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Guidelines for taxation of the consideration received from a life insurance 
policy      

Background 

As per Finance Act 2023, maturity proceeds from a life insurance policy (LIP) (other than a Unit Linked Insurance 

Policy (ULIP)) issued on or after 1 April 2023 would be subjected to tax1, if the aggregate annual premium paid (on 

all policies except ULIP) exceeds INR 500,000 in any of the financial years (FY or tax year) during the term of any 

of those life insurance policies. However, such maturity proceeds would be exempt if the same is received on the 

death of the insured person or for a term life insurance policy.  

Maturity proceeds from a LIP (other than a ULIP) issued before 1 April 2023 would continue to be exempt1. 

Accordingly, such LIPs issued on or after 1 April 2023 have been referred to as eligible LIPs.  

In this regard, the Central Board of Direct Taxes (CBDT), vide Notification2 dated 16 August 2023, has inserted a 

new Rule3, wherein the method of computation had been specified. Also, CBDT, vide Circular4 dated 16 August 

2023 has issued guidelines for such computation of exemption/ taxable values. A harmonious reading of Notification 

and circular inter-alia highlight the following: 

• Where the taxpayer receives consideration under one or more of eligible LIPs and the aggregate amount of

premium payable on such eligible LIP/ LIPs along with old eligible LIPs5 does not exceed INR 500,000 for any

of the tax years during the term of such eligible LIP/ LIPs, then such consideration shall be eligible for

exemption6.

• Where the taxpayer receives consideration under one or more of eligible LIPs and the amount of premium

payable on such eligible LIPs exceeds INR 500,000 for any of the tax years during the term of such eligible LIP/

LIPs along with old eligible LIPs, then consideration under only eligible LIPs (where the aggregate premium

paid is less than INR 500,000) shall be eligible for exemption and the balance would be subjected to tax.

Method and guidelines to compute the taxable income 

1. In case a taxpayer receives any amount for the first time under an eligible LIP, at any time during a particular

FY, then the income chargeable to tax from receipt of such amount shall be calculated as below:

Income chargeable to tax = A-B

A refers to the amount received under the life insurance policy during the first FY; and

B refers to the aggregate of the premium paid during the term of the LIP till the date of receipt of the amount

(as referred to in A above) that has not been claimed as a deduction under any other provision of the Act.

1 Section 10(10D) of the Act 
2 No. 61/ 2023/ F.No 370142/28/2023-TPL 
3 Rule 11UACA under Income-tax Rules, 1962, for computation of income chargeable to tax under clause (xiii) of sub-section (2) of section 56 of the Act 
4 Circular No. 15 of 2023 
5 Where the taxpayer receives consideration under one/ more of eligible LIPs during any FY preceding the current FY and in case it has been claimed as exempt 
then such policies are referred to as old eligible LIPs
6 Section 10(10D) of the Act

27 July 2020  7 October 2022  

21 August 2023 

Tax Flash News 



 

© 2023 KPMG Assurance and Consulting Services LLP, an Indian Limited Liability Partnership and a member firm of the KPMG global organization of independent member firms affiliated 

with KPMG International Limited, a private English company limited by guarantee. All rights reserved. 

 

2. In case a taxpayer receives any amount under a LIP during a FY, after the receipt of the amount as mentioned 

in point 1 above, then the income chargeable to tax from receipt of such amount shall be calculated as below: 

 

Income chargeable to tax = C-D 

C refers to the amount received under a LIP during the FY, after the receipt of the amount as referred above in 

point 1; and D refers to the aggregate of the premium paid during the term of LIP till the date of receipt of the 

amount but shall not include the following:  

➢ the premium that has already been considered for calculation of the taxable amount in FYs (refer B); and  

➢ amount of premium that has been claimed as a deduction, if any, under any other provision of the Act. 

However, amounts received under any ULIP or Keyman insurance policy would not form a part of the above.  
 

Illustrations 
 

Some of the following illustrations could further clarify the impact of this amendment:  

• The taxpayer has the following policies all of which satisfy all the conditions laid down5 and the taxpayer did not 

receive any consideration under any other eligible LIPs in earlier FYs preceding the FY 2030-31. 

LIP Description X A B C 

Date of issue 01-04-2022 01-04-2023 01-04-2023 01-04-2023 

Annual premium in INR 500,000 1,00,000 3,50,000 6,00,000 

Sum Assured in INR 50,00,000 10,00,000 35,00,000 60,00,000 

Consideration received as on 
01-11-2032 on maturity 

60,00,000    

Consideration received as on 
01-11-2033 on maturity 

 12,00,000 40,00,000 70,00,000 

 

➢ The consideration under LIP X will be exempted6 as the policy has been issued before 1-04-2023. 

➢ The consideration received under LIPs A and B shall be exempt since the aggregate of annual premiums 

payable for these two policies does not exceed INR 500,000 for any FY during the term of these two policies. 

➢ The consideration received under LIP C will not be exempt since the aggregate of the premium payable for 

LIP A, B and C exceeds INR 500,000 during the term of these policies. 

 

• In the above example, in case LIP X is purchased on 1-04-2023 and other LIPS (A, B, C) are also purchased 

on 1-04-2023, and the proceeds are received 10 years later, then please note the following:  

 

➢ The consideration under LIP X will be exempt for the tax year 2033-34 since the annual premium does not 

exceed INR 500,000. 

➢ The consideration received under LIPs A, B and C will not be exempt since the aggregate of the annual 

premium payable for these three LIPs and LIP X exceeds INR 500,000 for the tax years 2023-24 to 2033-

34 which fall under the tenure of these policies.  

➢ The consideration under LIP A or B will also not be eligible for exemption under the said clause as the 

aggregate of the annual premium of LIPs X and A or X and B exceeds INR 500,000. 

 

• In another instance, the taxpayer has the following policies all of which satisfy all the conditions laid down and 

the taxpayer did not receive any consideration under any other eligible LIPs in earlier tax years preceding the 

tax year 2035-36 other than under LIPs X and Y. 

LIP Description X Y A B C 

Date of issue 01-04-
2023 

01-04-
2023 

01-04-
2024 

01-04-2024 01-04-2024 

Annual premium in INR 200,000 200,000 200,000 300,000 600,000 

Sum Assured in INR 20,00,000 20,00,000 20,00,000 30,00,000 60,00,000 

Consideration received as on 
01-07-2033 on surrender 

12,00,000     
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➢ The consideration under LIP X and Y will be exempt as the annual premium payable for these two policies 

does not exceed INR 500,000 for any FY during the term of these two policies. 

➢ The consideration received under LIP A, B and C will not be exempt, as the aggregate of premium payable 

for LIP X and Y for the FYs 2023-24 to 2033-34 is INR 400,000 and if any of LIPs A or B or C is added, 

then the aggregate of premium will exceed INR 500,000 during the above said FY. 

 

• In the above example, in case the taxpayer does not claim an exemption under LIP X, then note the following:  

 

➢ The consideration under Y will continue to be exempt 

➢ Consideration received under LIP B will be exempt as well for the tax year 2034-35 since the aggregate of 

the annual premium payable for the LIPs Y and B together does not exceed INR 500,000 for any of the tax 

years during the term of LIP Y or B. Please note this exemption is made available as the taxpayer did not 

claim consideration under LIP X as exempt, and that LIP B is preferred for exemption as its more beneficial 

to the taxpayer when compared to LIP A or C.  

 

• Further, it was also clarified that the premium payable for a LIP shall be computed (for the purpose of 

computation of income chargeable to tax) exclusive of the amount of Goods and service tax payable on such 

premium. 

 

• Additionally, any sum received under a term insurance policy shall continue to be exempt irrespective of the 

amount of premium paid/ payable and such premium paid/ payable for term life insurance policies would not be 

counted for checking INR 500,000 limit.  

Our comments 
 
The notification along with the circular for guidelines clearly explains (along with relevant scenarios) the taxability 

of proceeds from LIPs issued on or after 1 April 2023, where the amount of premium payable for any of the years 

during the term of the policy/policies exceeds INR 500,0007.  

 

   

 
7 Also, please refer to our flash news http://www.in.kpmg.com/TaxFlashNews-INT/KPMG-Flash-News-Computation-of-capital-gains-on-amounts-received-under-

unit-linked-insurance-policy.pdf  for taxability pertaining to ULIPs.  

 

Consideration received as on 
01-11-2034 on maturity 

 24,00,000    

Consideration received as on 
01-11-2035 on maturity 

  24,00,000 36,00,000 70,00,000 

http://www.in.kpmg.com/TaxFlashNews-INT/KPMG-Flash-News-Computation-of-capital-gains-on-amounts-received-under-unit-linked-insurance-policy.pdf
http://www.in.kpmg.com/TaxFlashNews-INT/KPMG-Flash-News-Computation-of-capital-gains-on-amounts-received-under-unit-linked-insurance-policy.pdf
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