
How Keyman 
Insurance can help 
reduce business risk?



If something were to happen to them, it might have an immense impact on 
the business. This is where keyman insurance comes into play. It is a policy 
that is similar to term insurance, but for businesses. It helps the company 
emerge from the loss of one of its key functionaries.

A 'keyman insurance' is essentially a cover, the payout from which helps a 
business recover from the loss of a valuable asset such as its founder, owner, 
partner, CEO, CTO, or employee the company considers an integral part of its 
functioning.

In general, it can be described as an insurance policy taken out by a business 
to compensate that business for financial losses that would arise from the 
death or extended incapacity of an essential member of the company.

Many of India's businesses are privately owned or family-run, which 
means that there are single/multiple company members who control 
the business functioning.

These individuals are the face of the company, to the general public, and the 
investors as well. They are the ones who hold sway over most of the critical 
decisions taken in the company, and also define its future trajectory. Some 
of these individuals hold crucial roles with the technical expertise or operations 
of the company.



What is Keyman insurance used for?

Keyman insurance supports a business recover from the loss of its valuable 

assets, i.e., the persons who run it or who runs/owns it. Individual talents are 

becoming crucial to many company's success, and employees are also becoming 

an essential factor in investors' valuation of the entities. Every business has at 

least a few valuable employees who may add immense value to the company. 

They contribute significantly to the company's running and growth, which gives 

reason to insure against their untimely demise. Since any unfortunate event to 

the Keyman can affect the company's growth and cause financial loss, it is 

important to insure them with Keyman insurance. 

Businesses wish to insure 
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Keyman insurance can be defined as an insurance policy where the proposer 
and the premium payer are the employers. The life to be insured is that of the 
same employer's key employee (Keyman) and the benefits case of a claim, goes 
to the employer. The `Keyman' here can be any employee, having a specialized 
skill set or substantial responsibilities, which contributes significantly to that 
organization's profits. It is not a particular plan of insurance but just a smart 
application of life insurance to fulfill a specific need.

The objective of Keyman insurance is to guard the life of a Keyman for a financial 
value so that in case of the untimely death of such Keyman, the loss to the firm 
is regained with financial help (insured amount) received from the insurance 
company. As the name suggests, the 'key person' is the key to the business' 
success; without him or her, the company would go through the trouble.

Keyman includes a key-woman also, and there can be more than one Keyman 
in a company. Keyman insurance can also be used to cover the partners in a 
partnership firm.

Anyone with specialized skills, whose loss can cause a financial strain to the 
company, is eligible for Keyman Insurance. For example, they could be:

1. Directors of a Company
2. Key Sales People
3. Key Project Managers
4. People with Specific Skills

If you are a business owner who has 
some immensely valuable employees, 
it is prudent to explore keyman insurance 
as a risk mitigation plan

Definition of Keyman Insurance



The policy helps businesses face the financial loss incurred in case their key 
employees die prematurely.

1. It is a safeguard against business risk in the event of the unfortunate demise 
of the key person.

2. The premium given will be treated as business costs, and the company would 
save 30% plus tax on every rupee of premium spent on such a policy as per 
current tax law.

3. If the business has availed loans on the key employee's guarantee, the 
employee's death will result in substantial liability in the hands of the business. 
The policy proceeds of a Keyman insurance policy can help the business meet 
such obligations and avoid a financial crisis.

4. The confidence of the key employee is boosted. He/she feels needed. The 
sense of belonging helps in the retention of a key employee.

5. It protects the company's valuation. For example, if the company is being 
put up for sale, prospective buyers are likely to put more significant value to 
the company if they know that it has a financial back-up (insurance) to meet 
the cost of replacing its key person.

Advantages of Keyman insurance to the company



What if Keyman resigns the company to join another?

The first employer, who has purchased the Keyman policy, can choose any one 
of the following options.

1. The first company (employer) can stop giving the premiums and allow the 
policy to end. 

2. It may continue giving the premiums and receive the proceeds on a claim 
arising.
 
3. The policy could be given to the Keyman's new employer on mutually agreed 
terms by both the companies.
 
4. It can be allowed in favor of the life assured / Keyman

FAQ regarding Keyman Insurance 



The maximum sum assured for Keyman insurance:

¦ Ten times the Keyman's yearly premium package.

¦ Three times the average gross profit of the company for the preceding 
three years.

¦ Five times the average net profit for the preceding three years.

Keyman insurance usually is not issued if a company's profit or turnover is 

declining unless there are exceptional circumstances. Factors like age limit 

and coverage term differ from one insurance company to another. Loss-

making companies cannot buy Keyman insurance.



As per the change in rules by the IRDAI, now only term insurance is allowed to 

be bought as Keyman insurance. The term of the policy usually corresponds 

with the retirement age or the key employee's contract period. Loans against 

policy and riders are not permitted. In this policy, the nomination can be done 

only in favour of the company.

Kindly discuss with your Financial Advisor. 

Keyman insurance is essential, particularly for family businesses that are highly 

dependent upon a few individuals. It helps ensure that the company can absorb 

the financial strain of early death and continue sustainably. The low cost and ease 

of securing a keyman insurance policy make this critical business decision simple.

Taxation aspects of Keyman insurance:

Type of policies allowed to be purchased as 
Keyman insurance
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