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S Y N O P S I S

Unit Overview

This unit introduces the fundamental concepts of insurance law. Insurance is a contract of risk 
transfer that provides financial security against future uncertainties. The unit covers the historical 
evolution of insurance, its classification into life, general and re-insurance, the special nature of the 
insurance contract, and the primary Indian statutes that regulate the sector — the Insurance Act, 
1938 and the IRDA Act, 1999.

Key focus areas:
• Nature and definition of insurance
• Historical development in India and globally
• Classification of insurance contracts
• Distinctive features of the insurance contract
• Overview of Insurance Act, 1938 and IRDAI’s role and functions
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L E A R N I N G  O B J E C T I V E S

What You Will Learn

01 Define Insurance

Articulate the legal meaning and 
essential elements of an insurance 
contract

02 Trace History

Understand the evolution of 
insurance from ancient practices to 
modern Indian law

03 Classify Contracts

Distinguish life, general and re-
insurance contracts and their 
characteristics

04 Nature of Contract

Identify the special features that 
make insurance contracts unique

05 Insurance Act 1938

Explain the key regulatory 
provisions of the parent statute

06 IRDAI Role

Describe the composition, powers 
and functions of the Insurance 
Regulatory Authority
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M E A N I N G  &  D E F I N I T I O N

What is Insurance?

Insurance is a contract whereby one party (the insurer) undertakes, in return for a premium, 
to pay a sum of money or its equivalent to the other party (the insured) on the happening of 
a specified event which is uncertain.

Risk Transfer

Spreading the risk of loss from the individual to a 
pool of insured persons.

Financial Security

Provides indemnity or fixed benefit against 
specified future contingencies.

Contractual Basis

Governed by general principles of contract law with 
special insurance doctrines.

Regulatory Oversight

Subject to strict statutory control to protect 
policyholders and ensure solvency.



Unit I • Introduction to Insurance Law 5

N AT U R E

Essential Nature of Insurance
1 Aleatory Contract

Performance depends on an uncertain event; one party may receive 
more than the other.

2 Contract of Indemnity
General insurance aims to restore the insured to the pre-loss position 
(life insurance is an exception).

3 Uberrimae Fidei
Contract of utmost good faith; both parties must disclose all material 
facts.

4 Insurable Interest
The insured must have a legal or equitable interest in the subject 
matter.

5 Conditional Contract Liability of insurer arises only on the happening of the insured event.

6 Personal Contract
Generally non-transferable without consent of the insurer (except life 
policies).
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H I S T O RY

Historical Evolution of Insurance

1 Ancient

Babylonian bottomry contracts • Chinese merchants 
sharing cargo risk • Indian maritime practices 
mentioned in ancient texts

2 Medieval

Italian city-states developed marine insurance • Guilds 
and mutual aid societies in Europe • Lombard 
merchants formalised early policies

3 Modern

Lloyd’s of London (17th century) • Life insurance tables 
by Edmund Halley • Industrial Revolution expanded fire 
and accident cover

4 Contemporary

Global regulatory standards • Reinsurance markets • 
Technology-driven products (cyber, parametric, micro-
insurance)



Unit I • Introduction to Insurance Law 7

H I S T O RY  I N  I N D I A

Development of Insurance in India

1818
Oriental Life Insurance Company

First life insurance company established in 
India (Calcutta).

1870
Bombay Mutual Life

First Indian-owned life insurance company.

1912
Indian Life Assurance Companies Act

First statutory regulation of life insurance 
business.

1938
Insurance Act

Comprehensive legislation consolidating 
control over life and general insurance.

1956
LIC Act

Nationalisation of life insurance; Life 
Insurance Corporation of India created.

1972
GIC Nationalisation

General insurance business nationalised 
under GIBNA 1972.

1999
IRDA Act

Liberalisation and creation of independent 
regulator IRDAI.

Present
Open Market

Private players, foreign investment, digital 
distribution and product innovation.
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C L A S S I F I C AT I O N

Types of Insurance Contracts

Life Insurance

Contract to pay a fixed sum on death or survival to a specified age. Not a contract of indemnity. Includes 
term, endowment, whole life, ULIPs.

General Insurance

Covers property, liability, health, motor, marine, fire, etc. Principle of indemnity applies. Risk is short-term 
and renewable.

Re-insurance

Insurance of insurance. Primary insurer transfers part of the risk to another insurer (reinsurer) to stabilise 
underwriting results.
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N AT U R E  O F  C O N T R A C T

Special Features of Insurance Contract

Uberrimae Fidei

Utmost good faith – higher duty of disclosure than 
ordinary contracts.

Insurable Interest

Must exist at the time of contract (life) or at the time 
of loss (property).

Indemnity

Restores the insured to the financial position 
before the loss (general insurance).

Subrogation

Insurer steps into the shoes of the insured after 
payment of claim.

Contribution

When multiple policies cover the same risk, 
insurers share the loss proportionately.

Causa Proxima

The proximate (nearest) cause of the loss 
determines liability.
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I N S U R A N C E  A C T,  1 9 3 8

Overview of the Parent Statute

The Insurance Act, 1938 is the principal legislation governing the insurance business in India. It 
regulates registration, solvency, investment, accounts, and the conduct of insurers and 
intermediaries.

Registration
No person can carry on insurance business without a certificate of registration 
from IRDAI (s.3).

Capital Requirements Prescribes minimum paid-up equity capital for life and general insurers.

Solvency Margin Insurers must maintain prescribed solvency margins to protect policyholders.

Investments Strict rules on investment of funds to ensure safety and liquidity.

Accounts & Audit Detailed requirements for books of account, returns and actuarial valuations.

Policyholder Protection Provisions on nomination, assignment, surrender value and claims settlement.
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I R D A A C T,  1 9 9 9

Insurance Regulatory and Development Authority

The IRDA Act, 1999 established an independent statutory regulator to protect policyholders, 
promote orderly growth of the insurance industry, and regulate insurance and re-insurance 
business in India.

Composition
Chairperson + not more than five whole-time and four part-time members 
appointed by the Central Government.

Key Functions
Issue/renew/cancel registration • Protect policyholders • Specify qualifications of 
intermediaries • Regulate rates, terms and conditions • Regulate investments 
and solvency • Adjudicate disputes between insurers and intermediaries.

Policyholder Focus
Matters relating to assignment, nomination, insurable interest, claim settlement, 
surrender value and policy terms.

Rural & Social Sector
Power to specify percentage of business that insurers must undertake in rural 
and social sectors.
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I R D A I  F U N C T I O N S

Detailed Powers under Section 14
(a) Registration of insurers and renewal, modification, suspension or cancellation

(b) Protection of policyholders’ interests (assignment, nomination, claims, surrender)

(c) Specify qualifications, code of conduct and training for agents and intermediaries

(d) Specify code of conduct for surveyors and loss assessors

(e) Promote efficiency in the conduct of insurance business

(f) Promote and regulate professional organisations connected with insurance

(g) Levy fees and other charges

(h) Call for information, inspect, enquire and investigate insurers and intermediaries

(i) Control and regulate rates, advantages, terms and conditions of general insurance

(j) Regulate investment of funds and maintenance of solvency margin
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S A L I E N T  F E AT U R E S

Key Features of the Indian Insurance Framework

01
Strict Entry Barriers

High capital requirements and fit-and-proper 
criteria for promoters and directors.

02
Policyholder Centric

IRDAI’s primary mandate is protection of the 
interests of policyholders.

03
Solvency Focus

Continuous monitoring of solvency margins to 
ensure claims-paying ability.

04
Product Regulation

File-and-use / use-and-file systems for 
product approval and pricing oversight.

05
Rural Obligation

Mandatory rural and social sector obligations 
for all insurers.

06
Consumer Redressal

Insurance Ombudsman and Consumer 
Forums provide accessible dispute resolution.
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E S S E N T I A L S

Core Concepts to Master
Definition

Contract of risk transfer for a premium against a specified uncertain 
event.

Classification
Life (fixed benefit) vs General (indemnity) vs Re-insurance (risk 
sharing).

Special Nature
Utmost good faith, insurable interest, indemnity, subrogation, 
contribution, causa proxima.

Insurance Act 1938
Parent statute governing registration, capital, investments, accounts 
and conduct.

IRDAI
Independent regulator established by the 1999 Act with wide powers 
under s.14.

Policyholder Protection Central theme of both the 1938 Act and the IRDAI’s functioning.
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L A N D M A R K  C A S E S

Important Judicial Pronouncements
General Assurance Society v. Chandumull Jain (1966)
Supreme Court explained the nature of insurance as a contract of indemnity and the duty of utmost good 
faith.

United India Insurance Co. v. Harchand Rai (2004)

Interpretation of policy terms; ambiguity to be resolved in favour of the insured (contra proferentem).

Economic Transport Organisation v. Charan Spinning (2010)

Clarified the doctrine of subrogation and the forms it can take under Indian law.

LIC of India v. Consumer Education & Research Centre

Public interest and transparency in the functioning of life insurance business.
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D E E P  D I V E

Why Insurance is a Special Contract

Ordinary commercial contracts are based on the principle of caveat emptor (buyer beware). 
Insurance contracts reverse this approach because of the information asymmetry between the 
proposer and the insurer.

The proposer knows the risk far better than the insurer. Therefore the law imposes a duty of 
utmost good faith (uberrimae fidei) on both parties, but especially on the proposer to disclose all 
material facts.

This special character also explains the requirements of insurable interest (to prevent wagering), 
the principle of indemnity (to prevent profit from loss), and the doctrines of subrogation and 
contribution (to prevent unjust enrichment).

Understanding this distinctive nature is essential for interpreting every insurance policy and every 
dispute that arises under it.
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K E Y  H I G H L I G H T S

Sections & Main Points
Definition Contract of risk transfer for premium against an uncertain event

Nature Aleatory, uberrimae fidei, indemnity (mostly), insurable interest required

History India 1818 first company → 1938 Act → 1956 LIC → 1972 GIC → 1999 IRDAI

Classification Life (fixed) • General (indemnity) • Re-insurance (risk transfer)

Insurance Act 1938 Registration, capital, solvency, investments, accounts, policyholder rights

IRDA Act 1999 Independent regulator; s.14 lists extensive powers and functions

Policyholder Focus Central theme of the entire regulatory architecture

Special Doctrines Good faith, interest, indemnity, subrogation, contribution, causa proxima
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R E G U L AT O RY  A R C H I T E C T U R E

How the System Fits Together
Insurance Act, 1938

Parent statute – substantive provisions on business, capital, 
investments, accounts and conduct.

IRDA Act, 1999
Creates the regulator and gives it extensive powers to administer and 
develop the sector.

IRDAI Regulations
Detailed subordinate legislation on registration, products, 
intermediaries, investments, solvency, etc.

Other Statutes
LIC Act 1956, GIBNA 1972, Marine Insurance Act 1963, Motor Vehicles 
Act 1988, Public Liability Act 1991.

Judicial Oversight
Supreme Court and High Courts interpret the statutes and protect 
constitutional rights of policyholders.

Redressal Fora
Insurance Ombudsman, Consumer Commissions, Civil Courts and 
Claims Tribunals.
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S U M M A RY  P O I N T S

Must-Remember Points

• Insurance is a contract of risk transfer based on utmost good faith and insurable interest.
• Life insurance is a fixed-benefit contract; general insurance is generally a contract of indemnity.
• The Insurance Act, 1938 remains the foundational statute governing the business.
• IRDAI, created by the 1999 Act, is the independent regulator with wide powers under section 14.
• Policyholder protection is the central objective of the entire regulatory framework.
• Special doctrines (good faith, indemnity, subrogation, contribution, causa proxima) distinguish 
insurance contracts from ordinary commercial contracts.
• Historical evolution in India moved from private enterprise → nationalisation → liberalisation 
under IRDAI.
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S U M M A RY

Key Takeaways

1. Insurance provides financial security by transferring risk for a premium.
2. The contract is governed by special principles beyond ordinary contract law.
3. Indian insurance law is primarily contained in the Insurance Act, 1938 and administered 
by IRDAI.
4. Classification into life, general and re-insurance determines applicable principles and 
regulation.
5. Understanding the historical and regulatory context is essential for interpreting modern 
insurance disputes.

Next Unit: Principles of Insurance Law – Good Faith, Insurable Interest, Indemnity, 
Contribution, Subrogation and related doctrines.
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