$500 x 24 =S$12,000), 

the annuitant would have paid S$88,000 more than he received. This possible 

loss could dissuade many people from buying an annuity. Insurers recognise this, 

so they also provide payout options that guarantee a minimum return, called a 

“Guaranteed Minimum Payout Annuity”, which is explained below. 

A1B. Guaranteed Minimum Payout Annuity 

4.8 This type of annuity guarantees a minimum number of payments (irrespective of 

whether the annuitant is alive to receive them), or a refund of the some of the 

consideration in the event of the annuitant’s premature death. It is far more 

popular than the Pure Life Annuity. However, as part of the premium paid is 

applied towards meeting the cost of guaranteeing a minimum amount of benefits, 

the periodic income payment will be lower than that of a Pure Life Annuity. Let us 

look at the two common types of annuities that guarantee a minimum payout 

option.  

 

  

$  $  $ 
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 Period certain has 

expired. 

 Annuitant is alive. 

 

 Life Annuity With Period Certain 

With this option, the insurer also provides annuity payments for as long as 

the annuitant lives, but if the annuitant dies before the end of a specified 

period (the period certain), the benefits will continue to be paid to the 

beneficiary until the end of the period certain. Figure 10.5 illustrates how 

this annuity works. 

 

Figure 10.5: How Does A Life Annuity With Period Certain Work? 

Scenario 1 Scenario 2 
 

   
              

 

 

 

 

 

Scenario 3  

        

                         

 

  

 

 

 Life Income With Refund Annuity 

A Life Income With Refund Annuity also provides annuity payments for as 

long as the annuitant lives, but if the annuitant dies before the total 

payments made exceed the purchase price, then the insurer pays a refund 

to the beneficiary. The refund is equal to the difference between the 

purchase price of the annuity and the amount paid out to the annuitant. 

Figure 10.6 illustrates how this annuity works. 

 

Figure 10.6: How Does A Life Income With Refund Annuity Work? 

 

Scenario 1 Scenario 2 

 

 

             

 

 

 

 

Scenario 3 

 

 

 

 

  

 Period certain has not expired. 

 Annuitant dies. 

 

 Period certain has expired. 

 Annuitant dies. 
 

Benefit payments cease. 

 

Beneficiary receives benefit 

payments until end of period certain. 
Annuitant receives benefit 

payments until he dies. 

 Purchase price has not been fully used up. 

 Annuitant dies. 
 

Beneficiary receives a lump sum payment 

equal to the difference between the purchase 

price and the total amount paid to the 

annuitant. 

 

 Purchase price has 

been fully used up. 

 Annuitant is alive. 
 

Annuitant receives 

benefit payments until 

he dies. 

 Purchase price has been fully used up. 

 Annuitant dies. 
 

Benefit payments cease. 
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A2. Temporary Annuities 

 

4.9 In contrast to Life Annuities, which continue the annuity for as long as the 

annuitant lives, temporary annuities do not guarantee a lifetime income. Instead, 

the insurer limits the annuity payment period in various ways.  

A2A. Fixed Period Payments 

4.10 This product provides annuity payments until the expiry of a specified period or 

the annuitant dies, whichever occurs first. Figure 10.7 illustrates how this annuity 

works. 

 

Figure 10.7: How Does A Fixed Period Payment Annuity Work? 

 

         Scenario 1                               Scenario 2 

 

•  

 

Period of payment 

is not up yet. 

•  

 

Period of payment 

expires. 

•  

 
Annuitant dies. •  

 
Annuitant is alive. 

Annuity payment ends  

and policy terminates. 

Annuitant no 

longer receives 

any payments. 

 
 

 

4.11 Like a Life Annuity, a Fixed Period Payment Annuity can also be issued with a 

guarantee period or a refund option.  

A2B. Fixed Amount Payment  

4.12 This product provides annuity payments until the total payments exceed a 

specified maximum amount or the annuitant dies, whichever occurs first. This 

product may also have a guarantee period or refund option. Figure 10.8 illustrates 

how this annuity works. 

 

Figure 10.8: How Does A Fixed Amount Payment Annuity Work? 

  

Scenario 1                                  

 

                             

              

 

 

 

Scenario 2 

 

                                    

 

4.13 Like a Life Annuity, a Fixed Amount Payment Annuity can also be issued with a 

guarantee period or a refund option. 

 Maximum amount has not 

been used up. 

 Annuitant dies. 
 

Benefit payment ceases. 

 Maximum amount been fully used up. 

 Annuitant is alive. 

 

Benefit payments cease. 
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B. Bonus Entitlement 

 

4.14 Annuities can also be classified according to whether they are participating or non-

participating annuities. Participating annuities are entitled to share in the profits of 

the insurer, in the form of bonuses. For example, the bonuses may be credited to 

the policy yearly and paid out to the annuitant in the same year. The bonuses 

usually start after one year of benefits has been paid. Example 10.1 illustrates 

how a Participating Annuity works. 

 

Example 10.1: How Does A Participating Annuity Work? 

 

 

Age   Monthly Payments 

62 : Receives S$552 per month. 

63 :  Receives S$563 per month (insurer declares a 2% bonus that 

year). 

64 :  Receives S$568 per month (insurer declares a 3% bonus that 

year) and so on … 

 

4.15 The monthly payments under a participating annuity fluctuate each year 

depending on the bonuses declared, but at no time will they be less than the 

minimum guaranteed, which is S$552 as illustrated in the above example.  

 

4.16 Non-participating annuities, which are the most common, do not share in the 

profits of the insurer and the annuity payments remain fixed. 

C. Number Of Lives Covered 

 

4.17 Annuities can be issued to cover a single life or more than one life. Let us now 

look at each of them in turn. 

C1. Single Life Annuity 

 

4.18 Under a Single Life Annuity the payment of annuities is dependent on one life. 

This is the most common form of annuity. 

C2. Joint Life Annuity 

 

4.19 A Joint Life Annuity provides that the periodic benefits will be paid only for as 

long as both of two designated annuitants are alive. The payment ends when one 

of the joint annuitants dies. Figure 10.9 illustrates how this annuity works. 

 

Figure 10.9: How Does A Joint Life Annuity Work? 

 

                                        Death Of One Of The Annuitants 

 

 Payment ends and the surviving 

 annuitant receives nothing.  

           Payout Period 

 

$  $  $ 
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C3. Joint And Survivor Annuity 

 

4.20 A Joint and Survivor Annuity, also called a Joint and Last Survivor Annuity, 

provides periodic benefits to two or more individuals with financial relationships, 

e.g. parents plus a disabled child. Very often though, they are purchased by 

couples. The benefits under this annuity continue until both or all the individuals 

die. There are many variations of such an annuity. For example, for some Joint 

and Survivor Annuities, the periodic benefit amount remains the same after the 

first annuitant dies, while for other Joint and Survivor Annuities, the periodic 

benefit falls to a certain percentage, often 50%, of the original benefit after the 

death of the first annuitant. Figure 10.10 illustrates how a Joint and Survivor 

Annuity works. 

 

Figure 10.10: How Does A Joint And Survivor Annuity Work? 

 

 

 

 

 

 

 

 

 

4.21 In the above example, while both annuitants are alive, they receive one single 

payment of S$800 per month. Upon the death of one of the annuitants, the 

survivor receives a payment of S$400 per month until he dies. Nothing is payable 

after the death of the second annuitant. 

 

4.22 This form of annuity is very rarely offered in Singapore. 

D. Increasing Rate Annuity 

 

4.23 An increasing rate annuity increases each year at a certain percentage, e.g. 1% or 

2% simple interest. This type of annuity is useful for hedging against inflation, but 

is rarely offered.  

5. BENEFITS AND LIMITATIONS OF ANNUITIES 

 

5.1 The benefits of annuities are as follows: 

(i) Annuity payouts are free from income tax, unless they are received from the 

following sources: 

 Partnership; 

 Supplementary Retirement Scheme (SRS); and 

 Annuity policy bought by the employer of the employee, in place of a 

pension or other employment benefits payable to him during his 

employment or upon retirement. 

(ii) They provide guaranteed income.  

S$400 S$800 

No 

further 

payments 

Death of 

Second 

Annuitant 

Death of 

First 

Annuitant 

Payout Period Payments continue 



10. Annuities And Other Life Insurance Products 

Copyright reserved by the Singapore College of Insurance Limited [Version 1.0] 191 

(iii) Investment returns earned during the accumulation period are tax-free. 

(iv) Capital may be guaranteed depending on the type of annuity purchased. 

 

5.2 The limitations of annuities are as follows: 

(i) They cannot be used for death protection, and should be purchased only after 

provision for premature death is in place; 

(ii) They cannot be used to provide for major illness protection; 

(iii) Most annuities do not have any feature to counter the effect of inflation; and 

(iv) Usually, there is no attaching benefit rider. 

6. OTHER LIFE INSURANCE PRODUCTS 

 

A. Guaranteed Income 

 

6.1 Insurers also offer a form of life insurance policy where the insured pays a 

premium for a limited period (accumulation period) and will be guaranteed a 

lifetime payout of income. Some insurance plans offer a payout for a certain 

period and/or a lump sum cash at the end of the payout period. There are various 

classifications as described earlier under annuities or endowment plans.  

 

6.2 This is sometimes marketed as a guaranteed income retirement plan. The premium 

of this type of insurance policy is highly dependent on the amount of the 

guaranteed income required during the retirement years. The guaranteed and non-

guaranteed returns of such plans depend on the client’s current age, chosen 

retirement age, premium payment period and the amount of the income payout. 

 

6.3 These plans, together with CPF Life, provide a steady stream of retirement income 

for the client. 

 

B. Universal Life 

 

6.4 Universal Life insurance (UL) is very different from whole life and term products.  

While each form of life insurance provides a death benefit to beneficiaries for the 

purpose of mitigating financial loss of an incoming earning family member, the 

other features are different. 

 

6.5 A whole life insurance contract has level premiums that stay the same for the life 

of the policy. It has cash value accumulation and this cash value is guaranteed by 

the insurance company once declared.  

 

6.6 ULs do not have minimum cash value guarantees. Their premiums are not level.  

They are also not “participating” policies, so the insureds do not have a right to 

benefit from the life insurance companies’ participative funds earnings. UL is a 

form of life insurance which offers the insured a form of term life cover, as well as 

an element for cash value buildup. It offers flexibility to the insured in terms of 

premium allocation, premium payable, amount of sum assured (subject to the 
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insurer’s approval), costs and also other extra features, as compared to the 

traditional Whole Life Insurance. Some of these extra features include: 

 

(i) Minimum Credit interest 

The insurer guarantees an interest rate to the insured for amounts in the 

cash value account.  

 

(ii) No-Lapse feature 

This feature allows the UL to be in-force even if the cash value of the UL is 

zero and the insured is not required to top up any money at all. 

 

6.7 An insured actually has the choice to pay any amount in premium that they wish, 

as long as he pays enough to cover the cost of the life insurance. Alternatively, 

the cash value account has enough money to cover the cost (all payments 

technically first go to the cash value account, and all insurance charges are taken 

from the cash value account). Any excess premium gains interest in the cash 

value account. As long as the minimum cost of insurance is covered, either by 

paying premiums or deducting from the accumulated cash value, the policy will 

stay in-force. If the insured does not consistently pay more in premium than the 

cost of insurance (mainly owing to higher mortality costs as the insured ages) over 

the lifetime of the contract, maintenance of coverage will eventually not be 

feasible.  

 

6.8 In order for a UL product to be viable, it has to be funded sufficiently early enough 

in the contract such that earnings accumulate at greater rates than increasing 

costs of insurance. In some countries, the cash value or interest accumulated over 

the years enjoy certain tax benefits or concessions. 

B1. Premium Financing 

 

6.9 Premium financing is the borrowing of funds from a financial institution to cover 

the cost of a policy. The funds borrowed is to be paid back in instalments to the 

financial institution. As most ULs will have cash value from Day One of the policy 

owing to the lump sum payment received upfront, this Day One cash value 

provides a “collateral” which allows premium financing for UL to be carried out. 

 

6.10 Not many individuals may have an amount of lump sum cash to set aside for 

insurances. Hence, premium financing enables UL to be more affordable. Premium 

financing allows the financial institution to offer loans for the premium payment 

(typically up to 70% to 80% of the first day cash value). On the other hand, for 

insureds that have the lump sum cash for the premium payment, premium 

financing enables them to have more cash on hand for other needs. This is 

illustrated in the Figure 10.11 and Example 10.2 for a UL policy premium of 

USD1.1 million. 
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Figure 10.11: Premium Financing for Universal Life (UL) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Example 10.2: How Premium Financing Works 

 

Premium Amount = USD1.1 million 

First Day Cash Value = USD$1 million 

Financial Institution finances 70% of the First Day Cash Value =70% x USD$1 

million = USD$700,000 

 

Insured will pay in cash the remaining amount of USD$400,000 (USD$1.1 

million – USD$700,000) and frees up his cash holdings of USD700,000 for 

other uses. 

 

6.11 With premium financing, the insured must maintain sufficient funds to pay the 

interest. As the policy is now held by the financial institution, failing to make the 

interest payment allows the financial institution to have the right to recover the 

outstanding balance of the premium financing from the policy assigned. This may 

result in the termination of the UL policy and affect the insured’s financial plan.  

The insured may not be able to purchase the same plan, with the same premium 

amount, owing to his increasing age or changing health condition. 

 

6.12 The insured is still obliged to repay the financial institution the total outstanding 

balance due. In this regard, a premium financed UL is a dual edged sword. It can 

work well for an insured that needs a large amount of coverage but lacks liquidity. 

On the other hand, the insured may be left in a dire state as discussed above. 
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CHAPTER 11 

APPLICATION AND UNDERWRITING 

 

CHAPTER OUTLINE 

 

1. Life Insurance Proposal Form 

2. Basic Principles Of Underwriting 

3. Medical And Non-Medical Proposal Forms 

4. Other Sources Of Underwriting Information 

5. Underwriting Decision 

6. Commencement Of Risk 

7. General Underwriting Principles For Group Life Insurance 

 

 

KEY LEARNING POINTS 

 

After reading this chapter, you should be able to: 

 understand the purposes and importance, as well as the various sections of a life 

insurance proposal form 

 understand the principles of underwriting 

 differentiate between medical and non-medical proposal forms 

 explain the other sources of underwriting information 

 understand how an underwriting decision is reached 

 know when the risk cover commences under a life insurance policy 

 understand the general underwriting principles for Group Life Insurance 
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1. LIFE INSURANCE PROPOSAL FORM 

 

1.1 To apply for a life insurance policy, the proposer (also known as the applicant) 

must complete a life insurance proposal form (some insurers refer to it as the 

“application form”).  

 

1.2 In Singapore, the proposal form used by the insurers must meet the 

requirements of the Monetary Authority of Singapore (MAS) and Life Insurance 

Association of Singapore (LIA). Most insurers use different proposal forms for 

different types of insurance (e.g. one form for traditional life policies, another 

form for Investment-linked Life Insurance policies). Some insurers also use 

different forms for adult and juvenile proposals, as well as for medical and non-

medical proposals. It may be necessary to use different proposal forms, because 

of the different risks involved and for other administrative or procedural 

reasons. Merging all the information for different types of insurance applications 

into one form will result in an extensively long form, and can confuse both the 

proposer and the representative of the insurer.  

A. Purposes And Importance Of The Life Insurance Proposal Form 

 

1.3 The proposal form provides the insurer with the primary source of information 

about the risk to be insured. 

(a) It enables the insurer to identify the proposer and to elicit material 

information on the proposed life insured. The insurer will assess the risk 

based on the information and will make a decision as to whether to accept 

the application and, if so, the terms to be offered.   

(b) It provides details on the type of plan and the sum assured that is 

currently applied for, as well as the existing insurance policies that the 

proposed life insured has.  

(c)  It provides detailed information on the risk that the insurer is asked to 

underwrite, including statements and representations, as to the proposer 

and proposed life insured’s occupation, medical history, habits, family 

history, etc. 

(d) It gives details of the proposer and / or proposed life insured (if they are 

different persons), their names and relationship. 

(e) It authorises the insurer to obtain information from other medical sources 

about the health of the proposed life insured (but some hospitals / clinics 

may still require direct authorisation by the proposed life insured). 

(f) It enables the underwriter to compute the appropriate premium payable, 

and to sift out those risks that are unacceptable to the insurer. 

 

1.4 As you can see, the insurer places great reliance on the information as 

contained in the proposal form which will be incorporated in the policy and 

forms part of the insurance contract. It forms the basis for when a claim is 

filed. 

 

Propos
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B. Contents Of A Proposal Form 

 

1.5 A typical proposal form for an adult applicant contains the following information: 

 Name and address of the insurer; 

 Adviser’s name, Adviser’s code and policy number; 

 Warning statement; 

 Particulars of the proposed life insured (if the person applying for insurance 

is not the life to be insured); 

 Particulars of the proposer; 

 Particulars of the policy applied for, e.g. whether it is a Term Insurance or 

Endowment Insurance policy; 

 Declaration of and replacement of existing policy(ies); 

 Family history of the proposed life insured; 

 Medical details of the proposed life insured; 

 Remarks; 

 Confirmation of receipt of compulsory documents;  

 Declarations of Beneficial Owners/Payees/Politically Exposed Persons;  

 Common Reporting System; and  

 Declaration by proposer and / or proposed life insured. 

 

1.6 We shall discuss each of the above items in turn. 

B1. Name And Address Of The Insurer 

 

1.7 The name and address of the insurer are printed on the form, so that the proposer 

knows which insurer that he is applying for the insurance contract. 

B2. Adviser’s Name, Adviser’s Code And Policy Number 

 

1.8 This section of the proposal form is used for the insurer’s administrative 

purposes. The Adviser’s Code and Adviser’s Name enable the insurer to identify 

and keep track of the source of sale (from agent, bank, broker, or direct sale 

without intermediary) and number of policies brought in by each adviser which 

results in a policy being issued. It also enables the insurer to pay the 

commission to the respective insurance intermediaries. A unique policy number 

is allocated by the insurer for each application submitted. The adviser and the 

proposer are required to quote this number, whenever they are making any 

enquiries pertaining to the proposal form submitted.  

B3. Warning Statement 

 

1.9 Insurers are required under Section 25(5) of the Insurance Act (Cap.142) to 

display a warning statement prominently in the proposal form to highlight to the 

proposer the importance of disclosing accurately all facts which he knows or 
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ought to know. This is because failure to do so may give the insurer the right to 

void the policy (i.e. cancel the policy from inception), and nothing is payable to 

the policy owner should he make a claim on the policy. Thus, it is important 

that you highlight and explain this to your client before assisting him to 

complete the proposal form. 

B4. Particulars Of The Proposed Life Insured 

 

1.10 This section of the proposal form asks for the following information: 

 title; 

 name; 

 address; 

 telephone numbers (home, office and / or mobile number); 

 race; 

 nationality; 

 place of birth; 

 date of birth; 

 marital status; 

 gender; 

 age;  

 employment status and occupation; 

 name and address of company which the proposed life insured works in; 

 position held;  

 exact nature of duties involved; and 

 backdated to (if applicable). 

 

1.11 The above information is mainly for identification and administrative purposes. It 

gives the insurer a clearer picture of the proposed life insured. It also enables the 

insurer and the adviser to know where and how to contact the proposed life 

insured when the need arises. 

 

1.12 The nationality and place of birth will have an impact on the insurer’s underwriting 

decision in terms of geographical risk.  

 

1.13 Gender and age will be used to determine the premiums to be charged. They are 

also factors that are considered by underwriters in their risk assessment.  

 

1.14 The employment status, occupation, position held and estimated annual income 

will enable the insurer to assess whether the amount of insurance proposed for is 

justifiable and appropriate for the policy being applied. For example, a proposer 

who earns a nominal salary is applying for a large sum assured policy, and this 

may present the likelihood of moral hazard.  

 

1.15 The name and address of the company in which the proposed life insured works 

in, as well as the exact nature of duties involved, are important underwriting 

information, as the risk posed by some jobs may warrant a higher premium to be 

charged, or may even be uninsurable. Hence, it is important that you get the 

proposed life insured to state clearly the exact nature of his work. 
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1.16 The “Backdated to” section needs to be completed only if the proposed life 

insured wishes to backdate (i.e. to have the policy commenced on an earlier date 

than the proposal form date) his policy. Most of the time, people backdate their 

policy to just before their last birthday, so as to enjoy lower premium rates. Most 

insurers allow backdating of a maximum of six months and charge their premiums 

on a next birthday basis. You should note that the backdating option may not be 

available for certain types of policies, e.g. ILP. 

B5. Particulars Of The Proposer 

 

1.17 This section of the proposal form only needs to be completed if the policy 

applied for is a third-party policy. For first-party policies, only the Particulars of 

the Proposed Life Insured need to be filled up. Typical examples of third-party 

policies are: parents who purchase insurance on the lives of their children 

(below 16 years of age), or a husband on the life of his wife, or vice versa. For 

example, if the parent is the proposer (policy owner eventually) of the policy, 

his particulars have to be given in this section. 

 

1.18 You should take note that Section 57(1) and (2) of the Insurance Act (Cap. 

142) provides that a life policy insuring the life of another, other than the person 

effecting the insurance or a person connected with him (a person’s wife or 

husband, child or ward being under the age of majority (i.e. 18 years old)  at the 

time the insurance is effected, and of anyone on whom that person is at that time 

wholly or partly dependant) shall be void, unless the person effecting the 

insurance has an insurable interest in that life at the time the insurance is effected. 

Furthermore, it provides that the policy monies paid under such a policy shall 

not exceed the amount of that insurable interest at that time.  

 

1.19 As the information pertaining to this section of the proposal form on the 

proposer is applicable to a corporation or an individual, most insurers ask the 

same set of questions as those for the proposed life insured, but with the 

following additional questions: 

 relationship between the proposer and the proposed life insured; and 

 if the policy applied for is in respect of a loan / credit facility, to state the 

amount of loan outstanding / credit facility given, e.g. Mortgage Reducing 

Term Insurance policy. 

 

1.20 Relationship to the proposed life insured is an important piece of information that 

will help the underwriter to determine and ensure that insurable interest exists 

before the issuance of the policy. 

B6. Particulars Of The Policy Applied For 

 

1.21 This section of the proposal form is meant for the proposer to indicate the details 

of the policy that he is applying for. He needs to provide his choice of the: 

 basic plan; 

 sum assured; 

 riders to be attached to the policy (if any);  
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 duration (term) of the policy and riders; 

 frequency of premium payment; and 

 method of premium payment. 

 

1.22 The above information is important for underwriting purposes. The sum assured 

will be used in conjunction with the age to determine whether the proposed life 

insured needs to undergo a medical examination. The type of plan and sum 

assured applied for are important factors in the risk assessment process. 

B7. Declaration Of And Replacement Of Existing Policy(ies) 

 

1.23 This section of the proposal form is a requirement as stipulated in Notice No: 

MAS 318. The insurer has to state clearly the disadvantages of replacing a 

current policy with a new one. If the proposer has an existing policy, he is 

required to provide the details of the existing policy, including the sum assured, 

the terms that the policy was offered e.g. extra premium charged, exclusion 

imposed or whether they were postponed or rejected. He must also confirm 

whether he is purchasing the additional policy, or replacing the current policy 

with a new one. The total sum assured of all existing policies, including the 

proposed policy, that the proposed life insured has is important to the insurer in 

the financial risk assessment process. 

 

1.24 It is important that you explain the disadvantages of replacement of policies to 

your client, and get him to provide the correct details of his existing policies. 

Such information is meant to help underwriters determine whether there is any 

risk of improper switching of products, and whether moral hazard is present.  

 

1.25 Where it is a case of replacement of policy, the insurer of the new policy shall 

write to the policy owner informing him of the disadvantages of lapsing his 

existing policy, and offering to return premiums paid on the new policy if the 

policy owner decides not to replace his existing policy. 

B8. Family History Of The Proposed Life Insured 

 

1.26 The proposed life insured is supposed to provide information on his parents and 

siblings’ state of health, as well as the age at onset of the illness, current age and 

age at death (if applicable). The reason for this is that some illnesses are 

hereditary, and that the proposed life insured may contract the illness too. Family 

history is an important underwriting factor, especially for Critical Illness Insurance. 

B9. Medical Details Of The Proposed Life Insured 

 

1.27 This section of the proposal form is usually divided into two parts. 

 

1.28 The first portion comprises a series of questions meant to find out the proposed 

life insured’s medical history and lifestyle.  

 

1.29 The second portion is applicable only to female proposed lives insured. Some 

insurers require only these two sections to be completed if the proposed life 
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insured does not have to undergo a medical examination. The reason for this is 

that the same set of questions will be asked in the medical examination proposed 

form.  

 

1.30 It is important that the client answers the questions in this section accurately and 

truthfully, as the information is critical for the assessment of the risk by the 

underwriter. 

B10. Remarks 

 

1.31 If the proposed life insured has answered “Yes” to any of the questions pertaining 

to his health, he is required to elaborate in this section. You should advise your 

client to provide information, such as: 

 When was the onset of the illness? 

 Has he ever been hospitalised as a result of the illness, or if any surgery 

was performed? If so, the relevant dates and address of the hospital / clinic 

where he was treated and the name of the attending doctor. 

 Is he still receiving medical treatment? If so, what treatment is he 

undergoing and what is the name and address of his attending doctor? 

 Does he have any medical report? If so, obtain a copy from him and submit 

it together with the proposal form to the underwriter. 

 

1.32 By obtaining the above relevant information, you will help to speed up the 

underwriting process, as you are giving the underwriter a clearer picture of your 

client’s illness. That will help the underwriter to decide on what has to be done 

next. Otherwise, in the absence of such additional information on the illness, the 

underwriter may need you to make clarifications with your client, and this will 

then delay the underwriting process. Depending on the proposed life insured’s pre-

existing condition, the underwriter may require additional health questionnaires to 

be answered, or request for a more detailed medical report from the attending 

physician of the proposed life insured. 

B11. Confirmation Of Receipt Of Compulsory Documents 

 

1.33 This section of the proposal form is meant to highlight to the client that he is 

supposed to receive the required documents from you during the sales process, 

and that you have explained them to him. These documents are: 

 Cover Page; 

 Policy Illustration; 

 Product Summary; 

 Bundled Product Disclosure; and 

 “Your Guide To Life Insurance” or “Your Guide to Health Insurance”  

(applicable to Health Insurance products). 
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B12. Declarations of Beneficial Owners/Payees/Politically Exposed Persons 

 

1.34 Under MAS Notice 314, the life insurer is obligated to take measures to help 

mitigate the risk of the Singapore life insurance industry from being used for 

money-laundering or terrorist financing. 

 

1.35 The ultimate responsibility and accountability for ensuring the life insurer’s 

compliance with anti-money laundering and countering the financing of terrorism 

(“AML/CFT”) laws, regulations and guidelines rests with the life insurer, its board 

of directors and senior management. 

 

1.36 A direct life insurer shall exercise due diligence including verification of identity 

when dealing with customers, natural persons appointed to act on the customer’s 

behalf, connected parties of the customer and beneficial owners of the customer. 

B13. Common Reporting System 

 

1.37 Under the Common Reporting Standard (CRS), which has been in effect since 1 

January 2017, Singapore-based Financial Institutions are now required to establish 

the tax residency status of all their account holders, and report to IRAS, the 

financial account information of account holders who are tax residents of 

jurisdictions with which Singapore has a Competent Authority Agreement to 

exchange the information. 

 

1.38 Policyholders should provide information and supporting documents to establish 

their tax residency status. For accounts opened before 1 January 2017, the 

insurers may contact the policyholders  to confirm their tax residency status if the 

FIs hold information that indicates they could be foreign tax residents. For new 

accounts opened on or after 1 January 2017, insurers will use a self-certification 

form, to be filled in by policyholders, to collect tax residency information. 

B14. Declaration  

 

1.39 This section of the proposal form serves a number of purposes. It requires the 

proposer and the life insured to make certain declarations and authorisation. It is 

important that you explain and provide the information below to your client. 

(i) That by signing on this section of the proposal form, they are confirming 

that they have declared all material facts that they are aware of. Highlight 

the warning statement about the non-disclosure of material facts. It is 

important that you ask them if there are any facts in which they are in 

doubt as to whether they are material, and ask them to put them down in 

the proposal form if there are any. You should also ask them to go through 

the proposal form again to ensure that the information which they have 

given is in order. 

(ii) That this portion of the proposal form will also serve as an authorisation 

from them for the insurer to obtain their medical history from any medical 

source. However, you should note that clinics and hospitals may request for 

a separate authorisation form to be signed by the proposed life insured, 

before they release medical information to the insurer.  
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(iii) That he has 14 days from the date of receipt of the policy to go through it, 

and that, if he decides not to take up the policy and returns it within the 14 

days’ free-look period, he will be able to receive a refund of the premium 

paid, less any cost incurred by the insurer in assessing the risk. However, 

he will get a full premium refund if his proposal form is being rejected by 

the insurer. 

(iv) That undischarged bankrupts are not allowed to purchase new life 

insurance policies under the Bankruptcy Act (Cap. 20), without the prior 

consent of the Official Assignee. As such, some proposal forms will require 

a declaration that the person applying for insurance is not an undischarged 

bankrupt. 

 

1.40 Having explained all the above important matters to your client, you should then 

ask your client to go through the proposal form to confirm that all the answers 

given are correct, before asking him and the proposed life insured to sign the 

proposal form. Note that neither you nor any other person should sign the 

proposal form on behalf of the proposer, even if your client has given you the 

authorisation or consent to do so. 

C. Amendment To Proposal Form 

 

1.41 Occasionally, your client makes a mistake in the information given in the proposal 

form and wants to correct it immediately. When this occurs, you have to get your 

client to countersign against the changes that he makes on the proposal form. 

 

1.42 The same practice applies when the insurer discovers an error or omission in the 

proposal form. You have to go back to your client to have the changes made and 

initialled. Note that any changes in a completed proposal form have to be done 

with the proposer’s written approval. 

 

1.43 The same practice also applies if you are completing the proposal form on behalf 

of your client. Although this practice is not encouraged, some advisers complete 

proposal forms on behalf of their clients, as a form of service for those who may 

not be able to complete the form on their own. The risk is that at claims stage 

there may be a dispute about whether the adviser entered the correct information, 

even if the form has been signed by the client. It is very important that you go 

through the answers in the completed proposal form with your client, and where 

any changes need to be made, you have to get your client to initial against them 

too. This is because once your client signs the form, he has confirmed that the 

information you have filled in for him is correct. The result is that, if any mistake is 

discovered at the point of a claim, the insurer may have a right not to pay the 

claim. 

2. BASIC PRINCIPLES OF UNDERWRITING 

 

2.1 The completed proposal form is sent to the underwriter who will assess the risk to 

see whether the cover can be granted and, if so, on what terms and conditions. 

This process is called “underwriting”. 
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A. Purpose Of Underwriting 

 

2.2 The main purpose of underwriting is to ensure that the premiums charged 

correspond closely with the risk that each proposer presents. Proper underwriting 

helps to ensure that the insurer has sufficient funds to pay claims.  

 

2.3 The underwriter also checks to make sure that insurable interest exists in third-

party policies. This is a very important factor, as a policy that is issued without 

any insurable interest is not a valid policy.  

B. Factors That Affect The Risk 

 

2.4 Normally, underwriters determine the insurability of a proposed life insured based 

on a number of factors as follows: 

 age; 

 occupation; 

 physical condition; 

 medical history; 

 financial condition; 

 place of residence; and 

 lifestyle. 

 

2.5 We shall discuss each of them in turn. 

B1. Age 

 

2.6 Life insurance underwriting is concerned with assessing the risks associated with 

mortality. The mortality table shows the probability of a person dying at a 

particular age. Age is a significant measure of the likelihood of death, i.e. it is the 

point of departure in classifying the proposed life insured for insurance. Each 

proposed life insured is placed within the proper age classification, and is then 

compared to the norm for that age to determine insurability. However, age alone, 

regardless of other factors, may render a person uninsurable, as the  insurer may 

have an upper age limit above which the insurer will not write insurance on any 

basis. For example, most Whole Life Insurance policies offered in Singapore have 

last entry age ranging from 65 to 75 years next birthday. This explains why age is 

a crucial factor in life underwriting.  

 

2.7 It is customary to accept the proposer’s statement of age, unless there is reason 

to believe that it is a mis-statement. The adviser must verify the age of the 

proposer, as well as that of the proposed life insured, when conducting mandatory 

verification of personal particulars via the client’s NRIC (identity card) or passport 

(for foreign nationals). 

B2. Occupation 

 

2.8 There are many occupations that are known to have an adverse effect on 

mortality. As such, the insurer may impose an extra charge on any proposed life 

insured engaging in any such occupation, i.e. by charging a higher premium. For 
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example, statistics show that a person who works in an office is much less likely 

to be killed on the job than one who works as a test-pilot. Thus, occupation is an 

important factor in determining the proposed life insured’s insurability. 

B3. Physical Condition 

 

2.9 Physical condition refers to the proposed life insured’s current health status. The 

insurer needs to know whether the proposed life insured is presently in good 

health, in order to determine the terms of acceptance. 

B4. Medical History 

 

2.10 The proposed life insured’s past health record is just as important as his present 

health. Certain types of ailments tend to recur (e.g. asthma) and several of these 

can be considered serious enough to affect a proposed life insured’s insurability. 

This is why the proposed life insured’s past health record has to be considered. 

B5. Financial Condition 

 

2.11 The financial condition or affordability of a proposer is a good indicator of whether 

moral hazard exists. Although a person has an unlimited insurable interest in his 

own life, the burden to prevent over-insurance rests with the insurer. The insurer 

will have to carefully examine the proposer’s financial status, in order to make 

sure that family circumstances justify the amount of insurance applied for. It will 

also find out whether the amount of insurance applied for bears a reasonable 

relationship to the proposer’s income, as well as the purpose of the insurance 

coverage applied for. If the proposer applies for a significantly large sum assured 

while currently drawing an extremely low salary, the insurer will probably question 

the proposer’s intention of purchasing insurance for such a large sum.  

 

2.12 Besides, a proposer who cannot pay the renewal premiums is likely to allow his 

policy to lapse, before the insurer can recover its expenses in acquiring the policy. 

As such, it is an important consideration in underwriting. In other words, the 

insurer is not only interested in preventing over-insurance, but also in keeping the 

insurance in force once it is issued. 

B6. Place Of Residence 

 

2.13 Where the proposed life insured lives is a secondary factor in underwriting, 

because the living condition, healthcare, climate, sanitation and political instability 

may increase the risk to be insured. 

B7. Lifestyle 

 

2.14 People who have potentially dangerous hobbies or leisure pursuits, such as skin 

diving and mountain climbing, will increase the risk to be insured. A proposed life 

insured who drinks or smokes also increases the risk. This is why lifestyle is also 

an important consideration for underwriting, and there are different premium rates 

for smokers and non-smokers, especially policies that provide critical illness 

coverage. 
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3. MEDICAL AND NON-MEDICAL PROPOSAL FORMS 

 

3.1 The majority of life insurance proposal forms are underwritten on a non-medical 

basis, i.e. no medical examination is required. Whether a proposed life insured is 

required to undergo a medical examination is determined by factors, such as age, 

the amount of insurance applying for, medical history, etc.  

 

3.2 Where the proposed life insured is required to undergo a medical examination, you 

will have to arrange for him to undergo the medical examination with one of your 

insurer’s appointed doctors. The medical examination is conducted using a 

prescribed medical examination form that is provided by the insurer and usually 

consists of three parts. For the first part, the proposed life insured will need to 

answer questions related his past medical history and habits. For the second part, 

the examiner will conduct a physical examination on the proposed life insured, 

including measurement of the proposed life insured’s build, blood pressure, 

physical examination, listening of the heart and respiratory sounds, and also a 

dipstick urine test. In the final section, it incorporates the examiner’s opinion and 

overall assessment of the proposed life insured. 

4. OTHER SOURCES OF UNDERWRITING INFORMATION 

 

4.1 Besides the proposal form and medical reports, underwriters may also ask for the 

following additional information. The fees associated with medical examinations 

and additional medical tests are normally borne by the insurers, but there may be 

exceptions depending on the insurers’ practices. 

A. Attending Physician's Report 

 

4.2 An Attending Physician's Report gives the history of the illness(es) that the 

proposed life insured has suffered or is still suffering from. It is completed by the 

attending doctor who has treated the proposed life insured. In this report, the 

attending doctor will be asked to provide details on the proposed life insured’s 

medical condition, including the degree of severity of the condition, whether the 

condition is well controlled, and the proposed life insured’s compliance to the 

treatment / medication prescribed. The attending doctor will also be asked for his 

opinion on the prognosis of the proposed life insured’s condition. 

B. Specialist's Medical Tests 

 

4.3 These are usually required as routine tests based on the sum assured and age. 

They are sometimes requested for clarification of the medical examiner’s findings 

or for more insights into the current status of a disclosed impairment. 

 

4.4 These tests include: 

(a) Electrocardiogram (ECG) 

It produces a tracing of heart rhythms and is required, where a cardiac (heart) 

problem has been disclosed or discovered. 
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(b) Chest X-Ray  

It shows the skeletal frame and internal organs in the chest. It is required 

when there is a known history of chronic respiratory disease. 

(c) Micro-urinalysis 

It is an analysis of the constituents of urine, and is used to substantiate a 

random finding of abnormal urine dipstick result. 

(d) Blood Profile Analysis 

This gives information on the blood composition, liver function, kidney 

function and lipid concentration. 

(e) HIV Antibody Test 

This test has become a compulsory requirement for certain types of 

occupation and at pre-determined levels of sum assured, say, S$1,000,000 

and above for all ages. 

C. Adviser's Report 

 

4.5 The adviser is normally required to give a report on the proposer to the 

underwriter. This gives information about the means and sources of income of the 

proposer, the physical appearance of the proposer, as well as whether the adviser 

is related to the proposer in any way. It helps the insurer to detect the presence of 

any moral and physical hazards. 

D. Questionnaires 

 

4.6 Questionnaires are pre-printed forms designed to extract more information from 

the proposed life insured about a particular illness, occupation or hobby, as well as 

the proposed life insured’s lifestyle and financial status. There are basically four 

types of questionnaires, as follows: 

D1. Medical Questionnaires 

 

4.7 There are two basic types of medical questionnaires which are classified according 

to whether it is to be completed by the attending doctor or proposed life insured. 

(i) To be completed by the attending doctor 

It is usually completed by the attending physician, and sometimes, the 

medical examiner for conditions, such as hypertension or asthma. 

Questionnaires are also used to find out more about past medical history or 

treatment. The medical questionnaire may sometimes be attached to the 

Attending Physician’s Report for the doctor’s completion. 

(ii) To be completed by the proposed life insured 

This type of medical questionnaire is often used for illnesses, such as 

diabetes or gastritis, which require strict medical treatment adherence by 

the proposed life insured. The form is designed to provide the underwriter 

with more information on the proposed life insured’s medical condition and 

to enable the underwriter to assess the risk.  
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D2. Occupation And Pastime (Avocation) Questionnaires 

 

4.8 These questionnaires which are usually completed by the proposed life insured are 

needed, either because the underwriter requires more detailed information on an 

activity disclosed in the proposal form, or where there is uncertainty as to the 

exact nature of an occupation or pastime.  

 

4.9 Such questionnaires are commonly used to find out the exact nature of the 

proposed life insured’s job, such as, in the armed forces, as well as the extent of 

the proposed life insured’s hobby, e.g. diving activities, etc. The information 

provided will help the underwriter to ascertain the degree of risk exposure. 

D3. Financial Questionnaire 

 

4.10 The underwriter usually requires this questionnaire when the sum assured applied 

for, or the aggregate sum assured that the proposer has with the insurer is large. 

It is designed to cover a variety of financial aspects, including the proposed life 

insured’s income details and business interest(s). The usage is determined by the 

proposed sum assured and the purpose of purchasing insurance. This 

questionnaire may be completed by both the proposer and his other advisers (e.g. 

lawyer or accountant) with relevant supporting documents, such as income tax 

returns or company accounts. 

D4. Lifestyle Questionnaire 

 

4.11 This questionnaire is used solely for the purpose of assessing AIDS risk. It is 

sometimes requested when the sum assured reaches a certain limit, e.g. 

S$1,000,000, or if there is a medical history that indicates a higher AIDS risk. 

The underwriter may also require this questionnaire to be completed for certain 

classes of occupation, such as masseurs and masseuses.  

5. UNDERWRITING DECISION 

 

5.1 Having gathered all the necessary underwriting information, the underwriter then 

makes a decision on the proposal received. In the majority of the cases, the 

proposal are straight-forward (i.e. no adverse medical history, etc.) and will be 

accepted at ordinary rate. To accept a risk at ordinary rate means that the 

proposer needs to pay only the premium as stated by the insurer to be a standard 

risk.  

 

5.2 However, if the mortality risk of a proposed life insured is higher e.g. due to 

hazardous occupation or medical condition, the insurer cannot afford to insure him 

on the same basis as it insures a standard risk. For such a case, the underwriter 

may accept it with any one of the following conditions: 

(a) at ordinary rate subject to a lien; 

(b) at ordinary rate but subject to a change in plan, e.g. Term Insurance only or 

with an additional lien imposed; 

(c) at ordinary rate subject to an exclusion to the cover; or 
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(d) with extra premiums. 

 

5.3 When an underwriter accepts a case with a lien, it means that, in the event of the 

death of the life insured within the lien period, the amount payable will be the sum 

assured less the amount of lien, which is often expressed as a percentage of the 

sum assured. In other words, the lien reduces the liability of the insurer. Imposing 

a lien is common for juvenile policies covering very young children (e.g. below the 

age of five years). 

 

5.4 For a risk that increases with time, but where deterioration occurs only in the later 

part of life, the underwriter will normally accept it at ordinary rate, but restrict the 

cover only to a specified duration. 

 

5.5 Acceptance with exclusion is normally used when the proposed life insured is 

actually qualified for an ordinary rate, except for a specific impairment or hazard 

that markedly increases his mortality. One such example will be diving. By 

excluding the particular impairment or hazard, the insurer need not pay any claim 

that arises as a result of the excluded risk. 

 

5.6 However, some risks require the charging of a higher premium. The additional 

premium to be charged may be a specified percentage of the ordinary premium 

rate or flat amount, and it may be for the full term of the policy or only for a 

specified period of time.  

 

5.7 Risks with additional terms or premiums imposed are said to be sub-standard 

risks.  

 

5.8 However, there are times when the risk is so high that the underwriter has to 

either defer (postpone) or even decline (reject) the case. Such risks are said to be 

uninsurable. 

6. COMMENCEMENT OF RISK 

 

6.1 If the case is accepted on standard terms, the insurer will send the proposer a 

letter of acceptance, stating that the cover will be effected upon receipt of the 

first premium within a certain time frame (such as 30 days), and that a policy will 

be issued to him. If the premium has been paid with the application form, cover 

starts immediately upon acceptance, and the policy is issued. 

 

6.2 If the underwriter proposes to accept the case on terms other than standard, the 

insurer sends the proposer a letter of conditional acceptance, stating the proposed 

sub-standard terms. In this case, the proposer is required to sign and return the 

letter and pay the premium (or additional premium) within a limited time frame, in 

order for the cover to be effected and the policy to be issued to him. The policy 

will contain an endorsement or appendix specifying the additional terms. 

 

6.3 For cases that are deferred or declined, the insurer will return any pre-paid 

premiums, without interest, together with a letter of declination to the proposer. 
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7. GENERAL UNDERWRITING PRINCIPLES FOR GROUP LIFE INSURANCE 

 

7.1 The selection process for Group Life Insurance differs markedly from that for 

individual plans. The underwriter assesses the risk based on a number of factors 

which include the: 

 group’s reason for existence; 

 group stability; 

 group size; 

 nature of group’s business; 

 employee classes; 

 level of participation; 

 age and gender within the group; 

 expected persistency; and 

 previous claims experience. 

A. Group’s Reason For Existence 

 

7.2 The first factor that the underwriter will look out for is to make sure that the 

reason for the existence of the group applying for the group coverage must be of 

some sort of purpose (e.g. operating a business as in the case of an employer) 

other than for purchasing insurance. This is to reduce any anti-selection from the 

group.  

 

7.3 In addition, the group members must be actively at work on a full-time regular 

basis and have fairly predictable incomes.  

 

7.4 Examples of groups eligible for Group Life Insurance include: 

 employer-employee groups;  

 multiple-employer groups, such as trade associations and labour unions; 

 members of professional associations or affinity groups, such as social 

recreation clubs; and  

 debtor-creditor groups which generally consist of a credit granting 

institution, such as a bank and its debtors. 

B. Group Stability 

 

7.5 Group stability is an important consideration because usually high turnover rate in 

the group membership produces high administrative costs for the insurer. New 

members must be enrolled in the group programme, and existing members who 

have left the company must be removed from the programme. On the other hand, 

a group may become a greater underwriting risk each year, if it has almost no 

change in membership over a period of time, e.g. five years, where the members 

in the group become older, without any new and presumably younger members 

being added to the group.  

 

7.6 In other words, an ideal group for insurers is one in which there is a steady flow 

of new members to replace those who leave the group, but not a massive influx 

or outflow of members. 
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C. Group Size 

 

7.7 Group size is important as it provides a better spread and diversification of the 

risk. It also allows for more efficient administration and lower costs. However, the 

gender distribution, age profile and the sum assured of each insured member are 

factors directly affecting the premium. The minimum group size for group 

insurance is usually three or five, although it varies from insurer to insurer. 

D. Nature Of Group’s Business 

 

7.8 The nature of a group’s business is important because some businesses tend to be 

more risky, while there are some that may even be uninsurable. A group from an 

adventure sports company is an example of a high risk group. 

 

7.9 The economic prospects of the industry in which the business operates, as well as 

the strength and financial conditions of the business itself, are also important 

factors, as they will affect the sustainability and growth potential of the group. 

E. Employee Classes 

 

7.10 The underwriter considers the employee classes for the simple reason that over-

representation by a class in which the employees earn low incomes can result in a 

higher than desired rate of turnover. This will increase the amount of 

administrative work required to update the changes in the employees as covered 

by the policy. 

F. Level Of Participation 

 

7.11 The underwriter is particularly concerned about the level of participation in a 

contributory plan, as members’ participation in such a plan is on a voluntary basis. 

In order to guard against anti-selection and to help spread the risk, as well as 

administrative costs across a wide range of expected mortality within such a 

group, the underwriter normally specifies a minimum participation level 

requirement of, say, between 70% to 90% of the eligible group members. 

G. Age And Gender Within The Group 

 

7.12 Age, as mentioned earlier, is an important factor in underwriting, as it increases 

the mortality of the group to be insured. Gender in the form of the ratio of males 

to females is also an important consideration, as females have a lower mortality 

rate than males. 

H. Expected Persistency 

 

7.13 The underwriter considers the likely persistency of a group application, as the cost 

of acquiring group insurance business is expensive, and the insurer needs to 

recover this over time. Thus, if a group has a history of changing to a different 

insurer every one or two years, the persistency of the policy applied for is likely to 

be poor. In such a case, the insurer will either decline the proposal or quote a 

higher premium, to recover the initial administrative cost of the policy. 
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I. Previous Claims Experience 

 

7.14 A group’s claims history with any other insurer is a good indicator of the likely 

experience that an insurer will have if it approves the proposal. This enables the 

insurer to determine whether to accept the proposal and, if so, to determine what 

terms and rates to charge.  As such, the insurer usually requires the group 

applying for coverage to provide its claims experience over the past three years, 

for assessment by the underwriter. 
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CHAPTER 12   

POLICY SERVICES 

 

CHAPTER OUTLINE 

 

1. Introduction 

2. Premium Payments 

3. Premium Receipt 

4. Premium Notice 

5. How Can Advisers Help Their Clients? 

6. Why Are Policy Alterations Necessary? 

7. Types Of Alteration Of Policy 

8. Duplicate Policy 

9. Assignment Of Policy 

10. Policy Loans 

11. Withdrawing Cash Bonus 

12. Lapsing Of Policies 

13. Reinstatement Of Lapsed Policies 

14. Surrendering Of Policy 

15. Alternatives To Surrendering Of Policy 

 

KEY LEARNING POINTS 

 

After reading this chapter, you should be able to: 

 explain the various frequencies and methods of premium payment  

 understand the types of premium receipts and their purposes 

 know what premium notice is 

 understand how advisers can help their clients in terms of premium matters 

 understand the need for policy alterations 

 describe the common alterations policy owners make 

 know the requirements for the issuance of a duplicate policy 

 define an assignment of policy  

 understand policy loans 

 understand the withdrawal of cash bonus 

 understand policy lapsation 

 discuss the reinstatement of lapsed policies  

 understand the surrendering of policy and its alternatives 
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1. INTRODUCTION 

 

1.1 As an adviser, you are required to service the policy owners to whom you have 

sold insurance policies. As the needs of your clients change over time, they 

may approach you for assistance to attend to their needs on policy servicing 

matters. Therefore, it is important that you familiarise yourself with your 

insurer’s practices relating to such matters. In this chapter, we will cover the 

issues relating to premium payment, as well as policy changes / alterations. 

2. PREMIUM PAYMENTS 

 

2.1 Most insurers give the policy owners the right to select the: 

 frequency of premium payment; and 

 methods of premium payment. 

A. Frequency Of Premium Payment 

 

2.2 At the policy inception, the policy owner has to specify the frequency of premium 

payment that he chooses. Regular premiums can be paid via any one of the 

following frequencies: 

(a) Monthly; 

(b) Quarterly; 

(c) Half-yearly; or 

(d) Annually. 

 

2.3 Depending on the type of policies, some insurers also provide recurrent single 

premium option, besides single premium mode. 

 

2.4 You should assist your client in selecting an appropriate frequency of premium 

payment, by explaining to him the advantages and disadvantages of each mode. It 

is important that you explain to him the consequences of non-payment of 

premium, and highlight to him the possibility of the policy lapsing in the initial 

years, if he fails to pay the premium within the grace period. 

A1. Change In Frequency Of Premium Payment 

 

2.5 Owing to change in financial circumstances, the policy owner may request for a 

change in the frequency of premium payment of his policy as follows: 

(i) Change from less frequent basis to more frequent basis; or 

(ii) Change from more frequent basis to less frequent basis. 

 

2.6 Most insurers allow the change depending on the type of policies. Some insurers 

allow a limited choice of frequencies for some types of policies, e.g. Mortgage 

Decreasing Term Insurance.  

A1A. Change From Less Frequent Basis To More Frequent Basis 

2.7 A change in the frequency of premium payment from a less frequent basis of 

premium payment to a more frequent basis of premium payment (e.g. monthly) 
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will only take place after the last annual premium paid has been fully utilised, 

since there is usually no refund of the annual premium paid, regardless of when 

the change is effected. You need to highlight this to your client before helping him 

to effect the change. Figure 12.1 gives an illustration of how the change of 

frequency of premium payment from annually to monthly works. 

 

2.8 Thus, if a policy owner is unable to continue paying annually, he can request to 

have it changed to monthly or any of the other frequencies. Such flexibility helps 

the policy owner to maintain his policy. However, insurers usually set a minimum 

amount (e.g. S$25) for monthly premiums, below which they will not allow this 

frequency of premium payment to be paid. Thus, if the monthly premium of a 

policy works out to be S$20, then the policy owner will not be allowed to pay on 

a monthly basis and has to pay on a less frequent basis (e.g. quarterly). 

 

Figure 12.1: Change Of Frequency Of Payment From Annually To Monthly 
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A1B. Change From More Frequent To Less Frequent Basis 

2.9 On the other hand, if the change is from a more frequent to a less frequent basis 

of payment, e.g. from monthly to annual mode, due to the improvement of the 

client’s financial situation, the policy owner will have to pay up the balance of 

premiums that make up one annual premium before the annual premium can be 

effected.  

 

2.10 As such, you need to explain to your client that the annual premium can take 

effect only at the next policy anniversary date, and that he has to pay the 

remaining premiums in a lump sum, in order to effect the change. However, if he 

does not want to do so, then he can continue to pay the monthly premium until 

one month before the policy anniversary date, and make the change.  

 

2.11 An illustration of the change of frequency from monthly to yearly as shown in 

Figure 12.2. 

 

Figure 12.2: Change Of Frequency Of Premium Payment 

From Monthly To Annually 
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2.12 However, if the change is from quarterly or half-yearly to monthly, there is no 

need to wait until the policy anniversary date for the change to be effected. The 

change of frequency will take effect on the next premium due date. For example, 

a policy owner who has opted to pay by half-yearly premium has paid up the 

premium for the period from January to June two months ago. He now wants to 

change it to a monthly premium payment mode. In this case, the monthly 

premium will take effect from July.   

 

2.13 Besides the above changes, insurers also allow the policy owner to pay up all 

future premiums in a lump sum. This is currently not a common practice, but can 

be done by either: 

 Paying the actual amount of future premiums in advance, i.e. the   actual 

amount of instalment premium multiplied by the number of  premiums to be 

paid; or 

 Paying the present value of such future instalment premium, i.e. a discounted 

or commuted amount. 

 

2.14 Under the first choice above, premiums are paid in advance and these premiums 

would be refunded should the life insured pass away during the term of insurance. 

As for the second choice above, the commuted value is calculated based on 

interest and mortality. As such, there will be no refund of any portion of the 

premiums paid. If only the interest rate factor is taken into account, then part of 

the commuted premiums may be returned should death occur. 

B. Methods Of Premium Payment 

 

2.15 A policy owner does not have to visit an insurer’s office to pay each renewal 

premium due. He can pay his premiums by any one of the following methods: 

B1. By Cash Or Cheque 

 

2.16 Policy owner will make premium payment directly to the insurer by cash, cheque, 

money order or NETS. Some insurers also allow the payment of premiums via 

Internet banking, SAM machines, or AXS terminals. Some insurers have also tied 

up with credit card issuers to allow the payment of premiums by credit card. 

B2. By Banker's Order 

 

2.17 The policy owner completes a Banker’s Order form which gives the bank written 

authority to debit a fixed amount from the policy owner’s bank account on 

specified dates (i.e. premium due dates). The amount is then remitted to the 

insurer’s bank account.  

B3. By GIRO Deduction 

 

2.18 The policy owner may choose to pay his premiums by completing a standing order 

to the bank for the regular premiums to be deducted automatically from his bank 

account. The personal particulars of the policy owner, such as his name, policy 

number, bank account number, premium amount and other details of the 



          12. Policy Services 

Copyright reserved by the Singapore College of Insurance Limited [Version 1.0] 217 

deduction to be made, are saved into a computer tape. The computer tape is then 

sent on specified dates each month to the bank for the premium to be deducted 

from each policy owner’s bank account. The amount deducted is then credited to 

the insurer’s bank account.  

 

2.19 Normally, there are two deductions each month. If the policy owner has 

insufficient funds on the first deduction, the insurer will make a second deduction 

within the same month.  

 

2.20 If the second deduction fails, the insurer will send a letter to the policy owner to 

inform him of the next GIRO deduction date, as well as to remind him to have 

sufficient funds in the bank account for the premium deduction, or to pay any 

outstanding premium by cash or cheque. Banks may impose a charge for 

unsuccessful GIRO deduction. Therefore you should advise the policy owner to 

maintain sufficient funds in the account before the premium deduction dates. 

B4. By Salary Or Payroll Scheme 

 

2.21 The policy owner gives his employer written consent to deduct a stated sum from 

his salary. The employer then remits the total amount deducted from the salaries 

of all employees paying the premiums for their policies by this method to the same 

insurer. 

 

2.22 However, this method of premium payment is not common in Singapore, as the 

employer (usually a large company) and the insurer will need to have a special 

arrangement for the group deduction. 

B5. Using CPF Ordinary And Special Accounts 

 

2.23 The CPF Investment Scheme (CPFIS) allows its members to use the funds in their 

CPF Ordinary and Special Accounts to purchase Endowment Insurance, Annuity 

and ILPs. CPF members using their Ordinary Account savings to purchase these 

policies need to open a CPF investment account with one of the CPF approved 

agent banks. The agent bank will liaise with the CPF Board and the insurer on the 

transfer of funds from the CPF members’ Ordinary Accounts to pay for their 

insurance premiums. However, if a CPF member is using his CPF Special Account 

savings to purchase the policy, the insurer will liaise directly with the CPF Board 

on the transfer of the fund. Under this CPFIS, the policy owner can only pay the 

CPF-funded insurance policies by single premium or recurrent single premium.  

B6. Through Supplementary Retirement Scheme (SRS) 

 

2.24 Insurance premiums can also be funded via SRS savings. However, a policy owner 

will need to open a SRS account with one of the approved banks. Similar to the 

CPFIS, only single and recurrent single premiums are allowed for insurance 

payments. 
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3. PREMIUM RECEIPT 

 

3.1 Generally, most insurers issue two types of receipts to acknowledge the premium 

payments received. The two types of receipts are: 

(a) conditional premium deposit receipt (depending on the insurer, it may be 

known as the interim cash receipt, temporary cash receipt, cash 

acknowledgment receipt or temporary receipt); and  

(b) official receipt.  

 

3.2 The conditional premium deposit receipt is usually issued by the adviser on behalf 

of the insurer to acknowledge the proposer’s first premium payment by cash or 

cheque with the proposal form. The issuing of such a receipt by the adviser is 

usually at the close of an insurance sale, and is authorised by his principal (the 

insurer). Thereafter, the insurer will issue the official receipt. Let us look at each of 

them in turn. 

A. Conditional Premium Deposit Receipt 

 

3.3 Upon the insurer’s receipt of the premium payment and the proposal form, the 

issuing of a conditional premium deposit receipt will bind the insurer to grant 

conditional cover only for accidental death (usually for any new proposal), subject 

to the specified terms and conditions, before the official acceptance of the 

proposal by the insurer. Such a receipt provides conditional cover to the life 

insured immediately at the time of application if the premium payment is made by 

cash. For any premium payment by cheque, the conditional cover will commence 

once the premium deposit is credited to the insurer’s bank account. 

 

3.4 In other words, once the insurer gives the client the conditional premium deposit 

receipt, the conditional coverage begins, subject but not limited to the following, 

as stated in the conditional premium deposit receipt or policy: 

(a) the death must have occurred within a specified period of time (usually 90 

days) or until he is notified of the underwriter’s decision, whichever is earlier; 

(b) the proposed life insured is not required by the insurer to undergo a medical 

examination;  

(c) the information in the proposal form is true and complete; 

(d) the proposed life insured is insurable and at the insurer’s standard rate of 

acceptance; and 

(e) the coverage is usually limited to accidental death only and for a specified 

sum assured (usually limit to S$500,000) or the sum assured applied for, 

depending on whichever is the lower.  

 

3.5 In addition, some insurers specify in such a receipt the conditions under which 

they will not be liable to pay the accidental death benefit. Most life insurers issue 

this type of receipt. As an adviser, you should explain the terms and conditions of 

the receipt to your client, when handing it to him. 
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B. Official Receipt 

 

3.6 On the other hand, the official receipt is issued by the insurer. It is used to 

officially acknowledge receipt of the first premium payment made by the client.  

 

3.7 The practice of issuing an official receipt varies from one insurer to another. 

Generally, if payment of the initial premium (or renewal premium) is made by cash 

or cheque, an official receipt is issued within one month from the date the 

conditional premium deposit receipt is issued (for cash payment), or the date the 

client’s cheque is credited to the insurer’s bank account (for cheque payment). 

 

3.8 However, in the case of premium payments via Interbank GIRO, or credit cards as 

accepted by some insurers, the relevant entries in the bank statements of the 

bank accounts are recognised as legal evidence of the premium payments. As 

such, receipts are generally not issued. Also, insurers do not generally issue their 

own official receipts for premium payments made via NETS, AXS machines or 

stations, telegraphic transfer or Internet banking as arranged by the insurers.  

4. PREMIUM NOTICE 

 

4.1 Although the insurers are not legally obligated to issue premium notices, they will 

normally send premium notices to policy owners who pay their premiums by cash 

or cheque, particularly to those policy owners who have opted for annual premium 

mode of payment, to remind them of the premiums due.  

5. HOW CAN ADVISERS HELP THEIR CLIENTS? 

 

5.1 If you know that your client has not paid his premium on his policy, you can help 

your client by personally calling to remind him of the outstanding premium. You 

should also highlight to your client the consequence of not paying his premium 

when due, that is, his policy may lapse as a result of the non-payment of the 

premium. If your client has financial difficulties in paying the premium, you may 

help him by giving him the appropriate advice, such as changing to a more 

frequent mode of payment, where the amount that he needs to pay at each 

payment is smaller. Some insurers also allow their policy owners to take “premium 

holidays” (for ILPs only). For example, some insurers allow their policy owners to 

stop paying the premiums during an economic crisis, where many people lose their 

jobs. If this facility is provided by your insurer, you can help your client to apply 

for such facility, to allow him to stop paying the premium, until he finds a job. By 

following up with the client on such matters, you not only help your client to 

retain his coverage, but also help you to build a better relationship with your client.  

6. WHY ARE POLICY ALTERATIONS NECESSARY? 

 

6.1 A policy owner purchases a life insurance policy to fulfil his needs given his 

circumstances. However, these circumstances may change with time. As such, 

alterations to the policy may be necessary.  
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6.2 The insurer will, generally, not agree to any alteration to a policy which increases 

its liability.  However, if the insurer does approve of any alteration, then the 

insurer may impose some conditions, such as the payment of an additional 

premium. 

7. TYPES OF ALTERATION OF POLICY 

 

7.1 Some of the common alterations which policy owners make are: 

 change of address; 

 change of name; 

 change of frequency of premium payment; 

 reduction in sum assured; 

 increase in sum assured; 

 change in type of policy; 

 change in term of insurance; 

 removal of extra premiums; 

 extra benefits (riders); and 

 change of insurance nominees or beneficiaries. 

 

7.2 Insurers usually have prescribed forms for the policy owners to complete to effect 

the above changes.  Let us look at each of the above changes in turn. 

A. Change Of Address 

 

7.3 This does not involve a change in the terms of the contract. The policy owner 

may simply write in to inform the insurer of the change, or you can get him to 

complete a form. The insurer will update its records and inform the policy owner 

accordingly. If you are aware that your client’s address has changed, you should 

advise your client to notify the insurer as soon as possible. This is to ensure that 

your client receives prompt and accurate information on his policy, e.g. Premium 

Notice.  

B. Change Of Name 

 

7.4 Documentary proof called the “deed poll” to evidence a legal change of name will 

be required. The insurer will send an endorsement to effect the change in name of 

the policy owner for his attachment to the policy document. 

C. Change In Frequency Of Premium Payment 

 

7.5 As explained earlier, the policy owner may change the frequency of premium 

payment for a number of reasons. You will have to advise him of the amount 

payable, depending on the frequency of premium payment that he desires, and 

arrange for him to complete the prescribed form, before submitting it to the 

insurer.  
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D. Reduction In Sum Assured 

 

7.6 The sum assured may be reduced, provided that it does not fall below the 

minimum amount of sum assured as prescribed by the insurer.  

 

7.7 The reduction of sum assured falls into two categories: 

 if the policy has not acquired any cash value, the amount of reduction will be 

regarded as “lapsed”; or     

 if the policy has acquired a cash value, the amount of reduction will be 

regarded as “surrendered”.  

 

7.8 Before your client decides to reduce the sum assured, you should show him the 

revised policy illustration and explain to him the effect of a reduction in sum 

assured. When he agrees, you can then proceed to get him to complete the 

prescribed form and submit it to the insurer. When the insurer approves of the 

reduction in sum assured, it will send an endorsement to the policy owner and 

inform him of the reduction in premium payable as well. Some insurers require a 

small administrative fee (e.g. S$20) for such a change. 

E. Increase In Sum Assured 

 

7.9 Generally, insurers in Singapore will normally not allow an increase in the sum 

assured on a policy, except for ILPs. For those insurers that allow an increase in 

sum assured for a non-ILP, it is usually allowed within the first policy year only.  

 

7.10 To increase the sum assured, the policy owner needs to complete a prescribed 

form and a health declaration form. If the sum assured is high, or depending on 

the proposed insured’s medical history, he may also be required to go through a 

medical examination by one of the insurer’s appointed doctors.  

 

7.11 The increase in sum assured may take effect from the inception or anniversary 

date of the policy. Once the underwriter approves of the change, you will need to 

collect the additional premium plus interest (where applicable) from your client, if 

the change is to take effect from the inception date. Upon receipt of the premium, 

the insurer will issue an endorsement to effect the change. 

F. Change In Type Of Policy 

 

7.12 As mentioned earlier, a client’s needs may change with time, and he may ask you 

whether he can change his existing policy to a different plan.  

 

7.13 Unfortunately, such changes are not allowed by most insurers, as the risk of anti-

selection is high. Besides, there will be much administrative work involved.  

 

7.14 Although extremely rare in Singapore, there may be insurers that allow such a 

change to be made within the first policy year. The change is, however, subject to 

underwriting. You need to arrange for your client to submit a prescribed form, a 

health declaration form and the administrative fee. Once approved by the 

underwriter, you need to arrange for your client to return the policy document for 
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endorsement and collect the difference in premium plus interest, if the change in 

plan results in an increase in premium. 

G. Change In Term Of Insurance 

 

7.15 Such a change is usually not allowed, though some insurers may allow it if the 

request is made within a certain period of time (usually 90 days from the inception 

date).  

 

7.16 Again, you need to arrange for your client to complete a prescribed form and 

health declaration form. Upon approval by the insurer, you need to collect any 

difference in premium that the client needs to pay, and an endorsement will be 

issued to your client upon approval by the insurer. 

H. Removal Of Extra Premiums 

 

7.17 Extra premiums imposed may be removed if any of the following occurs: 

 the client changes from a more hazardous occupation (whereby extra 

premiums were previously levied) to a less hazardous one; or 

 the client has given up a risky sport, such as scuba diving. 

 

7.18 However, extra premiums imposed due to health conditions are generally not 

removed, unless there is concrete medical certification that the policy owner has 

recovered fully from that condition. 

I. Extra Benefits (Riders) 

 

7.19 Riders can be added or cancelled from a policy to cater to the changing needs of 

the policy owner. To add a rider, the policy owner needs to submit a declaration 

of good health on the life insured and pay the premium, once it is approved. 

Depending on  the health status or medical history of the proposed life insured, he 

may be required to go through a medical examination by one of the insurer’s 

appointed doctors. To cancel a rider, the policy owner simply needs to submit a 

request to the insurer. An endorsement will be issued subsequently for his 

attachment to the policy document.  

J. Change Of Insurance Nominees Or Beneficiaries 

 

7.20 Do refer to a later chapter in this study guide for a detailed discussion on 

insurance nomination. With the relevant prescribed forms easily available now, 

they provide the policy owners with a fast and convenient means to meet their 

wishes. 

8. DUPLICATE POLICY 
 

8.1 Your client may lose his policy document. In such a case, you can help him to 

apply for a duplicate policy. Let us look at how this can be done.  
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A. Requirements For The Issuance Of A Duplicate Policy 

 

8.2 Here are some of the requirements for issuance of a duplicate policy: 

 A written request for issuance of a duplicate policy, stating the circumstances 

of the loss;   

 A statutory declaration that the policy has not been assigned to any person; 

 A copy of the police report if the policy has been stolen; 

 An indemnity to indemnify the insurer against any possible loss as a result of 

issuance of the duplicate policy; 

 The payment of the cost of duplication; and / or 

 A declaration that, if the original policy is found subsequent to the issue, it 

must be returned to the insurer for cancellation. 

 

8.3 If none of these situations applies to the policy owner, the insurer will then call for 

the necessary documents for issuance of the duplicate policy. 

 

8.4 Do note that the policy is merely an evidence of the insurance contract between 

the policy owner and the insurer. Hence, even though the policy is lost, the 

insurance contract still exists. As such, most insurers will still pay a claim even 

though the deceased insured’s beneficiaries cannot produce the original policy 

document. However, they are required to complete and sign a letter of 

indemnity. In recent years, some insurers have done away with the need for 

production of the original policy document before the policy proceeds are paid 

out.  

9. ASSIGNMENT OF POLICY 

 

9.1 At times, you may encounter a client who needs to assign his policy.  Let us take 

a look at the meaning of assignment, the types of assignments and the statutory 

provisions on assignment of policies. 

A. What Is An Assignment? 

 

9.2 The transfer of rights and ownership of an insurance policy from one party to 

another party is called an assignment.  The person who transfers the rights is 

known as the assignor, and the person to whom the rights are transferred is called 

the assignee.  

B. Types Of Assignments 

 

9.3 Generally, there are two primary types of assignments, namely absolute 

assignment and conditional / collateral assignment. However, assignment can also 

be by way of sale, gift, mortgage or charge. 

 

 Absolute Assignment 

In an absolute assignment, the assignor transfers all his rights and ownership 

to the assignee, except that he may choose to continue paying the premiums.  
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Absolute assignment of a life insurance policy is a feature in a life insurance 

policy allowing a policy owner to freely assign (give, or sell) a policy to 

another person. The fact that life insurance is freely assignable makes it a 

useful financial instrument through which to secure a loan. 

 

 Conditional / Collateral Assignment 

In a conditional or collateral assignment, the rights revert to the assignor 

under certain circumstances, e.g. when a policy is used as collateral for a 

bank loan, the rights of the policy will revert to the assignor when the loan is 

fully repaid. 
 

9.4 Let us now discuss the various ways in which assignment can take place. 

B1. Assignment By Way Of Gift 

 

9.5 This type of assignment is made without consideration. For example, a person 

may have bought a life policy where no beneficiary is named. He may wish to see 

that the policy proceeds go to his mother in any case. He may decide to make an 

assignment. In such a case, the assignment is by way of gift, there being no 

valuable consideration involved, and the mother would then become the owner of 

the policy. 

B2. Assignment For Valuable Consideration 

 

9.6 This type of assignment is commonly used when a person borrows from a bank. 

The ownership will be transferred to the bank when assignment is made, although 

there may be a clause preserving the right of redemption when the loan is repaid. 

B3. Assignment By Operation Of Law 

 

9.7 The two main areas where such an assignment takes place in law relates to death 

and bankruptcy. 

 

9.8 On death, where the estate of the deceased is substantial, there will be an 

executor to take care of the estate or the administrator will be appointed. The 

estate of the deceased will vest in these persons. These persons will be holding 

the property as trustees until the estate is distributed or disposed of. 

 

9.9 On bankruptcy, the Bankruptcy Act will apply. In Singapore, under Section 76 of 

the Bankruptcy Act (Cap. 20), all divisible property of the bankrupt will vest in the 

Official Assignee. However, property held in trust by the bankrupt will not vest 

with the Official Assignee. Hence, a trust policy effected before 1 September 

2009 under Section 73 of the Conveyancing and Law of Property Act (Cap. 61) 

[which has vested in the beneficiary] will not come under divisible property. This 

also applies to an irrevocable nomination under the Insurance (Amendment) Act 

2009. 
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C. Statutory Provisions On Assignment Of Policy 

C1. Civil Law Act (Cap. 43) 

 

9.10 In Singapore, Section 4(8) of the Civil Law Act (Cap. 43) also makes reference to 

the assignment of debts or other legal choses in action. This provision applies only 

to absolute assignments, and is generally insisted upon by banks and other 

financial institutions in Singapore. 

 

9.11 The main provisions are: 

(i) it must be absolute; 

(ii) it must be in writing; and 

(iii) a written notice of assignment must be served on the person liable under the 

contract (in this case, the insurer). 

  

9.12 The assignee receives only the rights available to the assignor. If the policy is void 

for reason of misrepresentation, the policy is void ab initio (from the beginning). 

Thus, the assignor having no legal rights under the policy cannot transfer the 

rights to the assignee.  

 

9.13 Although the English Act does not make any mention as to who should serve the 

notice of assignment, i.e. the assignee (the party that the policy owner assigns 

the policy to) or the assignor (the policy owner), it is presumed in practice that 

either one can do so. The assignee, to safeguard his own interests, should serve 

the notice of assignment to the insurer if the assignor fails to do so. 

 

9.14 You should warn your client of the consequences of assigning the policy to 

someone who is below the age of 18 years, since only someone who has attained 

that age has the full capacity to enter into a valid contract. Therefore, an assignee 

who is below that age may encounter restrictions imposed by the insurer, when 

exercising his rights as a policy owner.  

 

9.15 An assignee may re-assign the policy, subject to the same rules and laws of 

assignment. 

 

9.16 It is important to let your client know that no assignment can be made if the 

policy is placed under a trust according to Section 73 of the Conveyancing and 

Law of Property Act (Cap. 61) or Section 49L of the Insurance Act (Cap. 142), 

unless it is done with the written consent of the beneficiaries as specified.   

C2. Requirements For The Assignment Of A Policy 

 

9.17 Most insurers have standard assignment forms which the policy owner has to 

complete for the processing of the request to assign his policy. An 

acknowledgement letter on the notice of assignment will be issued by the insurer 

directly to the assignor and assignee. 
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C3. Rights Available To Assignee 

 

9.18 An assignor can only validly assign rights which he has under the policy. If the life 

policy has any defects at the time of assignment, the assignee will take the policy, 

subject to those defects. For example, the rights on a life policy may not be 

recoverable because of fraudulent non-disclosure or fraudulent misrepresentation 

by the assignor at the time the policy was applied for. In such a case, the insurer 

will be able to resist any claim by the assignee because of such fraud. 

C4. Assignment By Minors 

 

9.19 Under the Insurance Act (Cap.142), a person above the age of ten years is given 

the capacity to “enter into a contract of insurance”. This may imply that such a 

minor can purchase any insurance policy (with or without the consent of the 

parent or guardian, as the case may be) but cannot do anything else to the policy; 

e.g. surrender or assign the policy. In any event, this may well be against the 

interest of the minor. 

10. POLICY LOANS 

 

10.1 As you have learned in the earlier chapters, a policy that acquires cash value can 

be used as collateral for a policy loan. Let us see how you can go about helping 

your client to obtain a policy loan. 

A. Requirements For Application Of Policy Loans 

 

10.2 To apply for a policy loan, the policy loan agreement form needs to be completed 

by the policy owner and submitted to the insurer. However, for trust policies 

under Section 73 of the Conveyancing and Law of Property Act (Cap. 61) or 

Section 49L of the Insurance Act (Cap. 142), both the policy owner and trustee 

are required to complete the form. 

 

10.3 The procedures for policy loan applications vary from insurer to insurer. Thus, it is 

important that you find out the precise procedures of your insurer, so that you can 

advise your clients accordingly. 

B. Implications On Policy Owners 

B1. Payment Of Interest 

 

10.4 The policy owner is required to pay interest on the policy loan at a rate determined 

by the insurer. This rate can range from 5% to 8% depending on the insurer. The 

interest accrues on a daily basis and is compounded on each policy anniversary 

date subsequent to the date of the policy loan. If the policy owner fails to pay the 

interest due on the policy anniversary date, this outstanding interest will be added 

to the principal of the loan, and will be charged interest at the same rate as that of 

the principal. If the total amount of policy loan, including accrued interest exceeds 

the cash value of the policy, the insurer will terminate the policy and all premiums 
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paid will not be refunded. This is an important point that you need to highlight to 

your client when he applies for a policy loan. 

B2. On Claim Or Surrender  

 

10.5 A policy loan is actually an advancement of the cash value of the policy. Hence, it 

will affect the amount payable in the event of a claim or if the policy owner 

wishes to surrender his policy. The amount payable in either event will be reduced 

by the amount of the policy loan and accrued interest. 

11. WITHDRAWING CASH BONUS 

A. Requirements For Application Of Withdrawal Of Cash Bonus 
 

11.1 Bonuses are declared on participating policies annually. The cash value of the 

bonuses may be withdrawn. The procedure for withdrawing the bonuses varies 

among insurers.  

 

11.2 However, the policy owner is generally required to complete a Bonus Surrender 

Discharge Voucher or Bonus Payment Voucher. For trust policies, both the policy 

owner and the trustee will have to sign on the voucher.  

 

11.3 As there is no standard industry practice, it is important that you find out the 

practice of your insurer first, so that you can provide the right information to your 

clients. 

B. Implications On Policy Owners 

B1. On Interest Credited To Policy 

 

11.4 For any policy that pays compound reversionary bonus1, the withdrawal of the 

cash value of such bonus means that the policy owner will not benefit from the 

future compounding effect on any reversionary bonus withdrawn, as the value of 

compounding on the past bonuses have been lost. This is an important point that 

you need to highlight to your clients who wish to cash out their bonuses.  

B2. On Claims And Surrender 

 

11.5 Bonuses credited to a policy increase the amount payable on claims and 

surrender. Once the cash value of the bonuses is fully withdrawn, the amount 

payable under the policy will be the basic sum assured in the event of a death 

claim. In the event of a surrender, the amount payable is the cash value which 

the policy has accumulated up to the date of surrender, excluding the cash 

value of the bonuses previously withdrawn and the compounding effect on the 

reversionary bonuses withdrawn, following such withdrawals. 

 
1  It is not common for most insurers to pay compound reversionary bonus now – only reversionary bonus. 

Reversionary bonus is an annual bonus that increases the guaranteed benefits and cash value (or 

surrender value) of the policy. Once the reversionary bonus is declared and credited into the policy, it is 

guaranteed. 
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12. LAPSING OF POLICIES 

 

12.1 The policy will lapse under one of the following circumstances: 

 When premiums are not paid within the grace period and before a policy has 

acquired any cash value; or 

 When the policy status is in Automatic Premium Loan and the cash value has 

been exhausted.  

 

12.2 Some of the reasons for policy lapsation are: 

 The policy owner is in financial difficulty and is unable to pay the premium;  

 The policy did not meet the needs of the policy owner, or he was not fully 

convinced of the need to buy the policy in the first place, but was induced or 

pressured to buy it; 

 Poor service rendered by the adviser and / or insurer;  

 Churning activity by an errant adviser; and / or 

 Twisting by a competing adviser. 

A. Loss On Lapsation 

 

12.3 The lapsation of a policy means a loss to both the insurer and policy owner for the 

following reasons: 

(a) The insurer may not be able to recoup the cost of acquiring the new business. 

Examples of the costs involved are expenses on publicity, commissions paid 

to intermediaries, salaries of staff members, printing, postage and cost of 

creating records in the office; and 

(b) The policy owner loses the money which he has paid when his policy lapses. 

His family loses the protection that the policy provides.  

13. REINSTATEMENT OF LAPSED POLICIES  

 

13.1 An insurer normally allows a lapsed policy to be reinstated (usually within two or 

three years from lapsed date). 

 

13.2 However, the policy owner has to pay all the arrears of premium with interest on 

the policy. Note that for any regular premium ILP, the policy owner also has to 

pay the fees or charges required by the insurer for the reinstatement of the policy. 

A. Health Evidence 

 

13.3 To reinstate a lapsed policy, most insurers will require the life insured to provide a 

warranty of continuing good health, or provide information on his current health 

status by completing a prescribed form.  
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13.4 If the life insured’s health has changed since the policy lapsed, he will need to 

inform the insurer. The insurer will then assess and may reinstate the policy on 

differing terms or reject the reinstatement application. 

 

13.5 The life insured may also be required to provide any of the following documents: 

 A shorter form of medical report by an appointed medical examiner; 

 A full medical report; or 

 Any other reports deemed necessary by the insurer. 

 

13.6 Satisfactory evidence of the life insured’s continued insurability is the most 

important condition for reinstatement of a lapsed policy. This condition is required 

to prevent anti-selection. If no evidence of insurability is required, then people 

with poor health or people who have been declined insurance by other insurers 

will be more likely to apply for the reinstatement of their policies. 

B. Effects Of Reinstatement Of Policy 

 

13.7 A reinstatement of a policy involves the insured being subject to underwriting and 

having to pay all the arrears of premiums with interest. It also causes the policy 

owner to be subject to the incontestability, suicide and waiting period clauses 

once again. These consequences should be pointed out to the policy owner as 

soon as practicable or when you learn that your client has the intention to lapse 

his policy. 

14. SURRENDERING OF POLICY 

 

14.1 According to Section 60(1) of the Insurance Act (Cap. 142), insurers must pay 

surrender values (if any) for life policies which have accumulated cash values and 

have been in force for a minimum of three years.” 

 

14.2 One of the most common reasons for surrender of policies is financial hardship, 

although there can be other reasons or causes. 

15. ALTERNATIVES TO SURRENDERING OF POLICY 

 

15.1 As a general rule, you must discourage your client from surrendering his policy. 

Explain to him that, once he surrenders the policy, he will lose the coverage 

provided by the policy, and he cannot reinstate it subsequently.  

 

15.2 Moreover, there is also a danger that he may become uninsurable and will not be 

able to obtain any insurance in future. You should, instead, inform him of the 

following alternatives: 

 Apply for a policy loan; 

 Change to a more frequent premium payment mode (e.g. from annually to 

monthly premium payment); 

 Surrender only the bonuses for cash; 
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 Convert to a paid-up policy;  

 Convert to an extended Term Insurance policy; 

 Reduce the premium payable by reducing the sum assured; or      

 Apply for premium holiday (applicable only to selected ILPs).  

 

15.3 However, if your client still wishes to surrender his policy, you will have to help 

him with the administrative procedures. 

A. Documents Required For Surrender Of Policy 

 

15.4 Most insurers will require the following documents to be submitted if the policy 

owner decides to surrender his policy: 

 A discharge (surrender) voucher or form, whereby the policy owner agrees to 

accept a specified sum, as cash surrender value in full satisfaction of all 

claims which he may have under the policy. Other than the particulars of the 

policy owner, the discharge voucher also contains a declaration that the 

policy has not been assigned. The form must be witnessed by a person 

(above the age of 21 years) whose identity is established;  

 The policy contract which confirms the title of the policy owner (note that 

some insurers have waived this requirement); and 

 The deed of assignment is required if the notice of any assignment has been 

previously lodged with the insurer. 

 

15.5 You have to assist your client with the submission of the above-mentioned 

documents, and to follow up with the insurer until the client receives the 

surrender value. 

 

15.6 Note that, if your client becomes bankrupt, he cannot surrender his policy, as his 

interest in the policy will be vested with the Official Assignee. In fact, you have to 

inform your insurer about your client’s bankruptcy position, so that your insurer 

can liaise with the Official Assignee accordingly. 
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CHAPTER 13 

LIFE INSURANCE CLAIMS 

 

CHAPTER OUTLINE 

 

1. Claims Settlement 

2. Types Of Claims 

3. Role Of Advisers In Claims Settlement 

4. LIA Register Of Unclaimed Life Insurance Proceeds 

 

KEY LEARNING POINTS 

 

After reading this chapter, you should be able to: 

 understand claims settlement 

 discuss the various types of claims 

 understand the role of advisers in the claims settlement process 

 know what the LIA Register of Unclaimed Life Insurance Proceeds is all about 
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1. CLAIMS SETTLEMENT 

 

1.1 Most people purchase life insurance for family protection purposes. In order to 

fulfil its responsibilities to its policy owners and beneficiaries, the insurer must 

take steps to ensure that claims are paid promptly to the correct party. The insurer 

is bound by the insurance contract to pay a claim according to the terms of the 

policy. 

 

1.2 In this chapter, we will describe who the proper claimants are and some of the 

claims settlement options that the insurer offers, the types of joint ownership, as 

well as the types of claims that the insurer may encounter. We will also discuss 

the role of advisers in the claims settlement process.  

A. Proper Claimants 

 

1.3 Proper claimants under Section 61(12) of the Insurance Act (Cap. 142) refers to 

persons who are entitled to the policy monies either as executors of the deceased, 

or who claim to be entitled to that sum (whether for their own benefit or not) and 

are the deceased’s: 

 spouse; 

 child; 

 parent;  

 brother or sister; or 

 nephew or niece. 

 

1.4 In addition, an illegitimate child will be treated as the legitimate child of his actual 

parents under the definition of proper claimants.  

 

1.5 To ensure a proper and valid discharge of the insurer’s obligation, the insurer 

should make payment of the proceeds of a life insurance policy only to a proper 

claimant upon the death of the life insured. 

 

1.6 The insurer may request for a statutory declaration from the claimant to ensure 

that the person making the claim falls within the category of proper claimants as 

defined in the Insurance Act (Cap. 142). 

B. Payment Of Claims Without Probate 

 

1.7 Under Section 61(2) of the Insurance Act (Cap. 142), an insurer is permitted to 

make an advance payment of up to a prescribed amount to the proper claimants 

on the death of the life insured, without insisting on the production of any grant of 

probate1 or letter of administration. 

B1. Prescribed Amount 

 

1.8 Under Regulation 7 of the Insurance (General Provisions) Regulations 2003, 

S$150,000 is prescribed as the amount of life policy and accident and health 

 
1 Probate refers to the judicial determination of the validity of a Will. 
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policy monies which may be paid by the insurer to the proper claimant, without 

the production of any grant of probate or letter of administration. 

2. TYPES OF CLAIMS 

 

2.1 Figure 13.1 shows the various types of claims that an insurer will encounter. 

These types of claims are further explained in the subsequent sections. 

 

Figure 13.1: Types Of Claims 

 

A. Death Claims 

 

2.2 When a life insured passes away, the insurer must be notified as soon as 

practicable . In many instances, the family is too grief-stricken to think of such 

matters as notifying the insurer. As the adviser, you should notify the insurer at 

the earliest possible moment when you are aware of it. 

 

2.3 Where a death claim is concerned, the insurer will require the claimant to submit a 

claimant’s statement and the attending physician’s statement, together with the 

following documents: 

 certified true copy of the death certificate; 

 certified true copy of the deceased’s NRIC or birth certificate; 

 certified true copy of claimant’s NRIC 

 proof of claimant’s relationship to deceased e.g. certified true copy of the 

deceased’s marriage certificate (where applicable);  

 police and / or coroner’s report, post mortem and toxicology report if death 

was due to an accident or unnatural causes; and 

 original copy of the insurance policy (note: some insurers have waived this 

requirement). 

 

TYPES OF 

CLAIMS 

Death Claims 

Total And Permanent Disability Claims 

Maturity Claims 

Critical Illness Claims 

Hospital Cash (Income) Claims 

Accidental Death Benefit Claims 

Accidental Death And  

Dismemberment Benefit Claims 

Annuity Claims 
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2.4 Note that the claimant’s statement has to be completed by the right person for it 

to be valid. The person who completes the claimant’s statement is the person to 

whom the policy proceeds are payable.  

 

2.5 The attending physician’s statement, on the other hand, has to be completed by 

the physician who has attended to the life insured just before his death. The fees 

for this statement usually have to be borne by the claimant. 

 

2.6 Note that, if there is more than one claimant, each of them will have to complete 

a separate claimant’s statement. 

 

2.7 The above-mentioned documents are required as proof of death and proof of age 

of the life insured. In addition, the insurer requires proof of title, i.e. the right to 

receive the policy monies. 

A1. Proof Of Death 

 

2.8 The death certificate serves as a proof of the life insured’s death. It is issued by 

the relevant authority in a country which registers deaths, and it contains the 

following information of the deceased: 

 date and place of death; 

 full name and identity card number; 

 gender; 

 date and place of birth; 

 usual address; 

 cause of death;  

 name of the last medical attendant ; 

 name and status of the person who certified the death; and 

 name and address of the informant of the death. 

 

2.9 In Singapore, the death certificate is issued by the Immigration and Checkpoints 

Authority (ICA), Registry of Births and Deaths. 

 

2.10 The information provided in the death certificate not only helps the insurer to 

establish the identity of the life insured, but also helps the insurer in many other 

ways, such as determining whether there is any non-disclosure based on the 

cause of death given.  

 

2.11 Note that where the deceased’s name in the death certificate does not tally with 

that of the life insured (e.g. due to a change of name where a deed poll has been 

obtained), then the claimant must submit a certified true copy of the deed poll for 

the insurer’s verification as well.  

A1A. Other Relevant Supporting Documents 

2.12 Below are examples of additional supporting documents which the insurer may 

request the claimant to provide, especially in instances where proof of death is not 

straightforward. 

  

      DEATH  

CERTIFICATE 
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A1B. Attending Physician’s Statement From The Last Medical Attendant  

2.13 The attending Physician’s Statement from the last medical attendant is required 

when there is a need to further determine if there is any misrepresentation or non-

disclosure by the policy owner and / or life insured. This is especially so when a 

claim is made shortly after the purchase of the policy. You should note that, 

before the Attending Physician’s Statement could be obtained, the claimant would 

need to submit a Clinical Abstract Application form as an authorisation for the 

insurer to obtain the deceased’s medical history from any medical source.  

A1C. Police Report And Coroner's Report 

2.14 The police report and / or coroner’s report would be usually required when death 

resulted from unnatural or accidental causes.  It is especially important in the case 

where: 

 the policy carries an accidental death benefit; or 

 the death has occurred during the period (usually within the first 12 months 

of the policy effective date) when the suicide clause is still operative; or 

 the cause of death may be related to any violation of law or criminal act. 

A1D. Statutory Presumption Of Death 

2.15 A person may disappear, and the family may want to make a claim under his 

policy. In such circumstances, the claimant may apply for a court order to 

pronounce the person dead, if he has disappeared without trace for at least seven 

years or more. Such a pronouncement is called a statutory presumption of death. 

There are occasions where a court may declare a missing person dead even before 

the expiry of seven years. However, statutory presumption of death is not binding 

on the insurer, and the insurer can make further independent enquiries. 

A1E. Death At Sea And Death Of Service Personnel  

2.16 When the life insured passes away while travelling by sea vessel, the insurer will 

normally accept a death certificate that is obtained at the next port of call. In the 

absence of such a certificate, a certificate signed by the last medical attendant on 

board the ship and counter-signed by the captain of the ship may be accepted as 

evidence of death. 

 

2.17 In the case of death of service personnel where the physical body of the person is 

never found, the insurer may accept a service certificate of death as proof of 

death. 

A1F. Unregistered Death 

2.18 Sometimes, death may occur in remote area, where registration is not possible 

and where the body is not found.  Such a case is considered based on the 

evidence available, and the insurer may accept the declaration by one or more 

authoritative persons, such as a magistrate or a clergyman, testifying the death 

before an authority of government or court, as evidence of death. 
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A2. Proof Of Age 

 

2.19 The NRIC or birth certificate serves as proof of the life insured’s age. This is 

necessary if the age of the life insured has not been admitted2 at the inception of 

the policy. The insurer has to verify if there is any mis-statement of age before 

settling the death claim. 

A3. Proof Of Title 

 

2.20 It is important for the insurer to find out who is entitled to the policy money 

before making payment, in order to pay the proceeds to the rightful party. 

Generally speaking, there are six broad categories as described below. 

 

(i) Policy Owner 

In a third-party policy, the policy owner will be entitled to the policy proceeds 

in the event of the life insured’s death.  

 

(ii) Assignment  

When the policy has been assigned, the assignee will be entitled to the policy 

proceeds upon the death of the life insured.  

 

(iii) Trust  

The appointed trustee(s) of a policy under Section 73 of the Conveyancing 

and Law of Property Act (Cap. 61) effected before 1 September 2009, or 

Section 49L of the Insurance Act (Cap. 142) will have the legal right to claim 

the policy proceeds from the insurer. Joint discharge from all the beneficiaries 

may be required if trustees are not appointed or are dispensed with, provided 

that all the beneficiaries have reached the age of majority and have the 

capacity to act. 

 

(iv) Will 

The policy proceeds, in the case of a policy covered by a Will, will be paid to 

the executor who produces the Grant of Probate.  

 

(v) No Will 

If there is no Will, the claimant will have to apply to the court for a letter of 

administration. The Letter of Administration authorises the person(s) so 

appointed to administer the estate of the deceased. The insurer will pay the 

policy proceeds to the administrator on production of the letter of 

administration. 

B. Total And Permanent Disability Claims 

 

2.21 For such a claim, the payout will be made in a lump sum or by instalments to the 

policy owner. The relevant supporting documents which the insurer will normally

   

 
2  When a life insured submits an official document of identification, e.g. identity card for the verification 

of the life insured’s date of birth, his age is deemed to be admitted (i.e. proof of age substantiated by 

the insurer). 
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request for are as follows: 

 claimant’s statement giving the personal particulars of the life insured, 

details of his occupation, as well as details of his disability; 

 physician’s statement to be completed by the life insured’s attending 

physician giving full details of the disability; and 

 identity card or birth certificate for verification of the life insured’s identity 

and age.  

 

2.22 In addition, the insurer may request that the life insured be examined by the 

insurer’s appointed doctor before approving the claim. Furthermore, the insurer 

reserves the right to ask for any other relevant supporting documents, whenever 

deemed necessary. 

C. Maturity Claims 

 

2.23 Before an Endowment Insurance policy is due for maturity, the insurer will start to 

prepare for the settlement of the claim. The insurer will write to the policy owner 

(sometimes as early as one or two months before the maturity date) to inform him 

of the amount payable under the policy. A discharge voucher may be enclosed for 

the claimant to complete and return. However, some insurers have waived this 

requirement.  

C1. Documents Required For The Settlement Of Maturity Claims 

 

2.24 The insurer will usually require the following relevant supporting documents to be 

submitted before making payment to the claimant: 

(i) the original policy document (note that some insurers have waived this 

requirement); 

(ii) discharge voucher signed by the claimant (some insurers have also waived 

this requirement); 

(iii) if the claimant is other than the policy owner: 

 the deed of assignment; or 

 any other document of title; 

(iv) proof of age, if not verified at inception; and 

(v) proof of survival, in the case of a Pure Endowment Insurance type of cover. 

D. Critical Illness Claims  

 

2.25 The procedure for a critical illness claim is quite similar to that of the disability 

claim. The claimant is required to submit the following relevant supporting 

documents when making such a claim: 

 claimant’s statement; 

 attending physician’s statement (note that there are different forms to be 

completed for different types of critical illness, hence you have to ensure 

that you give the right form to your client to complete); and 
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 any other medical reports (biopsy report) as requested by the insurer. 

E. Hospital Cash (Income) Claims 

 

2.26 The relevant supporting documents commonly required for making such a claim 

are: 

 claimant’s statement; and 

 original copy of hospital bill or medical certificate issued by the hospital. 

 

2.27 Depending on the case, the insurer may also request for an attending physician’s 

statement to assess the claim. 

F. Accidental Death Benefit Claims 

 

2.28 The relevant supporting documents commonly required for making such a claim 

are: 

 claimant’s statement;  

 traffic police report, police report, autopsy report, attending physician’s 

statement or coroner’s report, depending on the cause of death and 

availability of such reports, and the insurer’s practice in this regard; and (if 

required) 

 incident report (copy) by the employer submitted to the Commissioner of 

Workplace Safety and Health, Ministry of Manpower, Singapore, if the 

accident causing death happened at work in the workplace. 

G. Accidental Death And Dismemberment Benefit Claims 

 

2.29 The relevant supporting documents commonly required for making such a claim 

are: 

 claimant’s statement;   

 attending physician’s statement;  

 traffic police report or police report, depending on the cause of 

dismemberment; and (if required) 

 incident report (copy) by the employer submitted to the Commissioner of 

Workplace Safety and Health, Ministry of Manpower, Singapore, if the 

accident causing bodily injuries happened at work in the workplace. 

H. Annuity Claims 

H1. Annuity Payout Procedure 

 

2.30 Most of the time, people opt for the Annuity payouts to be made to them on a 

monthly basis. The Annuity payouts will usually be credited directly into the 

annuitant’s bank account. For Immediate Annuities, a letter will be enclosed with 

the policy contract at the Annuity inception, to inform the annuitant when the first 

payment will be credited into his bank account. As for Deferred Annuities, the 
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insurer will usually notify the annuitant one month before the first Annuity 

payment is credited into his bank account.  

 

2.31 As the payouts are made on a regular basis over a specified period of time, or over 

the lifetime of the annuitant on the condition that the annuitant is still alive, the 

insurer will require documentary proof that the annuitant is alive. For this purpose, 

some insurers send an “Affirmation Form” to the annuitant, whereby the annuitant 

needs to confirm that he is alive. This form has to be duly witnessed by a person 

who has attained the age of 21 years, not an immediate family member, and who 

is not a joint bank account holder with the annuitant.    

H2. Claims Procedure 

 

2.32 In the event of death of the annuitant whose Annuity is with refund feature, the 

beneficiary has to inform the insurer as soon as possible. The insurer will require 

the beneficiary / nominee to complete a claimant’s statement, and return it 

together with the policy contract and the death certificate for the insurer to settle 

the claim. Note that the insurer may ask for additional documents to be 

submitted.  

3. ROLE OF ADVISERS IN CLAIMS SETTLEMENT 

 

3.1 There are various documents to be submitted to the insurer when making a claim. 

The procedure differs depending on the type of claim, e.g. death, disability, etc. 

The adviser should assist the client or the claimant with the claims settlement 

process, by ensuring that the client or the claimant completes the necessary forms 

and submits the relevant supporting documents to the insurer as required. To 

assist your clients in the claim process, you need to equip yourself with the basic 

knowledge of claims settlement process. Listed below are some questions you 

should seek to find out more, in order to better assist your clients. 

(a) What documents are needed to be submitted in the event of a: 

 death claim; 

 disability claim; 

 critical illness claim; 

 hospital cash claim; 

 hospital expense claim; 

 maturity claim; and 

 annuity claim? 

(b) What needs to be done if the client left a Will, or if he does not have a Will? 

(c) How are the proceeds of policies purchased under the CPF Investment 

Scheme and Supplementary Retirement Scheme paid in the event of death, 

maturity or disability? 

(d) What needs to be done when the policy cannot be found?  

(e) What needs to be done if the policy has been assigned? 

(f) What needs to be done when the policy owner of a third-party policy dies? 
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(g) What is the maximum amount that the insurer will pay without the grant of 

probate?  

(h) Who are the proper claimants? 

(i) How do you extract an attending physician’s statement from the hospital / 

clinic? 

(j) What needs to be done when the client has not named a trustee to his 

policy issued under Section 73 of the Conveyancing and Law of Property 

Act (Cap. 61) before 1 September 2009, or Section 49L of the Insurance 

Act (Cap. 142)? 

(k) What needs to be done if the nominee / beneficiary is a minor? 

4. LIA REGISTER OF UNCLAIMED LIFE INSURANCE PROCEEDS  

 

4.1 Since 4 January 2016, the Life Insurance Association, Singapore (LIA) has 

launched the “LIA Register of Unclaimed Life Insurance Proceeds” on its website 

for members of the public, to search and contact the respective insurers directly, 

should they have any policies with unclaimed death proceeds of deceased 

relations or any unclaimed maturity policy proceeds that have been outstanding 

for more than 12 months. 

 

4.2 This is the industry’s effort to reach out to the claimants or beneficiaries of 

unclaimed policy proceeds, being on top of efforts made by the individual life 

insurers. Life insurers will continue to do what they have been doing on a 

company basis. They will attempt to trace the claimants through various means, 

including sending advisers to contact their clients, placing newspaper 

advertisements, and listing unclaimed proceeds on their respective websites. 

 

4.3 The Register is available on the LIA Website at: 

http://www.lia.org.sg/consumers/unclaimed-proceeds/list 

 

4.4 LIA will update the name list in the Register once every six months. This list 

shows the following information: 

 Policyholder’s name; 

 Policyholder’s identification number (masked); and 

 Life insurer’s name. 

 

4.5 Members of the public can search the Register by: 

 Policyholder’s name; or 

 Life insurer’s name. 

 

Source: LIA Website 

http://www.lia.org.sg/consumers/unclaimed-proceeds/list
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CHAPTER 14   

THE INSURANCE CONTRACT 

 

CHAPTER OUTLINE 

 

1. Elements Of A Valid Insurance Contract 

2. Duty Of Disclosure 

3. Warranties And Representations 

4. Material Misrepresentation 

5. Doctrines Of Waiver And Estoppel 

6. Breach Of Contract 

7. Vitiating Factors 

8. Contract Provisions In Life Insurance Policies 

 

KEY LEARNING POINTS 

 

After reading this chapter, you should be able to: 

 explain the five elements of a valid insurance contract 

 understand the duty of disclosure 

 know the definitions of warranties and representations, and their differences 

 understand material misrepresentation 

 understand waiver and estoppel 

 describe breach of contract  

 explain the six vitiating factors that can render a contract invalid 

 describe the contract provisions in life insurance policies 
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1. ELEMENTS OF A VALID INSURANCE CONTRACT 

 

1.1 A life insurance policy is a contract between the insurer and the insured, and the 

formation of that contract is subject to the normal requirements of the law of 

contract for it to be valid1. For the formation of a valid insurance contract; the 

following elements must be present: 

(a) offer and acceptance; 

(b) consideration; 

(c) capacity to contract; 

(d) insurable interest; and 

(e) parties of the same mind (consensus ad idem). 
 

1.2 Let us look at each element in detail. 
 

A. Offer And Acceptance 

 

1.3 The first requirement of a contract is the intention of all the parties to enter into a 

legal relationship. Without such an intention, the contract cannot come into 

existence. 

 

1.4 As a contract is an agreement, there must be a “meeting of minds” or mutual 

agreement between the parties to the contract. 

 

1.5 Ordinarily, mutual agreement is evidenced by the making of an offer expressed 

either orally, in writing or by conduct by one party (the offeror), and the 

acceptance of the offer by another party (the offeree). The offer must be 

unconditionally accepted to constitute an agreement. If the acceptance is 

conditional, it is only a counter-offer. An offer may be withdrawn by the person 

making it before it is accepted by the other party. 

 

1.6 In the case of life insurance: 

(a) the proposal form completed by the proposer together with the first premium 

payment constitutes an offer; and 

(b) when the insurer accepts the proposer’s application and issues the policy 

document, it constitutes an acceptance. 

 

1.7 In other words, a life insurance contract commences only after the acceptance of 

a proposal application and the receipt of the first premium payment. 

 

1.8 There is a need to draw a distinction between an offer and an invitation to treat. 

When a proposer submits a proposal form to an insurer, the former is said to have 

made an offer to the latter. On the other hand, an advertisement or a brochure put 

 
1  Valid. A valid contract is one that is enforceable at law.  

 Void. The term void is used in law to describe something that was never valid. A void contract is one 

that was never enforceable at law. 

 Voidable. At times, one of the parties to an otherwise enforceable contract may have grounds to reject, 

or avoid it. A voidable contract is one in which a party has the right to avoid her obligations under the 

contract without incurring legal liability. 
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up by an insurer containing details of the risks and rates of premium is likely to be 

treated as an invitation to treat. 

B. Consideration 

 

1.9 A contract is ordinarily based on reciprocity (something given or done in return). 

When a party promises to do certain thing(s) under a contract, he is called the 

promisor. In giving the promise, the promisor must receive something in return, 

and what he receives for the promise is called consideration. Consideration can be 

in money or money’s worth. It can be a return promise to do certain thing(s), or to 

abstain from doing certain thing(s), or to forbear (cease or refrain from doing) 

some acts. All these constitute the consideration. 

 

1.10 For example, if a person travels in a bus, the bus-fare that he pays is the 

consideration for the right to travel in the bus. The wages paid to an employee are 

the consideration for the services rendered by him to the employer. 

 

1.11 A contract is not enforceable at law, unless a consideration has passed from the 

promisee to the promisor. In a life insurance contract: 

(a) the premium paid is the consideration for the promise as contained in the 

policy contract; and 

(b) the surrender value is the consideration for the promise by the policy owner to 

forgo all rights under a policy of insurance. 

C. Capacity To Contract 

 

1.12 A person of legal age, without mental or other incapacity, is legally competent to 

enter into a contract. Such a person is said to have contractual capacity. However, 

the law limits the capacity of certain persons to do so.  

 

1.13 These are:  

(a) minors; 

(b) persons suffering legal disability; 

(c) drunken persons; and 

(d) undischarged bankrupts. 

C1. Minors 

 

1.14 Minors cannot ordinarily enter into a contract, though with certain exceptions. 

Under the Civil Law (Amendment) Act 2009, effective on 1 April 2009, a contract 

entered into by a minor having attained the age of 18 years, shall have the same 

effect as that of having attained full age (effect is that such contract will be 

binding and enforceable against such a minor). 

 

1.15 However, Section 58(1) of the Insurance Act (Cap. 142) lays down special 

provisions governing the capacity of minors to enter into life insurance contracts. 

The section stipulates that “Notwithstanding any law to the contrary, a person 

over the age of 10 years shall not, by reason only of his age, lack the capacity to 
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enter into a contract of insurance; but a person under the age of 16 years shall 

not have the capacity to enter into such a contract except with the consent in 

writing of his parent or guardian.” 

 

1.16 However, the law does not appear to give any rights to a minor to assign, 

mortgage or surrender his insurance policy. Neither does it make any provision for 

a policy owner who is still a minor to effect policy transactions which involve the 

payment of the policy money to him. Neither can the minor give a valid discharge 

in respect of the policy money payable to him under the policy where he is the 

policy owner. Instead, the minor, who may be the policy owner, will have to wait 

until he has reached the age of contractual capacity of 18 years, before he can 

give a valid discharge in terms of the policy money payable to him, upon the death 

of the life insured under the policy. 

C2. Persons Suffering Legal Disability 

 

1.17 Generally, a contract entered into by a mentally disordered or drunken person is 

not binding on him, if at the time of contracting, he was incapable of 

understanding the nature of the contract that he was entering into, and the other 

party was aware or ought to have been aware of his mental state.  

 

1.18 In Singapore, the Mental Capacity Act (Cap.177A) came into effect on 1 March 

2010. In the context of the law of contract, if the party at the time of contracting 

was suffering from such a degree of mental disability that he was incapable of 

understanding the nature of the contract, he would be considered as a mental 

person, and the contract would be voidable at his option, provided that the other 

contracting party knew or ought to have known of the mental disability. However, 

if the contract was made by him during the time when he was of sound mind, he 

would be bound by the contract even if his subsequent disability was known by 

other party.  

 

1.19 However, if necessaries are sold and delivered to a mental person, he must pay a 

reasonable price for them.  

C3. Drunken Persons 

 

1.20 Similarly, if a person who was unable to understand the nature of a contract due 

to the influence of alcohol, entered into a contract with another person who was 

aware or ought to have known of the first person’s intoxication, that contract 

would be voidable at the option of the drunken person. However, the drunken 

person may ratify it when he becomes sober. Again, any necessaries which are 

sold and delivered to a drunken person at a reasonable price shall be payable by 

him. 

C4. Undischarged Bankrupts 

 

1.21 The Bankruptcy Act (Cap. 20) places restrictions on the rights of an undischarged 

bankrupt to enter into contracts. 
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1.22 Even if he has entered into a contract earlier, once he becomes a bankrupt, his 

interest in any life insurance policies [except policies issued under Section 73 of 

the Conveyancing and Law Of Property Act (Cap 61), and policies issued under 

Section 49L of the Insurance Act (Cap. 142) and all other assets will be vested 

with the Official Assignee.  

D. Insurable Interest 

 

1.23 In order for the insurance contract to be valid, the policy owner must have an 

insurable interest in the life of the proposed insured when the policy is issued. The 

concept of insurable interest has been explained in an earlier chapter. 

E. Parties Of The Same Mind (Consensus Ad Idem) 

 

1.24 This term means in complete agreement of mind. In any contract, the parties must 

be ad idem – of the same mind – as to the subject matter of the contract. In 

ordinary commercial contracts, each party is deemed to be equally able to assess 

the merits of the bargain offered. As long as a seller makes no misrepresentations, 

they are under no duty to the buyer to express any opinion about what is offered 

for sale. Hence, the maxim, caveat emptor, let the buyer beware, applies. 

 

1.25 For example, a person selling a vehicle is not required to disclose that the vehicle 

was previously involved in a road traffic accident. However, in an insurance 

contract, the insured would be under a duty to disclose to the insurer that he was 

involved in road traffic accidents before. It also bears emphasis that the duty of 

disclosure in an insurance contract applies to both parties, that is, the insured and 

insurer. 

 

1.26 In the case of life insurance contracts, as the proposer knows personal facts of 

health, occupation and life risks that the insurer cannot possibly know, the 

“caveat emptor” rule cannot apply. This is because it is on these facts that the 

premium is assessed. This law, therefore, imposes on the proposer the duty of 

utmost good faith or uberrima fides. The proposer, thus, has a duty to disclose all 

material facts to the insurer. We will explain this duty more fully in the section 

below. 

 

1.27 The insurer must also observe uberrima fides. By this, it means the party can be 

ad idem as to the risk proposed. 

2. DUTY OF DISCLOSURE 

 

2.1 As stated above, the proposer must disclose all material facts known by them to 

the insurer.  

 

2.2 The duty is to disclose voluntarily, and the proposer cannot withhold a material 

fact because no specific question was asked on that point in the proposal or 

medical examination. A proposer might, however, be justified in inferring from the 

fact that the question was not asked that the information undisclosed was not 

regarded as material.  
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A. Prudent Insurer 

 

2.3 The test of the “prudent insurer” entails that the opinion of the insured is 

irrelevant. Therefore, even if the insured believes that he had acted in good faith, 

he may still fail to discharge the duty of disclosure. 

 

2.4 It is important to stress that the Courts look at the prudent insurer from an 

objective standpoint. Nevertheless, the opinion of the insurer concerned is relevant 

as evidence, even though it may not necessarily be decisive. 

B. Inducement 

 

2.5 There must be a causal link between the misrepresentation or non-disclosure and 

the decision to enter into the contract. A case law established that the insured for 

misrepresentation or non-disclosure must show not only that the circumstance 

was material to the risk (the prudent insurer’s test), but also that the 

misrepresentation or non-disclosure in question induced him to enter into the 

contract of insurance. 

 

 

3. WARRANTIES AND REPRESENTATIONS 

 

3.1 In applying for life insurance, the proposer will be required to complete and sign a 

proposal form. The form contains questions designed to provide the insurance 

company with relevant information, so that it can decide whether the proposed 

insured is an insurable risk. According to the rules of contract law, statements 

made by the parties when they enter into a contract can be classified as either 

warranties or representations. A warranty is a statement guaranteed to be true in 

all respects. In the early days of insurance, statements that an insurance applicant 

made were considered to be warranties. If a statement were untrue in any respect, 

the contract could be rescinded, the applicant did not know the statement was 

untrue and even though the statement was not material. The proposer was 

required in the past to warrant the truth of the statements (of facts) given in the 

proposal form. The clause which requires him to do so is known as a basis clause. 

The clause is a declaration made by the proposer that usually appears at the 

bottom of a proposal form. It states that the answers given in the proposal form 

are correct and true. This expressed declaration along with the information in the 

proposal form becomes the basis of the insurance contract between the proposer 

and the insurer. A basis clause in the proposal form, thus, makes it a source of 

terms of the insurance contract. Such a clause imposes warranties on the part of 

an insured in an insurance contract. An insurer is entitled to avoid a contract ab 

initio if the statements are found to be inaccurate after the insured has warranted 

the truth of the statements made in the proposal form. When a basis clause exists, 

the insurer does not need to show that the misstatement relates to a material fact. 

 

3.2 In Singapore, insurers used to include a basis clause in the proposal form to 

enforce the contractual duty of utmost good faith on the part of the proposer. 

Note, however, that the Life Insurance Association of Singapore had issued a 

“Statement of Life Insurance Practice Binding on All Members” on 1st April 1993. 
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Under Paragraph (g) of the Statement, the basis clause is no longer allowed for 

any life insurance policy insuring the life of the owner. However, the basis clause 

is still effective where a person insures the life of another, e.g. in the case of a 

person who insures the life of his spouse or child.  

 

3.3 Paragraph 1(g) of the Statement reads as follows: 

 

“A proposal form or a policy of insurance issued by a member shall 

not contain any provision which converts or purports to convert 

any statement made by the proposer relating to any fact, whether 

past or present, into a warranty of that fact except where the 

warranty concerns the life to be assured under a “life of another” 

policy.” 

 

3.4 A representation, as contrasted with a warranty, is an applicant’s statement of 

facts on which the insurer bases its decision to issue, or not to issue the policy 

applied for. Unlike a warranty, a representation need not be true in all respects, 

but need only be substantially true as to facts material to the risk. If the 

applicant’s statements are representations, the insurer ordinarily cannot rescind 

the contract or defend a suit for benefits on the ground of misrepresentation of a 

fact, unless that fact is material to the risk. If the applicant’s statements were 

warranties, the insurer could so defend or rescind, whether or not the 

misrepresented fact was material to the risk. 

 

3.5 In Singapore, life insurance policies contain a provision declaring that, in the 

absence of fraud, all statements in the application shall be deemed representations 

and not warranties. The Life Insurance Association of Singapore issued a 

Paragraph 1(g) of the Statement contained a clause which attempted to do away 

with the basis clause for life insurance.  

 

 

4. MATERIAL MISREPRESENTATION 

 

4.1 A false or misleading statement in an application for insurance is known as a 

misrepresentation. Some statements contained in the application are more 

important to the insurer’s decision to issue a policy than are other statements. A 

misrepresentation that would affect the insurance company’s evaluation of the 

proposed insured is called a material representation. A misrepresentation is 

considered material when, if the truth had been known, the insurer would not 

have issued the policy or would have issued the policy on a different basis, such 

as for a higher premium or for a lower face value. A misrepresentation in an 

application for life insurance gives the insurer grounds to avoid the contract only if 

it was a material misrepresentation.  

 

4.2 To protect the interest of the insuring public, Section 25(5) of the Insurance Act 

provides that: 

 

“No Singapore insurer shall use, in the course of carrying on 

insurance business in Singapore, a form of proposal which does 



Module 9: Life Insurance And Investment-Linked Policies 

 

248 Copyright reserved by the Singapore College of Insurance Limited [Version 1.0] 

not have prominently displayed therein a warning that if a proposer 

does not fully and faithfully give the facts as he knows them or 

ought to know them, he may receive nothing from the policy.” 

 

4.3 The section essentially imposes a statutory duty on an insurer to prominently 

display on a proposal form a warning that, if the proposer does not make full and 

faithful disclosure of facts that he knows or ought to know, he may receive 

nothing from the policy. The insurer can declare the contract void from inception. 

In the case of fraudulent misrepresentation, an aggrieved insurer who has suffered 

a loss can sue for damages. Damages may also be recoverable under Section 2(1) 

of the Misrepresentation Act (Cap. 390) for negligent misrepresentation. 

A. Ambiguous Questions 
 

4.4 Where a question in a proposal form is ambiguous, a fair and reasonable 

construction will be employed to construe the meaning. Any doubts will be 

resolved in the insured’s favour, as the insurer was the one who was responsible 

for preparing the proposal form. This is the effect of what is known as the contra 

proferentum rule. 

 

4.5 The rule states that where there is ambiguity in the terms of an insurance contract, 

the contra proferentem rule dictates that the term is to be construed against the 

party who prepared the contract. As an insurance contract is invariably prepared 

by the insurer, any ambiguity in the policy of insurance is usually resolved in 

favour of the insured. For example, where a question is open to two 

interpretations, the one adopted by the insured will be preferred. However, if the 

insured understands the purpose of the question, notwithstanding its ambiguity, 

he is no longer allowed to rely on the ambiguity.  

B. Proposal Form Versus Policy 

 

4.6 In the event of a conflict between a proposal form and a policy, the latter takes 

precedence over the former. This is because the policy is a document that is 

prepared subsequent to the submission of the proposal form. 

C. Unanswered Or Incomplete Answers 

 

4.7 An insured who deliberately avoids answering a question or submits an incomplete 

proposal form runs the risk of having the proposal rejected. He would also have 

failed to comply with his duty to give disclosure. 

 

4.8 Where an insured submits an incomplete proposal form and the insurer issues a 

policy without making any further enquiry, it may be held that the insurer has 

waived his right to a more complete answer from the insured. 

5. DOCTRINES OF WAIVER AND ESTOPPEL 

 

5.1 Under contract law, where insurance is concerned, there are two important 

doctrines called “Waiver” and “Estoppel”.  
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A. Waiver 

 

5.2 Waiver is the intentional and voluntary relinquishment (giving up, forgoing) of a 

known right. It can be based on a written or oral statement that specifically 

relinquishes a right (express waiver), or it can be implied by misleading conduct 

(implied waiver).  

 

5.3 For example, an insurer may choose to issue a life policy, even though one of the 

medical questions in the proposal form may not have been answered, the insurer 

will be deemed to have waived its right to obtain the answers.  

B. Estoppel 

 

5.4 Estoppel, on the other hand, arises when an insurance professional intentionally or 

unintentionally creates the impression that a certain fact exists when it does not, 

and an innocent third party relies on that impression and suffers damage as a 

result. In this case, the insurer will be estopped (prevented) from denying this fact. 

For example, if a claims officer indicates by his actions that a claim will be paid, 

the insurer will be estopped from denying the liability.  

 

5.5 The doctrine of waiver and estoppel could result in an insurer being legally liable to 

pay a claim that it ordinarily would not have to pay.  

6. BREACH OF CONTRACT 

A. Breach By An Insured 

 

6.1 An insured may commit a breach of his duty of utmost good faith by one of the 

following ways: 

 Innocent Non-Disclosure - omission to disclose a material fact inadvertently 

(unintentionally) or because the party thought it was not material; 

 Fraudulent Non-Disclosure / Concealment - intentional suppression of a 

material fact; 

 Innocent misrepresentation - inaccurate statements regarding a material fact, 

believing them to be true, or are made without any intention to mislead; 

 Negligent misrepresentation - statements made carelessly or recklessly, 

where the insured has no reasonable basis to believe it to be true, and yet 

has no intention to deceive; and 

 Fraudulent misrepresentation - statements made with the intention to 

deceive and known by the person making them to be false; note that 

negligent misrepresentation may also amount to fraudulent 

misrepresentation. 

B. Options To The Insurer On The Discovery Of A Breach Of Utmost Good Faith 

 

6.2 The insurer may take any of the following courses of action as shown in Table 

14.1 on the discovery of a breach of utmost good faith by the insured: 
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Table 14.1: Options To The Insurer On The Discovery  

of A Breach Of Utmost Good Faith 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

C. Insurer's Duty Of Utmost Good Faith 

  

6.3 The principle of utmost good faith also applies to the insurer. The insurer cannot 

make any wrong representation about the contract that the insurer is offering. 

There should be no difference between the prospectus, advertisement, brochure 

or any marketing material and the policy which it eventually issues. Section 25(1) 

of the Insurance Act (Cap. 142) empowers the Monetary Authority of Singapore 

(MAS) to request an insurer, by notice in writing, to submit to the Insurance 

Department: 

 the proposal form and policy used by the insurer; and 

 any brochures issued by the insurer describing the terms or conditions of, 

or the benefits to be or likely to be derived from the policies. 

 

6.4 If it appears to the MAS that such forms or brochures are likely to mislead, the 

MAS may direct the insurer concerned to discontinue their use.  

7. VITIATING FACTORS 

 

7.1 An insurance contract which contains the elements required by law as mentioned 

above may still be invalid due to the following reasons: 

(a) misrepresentation; 

(b) duress; 

(c) undue influence; 

(d) illegal contract;  

(e) mistake; and 

(f) non est factum. 

 

7.2 When a contract is induced by misrepresentation, duress and undue influence, it is 

voidable at the option by the innocent party. This means that the innocent party 

has a choice whether to uphold the contract or to call it off. However, a contract 

 Innocent 

Breach By 

The Insured 

Fraudulent 

Breach By The 

Insured 

Right to void the policy as a whole? YES YES 

Right to keep the premium as well? NO YES 

Right to claim damages as well? NO YES 

Right to ignore the breach, and allow the 

policy to stand? 
YES YES 

Right to refuse a particular claim, but allow 

the policy to stand? 
NO NO 
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which is illegal or formed by mistake is void, which means that the Courts will 

treat the contract as never having existed. 

A. Misrepresentation 

 

7.3 A contract is voidable by a party to the contract if he was induced into entering 

the contract by misrepresentation on the part of the other party. At common law, 

in order for a contract to be invalidated, it must be shown that the 

misrepresentation or false statement: 

 was a statement of fact as opposed to a statement of opinion, law or belief. 

A promise being a statement about the future, is not a statement of fact; 

 was made by a party to the contract. A false statement by a non-party to 

the contract cannot invalidate a contract; 

 was material, such that it would affect the judgement of a reasonable man 

or, a prudent insurer in the case of insurance contract; 

 induced the other party to enter into the contract. The other party must 

have relied on the false statement in deciding to enter into the contract; or 

 caused some detriment or disadvantage to the party who relied on it. If no 

detriment is caused to the party relying on the false statement, he may 

elect to continue with the contract. 

B. Duress 

 

7.4 A contract is formed by mutual consent of the parties. Accordingly, if a party is 

under coercion to consent, the contract may not be valid as the consent given is 

not genuine.  

 

7.5 Traditionally, the Courts have recognised that actual harm or a threat to harm a 

person or his loved ones will mount to duress which invalidates the contract. 

Hence, if A points a gun at B’s son forcing B to sign the contract, the contract is 

invalid. However, the threat must not be so trivial that a person with reasonable 

courage will not be coerced. For example, a threat to cut one’s hair may not be 

held as duress which vitiates consent.  

 

7.6 The threat must be illegal. Hence, if the threat is to prosecute a crime which has 

been committed or to a civil wrong, it does not amount to duress and the contract 

cannot be impeached. However, the contract may be void on the grounds of 

public policy if it amounts to an agreement which perverts the course of justice. 

C. Undue Influence 

 

7.7 When there is inequality between the parties to a contract (such as where 

relations between the parties are such that one of the parties is in a position to 

dominate the will of the other party), and one of them (i.e. the dominator) takes 

an unfair advantage of the situation of the other and forces an agreement upon 

him, the contract may be set aside under the doctrine of undue influence.  
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D. Illegal Contract 

 

7.8 It is important to know that certain types of contract are prohibited by statute or 

at common law on the grounds of public policy. No party can enforce such 

contracts in Courts. They are void and not voidable at the choice of the parties. 

 

7.9 Section 5 of the Civil Law Act (Cap. 43) provides that all contracts or agreements, 

whether orally or in writing, by way of gaming or wagering shall be null and void. 

Accordingly, no one can sue for recovery of the monies won under such 

circumstances. Hence, gaming and waging debts are not legal debts. There is 

nothing to prohibit parties from honouring their words in a game or wager, but the 

gates of justice would be shut at them.  

 

7.10 Similarly, an insurance contract will amount to a wagering contract if the policy 

owner does not have the insurable interest on the insured subject matter and such 

policy owner cannot sue the insurer for payment under the policy. 

E. Mistake 

 

7.11 Sometimes, parties reach an agreement without knowing that the facts, which 

were the very reason for the contract, did not exist, or not knowing the existence 

of certain facts, the existence of which would have caused the parties to not 

enter into the contract. In such cases, their consent is mistaken and the contract 

is therefore void ab initio (i.e. the contract is treated as if it had not existed at all). 

F. Non Est Factum 

  

7.12 The term “non est factum” means “this is not my deed”. As a general rule, if a 

person who is not a person under any incapacity signs a contract, he will be 

bound by the contract whether he has read it or not. However, if he can show 

that the document which he signed was not the one he intended to sign and the 

mistake was not due to his carelessness, he may be able to avoid the contract on 

the ground of non est factum. Fraud is not an element required for the operation 

of this law. However, it presents itself in most of the cases involving non est 

factum. If A, an old and illiterate lady, was given a document by her grandson to 

sign, and told it was for entering a lottery game when it was in fact a guarantee 

for his debt, she may claim the defence of non est factum to avoid the contract if 

she was subsequently sued on the guarantee.  

 

7.13 The mistake must be a fundamental mistake as to the character or effect of the 

document. If a party was careless or ignorant as to what he is signing, he may not 

rely on the defence of non est factum to avoid the contract. Thus, if in the same 

case the old lady had simply signed the document without asking her grandson 

what it was for, she would be bound by the guarantee.  
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8. CONTRACT PROVISIONS IN LIFE INSURANCE POLICIES 

A. The Policy Owner’s Rights 

 

8.1 The policy owner is entitled to certain rights under his policy. Some of the 

common rights of a policy owner are listed below.  

(a) Naming The Insurance Nominee / Beneficiary 

Refer to a later chapter in this study guide for the discussion on the naming 

of insurance nominees.  

(b) Selecting How Proceeds Are To Be Paid   

Some insurers provide a number of options on the way in which the 

insurance benefits may be distributed. In such cases, the policy owner has 

the right to determine how the policy proceeds are to be paid out, including 

leaving the decision to the insurance nominees / beneficiaries.  

(c) Assign Policy Rights 

The policy owner has the right to assign the policy, and transfer all or a 

stipulated portion of the rights in the policy to another party. 

(d) Borrow From The Policy 

The policy owner of a non-ILP, such as a Whole Life or Endowment 

Insurance policy which acquires cash value, may borrow from the insurer 

using the policy’s cash values as collateral. 

(e) Receive The Cash Surrender Value 

The policy owner is entitled to the cash surrender value, if any, when the 

policy is surrendered, after the policy has been in force for a specified 

number of years (usually two or three years). 

(f) Establish And Change The Frequency Of Premium Payment   

The policy owner who pays his premium (other than using the savings in his 

CPF account), has the right to select the premium payment mode, i.e. 

yearly, half-yearly, quarterly or monthly, and may change the payment 

frequency as desired at any time during the term of the policy. He may also 

opt to pay by single premium or recurrent single premium depending on the 

policy conditions. 

B. Heading And Operative Clauses 

 

8.2 This section of the life insurance policy forms the first page of the policy. The 

heading refers to the name and address of the insurer. The operative clause 

provides information on the sum assured to be paid in the event of the happening 

of the insured event.  

C. Policy Schedule 

 

8.3 The policy schedule usually contains details of the policy owner and life insured, 

as well as the insurance coverage. The information contained in a policy schedule 

usually includes the following: 

 policy number; 
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 commencement date of the policy (date at which the policy becomes 

effective); 

 expiry / maturity date of the policy; 

 issue date (date at which the policy is issued); 

 currency in which the policy is being issued; 

 name, age, gender and NRIC number of the policy owner and life insured; 

 name of basic plan; 

 types of riders (if any); 

 sum assured of basic plan and riders; 

 term of coverage for basic plan and riders; 

 premium for the basic plan and riders; and 

 special provisions / endorsements indicating the types of endorsements 

attached to the policy (this practice is not common for all insurers). 

 

8.4 When you deliver the policy promptly to the client, you need to go through this 

policy schedule with the policy owner thoroughly, to ensure that there are no 

errors and that the insurance coverage tallies with what he has earlier agreed with 

you. Finally, you must ensure that all the endorsements (e.g. rider endorsements), 

if any, have been attached to the policy.   

D. General Provisions 

 

8.5 General provisions cover the basic features that are generally applicable to all life 

insurance policies. Certain general provisions (e.g. the “free look period” provision) 

are required by law, but the specific wording may vary from one type of policy to 

another and from insurer to insurer.  

 

8.6 Below are some of the standard provisions commonly found in Individual life 

insurance policies: 

 entire contract; 

 travel, residence and occupation; 

 payment of premiums; 

 grace period; 

 age; 

 suicide; 

 incontestability clause; 

 reinstatement; 

 assignment; 

 free look period; 

 policy loan; and 

 non-forfeiture options (including automatic non-forfeiture privilege) - for 

policies that acquire cash value only. 

 

8.7 We will now look at each of the above provisions in turn. 

 



14. The Insurance Contract 

Copyright reserved by the Singapore College of Insurance Limited [Version 1.0] 255 

D1. Entire Contract 

 

8.8 The proposal form (including medical evidence), policy contract and all 

endorsements that are attached to the policy make up the entire contract. 

 

8.9 The purpose of this provision is to avoid any misunderstanding on what the 

insurance contract provides. Attaching a copy of the proposal form to the policy 

contract is, for example, to avoid possible controversial issues between the insurer 

and the policy owner concerning the information contained in the proposed 

application for insurance.  

D2. Travel, Residence And Occupation 

 

8.10 This provision defines the scope of coverage under the policy. Most insurers do 

not impose any restriction on the life insured with regard to travel, residence or 

occupation, unless it is specifically excluded by the underwriter. 

D3. Payment Of Premiums  

 

8.11 This provision specifies that premiums are payable yearly, unless the insurer 

agrees to other modes of payment (except single premium policies).  

 

8.12 The insurer usually allows a policy owner to pay his premium yearly, half yearly, 

quarterly or monthly.  

 

8.13 The provision also highlights to the policy owner the right of the insurer to 

deduct any outstanding instalment premiums required to make up a full year’s 

premium in the event of a claim. Below is an example of this provision: 

“Premiums are payable yearly unless otherwise agreed by the company. 

Where premiums are paid other than yearly, the company shall be entitled 

to deduct from the proceeds due under the policy in the event of a claim, 

the unpaid balance of the premium payable for a full policy year (to be 

calculated from the policy anniversary date immediately prior to the date 

of claim).” 

D4. Grace Period 

 

8.14 The grace period is a period of time (usually 30 or 31 days from the premium due 

date) given by the insurer to the policy owner to pay the renewal premium which 

has been due but not yet paid. During the grace period, the life insured will 

continue to enjoy the insurance cover. Below is an example of the grace period 

wording: 

“A grace period of thirty (30) days, without interest charge, will be 

allowed for the payment of every premium due. During the grace period, 

the policy will continue to be in force but if a valid claim is made during 

the grace period, the company in determining the amount of the proceeds 

payable will deduct any unpaid premium from the amount otherwise 

payable by the company as provided above. If any premium remains 

unpaid at the end of the grace period, the policy will, subject to the 



Module 9: Life Insurance And Investment-Linked Policies 

 

256 Copyright reserved by the Singapore College of Insurance Limited [Version 1.0] 

provisions relating to automatic non-forfeiture privilege, automatically 

terminate and have no further value.” 

 

8.15 The following is a summary of how the grace period works: 

(i) Premium Paid Within The Grace Period 

No interest is charged and the policy owner only needs to pay the outstanding 

premium due. 

(ii) Premium Paid After The Grace Period 

The policy owner needs to pay interest on the overdue premium which is 

calculated from the premium due date. If the policy has not accumulated any 

cash value, the policy will lapse, and a reinstatement is required. 

(iii) Death Occurred Within The Grace Period 

The insurer will deduct the outstanding premium for the year from the policy 

proceeds. 

(iv) Death Occurred After The Grace Period 

 No Cash Value Policies 

Any policy without cash value will lapse, and nothing is payable. 

 Cash Value Policies 

In the case of a policy with cash value, the policy will be kept in force 

under the automatic premium loan or any other form of non-forfeiture 

option. In the former case, the accumulated automatic premium loan 

amount plus accrued interest will be deducted from the policy proceeds. 

For the latter, the proceeds payable will depend on the specified terms 

and conditions of the non-forfeiture options. 

D5. Age 

 

8.16 Mis-statement of age can occur and it is usually unintentional. Generally, the 

insurer does not view such error as material enough to void the policy. As such, 

the insurer usually includes in the policy contract a mis-statement of age clause 

to take care of such a situation. Below is an example of a mis-statement of age 

clause: 

“The assurance age of the life insured specified in the Policy Schedule is 

the age, as stated in the proposal, on the birthday immediately following 

the effective date of the policy. If the age has been understated, the 

amount payable under the policy shall be only such sum as the premium 

paid would have purchased according to the rate at the true age. If the 

age is overstated, any excess premium paid shall be refunded without 

interest.” 

 

8.17 As you can see from the above example, if there is a understatement of age, 

e.g. the life insured stated that he is 30 years old instead of 32 years old in the 

proposal form, the insurer will reduce the sum assured to that which the 

premium paid would purchase. On the other hand, if the age was over-stated, 

the insurer will refund the excess premium paid without interest.  
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8.18 As the insurance adviser, you can help to prevent mis-statement of age by 

verifying your client’s date of birth in his identity card.  

D6. Suicide 

 

8.19 Under this provision, if the life insured commits suicide within a specified period of 

time (usually one year) from the issue date of the policy or the date of 

reinstatement of the policy, the policy will be void, and the insurer is not liable to 

pay any claim. The insurer may refund all the premiums paid from the effective 

date or date of reinstatement. The insurer usually does not pay any interest on the 

premium refunded, because the interest earned is used to offset part of the costs 

that the insurer incurred in issuing the policy. However, once the specified period 

expires, the insurer will have to pay the claim, even if the life insured has died as a 

result of suicide. 

 

8.20 This provision applies regardless of whether the life insured was sane or insane at 

the time that he committed suicide. You must check your insurer regarding the 

specific application of this provision, and highlight to your client accordingly. 

Below is a sample of the suicide clause wording: 

“Death by suicide within one (1) year from the issue date of the policy or the 

date of any reinstatement (as the case may be) regardless of the mental 

condition of the life insured at the time of death shall render the policy void, 

in which event the liability of the company under the policy shall be limited 

to only refund of the total premium paid beginning from the effective date, 

or if the policy has been reinstated, the total premiums paid beginning from 

the date of reinstatement.” 

D7. Incontestability Clause  

 

8.21 By this provision, the insurer undertakes not to dispute the validity of a life 

insurance contract and void it, after the policy has been in force for a specified 

period of time (normally one or two years) with the exception of fraud.  

 

8.22 In other words, this provision stops the insurer from repudiating (rejecting the 

validity of) its liability under a policy purely on grounds of breach of utmost good 

faith. A typical clause reads as follows: 

“The policy shall be incontestable, except for non-payment of premiums or 

for fraud, after it has been in force during the lifetime of the life insured 

for two (2) years from the issue date or the date of any reinstatement of 

the policy, whichever is the later.” 

D8. Reinstatement 

 

8.23 Reinstatement is the process by which an insurer puts back into force a life 

insurance policy that has either been: 

 terminated because of non-payment of renewal premiums; or 

 continued under the extended term or reduced paid-up insurance of the 

non-forfeiture options. 
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8.24 This provision spells out the conditions under which a lapsed policy will be 

reinstated. The policy owner can reinstate a policy within a certain period of time 

(usually 12 to 36 months) after it has lapsed, provided that the following 

conditions are met:  

(i) the policy owner has submitted a reinstatement application form within the 

time frame stated in the reinstatement provision; 

(ii) the policy owner has provided the insurer with satisfactory evidence of the 

life insured’s continued insurability i.e. a health warranty; and 

(iii) the policy owner has paid up all arrears of premiums with interest. 

 

8.25 Lapses that are reinstated within a short period of time tend to be subject to 

fewer reinstatement conditions, such as those mentioned above, since adverse 

selection against the insurer is likely to be minimal.  

 

8.26 However, the longer the period of lapse, the more the reinstatement conditions 

will apply (e.g. the insurer may call for Attending Physician’s Statement, etc.). 

When a policy has been reinstated, the original policy is put into effect, and no 

new policy is issued. 

 

8.27 Below is a typical example of a reinstatement clause: 

“The policy may, if terminated pursuant to the provisions herein relating to 

payment of premium or loan or automatic non-forfeiture privilege, be 

reinstated at any time within twelve (12) months of termination upon 

written application to the company with production of evidence of 

insurability, including good health, satisfactory to the company, subject to (a) 

payment of all overdue premiums, together with interest thereon up to the 

date of reinstatement at a rate which shall be determined by the company 

from time to time, and (b) repayment or reinstatement of any loan and any 

interest due thereon up to the date of reinstatement at the rate at which the 

loan originally granted.” 

 

8.28 Note that most insurers normally do not permit the reinstatement of a policy that 

has been surrendered for its cash value, or if the policy has lapsed for a long 

period of time (e.g. for more than three years). 

D9. Assignment 

 

8.29 The Assignment provision gives the policy owner (assignor) the right to transfer his 

ownership rights under a policy to another person (assignee). It also spells out the 

steps that the policy owner or the assignee must take in order for the insurer to 

acknowledge the assignment, i.e. the policy owner or assignee must inform the 

insurer of the assignment in writing.  

 

8.30 Below is an example of an assignment clause: 

“No assignment of the policy shall be binding upon the company unless 

notice of the assignment together with a copy of the duly executed 

assignment has been given to the company and receipt thereof is 
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acknowledged by the company. In registering the assignment, the company 

does not assume responsibility for the validity of the assignment.” 

 

8.31 Note that in the case of a policy with Trust Nomination, your client cannot assign 

the policy to anyone, without the prior written consent of the nominee(s).  

D10. Free Look Period 

 

8.32 This provision allows the policy owner 14 days to review his policy after the 

policy has been delivered to him. If he is not totally satisfied with the policy and 

returns it to the insurer within the specified period, he will receive a full refund of 

the premium, less any medical fees incurred by the insurer in assessing the 

insurance application, if applicable. In the case of an ILP, in determining the 

amount payable to the policy owner, the insurer may also make an adjustment to 

reflect the change in unit price of the ILP sub-fund purchased. 

D11. Policy Loan 

 

8.33 The Policy Loan provision allows the policy owner to apply to his insurer for a loan 

as long as the policy has a cash value. The insurer will charge interest on the 

policy loan. Below is an example of a policy loan clause. 

“After the Policy has acquired a cash surrender value, the Company shall at 

the request of the Insured advance as a loan a sum which, allowing for other 

indebtedness charged on the Policy (if any), shall not exceed ninety (90) per 

cent of the cash surrender value acquired, subject to payment of interest at 

a rate to be determined by the Company from time to time and such other 

conditions as may be imposed by the Company. All loans, together with 

interest thereon, shall constitute a first charge upon the Policy in favour of 

the Company in priority to all other claims. 

 

(An assignee of the Policy should check with the Company to establish the 

amount of loan outstanding, if any.)” 

D12. Non-Forfeiture Options  

 

8.34 Non-forfeiture options are only granted to traditional permanent insurance policies 

(e.g. Whole Life and Endowment Insurance) that accumulate cash values. 

However, they are not available for ILPs.  

 

8.35 According to Section 60(2) of the Insurance Act (Cap. 142), a life insurance 

policy which has been in force for a minimum of three years shall not lapse or be 

forfeited by reason of the non-payment of premiums. The common non-forfeiture 

options provided by most insurers are:  

 cash value option; 

 reduced paid-up insurance option; and 

 extended Term Insurance option. 

 

8.36 Let us look at each of them in turn. 
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D12A. Cash Value Option 

8.37 The policy owner can receive the cash value which has been accumulated under 

his policy, if he decides to surrender his policy after two or three years. However, 

there are policies that provide for cash accumulation within the first year after the 

policy’s inception; as such, the policy owner need not wait for two to three years 

before he can surrender his policy.  

 

8.38 Some insurers provide the cash value in a table form in the policy contract. It is 

important to note that the amount which the insurer pays the policy owner is the 

cash value under the policy less any indebtedness (e.g. policy loan), and if 

applicable, administrative fee for terminating the policy. Once the payment is 

made, the insurance protection terminates, and the insurer has no further 

obligation under the policy. 

D12B. Reduced Paid-up Insurance Option 

8.39 The policy owner can also use the cash value under the policy to purchase a 

single-premium paid-up policy, at the attained age (i.e. the age at the time of 

exercising this option), for a reduced amount of cover. To exercise this option, the 

policy owner only needs to notify the insurer in writing. As the sum assured after 

the conversion can be small as compared to the original sum assured, it is 

important that you highlight this point to your client before he exercises his right. 

In addition, you need to inform your client that the paid-up policy is on a non-

participating basis. Some insurers also show the paid-up value for each 

anniversary year in a table form in the policy contract. 

D12C. Extended Term Insurance Option 

8.40 In addition, the policy owner may also use the cash value accumulation as a single 

premium to purchase a paid-up extended Term Insurance policy for a sum assured 

equal to that of the original policy. However, the length of the term is dependent 

on the net cash value available, as a net single premium at the life insured’s 

attained age to purchase the extended Term Insurance. As such, a policy with a 

higher net cash value may purchase an extended Term Insurance coverage that 

can remain in force for a longer period of time.   

 

8.41 You must explain to your client that if he opts to convert the policy to a paid-up or 

extended Term Insurance, his coverage will remain in force without him having to 

pay any further premium on the converted policy. These options are useful to 

clients who may have financial difficulties and are not able to continue to pay the 

premium. 

D13. Automatic Non-Forfeiture Provision 

 

8.42 If the policy owner fails to elect (decide on) any one of the above-mentioned non-

forfeiture options, the insurer will usually activate the Automatic Premium Loan 

(APL) provision. Under this provision, the insurer will advance the cash value 

under the policy as a loan to pay the outstanding premium, thus keeping the 

policy in force.  
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8.43 Below is an example of the APL wording: 

“If after the policy has acquired a cash surrender value, any premium is not 

paid within the grace period, the Company shall, without obligation on its 

part to notify the Assured, advance as a loan an amount equivalent to the 

unpaid premium to be applied in payment of such unpaid premium so as to 

keep the policy in force.” 

 

8.44 In the above sample contract wording, it provides that, if the policy has a cash 

value equal to or greater than the premium in default, any premium unpaid beyond 

its grace period will be paid by the APL. However, once the cash value under the 

policy is insufficient to pay for the full outstanding premium, the policy will lapse.  

 

8.45 Note that not all policies have the APL feature. For those insurers that provide this 

feature, they are treating it as any other loan with interest charged on the loan. 

Some insurers limit this provision to only one year, after which they will use the 

balance of the cash value to convert the policy into an extended Term Insurance 

policy. Hence, it is important that you familiarise yourself with your insurer’s 

practice, so that you can advise your clients appropriately. 

E. Endorsements 

   

8.46 Endorsements are amendments to an insurance policy that become a part of the 

insurance contract, and they expand or limit the benefits payable. For example, an 

addition or deletion of riders after a policy has been issued will result in an 

endorsement being issued for attaching to the policy. An exclusion imposed on a 

policy will also result in an endorsement being issued. Assignment of policies can 

also be done by way of an endorsement.  

 

8.47 Endorsements vary considerably in their contents. It is just as important to explain 

the endorsements to your client, since they actually modify the basic policy. Table 

14.2 provides some guidelines on what to highlight to your clients when 

explaining the endorsements. 

 

Table 14.2: Guidelines On Explaining Endorsements 

Areas to highlight to the client:  

(a) 

(b) 

(c) 

(d) 

(e) 

(f) 

(g) 

What is the purpose of the endorsement? 

What are the benefits payable? 

Under what circumstances are the benefits payable? 

What are the exclusions, if any? 

What are the definitions? 

What are the claim procedures? 

Under what circumstances will the benefit be terminated? 
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CHAPTER 15   

LAW OF AGENCY 

 

CHAPTER OUTLINE 

 

1. Agency, Principals And Agents 

2. Creation Of An Agency 

3. Duties Of An Agent 

4. Rights Of An Agent 

5. Agent’s Authority 

6. Agent Acts Outside The Authority 

7. Ratification Of A Contract 

8. Termination Of Agency 

 

KEY LEARNING POINTS 

 

After reading this chapter, you should be able to: 

 know the definitions of agency, principals and agents 

 understand how an agency is created 

 describe the duties and rights of an agent 

 explain the types of agents’ authority 

 understand the implications when an agent acts outside of his authority 

 discuss ratification of a contract 

 understand how an agency may be terminated 
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1. AGENCY, PRINCIPALS AND AGENTS 

 

1.1 An agency is a legal contractual relationship by which one party is authorised to 

perform certain acts on behalf of another party. The party granting the authority is 

called the principal, while the party that receives the authority is called the agent. 

The principal and agent may be individuals known as “natural persons”, or they 

may be non-natural persons such as corporations. When the agent agrees to the 

agency relationship, he becomes a fiduciary for the principal, i.e. he must act in 

the best interest of the principal. In the context of insurance, the task of the agent 

(representative of the insurer) is to bring about a contract between the principal 

(the insurer) and a third party (the client). 

 

1.2 Persons who advise on and / or arrange life insurance policies must comply with 

the general law of agency as described in this chapter. In addition, they must also 

comply with statutory and regulatory laws which apply specifically to their 

business. 

2. CREATION OF AN AGENCY 

 

2.1 An agency may be created by the express or implied agreement of the principal 

and the agent, or by ratification by the principal of the agent’s acts done on his 

behalf.  

(a) Express agency is created when the principal or any person authorised by him 

expressly appoints the agent by way of a deed, a written contract or orally. 

Under Section 35M(2) of the Insurance Act (Cap. 142), an insurer is required 

to have a written agreement signed with its agents. 

(b) Implied agency, on the other hand, is created based on the conduct of the 

parties. It can be implied when the mutual conduct of the parties makes it 

reasonable to suggest that there is intention for the formation of an agency 

relationship.  

 

2.2 An agency may also arise in other scenarios, such as the following: 

 situation of the parties, such as partnership; or 

 by operation of law, such as an agency by necessity. 

 

(i) Partnership – an agency is created as every partner is an agent of the firm 

and his other partners. For example, Partner A entered into a business 

relationship with third parties and was declared a bankrupt, as he owed the 

banks substantial amount of monies due to his property speculation.     

 

(ii) Agency by necessity – it is a type of relationship, whereby one party can 

make essential or critical decisions for the incapacitated party who is not in a 

condition to do so. For example, if Mr A was severely injured in a car accident 

and was in a coma, Mr B could make the decision to allow medical staff to 

operate on Mr A. Under normal circumstances, Mr A would have to give 

consent, but if he were unable to do so, an agent could make the decision 

instead. 
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3. DUTIES OF AN AGENT 

 

3.1 Below are the two types of duties of an agent. 

A. Common Law Duties Of An Agent 

 

3.2 The common law duties of an agent are as follows: 

(a) to carry out mandate (i.e. the authority to act on behalf of his principal) and 

act within the scope of his authority; 

(b) to exercise due care and skills when carrying out his duties; 

(c) to account for the money received on behalf of the principal, i.e. he must 

keep the principal’s money and property separate from those of his own; 

(d) to act with integrity and honesty; 

(e) to inform the principal of material facts (i.e. facts that are relevant and 

important to an insurer’s underwriting decision on the issuance of a policy); 

and 

(f) not collude (co-operate secretly or dishonestly) with the client to conceal 

material facts or misrepresent material facts. 

B. Fiduciary Duties Of An Agent 

 

3.3 In addition to the common law duties, the agent is required to observe his 

fiduciary duties towards his principal. Some of the fiduciary duties of the agent 

are: 

(a) the duty not to delegate his authority; 

(b) the duty not to put himself in a situation, where his duties as agent conflict 

with those of his own interest; 

(c) the duty not to accept any bribes or secret commission; and 

(d) the duty not to take advantage of his position in order to gain benefits for 

himself. The agent is also liable to account to his principal for any profit 

that he has made, using confidential information acquired in the course of 

his agency. 

C. Intermediaries 

  

3.4 An insurance intermediary is a person who, as an agent for one or more insurers 

or as an agent for insureds or intending insureds, arranges contracts of insurance. 

Hence, in legal terms every intermediary is an agent, i.e. one who is authorised by 

a party, called the principal, to bring that principal into a contractual relationship 

with another, namely a third party. 

 

3.5 Insurance is unusual in so far as the intermediary may possibly act for both the 

insurer and the insured. For example, the intermediary is the agent of the insurer 

when: 

 explaining the policy terms; 
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 collecting the premium; 

 issuing a cover note1; 

 passing on a claim payment; and 

 acting under delegated authority. 

 

3.6 However, the intermediary is the agent of the insured when: 

 advising on the cover required; 

 advising on how to make a claim; and 

 completing (but not signing) a proposal form on behalf of the insured. 

 

3.7 An insurance agent is defined under the Insurance Act (Cap.142) as a person who 

is or has been carrying on an insurance business in Singapore as an agent for one 

or more insurers, and includes an agent of a foreign insurer carrying on an 

insurance business in Singapore. 

 

3.8 In Singapore, there are three types of agents that act for the insurer – life, non-life 

(general) or composite agents, they may be full-time or part-time, and insurance 

may be their core business or non-core business in the case of Trade Specific 

Agents. 

 

3.9 Life agents, i.e. agents of life insurers, are deemed to be “representatives” under 

the Financial Advisers Act (Cap. 110) and are regulated under that Act.  

4. RIGHTS OF AN AGENT 

 

4.1 Under common law, an agent has the following rights in respect of his relationship 

by his principal: the right to remuneration and the right to indemnity.  

A. Remuneration 

 

4.2 An agent’s right to remuneration is determined by the terms of his contract with 

his principal. For an insurance agent, he is usually remunerated by commission, 

which can be based on the values of the policies sold or a percentage of the 

premiums on the policies sold.  

B. Indemnity 

 

4.3 If an agent incurs liability or pays out money in the performance of his duty as an 

agent, he has the right to be indemnified by his principal, unless the agency 

agreement provides otherwise. However, he loses his right to be indemnified if: 

(a) his act is not authorised (or ratified) by the principal; 

(b) he is in breach of his duties as an agent; 

 
1  A cover note is an interim documentary evidence of protection for a temporary period between the date 

of proposal and date of issue of the policy. 
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(c) he incurs liability or expenses solely as a result of his own fault (e.g. the 

agent was issued with a traffic summon for parking illegally, while he met 

up with his client to discuss about insurance purchase); and / or 

(d) the act upon which he claims indemnity is illegal, unless he can prove that 

he was unaware of the illegality. 

5. AGENT’S AUTHORITY  

 

5.1 The authority of an agent can generally be classified into: 

(a) actual or express authority; 

(b) implied authority; 

(c) usual authority; and 

(d) apparent or ostensible authority. 

A. Actual Or Express Authority 

 

5.2 An agent’s express authority is determined by the terms of the agency contract 

which he has signed with his principal upon his appointment as the representative. 

This is the actual authority that he is granted by the principal. Examples of this 

type of authority include canvassing for new business and issuing of cover notes. 

Representatives are required to adhere to their express authority. 

B. Implied Authority 

 

5.3 Implied authority is that which will be implied from the nature and practice of the 

business that the agent is contracted to transact. It is impractical to state in detail 

everything that the agent must do in the agency agreement. Therefore, when an 

agent has an authority to act, he also has the implied authority to do all the things 

necessary in the ordinary course of business for the proper and efficient 

performance of his duties. For example, an agent arranges for his client to be 

examined by one of the insurer’s panel of doctors (according to the insurer’s 

guidelines on large sum assured), so as to expedite the underwriting process. 

C. Usual Authority 

 

5.4 An agent has the usual authority to explain the meaning of the questions in a 

proposal form and the terms as listed in the policy contract. However, he does not 

have the usual authority to enter into, renew or revive any contract of insurance 

on behalf of the insurer. In addition, he does not have the usual authority to vary 

any of the terms of the insurance contract, or waive any of its conditions. 

D. Apparent Or Ostensible Authority 

 

5.5 Apparent authority is created when the agent acts without actual authority from 

the principal, but a third party reasonably believes that actual authority exists. 

This can happen when the principal allows conditions to exist that lead a third 

party to reasonably believe that actual authority exists. The important distinction 
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between apparent and actual authority is that apparent authority is determined by 

the reasonable perception of the third party. 

 

5.6 Examples of apparent authority include when a principal: 

(a) allows another person to appear as if he is his agent when in fact he is not; 

(b) allows the agent to give the impression that he has more authority than he 

actually has; 

(c) allows the agent to continue to appear as his agent when, in actual fact, 

the agency relationship between them has been terminated; and / or 

(d) has placed limits on the agent’s implied authority, but fails to inform third 

parties who deal with him of the agent’s limited authority. 

 

5.7 Insurers can, therefore, be held liable to third parties for transactions carried out 

based on their agents’ apparent authority. 

 

5.8 For example, an insurer prohibits any of its agents from collecting premiums other 

than the first premium, but continues to accept the subsequent premiums 

collected by an agent from his neighbours or good friends. Here, the insurer is 

deemed to be granting the agent with apparent authority to collect the subsequent 

premiums, as the neighbours and friends will come to assume that the agent has 

the authority. This example clearly shows that it is the conduct of the principal, 

not the agent, that must be the basis for establishing the reasonable belief that 

the agency existed. 

6. AGENT ACTS OUTSIDE THE AUTHORITY 

 

6.1 When an act done by an agent is not within the scope of the agent’s express or 

implied authority, he is said to have acted outside his authority. Hence, the 

principal is not bound by, or liable for, the act even though the agency relationship 

exists. 

 

6.2 For example, if the agent knowingly falsifies a proposal that induces the insurer to 

issue a policy, and the proposer does not report the material mis-statement to the 

insurer upon delivery, the insurer will be permitted to sue for rescission of the 

contract (i.e. the contract is invalid). Also, what is really important for agents to 

note is that, if they exceed their authority (actual or apparent), they can incur 

personal liability. 

7. RATIFICATION OF A CONTRACT 

 

7.1 When an agent acts outside his scope of authority, the principal is not bound by 

the act. However, there may be circumstances, whereby the principal may wish 

to accept the unauthorised act and retroactively (from a date in the past) to claim 

that the person is his agent when carrying out the act. This act of the insurer is 

known as ratification, which means the validation of an unauthorised act. It may 
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be done in an express manner, either in writing or orally, or may be implied from 

conduct.  

A. Conditions For Ratification 

 

7.2 However, certain conditions must be met before an insurer can ratify an 

unauthorised act. These are as follows: 

(a) The unauthorised act must have been performed by a person claiming to act 

for his principal. In other words, the act must be on behalf of the principal. If 

there is no representation of agency, there can be no ratification. This means 

to say that an undisclosed principal does not have any rights to ratify an 

unauthorised act;  

(b) The principal must be in existence at the point that the unauthorised act is 

being committed and is capable of entering the contract on its own; 

(c) The principal must be ascertainable; 

(d) The ratification must not be partial, i.e. the principal must take the entire deal 

as negotiated by the agent or disclaim the entire deal. He is not allowed to 

ratify only the portion of the agreement that is favourable to him; and 

(e) The ratification must occur within a reasonable timeframe which varies with 

the type and purpose of the agreement. Thus, a principal who has full 

knowledge of the facts of the agent’s unauthorised action and fails to 

repudiate it, within a reasonable time, will be deemed to have ratified the 

agent’s unauthorised act.  

B. Effects Of Ratification 

 

7.3 An effective ratification has the following results: 

(a) It places all parties in a position as if the agent has express authority to 

perform the act; 

(b) It binds the principal to the same extent as if the agent has express 

authority to act; 

(c) It relieves the agent of the liability to the principal for acting outside the 

authority; 

(d) It relieves the agent of the liability to the third party for performance of any 

of the duties purportedly to be performed by the principal; and 

(e) It entitles the agent to the compensation (if any) payable for the acts of an 

authorised agent. 

 

7.4 Note that any ratification is effective as of the date of the agent’s act, and not the 

date of the principal’s ratification. Also, ratification by a principal of one act done 

by an agent in excess of his authority does not extend the agent’s authority, so as 

to authorise him to do similar acts in future.  
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8. TERMINATION OF AGENCY 

 

8.1 An agency may be terminated either by the parties involved or by operation of 

law.  

 

8.2 The parties to an agency agreement may terminate the agency by way of a 

revocation (cancellation) by the principal, or a renunciation (giving up the right) by 

the agent. 

 

8.3 The agency may also be terminated by the operation of law on the happening of 

any one of the following events: 

(a) on expiration of the time (if any) agreed upon; 

(b) on complete performance of the undertaking; 

(c) on frustration of the contract, or the happening of an event rendering the 

continuance of the agency unlawful; and / or 

(d) where either party becomes incapable of continuing the contract by reason 

of death, bankruptcy, disability or unsoundness of mind. 
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CHAPTER 16   

INCOME TAX AND LIFE INSURANCE 

 

CHAPTER OUTLINE 

 

1. Introduction 

2. Taxable Income 

3. Statutory Income, Assessable Income And Chargeable Income 

4. Personal Reliefs 

5. Rebates 

6. Who Will Benefit From Income Tax Relief By Taking Up An Insurance Policy? 

7. Tax Benefit For SRS Participants 

 

KEY LEARNING POINTS 

 

After reading this chapter, you should be able to: 

 differentiate between taxable income and income that is exempted from tax 

 define statutory income, assessable income and chargeable income  

 describe the various types of personal reliefs granted to a resident individual 

 understand rebates such as parenthood tax rebate  

 know who will benefit from income tax relief by taking up an insurance policy 

 understand the tax benefit for SRS participants  
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1. INTRODUCTION 

 

1.1 In this chapter, we will explain how personal income is taxable in Singapore, the 

various reliefs granted to an individual who is tax resident1 in Singapore, and 

how life insurance purchase can qualify for income tax relief.  

2. TAXABLE INCOME 

 

2.1 In Singapore, income is taxed under the Income Tax Act (Cap. 134). Section 

10(1) of the Income Tax Act (Cap. 134) provides that income tax may be 

imposed upon the income of any person, accruing in or derived from Singapore, 

or received in Singapore (from outside Singapore), in respect of the following: 

 gains and profits from any trade, business, profession or vocation; 

 gains and profits from any employment; 

 dividends, interest or discounts; 

 any pension, charge2 or annuity;   

 rents, royalties, premiums and any other profits arising from property; and 

 any gains or profits of an income nature not falling within any of the 

preceding items.  

A. Exemption From Income Tax 

 

2.2 As a general rule, capital gains are not taxable under the Income Tax Act. 

Receipts, such as gifts, legacies, lottery wins and capital gains are not regarded 

as income, and are not chargeable to income tax. 

 

2.3 In addition, certain types of income are specifically exempted from income tax. 

Common examples are CPF withdrawals, war pensions, certain approved 

pensions, death gratuities, interests on bank deposits and dividends. (Dividends 

derived from Singapore are taxable, unless they are specifically exempted under 

the Income Tax Act.) 

 

2.4 Dividends are not taxable if they are: 

 Foreign dividends received in Singapore on or after 1 January 2004. This 

excludes foreign-source income received through partnerships in Singapore.  

 Income distributions from unit trusts and real estate investment trusts 

(REIT), that are authorised under Section 286 of the Securities and Futures 

Act [Cap. 289] (excluding distributions out of franked dividends) on or after 

1 January 2004.  

 
1 Individuals who are regarded as tax residents include Singaporeans, Singapore Permanent Residents and 

who have established a permanent home in Singapore and foreigners who have stayed or worked in 

Singapore for more than 183 days in the tax year. 
2 The item “charge” refers to income received by a person by virtue of a deed or court order, for example, 

alimony on monthly maintenance under a court order or deed of separation. 
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 One-tier exempt dividends from companies under the one-tier corporate tax 

system. Under this system, tax paid by a company on its chargeable 

income is the final tax. All dividends paid by a company are exempt from 

tax in the hands of the shareholders. 

 

2.5 With effect from the Year of Assessment 2012, the income from charge (i.e. 

alimony / maintenance payments and income from separation deed or court 

order) is also exempt from tax. 

 

2.6 The National Service Recognition Award (NSRA), given out by the Ministry of 

Defence and the Ministry of Home Affairs, to recognise the contributions of 

Singapore Citizens who serve National Service, is also exempt from tax.  

3. STATUTORY INCOME, ASSESSABLE INCOME AND CHARGEABLE INCOME 

A. Statutory Income 

 

3.1 According to Section 35 of the Income Tax Act (Cap.134), statutory income 

refers to the full amount of income for the year preceding the Year of 

Assessment from each source of income (see Section 2, Paragraph 2.1 of this 

chapter). 

B. Assessable Income 

 

3.2 Assessable Income = Total Income - Allowable Expenses - Approved Donations 

 

Example Illustration: 

Income Items Amount  

Total Income S$60,000 

Less: Allowable Expenses (S$3,000) 

Less: Approved Donations (S$1,000) 

Assessable Income S$56,000 

 

3.3 Only expenses which are incurred for income-producing purposes are 

deductible. Notwithstanding this, certain expenses are specifically prohibited 

from deduction under the Income Tax Act (Cap. 134). A notable example is the 

running of a motor vehicle. 

 

3.4 In addition, capital allowances can only be claimed by a taxpayer if the capital 

asset concerned (for e.g. computer, furniture, etc.) is used for trading or 

business purposes. For example, capital allowances cannot be claimed on 

capital assets used for deriving income from an employment or from a passive 

rental source. 

 

3.5 A loss arising from a trade or business source can be carried forward to reduce 

profits of a later period. A loss that arises from a non-trade or non-business 

source cannot be carried forward and is effectively lost. 

 



Module 9: Life Insurance And Investment-Linked Policies 

 

274                                               Copyright reserved by the Singapore College of Insurance Limited [Version 1.0] 

3.6 Donations to approved charities and institutions are currently deductible at 2.5 

times the amount donated. However, the government may from time to time 

vary the deductions allowed. In addition, unutilised donations can be carried 

forward for up to five years. 

C. Chargeable Income 

 

3.7 Chargeable income of an individual is then derived from the remainder of the 

assessable income after deducting all personal reliefs, such as earned income 

relief, spouse relief, child relief, deductions for CPF and SRS contributions, etc. 

Since a company is not able to claim personal reliefs, the assessable income is 

the same as the chargeable income. 

 

Example Illustration: 

Income Items Amount 

Employment S$60,000 

Less: Expenses (S$3,000) 

Total Income S$57,000 

Less: Approved donations (S$1,000) 

Assessable Income S$56,000 

  

Less: Personal Reliefs  (S$1,000) 

Chargeable Income S$55,000 

 

3.8 The tax payable is based on the chargeable income at the rates given in the 

Second Schedule attached to the Income Tax Act (Cap. 134), which is subject 

to change from time to time.  

 

3.9 Singapore adopts a progressive income tax regime for resident individuals. From 

the Year of Assessment 2017 onwards, the personal income tax rate for 

resident individuals will range from 2 per cent to 22 per cent. No tax is payable 

for chargeable income less than or equal to S$20,000. Tax rates for non-

resident individuals will differ from resident individuals. Generally, a non-

resident individual is taxed at a flat rate of 15%. 

4. PERSONAL RELIEFS 

 

4.1 In this chapter, we will focus only on the various personal reliefs granted to 

resident individuals. Personal Reliefs are granted only to resident individuals. As 

the government varies the reliefs periodically after each “Budget” release, it is 

important that advisers are updated on the latest rates / amounts permitted as 

they do differ from year to year. The following are the types of reliefs granted 

to individuals.  
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A. Earned Income Relief 

 

4.2 “Earned income relief” is a relief to provide recognition for individuals who 

receive income from employment, trade, business, profession or vocation less 

allowable expenses.  

B. NSman (Self / Wife / Parent) Relief 

 

4.3 “NSman relief” is a relief to recognise the contributions of National Service men 

(NSmen) and NS Key Appointment Holders. The relief (self) will be given when 

a taxpayer has completed his full-time National Service.  

 

4.4 To recognise the support given by wives to their husbands and parents to their 

children, NSman (wife) relief and NSman (parent) relief are granted. Parents of 

deceased NSmen are eligible for the relief. Widows of deceased NSmen are also 

eligible for the relief, unless they remarry. 

C. Spouse / Handicapped Spouse Relief 

 

4.5 “Spouse relief” is an expansion of the wife relief to support family formation 

and provide recognition to male and female taxpayers supporting their spouses 

or ex-spouses.  

 

4.6 With effect from the Year of Assessment 2012, the taxpayer (the husband) 

cannot claim the spouse relief for alimony paid to his ex-wife. 

 

4.7 The taxpayer cannot claim this relief if he has already claimed handicapped 

spouse relief, or someone is claiming any relief (other than grandparent 

caregiver relief) on his wife or ex-wife.  

D. Qualifying / Handicapped Child Relief 

  

4.8 “Qualifying child relief (QCR) / handicapped child relief (HCR)” are reliefs given 

in recognition of families’ efforts in supporting their children and caring for 

handicapped children.  

 

4.9 Each qualifying child is eligible only for either QCR or HCR, and may be shared 

with a taxpayer’s spouse, based on the proportion agreed by both parties. The 

amount of reliefs will depend on the order of children (based on date of birth or 

date of legal adoption).  

 

4.10 The qualifying child must fulfil all the conditions below and must: 

 be unmarried; 

 be a legitimate child, step-child or legally adopted child;  

 be below 16 years old or studying full-time at any university, college, or 

other educational institution; and 

 not have an annual income (includes National Service Allowances, income 

from internship and attachment but excludes scholarships, bursaries and 
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similar allowances) exceeding S$4,000 in the previous year. Note that the 

income threshold may vary from year to year. 

 

4.11 To claim for HCR, the qualifying child must be mentally or physically 

handicapped, in addition to only the first two points above. 

E. Working Mother’s Child Relief 

 

4.12 “Working mother’s child relief (WMCR)” is a relief introduced to serve the 

following objectives: 

 to reward families with children holding Singapore citizenship; 

 to encourage parents to take up citizenship for their children; and 

 to encourage married women to remain in the workforce after having 

children. 

 

4.13 The amount of WMCR claimable for each child is based on a specified 

percentage of the working mother’s earned income corresponding to the child 

order, subject to a maximum amount. This relief is claimable on the same child, 

even if the working mother and / or husband may have already claimed QCR or 

HCR.   

F. Handicapped Brother / Sister Relief 

 

4.14 “Handicapped brother / sister relief” is a relief given to provide recognition for 

individuals supporting their physically or mentally handicapped siblings or 

siblings-in-law who lives in Singapore. 

 

4.15 A taxpayer can claim this relief if he has supported his handicapped sibling or 

sibling-in-law who lived with the taxpayer in the same household in the previous 

year, or he has incurred S$2,000 or more in supporting him/her in the previous 

year. 

 

4.16 The taxpayer cannot claim this relief if someone else has claimed any other 

reliefs on the same sibling or sibling-in-law. For example, if the taxpayer’s father 

has claimed Handicapped Child Relief on his handicapped brother, the taxpayer 

and his other siblings cannot claim Handicapped Brother Relief on the 

handicapped brother. 

G. Parent / Handicapped Parent Relief 

 

4.17 “Parent / handicapped parent relief” is a relief to promote filial piety and 

provides recognition to individuals supporting their parents / handicapped 

parents in Singapore. 

 

4.18 A taxpayer may claim this relief if he has supported his or his spouse’s parents, 

grandparents and great-grandparents in the previous year, for up to two 

dependants. 
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4.19 Full amount of this relief can be claimed even if the dependant has passed away 

in the previous year (provided all conditions as stated above are satisfied). 

H. Grandparent Caregiver Relief  

 

4.20 “Grandparent caregiver relief” (GCR) is a relief given to provide recognition for 

grandparents who play the role of a caregiver, and to help working mothers 

take care of their children.  

I. Life Insurance Relief 

  

4.21 “Life insurance relief” is a relief on annual insurance premiums paid on the 

taxpayer’s or his wife’s life insurance policies. 

 

4.22 The premiums paid for a life insurance policy are allowed to be deducted from 

the assessable income, but are subject to the following conditions: 

 the policy must be on the life of the taxpayer or his wife, and in the case of 

a female taxpayer, on her life only; 

 the policy must be issued by a life insurer which has an office or branch in 

Singapore (this condition is not applicable to policies effected before 10 

August 1973); 

 the amount to be deducted shall not exceed 7% of the capital sum secured 

on death from such policy exclusive of any additional benefit by way of 

bonus, profits, or otherwise; and 

 the taxpayer is not eligible for life insurance relief if his total compulsory 

employee CPF contribution and/or voluntary CPF contribution in the 

previous year is S$5,000 or more. If his CPF contribution is less than 

S$5,000, he can claim the lower of the difference between S$5,000 and 

the CPF contribution, or up to 7% of the insured value of his own / his 

wife’s life, or the amount of insurance premiums paid, whichever is lower. 

J. Central Provident Fund (CPF) / Provident Fund Relief For Employees 

 

4.23 “CPF / Provident fund relief” is a relief given to encourage individuals to save 

for their retirement. 

 

4.24 Employees who are Singaporeans / Singapore Permanent Residents may claim 

CPF relief on: 

(a) compulsory employee CPF contributions or contributions to an approved 

pension or provident fund; and / or 

(b) voluntary contribution to his Medisave account. 

 

4.25 However, no relief is available for: 

 voluntary contributions that are made in excess of the compulsory 

contributions under the CPF Act (Cap. 36); 

 voluntary contributions made while the taxpayer is seconded or posted 

overseas for work; and 
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 CPF contribution on additional wages that exceed the related employer CPF 

cap. 

K. Voluntary Contributions To CPF / Medisave Relief For Self-Employed 

 

4.26 It is compulsory for an individual who is self-employed, is a Singapore citizen or 

Singapore permanent resident and earns a yearly net trade income of more than 

S$6,000 to make Medisave contributions. 

 

4.27 For the year of assessment, the taxpayer’s tax relief for his Medisave and 

voluntary CPF contributions will be capped at the lower of: 

 37% of his net trade income assessed; or 

 CPF relief cap of $37,740; or 

 actual amount contributed by him. 

 

4.28 No CPF relief will be allowed in respect of the taxpayer’s compulsory Medisave 

or voluntary CPF contributions made in the previous year if he has no 

assessable net trade income for the Year of Assessment. 

L. CPF Cash Top-Up Relief 

 

4.29 The “CPF cash top-up relief” encourages individuals to save for their retirement 

and that of their dependants into the respective CPF Special/Retirement 

Account. 

 

4.30 The relief is given: 

 if the taxpayer or his employer on his behalf has made cash top-ups in the 

preceding year under the CPF Retirement Sum Topping-Up Scheme to his: 

- Special Account (for recipients below age 55); or 

- Retirement Account (for recipients age 55 and above); or 

 if the taxpayer made a cash top-up in the preceding year under the CPF 

Retirement Sum Topping-Up Scheme to the Special/Retirement Accounts of 

his: 

- Parents or Parents-in-law; 

- Grandparents or Grandparents-in-law; 

- Spouse; and/or 

- Siblings. 

 

4.31 To claim tax relief for cash top-ups for his spouse or siblings, the spouse or 

siblings must not have an annual income exceeding S$4,000 in the year 

preceding the year of the top-up. 

 

4.32 Annual income includes taxable income (e.g. trade, employment and rental), tax 

exempt income (e.g. bank interest, dividends and pension) and foreign-sourced 

income regardless of whether it has been remitted to Singapore. This income 
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threshold does not apply to parents, grandparents, physically/mentally 

handicapped spouse or siblings. 

M. Course Fees Relief 

 

4.33 “Course fees relief” is given to encourage an individual to continuously upgrade 

himself, so as to enhance his lifelong employability. The relief is targeted at 

those who are or have been gainfully employed. 

 

4.34 An individual can claim relief for the current Year of Assessment (YA) in respect 

of the course fees incurred in the previous year for: 

(a) Any course, seminar or conference he attended in the previous year leading 

to an approved academic, professional or vocation qualification; 

(b) Any course, seminar or conference he attended in the previous year that is 

relevant to his current employment, trade, business, profession or vocation; 

or 

(c) Any course, seminar or conference that he completed two years before the 

previous year which is relevant to your new employment, trade, business, 

profession or vocation in the previous year. 

 

4.35 The following courses are not eligible for relief: 

(a) Courses, seminars or conferences for recreational or leisure purposes; 

(b) Courses, seminars and conferences for general skills or knowledge (e.g. 

Internet surfing course, social media skills, basic website building skills and 

Microsoft Office skills);  

(c) Courses, seminars and conferences to acquire skills or knowledge for a 

hobby instead of your profession (e.g. photography, language and sports 

courses); and 

(d) Polytechnic/University courses if graduates have never exercised any 

employment or carried on any trade, profession or vocation previously. 

 

4.36 The allowable course fees include registration fees or enrolment fees, 

examination fees, tuition fees and aptitude test fees (for computer courses).  

 

4.37 With effect from the Year of Assessment 2009, a taxpayer is allowed to defer 

this claim if he is unable to claim relief in the preceding year, because his 

assessable income did not exceed S$22,000. This will benefit taxpayers who 

may not be able to benefit in the Year of Assessment for which the expense is 

actually incurred. The taxpayer should claim the tax relief within two Years of 

Assessment, as soon as he has assessable income above S$22,000.  

N. Foreign Maid Levy Relief 

 

4.38 “Foreign maid levy relief” is a relief given to encourage married women to 

remain in the workforce and to also encourage procreation. 
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4.39 To qualify for this relief, the taxpayer must be: 

 a married woman living with her husband; or 

 a married woman, and her husband not being a resident of Singapore; or 

 a woman who is separated, divorced or widowed, and living with her 

unmarried child for whom she can claim child relief.  

 

4.40 This relief is twice the amount of maid levy paid for one foreign domestic maid. 

The wife can claim the relief to be offset against her earned income, even if the 

levy is paid by the husband. 

O. Supplementary Retirement Scheme (SRS) Relief 

 

4.41 SRS is a voluntary scheme introduced by the Government to encourage 

individuals to save more for retirement on top of the contributions made to the 

CPF. SRS contributions may be used to purchase various investment 

instruments. SRS participants enjoy tax reliefs for contributions made into their 

SRS accounts, in the Year of Assessment following the year of contribution. 

The contribution is based on the Absolute Income Base (AIB) which is 

calculated on 17 months of the taxpayer’s CPF monthly salary ceiling, subject 

to 15% of AIB for a Singapore Citizen or Singapore Permanent Resident, or 

35% of AIB for a foreigner. This will help the taxpayer to reduce his chargeable 

income and in return reduce the tax payable.  

5. REBATES 

  

5.1 In addition to the reliefs, the Government may also grant rebates. A rebate is a 

reduction of tax otherwise payable by a taxpayer.  

A. Parenthood Tax Rebate 

 

5.2 Parenthood tax rebate is a rebate given to married Singapore resident 

individuals, to encourage them to have more children. Rebates are given only if 

the child is a Singaporean. The rebate can be used to offset the income tax 

payable of the parents, in any proportion as agreed by the spouses. Any rebate 

unutilised can be carried forward to offset against future tax payable of the 

parents.  

 

5.3 The rebates available are: 

1st child   S$5,000 

2nd child S$10,000 

3rd child onwards S$20,000 
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6. WHO WILL BENEFIT FROM INCOME TAX RELIEF BY TAKING UP AN 

INSURANCE POLICY? 

 

6.1 The individuals who may benefit most from income tax relief by taking up 

insurance policies on their own lives or on their wives’ lives include: 

 individuals who are self-employed and who do not make voluntary CPF 

contributions, such as businessmen, doctors, lawyers, accountants, etc. 

practising as sole proprietors or in partnerships; and 

 foreigners working in Singapore being exempted from the CPF contribution 

scheme.  

 

6.2 However, it should be noted that the amount of benefit for tax relief for life 

insurance premiums is relatively small, being limited to only S$5,000, and due 

to the fact that this relief is aggregated with the relief for CPF contributions. 

7. TAX BENEFIT FOR SRS PARTICIPANTS 

A. Tax Concession On Withdrawal 

 

7.1 Besides enjoying SRS reliefs for contributions made, SRS participants will also 

receive tax concessions for withdrawals from their SRS accounts. Only 50% of 

the amount withdrawn is subject to tax, if the withdrawal is made: 

 on or after the statutory retirement age prevailing at the time of the first 

contribution; 

 upon the death of the SRS participant; 

 on medical grounds; or 

 by a foreigner (who is not a Singapore permanent resident) who has 

maintained his SRS account for at least ten years from the date of his first 

contribution, subject to a withholding tax at the prevailing non-resident tax 

rate of 20% at the point of withdrawal. If he is not a Singapore tax 

resident, the actual tax payable on his SRS withdrawal will be 15% or the 

progressive resident rates, whichever is higher. 

 

7.2 The SRS withdrawal may be made in a lump sum or spread over a maximum 

period of ten years.  

 

7.3 For premature withdrawal made before the statutory retirement age, 100% of 

the sum withdrawn will be subject to tax. A 5% penalty for premature 

withdrawal will also be imposed. This is non-refundable and is separate from 

any withholding tax as mentioned above. 

B. Tax Benefits For Annuities Purchased Through SRS 

 

7.4 For Annuities purchased through SRS, 50% of the Annuity payouts (Annuity 

income) are subject to tax. Any SRS participant who receives a constant 

income stream (i.e. Annuity income) over a period of ten years, for example, 

http://www.iras.gov.sg/irasHome/page03.aspx?id=1190
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may be subject to lower personal income tax liability because of the progressive 

income tax structure.  
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CHAPTER 17  

INSURANCE NOMINATION, WILLS AND TRUSTS 

 

CHAPTER OUTLINE 

 

1. Framework For The Nomination Of Beneficiaries (NOB) 

2. Aims Of Nomination Framework 

3. Scope Of Nomination Framework 

4. Who Can Nominate? 

5. Choices Available To Policy Owners 

6. Types Of Nominations Allowed Under Various Types Of Policies 

7. Application To Other Types Of Policies 

8. Trust Nomination 

9. Revocable Nomination 

10. Differences Between Trust Nomination And Revocable Nomination 

11. Nomination Forms 

12. Priority Of Nominations 

13. Wills 

14. Trusts 

 

KEY LEARNING POINTS 

 

After reading this chapter, you should be able to: 

 understand the framework for the nomination of beneficiaries 

 know the aims and scope of the nomination framework 

 know who can nominate and the choices available to policy owners 

 discuss the types of nominations allowed under various types of policies 

 understand trust nomination and revocable nomination 

 describe how to make a trust nomination and a revocable nomination 

 differentiate between trust nomination and revocable nomination 

 know the different nomination forms and understand their purposes 

 understand the priority of nominations  

 understand the definition and purpose of Wills 

 understand the definition, types and benefits of trusts 

 differentiate between Wills and trusts 
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1. FRAMEWORK FOR THE NOMINATION OF BENEFICIARIES (NOB) 

A. Background – Before 1 September 2009 

 

1.1 Before 1 September 2009, there was no provision in the Insurance Act (Cap. 

142) that governed the nomination of beneficiaries 1  to the proceeds from 

insurance policies. When a policy owner nominated his spouse and / or children 

as beneficiaries to his life insurance policy, the nomination was governed by 

Section 73 of the Conveyancing and Law of Property Act (“CLPA”)2. Under 

Section 73 of the CLPA, a statutory trust3 is automatically created in favour of 

these beneficiaries as mentioned. 

 

1.2 The rationale which underlies Section 73 of the CLPA is to accord family 

financial protection to the beneficiaries of the policy owner through the creation 

of a statutory trust. The proceeds from his life insurance policy will generally4 

be protected from his creditors and will remain the entitlement of his 

beneficiaries.  

 

1.3 However, the creation of a statutory trust also means that the policy owner is 

not generally allowed to deal with the policy for his own benefit. Examples in 

which the policy owner may deal with the policy include him taking up a policy 

loan, converting the policy to a paid-up policy with a lower sum assured, and 

changing the named beneficiaries. 

 

1.4 The nomination framework under Section 73 of the CLPA has caused concern 

to those who wish to alter their beneficiaries as a result of changed family 

circumstances. They are generally unable to do so once a nomination has been 

made under Section 73 of the CLPA, unless they obtain the consent of all the 

beneficiaries. In other words, nominations made under Section 73 of the CLPA 

were generally irrevocable.  

 

1.5 The pitfalls of such trusts are obvious. Once a policy owner nominates his 

spouse and / or children as beneficiaries of his policy, he cannot change the 

beneficiaries, without the consent of all the nominees, and must at all times 

deal with his policy for the benefit of the beneficiaries. 

 

1.6 Many policy owners were unaware of the undesirable consequences of 

establishing an irrevocable trust. They realised their predicament only when 

they were caught up in a divorce, as their former spouses still had claims on 

their plans. 

 

 
1 The person for whom the trustees are holding in trust, is also regarded as an equitable owner. 
2 Other countries, such as Canada and Malaysia, have provisions in their insurance legislation for 

nomination of beneficiaries, including nominations similar to those made under Section 73 of the CLPA. 

In the UK, nominations of spouse and / or children are governed by the Married Women’s Property Act. 
3 Statutory trusts are trusts created by statute; they are automatically created when certain specified 

conditions or requirements are met. They do not require any intention to create a trust. Even the 

knowledge of the statutory provision is not required. 
4 No protection would be offered in certain situations, e.g. in cases where it can be proven that the policy 

owner has bought the insurance policy with the intention to defraud his creditors. 
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1.7 Confusing matters further, insurers allowed policy owners to nominate people 

other than a spouse or children as beneficiaries, such as parents and siblings, 

but these were not legally binding. Many policy owners made such nominations 

without realising that their nominees had no legal claim on their policies. 

 

1.8 The controversies surrounding such nominations prompted the insurance 

industry to do away with nominating beneficiaries in life policies in 2002. Most 

policy owners who still wanted to name beneficiaries were encouraged to draw 

up a Will. 

 

1.9 There was an exception for policies bought from insurance co-operative NTUC 

Income. It operates under a separate Act that allowed co-operative members to 

nominate such people as spouses, children, relatives and friends as beneficiaries. 

B. After 1 September 2009 

 

1.10 As such, the MAS recognised that there was a need to accord greater flexibility 

and clarity to policy owners in respect of how their insurance policy proceeds 

are to be disbursed. A new nomination framework was then incorporated into 

the Insurance Act.  

 

1.11 The MAS first issued a consultation paper for the framework relating to the 

nomination of beneficiaries in December 2005. The MAS response to the 

feedback received was published in 2006. Thereafter, a second consultation 

paper was issued together with the proposed Insurance (Amendment) Bill 2007. 

After further feedback was received, the necessary amendments were made, 

and the Bill was presented to Parliament as the Insurance (Amendment) Bill 

2009. It was duly passed by Parliament on 19 January 2009 and assented by 

the President on 11 February 2009. It came into operation partially on 1 March 

2009. The NOB provisions and its regulations came into effect on 1 September 

2009. 

 

1.12 Under the new framework, nominations were no longer allowed to be made 

under Section 73 of the CLPA to avoid possible repetition or conflict. In 

addition, Section 61 of the Insurance Act, governing the manner of insurance 

claims payouts, was amended to reflect that proper claimants5 would receive 

payouts only in the event that the policy owner had not nominated a beneficiary 

under the new framework. Section 61 of the Insurance Act will nonetheless 

continue to govern the payment of claims from insurance policies, where no 

nominations have been made. 

 

1.13 Under the new regime, policy owners of life and accident and health insurance 

policies with death benefits are allowed to make both revocable and trust 

(irrevocable) nominations. Policy proceeds under trust nominations are protected 

 
5 A “proper claimant”, as defined in Section 61(12) of the Insurance Act, is a person who claims to be 

entitled to the sums in question as executor of the deceased, or who claims to be entitled to that sum 

(whether for his own benefit or not) and is the widower, widow, parent, child, brother, sister, nephew or 

niece of the deceased; and in deducing any relationship for the purposes of this subsection, an 

illegitimate person shall be treated as the legitimate child of his actual parents. 



Module 9: Life Insurance And Investment-Linked Policies 

 

286 Copyright reserved by the Singapore College of Insurance Limited [Version 1.0] 

from creditors, as previously the case under Section 73 of the CLPA. Unlike 

previously, revocable nominations of spouses and / or children, as well as other 

entities, are allowed. It means that you can change your nomination at any time 

without your nominee’s consent. However, do note that unlike trust 

nominations, policy proceeds under revocable nominations are not protected 

from creditors. 

 

1.14 Making a nomination under the new regime is not compulsory. However, the 

purpose of having the new legal provisions on nomination is to provide a policy 

owner with an affordable legal means of distributing the policy benefits to his 

nominees. 

 

1.15 If no nomination is made, the proceeds of the policy will be distributed 

according to the policy owner’s Will, if any. If there is no such Will made, such 

proceeds will be distributed according to the rules in the Intestate Succession 

Act (Cap. 146). 

2. AIMS OF NOMINATION FRAMEWORK 

 

2.1 The aims of the new nomination framework are: 

(a) To provide policy owners with greater choice and flexibility in determining 

the manner in which the proceeds from their insurance policies are to be 

disbursed. 

The new framework gives policy owners the choice of making nominations 

revocable such that a statutory trust will not be created, even in instances, 

where the spouse and / or children are named as beneficiaries. In this way, 

policy owners will be able to retain full rights and control over their 

insurance policies if they so wish. 

(b) To accord adequate financial protection to the named beneficiaries. 

The new framework seeks to preserve, as far as possible, the principle 

behind Section 73 of the CLPA of conferring benefits for the purpose of 

family financial protection. Thus, apart from revocable nominations, policy 

owners will also be offered the option of making trust (irrevocable) 

nominations, which in effect are similar to nominations made under the 

previous Section 73 of the CLPA.  

(c) To offer greater clarity and certainty in respect of nominations of 

beneficiaries to insurance policy proceeds. 

This would be achieved through requiring policy owners to deliberately 

exercise the choice to make a revocable nomination or an irrevocable 

nomination. In this way, policy owners would be encouraged to understand 

the implications inherent in each option, before they make their choices. 
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3. SCOPE OF NOMINATION FRAMEWORK 

A. Cash-Funded Policies 

 

3.1 Under the new nomination framework, policy owners can only make 

nominations to proceeds from non-indemnity insurance policies. These will be 

life and personal accident insurance policies, which are designed primarily for 

the financial protection of the policy owner’s beneficiaries.  

 

3.2 Conversely, indemnity policies, such as those providing hospital and surgical 

benefits, are excluded from the nomination framework, because such policies 

compensate the policy owner for specific losses during his lifetime and are 

solely for his benefit. Furthermore, the payouts from such policies are typically 

commensurate with the actual losses incurred, such as hospitalisation fees. 

After the policy proceeds are used to pay for such losses, there is usually little 

or no residual value left to pass on to the beneficiaries. As such, the concept of 

nomination is not relevant in these cases.  

 

3.3 Finally, the nomination framework will apply to policies incepted before and 

after the nomination framework came into force. However, new nominations 

made to policies which were incepted before the framework came into force 

would be recognised under the framework, only if the policies have no existing 

encumbrances. Policies under Section 73 of the CLPA incepted before 1 

September 2009 are not covered by the new law, which is not retrospective, 

but if a policy owner has an existing policy with no trust nomination in place, he 

can now nominate beneficiaries. 

 

3.4 It is stated under the Insurance Act that the types of policies eligible for 

nomination are any life policy or accident and health policy which: 

 is issued by a licensed insurer; 

 is governed by Singapore law; 

 provides death benefits; 

 is effected by the policy owner on his own life; 

 is not the subject of any trust created under Section 73 of the 

Conveyancing and Law of Property Act (Cap. 61); and 

 is not an annuity purchased with the minimum sum under Section 15(6C) of 

the Central Provident Fund Act (Cap. 36). 

 

3.5 For more details on the types of policies that are eligible for nomination under 

the new nomination framework, do refer to Section 6 of this chapter. 
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4. WHO CAN NOMINATE? 

 

4.1 To make the nomination6, you must be both the policy owner and the life 

insured under the policy, and be at least 18 years old. 

5. CHOICES AVAILABLE TO POLICY OWNERS 

 

5.1 Under the new nomination framework, a policy owner can decide whether or 

not to nominate beneficiaries to the proceeds from his insurance policies. 

Should he decide to make a nomination, he will then have a further choice 

between revocable nomination and trust (irrevocable) nomination. The decision 

to nominate can be exercised at any time during the policy coverage period, 

provided that it is legally possible to do so7. Trust nomination and revocable 

nomination are explained in detail in the later sections of this chapter. 

6. TYPES OF NOMINATIONS ALLOWED UNDER VARIOUS TYPES OF POLICIES 

A. Policies Under CPF Schemes 

 

6.1 Any insurance policy purchased in whole or in part with the Central Provident 

Fund (CPF) moneys will be considered a Central Provident Fund Investment 

Scheme (CPFIS) insurance policy. Policy owners are only allowed to make 

revocable nominations for CPFIS insurance policies; irrevocable nominations are 

not allowed. 

 

6.2 As long as a policy owner is alive and does not qualify for withdrawal of his 

CPF savings, proceeds from any life insurance policy purchased under the CPFIS 

have to be refunded to the policy owner’s CPF account to form part of his 

retirement savings. However, proceeds from irrevocably nominated policies will 

belong to the beneficiaries, and not the policy owner, due to the creation of a 

statutory trust. This runs contrary to the purpose for which CPF moneys are 

intended – the member’s retirement. As such, irrevocable nominations to CPFIS 

insurance policies are not allowed under the nomination framework.  

 

6.3 Policy owners can make revocable nominations in respect of the CPFIS and CPF 

Life policies. Under CPFIS, if the proceeds are paid out when the policy owner 

is not eligible to make withdrawals, it will be returned to his CPF Account. 

However, the death benefits under CPFIS and the bequest amount under CPF 

Life will be paid to the beneficiaries. 

  

 
6  Some of the sections on Insurance Nominations are adapted from LIA’s “Your Guide to the Nomination 

of Insurance Nominees”, with LIA’s permission. 
7 The policy in question must not already be subject to encumbrances which may render the nomination 

unenforceable. For instance, once an irrevocable nomination is made on a policy, a revocable nomination 

cannot be subsequently made on the same policy, without first revoking the irrevocable nomination; this 

will require the consent of all the beneficiaries. 
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B. Others 

(a) Supplementary Retirement Scheme 

Similar to CPFIS policies, trust nominations are not allowed for policies 

bought under the Supplementary Retirement Scheme (SRS). The use of SRS 

savings is restricted to products that have the potential of growing one's 

own pool of retirement savings. Policies with trust nomination do not fulfil 

this criterion, as the policy owner will no longer have control over the 

proceeds of such policies during his lifetime. 

(b) Muslim Policy Owners 

Muslim policy owners may make both trust and revocable nominations over 

their life insurance policies, or accident and health insurance policies with 

death benefits. However, they should be aware that revocable nominations 

are subject to “Faraid” (Muslim law of inheritance), and they should seek 

guidance from the Islamic Religious Council of Singapore (MUIS) on how 

the different types of nominations interact with the principles of Muslim law.  

 

The above specified restriction on making trust nominations for CPF-funded 

policies also applies to Muslim policy owners. 

 

The Islamic Religious Council of Singapore (MUIS) issued a FATWA on 22 

March 2012 to clarify that under Section 111 of the Administration of 

Muslim Law Act, Muslims can make revocable nominations on their 

insurance policies. 

C. When Considering What Type Of Nomination To Make 

 

6.4 Knowing which policies are eligible for nomination will allow you to ensure that 

the policy proceeds are paid out to the right person(s) at the right time and in 

the right amount. Table 17.1 below shows the types of nomination that are 

allowed to be made under the various types of policies. 

 

Table 17.1: Types Of Nominations Allowed Under Various Types Of Policies 

Types of Policies Is Trust Nomination 

allowed? 

Is Revocable Nomination 

allowed? 

Cash-funded Policies   

Life Policy Yes Yes 

Accident and Health Policy with 

Death Benefits 

Yes Yes 

Policies under CPF Schemes   

CPF Life No Yes 

CPFIS Policy No Yes 

DPS Policy No Yes 

Others   

SRS Policy No Yes 

Muslim Policy owner Yes Yes 

(subject to Muslim Law) 

ElderShield Supplementary Policy No Yes 

Integrated Shield Plan No Yes* 
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Key: 

A&H: Accident & Health DPS: Dependants’ Protection 

Scheme 

CPF: Central Provident Fund SRS: Supplementary Retirement 

Scheme 

CPFIS: CPF Investment Scheme   

 

*Even though a Revocable Nomination (RN) is allowed for an Integrated Shield 

Plan (IP) under the Insurance Act (Cap. 142), a RN may not be relevant, since 

such a plan is mainly meant to cover any medical claim which will usually be 

paid directly by the insurer to the healthcare provider, and the death benefit 

under such IP is a waiver of any deductible and/or co-insurance. 

7. APPLICATION TO OTHER TYPES OF POLICIES 

A. Group Insurance 

 

7.1 Group insurance covers a group of people under one master policy. 

 

7.2 Typically, a group insurance policy is bought by an organisation such as an 

employer for the benefit of its individual employees. The insurer issues the 

master policy contract to the organisation. Thus, the organisation becomes the 

policy owner. 

 

7.3 The individual employee does not have a policy with the insurer, but the 

benefits of the master policy will go to him as a form of employee benefit. 

 

7.4 As the policy owner (the organisation) is also not the life insured in such a case, 

insurance nomination is not allowed for any group insurance policy. 

B. Existing Policies 

 

7.5 If the policy owner has one or more life policies which he bought before the 

operation of the new legal provisions on nomination, it is important that you 

understand and highlight the following to your client: 

(a) If your client has never made any nomination on his policy, he can now 

make a trust or revocable nomination under the said provisions. 

(b) If your client has named his spouse and / or children as nominees, his policy 

will fall under Section 73 of the CLPA, and these nominees will continue to 

be recognised. Note that Section 73 of the CLPA has not been repealed. 

The new legal provisions have no impact, as it does not apply 

retrospectively. If your client believes that there are special circumstances 

in his case, he should seek legal advice on the legal effect of his 

nominations. 
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7.6 Policy owners are advised to seek legal advice if any of the following applies to 

him: 

(i) If the nominees whom the policy owner named previously are not his 

spouse and / or children. 

(ii) If the nominees whom the policy owner named previously are his spouse 

and / or children and some other persons or relatives. 

(iii) If the nominees whom the policy owner named previously are persons or 

relatives other than his spouse and / or children and he subsequently 

changed those nominees or added others. 

C. NTUC Income Policies 

 

7.7 Before 1 September 2009, nomination of beneficiaries for policies bought from 

NTUC Income was governed solely by Section 45 of the Co-operative Societies 

Act (CSA) (Cap. 62). 

 

7.8 With effect from 1 September 2009, the law governing the nomination of 

beneficiaries is consolidated under the Insurance Act (Cap. 142); and no 

nomination is allowed under the CLPA and CSA.  

 

7.9 For policies with nominations made prior to 1 September 2009 under Section 

73 of the CLPA or Section 45 of the CSA, there will be no change in the status 

of the existing nominations and no action is required. Policy owners in this 

position who wish to change their nominations should contact NTUC Income for 

more information.  

8. TRUST NOMINATION 

 

8.1 When the policy owner makes a trust nomination at the time of buying a policy 

or at any time after the policy is issued, he will lose all rights to the ownership of 

the policy. This means that all proceeds (living benefits and death benefits) from 

the policy now belong to the nominees whom he named. While he is still 

obliged to pay the premiums for the policy, all the benefits of the policy belong 

to the nominees. 

 

8.2 The making of a trust nomination will have the same effect as nominating under 

the previous Section 73 of the CLPA. The only difference is that under the new 

framework, the policy owner will be required to make a deliberate and explicit 

decision to make a trust nomination, and hence, cause a statutory trust to be 

established over his policy. 

 

8.3 Only a policy owner who is at least 18 years old can make a trust nomination. 

 

8.4 Written consent is needed of all nominees (and for any nominee below the age 

of 18 years, the written consent of the parent / legal guardian who is not the 
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policy owner), or of a trustee8 who is not the policy owner, before the policy 

owner may: 

 make any change to the policy; 

 revoke the trust nomination; 

 take a loan under the policy; or 

 surrender the policy. 

 

8.5 In the event of any bankruptcy, the policy proceeds are generally protected 

from creditors. 

 

8.6 Given the inflexibility of a trust nomination, the policy owner should only 

consider making such a nomination if he is prepared to give away the insurance 

policy proceeds completely to the nominees. He must also be aware that he will 

not be able to unilaterally change his nomination(s) later on, even if his family 

circumstances have undergone changes.  

A. Making A Trust Nomination 

 

8.7 Under Section 49L(1) of the Insurance Act (Cap. 142), trust nominations 

cannot be made to any policy which is: 

 issued under the Dependants’ Protection Insurance Scheme established and 

maintained by the CPF Board;  

 any CPF-funded scheme under which the CPF member is obliged to repay 

the benefits or proceeds back into the CPF fund;  

 taken up under the ElderShield Supplement Scheme; 

 an integrated medical insurance plan; or 

 purchased using funds from a person’s SRS account under the 

Supplementary Retirement Scheme.  

 

8.8 To make a trust nomination over the policy, the policy owner has to complete a 

prescribed Trust Nomination Form which can be obtained from his insurer. 

 

8.9 The form must be completed in full with accurate information in the presence of 

two adult witnesses who each must be at least 21 years old. The witnesses 

must not be any of the policy owner’s nominees or the spouse of any of his 

nominees. Only the policy owner’s spouse and / or children can be nominated. 

 

8.10 Any trustee must be at least 18 years of age. The trustee can be changed at 

any time, subject to the prevailing law. A nominee can also be a trustee. The 

policy owner can name himself as the trustee, but he cannot receive the policy 

proceeds, or give consent for revocation of the nomination on behalf of the 

nominees. Only another trustee can do so. 

 

8.11 The policy owner must specify the percentage share of the policy proceeds that 

each nominee is to receive. The total of the percentages which he specifies for 

 
8 The “trustee” is the legal owner of the trust. 
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all the nominees whom he has named must add up to 100 per cent of the 

policy proceeds. 

B. Payment Of Proceeds 

 

8.12 To ensure that the policy owner’s nominees receive the benefits from the policy, 

he must notify his insurer and send his completed Trust Nomination Form to the 

insurer. 

 

8.13 All benefits from the policy, both living benefits (e.g. critical illness payout) and 

death benefit, will be released to the policy owner’s nominees. 

 

8.14 If the policy owner names a trustee other than himself, the proceeds can be 

paid to this trustee. If he names himself as the only trustee, the proceeds will 

be paid to the nominees who have each attained the age of 18 years and to 

parents / legal guardians (who must not be the policy owner) of nominees 

below 18 years of age. 

C. When A Nominee Dies Before The Policy Owner 

 

8.15 When a nominee dies before the policy owner, his share of the policy proceeds 

will go to the deceased nominee's estate. 

D. Revoking A Trust Nomination 

 

8.16 To revoke a trust nomination, the policy owner has to use a prescribed 

Revocation of Trust Nomination Form to get the written consent of a trustee 

who is not the policy owner, or of every nominee. He must notify his insurer 

and send his completed Revocation of Trust Nomination Form to the insurer. 

 

8.17 The policy owner can revoke a trust nomination if all his nominees who are 

each at least 18 years old give written consent. If his nominee or one of his 

nominees is below 18 years old, he must obtain the written consent of the 

parent / legal guardian who is not the policy owner. Alternatively, he can get 

the consent of a trustee who is not the policy owner. 

 

8.18 If a nominee dies before the policy owner, that portion of the proceeds becomes 

part of the nominee’s estate for distribution according to the deceased's Will, or 

if he has not made a Will, according to the Intestate Succession Act (Cap. 146). 

 

8.19 Once the trust nomination has been properly revoked, the policy owner can 

then make a new trust nomination or revocable nomination over the policy. 

9. REVOCABLE NOMINATION 

 

9.1 When a policy owner makes a revocable nomination, he will continue to retain 

full rights and ownership over the policy. This means that he can change or 

revoke a nomination at any time, without needing the written consent of the 

nominee or nominees. 
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9.2 Only death benefits from the policy will be payable to the nominees. All living 

benefits will be paid to the policy owner. 

 

9.3 Hence, revocable nominations offer the benefit of maximum flexibility to the 

policy owner. The policy owner will be able to reserve the policy proceeds for 

his own use should illness or disability befall him. By making a revocable 

nomination, it would allow for faster payout of policy proceeds in the event of 

the policy owner’s death, as compared to the policy owner not making any 

nomination at all. 

 

9.4 Only a policy owner who is at least 18 years old can make a revocable 

nomination. 

 

9.5 Note that companies (corporations) can also be made nominees. The term 

“person” includes corporations. They are legal persons. 

A. Making A Revocable Nomination 

 

9.6 The prescribed Revocable Nomination Form is a legal document used as the 

basis for distributing the money that the insurer pays from the policy owner’s 

policy after his death. 

 

9.7 Under Section 49M of the Insurance Act (Cap. 142), a revocable nomination 

cannot be made on a policy if a trust nomination has already been made on that 

policy. 

B. Payment Of Proceeds 

 

9.8 To ensure that the policy owner’s nominees receive the benefits from the policy, 

he must notify his insurer and send his completed Revocable Nomination Form 

to the insurer. 

 

9.9 Living benefits such as the benefit to be paid to the policy owner if he comes 

down with a critical illness will be made to him. On his death, the remaining 

death proceeds, if any, will be paid directly to the nominees. 

 

9.10 If any of the nominees is below 18 years old, the proceeds will be paid to the 

parent or legal guardian who is not also the policy owner. 

C. When A Nominee Dies Before The Policy Owner 

 

9.11 If there is only one nominee, a revocable nomination will automatically be 

revoked on the death of the nominee. If there is more than one nominee, a 

revocable nomination will automatically be revoked on the death of all nominees. 

 

9.12 If there is one surviving nominee, all the deceased nominees' shares will be 

added to the surviving nominee's share of the death benefits. If there is more 

than one surviving nominee, each deceased nominee's share will be added to 

each surviving nominee's share in proportion to each surviving nominee's initial 
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share. This amount is calculated according to the formula as prescribed by the 

new legal provisions on nomination in the Insurance Act. 

D. Changing A Revocable Nomination 

 

9.13 At some point after making a revocable nomination, the policy owner may wish 

to change his nomination. This may be due to reasons, such as a divorce or the 

birth of a new child. 

 

9.14 Since the policy owner retains full rights and ownership over the policy, he may 

revoke (undo) his existing nomination and make another new nomination at any 

time. 

 

9.15 To make the change, the policy owner can complete a prescribed Revocation of 

Revocable Nomination Form in full with accurate information, in the presence of 

two adult witnesses who must each be at least 21 years old.  A witness must 

not be a nominee or the spouse of a nominee. 

 

9.16 The policy owner must notify his insurer and send his completed and signed 

Revocation of Revocable Nomination Form, as well as complete and sign the 

new Nomination Form to the insurer. 

 

9.17 It is important that the policy owner understands the differences between trust 

and revocable nominations, and is familiar with which form to use accordingly. 

10. DIFFERENCES BETWEEN TRUST NOMINATION AND REVOCABLE 

NOMINATION 

 

10.1 Table 17.2 shows the differences between trust (irrevocable) nomination and 

revocable nomination. 

 

Table 17.2: Differences Between Trust Nomination And Revocable Nomination 

Considerations Of 

The Policy Owner 

Trust (Irrevocable) Nomination Revocable Nomination 

Can the policy 

owner retain control 

over the policy for 

as long as he is 

alive? 

No Yes 

Who gets the policy 

proceeds? 

- Living benefits 

- Death benefits 

Nominees get both types of 

benefits. 

Living benefits are paid to the 

policy owner. Nominees only get 

the death benefits. 

Can the policy 

owner change his 

nomination by 

himself at any time? 

No 

The nomination can be revoked 

only if any trustee who is not the 

policy owner gives consent; or if 

all the nominees give written 

consent. 

Yes 
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Considerations Of 

The Policy Owner 

Trust (Irrevocable) Nomination Revocable Nomination 

Can the policy 

owner name one or 

more nominees who 

are not his spouse 

or children? 

No 

Only spouse and / or children can 

be nominated. 

Yes 

Any legal entity (i.e. individual, 

association or corporation), 

including spouse and / or children, 

can be nominated. However, 

nomination of an animal is an 

invalid nomination. 

Can the policy 

owner make a Will 

after having made 

an earlier 

nomination? 

 

The Will has no impact on the 

earlier trust nomination. 

Once a trust nomination is made, 

the policy no longer belongs to the 

policy owner. As such, he cannot 

give it away under his Will, as he 

can give away only property under 

the Will which still belongs to him. 

The earlier revocable nomination is 

revoked by the Will, provided that 

the Will contains the information 

as prescribed in the Insurance 

(Nomination of Beneficiaries) 

Regulations 2009. 

 

Note: The insurer will pay 

according to the latest properly 

executed instrument (be it a 

revocable nomination or a Will) 

that is known to the insurer at the 

time of the policy owner’s death. 

What happens if the 

policy owner’s 

nominee dies before 

the policy owner? 

Policy proceeds passes to the 

estate of the deceased nominee. 

If only one nominee is named, the 

nomination is revoked; in all other 

cases, the surviving nominees 

share in the deceased’s share in 

proportion. 

Are the policy 

proceeds protected 

against claims from 

creditors in the 

event of 

bankruptcy? 

Yes No
9
 

11. NOMINATION FORMS 

A. Different Nomination Forms 

 

11.1 The use of separate forms for six mutually exclusive purposes means that the 

policy owner will have to deliberately and consciously decide on the type of 

nomination that he wishes to make. This will in turn encourage policy owners to 

make more informed decisions when nominating beneficiaries. 

 

11.2 The forms will allow policy owners to specify, within each type of nomination, 

the percentage share of the policy proceeds for each named beneficiary. The 

shares may differ between beneficiaries, but they must total to 100%. This is 

to provide clarity and completeness in nomination, which will, in turn, lead to 

ease of payout.  

 

11.3 Policy owners can obtain the nomination forms from their insurers and exercise 

their choices at any time during the policy coverage period. It is the 

 
9 However, for CPFIS policies which have not been withdrawn under Section 15 of the CPF Act, the living 

proceeds of such policies are protected against claims from creditors. 
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responsibility of policy owners to inform their insurers should they subsequently 

wish to alter their nominations or execute other legal instruments, such as Wills, 

which may override the nominations already made. 

 

11.4 In addition, before a nomination is made, it is the responsibility of policy owners 

and their lawyers to check on the existence of any previous nominations or 

legal instruments which may impede the validity and execution of the 

nomination forms. Thereafter, insurers are required to keep and maintain 

records of any changes made to the nominations which are notified to them, 

and policy owners are advised to do likewise.  

 

11.5 Copies of the various Nomination Forms listed below can be obtained from the 

insurers. 

 

11.6 To be considered as valid, a nomination form must be completely filled up and 

must be signed in the presence of two suitable witnesses. The information that 

it contains must be true to the best of the policy owner’s belief at that point in 

time. The forms are legally binding, so they should be carefully filled in and 

properly signed.  For the nomination to be effective, the policy owner needs to 

notify his insurer, and enclose the Nomination Form that he has just filled up 

and signed in accordance with the statutory requirements. 

B. List Of Nomination Forms 

 

Form 1 : Trust Nomination for the policy owner to make a trust 

nomination. 

Form 2 : Revocation of Trust Nomination for the policy owner to revoke a 

trust nomination. 

Form 3 : Appointment, Revocation of Appointment, of Trustee of Policy 

Moneys for the policy owner to appoint or revoke the 

appointment of one or more trustees of policy moneys. 

Form 4 : Revocable Nomination for the policy owner to make a revocable 

nomination 

Form 5 : Revocation of Revocable Nomination for the policy owner to 

revoke a revocable nomination 

Form 6 : Notice of Revocation of Revocable Nomination  for the policy 

owner to give notice of the revocation of a revocable nomination 

if: 

 to briefly describe the conditions of revocation in S49M(7)(a); 

or 

 to briefly describe the conditions of revocation in S49M(7)(b). 

C. Checklist For Filling In A Nomination Form 

 Decide who to name as the nominee or nominees. 

 Use the right form; there is a prescribed Trust Nomination Form, prescribed 

Revocable Nomination Form, etc. 
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 Specify the proportion of benefits that each nominee is to receive, ensuring 

that they all add up to 100% of the policy proceeds. 

 Ensure that all information on each nominee is accurate. 

 Ensure that details of the policy are accurate. 

 Ensure that the witnesses and trustees, if any, meet the requirements as 

set out in the Nomination Form. 

 Ensure that all the fields in the form are fully completed. 

 Notify the insurer of the nomination and send a copy of the completed 

Nomination Form to the insurer. 

D. Differences Between Trust Nomination Form And Revocable Nomination Form 

 

11.7 Table 17.3 below shows the differences between a trust nomination form and a 

revocable nomination form and the respective requirements. It is important that 

you are aware of all the requirements that need to be fulfilled, so that you can 

advise your client appropriately. 

 

Table 17.3: Differences Between Trust Nomination Form  

And Revocable Nomination Form 
Trust Nomination Form  

(prescribed by the Insurance (Nomination of 

Beneficiaries) Regulations 2009 

Revocable Nomination Form 

(prescribed by the Insurance (Nomination of 

Beneficiaries) Regulations 2009 

Use a Trust Nomination Form to make a trust 

nomination over the policy. 

Use a Revocable Nomination Form to make a 

revocable nomination over the policy. 

The policy owner must complete the form in full with accurate information in the presence of 

two adult witnesses who must be at least 21 years old each. They must not be any of the 

nominees or the spouse of any of the nominees. 

The policy owner may nominate only policy 

owner’s spouse and / or children. 

The policy owner may nominate any legal 

entity, be it individual, association or 

corporation; or policy owner’s spouse and / 

or children. Nomination of an animal is an 

invalid nomination. 

The policy owner must name a trustee or 

trustees who are at least 18 years of age 

each. The trustee can be changed at any time, 

subject to the prevailing law. A nominee can 

also be a trustee. 

The policy owner can name himself as the 

trustee, but he cannot receive the policy 

proceeds, or give written consent for 

revocation of the nomination on behalf of the 

nominees. Only another trustee can do so. 

Trustee is not required. 

The policy owner must specify the percentage share of the policy proceeds that each nominee 

is to receive. The total of the percentages as specified for all nominees named must add up to 

100% of the policy proceeds. 
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12. PRIORITY OF NOMINATIONS 

 

12.1 There are various ways in which a policy owner may transfer the proceeds from 

his insurance policy to another person. These include assigning his policy 

proceeds, bequeathing them in a Will or using the prescribed nomination forms.  

 

12.2 The nomination framework will specify the priority of nominations vis-à-vis 

alternative methods of transfer. Nonetheless, owing to the varied circumstances 

faced by different policy owners, it is possible that conflicts may arise with 

respect to how the policy owner’s assets are to be disposed of.  

 

12.3 To illustrate, under the framework, revocable nomination forms will be deemed 

testamentary instruments 10 , meaning that they will be recognised as legal 

instruments with which to disburse the assets of the policy owner. As such, 

revocable nomination forms will have the same legal standing as Wills. Thus, 

potential conflict can arise in a situation, where the beneficiary named in a 

revocable nomination form and that named in a Will are different. However, 

such a case is unlikely to be prevalent. 

 

12.4 Trust nominations are not relevant in the above example, because policy 

proceeds from an irrevocably nominated policy will not form part of the assets 

governed by a Will. 

A. Conflicts Between Wills And Nominations 

 

12.5 Where conflicts do occur, the person named as the beneficiary of the relevant 

insurance policy in the latest, validly executed instrument (be it a nomination 

form, a Will or any other instrument) will be recognised as the rightful 

beneficiary. This is because the latest, validly executed instrument would be 

deemed to best reflect the policy owner’s most current wishes. This also 

reinforces the aforementioned need to keep track of changes to the nominations, 

as part of the due diligence process. Doing so would help to minimise 

uncertainty regarding the validity of the different instruments concerned, and 

would correspondingly reduce the possibility of legal conflict between 

beneficiaries named in different instruments.  

 

12.6 Where a policy owner wishes to use a Will to govern the disbursement of his 

insurance policy proceeds, explicit details of the policy in question must be spelt 

out in the Will. Examples of such details include the name of the insurer, the 

policy number, and the amount of policy proceeds to be disbursed to the 

respective beneficiaries. 

 

12.7 For instance, if a policy owner makes a validly executed nomination on his 

insurance policy and subsequently draws up a Will, the Will must contain 

explicit details of his insurance policy as mentioned above in order for the Will 

to override the nomination form. A Will which merely states that it 

encompasses “all” the deceased’s property may not be deemed to include the 

 
10 The nomination forms are designed and completed according to the rules on capacity, proper execution, 

attestation and revocation laid out in the Wills Act (Cap. 352). 
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insurance policy in question. As such, the Will may not be considered legally 

valid in respect of the insurance policy proceeds, and the latest validly executed 

instrument, i.e. the nomination form, may be recognised instead. 

 

12.8 If the policy owner has first made a Will, and then makes a nomination to his 

insurance policy, the Will would typically not contain details of the insurance 

policy. In this case, the nomination form, if validly executed, would be deemed 

to override the Will in respect of the insurance policy proceeds, since it is the 

latter of the two instruments. 

13. WILLS 

 

13.1 A Will is basically a legal document that is executed by an individual (called the 

“testator”), which sets out how his estate should be managed and the assets 

distributed when he should pass away. The Will takes effect only on the death of 

the testator. He is free to change the Will as and when he likes, and as many 

times as he wants, up until the point of death.  

A. Purpose Of A Will 

 

13.2 The purpose of a Will is to see that the distribution of the deceased’s property 

is done in accordance to his wishes. This may be effected by the deceased 

during his lifetime through a Will. 

 

13.3 If there is no valid Will, then the distribution of the deceased’s property shall be 

done in accordance with the provisions of the law, i.e. the Intestate Succession 

Act (Cap. 146) or the Administration of Muslim Law Act (Cap. 3). 

 

13.4 Any adult of sound mind can make his own Will. The Will should indicate who the 

executor of the estate is and who the guardian of the minor children should be in 

case neither parent survives. It is important that the Will must be witnessed by 

two persons who are present together, and signed at the same time as the 

testator. 

B. Who Can Make A Will? 

 

13.5 Any person who has attained the age of 21 years and with a sound mind can 

make a Will.  Notwithstanding this, any soldier (including a member of an air force) 

in actual military service, or any mariner or seaman being at sea may do so, even 

though he is under the age of 21 years. The right of Muslims to make a Will is 

governed by the Administration of Muslim Law Act (Cap. 3). 

C. Grant Of Probate 

 

13.6 The mere existence of a Will is insufficient for an executor to proceed with the 

administration of the deceased’s estate. A grant of probate must be obtained from 

the Court to enable the executor to administer the deceased’s estate, according to 

the directions as contained in his Will. 
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D. Who Is An Executor? 

 

13.7 An executor is the person nominated to administer the deceased’s estate 

according to the Will. If the executor is a female, she is called an executrix. The 

executor can be a beneficiary under the Will or some disinterested party, e.g. a 

solicitor, a banker or friends, etc.  

E. What Happens If A Person Passes Away Without A Will? 

 

13.8 If a person should die without a Will, the law will decide to whom the property 

of the deceased person should go to. For instance, should a person die without 

a Will, his fiancée will be left with nothing from the deceased person’s estate, 

since the fiancée does not have any legal right over the fiancé’s estate. 

 

13.9 The Intestate Succession Act (Cap.146) provides rules for the transfer of 

property. This Act spells out the rules for distributing the deceased's property 

to the spouse, children and relatives. The distribution rules under the Act are 

fixed. If the deceased had wanted to vary the proportion of distribution to 

certain relatives, or to leave his assets to charities or non-relatives, such wishes 

cannot be honoured, unless it has been specifically drawn up in the Will. 

 

13.10 Intestacy can delay the distribution of the estate to the beneficiary or 

beneficiaries. This delay can create great difficulty if the deceased's family 

members need the money for immediate needs. The trauma of losing a loved 

one can be made less painful if there is a Will detailing how the deceased's 

wishes are to be carried out. 

 

13.11 The Intestate Succession Act provides for the distribution of the estate of a 

person (other than a Muslim) dying without a Will as follows: 

  

Rules for distribution 

Rule Person passes away 

leaving behind 

Distribution 

Rule 1 Spouse only All to spouse 

Rule 2 Spouse and children Half to spouse and the other half to be divided 

equally among the children. If the children of the 

intestate has passed away, then the portion 

goes to the children’s descendants in equal 

proportions 

Rule 3 Children only All to be divided equally among the children. If 

the children of the intestate have passed away, 

then the portion goes to the children’s 

descendants in equal proportions 

Rule 4 Spouse and parents only Half to spouse and the other half to be divided 

equally between the parents 

Rule 5 Parents only All to parents equally 

Rule 6 Siblings and their 

children only 

All to be shared equally among siblings. If any 

sibling has already passed away, then the 
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Rules for distribution 

Rule Person passes away 

leaving behind 

Distribution 

portion goes to the sibling’s descendants in 

equal proportions 

Rule 7 

 

Grandparents only All to be shared equally between the 

grandparents 

Rule 8 Uncles and / or aunties 

only 

All to be shared equally among the uncles and 

aunties 

Rule 9 No spouse, children, 

parents, siblings, 

siblings’ children, 

grandparents, uncles or 

aunties 

All to the government 

14. TRUSTS 

 

14.1 In this section, we will discuss the topic of trusts – what they are, the different 

types of trusts and the benefits of trusts. 

A. What Is A Trust? 

 

14.2 A trust is in essence an agreement between a settlor, the person who settles 

property into the trust, and the trustee, the person to whom the property is 

transferred. The trust property would be held by trustees “in trust for” the 

beneficiaries. The beneficiaries of the trust are, therefore, the people who will 

receive the benefit of the income and / or capital of the trust fund.  

 

 

 

 

 

 

 

 

 

 

 

 

 

14.3 The agreement between the settlor and the trustee may be oral or written, but for 

ease of proof, the trust agreement should be a written document.  

 

14.4 A trust arrangement, therefore, allows a duality of ownership: the trustee is the 

legal owner of the property that has been transferred to him, and the law 

recognises that in addition to the legal owner, there are beneficial owner(s). The 

law holds that the interests of the beneficiaries are paramount. Therefore, in 

Settlor Trustee 

Beneficiaries 

Transfers Assets 

Agreement 

For the benefit of 

(Beneficial Owners) 
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exercising their powers, the trustees must take into account the interests of the 

beneficiaries. 

B. Types Of Trusts 

B1. Express Trust  

 

14.5 We are using the term “express trusts” in a wide sense to cover situations, 

where there is an express intention to create a trust over a life policy (which 

intention is not required for a statutory trust). In strict law, there would be three 

certainties which are required, namely, certainty of words, certainty of subject 

matter and certainty of objects. In simple English, the intention to create a trust 

should be clear, and the beneficiaries should be ascertainable.  

 

14.6 Where documents are used to create a trust, there is little problem.  Unlike 

creating trusts for tangible properties, such as landed properties, one would not 

usually use a “deed” (i.e. a document under seal) to create a trust over a life 

policy.  A less formal agreement or a letter, or even words would suffice. 

B2. Implied Or Resulting Trust 

 

14.7 A trust may be implied or may “result” in certain situations with regard to life 

policies. 

 

14.8 Firstly, owing to the death of the beneficiary, or for some other reason, such as 

the beneficiary being disqualified to receive the policy moneys, a trust may 

result for the benefit of the person who has originally constituted the trust, or 

of his estate.   

 

14.9 Secondly, there may be cases where the policy would provide for the policy 

moneys to be paid to some person other than the policy owner or his personal 

representatives, and the payee is regarded as a trustee who is not to benefit 

personally under the policy. In such a case, the payee will hold the policy 

moneys on trust for the policy owner or the estate of the policy owner.   

 

14.10 Thirdly, there may be cases where a creditor, such as a bank, takes out a policy 

on the life of the debtor, and the debtor has agreed to be liable to pay the 

premiums. The Court may well hold that the policy is deemed to be held in trust 

for the debtor, subject to a charge in the creditor’s favour for the moneys due 

to it. 

B3. Constructive Trusts 

 

14.11 This is an area of the law where we can find no decisions directly relating to life 

insurance companies.  However, the same principle that has been applied to 

banks may be applied i.e. in certain circumstances, a life company may be a 
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constructive trustee of the moneys in its hands that belong to a customer or his 

estate11. 

 

14.12 For example, a death claim on a life insurance policy may have been processed 

and the claim admitted.  A claim may then be made by the wife / children of the 

deceased and also by a brother of the deceased, for payment of some moneys 

without grant of probate or letters of administration being obtained.  Under the 

life insurance legislation of many countries, a specified sum can be paid by the 

life insurance company at its discretion to the “proper claimant”.  Both the wife 

and children, or the brother, would come under the definition. Even then, the 

insurer must exercise its discretion properly and bear in mind that the moneys 

paid are really moneys advanced to the estate. As the wife / children would be 

heirs of the deceased, and the brother would not (if the wife and children exist), 

the insurer should know that the moneys paid to the brother may not be 

regarded by him as an advance to the estate. Hence, if the brother uses the 

money up on his own, the insurer may well be liable to the estate as 

constructive trustee of the moneys. 

 

14.13 For more details on trusts, do refer to the Life Insurance Law text published by 

Singapore College of Insurance. 

C. Benefits Of Trusts 

 

C1. Distribution 

 

14.14 The trust deed provides for the distribution of the assets held by the trustees in 

accordance with the wishes of the settlor and at the time that he intends the 

beneficiaries to benefit. The trust is useful, particularly in the case of minor 

beneficiaries, as the trustees can safeguard the assets for the children till such 

time as the settlor wishes, or till they are of age. 

 

C2. Avoiding Probate 

 

14.15 Another main benefit of having a trust is that it allows the settlor to plan for the 

smooth transfer of assets to his next of kin, without going through costly probate 

procedures, especially if the settlor has assets in various countries registered in his 

name. This is because if assets, such as real estate and stocks and shares in 

foreign jurisdictions, are registered in the name of the settlor (whether sole or 

joint), such shares may be frozen if anything unforeseen happens to the settlor. 

Grant of probate will have to be applied for. Such grant may have to be resealed 

in the foreign jurisdiction, before the assets can be transferred to the next of kin 

or in any way dealt with by them. Not only is this a tedious, time-consuming and 

possibly expensive procedure, but the assets in those jurisdictions may be subject 

to estate duty of those jurisdictions.  

 

14.16 Because assets settled into the trust with a corporate trustee are no longer in the 

name of the individual settlor, but in the name of the corporate trustee, which is 

 
11  For banking law cases see Selangor Rubber Estates v Craddock [1968] 1 W.L.R 1555; and Karak Rubber Co Ltd v 

Burden [1972] 1 All ER, 1210. 
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an ongoing entity, such assets are not frozen and may be dealt with by the 

trustees readily. However, testamentary trusts would not give the testator this 

benefit.  

 

C3. Confidentiality 

 

14.17 Settling assets into a trust can also provide confidentiality and will not expose 

your estate to the public scrutiny that probate procedures will. 

 

C4. Succession 

 

14.18 A trust can also be a good vehicle to plan for the succession to business assets. It 

can segregate the control of business assets from the derivation of economic 

benefit, thereby allowing control to be left in the hands of some, whereas others 

enjoy the dividends.  

 

C5. Estate Duty 

 

14.19 Depending on how it is structured and the domicile of the settlor and beneficiaries, 

a trust or company structure may also help to minimise estate duty liability 

exposure in various jurisdictions.  

 

14.20 In Singapore, estate duty was abolished on 15 February 2008. 

 

C6. Asset Protection 

 

14.21 Depending on how a trust is structured, it could protect the assets of the trust 

from future creditors. At the very least, it can protect the assets from the 

creditors of spendthrift children and / or the claims of their spouses. 

D. Trust Versus Will 

 

14.22 Having a Will is better than not having a Will. At least with a Will, the person 

would have planned for the succession of his estate. The absence of a Will when 

he dies can be very troublesome. This is because the distribution of his assets 

may then depend on the laws of the country where he has assets. 

 

14.23 However, a Will does not avoid the problems of probate. Probate is a legal process 

that allows the next of kin of the deceased to inherit the assets of the deceased.  

 

14.24 When a person dies, his assets are frozen, and the next of kin cannot deal with 

those assets, unless the Court gives a grant of probate. Before the Court can do 

so, the next of kin has to file in Court a lot of papers, including details of the 

deceased’s assets. Only when the Court is satisfied that the papers are in order 

and estate duty (if any) has been paid will the Court award the grant. If the 

deceased has assets in many jurisdictions, then this process may have to be 

repeated in all those jurisdictions. Details of his assets will be open to public 

scrutiny. 
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14.25 One of the main benefits of having a trust is that it allows the settlor to plan for 

the smooth transfer of assets to the next of kin, without having to go through the 

time-consuming and possibly expensive probate procedures, especially if the 

settlor has assets in various countries registered in his name. 
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Table 1  Future Value Interest Factors For One Dollar 
 

FVSS Factor = (1 + i)n where i = rate and n = periods 

i = 0.5% 1% 1.5% 2% 2.5% 3% 3.5% 4% 4.5% 5% 

n=1 1.0050 1.0100 1.0150 1.0200 1.0250 1.0300 1.0350 1.0400 1.0450 1.0500 

2 1.0100 1.0201 1.0302 1.0404 1.0506 1.0609 1.0712 1.0816 1.0920 1.1025 

3 1.0151 1.0303 1.0457 1.0612 1.0769 1.0927 1.1087 1.1249 1.1412 1.1576 

4 1.0202 1.0406 1.0614 1.0824 1.1038 1.1255 1.1475 1.1699 1.1925 1.2155 

5 1.0253 1.0510 1.0773 1.1041 1.1314 1.1593 1.1877 1.2167 1.2462 1.2763 

            

6 1.0304 1.0615 1.0934 1.1262 1.1597 1.1941 1.2293 1.2653 1.3023 1.3401 

7 1.0355 1.0721 1.1098 1.1487 1.1887 1.2299 1.2723 1.3159 1.3609 1.4071 

8 1.0407 1.0829 1.1265 1.1717 1.2184 1.2668 1.3168 1.3686 1.4221 1.4775 

9 1.0459 1.0937 1.1434 1.1951 1.2489 1.3048 1.3629 1.4233 1.4861 1.5513 

10 1.0511 1.1046 1.1605 1.2190 1.2801 1.3439 1.4106 1.4802 1.5530 1.6289 

            

11 1.0564 1.1157 1.1779 1.2434 1.3121 1.3842 1.4600 1.5395 1.6229 1.7103 

12 1.0617 1.1268 1.1956 1.2682 1.3449 1.4258 1.5111 1.6010 1.6959 1.7959 

13 1.0670 1.1381 1.2136 1.2936 1.3785 1.4685 1.5640 1.6651 1.7722 1.8856 

14 1.0723 1.1495 1.2318 1.3195 1.4130 1.5126 1.6187 1.7317 1.8519 1.9799 

15 1.0777 1.1610 1.2502 1.3459 1.4483 1.5580 1.6753 1.8009 1.9353 2.0789 

            

16 1.0831 1.1726 1.2690 1.3728 1.4845 1.6047 1.7340 1.8730 2.0224 2.1829 

17 1.0885 1.1843 1.2880 1.4002 1.5216 1.6528 1.7947 1.9479 2.1134 2.2920 

18 1.0939 1.1961 1.3073 1.4282 1.5597 1.7024 1.8575 2.0258 2.2085 2.4066 

19 1.0994 1.2081 1.3270 1.4568 1.5987 1.7535 1.9225 2.1068 2.3079 2.5270 

20 1.1049 1.2202 1.3469 1.4859 1.6386 1.8061 1.9898 2.1911 2.4117 2.6533 

            

21 1.1104 1.2324 1.3671 1.5157 1.6796 1.8603 2.0594 2.2788 2.5202 2.7860 

22 1.1160 1.2447 1.3876 1.5460 1.7216 1.9161 2.1315 2.3699 2.6337 2.9253 

23 1.1216 1.2572 1.4084 1.5769 1.7646 1.9736 2.2061 2.4647 2.7522 3.0715 

24 1.1272 1.2697 1.4295 1.6084 1.8087 2.0328 2.2833 2.5633 2.8760 3.2251 

25 1.1328 1.2824 1.4509 1.6406 1.8539 2.0938 2.3632 2.6658 3.0054 3.3864 

            

26 1.1385 1.2953 1.4727 1.6734 1.9003 2.1566 2.4460 2.7725 3.1407 3.5557 

27 1.1442 1.3082 1.4948 1.7069 1.9478 2.2213 2.5316 2.8834 3.2820 3.7335 

28 1.1499 1.3213 1.5172 1.7410 1.9965 2.2879 2.6202 2.9987 3.4297 3.9201 

29 1.1556 1.3345 1.5400 1.7758 2.0464 2.3566 2.7119 3.1187 3.5840 4.1161 

30 1.1614 1.3478 1.5631 1.8114 2.0976 2.4273 2.8068 3.2434 3.7453 4.3219 

            

35 1.1907 1.4166 1.6839 1.9999 2.3732 2.8139 3.3336 3.9461 4.6673 5.5160 

40 1.2208 1.4889 1.8140 2.2080 2.6851 3.2620 3.9593 4.8010 5.8164 7.0400 

45 1.2516 1.5648 1.9542 2.4379 3.0379 3.7816 4.7024 5.8412 7.2482 8.9850 

50 1.2832 1.6446 2.1052 2.6916 3.4371 4.3839 5.5849 7.1067 9.0326 11.4674 
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FVSS Factor = (1 + i)n where i = rate and n = periods 

i = 5.5% 6% 6.5% 7% 7.5% 8% 8.5% 9% 9.5% 10% 

n=1 1.0550 1.0600 1.0650 1.0700 1.0750 1.0800 1.0850 1.0900 1.0950 1.1000 

2 1.1130 1.1236 1.1342 1.1449 1.1556 1.1664 1.1772 1.1881 1.1990 1.2100 

3 1.1742 1.1910 1.2079 1.2250 1.2423 1.2597 1.2773 1.2950 1.3129 1.3310 

4 1.2388 1.2625 1.2865 1.3108 1.3355 1.3605 1.3859 1.4116 1.4377 1.4641 

5 1.3070 1.3382 1.3701 1.4026 1.4356 1.4693 1.5037 1.5386 1.5742 1.6105 

            

6 1.3788 1.4185 1.4591 1.5007 1.5433 1.5869 1.6315 1.6771 1.7238 1.7716 

7 1.4547 1.5036 1.5540 1.6058 1.6590 1.7138 1.7701 1.8280 1.8876 1.9487 

8 1.5347 1.5938 1.6550 1.7182 1.7835 1.8509 1.9206 1.9926 2.0669 2.1436 

9 1.6191 1.6895 1.7626 1.8385 1.9172 1.9990 2.0839 2.1719 2.2632 2.3579 

10 1.7081 1.7908 1.8771 1.9672 2.0610 2.1589 2.2610 2.3674 2.4782 2.5937 

            

11 1.8021 1.8983 1.9992 2.1049 2.2156 2.3316 2.4532 2.5804 2.7137 2.8531 

12 1.9012 2.0122 2.1291 2.2522 2.3818 2.5182 2.6617 2.8127 2.9715 3.1384 

13 2.0058 2.1329 2.2675 2.4098 2.5604 2.7196 2.8879 3.0658 3.2537 3.4523 

14 2.1161 2.2609 2.4149 2.5785 2.7524 2.9372 3.1334 3.3417 3.5629 3.7975 

15 2.2325 2.3966 2.5718 2.7590 2.9589 3.1722 3.3997 3.6425 3.9013 4.1772 

            

16 2.3553 2.5404 2.7390 2.9522 3.1808 3.4259 3.6887 3.9703 4.2719 4.5950 

17 2.4848 2.6928 2.9170 3.1588 3.4194 3.7000 4.0023 4.3276 4.6778 5.0545 

18 2.6215 2.8543 3.1067 3.3799 3.6758 3.9960 4.3425 4.7171 5.1222 5.5599 

19 2.7656 3.0256 3.3086 3.6165 3.9515 4.3157 4.7116 5.1417 5.6088 6.1159 

20 2.9178 3.2071 3.5236 3.8697 4.2479 4.6610 5.1120 5.6044 6.1416 6.7275 

            

21 3.0782 3.3996 3.7527 4.1406 4.5664 5.0338 5.5466 6.1088 6.7251 7.4002 

22 3.2475 3.6035 3.9966 4.4304 4.9089 5.4365 6.0180 6.6586 7.3639 8.1403 

23 3.4262 3.8197 4.2564 4.7405 5.2771 5.8715 6.5296 7.2579 8.0635 8.9543 

24 3.6146 4.0489 4.5331 5.0724 5.6729 6.3412 7.0846 7.9111 8.8296 9.8497 

25 3.8134 4.2919 4.8277 5.4274 6.0983 6.8485 7.6868 8.6231 9.6684 10.8347 

            

26 4.0231 4.5494 5.1415 5.8074 6.5557 7.3964 8.3401 9.3992 10.5869 11.9182 

27 4.2444 4.8223 5.4757 6.2139 7.0474 7.9881 9.0490 10.2451 11.5926 13.1100 

28 4.4778 5.1117 5.8316 6.6488 7.5759 8.6271 9.8182 11.1671 12.6939 14.4210 

29 4.7241 5.4184 6.2107 7.1143 8.1441 9.3173 10.6528 12.1722 13.8998 15.8631 

30 4.9840 5.7435 6.6144 7.6123 8.7550 10.0627 11.5583 13.2677 15.2203 17.4494 

            

35 6.5138 7.6861 9.0623 10.6766 12.5689 14.7853 17.3796 20.4140 23.9604 28.1024 

40 8.5133 10.2857 12.4161 14.9745 18.0442 21.7245 26.1330 31.4094 37.7194 45.2593 

45 11.1266 13.7646 17.0111 21.0025 25.9048 31.9204 39.2951 48.3273 59.3793 72.8905 

50 14.5420 18.4202 23.3067 29.4570 37.1897 46.9016 59.0863 74.3575 93.4773 117.391 
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FVSS Factor = (1 + i)n where i = rate and n = periods 

i = 10.5% 11% 11.5% 12% 12.5% 13% 13.5% 14% 14.5% 15% 

n=1 1.1050 1.1100 1.1150 1.1200 1.1250 1.1300 1.1350 1.1400 1.1450 1.1500 

2 1.2210 1.2321 1.2432 1.2544 1.2656 1.2769 1.2882 1.2996 1.3110 1.3225 

3 1.3492 1.3676 1.3862 1.4049 1.4238 1.4429 1.4621 1.4815 1.5011 1.5209 

4 1.4909 1.5181 1.5456 1.5735 1.6018 1.6305 1.6595 1.6890 1.7188 1.7490 

5 1.6474 1.6851 1.7234 1.7623 1.8020 1.8424 1.8836 1.9254 1.9680 2.0114 

            

6 1.8204 1.8704 1.9215 1.9738 2.0273 2.0820 2.1378 2.1950 2.2534 2.3131 

7 2.0116 2.0762 2.1425 2.2107 2.2807 2.3526 2.4264 2.5023 2.5801 2.6600 

8 2.2228 2.3045 2.3889 2.4760 2.5658 2.6584 2.7540 2.8526 2.9542 3.0590 

9 2.4562 2.5580 2.6636 2.7731 2.8865 3.0040 3.1258 3.2519 3.3826 3.5179 

10 2.7141 2.8394 2.9699 3.1058 3.2473 3.3946 3.5478 3.7072 3.8731 4.0456 

            

11 2.9991 3.1518 3.3115 3.4785 3.6532 3.8359 4.0267 4.2262 4.4347 4.6524 

12 3.3140 3.4985 3.6923 3.8960 4.1099 4.3345 4.5704 4.8179 5.0777 5.3503 

13 3.6619 3.8833 4.1169 4.3635 4.6236 4.8980 5.1874 5.4924 5.8140 6.1528 

14 4.0464 4.3104 4.5904 4.8871 5.2016 5.5348 5.8877 6.2613 6.6570 7.0757 

15 4.4713 4.7846 5.1183 5.4736 5.8518 6.2543 6.6825 7.1379 7.6222 8.1371 

            

16 4.9408 5.3109 5.7069 6.1304 6.5833 7.0673 7.5846 8.1372 8.7275 9.3576 

17 5.4596 5.8951 6.3632 6.8660 7.4062 7.9861 8.6085 9.2765 9.9929 10.7613 

18 6.0328 6.5436 7.0949 7.6900 8.3319 9.0243 9.7707 10.5752 11.4419 12.3755 

19 6.6663 7.2633 7.9108 8.6128 9.3734 10.1974 11.0897 12.0557 13.1010 14.2318 

20 7.3662 8.0623 8.8206 9.6463 10.5451 11.5231 12.5869 13.7435 15.0006 16.3665 

            

21 8.1397 8.9492 9.8350 10.8038 11.8632 13.0211 14.2861 15.6676 17.1757 18.8215 

22 8.9944 9.9336 10.9660 12.1003 13.3461 14.7138 16.2147 17.8610 19.6662 21.6447 

23 9.9388 11.0263 12.2271 13.5523 15.0144 16.6266 18.4037 20.3616 22.5178 24.8915 

24 10.9823 12.2392 13.6332 15.1786 16.8912 18.7881 20.8882 23.2122 25.7829 28.6252 

25 12.1355 13.5855 15.2010 17.0001 19.0026 21.2305 23.7081 26.4619 29.5214 32.9190 

            

26 13.4097 15.0799 16.9491 19.0401 21.3779 23.9905 26.9087 30.1666 33.8020 37.8568 

27 14.8177 16.7386 18.8982 21.3249 24.0502 27.1093 30.5414 34.3899 38.7033 43.5353 

28 16.3736 18.5799 21.0715 23.8839 27.0564 30.6335 34.6644 39.2045 44.3153 50.0656 

29 18.0928 20.6237 23.4948 26.7499 30.4385 34.6158 39.3441 44.6931 50.7410 57.5755 

30 19.9926 22.8923 26.1967 29.9599 34.2433 39.1159 44.6556 50.9502 58.0985 66.2118 

            

35 32.9367 38.5749 45.1461 52.7996 61.7075 72.0685 84.1115 98.1002 114.338 133.176 

40 54.2614 65.0009 77.8027 93.0510 111.199 132.782 158.429 188.884 225.019 267.864 

45 89.3928 109.530 134.082 163.988 200.384 244.641 298.410 363.679 442.840 538.769 

50 147.270 184.565 231.070 289.002 361.099 450.736 562.073 700.233 871.514 1083.66 
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ACCESS TO ONLINE E-MOCK EXAMINATION 

(1) Login at the following website: 

 https://www.scicollege.org.sg/Account/Login  

(2) Access Dashboard, search and locate the “eBook and eMock” icon. 

(3) Click on the relevant links corresponding to the registered modules. 

 

https://www.scicollege.org.sg/Account/Login


Module 9: Life Insurance And Investment–Linked Policies 

Version Control Record 

*  The relevant amendments will be applicable to examinations conducted after the stated 

effective date. 
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Version Date of Issue Effective 

Date* 

Chapter Section Changes Made 

1.0 1 Feb 2020 1 Jun 2020 N.A. N.A. First release. 
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