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Practice of General Insurance 
Introduction: 
 
Man has always been in search of security and protection from the beginning of civilization. At 

the same time ―Risk‖ is inevitable in life and any business activity. Again risk is closely 

connected with ―ownership‖. It is the owners who want to save themselves from risk and it is out 

of this desire, the concept of insurance has originated. The aim and objective of insurance is to 

protect the owner from financial losses that he suffers for the risks that he has taken. The basis of 

insurance is sharing of losses of a few amongst many. Insurance provides financial stability and 

security to both individuals and organizations by this distribution of losses of a few among many 

by building up a fund over a period of time. 

Globally, the history of general insurance can be traced back to the early civilization. As the 

incidence of losses increased with the advancement of civilization, slowly the idea and concept 

of loss pool and loss sharing started taking roots. Historical facts show that the Aryans through 

their cooperatives practiced the loss of profits insurances. The Mediterranean merchants also 

practiced insurances from as early as the 4th century BC through the issue of bottomry bonds, 

which is an advance of money in a ship during the period of voyage, repayable on the arrival of 

the ship. The Code of Manu also indicates the practice of marine insurance by Indian with their 

counter parts in Sri Lanka, Egypt and Greece.  

Marine insurance is the oldest type of insurance originating in England, as early as in the 12th 

century. The earliest transaction of insurance as practiced today can be traced back to the 14th 

century AD in Italy. General insurance as a whole, developed with the industrial revolution in 

the West and with the consequent growth of seafaring trade and commerce in the seventh 

century. In India too, evidence of insurance in some form can be traced as early as from the 

Aryan period. The British and some of the other foreign insurance companies through their 

agencies transacted insurance business in India. The first general insurance company in India 

was the Triton Insurance company Ltd., established in Calcutta in 1850 AD, with the British 

holding major share. The first general insurance company by Indian promoters was the Indian 

Mercantile Insurance company Ltd. started in Bombay in 1906-07. Following the First World 



War, several foreign insurance companies started insurance business in India, capturing about 40 

percent of the insurance market in India at the time of Independence.  

Insurance business in India is governed by the Insurance Act of 1938, which was amended later 

in 1969. However, in 1971, the government by an ordinance nationalized the general insurance 

business, under the General insurance Nationalization Act, 1972 to ensure orderly and healthy 

growth of the business. The then existing 107 companies were brought under the aegis of 

General Insurance Corporation (GIC) of India. The GIC was thus entrusted with the 

responsibility of superintending, controlling, and ensuring smooth and healthy conduct of the 

general insurance business in India along with its four subsidiaries in all the zones in India. 

Insurance business is one of the most highly regulated businesses globally for reasons of equity 

and efficiency. It has a well-defined regulatory and legislative framework to operate. Insurance 

law by itself is both unique and comprehensive because it operates within the limitations of all 

the other governing legislations and ensures the legal provisions by incorporating the same in its 

various policies. The transactions of general insurance business in India are governed by two 

main statues, namely: 

 The Insurance Act, 1938 

 General Insurance Business (Nationalization) Act, 1972 

 

The Insurance Act, 1938 
 
This Act was passed in 1938 and was brought into force from 1st July, 1939. This act applies to 

the GIC and the four subsidiaries. The act was amended several times in the years 1950, 1968, 

1988, 1999. This Act specifies the restrictions and limitations applicable as specified by the 

Central Government under powers conferred by section 35 of the General Insurance Business 

(Nationalization) Act. The important provisions of the Act relate to: 

Registration: Every insurer is required to obtain a Certificate of Registration from the Controller 

of Insurance, by making the payment of requisite fees. Registration should be renewed annually. 

Accounts and audit: An insurer is required to maintain separate accounts of the receipts and 

payments in each class of insurance viz. Fire, Marine and Miscellaneous Insurance. Apart from 

the regular financial statements, the companies are required to maintain the following documents 

in respect of each class of insurance:  

 Record of Cover notes specifying the details of the risk covered 



 Record of policies 

 Record of premiums  

 Record of endorsements 

 Record of Bank guarantees 

 Record of claims 

 Register of agency force and business procured by each with details of commission  

 Register of employees 

 Cash Books 

 Reinsurance details 

 Claims register  

 

Investments: Investments of insurance company are usually made in approved investments 

under the provisions of the Act. The guidelines and limitations are issued by the Central   

Government from time to time. 

 

Limitation on management expenses: The Act prescribes the maximum limits of  expenses of 

management including commission that may be incurred by an insurer. The percentages are 

prescribed in relation to the total gross direct business written by the insurer in India.  Prohibition 

of Rebates: The Act prohibits any person from offering any rebate of commission or a rebate of 

premium to any person to take insurance. Any person found guilty would be punished with a fine 

up to five hundred rupees. 

Powers of Investigation: The Central Government may at any time direct the Controller or any 

other person by order, to investigate the affairs of any insurer and report to the central 

government. 

Other Provisions: Other provisions of the Act deal with the licensing of agents, surveyors, 

advance payment of premium and Tariff Advisory Committee (TAC).  

 Prohibition of rebates 

 Powers of investigation 

 Licensing of agents 

 Advance payments of premiums 

 Tariff Advisory Committee 



GENERAL INSURANCE BUSINESS NATIONALIZATION ACT, 1972 
 

This Act came into force on 1st January, 1973. This Act gave effect to clause (c) of Article 39 of 

the constitution of India.  Article 39 (c) read as follows: 

―The State shall direct its policy towards securing that the operation of the economic system does 

not result in concentration of wealth and means of production so as to prove harmful to the 

common interest of the community‖. 

Under this Act, there were no longer private insurers in the country. As a result general insurance 

business became the domain of the State. The General Insurance Corporation of India (GIC) 

became the holding company with four subsidiaries, namely United India Insurance Company 

with Head Office in Madras, Oriental Insurance Company with Head Office in New Delhi, 

National Insurance Company with Head Office in Calcutta and New India Assurance Company 

with Head Office in Bombay. The ownership of all shares of both the Indian insurance 

companies and the foreign insurers from then on vested in the Central Government with effect 

from 1.1.1973. The services of all the personnel in the private sector were also transferred to the 

holding company and subsidiaries based on factors such as qualification, seniority, position and 

location. 

 

Objectives of the Act  
The object of the Act was primarily,  

 To provide for the acquisition of the shares of the existing general insurance companies 

 To serve the needs of the economy by development of general insurance business 

 To establish the GIC by the central government under the provisions of the Companies 

Act of 1956, with an initial authorized share capital of seventy – five crores.  

 To aid, assist, and advise the companies in the matter of setting up of standards in the 

conduct of general insurance business.  

 To encourage healthy competition amongst the companies as far as possible  

 To ensure that the operation of the economic system does not result in the concentration 

of wealth to the common detriment. 

 To ensure that no person shall take insurance in respect of any property in India with an 

insurer whose principal registered office is outside India 

 To carry on of any part of the general insurance business if it thinks it desirable to do so 



 To advice the companies in the matter of controlling their experience and investment of 

funds. 

 
The Mission of GIC 

 To provide need-based and low cost general insurance covers to rural population 

 To administer a crop insurance scheme for the benefit of the farmers  

 To develop and introduce covers with social security benefits  

 To develop a marketing network throughout the country including areas with low 

premium potential Promote balanced regional development irrespective of cost 

considerations  

 To make benefits of insurance available to the masses. 

 

INSURANCE REGULATORY AUTHORITY (IRA) 
 
The Insurance Act, 1938, recommended the appointment of the Controller of Insurance, to 

ensure the compliance of the various provisions under the Act by insurance companies. The 

Controller approves the terms and conditions of various plans and adequacy of premiums. The 

Authority also periodically scrutinizes the return on investments, annual accounts, and periodical 

actuarial valuation submitted by insurance companies.  

The IRA consists of not more than seven (see below) members out of which a Chairman and two 

members representing the Life and general insurance business are appointed on full time basis. 

The whole time members shall hold office for 5 years or until the age of 62 (65 years for the 

Chairman) whichever is earlier. The part time members hold the office for not more than 5 years.  

 

Composition of Authority  
The Authority shall consist of the following members, namely:-  

(a) a Chairperson;  

(b) not more than five whole-time members;  

(c) Not more than four part-time members,  

 

to be appointed by the Central Government from amongst persons of ability, integrity  and 

standing who have knowledge or experience in life insurance, general insurance, actuarial 



science, finance, economics, law, accountancy, administration or any other discipline which 

would, in the opinion of the Central Government, be useful to the Authority. 

 

The important duties of the IRA include the following: 
 To regulate, promote and ensure orderly growth of the insurance business  

 To exercise all powers and functions of the Authority   

 To protect the interests of the policyholder with regard to settlement of claims and other 

terms and conditions  

 To promote and regulate professional bodies connected with insurance organization  

 To undertake inspection, investigation, and audit of companies, intermediaries, and other 

organizations connected with the insurance business.  

 To regulate and control the rates of non-tariffed general insurance policies under section 

64(u) of the Insurance Act. 

 To prescribe the format for the maintenance and submission of accounts by insurers  

 To regulate the investment of funds  

 To regulate the margins of solvency  

 To adjudicate disputes between the insurer and intermediaries. 

 

INSURANCE REGULATORY AND DEVELOPEMNT AUTHORITY (IRDA) 

The Committee on reforms of the insurance sector under the chairmanship of Shri R N Malhotra, 

ex-governor of Reserve Bank of India, recommended for the creation of a more efficient and 

competitive financial system in tune with global trends. It recommended amendments to regulate 

the insurance sector to adjust with the economic policies of privatization. The government in 

pursuance of the recommendation of the committee, decided to establish a Provisional Insurance 

Regulatory and Development Authority in 1996, to replace the erstwhile authority called the 

Controller of Insurance constituted under the Insurance Act, 1938, which initially worked under 

the Ministry of Commerce and later transferred to the Ministry of Finance. 

 

Finally, the decision to establish the Insurance Regulatory and Development Authority was 

implemented by the passing of the Insurance Regulatory and Development Authority Act, 1999. 

In India, presently after the opening up of the insurance sector, the regulator for the monitoring 



of the operations of the insurance companies is the IRDA, having its head office in Hyderabad. 

The regulatory framework mainly aims to focus on three areas, viz.,  

 The protection of the interest of the consumers  

 To ensure the financial soundness of the insurance industry  

 To pave the way to help a healthy growth of the insurance market where both the 

government and the private players play simultaneously. 

 

Some of the important duties, powers and functions of Authority include  

 to  Issue certificate of registration, to applicants interested in insurance business, and also 

to renew, modify, withdraw, suspend or cancel such registration  

 Specify requisite qualifications and practical training for insurance intermediaries and 

agents 

 Specify the code of conduct for surveyors and loss assessors 

 Levy fees and other charges for carrying out the purposes of this Act 

 Control and regulate the rates, terms and conditions that may be offered by insurers in 

respect of general insurance business  

 Regulate investment of funds by insurance companies 

 Regulate maintenance of margin of solvency 

 Adjudication of disputes between insurers and insurance intermediaries 

  Supervise the functioning of the Tariff Advisory Committee. 

 Specify percentage of life and general insurance business to be undertaken by  

 the insurer in the rural or social sector. 

The Authority shall consist of the following members namely a chairperson, five whole time 

members and four part-time members, to be appointed by the Central Government  from 

amongst persons of ability, integrity and standing who have knowledge or experience in life 

insurance, general insurance, actuarial science, finance, economics, law, accountancy, 

administration or any other discipline.  

The Chairperson and every other whole-time member shall hold office for a term of five years 

provided that no person shall hold office as a whole-time member after he has attained the age of 

sixty-two (65 years for Chairman) years. A part-time member also shall hold office for a term 

not exceeding five years from the date on which he enters upon his office. 



The IRDA shall constitute a fund to be called ―the Insurance Regulatory and Development 

Authority Fund‖ and there shall be credited thereto – 

(a) All Government grants, fees and charges received by the Authority; 

(b) All sums received by the Authority from such other source as may be decided upon by 

the Central Government; 

(c) The percentage of prescribed income received from the insurer. 

The fund shall be applied for meeting – 

 Salaries, allowances and other remuneration of the members, officers and other 

employees of the Authority; 

 Other expenses of the Authority in connection with the discharge of its functions and for 

the purposes of this Act. 

 
Establishment of Insurance Advisory Committee  
The Insurance Advisory Committee shall consist of not more than twenty-five members from 

various fields like commerce, industry, transport, agriculture, consumer forum, surveyors, 

agents, intermediaries, organizations engaged in safety and loss prevention, research bodies and 

employees association in the insurance sector. The Chairperson and the members of the 

Authority shall be the ex-officio Chairperson and the ex-officio members of the Insurance 

Advisory Committee. 

According to Section 64A of the Insurance Act, 1938, the Insurance Association of India was 

established, consisting of all the insurers carrying on business in India as members and as per 

provisions of Section 64C, the Act recommended the establishment of independent Life 

Insurance Council and General Insurance Councils. 

Now, the Insurance Regulatory and Development Authority now brings into existence the 

following: 

(a) The Life Insurance Council 

(b) The General Insurance Council 

 

Life insurance Council 
Structure  

 The Life Insurance Council will have an Executive Committee of 21 members of which 2 

will be from the IRDA and the rest from licensed life insurers  



 The Committee will set up standards of conduct and practices for efficient customer 

service, advise IRDA on controlling insurers‘ expenses and serve as a forum that helps 

maintain healthy market conduct 

 It will create and manage a process for agent examination and certification 

 The Life Insurance Council is funded by the Life Insurers in India.  

 

Purpose  

 The Life Insurance Council seeks to play a significant and complementary role in 

transforming India‘s life insurance industry into a vibrant, trustworthy and profitable 

service, helping the people of India on their journey to prosperity.  

Its mission:  

 To function as an active forum to aid, advise and assist insurers in maintaining high 

standards of conduct and service to policyholders 

 Advise the supervisory authority in the matter of controlling expenses 

 Interact with the Government and other bodies on policy matters 

 Actively participate in spreading insurance awareness in India  

  Take steps to develop education and research in insurance 

 To bring the benefit of the best practices in the world to India. 

 

The Council will 

 Strive for a positive image of the industry through media, forums and opinionmakers and 

enhance consumer confidence in the industry  

 Assist the industry in maintaining high standards of ethics and governance  

 Promote awareness regarding the role and benefits of life insurance  

 Organize structured, regular and proactive discussions with Government, lawmakers and 

Regulators on matters relevant to the contribution by the life insurance industry and act as 

an effective liaison between them 

 Conduct research on operational, economic, legislative, regulatory and customer oriented 

issues in life insurance, publish monographs on current developments in  life insurance 

and contribute to the development of the sector. 



 Set up the Mortality and Morbidity Information Bureau (MMIB) and take an active role 

in its functioning 

 Set up similar organizations for the benefit of the life insurance industry  

 Act as a forum of interaction with organizations in other segments of the financial 

services sector 

 Play a leading role in insurance education, research, training, discussion forums and 

conferences 

 Provide help and guidance to members when necessary 

 Be an active link between the Indian life insurance industry and the global markets. 

 

Legislations & Control 

 Address common issues in legislation and practice. Interface with the various other 

regulatory bodies on behalf of the insurance industry. 

 Identify regularly the important issues to be taken up with Government and/or IRDA & 

PFRDA and make presentations on behalf of the industry 

 Prepare benchmarks for the industry in all areas of operation and help maintain high 

standards of conduct, ethics and governance 

 Take measures to prevent practices that are detrimental to the interests of the 

policyholders. 

 

Training & Certification 

 Take up the work relating to the training, examination and certification of Agents as 

provided in the Insurance Act 

 Play a positive role in establishing standards, training of officials and intermediaries not 

only in products and sales but also other aspects relevant to the life insurance industry 

and lift the level of professionalism 

 Conduct professional development programs in collaboration with international councils 

and life insurance institutes. 

 

Education & Awareness 

 Launch regular insurance awareness programs 



 Facilitate the conducting of Continuous Development Programs for intermediaries 

 Provide structured regular information to the public about the industry 

 Launch an interactive website/Life Insurance Journals/newsletters 

 Organize/participate in major conferences, seminars, workshops and lectures by 

Indian/visiting experts on insurance and related areas 

 Facilitate knowledge-exchange programs (both in India and with Councils abroad) to 

develop and upgrade the skills of local insurance professionals 

 Co-ordinate with educational institutions in India and overseas to encourage research, 

professional development courses etc. 

 Elevate the profession of insurance selling and that of the Advisor, to that of financial 

analysts and planners through certification programs developed in conjunction with 

 Indian and International institutions 

 Establish a consumer relations cell. 

 
General Insurance (GI) Council the Vision for the industry and the GI 

Council 

A sustainable, profitable and growing non-life insurance industry in India An industry trusted 

and recognized as contributing to society and the economy an economic and public policy 

climate conducive to a flourishing industry A body (GI Council) recognized as providing active 

leadership and an authoritative collective voice for the non-life insurance industry in India. 

The GI Council‟s mission 
To provide leadership on issues having a bearing on the industry‘s collective strength and image 

and to shape and influence decisions made by the Government, regulator and other public 

authorities, within the country, in order to benefit the industry collectively.  

This will be achieved on an active, collective and non-competitive basis by: 

 pro-active analysis and lobbying to secure improvement in the legal and regulatory 

framework 

 analysis and representations in response to initiatives from others which affect the 

industry being recognized as a leading contributor to public policy thinking on issues 

relevant to non-life insurance industry  



 presenting a positive image of the industry to the public, the media and other opinion-

formers  

 providing leadership and guidance to the industry on issues which may affect its public 

image and reputation 

 Maintaining a core secretariat with staff of high caliber and relevant skills drawn from the 

industry on project to project basis, working under the guidance of the Board and its 

committees, focused on delivering the mission. 

 

GI Council will provide other services to member companies (such as an active role in 

management of commercial vehicle third party liability motor pool) which benefit the industry 

collectively; which support the mission; which can be provided without diversion of resources 

from the core functions; and which cannot be done more effectively by any other body. 

 

OTHER IMPORTANT LEGISLATIONS GOVERNING GENERAL INSURANCE 
BUSINESS IN INDIA 
 
THE MOTOR VEHICLES ACT, 1939 
 

The Motor Vehicles Act was first passed in 1939 and Chapter VIII was brought into force from 

1st July, 1946. The Act was subsequently amended in 1956 and 1988. Chapter VIII provides for 

compulsory insurance of motor vehicles. According to the provisions of the Act, no vehicle can 

be used in a public place unless there is in force in relation to that vehicle a policy of insurance 

issued by an authorised insurer. This policy covers the insured‘s liability in respect of death or 

bodily injury of third parties, fare-paying passengers, paid drivers, etc., and damage to property 

of third parties. The Act also prescribes the limits of liability. 

The MV Act, 1939 was amended in 1956 to provide for the constitution of Motor Accidents 

Claims Tribunals (MACT) by the state governments to ensure speedy settlement of claims of 

persons involved in accidents. These tribunals follow simple and fast procedure and charge 

nominal fees. 

 
Important Legal Provisions 

 No Fault Liability 

Section 140(1) of the MV Act, 1988 contains provisions regarding no-fault liability of 



the insured as follows: 

―Where the death or permanent disablement of any person has resulted from an accident arising 

out of the use of a motor vehicle, the owner of the vehicle shall, or, as the case may be, the 

owners of the vehicle shall, jointly and severally, be liable to pay compensation in respect of 

such death or disablement in accordance with the provisions of this section‖. The essence of this 

provision is that, the negligence of the owner, or user of the motor vehicle is no longer relevant 

to decide the question of liability. On the other hand the claimants shall also not be required to 

plead and establish that the death or permanent disablement in respect of which the claim has 

been made was due to any wrongful act, neglect or default of the owner, or owners, of the 

vehicle or vehicles concerned or any other person. This concept is known as No-Fault Liability. 

 Hit and Run Accidents 

Hit and run accident is ―an accident arising out of the use of a motor vehicle or motor vehicles, 

the identity whereof cannot be ascertained in spite of reasonable efforts for the purpose.‖  

Section 163 of the MV Act provides that the Central Government may establish a fund known as 

Solarium Fund to be utilized for paying compensation in respect of death or grievous hurt to 

persons resulting from Hit and run motor accidents. 

 Solatium Scheme 

The Solatium Scheme was initiated by the Central Government in 1989 for the payment of 

compensation to the victims of ‗Hit and Run‘ accidents. This scheme came into force from 1st 

July, 1989. 

The salient features of the scheme are as follows: 

 The GIC nominates officers in each district for settlement of claims 

 Application for compensation to be filed with the Claims Enquiry Officer (CEO) 

designated in each district within six months from the date of accident 

 The CEO will hold enquiry and submit a report to the Claims Settlement Commissioner 

nominated for the district for sanction 

 The sanction order with all supporting documents to be communicated to the concerned 

insurance company for making payment 

 Payment to be made by Cheque/ Demand Draft to the claimant within 15 days from the 

date of receipt of the sanction order 



 Monthly returns of claims paid and pending to be submitted to the Claims Settlement 

Commissioner 

 Annual report of the scheme to be submitted by GIC to the Standing Committee and to 

the Central Government 

 The Standing Committee members are nominees of the GIC and four subsidiaries. It 

reviews the working of the scheme. The District Level Committee is concerned with the 

implementation of the scheme at the district level. 

 

 Structured Formula for compensation 
Section 163A, of the Motor Vehicle Act (amended on 14.11.1994) provides for fixed 

compensation to be paid to victims of fatal injuries to be made on the basis of ―structured 

formula basis‖ based on their age and income. 

 
The Inland Steam – Vessels (Amendment) Act, 1977 
The Inland Steam – Vessels (Amendment) Act, 1917 as amended in 1977 provides for the 

application of the provisions of Chapter VIII of the Motor Vehicles Act, 1939 in relation to the 

insurance of mechanically propelled vessels against third party risks. The act makes it mandatory 

for owners or operators of inland vessels to insure against legal liability for death or bodily injury 

of third parties or of passengers carried for hire or reward and for damage to property of third 

parties. The limits of liability are also prescribed. 

 
Marine Insurance Act, 1963 
This Marine Insurance Act, 1963 contains the law relating to marine insurance. This Act governs 

the practice of the marine insurance contracts. The provisions for subrogation proceedings for 

underwriters to pursue rights of recovery from carriers and bailees are also contained in this act. 

 
The Carriage of Goods by Sea Act, 1925 
This act defines the rights, liabilities and immunities of a ship-owner in respect loss or damage to 

cargo carried. It also deals with three aspects of the ship owner‘s liabilities towards cargo 

owners, viz.: 

a) Where the ship-owner is deemed to be liable for loss or damage to cargo unless he 

proves otherwise 



b) Where the ship owner is exempted from liability: loss resulting from perils of the seas 

c) Limits of liability of a ship owner for loss of or damage to cargo calculated in 

monetary terms per package or unit of cargo. 

 
The Merchant Shipping Act, 1958 
This Act provides protection to ship owners. For example, the liability of the ship-owner can be 

limited to certain maximum limits for some losses, which have occurred without the privities or 

fault of the ship owner. Generally these claims may relate to loss of life, personal injury or 

damage to property on land or water. At the same time, the Act imposes an obligation on the ship 

owner to send the ship to sea in a seaworthy and safe condition. 

 
The Bill of Lading Act, 1856 
The Bill of Lading is one of the important documents needed to substantiate a Marine claim. 

This Act defines the character of a Bill of Lading as a documentary evidence of the contract of 

carriage of goods between the shipper and ship owner. This Bill also is an acknowledgement of 

the receipt of goods on board the vessel and serves as a document of title. 

The Indian Ports (Major Ports) Act, 1963 
This Act defines the liability of the Port Trust Authorities for the loss of or damage to goods 

whilst in their custody and also prescribes the time limits for filing monetary claims, or suit 

against, the Port Trust Authorities. 

Indian Railways Act, 1989 
This Act deals with the various administrative aspects, and important provisions relating to 

marine insurance. These provisions define the rights and the liabilities of the railways as carriers 

of goods. The Railways Claims Tribunal Act, 1987, defines the procedures for the settlement of 

claims relating to claims for cargo loss, personal injuries, refund of excess freight and other 

issues. 

The Carriers Act, 1865 
This Act contains provisions defining the rights and liabilities of the truck owners or operators 

who carry goods for the public on hire basis, for any loss of or damage to the goods carried by 

them. The provisions also prescribe the time frame for the notification of the loss of or damage 

of the goods to be filed with the road carriers. 



The Indian Post Office Act, 1898 
This Act defines the liability of the government for the loss, miss-delivery, delay, of or damage 

to any postal article in the course of postal transit. 

The Carriage by Air Act, 1972 

This Act, gives effect to the provisions of the Warsaw Convention, 1929 and the Hague Protocol, 

1955 relating to international carriage of goods and passengers by air. The Act also defines the 

liability of the air carrier for death of or injury to passengers and for the loss of or damage to 

registered cargo and luggage. The time limitation for filing of claims and maximum limits of 

liability for injury, death, damage etc are also clearly defined in the various sections of the Act. 

Almost all the provisions, with little modifications, are equally applicable to domestic carriage. 

Multi-modal Transportation Act, 1993 (Mmts) 
This Act provides for the registration of the multi-modal transport operators who are engaged in 

transportation of goods under more than one mode of transport i.e. rail/ road and sea. The 

provisions define the limits of liability of the operator, for any loss, contents of the various 

documents, notification etc. 

Public Liability Insurance Act, 1991 
This Act was enacted for the purpose of providing relief to the persons affected by accident 

occurring while handling any hazardous substance and for matters connected therewith or 

incidental thereto. The underlying basis for relief under the act is the No- Fault basis.  

The Indian Stamp Act, 1899 
The Indian Stamp Act, 1899 requires that the policy of insurance be stamped in accordance with 

the schedule of rates prescribed therein. 

Exchange Control Regulations 
The Exchange Control Regulations governing the general insurance business in India are set out 

in a Memorandum which is issued by the RBI under section 73(3) of the FERA, 1973. 

Important definitions 
Resident: A ‗non-resident‘ is a person other than a person resident in India. Firms and 

companies resident outside India are treated as persons resident outside India.  

Following are resident for the purpose of transactions in Indian rupees.  

 Indians, Nepalese, Bhutanese resident in Nepal and Bhutan 



 Offices of and branches of Indian, Nepalese and Bhutanese, firms, in Nepal and Bhutan 

 Under the Foreign Exchange Regulation Act (FERA) the Reserve Bank of India has 

issued in a Memorandum, exchange control regulations pertaining to the general 

insurance business in India. 

 The regulations specify the rules as to the payments of claims in Indian currencies or 

foreign currencies and prescribe procedure where foreign currency is involved.  

 The remittances of premiums and settlement of liabilities under the reinsurance 

arrangements of the GIC are also subject to these regulations. 

 The regulations also apply to the business undertaken by the subsidiaries of the GIC 

abroad. 

 

The Consumer Protection Act, 1986 
This Act was enacted to provide for the protection of the interest of the consumers and to make 

provision for the establishment of the consumer councils and other authorities for the settlement 

of consumer disputes. 

Consumer Protection Act, 1986 is an act of Parliament of India enacted in 1986 to protect 

interests of consumers in India. It makes provision for the establishment of consumer councils 

and other authorities for the settlement of consumers' disputes and for matters connected 

therewith. 

A consumer dispute means a dispute where the person against whom a complaint has been 

made denies and disputes the allegations contained in the complaint. For the purpose of the Act, 

Consumer Disputes Redressed Agencies are established in each district and state and at the 

national level. 

Consumer Forum Orders 
The Redressed Forums after detailed evaluation of the cases filed can issue direction to the 

opposite party to do one of the following things namely: 

 To remove the defect from the goods in question 

 To replace the goods which shall be free from any defect  

 To return to the complainant the price or charges paid by him/her  

 To pay compensation for any loss or injury suffered by the consumer due to the 

negligence of the opposite party 

http://en.wikipedia.org/wiki/Parliament_of_India
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 To remove the defects/ deficiencies in the services in question 

 To disallow the continuation of any unfair trade practice or the restrictive trade practice 

 Not to offer any hazardous goods for sale 

 To withdraw hazardous goods from being offered for sale 

 To provide for adequate costs to parties. 

 
Insurance as a „service‟ 
The business of insurance is defined as ‗service‘ under the provisions of this act. Most of the 

consumer disputes relating to insurance fall in the following categories: 

 Delay in settlement of claims 

 Non- settlement of claims 

 Repudiation of claims 

 Quantum of loss 

 Policy terms and conditions. 

Note: The Consumer Protection Act also takes into consideration cases pertaining to Products 

Liability insurances and Professional Indemnities. The cases may pertain to injuries, etc. caused 

by defective products or negligence of professionals like doctors, lawyers and accountants. In a 

study conducted on 114 consumer cases adjudicated by the National Commission during the 

period 1991 to 1994, 65 cases were decided against insurers and 49 cases in their favor.  Can also 

mention about Insurance Ombudsman, though it is not through legislation but only through a 

govt. notification. It is like an arbitrator facilitating redressed of customer grievances. 

 

Central Consumer Protection Council 
It is established by the Central Government which consists of the following members: 

 The Minister of Consumer Affairs, – Chairman, and 

 Such number of other official or non-official members representing such interests as may be 

prescribed. 

State Consumer Protection Council 
It is established by the State Government which consists of the following members: 

 The Minister in charge of consumer affairs in the State Government – Chairman. 
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 Such number of other official or non-official members representing such interests as may be 

prescribed by the State Government. 

 Such number of other official or non-official members, not exceeding ten, as may be 

nominated by the Central Government. 

The State Council is required to meet as and when necessary but not less than two meetings 

every year. 

Consumer Disputes Redressed Agencies 
 District Consumer Disputes Redressed Forum (DCDRF): Also known as the "District 

Forum" established by the State Government in each district of the State. The State 

Government may establish more than one District Forum in a district. It is a district level 

court that deals with cases valuing up to 2 million (US$31,000).
[1]

 

 State Consumer Disputes Redressed Commission (SCDRC): Also known as the "State 

Commission" established by the State Government in the State. It is a state level court that 

takes up cases valuing less than 10 million (US$150,000)
[1]

 

 National Consumer Disputes Redressed Commission (NCDRC): Established by the Central 

Government. It is a national level court that works for the whole country and deals with 

amount more than 10 million (US$150,000) 

Objectives of Central Council  

The objective of the Central Council is to promote and protect the rights of the consumers such 

as:- 

a) – the right to be protected against the marketing of goods and services which are hazardous to 

lifeandproperty. 

b) – the right to be informed about the quality, quantity, potency, purity, standard and price of 

goods or services, as the case may be so as to protect the consumer against unfair trade practices. 

c) – the right to be assured, wherever possible, access to a variety of goods and services at 

competitiveprices. 

d) – the right to be heard and to be assured that consumer's interests will receive due 

considerationatappropriateforums. 

e) – The right to seek redressed against unfair trade practices or restrictive trade practices or 

unscrupulousexploitationofconsummersand.  

f) – the right to consumer education. 
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Jurisdiction of state council 
1) Subject to the other provisions of this Act, the State Commission shall have jurisdiction:- 

a) – to entertain 

i) – complaints where the value of the goods or services and compensation, if any, 

claimed exceeds rupees twenty lakhs but does not exceed rupees one crore; and 

ii) – appeals against the orders of any District Forum within the State; and 

b) – to call for the records and pass appropriate orders in any consumer dispute which is 

pending before or has been decided by any District Forum within the State, where it 

appears to the State Commission that such District Forum has exercised a jurisdiction not 

vested in it by law, or has failed to exercise a jurisdiction so vested or has acted in 

exercise of its jurisdiction illegally or with material irregularity. 

Jurisdiction of National Council 

Subject to the other provisions of this Act, the National Commission shall have jurisdiction— 

i) Complaints where the value of the goods or services and compensation, if any, claimed 

exceeds rupees one crore; and 

ii) Appeals against the orders of any State Commission 

b) – to call for the records and pass appropriate orders in any consumer dispute which is 

pending before or has been decided by any State Commission where it appears to the 

National Commission that such State Commission has exercised a jurisdiction not vested 

in it by law, or has failed to exercise a jurisdiction so vested, or has acted in the exercise 

of its jurisdiction illegally or with material irregularity. 

Limitation 
1) – The District Forum, the State Commission or the National Commission shall not admit a 

complaint unless it is filed within two years from the date on which the cause of action has 

arisen. 

2) – Notwithstanding anything contained in sub-section (1), a complaint may be entertained after 

the period specified in sub-section (1), if the complainant satisfies the District Forum, the State 

Commission or the National Commission, as the case may be, that he had sufficient cause for not 

filing the complaint within such period: Provided that no such complaint shall be entertained 

unless the National Commission, the State Commission or the District Forum, as the case may 

be, records its reasons for condoning such delay. 



CONSUMER PROTECTION ACT, 1986 
[Act No. 68 of Year 1986, dated 24th. December, 1986] 

An Act to provide for better protection of the interests of consumers and for that purpose to make 

provision for the establishment of consumer councils and other authorities for the settlement of 

consumers' disputes and for matters connected therewith Be it enacted by Parliament in the 

Thirty-seventh Year of the Republic of India as follows: - 

CHAPTER I: PRELIMINARY 

1. Short title, extent, commencement and applications 

(1) This Act may be called the Consumer Protection Act, 1986. 

(2) It extends to the whole of India except the State of Jammu and Kashmir. 

(3) It shall come into force on such date as the Central Government may, by notification, appoint 

and different dates may be appointed for different States and for different provisions of this Act. 

(4) Save as otherwise expressly provided by the Central Government by notifications, this Act 

shall apply to all goods and services. 

2. Definitions 

(1) In this Act, unless the context otherwise requires,- 

1[(a) "appropriate laboratory" means a laboratory or organisation- 

(i) Recognized by the Central Government; 

(ii) Recognized by a State Government, subject to such guidelines as may be prescribed by the 

Central Government in this behalf; or 

(iii) any such laboratory or organization established by or under any law for the time-being in 

force, which is maintained, financed or aided by the Central Government or a State Government 

for carrying out analysis or test of any goods with a view to determining whether such goods 

suffer from any defect; 

2(aa) "branch office" means- 

(i) Any establishment described as a branch by the opposite party, or 

(ii) Any establishment carrying on either the same or substantially the same activity as that 

carried on by the head office of the establishment; 

(b) Complainant means- 

(i) a consumer; or 



(ii) Any voluntary consumer association registered under the Companies Act, 1956 (1 of 1956), 

or under any other law for the time being in force; or 

(iii) The Central Government or any State Government, 

2[(IV) one or more consumers, where there are numerous consumers having the same interest;] 

who or which makes a complaint; 

(c) "Complaint" means any allegation in writing made by a complainant that- 

1[(i) an unfair trade practice or a restrictive trade practice has been adopted by any trader;] 

(ii) 1[the goods bought by him or agreed to be bought by him] suffer from one or more defect; 

(iii) 1[the services hired or availed of or agreed to be hired or availed of by him] suffer from 

deficiency in any respect; 

(iv) a trader has charged for the goods mentioned in the complaint a price in excess of the price 

fixed by or under any law for the time being in force or displayed on the goods or any package 

containing such goods; 

2[(v) goods which will be hazardous to life and safety when used, are being offered for sale to 

the public in contravention of the provisions of any law for the time being in force requiring 

traders to display information in regard to the contents, manner and effect of use of such goods. 

with a view to obtaining any relief provided by or under this Act; 

(d) "Consumer" means any person who- 

(i) buys any goods for a consideration which has been paid or promised or partly paid and partly 

promised, or under any system of deferred payment and includes any user of such goods other 

than the person who buys such goods for consideration paid or promised or partly paid or partly 

promised, or under any system of deferred payment when such use is made with the approval of 

such person, but does not include a person who obtains such goods for resale or for any 

commercial purpose; or 

(ii) 1[hires or avails of] any services for a consideration which has been paid or promised or 

partly paid and partly promised, or under any system of deferred payment and includes any 

beneficiary of such services other than the person who 1[hires or avails of] the services for 

consideration paid or promised, or partly paid and partly promised, or under any system of 

deferred payments, when such services are availed of with the approval of the first-mentioned 

person; [Explanation : For the purposes of sub-clause (i), "commercial purpose" does not include 



use by a consumer of goods bought and used by him exclusively for the purpose of earning his 

livelihood, by means of self-employment;] 

(e) "consumer dispute" means a dispute where the person against whom a complaint has been 

made, denies or disputes the allegations contained in the complaint; 

(f) "defect" means any fault, imperfection or shortcoming in the quality, quantity, potency, purity 

or standard which is required to be maintained by or under any law for the time being in force or 

2[under any contract, express or] implied, or as is claimed by the trader in any manner 

whatsoever in relation to any goods; 

(g) "deficiency" means any fault, imperfection, shortcoming or inadequacy in the quality, nature 

and manner of performance which is required to be maintained by or under any law for the time 

being in force or has been undertaken to be performed by a person in pursuance of a contract or 

otherwise in relation to any service; 

(h) "District Forum" means a Consumer Disputes Redressal Forum established under clause (a) 

of section 9; 

(i) "goods" means goods as defined in the Sale of Goods Act, 1930 (3 of 1930); 

(j) "Manufacturer" means a person who- 

(i) makes or manufactures any goods or parts thereof; or 

(ii) does not make or manufacture any goods but assembles parts thereof made or manufactured 

by others and claims the end product to be goods manufactured by himself; or 

(iii) puts or causes to be put his own mark on any goods made or manufactured by any other 

manufacturer and claims such goods to be goods made or manufactured by him. 

Explanation: Where a manufacturer dispatches any goods or part thereof to any branch office 

maintained by him, such branch office shall not be deemed to be the manufacturer even though 

the parts so dispatched to it are assembled at such branch office and are sold or distributed from 

such branch office. 

2[(j) "member" includes the President and a member of the National Commission or a State 

Commission or a District Forum, as the case may be;] 

(k) "National Commission" means the National Consumer Disputes Redressal Commission 

established under clause (c) of section 9; 

(l) "notification" means a notification published in the Official Gazette; 

(m) "person" includes - 



(i) a firm whether registered or not; 

(ii) a Hindu undivided family; 

(iii) a co-operative society; 

(iv) every other association of persons whether registered under the Societies Registration Act, 

1860 (22 of 1860) or not; 

(n) "prescribed" means prescribed by rules made by the State Government, or as the case may be, 

by the Central Government under this Act; 

2[ "restrictive trade practice" means any trade practice which requires a consumer to buy, hire or 

avail of any goods or, as the case may be, services as a condition precedent for buying, hiring or 

availing of other goods or services;] 

(o) "service" means service of any description which is made available to potential users and 

includes the provision of facilities in connection with banking, financing, insurance, transport, 

processing, supply of electrical or other energy, board or lodging or both, 6[housing 

construction], entertainment, amusement or the purveying of news or other information, but does 

not include the rendering of any service free of charge or under a contract of personal service; 

(p) "State Commission" means a Consumer Disputes Redressed Commission established in a 

State under clause (b) of section 9; 

(q) "trader" in relation to any goods means a person who sells or distributes any goods for sale 

and includes the manufacturer thereof, and where such goods are sold or distributed in package 

form, includes the packer thereof; 

2[(r) "unfair trade practice" means a trade practice which, for the purpose of promoting the sale, 

use or supply of any goods or for the provision of any service, adopts any unfair method or 

unfair or deceptive practice including any of the following practices, namely,- 

(1) the practice of making any statement, whether orally or in writing or by visible representation 

which,- 

(i) falsely represents that the goods are of a particular standard, quality, quantity, grade, 

composition, style or model; 

(ii) falsely represents that the services are of a particular standard, quality or grade; 

(iii) falsely represents any re-built, second-hand, renovated, reconditioned or old goods as new 

goods; 



(iv) Represents that the goods or services have sponsorship, approval, performance, 

characteristics, accessories, uses or benefits which such goods or services do not have;  

(v) represents that the seller or the supplier has a sponsorship or approval or affiliation which 

such seller or supplier does not have;(vi) makes a false or misleading representation concerning 

the need for, or the usefulness of, any goods or services; 

(vii) gives to the public any warranty or guarantee of the performance, efficacy or length of life 

of a product or of any goods that is not based on an adequate or proper test thereof: 

PROVIDED that where a defense is raised to the effect that such warranty or guarantee is based 

on adequate or proper test, the burden of proof of such defense shall lie on the person raising 

such defense; 

(viii) makes to the public a representation in a form that purports to be- 

(i) a warranty or guarantee of a product or of any goods or services; or 

(ii) a promise to replace, maintain or repair an article or any part thereof or to repeat or continue 

a service until it has achieved a specified result, if such purported warranty or guarantee or 

promise is materially misleading or if there is no reasonable prospect that such warranty, 

guarantee or promise will be carried out; 

(ix) materially misleads the public concerning the price at which a product or like products or 

goods or services, have been or are, ordinarily sold or provided, and, for this purpose, a 

representation as to price shall be deemed to refer to the price at which the product or goods or 

services has or have been sold by sellers or provided by suppliers generally in the relevant 

market unless it is clearly the price at which the product has been sold or services have been 

provided by the person by whom or on whose behalf the representation is made; 

(x) gives false or misleading facts disparaging the goods, services or trade of another person. 

Explanation: For the purposes of clause (1), a statement that is- 

(a) expressed on an article offered or displayed for sale, or on its wrapper or container; or (b) 

expressed on anything attached to, inserted in, or accompanying, an article offered or displayed 

for sale, or on anything on which the article is mounted for display or sale; or 

(c) contained in or on anything that is sold, sent, delivered, transmitted or in any other manner  

whatsoever made available to a member of the public, shall be deemed to be a statement made to 

the public by, and only by, the person who had caused the statement to be so expressed, made or 

contained; 



(2) permits the publication of any advertisement whether in any newspaper or otherwise, for the 

sale of supply at a bargain price, of goods or services that are not intended to be offered for sale 

or supply at the bargain price, or for a period that is, and in quantities that are, reasonable, having 

regard to the nature of the market in which the business is carried on, the nature and size of 

business, and the nature of the advertisement;. Explanation: For the purposes of clause (2), 

"bargaining price" means- 

(a) a price that is stated in any advertisement to be a bargain price, by reference to an ordinary 

price or otherwise, or 

(b) a price that a person who reads, hears or sees the advertisement, would reasonably understand 

to be a bargain price having regard to the prices at which the product advertised or like products 

are ordinarily sold; 

(3) permits- 

(a) the offering of gifts, prizes or other items with the intention of not providing them as offered 

or creating impression that something is being given or offered free of charge when it is fully or 

partly covered by the amount charged in the transaction as a whole;(b) the conduct of any 

contest, lottery, games of chance or skill, for the purpose of promoting, directly or indirectly, the 

sale, use or supply of any product or any business interest; 

(4) permits the sale or supply of goods intended to be used, or are of a kind likely to be used, by 

consumers, knowing or having reason to believe that the goods do not comply with the standards 

prescribed by competent authority relating to performance, composition, contents, design, 

constructions, finishing or packaging as are necessary to prevent or reduce the risk of injury to 

the person using the goods; 

(5) permits the hoarding or destruction of goods, or refuses to sell the goods or to make them 

available for sale or to provide any service, if such-hoarding or destruction or refusal raises or 

tends to raise or is intended to raise, the cost of those or other similar goods or services.  

(2) Any reference in this Act to any other Act or provision thereof which is not in force in any 

area to which this Act applies shall be construed to have a reference to the corresponding Act or 

provision thereof in force in such area. 

3. Act not in derogation of any other law the provisions of this Act shall be in addition to and not 

in derogation of the provisions of any other law for the time being in force. 

 



CHAPTER II: CONSUMER PROTECTION COUNCILS 
 

4. The Central Consumer Protection Council 

(1) The Central Government may, by notification, establish with effect from such date as it may 

specify in such notification, a council to be known as the Central Consumer Protection Council 

(hereinafter referred to as the Central Council). 

(2) The Central Council shall consist of the following members, namely,- 

(a) the Minister in charge of 1[consumer affairs] in the Central Government, who shall be its 

Chairman, and 

(b) such number of other official or non-official members representing such interests as may be 

prescribed. 

5. Procedure for meetings of the Central Council 

(1) The Central Council shall meet as and when necessary, but 1[at least one meeting] of the 

council shall be held every year. 

(2) The Central Council shall meet at such time and place as the Chairman may think fit and 

shall observe such procedure in regard to the transaction of its business as may be prescribed. 

6. Objects of the Central Council 

The objects of the Central Council shall be to promote and protect the rights of the consumers 

such as- 

(a) the right to be protected against the marketing of goods 2[and services] which are hazardous 

to life and property; 

(b) the right to be informed about the quality, quantity, potency, purity, standard and price of 

goods 1[or services, as the case may be], so as to protect the consumer against unfair trade 

practices; 

(c) the right to be assured, wherever possible, access to a variety of goods and services at 

competitive prices; 

(d) the right to be heard and to be assured that consumers' interests will receive due consideration 

at appropriate forums ;(e) the right to seek redressed against unfair trade practices 1[or restrictive 

trade practices] or unscrupulous exploitation of consumers; and 

(f) the right to consumer education. 

7. The State Consumer Protection Councils 



(1) The State Government may, by notification, establish with effect from such date as it may 

specify in such notification, a council to be known as the Consumer Protection Council 

(hereinafter referred to as the State Council). 

1[(2) The State Council shall consist of the following members, namely,- (a) the Minister in-

charge of consumer affairs in the State Government who shall be its Chairman; 

(b) such number of other official or non-official members representing such interests as may be 

prescribed by the State Government. 

(3) The State Council shall meet as and when necessary but not less than two meetings shall be 

held every year. 

(4) The State Council shall meet at such time and place as the Chairman may think fit and shall 

observe such procedure in regard to the transaction of its business as may be prescribed by the 

State Government. 

8. Objects of the State Council 

The objects of every State Council shall be to promote and protect within the State the rights of 

the consumers laid down in clauses (a) to (f) of section 6. 

CHAPTER III: CONSUMER DISPUTES REDRESSAL AGENCIES 
 

9. Establishment of Consumer Disputes Redressal Agencies There shall be established for the 

purposes of this Act, the following agencies, namely,- 

(a) a Consumer Disputes Redressal Forum to be known as the "District Forum" established by 

the State Government 3[* * *] in each district of the State by notification: 

2[PROVIDED that the State Government may, if it deems fit, establish more than one District 

Forum in a district; 

(b) a Consumer Disputes Redressal Commission to be known as the "State Commission" 

established by the State Government 3[* * *] in the State by notification; and 

(c) a National Consumer Disputes Redressal Commission established by the Central Government 

by notification. 

10. Composition of the District Forum 

1[(1) Each District Forum shall consist of- 

(a) a person who is, or has been, or is qualified to be a District Judge, who shall be its President; 



(b) two other members, who shall be persons of ability, integrity and standing, and have adequate 

knowledge or experience of, or have shown capacity in dealing with, problems relating to 

economics, law, commerce, accountancy, industry, public affairs or administration, one of whom 

shall be a woman. 

2[(1A) every appointment under sub-section (1) shall be made by the State Government on the 

recommendation of a selection committee consisting of the following, namely,- 

(i) the President of the State Commission-Chairman, 

(ii) Secretary, Law Department of the State-Member,(iii) Secretary in-charge of the Department 

dealing with consumer affairs in the State-Member. 

(2) Every member of the District Forum shall hold office for a term of five years or up to the age 

of 

65 years, whichever is earlier, and shall not be eligible for re-appointment: 

PROVIDED that a member may resign his office in writing under his hand addressed to the State 

Government and on such resignation being accepted, his office shall become vacant and may be 

filled by the appointment of a person possessing any of the qualifications mentioned in 

subsection (1) in relation to the category of the member who has resigned. 

(3) The salary or honorarium and other allowances payable to, and the other terms and conditions 

of service of the members of the District Forum shall be such as may be prescribed by the State 

Government. 

11. Jurisdiction of the District Forum 

(1) Subject to the other provisions of this Act, the District Forum shall have jurisdiction to 

entertain complaints where the value of the goods or services and the compensation, if any, 

claimed 1[does not exceed rupees five lakhs]. 

(2) A complaint shall be instituted in a District Forum within the local limits of whose 

jurisdiction- 

(a) the opposite party or each of the opposite parties, where there are more than one, at the time 

of the institution of the complaint, actually and voluntarily resides or 1[carries on business, or 

has a branch office or] personally works for gain; or 

(b) any of the opposite parties, where there are more than one, at the time of the institution of the 

complaint, actually and voluntarily resides, or 1[carries on business or has a branch office, or 

personally works for gain: 



PROVIDED that in such case either the permission of the District Forum is given, or the 

opposite parties who do not reside, or 1[carry on business or have a branch office, or personally 

work for gain, as the case may be, acquiesce in such institution; or 

(c) the cause of action, wholly or in part, arises. Manner in which complaint shall be made  

A complaint in relation to any goods sold or delivered or agreed to be sold or delivered or any 

service provided or agreed to be provided, may be filed with a District Forum, by- 

(a) the consumer to whom such goods are sold or delivered or agreed to be sold or delivered or 

such service provided or agreed to be provided; 

(b) any recognized consumers association whether the consumer to whom the goods sold or 

delivered or service provided or agreed to be provided is a member of such association or not; or 

(c) one or more consumers, where there are numerous consumers having the same interest, with 

the permission of the District Forum, on behalf of, or for the benefit of, all consumers so 

interested; or 

(d) the Central or the State Government. 

13. Procedure on receipt of complaint 

(1) The District Forum shall, on receipt of a complaint, if it relates to any goods- 

(a) refer a copy of the complaint to the opposite party mentioned in the complaint directing him 

to give his version of the case within a period of thirty days or such extended period not 

exceeding fifteen days as may be granted by the District Forum; 

(b) where the opposite party on receipt of a complaint referred to him under clause (a) denies or 

disputes the allegations contained in the complaint, or omits or fails to take any action to 

represent his case within the time given by the District Forum, the District Forum shall proceed 

to settle the consumer dispute in the manner specified in clauses (c) to (g); 

The Structure of the Insurance Market in India 
Insurance as a Business 

As a business, insurance primarily attempts to meet its costs and expenses from the premium 

that it earns and also make a reasonable margin of profit for its own sustainability. As a business 

organization, it provides jobs to millions of people in life and non-life insurance companies, 

agencies, brokerage firms. The various operations of these companies include marketing, 

underwriting, claims handling, ratemaking and information processing. As a business concern, it 

also needs to satisfy the regulators, insureds and others of its financial stability. Therefore, to 



protect the consumers, the regulator monitor the rates, policy forms, solvency margins, and also 

investigate complaints and consumers‘ grievances. In addition to payment of losses, the business 

of insurance offers several benefits to individuals and families and to the society as a whole such 

as: 

 Payments for the costs of covered losses 

 Reduction of the insured‘s financial uncertain 

 Efficient use of resources 

 Support for credit 

 Satisfaction of legal requirements 

 Satisfaction of business requirements 

 Source of investment funds for infrastructure development 

 Reduction of social burden 

However, the benefit of insurance is not cost free. There are some direct costs as well as indirect 

costs which are incurred, such as the premiums paid, operating costs of the insurers, opportunity 

costs, increased losses, and increased law suits. 

 

 
 

 



With the liberalization and entry of private companies in insurance, the Indian insurance sector 

has started showing signs of significant change. Within a short span of time, private insurance 

has acquired 13 per cent of the life insurance market and 14 per cent of non-life market. 

However, there is still a huge untapped demand for insurance. Insurance companies have a 

pivotal role in offering insurance products which meet the requirements of the people and, at the 

same time, are affordable. Some of the challenges faced by the insurance sector pertain to the 

demand conditions, competition in the sector, product innovations, delivery and distribution 

systems, use of technology, and regulation. To understand the growth and development and the 

future prospects of this sector, this colloquium addresses the following issues: 

 * What will be the demand for insurance? What types of innovative strategies of insurance 

education and awareness will we require to encourage the Indian consumers?  

* With the changes following bank participation in insurance, will the nature of competition in 

this sector intensify? 

 * What kind of competitive and risk pressures will the insurance businesses experience? What 

are their implications for profitability, margins, and efficiency? 

 * The average size of the polices will continuously decline as the insurance companies increase 

the geographic coverage. As a result of this, the intermediation costs will go up. What are the 

implications of these on average costs?  

* What will be the product market scenario?  

* Has the insurance sector benefited from the knowledge base of global companies? 

 * To what extent have the technology gains in telecommunications, computer information, and 

data processing contributed to increased efficiency and productivity of insurance companies? 

The following key points emerged from the responses of the panelists:  

* The future in life insurance will be determined by the increase in pure protection products, a 

refreshing look at unit-linked plans, launch of customized plans, and improved service levels.  

* The insurance sector will grow steadily rather than rapidly. While the law and regulations are 

in place to ensure financial strength and solvency of insurers, the regulator's challenge lies in 

monitoring compliance.  

* The opportunity for financial services is increasing all over the world. Big domestic companies 

with significant market shares in the local countries will have the opportunities to commence 

business in other markets.  



* Keeping in mind the complexities of the industry, multi-product, multi-channel, and multi 

segment route needs to be followed for growth.  

* The challenge of successfully implementing banc assurance lies in training the staff, 

integrating the insurance products, and ensuring best quality service.  

* Agents in the insurance sector are critical for its success and, in order to gain competitive 

advantage, quality people are needed but attracting and retaining agents is a challenge. 

Insurance is the backbone of a country‘s risk management system. Risk is an inherent part of our 

lives. The insurance providers offer a variety of products to businesses and individuals in order 

to provide protection from risk and to ensure financial security. They are also an important 

component in the financial intermediation chain of a country and are a source of long term 

capital for infrastructure and long-term projects. Through their participation in financial markets, 

they also provide support in stabilizing the markets by evening out any fluctuations. 

The insurance business is broadly divided into life, health, and non-life insurance. Individuals, 

families, and businesses face risks of premature death, depletion in income because of 

retirement, health risks, loss of property, risk of legal liability, etc. The insurance companies 

offer life insurance, pension and retirement income, property insurance, legal liability insurance, 

etc., to cover these risks. In addition, they offer several specialized products to meet the specific 

needs and requirements of businesses and individuals. Businesses also depend on these 

companies for various property and liability covers, employee compensation, and marine 

insurance. 

Insurance acts as a catalyst in economic growth of a country. It is closely related to savings and 

investment that comes from, life insurance, funded pension systems and to some extent the non-

life insurance industry. 

LIC (Life Insurance Corporation) & GIC(General Insurance Corporation) had monopoly prior to 

the expansion of insurance market to private companies. LIC was established in 1956 and 

controlled all life-insurance policies across the nation. These were government run organizations. 

The Insurance business is divided into four classes: 

1) Life Insurance business 

2) Fire 

3) Marine 

4) Miscellaneous Insurance. 



Following the Insurance Regulatory and Development Act in 1999, India abandoned the public 

sector exclusivity of the insurance industry and switched to a market-driven competitive 

industry. This shift has brought about many changes and developments in the insurance industry 

in India. Domestic private-sector companies were permitted to enter both the life and general 

insurance business and foreign companies were allowed to participate and join these domestic 

companies albeit with a cap of 26% investment. 

The objectives of this report are to examine the current status of the insurance industry, its 

prospective growth and the valuation methods used for insurance companies in developed and 

under-developed countries. 

CURRENT MARKET STRUCTURE 

Today there are 16 private players with aggregate control of 27% of the life insurance market 

and 15 private players in the general insurance industry. Entry of private sector has fuelled the 

growth in the sector driven by new products and aggressive marketing strategies. LIC still covers 

majority market share with other private companies growing at alarming rates with market share 

of 48.1%. ICICI Prudential has the majority market share among the private companies and has 

maintain its market leadership with an estimated market share of 19.2%, SBI life(10.7%),Bajaj 

Allianz (14.0%), HDFC Standard Life (8.6%), Birla Sun Life (9.2%) , Reliance life(11.0%),max 

New-York (5.9%) etc within the private sector in FY09. 

With low barriers to entry, there will be increased competition and better quality of service 

within the next decade in the Indian insurance industry. An insurance survey by LIC & KPMG 

showed that annual growth in average premium is 8.2% in India compared to a global average of 

only 3.4%. The Associated Chambers of Commerce and Industry of India (ASSOCHAM) has 

projected a 500% increase in the size of current Indian insurance business from US$ 10 billion to 

US$ 60 billion by 2010 particularly in view of contribution that the rural and semi-urban 

insurance will make to it. 

 

 

 

 

 



Structure of insurance Market: 

 
 

 
 
 
Insurance marketing network and customer service. 

Insurers will often use insurance agents to initially market or underwrite their customers. Agents 

can be captive, meaning they write only for one company, or independent, meaning that they can 

issue policies from several companies. The existence and success of companies using insurance 

agents is likely due to improved and personalized service. 

Wherever there is uncertainty there is risk. We do not have any control over uncertainties which  

Involve financial losses. The risks may be certain events like death, pension, retirement or 

uncertain events like theft, fire, accident, etc. Insurance is a financial service for collecting the 

savings of the public and providing them with risk coverage. The main function of Insurance is 

to provide protection against the possible chances of generating losses. It eliminates worries and 

miseries of losses by destruction of property and death. It also provides capital to the society as 

the funds accumulated are invested in productive heads. Insurance comes under the service 

sector and while marketing this service, due care is to be taken in quality product and customer 

satisfaction. While marketing the services, it is also pertinent that they think about the innovative 

http://en.wikipedia.org/wiki/Agency_(law)


promotional measures. It is not sufficient that you perform well but it is also important that you 

let others know about the quality of your positive contributions. 

The creativity in the promotional measures is the need of the hour. The advertisement, public 

relations, word of mouth communication needs due care and personal selling requires intensive 

care. 

MARKETING MIX (7 P‟s) FOR INSURANCE COMPANIES:  

With the Marketing for insurance companies we mean the marketing of Insurance services with 

the aim to create customer and generate profit through customer satisfaction. This Marketing 

focuses on the formulation of an ideal mix for Insurance business so that the Insurance 

organization survives and thrives in the right perspective. The marketing mix is the combination 

of marketing activities that an organization engages in so as to best meet the needs of its targeted 

market. Marketing mix for the Insurance business is needed, because of the Insurance business 

deals in selling services. The marketing mix includes sub-mixes of the 7 P's of marketing i.e. the 

product, its price, place, promotion, people, process & physical attraction. The above mentioned 

7 P's can be used for marketing of Insurance products, in the following manner: 

 

1. PRODUCT:  

A product means what we produce. If we produce goods, it means tangible product and when we  

Produce or generate services, it means intangible service product. A product is both what a seller  

Has to sell and a buyer has to buy. Thus, an Insurance company sells services and therefore 

services are their product.  

When a person or an organization buys an Insurance policy from the insurance company, he not 

Only buys a policy, but along with it the assistance and advice of the agent, the prestige of the 

insurance company and the facilities of claims and compensation.  

It is natural that the users expect a reasonable return for their investment and the insurance 

companies want to maximize their profitability. Hence, while deciding the product portfolio or 

the product-mix, the services or the schemes should be motivational.  

In short, the formulation of product-mix should be in the face of innovative product strategy.  

While initiating the innovative process, it is necessary to take into consideration the strategies 

adopted by private and foreign insurance companies.  

 



2. PRICING:  

In the insurance business the pricing decisions are concerned with:  

 the premium charged against the policies,  

 Interest charged for defaulting the payment of premium and credit facility, and  

 Commission charged for underwriting and consultancy activities 

With a view of influencing the target market or prospects the formulation of pricing strategy 

becomes significant. For example: In a developing country like India where the disposable 

income in the hands of prospects is low, the pricing decision also governs the transformation of 

potential policyholders into actual policyholders. The strategies may be high or low pricing 

keeping in view the level or standard of customers or the policyholders.  

The pricing in insurance is in the form of premium rates. The three main factors used for 

determining the premium rates under a life insurance plan are mortality, expense and interest.  

The premium rates are revised if there are any significant changes in any of these factors.  

 Mortality (deaths in a particular area):  

When deciding upon the pricing strategy the average rate of mortality is one of the main 

considerations. For example: In a country like South Africa the threat to life is very important as 

it is played by host of diseases. 

 

 Expenses:  

The cost of processing, commission to agents, reinsurance companies as well as registration are 

all incorporated into the cost of installments and premium sum and forms the integral part of the 

pricing strategy.  

 Interest:  

One of the major factors which determine people's willingness to invest in insurance, is the rate 

of interest. People would not be willing to put their funds to invest in insurance business if the 

interest rates provided by the banks or other financial instruments are much greater than the 

perceived returns from the insurance premiums.  

3. PLACE:  

This component of the marketing mix is related to two important facets  

 Managing the insurance personnel, and  

 locating a branch 



The management of agents and insurance personnel is found significant with the viewpoint of 

maintaining the norms for offering the services. This is also to process the services to the end 

user in such a way that a gap between the services- promised and services -- offered is bridged 

over. In a majority of the service generating organizations, such a gap is found existent which 

has been instrumental in making worse the image problem.  

The transformation of potential policyholders to the actual policy holders is a difficult task that 

depends upon the professional excellence of the personnel. The agents and the rural career agents 

acting as a link, lack professionalism. The front-line staff and the branch managers also are 

found not assigning due weight-age to the degeneration process. The insurance personnel if not 

managed properly would make all efforts insensitive. Even if the policy makers make provision 

for the quality upgrading the promised services hardly reach to the end users.  

It is also essential that they have rural orientation and are well aware of the lifestyles of the 

prospects or users. They are required to be given adequate incentives to show their excellence.  

While recruiting agents, the branch managers need to prefer local persons and provide them 

training and conduct seminars. In addition to the agents, the front-line staff also needs an 

intensive training programme to focus mainly on behavioral management.  

Another important dimension to the Place Mix is related to the location of the insurance 

branches. While locating branches, the branch manager needs to consider a number of factors, 

such as smooth accessibility, availability of infrastructural facilities and the management of 

branch offices and premises. In addition it is also significant to provide safety measures and also 

factors like office furnishing, civic amenities and facilities, parking facilities and interior office 

decoration should be given proper attention. Thus the place management of insurance branch 

offices needs a new vision, distinct approach and an innovative style. This is essential to make 

the work place conducive, attractive and proactive for the generation of efficiency among 

employees. The branch managers need professional excellence to make place decisions 

productive.  

4. PROMOTION:  

The insurance services depend on effective promotional measures. In a country like India, the 

rate of illiteracy is very high and the rural economy has dominance in the national economy. It is 

essential to have both personal and impersonal promotion strategies. In promoting insurance 

business, the agents and the rural career agents play an important role. Due attention should be 



given in selecting the promotional tools for agents and rural career agents and even for the 

branch managers and front line staff. They also have to be given proper training in order to create 

impulse buying.  

Advertising and Publicity, organization of conferences and seminars, incentive to policyholders 

are impersonal communication. Arranging exhibitions, participation in fairs and festivals, rural 

wall paintings and publicity drive through the mobile publicity van units would be effective in 

creating the impulse buying and the rural prospects would be easily transformed into actual 

policyholders.  

5. PEOPLE:  

Understanding the customer better allows to design appropriate products. Being a service 

industry which involves a high level of people interaction, it is very important to use this 

resource efficiently in order to satisfy customers. Training, development and strong relationships 

with intermediaries are the key areas to be kept under consideration. Training the employees, use 

of IT for efficiency, both at the staff and agent level, is one of the important areas to look into.  

6. PROCESS:  

The process should be customer friendly in insurance industry. The speed and accuracy of 

payment is of great importance. The processing method should be easy and convenient to the 

customers. Installment schemes should be streamlined to cater to the ever growing demands of 

the customers. IT & Data Warehousing will smoothen the process flow.  

IT will help in servicing large no. of customers efficiently and bring down overheads. technology  

can either complement or supplement the channels of distribution cost effectively. It can also 

help to improve customer service levels. The use of data warehousing management and mining 

will help to find out the profitability and potential of various customers product segments.  

7. PHYSICAL DISTRIBUTION:  

Distribution is a key determinant of success for all insurance companies. Today, the nationalized 

insurers have a large reach and presence in India. Building a distribution network is very 

expensive and time consuming. If the insurers are willing to take advantage of India's large 

population and reach a profitable mass of customers, then new distribution avenues and alliances 

will be necessary. Initially insurance was looked upon as a complex product with a high advice 

and service component. Buyers prefer a face-to-face interaction (like consulting and sales 

innovation using multi touch table – MTT) and they place a high premium on brand names and 



reliability. As the awareness increases, the product becomes simpler and they become off-the-

shelf commodity products. Today, various intermediaries, not necessarily insurance companies, 

are selling insurance. For example, in UK, retailer like Marks & Spencer or in Germany the 

Deutsche Bank (using also the MTT for the Bank-consulting), sells insurance products.  

The financial services industries have successfully used remote distribution channels such as 

telephone or internet so as to reach more customers, avoid intermediaries, and bring down 

overheads and increase profitability. A good example is UK insurer Direct Line. It relied on 

telephone sales and low pricing. Today, it is one of the largest motor insurance operator. 

Technology will not replace a distribution network though it will offer advantages like better 

customer service. Finance companies and banks can emerge as an attractive distribution channel 

for insurance in India. In Netherlands, financial services firms provide an entire range of 

products including bank accounts, motor, home and life insurance and pensions. In France, half 

of the life insurance sales are made through banks. In India also, banks hope to maximize 

expensive existing networks by selling a range of products. It is anticipated that rather than 

formal ownership arrangements, a loose network of alliance between insurers and banks will 

emerge, popularly known as bank-assurance. Another innovative distribution channel that could 

be used are the non-financial organizations. For an example, insurance for consumer items like 

fridge and TV can be offered at the point of sale his increases the likelihood of insurance sales. 

Alliances with manufacturers or retailers of consumer goods will be possible and insurance can 

be one of the various incentives offered. 

In India, banks hope to maximize expensive existing networks by selling a range of  products. It 

is anticipated that rather than formal ownership arrangements, a loose network of alliance 

between insurers and banks will emerge, popularly known as bank assurance. Another innovative 

distribution channel that could be used are the non-financial organizations. We can‗t deny the 

fact that if foreign banks are performing fantastically, it is not only due to the sophisticated 

information technologies they use but the result of a fair synchronization of new information 

technologies and a team of personally committed employees. The development of human 

resources makes the ways for the formation of human capital. 

Many people, rich or poor, are reluctant to buy insurance because they do not want to think about 

loss, illness or death. Indeed, regardless of the economic status of the target market, the old age 



saying insurance is sold, not bought holds true. Still, the low-income market may be particularly 

disinclined to purchase insurance for several reasons: 

• The poor often lack familiarity with insurance and do not understand how it works; 

• Until one actually receives a claim payout, insurance benefits are intangible; it is difficult to 

persuade someone to part with their limited resources to buy peace of mind;  

• If the poor do not have to claim, they may believe that they wasted their precious income; 

• Often the poor have a short-term perspective, only making financial plans a few weeks or 

months into the future; 

• If the low-income market is familiar with insurance, they may not trust insurance providers; 

Active persuasion is needed to promote insurance of real value to this lukewarm market. Yet, 

aggressive sales practices will undermine efforts to create an insurance culture among the poor. 

Consequently, the promotion of micro insurance requires social marketing techniques along with 

financial education to change the attitude of the target market toward insurance. 

Turning promotions into sales 

To market insurance to the poor, micro insurance providers use a three-step marketing process to 

turn promotions into sales: 

1. Raising Awareness 

Raising awareness has two elements: a) awareness about insurance in general and b) awareness 

about a specific insurance provider. Indeed, poor people‘s limited overall understanding of 

insurance is one of the biggest challenges in selling policies to the low-income market. Of 

particular importance is helping the poor appreciate the advantages and disadvantages of savings, 

credit and insurance in relationship to each other; e.g., under what circumstances is one referable 

to the others? There is some question, however, whether the provision of a public good – suchas 

general awareness raising and financial education – is the responsibility of individual insurers, or 

whether the government or an insurance association might be better positioned to undertake such 

activities. 

To raise awareness about specific insurance providers, organizations tend to employ three 

techniques:  

•Branding: The symbolic embodiment of a company‘s identity through things like logos and 

taglines  



• Public relations: Promoting a prominent and positive societal image of a company by 

sponsoring community events, soliciting media coverage, and so on 

• Prevention campaigns: Promoting a positive image of the company while helping to reduce 

claims and provide ―benefits‖ to insured‘s who do not claim. 

Awareness rising takes different forms depending on the institutional model for providing 

insurance. For example, in the community-based model, people are not just purchasing products, 

but are being asked to participate in the design and management of an insurance scheme, which 

requires additional explanation. In contrast, commercial insurers are particularly vulnerable to 

negative public relations if they are earning excessive returns from the poor, like for example 

more than 10% in profit. 

2. Helping Clients Understand the Products 

Once there is a general awareness about insurance, there needs to be an effort to increase 

understanding of the specific products. Insurance education to understand product features must 

be customized to different target audiences, taking into account local culture and taboos. 

Communication methods such as street theatre, informational videos and pictorial presentations 

are commonly used. In addition, it may be handy to give people brochures to ensure that they can  

Retain the information, although they have to be in the local language with many graphics to 

communicate to a semi-literate market. It is also useful to consider different potential 

communicators. For example, cooperative insurers often use their affinity groups to educate 

people about their products. 

 

3. Activating the Market  

The last phase is activating the customer, which involves getting clients to use the information 

they have about products to make a decision to purchase insurance. Certain schemes have limited 

enrolment campaigns to do this; e.g. if the customers do not sign up in January, they will not 

have another opportunity until the year after. Others have periodic promotion campaigns with 

raffles for prizes. In addition to motivating customers to purchase or renew insurance, it is also 

important to motivate insurance agents appropriately. High commissions for initial sales can 

result in aggressive or duplicitous sales practices that will ultimately undermine efforts to 

cultivate this new market.  



All of these promotional activities will be for naught, however, if they are not backed up by an 

effective after-sales service. In fact, the best way to promote micro insurance is by paying 

claims. Instead of discouraging claims – like many of their traditional counterparts have done by 

introducing burdensome documentation requirements or threatening to increase rates – micro 

insurers have to make it is easy for beneficiaries to submit claims successfully in order to 

establish their trustworthiness in the eyes of the market.  

The ultimate goal of the marketing strategy is to create an insurance culture among the low-

income market. The promotional activities must be well planned and consistent, yet at the same 

time take into account the specificities of the target market. For example, they must be presented 

in the local language, geared to the appropriate literacy level and degree of familiarity with 

insurance, while avoiding concepts or issues that are culturally inappropriate to discuss. 

Marketing is a not a task that should be simply left to the potential personal charm of promoters. 

It needs to be approached holistically and strategically because it can easily make or break a 

micro insurance scheme. 

Marketing Strategies for Insurance Companies 

Insurance companies are in a unique position when it comes to marketing. They have no tangible 

products to sell, but must instead rely on strong relationships with loyal customers and word of 

mouth to help them compete. Still, despite the challenges, the marketing strategies for insurance 

companies are really no different than for any other company, and require a strong focus on the 

basics of effective marketing. 

Know the Market 

First and foremost, insurance companies must know their market. This means having a strong 

understanding of their target audience, their competition and the most effective ways to connect 

with that audience, according to Lin Grensing-Pophal, author of &amp; quot; Marketing With 

the End in Mind.&amp;quot; Competition is fierce, but service organizations like insurance 

agencies that thoroughly understand the needs and concerns of their target audience can 

effectively motivate that audience to connect with them. 

Establish a Plan 

Successful marketers don&amp;#039;t just go out and &amp;quot;do things.&amp;quot; Based 

on their knowledge of the market, and their overall goals and objectives, successful marketers 

identify and prioritize the communication strategies most likely to generate the results they need. 



This generally involves a combination of activities that include both traditional and new media, 

direct and indirect sales. 

Measure Effectiveness 

It is important for insurance companies to measure the effectiveness of their marketing efforts 

based on the goals they have established. This may be as simple as comparing the number of 

clients before and after a campaign. It may also involve using online analytics to monitor website 

visits after launching a promotion. 

Gather Feedback 

For insurance marketers, word of mouth is key. In addition to measuring the effectiveness of 

marketing efforts based on quantitative data, insurance marketers can seek input from their 

existing and new clients about their communication efforts. What worked well? What was 

unclear? How might they communicate more clearly in the future? In addition, clients can be 

excellent advocates and part of the marketing process. Successful insurance marketers will take 

advantage of the opportunity to leverage their clients as word-of-mouth marketing advocates. 

Insurance Network: 

Poor households in rural areas are exposed to substantial weather shocks that can generate 

fluctuations in income and consumption if insurance markets were not complete. Providing 

farmers with formal insurance markets is an efficient way of shielding farmers from risks and 

reducing poverty. However, in many countries, even when such market exists, initial 

participation rate is usually very low even with heavy government subsidies (Gine et al. 2008, 

2009) and renew rate is not high (Stein 2010). This disappointing development of formal 

insurance markets has been referred to as a ―puzzle‖ in need of an explanation (Cole et al. 2009, 

Karlan et al. 2009). While the literature has focused on the effect of price, credit constraints, 

ambiguity aversion, etc. on insurance demand (Cole et al. 2009, Gine et al 2009, Bryan 2010), an 

important factor that has not yet been studied is social interactions, although there‘s a large body 

of work that identifies the effects of social networks on a wide range of economic activities 

(Jackson 2010)2. Moreover, most papers are focused on studying ways to improve the initial 

participation rate, but there‘s no rigorous study about how to maintain good take-up rates in the 

long-run when subsidies are gradually removed, which is even more important for the 

development of insurance markets. 



This is a context in which social interactions can have important effect on adoption decisions 

both in the short run and over time because such product is brand new in all pilot areas, so 

farmers, even government officials at the town or village level, have very limited understanding 

of how such insurance works and what are the expected benefits of purchasing it. Farmers may  

learn insurance knowledge from people who was exposed to more information or have a better 

understanding of such products, or they can be influenced by other people‘s decisions. Moreover, 

as the decision program in the insurance case has a recurring nature, over time, their decisions 

may be affected by other peers‘ experience. 

There are two types of information that social networks can possibly convey. First, it can diffuse 

knowledge and benefits of insurance among farmers, which helps farmers understand the value 

of such product and improves take-up rate. To test whether it is such information that is driving 

the network effect, we compare the effect of financial education on improving insurance take-up 

and understanding between two rounds. We expect a smaller effect in the second round if there‘s 

diffusion of insurance knowledge from first round educated farmers to second round participants. 

Second, farmers can learn each others‘ decisions through social networks, such information can 

affect households‘ decisions through mechanisms including imitation, trust (improvement of 

negotiating power with the insurance company), and informal risk sharing. To figure out whether 

this is the key information networks conveyed, we estimate the effect of overall take-up rate 

among other villagers‘ and take-up rate of friends within your network on your own take up 

decision. Results strongly support the claim that social learning of insurance benefits explains the 

social network effect. Although other villagers‘ decisions, especially decisions made by their 

close friends, influence farmers‘ take-up decisions significantly if we disseminate such 

information to them, it made no difference if we did not explicitly reveal that information. This 

means that while social networks can help teach financial literacy, it cannot convey decisions, 

which means that in the short run, social networks improve insurance take-up through the 

rational learning of insurance benefits.  

 The development of insurance market is two-folded. While improving the initial participation 

rate is crucial because the increased demand of individuals is a prerequisite for scaling up the 

program to reach and help more poor people, studying sustainable ways to maintain good take-

up rates in the long-run is essential as for products such as insurance, repeated take-up over time 

even with smaller subsidies is required to generate the hoped-for impact on households and to 



maintain financial sustainability. At the same time, it is natural that over time, individuals use not 

only their own experience, but also the experience of others, in making purchase decisions. 

 

 

 

 

 

 

 

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

Insurance Forms and Proposal 
 
Introduction 

A life insurance company offers a policy on the basis of a proposal form. The form is the most 

basic requirement for the functioning of the life insurance contract between you and the life 

insurance company. It needs to be completed by the proposer, who may seek the assistance of a 

life insurance advisor to fill it up. 

A proposal form seeks basic information of the proposer and the life assured. This includes the 

name, age, address, education and employment details of the proposer. The proposal form also 

gathers information on the medical history of the life to be assured. There are questions 

pertaining to the health status of family members of the life to be assured. The proposer and the 

life to be assured have to mention their incomes in the proposal form to satisfy the insurer about 

their ability to pay for the insurance and the need for insurance, respectively. 

The proposal form also has questions pertaining to the insurance bought on the life of both the 

proposer and the life assured from other life insurance companies and details of those policies. 

Life assured has to disclose his/ her habits pertaining to consumption of alcohol and tobacco. 

After filling up the form and answering all the questions in it, the proposer has to sign the form. 

For overwriting or cancellations on the proposal form, the proposer has to sign to validate such 

changes. 

The proposer can choose to attach a sheet of paper to the proposal form if he wants to share with 

the insurance company any information not sought in the form, which he thinks will help the 

company take an informed decision. It is in the proposer's interest to share true information to the 

life insurance company, which, in turn, helps the insurance company to take a fair call. 

The information is used by the insurance company to ascertain if a policy can be issued. Life 

insurance underwriters use the information regarding the health and family history of the life to 

be assured to arrive at the premium to be charged. The company gives a photocopy of the 

proposal form to the insured, along with the life insurance policy document. You should read the 

entire policy document thoroughly and also the photocopy of the life insurance proposal form. 

Any discrepancy in the photocopy should be brought to the notice of the insurance company to 

avoid any fraud. 



Proposal 

An insurance proposal form will be sent to a prospective insured by an insurer to ask questions in 

relation to a risk concerning matters that they consider to be material (a material fact is a fact 

which would affect an underwriters decision to accept a risk or not). 

Proposal form is the most important and basic document required for life insurance contract 

between the insured and insurance company. 

 

Definition: Proposal form is the most important and basic document required for life insurance 

contract between the insured and insurance company. It includes the insured's fundamental 

information like address, age, name, education, occupation etc. It also includes the person's 

medical history. 

An insurance proposal is written by a freelance writer or by someone working within the 

business. It is a document or report that outlines and discusses potential insurance plans for the 

given business in question. An insurance proposal follows the same outline as any other business 

proposal but should focus on specific insurance plans and procedures that will benefit the needs 

of the business. 

An insurance proposal is a proposed idea or solution for a given company that is looking to 

acquire insurance. This can be business insurance to protect the business against potential 

customer lawsuits or to provide insurance and health benefits for the employees working for the 

business. The proposal outlines the available insurance packages for the needs in question, along 

with implementation methods and a monthly budget for the company. Business executives may 

ask for several proposals to evaluate different insurance routes or options to find the best 

possible deal or package. 

PROPOSAL FORMS 

One of the prerequisites of an insurance contract is the mutual agreement between the insurer 

and the insured. There must be a valid offer and an unqualified acceptance between the two 

parties. The proposal for insurance is also called as application for insurance. An offer or a 

proposal for insurance is a request for cover, and may be made either verbally (IRDA (Protection 

of Policyholders‘ Interests) Regulations, 2002 

Proposal for insurance 



Except in cases of a marine insurance cover, where current market practices do not insist on a 

written proposal form, in all cases, a proposal for grant of a cover, either for life business or for 

general business, must be evidenced by a written document. It is the duty of an insurer to furnish 

to the insured frees of charge, within 30 days of the acceptance of a proposal, a copy of the 

proposal form. 

Where a proposal form is not used, the insurer shall record the information obtained orally or in 

writing, and confirm it within a period of 15 days thereof with the proposer and incorporate the 

information in its cover note or policy. The onus of proof shall rest with the insurer in respect of 

any information not so recorded, where the insurer claims that the proposer suppressed any 

material information or provided misleading or false information on any matter material to the 

grant of a cover. or in writing or by the completion of a printed proposal form supplied by the 

insurer. So proposal has to be in writing or confirmed in writing and cannot be oral alone. 

These proposals are called as applications for insurance in USA, and the Bruisers call it Proposal 

Forms. One who seeks cover is the proposer. The proposer must have a property, which may be 

at risk or he or she may have dependents who will suffer financial loss at his or her death. 

General Insurance deals with property and liability risks (also humans – Personal Accident & 

Health Insurance). From some event the organizer of the event or the owner of a property or a 

contractor at a situation may incur a legal liability to others from injury to them. These others are 

called third parties because the two parties to the contract of insurance are the insured and 

insurer. 

The seeker of cover or protection must furnish accurate and truthful answers to the many 

questions contained in the Proposal Form. The proposal form will be similar for most property 

risks, but may differ depending on certain special adverse features of the risk. 

Material facts disclosed in a proposal form 

Some common questions, which occur in all proposal forms, and also particular questions, which 

relate to specific risks. A typical property insurance proposal form will, inter alia, include the 

following common information, which is sought: 

(1) Name, address, telephone number, and other personal identification details 

(2) The situation of the property 

(3) Proposer‘s profession 

(4) Previous and present insurance 



(5) Loss experience 

(6) Sum insured 

(7) The contents on the premises in the location. 

(8) The type of property mentioning whether hazardous, non-hazardous and extra hazardous. 

(9) The type of fire protection available. 

(10) The proportion of ownership of others in the property at risk, in other words, specifying the 

interest of mortgagee like banks or lessees. 

(11) The nature of adjoining risks, say, what the people who are the applicant‘s immediate 

neighbors are doing. 

(12) The value at risk or the sum proposed for insurance or as is generally known as sum insured. 

The proposal form generally ends with a declaration to be signed by the proposer. In this the 

proposer must declare that whatever information he has provided is true to the best of his/her 

knowledge. Such a declaration becomes the basis of the insurance contract. Every proposal form 

must also be dated. 

Proposal for Non-Marine Insurance 

Generally in non-marine insurance, the applicant is required to fill a proposal from containing 

important questions for the purpose of risk assessment. The applicant declares at the end of the 

form and warrants that all information stated in the proposal form are true to the best of his 

knowledge. The proposer agrees that the answers to the questions in the form would be the basis 

of the insurance contract. The material facts disclosed in the form are assumed to remain 

constant, till the day the contract comes into existence. Any change before this date must be 

brought to the notice of the insurer to get the offer re-approved. 

When the insurance contract comes into being on the basis of the statements recorded in the 

proposal form the insurer can avoid liability, if any of the above statements are found untrue. 

(Underwriter should ensure that none of the questions are left blank or just put ‗---‘. Otherwise, 

in case of dispute, it will be construed in favor of the insured in case of a disputed claim). 

Using an Insurance Proposal 

Business executives use an insurance proposal to determine whether it meets the standards of the 

business and its immediate needs. For instance, the business may be looking to provide health 

insurance for the employees. The health insurance package may need to provide specific 

benefits, such as dental coverage. The proposal may only offer hospital stays and partial dental 



coverage for a fixed price, so the business executives must determine if the proposal is the right 

choice based on the given information in the report. 

 

Description: A life insurance company offers a policy on the basis of a proposal form. The form 

is the most basic requirement for the functioning of the life insurance contract between you and 

the life insurance company. It needs to be completed by the proposer who may seek the 

assistance of a life insurance advisor to fill it up. A proposal form seeks basic information of the 

proposer and the life assured. This includes the name, age, address, education and employment 

details of the proposer. The proposal form also gathers information on the medical history of the 

life to be assured. There are questions pertaining to the health status of family members of the 

life to be assured. The proposer and the life to be assured have to mention their incomes in the 

proposal form to satisfy the insurer about their ability to pay for the insurance and the need for 

insurance, respectively. Proposal form helps the insurance company to calculate all the potential 

risks in relation to the insurance policy and hence deciding the premium amount. 

Sections or Chapters 

A business proposal that discusses insurance packages and options for a business should include 

an executive summary of the entire proposal. It should also include an overview of what the 

insurance is for, who will be involved in implementing the insurance plan or who will be eligible 

for it, a list of insurance companies or agencies applicable to the needs of the business and an 

overall budget that presents the total costs for the business, even on a monthly basis. 

Solutions 

Each proposal should answer any questions the business executives may have. This includes 

providing insurance packages that are readily available, explaining how the company can acquire 

the insurance, which tests or health-related examinations the employees need to acquire life or 

health insurance and how much the insurance project will cost the company overall. The 

proposal should not pose any questions as business executives are looking for solutions. 

Importance of Proposal Form 

Has been the practice in the Egyptian insurance market to be a distinction between production 

processes brought to intermediaries between insurance companies and direct management 

operations, which go where the customer himself to the insurance company to request 

insurance coverage, a certain rare situations, and perhaps comes to the minds  



of some that there is a difference between the coverage provided by Intermediaries to their 

customers and their company! This is not true at all, the insurance coverage provided by the 

broker is the same document and conditions issued by the insurance company represented by I 

wonder where it is sometimes the difference? 

Sound insurance coverage depends primarily on the characterization of the right things 

insured, which the client himself based on the type of activity conducted by either industrial 

or tourism or trade. . . Etc. He is also the person best able to explain precisely the details, both 

the market value or book or replacement of both this statement is accurate and clear on: the 

insurance application, a model is designed for all insurance companies can, which the 

underwriter a technical official put the initial perception of risk Supposed insurance against 

him. Consequently, there should be careful to meet customer demand data insurance carefully 

and not to rely on data that provide short to insurance companies by people who were not 

qualified to meet these important data, to issue an insurance policy under the pretext of 

urgency or need for urgent action to end an urgent basis, taking into account the time factor. 

Then comes the next stage, a process that the technical survey by the insurance company, 

accredited by experts and registered the Egyptian Authority for Insurance Supervision, and 

they in turn differ in their specialties depending on the nature of economic activities, or 

various industrial, and those assigned by insurance companies and inspection reports it, they 

do not have the staff, Any customer at any time resort to one expert, for use in the study and 

evaluate the various risks that may subject them away from his insurance companies, and here 

is not the task of insurance is to assess the project and pricing, but inspection is different 

sources of danger, and methods of measurement of the risks occur Scientific, and verification 

of the means of safety and security and resistance to the dangers and the safety of installations 

and equipment, depending on the type of activity and type of insurance coverage required. 

Following the identification of the type of insurance coverage required based on data obtained 

from the insurance application and the report of the technical survey, there are many 

insurance coverage, which varies depending on the nature, size and location of each activity 

and conditions of operation, which is the important role which should be very careful here, is 

very serious, determine The type of insurance coverage and issue an insurance policy are not 

commensurate with the nature of the activity, whether the insurance coverage requirements 

stemming from the need to meet the credit cards or any other purposes other, in any case 



clients should obtain compensation in the event of the insured risk it, is that the service is Real 

insurance companies that sell all their competencies and not an insurance as some people 

believed, regardless of the real motivation for customers behind issuance of the insurance 

policy, the principle of compensation one of the cornerstones of the insurance. Knowledge 

that the real terms and conditions and exclusions of insurance coverage, as well as various 

multilateral, whether in the main body of a document or any additional coverage or 

supplements to complement and complete them, depending on the type of insurance activity 

and the nature and circumstances of operation and called (insurance awareness) is the main 

hub for the service, the right insurance , A security also for appropriate compensation in the 

event of the insured risks, and here comes the role of a consultant or insurance broker that was 

an expert, and so should be already. But more than the majority of insurance agents this stage 

without taking into account the very important in protecting investment and capital and 

operating real and constitute part of the national economy regardless of the size and type of 

activity, focusing on the cost of coverage regardless of the type or suitability for the nature of 

the activity and conditions, to complete the paperwork and procedures of credit Or mining 

licenses. . Or others, the choice and differentiation is only on the basis of price and coverage 

is not appropriate to the type of activity and the type of risks which are exposed more often! 

In the event of danger (which in this case, and in many cases non-believer of it) is demanding 

compensation insurance companies - which in this case is due - or be pointed the finger at 

insurance companies that evade the payment of compensation! A charge is not true in most 

cases. 

Therefore, it is important to update the insurance application carefully by the customer to 

confirm the insurance company to obtain complete and accurate data at risk, which is covered 

and that there are some special insurance coverage does not require the issuance of documents 

and inspection by the insurance company prior to the issuance of the document, such as some 

types of marine insurance or some security incidents Miscellaneous. And others, is in this case 

the insurance application is the only document in the file of the insurance, which guarantees 

the right of the client in obtaining appropriate compensation owed 



Sample of Proposal Form:

 



Insurance Cover Notes: 
A Cover note is an interim receipt issued by the insurer. It is temporary in nature. in practice on 

making the proposal, the insured company on payment of premium gives a deposit receipt called 

Cover note. It is also called an Interim Protection Note. It contains the same terms and conditions 

as that of the future policy to be issued in favor of the insured. It is issued in non-marine and 

non-life insurances. Generally it is in regular practice in fire, burglary and motor insurances. It is 

purely for temporary period, viz. 15 days or 30 days. It is a well established commercial practice. 

A cover note is an evidence of insurance. It is as good as an insurance policy. A cover note is a 

temporary and limited agreement, sent prior to the completion of the proposal (preparation of the 

final policy document, pending some information to be filled in), or when the proposal is under 

consideration or the policy is being prepared for delivery. It usually serves as an interim cover, 

with the same terms and conditions that are generally issued for such proposals. It automatically 

expires at the end of the declared period. It also expires if the regular policy is issued or declined 

by the insurer. Any claim arising during the period for which the cover note remains valid will be 

determined by the terms of the note and not by the terms of the policy subsequent to it. Where 

the insurer sends a temporary cover, inviting the renewal of the insurance on its expiry, it 

becomes enforceable if accepted by the insurer. Or else it remains as an offer waiting for an 

acceptance. Some insurers charge a nominal fee for the issue of cover notes. In fact there will be 

a statement in the cover note that this is issued subject to the terms and conditions of insurance 

policy to be issued. This cover rate is different from the premium, which is the consideration for 

the Contract of Insurance. 

Some of the circumstances when cover notes are issued are when negotiations for insurance are 

in progress and it is necessary to provide cover on a provisional basis or when the premises are 

being inspected for determining the actual rate applicable. The cover note is not stamped but 

represents the same insurance as that provided by the policy. The cover note is subject to the 

usual terms and conditions of the insurer‘s policy for the class of insurance insured. It is also 

subject to any special clauses if applicable, e.g. Agreed Bank Clause, Declaration Clause etc. 

  

The cover note is merely a written memorandum of the most important terms of the preliminary 

contract of insurance, intended to give temporary protection pending the investigation of the risk 



by the insurer, or until the issuance of a formal policy, provided that it is later determined that the 

applicant was insurable at the time it was given. 

By its nature, it is subject to all conditions in the policy expected even though that policy may 

never issue.  In life insurance, where an agreement is made between an applicant and the 

insurers‘ agent, no liability shall attach until the insurer approves the risk.  Thus, in life 

insurance, a binding slip or binding receipt DOES NOT insure itself. 

Object of Cover note is to give interim protection to the assured pending decision of the Board of 

Directors of the Insurance Company. Insurers of non-life policies normally empower their agents 

to grant cover notes valid at the most for a short period of 15 or 30 days, after satisfying 

themselves about the acceptability of the proposal. Cover note has not been defined in the 

Insurance Act. But Section 145 (b) of the Motor Vehicle Act defines a certificate of insurance 

which includes a cover note complying with such requirements as prescribed. 

 According to Honorable Hidayatulla J.  observation in General Assurance Society v. Chandmull, 

"a contract of insurance is a species of commercial transactions and there is a well established 

commercial practice to send cover note even prior to the completion of a proper proposal or 

while the proposal is being considered or policy is in preparation of delivery. It is a temporary 

and limited agreement. It may be self contained or it may incorporate by reference to the terms 

and conditions of the future policy." 

 Cover note is similar to a Slip in Marine Insurance. The effect of cover note is that if fire takes 

place between the date of the receipt of receipt of cover note and the date of intimation by the 

insurance company regarding the acceptance or refusal of the policy, the insurance company will 

be responsible. Cover note contains a contract of insurance but it is not a policy of insurance. It is 

only a protection for the interim period between the date of proposal and the date of issue of 

policy; and therefore the cover note is the protection for a temporary period. 

  

Section 147 (4) of the Motor Vehicle Act, 1988, imposes strict liability upon the insurance 

company to issue cover note to a motor vehicle owner who in turn doesn't receive his policy 

within the specified time of cover note. Cover note is effective until the date on which it expires. 

Any claims arises during this period, the insurer is to pay compensation, and such claims shall be 

determined according to the terms and conditions of the cover note. The terms and conditions of 

the cover note may vary. 



  

The cover note should properly be stamped, according to the Indian Stamp Act, 1899. Now the 

question is whether it can be admitted as evidence, when it is not stamped? The answer is, it is 

like an insurance policy and so under Section 35 of the Stamp Act, it is inadmissible in evidence, 

but it can be received in evidence on payment of penalty. However, the interim protection doesn't 

amount to policy or an engagement to issue the policy and can't be issued for any other purpose 

or any other claim. Section 35 contemplates that the letter of cover note must have the necessary 

stamp at the time of execution and therefore subsequent stamping will not make it a valid 

document, which can be used for claiming the amount. 

  

Generally, the terms and conditions of the cover note are similar to that of the terms and 

conditions of the policy. The cover note is not a complete and final contract between contract 

between the insurer and insured. But it binds both the parties concerning the rights and liabilities 

of them if any event of a loss occurs during its period. Cover note comes to an end on the issue 

of "Certificate of Insurance/policy". It also comes to an end when the insured receives a 

cancellation notice of cover note from the insurer. 

 

Is a Cover Note a Formal Insurance Policy? 
The Court of Appeal in China Ping An Insurance (Hong Kong) Company Limited v. Tsang Fung 

Yin Josephine and Mohammad Taj (CACV 179/2012) found that the terms and conditions in a 

third party motor insurance policy had been incorporated into the interim contract of insurance 

covering the time of accident (the cover note), notwithstanding the formal policy had not been 

delivered to the insured. In this case, Tsang was held to have breached her contractual duty to 

notify the insurer of the accident pursuant to the terms of the Policy. 

The decision reaffirms the legal position that where the terms and conditions contained in the 

formal insurance policy are expressly referred to in the cover note and the wording is sufficiently 

clear, the insured would be bound by the terms and conditions contained in the formal policy 

even though the formal policy has not yet been delivered. 

 

 

 



Background 

In this case, Tsang (the first defendant) (the "Insured") was the registered owner of a private car. 

Mohammad Taj (the second defendant) (the ―Insured driver‖) was the authorised driver of the 

car. China Ping An Insurance was the motor insurer of the private car (the "Insurer"). 

On 1 June 2006, the Insured submitted the insurance proposal form to take out third party motor 

insurance for the car. In the proposal form, the Insured signed on declarations as follows: 

"(5) I/We hereby agree that this Proposal and Declaration shall be incorporated in and taken as 

the basis of the proposed contract between me/us and the Company; and (6) I/We agree to 

accept a policy in the Company’s usual insurance policy form this class of insurance." 

On the same day the Insurer issued a Cover Note to the Insured which stated that: 

"Tsang Fung Yin Josephine having proposed for insurance in respect of the Motor Vehicle … 

and having paid the sum of … the risk is hereby held covered in terms of the Company's usual 

form of THIRD PARTY ONLY Policy applicable thereto for a period of 30 days … ." (the 

"interim contract of insurance"). 

The Insurer issued a formal policy on 4 July 2006 and delivered it to the Insured on 22 July 

2006. On 12 July 2006 (i.e., before the delivery of the Policy), the Insured driver was involved in 

a traffic accident. He was prosecuted and convicted of careless driving. The Insurer repudiated 

policy liability on the ground that the Insured had failed to give notice of the accident pursuant to 

the terms of the policy. The insurer settled two personal injury claims on a without prejudice 

basis and sought recovery against the Insured and the Insured driver for the damages and costs 

paid in respect of those claims. 

The Court of Appeal Decision 

The Insurer's recovery action was dismissed by a Master of the Court of First Instance upon the 

Insured's application for an order of dismissal on the basis that the notification requirement under 

the terms of the Policy formed no part of the interim contract of insurance on the date of the 

accident. However, this decision was successfully appealed by the Insurer to the Judge in 

Chambers. The Judge held that on true and proper construction of the cover note, all the terms 

and conditions in the Insurer's third party motor insurance policy, including the notification 

requirement were incorporated into this interim insurance contract. 

The Insured appealed to the Court of Appeal. The Court of Appeal rejected the Insured's 

submission that the wording in the cover note merely defined the scope of the risk covered and 



held that they were sufficient to incorporate the standard policy terms into the interim insurance 

contract as the Insured had declared in the proposal form that she agreed to accept a policy in the 

Insurer's usual policy terms for motor insurance. It was contended by the Insured that exclusory 

condition in the formal policy should not be applicable until the policy was delivered to the 

Insured for her to acquire knowledge of its contents. However, the Court of Appeal held that the 

Insured should have had every opportunity to find out about the policy before she submitted the 

proposal form and accepted the cover note. 

Takeaway 

1. Where the terms and conditions of a motor policy are expressly referred to in the cover 

note and the wording is sufficiently clear, those terms and conditions would be regarded 

as being incorporated into the cover note and the insured would be bound by those terms 

and conditions, notwithstanding that the formal policy has not been delivered. 

2. Insurers may need to review the wording of their cover notes and proposal forms to 

consider whether the wording is sufficiently clear to ensure the proper incorporation of 

the terms and conditions of the policy. 

WHAT ARE THE RULES GOVERNING COVER NOTES? 

1. Insurance companies doing business in the Philippines may issue cover notes to 

bind insurance temporarily pending the issuance of the policy 

2. A cover not shall e deemed to be a contract of insurance within the meaning of 

Sec. 1(1) of IC. 

3. NO cover note shall be issued or renewed unless in the form previously approved 

by the Insurance Commission. 

4. A cover not shall be valid and binding for a period NOT exceeding 60 days from 

the date of its issuance, whether or not the premium therefore has been paid or 

not, BUT such cover note may be canceled by either party upon at least 7 days 

notice to the other party. 

5. If a cover not is not so canceled, a policy of insurance shall, within 60 days after 

the issuance of the cover not be issued in lieu thereof.  Such policy shall include 

within its terms the identical insurance bound under the cover note and the 

premiums therefore. 



6. A cover note may be extended or renewed beyond the aforementioned period of 

60 days with the written approval of the Insurance Commissioner, provided that 

such written approval may be dispensed with upon the certification of the Pres, 

VP or General Mgr of the Insurance company concerned, that the risks involved, 

the values of such risks, and the premiums therefore have not as yet been 

determined or established and that such extension or renewal is NOT contrary to 

and is not for the purpose of violating any provision of the Insurance Code. 

7. The insurance companies may impose on cover notes a deposit premium 

equivalent to at least 25% of the estimated premium of the intended insurance 

coverage but in no case less than P500. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Sample of Cover note 
 

 
 

 

Certificate of Insurance 
Document issued by an insurance company, it certifies that an insurance policy has 

been bought and shows an abstract of the most important provisions of the insurance contract. 

But it is not a substitute for the actual policy, and is normally a non-negotiable document-it 

cannot be assigned to a third party, and is unacceptable under the terms of a letter of credit and 

http://www.businessdictionary.com/definition/document.html
http://www.businessdictionary.com/definition/insurance-company.html
http://www.businessdictionary.com/definition/insurance-policy.html
http://www.businessdictionary.com/definition/bought.html
http://www.businessdictionary.com/definition/abstract.html
http://www.businessdictionary.com/definition/provision.html
http://www.businessdictionary.com/definition/insurance.html
http://www.businessdictionary.com/definition/contract.html
http://www.businessdictionary.com/definition/policy.html
http://www.businessdictionary.com/definition/non-negotiable.html
http://www.businessdictionary.com/definition/assign.html
http://www.businessdictionary.com/definition/third-party.html
http://www.businessdictionary.com/definition/term.html
http://www.businessdictionary.com/definition/letter-of-credit-L-C.html


in making a claim. In life and health insurance a COI is issued to the members of a group 

insurance plan, evidencing their participation.  

In marine insurance (where cargo is insured against a floating insurance policy) COI serves to 

assure the consignee that insurance is in effect for the goods in transit and a proper policy will 

follow. Also called insurance certificate. 

A certificate of insurance is a document used to provide information on specific insurance 

coverage. The certificate provides verification of the insurance and usually contains information 

on types and limits of coverage, insurance company, policy number, named insured, and the 

policies‘ effective periods. 

Many statutory authorities have need to verify the existence of an insurance policy in order to 

fulfill their duties such as issue of motor driving license, issuing a letter of credit to an 

international trader, or sanctioning a loan on hypothecation of goods. It is understood that there 

may be some delay in the issue of insurance policies. This it is hoped may not be the case in 

future with the advent of information technology and increasing computerization in trading and 

manufacturing enterprises. The certificate of insurance will generally be printed and will both be 

dated and numbered. A certificate will not be valid unless it is signed by an authorized signatory 

of the insurance company. The certificate of insurance will mention brief details of the insured, 

the location and situation of property, the sum insured and the period of insurance. Some 

certificates do mention the premium even though in the majority of cases it is not mentioned. 

Common examples are Certificates of Insurance in Automobile Insurance, Marine Cargo 

Insurance and Fire Insurance. In Group Personal Accident Insurance, which covers a large 

number of employees of a company, insurers have the practice not to issue policies to all the 

employees but to issue only individual certificates of insurance. Usually, the single policy that is 

issued is kept with the Employer. 

Although the certificate should not be substituted for information contained in the actual 

insurance policies, it is usually a reliable source of information or proof of insurance coverage. 

 

Certificates are usually requested by opposite parties in an agreement, contract, or transaction to 

make certain the other party has the appropriate insurance coverage. If you are looking for 

information on what a certificate from a vendor or third party should include, please see our 

http://www.businessdictionary.com/definition/maker.html
http://www.businessdictionary.com/definition/claim.html
http://www.businessdictionary.com/definition/health-insurance.html
http://www.businessdictionary.com/definition/member.html
http://www.businessdictionary.com/definition/group-insurance.html
http://www.businessdictionary.com/definition/group-insurance.html
http://www.businessdictionary.com/definition/group-insurance.html
http://www.businessdictionary.com/definition/plan.html
http://www.businessdictionary.com/definition/participation.html
http://www.businessdictionary.com/definition/marine-insurance.html
http://www.businessdictionary.com/definition/cargo.html
http://www.businessdictionary.com/definition/insured.html
http://www.businessdictionary.com/definition/floating-insurance-policy.html
http://www.businessdictionary.com/definition/serve.html
http://www.businessdictionary.com/definition/consignee.html
http://www.businessdictionary.com/definition/goods-in-transit.html
http://www.businessdictionary.com/definition/call.html
http://www.businessdictionary.com/definition/certificate.html


section on Insurance Third Party. College departments requiring evidence of insurance and 

additional insured coverage for third parties should follow the procedures for their institution. 

OR 

A certificate of insurance is a document describing the insurance policies maintained by an 

insured or insured‘s. It identifies the policy number, effective and expiration dates and name of 

the insurance company affording coverage. 

The certificate of insurance generally acts as proof or evidence of insurance. It provides limited 

information relating to the policy maintained and is not considered an insurance policy or an 

insurance endorsement. 

For contracting purposes, insured‘s are required to name or schedule specified persons or 

organizations onto their insurance policies. Such requests are accommodated by adding 

endorsements to the insurance policies. Collecting actual copies of the required insurance 

endorsements along with the certificate of insurance is essential, as certificates generally do not 

alter, extend or afford coverage to any party other than the named insured(s). 

Some facts about Certificate: 

How can I get a certificate of insurance? 

If your policy is serviced by an insurance broker, please contact your broker to request a 

certificate. If you are a registered user with State Fund Online, you may click on the 

―Request a Certificate‖ link on your ―Welcome‖ screen and create your certificates. 

Is there a charge for issuing a certificate? 

No, this is a complimentary service for direct policyholders. 

Can I obtain a certificate online? 

If your policy is serviced by an insurance broker, please contact your broker to request a 

certificate. A policyholder that has access to State Fund Online may issue a certificate 

online. For questions on gaining access, please contact our Customer Service Center at 

888-STATEFUND (888-782-8388). 

How do I edit a certificate online? 

A policyholder or broker cannot make changes to an existing certificate online. However, 

a certificate can be corrected and replaced or superseded online, which creates a new 

certificate. For assistance please contact our Customer Service Center at 888-

STATEFUND (888-782-8388). 

https://www.fivecolleges.edu/riskmgmt/insurance_thirdparty
http://www.statefundca.com/sfo/register.asp
http://www.statefundca.com/sfo/register.asp


 

 

Can I add a “doing business as” or “DBA” on the certificate? 

No. State Fund cannot verify a certificate holder‘s DBA, so a separate certificate would 

be required for each business name. 

Why can‟t I add special wording to a certificate? 

A certificate with special wording such as ―agent‖, ―affiliate‖, ―care of‖, ―DBA‖, ―info 

only‖, ―proof‖, ―rep‖, and ―sample‖ will cause the certificate to be flagged for review and 

possibly rejected by State Fund. Special wording is ambiguous and potentially creates 

additional liability issues. Therefore, State Fund must ensure the certificate wording is 

limited to a clearly distinct and single entity. 

 Can I get a general certificate to show several vendors I have insurance? 

State Fund limits each certificate to one holder. You will need to request a separate 

certificate for each vendor. 

 Why can‟t I add more than one entity to the certificate? 

State Fund must notify each certificate holder if the policy is cancelled. Failure to notify a 

certificate holder forces State Fund to assume the liability that may occur for the 

certificate holder. Listing multiple entities on a single certificate increases State Fund‘s 

risk of incurring this liability. 

 Can a certificate be issued for a future date or a previous year? 

Yes. The Customer Service Center can assist you. 

 My policy is in cancellation. Can I still get a certificate? 

At your request, State Fund can issue a certificate reflecting your pending cancellation 

date, or process a manual certificate if your policy is being reinstated. For a cancelled 

policy, State Fund can issue a certificate to show proof of insurance for a specified 

coverage period. Contact our Customer Service Center at 888-STATEFUND (888-782-

8388) to make these requests. 

 Why was the number of cancellation notice days increased on my certificate? 

Some certificate holders need more than the standard 10 days notice that State Fund is 

cancelling the policy. We will increase the number of cancellation notice days only if a 

policyholder makes the request. 



 What is an “additional insured” endorsement? Another employer I‟m working with on a 

project has requested one. 

The additional insured endorsement adds another employer to your policy as an insured. 

This is used when you and the other employer might share joint liability to pay workers‘ 

compensation to employees engaged in the same work, such as contractors working with 

subcontractors on the same project, where employees of both are working side by side. 

The premium payment remains the responsibility of the primary policyholder. 

 What is a "waiver of subrogation"? 

Subrogation is a legal term that means the assumption by a third party of another's legal 

right to collect a debt or damages. For example, subrogation occurs when an insurance 

company that has paid off its injured claimant takes on the legal rights the claimant has 

against the potentially liable third party (such as the owner of the property where the 

policyholder‘s injured employee was working), and attempts to collect compensation 

from that third party. 

A waiver of subrogation policy endorsement prevents an insurance company from trying 

to recover those costs. In other words, if State Fund provides you a waiver of 

subrogation, we can't sue the person or company that caused the injuries on the claim we 

already paid. 

 

What types of waivers of subrogation does State Fund offer? 

State Fund offers two types of waivers: (1) A specific waiver (Endorsement 2570) that 

names the third party with whom you have a contract to perform work; (2) A blanket 

waiver (Endorsement 2572) that does not name a third party—it applies to all the 

jobs where you perform work under a contract with a third party who requires a waiver of 

subrogation. 

Quotes issued for policies incepting on September 1, 2013, or later will include the 

Blanket Waiver endorsement and the related premium charge if you request the 

endorsement with your application. If the Blanket Waiver endorsement is not requested 

prior to the inception of your policy, it will not be added until your next renewal. 

 

 



Is there a fee for a waiver of subrogation? 

There is a three percent surcharge for a specific waiver that is applied to the premium 

assessed on employee payroll earned while working for the certificate holder who 

requested the waiver. (Note: There is no charge if you have no employee payroll on that 

job). There is a two percent surcharge applied to your total annual policy premium for a 

blanket waiver. 

How do I determine whether a blanket waiver or a specific waiver is best for me? 

The best way to assess whether a blanket waiver or specific waiver is best for your client 

is to evaluate the cost of the surcharges. Estimate what two percent of the annual 

premium would be, then figure out the premium associated with third parties that require 

a waiver. If it is less than two-thirds of two percent of your annual premium, then the 

specific waiver may carry less of a surcharge. You may also want to factor in the cost of 

requesting the specific waivers each time one is needed versus requesting the blanket 

option upfront—doing so may make the blanket waiver a better option. 

 

I seldom have a written contract with a third party that has a waiver of subrogation 

requirement in any one year. Should I still go with a blanket waiver?  

A blanket waiver may be the best option if you have multiple written contracts that 

require waivers of subrogation that cover much of your business activity in a year. It may 

also be a good option if you want the ease associated with one decision at the time your 

policy is renewed, which eliminates the need to provide segregated payroll records to the 

State Fund premium auditor. 

If the third party requesting the waiver wants to be specifically named and won‘t accept a 

blanket waiver of subrogation, you can have a specific waiver endorsed to your policy. 

There will not be an additional surcharge for the specific waiver in this special situation 

as long as the blanket waiver is on the policy and the two percent premium charge has 

already been applied. 

 Can I delete a waiver of subrogation? 

No. We cannot delete a waiver of subrogation endorsement during the policy term. 

 Why didn‟t the certificate renew with the endorsements? 

Some endorsements, such as those for a ―waiver of subrogation‖ and ―agreed payroll,‖ 

will not automatically roll over to the renewing policy year because there are surcharges 



that require a policyholder‘s request and acceptance. Contact your State Fund 

representative or broker to request these endorsements. 

I applied for a license and the Contractors State License Board (CSLB) is requesting a 

certificate. Can I get one? 

Yes. If your policy is serviced by an insurance broker, please contact your broker to 

request a certificate. State Fund will need your CSLB Application Fee Number to issue a 

certificate to the CSLB. We will also add that number to your policy until you notify us 

of your license number when issued by the CSLB. 

 How can I complete my certificate renewal list? 

You may access and review your certificate renewal list online. Discover the benefits 

of State Fund Online and register to access your policy and claims information.  

 I have created a certificate, but State Fund Online does not accept the certificate holder‟s 

address. What should I do? 

A policyholder may save a certificate as a ―draft‖ in this type of situation, then call the 

Customer Service Center at 888-STATEFUND (888-782-8338). This saves you time 

because State Fund will not have to create the certificate from scratch. 

 

―A certificate of insurance is a document issued by or on behalf of an insurance company to a 

third party who has not contracted with the insurer to purchase an insurance policy. The most 

common type of certificate is that provided for informational purposes to advise a third party of 

the existence and amount of insurance issued to the named insured.‖ (Allan D. Windt, Insurance 

Claims and Disputes, 4th ed., 2001)  

Such informational certificates are usually issued in conjunction with a contractual relationship 

between a third party and the named insured, requiring that the named insured have a particular 

amount and type of insurance. Such requirements are particularly common in construction 

contracts with large contractors, government entities, and major corporations. In addition to 

describing the insurance available to the named insured, a certificate may also convey 

information that the certificate holder is an additional insured under the policy issued to the 

named insured, thus giving the certificate holder some interest in the policy itself. According to 

Black‘s Law, a certificate of insurance is a ―[d]ocument evidencing the fact that an insurance 

policy has been written and includes a statement of the coverage of the policy in general  



terms.‖ Certificates are simply snapshots of basic policy coverages and limits at the time of 

issuance of the certificate. Certificates cannot modify coverages or change the terms of the 

insurance contract. According to one professional liability insurer, during the past year, E&O 

claims involving certificates of insurance have increased 28%. About 1 in 25 E&O claims now 

involves a certificate of insurance.  

The two main sources of certificate E&O claims are failure to add, or improperly identifying, 

additional insureds (36%) and misrepresenting coverage on the certificate that doesn‘t actually 

exist (21%). These statistics track closely with the experience of our Virtual University ―Ask an 

Expert‖ service in answering dozens and dozens of questions about certificates over the past 

seven years. Our experience (and the statistics) seem to indicate three major recurring problems 

involving certificates of insurance:  

• The unwillingness of insurers to provide notice to certificate holders of cancellation, despite the 

―we will endeavor to‖ language in most certificates of insurance.  

• Onerous insurance requirements by large contactors, huge corporations, governmental/public  

entities, etc. that cannot be met by coverages typically available in the admitted marketplace.  

• Certificate fraud by agents and insureds (including the indication of coverages or conditions hat  

don't exist) so an insured subcontractor can get a construction job or get paid for one.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Sample of Insurance certificate: 

 



 

Insurance Policies 
As individuals it is inherent to differ. Each individual's insurance needs and requirements are 

different from that of the others. LIC's Insurance Plans are policies that talk to you individually 

and give you the most suitable options that can fit your requirement. 

Any risk that can be quantified can potentially be insured. Specific kinds of risk that may give 

rise to claims are known as perils. An insurance policy will set out in details which perils are 

covered by the policy and which are not. Below are non-exhaustive lists of the many different 

types of insurance that exist. A single policy may cover risks in one or more of the categories set 

out below. For example, vehicle insurance would typically cover both the property risk (theft or 

damage to the vehicle) and the liability risk (legal claims arising from an accident). A home 

insurance policy in the US typically includes coverage for damage to the home and the owner's 

belongings, certain legal claims against the owner, and even a small amount of coverage for 

medical expenses of guests who are injured on the owner's property. 

Business insurance can take a number of different forms, such as the various kinds of 

professional liability insurance, also called professional indemnity (PI), which are discussed 

below under that name; and the business owner's policy (BOP), which packages into one policy 

many of the kinds of coverage that a business owner needs, in a way analogous to how 

homeowners' insurance packages the coverages that a homeowner needs. 

This is the pucca legal document, which is an evidence of the contract of insurance between the 

insured and the insurer. In many countries the policy is not valid unless stamped. The policy 

contains some basic clauses, which are essential to every policy. The format of the policy (may) 

remain the same for all classes of insurance, but the terms and conditions of insurance will be 

different for different risks. Where the insurance is governed by Tariff, the policy wording is 

prescribed by the tariff. This document has to be stamped in accordance with the provisions of 

the Indian Stamp Act, 1989. 

The following are the common features in all policies of General Insurance: 

(1) The Heading: giving the insurers name and address of the registered office. 

(2) Preamble and recital clause: This mentions the names of parties to the contract of insurance 

namely the insured and the insurer. There is then a mention of the contingency on the occurrence 

of which the insurer will indemnify the insured as agreed between them. 



(3) Operative or insuring clause: This is the essence of the contract. It specifies the perils 

insured under the policy, perils specifically excluded, terms and conditions, endorsements, and 

limits of liability. 

(4) The Schedule: Wherein are mentioned the description of the property insured and its 

location and situation. 

(5) The value at risk/the sum insured: If there are some warranties attached to the property, 

these would be mentioned on the face of the policy. 

(6) Attestations and signature clause: Provides for the signatures of the authorized official of 

the insurer. 

(7) Conditions: Any express conditions, which regulate the contract. 

(8) The period of insurance: Normally, every General Insurance contract is issued for one full 

year. 

In India, the Fire Insurance policy is written to commence from the midnight of a certain date till 

4.00 p.m. on the date following the completion of one year. e.g. A fire policy will be issued to 

commence from the midnight of 1st January, 1999 to 4.00 p.m. on 1st January, 2000. When a 

policy is issued to commence from 1st January, 1998 to 31st December, 1998 it means the cover 

is from midnight to midnight. Most marine and motor policies are issued in this way from 

midnight to midnight. Every policy contains terms and conditions which must be fulfilled. The 

most important conditions are those relating to the prompt and immediate notice of loss to the 

insurer, those making it obligatory on the part of the insured to take adequate steps to minimize 

the losses, those in respect of cancellation of the policy from either the insurer or the insured and 

the extent of the premium refundable for the unexpired portion of the risk and other  

contingencies like reference to arbitrators in the event of a dispute on the amount of settlement 

and finally on the period of limitation in making a claim. The schedule of the policy, which 

contains important features of risks is sometimes separately attached to the policy but 

nevertheless forms part of the policy. 

 

Auto Insurance 

Auto insurance protects the policyholder against financial loss in the event of an incident 

involving a vehicle they own, such as in a traffic collision. 

Coverage typically includes: 



 Property coverage, for damage to or theft of the car 

 Liability coverage, for the legal responsibility to others for bodily injury or property damage 

 Medical coverage, for the cost of treating injuries, rehabilitation and sometimes lost wages 

and funeral expenses 

Most countries, such as the United Kingdom, require drivers to buy some, but not all, of these 

coverages. When a car is used as collateral for a loan the lender usually requires specific 

coverage. 

Gap insurance  

Gap insurance covers the excess amount on your auto loan in an instance where your insurance 

company does not cover the entire loan. Depending on the companies specific policies it might 

or might not cover the deductible as well. This coverage is marketed for those who put low down 

payments, have high interest rates on their loans, and those with 60 month or longer terms. Gap 

insurance is typically offered by your finance company when you first purchase your vehicle. 

Most auto insurance companies offer this coverage to consumers as well. If you are unsure if 

GAP coverage had been purchased, you should check your vehicle lease or purchase 

documentation. 

Health insurance 
Health insurance policies cover the cost of medical treatments. Dental insurance, like medical 

insurance protects policyholders for dental costs. In the US and Canada, dental insurance is often 

part of an employer's benefits package, along with health insurance. 

Accident, sickness, and unemployment insurance 
 Disability insurance policies provide financial support in the event of the policyholder 

becoming unable to work because of disabling illness or injury. It provides monthly support 

to help pay such obligations as mortgage loans and credit cards. Short-term and long-term 

disability policies are available to individuals, but considering the expense, long-term 

policies are generally obtained only by those with at least six-figure incomes, such as 

doctors, lawyers, etc. Short-term disability insurance covers a person for a period typically 

up to six months, paying a stipend each month to cover medical bills and other necessities. 

 Long-term disability insurance covers an individual's expenses for the long term, up until 

such time as they are considered permanently disabled and thereafter. Insurance companies 



will often try to encourage the person back into employment in preference to and before 

declaring them unable to work at all and therefore totally disabled. 

 Disability overhead insurance allows business owners to cover the overhead expenses of 

their business while they are unable to work. 

 Total permanent disability insurance provides benefits when a person is permanently 

disabled and can no longer work in their profession, often taken as an adjunct to life 

insurance. 

 Workers' compensation insurance replaces all or part of a worker's wages lost and 

accompanying medical expenses incurred because of a job-related injury. 

Casualty 

Casualty insurance insures against accidents, not necessarily tied to any specific property. It is a 

broad spectrum of insurance that a number of other types of insurance could be classified, such 

as auto, workers compensation, and some liability insurances. 

 Crime insurance is a form of casualty insurance that covers the policyholder against losses 

arising from the criminal acts of third parties. For example, a company can obtain crime 

insurance to cover losses arising from theft or embezzlement. 

 Political risk insurance is a form of casualty insurance that can be taken out by businesses 

with operations in countries in which there is a risk that revolution or other political 

conditions could result in a loss. 

Life 
 

Life insurance provides a monetary benefit to a decedent's family or other designated 

beneficiary, and may specifically provide for income to an insured person's family, burial, 

funeral and other final expenses. Life insurance policies often allow the option of having the 

proceeds paid to the beneficiary either in a lump sum cash payment or an annuity. In most states, 

a person cannot purchase a policy on another person without their knowledge. 

Annuities provide a stream of payments and are generally classified as insurance because they 

are issued by insurance companies, are regulated as insurance, and require the same kinds of 

actuarial and investment management expertise that life insurance requires. Annuities 

and pensions that pay a benefit for life are sometimes regarded as insurance against the 

possibility that a retiree will outlive his or her financial resources. In that sense, they are the 
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complement of life insurance and, from an underwriting perspective, are the mirror image of life 

insurance. 

Certain life insurance contracts accumulate cash values, which may be taken by the insured if the 

policy is surrendered or which may be borrowed against. Some policies, such as annuities 

and endowment policies, are financial instruments to accumulate or liquidate wealth when it is 

needed. 

In many countries, such as the United States and the UK, the tax law provides that the interest on 

this cash value is not taxable under certain circumstances. This leads to widespread use of life 

insurance as a tax-efficient method of saving as well as protection in the event of early death. 

In the United States, the tax on interest income on life insurance policies and annuities is 

generally deferred. However, in some cases the benefit derived from tax deferral may be offset 

by a low return. This depends upon the insuring company, the type of policy and other variables 

(mortality, market return, etc.). Moreover, other income tax saving vehicles (e.g., IRAs, 401(k) 

plans, Roth IRAs) may be better alternatives for value accumulation. 

 

Property 

Property insurance provides protection against risks to property, such 

as fire, theft or weather damage. This may include specialized forms of insurance such as fire 

insurance, flood insurance, earthquake insurance, home insurance, inland marine insurance 

or boiler insurance. The term property insurance may, like casualty insurance, be used as a broad 

category of various subtypes of insurance, some of which are listed below: 

 Aviation insurance protects aircraft hulls and spares, and associated liability risks, such as 

passenger and third-party liability. Airports may also appear under this subcategory, 

including air traffic control and refuelling operations for international airports through to 

smaller domestic exposures. 

 Boiler insurance (also known as boiler and machinery insurance, or equipment breakdown 

insurance) insures against accidental physical damage to boilers, equipment or machinery. 

 Builder's risk insurance insures against the risk of physical loss or damage to property during 

construction. Builder's risk insurance is typically written on an "all risk" basis covering 

damage arising from any cause (including the negligence of the insured) not otherwise 

expressly excluded. Builder's risk insurance is coverage that protects a person's or 



organization's insurable interest in materials, fixtures and/or equipment being used in the 

construction or renovation of a building or structure should those items sustain physical loss 

or damage from an insured peril 

 Crop insurance may be purchased by farmers to reduce or manage various risks associated 

with growing crops. Such risks include crop loss or damage caused by weather, hail, drought, 

frost damage, insects, or disease 

 Earthquake insurance is a form of property insurance that pays the policyholder in the event 

of an earthquake that causes damage to the property. Most ordinary home insurance policies 

do not cover earthquake damage. Earthquake insurance policies generally feature a 

high deductible. Rates depend on location and hence the likelihood of an earthquake, as well 

as the construction of the home. 

 Fidelity bond is a form of casualty insurance that covers policyholders for losses incurred 

as a result of fraudulent acts by specified individuals. It usually insures a business for 

losses caused by the dishonest acts of its employees. 

 Flood insurance protects against property loss due to flooding. Many insurers in the US 

do not provide flood insurance in some parts of the country. In response to this, the 

federal government created the National Flood Insurance Program which serves as the 

insurer of last resort. 

 Home insurance, also commonly called hazard insurance or homeowners insurance (often 

abbreviated in the real estate industry as HOI), provides coverage for damage or 

destruction of the policyholder's home. In some geographical areas, the policy may 

exclude certain types of risks, such as flood or earthquake that require additional 

coverage. Maintenance-related issues are typically the homeowner's responsibility. The 

policy may include inventory, or this can be bought as a separate policy, especially for 

people who rent housing. In some countries, insurers offer a package which may include 

liability and legal responsibility for injuries and property damage caused by members of 

the household, including pets. 

 Landlord insurance covers residential and commercial properties which are rented to 

others. Most homeowners' insurance covers only owner-occupied homes. 

 Marine insurance and marine cargo insurance cover the loss or damage of vessels at sea 

or on inland waterways, and of cargo in transit, regardless of the method of transit. When 



the owner of the cargo and the carrier are separate corporations, marine cargo insurance 

typically compensates the owner of cargo for losses sustained from fire, shipwreck, etc., 

but excludes losses that can be recovered from the carrier or the carrier's insurance. Many 

marine insurance underwriters will include "time element" coverage in such policies, 

which extends the indemnity to cover loss of profit and other business expenses 

attributable to the delay caused by a covered loss. 

 Supplemental natural disaster insurance covers specified expenses after a natural disaster 

renders the policyholder's home uninhabitable. Periodic payments are made directly to 

the insured until the home is rebuilt or a specified time period has elapsed. 

 Surety bond insurance is a three-party insurance guaranteeing the performance of the 

principal. 

 
Liability 
Liability insurance is a very broad superset that covers legal claims against the insured. Many 

types of insurance include an aspect of liability coverage. For example, a homeowner's insurance 

policy will normally include liability coverage which protects the insured in the event of a claim 

brought by someone who slips and falls on the property; automobile insurance also includes an 

aspect of liability insurance that indemnifies against the harm that a crashing car can cause to 

others' lives, health, or property. The protection offered by a liability insurance policy is twofold: 

a legal defense in the event of a lawsuit commenced against the policyholder and indemnification 

(payment on behalf of the insured) with respect to a settlement or court verdict. Liability policies 

typically cover only the negligence of the insured, and will not apply to results of wilful or 

intentional acts by the insured. 

 Public liability insurance covers a business or organization against claims should its 

operations injure a member of the public or damage their property in some way. 

 Directors and officers liability insurance (D&O) protects an organization (usually a 

corporation) from costs associated with litigation resulting from errors made by directors and 

officers for which they are liable. 

 Environmental liability insurance protects the insured from bodily injury, property damage 

and cleanup costs as a result of the dispersal, release or escape of pollutants. 



 Errors and omissions insurance (E&O) is business liability insurance for professionals such 

as insurance agents, real estate agents and brokers, architects, third-party administrators 

(TPAs) and other business professionals. 

 Prize indemnity insurance protects the insured from giving away a large prize at a specific 

event. Examples would include offering prizes to contestants who can make a half-court shot 

at a basketball game, or a hole-in-one at a golf tournament. 

 Professional liability insurance, also called professional indemnity insurance (PI), protects 

insured professionals such as architectural corporations and medical practitioners against 

potential negligence claims made by their patients/clients. Professional liability insurance 

may take on different names depending on the profession. For example, professional liability 

insurance in reference to the medical profession may be called medical 

malpractice insurance. 

 
Credit 
Credit insurance repays some or all of a loan when certain circumstances arise to the borrower 

such as unemployment, disability, or death. 

 Mortgage insurance insures the lender against default by the borrower. Mortgage insurance 

is a form of credit insurance, although the name "credit insurance" more often is used to refer 

to policies that cover other kinds of debt. 

 Many credit cards offer payment protection plans which are a form of credit insurance. 

 Trade credit insurance is business insurance over the accounts receivable of the insured. The 

policy pays the policy holder for covered accounts receivable if the debtor defaults on 

payment. 

 
Other types 
Credit insurance repays some or all of a loan when certain circumstances arise to the borrower 

such as unemployment, disability, or death. 

 Mortgage insurance insures the lender against default by the borrower. Mortgage insurance 

is a form of credit insurance, although the name "credit insurance" more often is used to refer 

to policies that cover other kinds of debt. 

 Many credit cards offer payment protection plans which are a form of credit insurance. 
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 Trade credit insurance is business insurance over the accounts receivable of the insured. The 

policy pays the policy holder for covered accounts receivable if the debtor defaults on 

payment. 

Other types 
 All-risk insurance is an insurance that covers a wide range of incidents and perils, except 

those noted in the policy. All-risk insurance is different from peril-specific insurance that 

cover losses from only those perils listed in the policy.[25] In car insurance, all-risk policy 

includes also the damages caused by the own driver. 

 Bloodstock insurance covers individual horses or a number of horses under common 

ownership. Coverage is typically for mortality as a result of accident, illness or disease 

but may extend to include infertility, in-transit loss, veterinary fees, and prospective foal. 

 Business interruption insurance covers the loss of income, and the expenses incurred, 

after a covered peril interrupts normal business operations. 

 Collateral protection insurance (CPI) insures property (primarily vehicles) held as 

collateral for loans made by lending institutions. 

 Defense Base Act (DBA) insurance provides coverage for civilian workers hired by the 

government to perform contracts outside the US and Canada. DBA is required for all US 

citizens, US residents, US Green Card holders, and all employees or subcontractors hired 

on overseas government contracts. Depending on the country, foreign nationals must also 

be covered under DBA. This coverage typically includes expenses related to medical 

treatment and loss of wages, as well as disability and death benefits. 

 Expatriate insurance provides individuals and organizations operating outside of their 

home country with protection for automobiles, property, health, liability and business 

pursuits. 

 Kidnap and ransom insurance is designed to protect individuals and corporations operating in 

high-risk areas around the world against the perils of kidnap, extortion, wrongful detention 

and hijacking. 

 Legal expenses insurance covers policyholders for the potential costs of legal action against 

an institution or an individual. When something happens which triggers the need for legal 

action, it is known as "the event". There are two main types of legal expenses 

insurance: before the event insurance and after the event insurance. 
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 Livestock insurance is a specialist policy provided to, for example, commercial or hobby 

farms, aquariums, fish farms or any other animal holding. Cover is available for mortality or 

economic slaughter as a result of accident, illness or disease but can extend to include 

destruction by government order. 

 Media liability insurance is designed to cover professionals that engage in film and television 

production and print, against risks such as defamation. 

 Nuclear incident insurance covers damages resulting from an incident involving radioactive 

materials and is generally arranged at the national level. (See the nuclear exclusion 

clause and for the US the Price-Anderson Nuclear Industries Indemnity Act.) 

 Pet insurance insures pets against accidents and illnesses; some companies cover 

routine/wellness care and burial, as well. 

 Pollution insurance usually takes the form of first-party coverage for contamination of 

insured property either by external or on-site sources. Coverage is also afforded for liability 

to third parties arising from contamination of air, water, or land due to the sudden and 

accidental release of hazardous materials from the insured site. The policy usually covers the 

costs of cleanup and may include coverage for releases from underground storage tanks. 

Intentional acts are specifically excluded. 

 Purchase insurance is aimed at providing protection on the products people purchase. 

Purchase insurance can cover individual purchase protection, warranties, guarantees, care 

plans and even mobile phone insurance. Such insurance is normally very limited in the scope 

of problems that are covered by the policy. 

 Title insurance provides a guarantee that title to real property is vested in the purchaser 

and/or mortgagee, free and clear of liens or encumbrances. It is usually issued in conjunction 

with a search of the public records performed at the time of a real estate transaction. 

 Travel insurance is an insurance cover taken by those who travel abroad, which covers 

certain losses such as medical expenses, loss of personal belongings, travel delay, and 

personal liabilities. 

 Tuition insurance insures students against involuntary withdrawal from cost-intensive 

educational institutions 

 Interest rate insurance protects the holder from adverse changes in interest rates, for instance 

for those with a variable rate loan or mortgage 
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 Divorce insurance is a form of contractual liability insurance that pays the insured a cash 

benefit if their marriage ends in divorce. 

 
Insurance financing vehicles 

 Fraternal insurance is provided on a cooperative basis by fraternal benefit societies or other 

social organizations.[26] 

 No-fault insurance is a type of insurance policy (typically automobile insurance) where 

insureds are indemnified by their own insurer regardless of fault in the incident. 

 Protected self-insurance is an alternative risk financing mechanism in which an organization 

retains the mathematically calculated cost of risk within the organization and transfers the 

catastrophic risk with specific and aggregate limits to an insurer so the maximum total cost 

of the program is known. A properly designed and underwritten Protected Self-Insurance 

Program reduces and stabilizes the cost of insurance and provides valuable risk management 

information. 

 Retrospectively rated insurance is a method of establishing a premium on large commercial 

accounts. The final premium is based on the insured's actual loss experience during the 

policy term, sometimes subject to a minimum and maximum premium, with the final 

premium determined by a formula. Under this plan, the current year's premium is based 

partially (or wholly) on the current year's losses, although the premium adjustments may take 

months or years beyond the current year's expiration date. The rating formula is guaranteed 

in the insurance contract. Formula: retrospective premium = converted loss + basic premium 

× tax multiplier. Numerous variations of this formula have been developed and are in use. 

 Formal self-insurance is the deliberate decision to pay for otherwise insurable losses out of 

one's own money.[citation needed] This can be done on a formal basis by establishing a 

separate fund into which funds are deposited on a periodic basis, or by simply forgoing the 

purchase of available insurance and paying out-of-pocket. Self-insurance is usually used to 

pay for high-frequency, low-severity losses. Such losses, if covered by conventional 

insurance, mean having to pay a premium that includes loadings for the company's general 

expenses, cost of putting the policy on the books, acquisition expenses, premium taxes, and 

contingencies. While this is true for all insurance, for small, frequent losses the transaction 

costs may exceed the benefit of volatility reduction that insurance otherwise affords 
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 Reinsurance is a type of insurance purchased by insurance companies or self-insured 

employers to protect against unexpected losses. Financial reinsurance is a form of 

reinsurance that is primarily used for capital management rather than to transfer insurance 

risk. 

 Social insurance can be many things to many people in many countries. But a summary of its 

essence is that it is a collection of insurance coverages (including components of life 

insurance, disability income insurance, unemployment insurance, health insurance, and 

others), plus retirement savings, that requires participation by all citizens. By forcing 

everyone in society to be a policyholder and pay premiums, it ensures that everyone can 

become a claimant when or if he/she needs to. Along the way this inevitably becomes related 

to other concepts such as the justice system and the welfare state. This is a large, complicated 

topic that engenders tremendous debate, which can be further studied in the following 

articles (and others): 

 National Insurance 

 Social safety net 

 Social security 

 Social Security debate (United States) 

 Social Security (United States) 

 Social welfare provision 

 Stop-loss insurance provides protection against catastrophic or unpredictable losses. It is 

purchased by organizations who do not want to assume 100% of the liability for losses 

arising from the plans. Under a stop-loss policy, the insurance company becomes liable for 

losses that exceed certain limits called deductibles. 

 

Closed community self-insurance 
Some communities prefer to create virtual insurance amongst themselves by other means than 

contractual risk transfer, which assigns explicit numerical values to risk. A number 

of religious groups, including the Amish and some Muslim groups, depend on support provided 

by their communities when disasters strike. The risk presented by any given person is assumed 

collectively by the community who all bear the cost of rebuilding lost property and supporting 

people whose needs are suddenly greater after a loss of some kind. In supportive communities 
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where others can be trusted to follow community leaders, this tacit form of insurance can work. 

In this manner the community can even out the extreme differences in insurability that exist 

among its members. Some further justification is also provided by invoking the moral hazard of 

explicit insurance contracts. 

In the United Kingdom, The Crown (which, for practical purposes, meant the civil service) did 

not insure property such as government buildings. If a government building was damaged, the 

cost of repair would be met from public funds because, in the long run, this was cheaper than 

paying insurance premiums. Since many UK government buildings have been sold to property 

companies, and rented back, this arrangement is now less common and may have disappeared 

altogether. 

Indian insurance industry is flourishing with global players. Strong regularity norms by 

Insurance Regulatory and Development Authority (IRDA) have actually helped the industry to 

flourish. Sector reforms by government gave real boost to insurance sector which has become a 

center of attraction. Investment guru Mr. Warren buffet visited India last week. He wants to enter 

into the untapped Indian insurance market. He is planning to enter with general insurance. 

 

Insurance has become a big industry in India now; more than 20 life insurance companies are 

offering different products in India. In order to choose the suitable policy, it is very important to 

know different product offerings by all insurance companies. 

 

Type of Insurance Policies 

Insurance can be broadly classified into two categories life and general insurance. 

 

General Insurance  

General insurance is basically non life insurance, which is meant for short period of time, ideally 

twelve month or less. Now a day, some companies make contracts for more than twelve month 

but not more than 5 years. 

 

Vehicle insurance, fire insurance, marine insurance etc. falls under general insurance category. 

In India, ICICI Lombard, National Insurance, Oriental Insurance, Reliance, Cholamandalam MS, 

Tata AIG, HDFC Ergo etc provide general insurance. 
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Life Insurance 

Life insurance is the most discussed stuff in the industry. Most of the people know about the 

insurance but they do not the difference of the same. The good thing about insurance is that the 

awareness has been increasing over a period of time. A decade back, people used to buy 

insurance because somebody forms their family or friends force him/her to buy it. But now 

people buy insurance to mitigate the risk. People have started understanding the need of an hour. 

 

Life insurance can be classified as whole life plan, endowment, term plan, money back plan and 

Unit Linked Insurance Plan (ULIP).  

Whole-Life Plan – insurance company collects premium from the insured till the retirement or 

the term of the policy and pays the claims to the nominees only after the death of the insured 

person. This helps the family to survive better after the death of insured. 

Endowment – Insurance company collect premium form the insured for the certain period of 

time like 15, 20, 25, 30 years. Company pays sum assured to the nominees in case of death of the 

insured during the policy period or pay the premium paid by the insured with fix returns (as per 

policy document) to the insured. 

 

Money back – the policy is useful for that investor who needs periodical payouts. The insurance 

company collect premium certain period of time which is called premium payment term, and 

pays percentage of sum assured to the insured on regular interval. If insured dies during the 

policy term, insurance company pays sum assured and accrued bonus to the nominees. 

 

Term plan – in case of term insurance, insures pay premium to cover the death risk. Insured 

does not get anything from the insurance company, if he survives till the end of policy term. The 

premium paid for term cover goes to the company. The good part of this plan is, insured gets 

maximum death cover with minimum premium.  Now a days, companies have come up with 

insurance with return of premium, if nothing happens to insured during the term of the policy, 

the company pays part of the premium back to the insured. 

 

ULIP – it is a new flavor of insurance which is a mix of investment as well as insurance. 

Insurance companies collects premium form client and invest the same into equity and debt 



markets. The returns generated by this investment are passing on to the inventors at the maturity. 

The insured person gets the benefit of risk cover as well as the investment gains. The product 

also offers the flexibility of partial withdrawal after certain period of premium payments. In case 

of death of Insured, the nominee gets the sum assured or fund value, which ever is higher.   

 

Insurance Providers in India 

LIC is a leading Insurance company in India followed by ICICI Pru and HDFC Standard Life. 

The other companies like Birla Sun life, Bharti Axa, Bajaj Allianz, Tata – AIG, Kotak, Max 

Newyork, SBI Life, Reliance Life etc also provides insurance solutions to the clients. 

 

Tips for Buying Insurance 

 Decide the objective/Goal and time frame for risk cover. The product should match your goal 

and the time horizon as well. 

 Decide the life risk (sum assured) which needs to be covered. You should not be over insured or 

under insured. 

 Compare all the available option in the selected category from all the insurance company. You 

can compare it online. Now days, many website provide comparison of selected product. 

 Do your own research about the product; try to understand the working of the selected product. 

 When you are investing into Unit linked Insurance plan, do not forget to choose the fund option. 

One should choose the fund option based on his/her risk appetite. 

Last but not the least, life is unpredictable and uncertain with unknown future, so be wise and 

insure yourself and secure tomorrow for you and your family. 

 
 
 
 
 
 
 
 
 
 
 
 



Sample of Insurance policies: 

 
 

 

Insurance Endorsement: 
 

An endorsement is a written document attached to an insurance policy that modifies the policy 

by changing the coverage afforded under the policy. An endorsement can add coverage for acts 

or things that are not covered as a part of the original policy and can be added at the inception of 

the policy or later during the term of the policy. 

Want to add some extra coverage to your insurance policy or would you like to add someone to 

an insurance policy you have? An insurance endorsement can help you with these things and 

provide other benefits for the policy holder. 

Subsequent to the issue of an insurance policy, if there is a need to modify the terms and 

conditions of the policy, it is done by setting out the alteration in a memorandum. This 

memorandum is called as endorsement. 

An endorsement is issued subsequent to the issue of policy, whenever there is a need for it. 

When an endorsement is issued the policy must be read together with the endorsement since 

many endorsements may give effect to an alteration of the important features of the risk, 



warranting in many cases, charging of a different premium. (basically 3 types of endorsements – 

Extra, Nil & Refund. Extra endorsement – Involves additional premium, Nil endorsement – 

Involves change in some data such as address, corrections etc. Refund endorsement – Means 

cancellation of policy or refund of a part of/full premium) 

 

Generally endorsements are issued for such alterations as 

(1) Change in insurable interest 

(2) Cancellation of insurance 

(3) Change in the value at risk 

(4) Change in the location or situation of risk 

(5) Reduction or addition to the risk 

(6) Change of the insured as when a transfer of interest or assignment of interest is made. 

Sometimes an endorsement is also issued to correct a typographical error in the policy already 

issued. 

An insurance endorsement is like a mini-policy that is added to a current insurance policy to 

change the original insurance policy terms and/or coverages. Insurance endorsements can be 

used in many ways to enhance an insurance policy and to provide a more complete and 

individual coverage for policyholders. 

Some examples of what an insurance endorsement can do is add to the coverage of an insurance 

policy, limit the coverage of a policy and add people and locations to an insurance policy. The 

addition of an insurance endorsement can increase, decrease or not change the insurance policy 

premium. 

Endorsements used in insurance policies can differ depending on the insurance company and the 

type of insurance the endorsement is applied to. It is important to understand what endorsements 

are available for a policy along with how that endorsement can change the current insurance 

policy. 

Examples: 

Jim needed extra coverage for his home business. He was able to add an insurance endorsement 

to his current home owners insurance policy to cover his business. 



Background and Specifics for Endorsements 

In recent years, insurance companies have taken to putting a "Disclaimer" add-on to the back 

side of insurance certificates they provide the City as required by our various contracts. The add-

on usually reads as follows: 

"IMPORTANT If the certificate holder is an ADDITIONAL INSURED, the policy(ies) must be 

endorsed. A statement on this certificate does not confer rights to the certificate holder in lieu of 

such endorsement(s). IF SUBROGATION IS WAIVED, subject to the terms and conditions of 

the policy, certain policies may require an endorsement. A statement on this certificate does not 

confer rights to the certificate holder in lieu of such endorsement(s). DISCLAIMER The 

certificate of insurance on the reverse side of this form does not constitute a contract between the 

issuing insurer(s), authorized representative or producer, and the certificate holder, nor does it 

affirmatively or negatively amend, extend, or alter the coverage afforded by the policies listed 

thereon." 

Even in the absence of this second/back page disclaimer, the face of insurance certificates 

contains the following usually in the upper right corner: 

"THIS CERTIFICATE IS ISSUED AS A MATTER OF INFORMATION ONLY AND 

CONFERS NO RIGHTS UPON THE CERTIFICATE HOLDER. THIS CERTIFICATE DOES 

NOT AMEND, EXTEND OR ALTER THE COVERAGE AFFORDED BY THE POLICIES 

BELOW." 

This language also gives rise to the need for an endorsement to confirm the City's status as an 

additional insured. 

As a result of the above, the City requires that all contractors/consultants provide the City with 

written confirmation that they have obtained the necessary endorsement so that the City's rights 

as an additional insured are not undercut. 

Your insurance company requires the endorsement as a means of notification both to itself and 

its underwriters of the fact that an additional insured has been added to the policy under the 

contract in question. 



Endorsements and Supplemental Coverages - New Appleman on Insurance Law 

Library Edition,  

Chapter 21 
The subjects of Chapter 21 are endorsements and riders contained within an insurance policy.  

Endorsements are included in insurance policies to modify the coverage contained within the 

policy form.  For example, endorsements can change the entity that is covered, or even the 

amount of coverage afforded.  This chapter walks the reader through the policy parts and 

identifies and interprets the endorsements contained within the insurance policy.  

Section 21.01 addresses the parts of the insurance policy, including the endorsements.  It 

explains that an insurance policy is customized for the insured through the "package" of 

endorsements.  It further discusses the fact that because the endorsements change the policy 

form, a policy should, in a sense, be read backwards, i.e., the endorsements should be read first.  

The section provides practical advice for reading the policy and its endorsements.  

Section 21.02 examines the function of endorsements.  Section 21.02[1] explains that the 

endorsements may add additional insureds or risks to the policy.  To the extent an additional 

premium would be charged, the endorsements would constitute separate and severable contracts.  

Section 21.02[2] notes that often endorsements serve to modify or remove the effect of a term or 

exclusion within the policy and, therefore, supersede that term or exclusion.  Section 21.02[3] 

discusses an example of supplemental coverage that can be provided via an endorsement - 

medical payments coverage.  Section 21.02[4] explores various endorsements that serve to limit 

certain types of coverage based on the insured's particular business or activities.  Section 

21.02[5] addresses the "mandatory" endorsements required by the states.  These are generally 

standard form endorsements drafted by the Insurance Services Office.  These endorsements may 

deal with warnings, cancellation, or nonrenewal requirements, or changes to certain form 

coverages like the pollution exclusion.  Examples of these endorsements are included as 

appendices to this chapter. 

Section 21.03 discusses how endorsements are interpreted.  Endorsements are generally 

interpreted like the policy form and should be given operational meaning.  If possible, the policy 

and endorsements should be read together.  If, however, there is a conflict between the policy 

form and endorsement, the endorsement controls because it was executed after the policy form.  

Endorsements generally should not be read to nullify another part of the policy.  Endorsements 



become part of the policy and, therefore, must be given effect.   Importantly, an insured is 

charged with knowing the contents of the entire insurance policy, including the endorsements.  

So, it is important to read every portion of the policy.  

Scope of Fire Insurance: 

Scope of the Insurance: 

This insurance covers material damage, not exceeding the sum insured, caused directly by fire, 

lightning, explosion or smoke, steam and heat occasioned by fire and explosion in the insured 

property. 

1.1 The insurance covers the property specified in the insurance policy or renewal certificate, at 

the location specified therein. 

1.2 The insurance also covers the standard accessory property to the property, which falls under 

its fire insurance value in accordance with the valuation rules of the Land Registry of Iceland as 

current at any time. The insurance covers the following items, provided that they have been 

considered in the fire insurance appraisal of the property:  

1.2.1 Stationary fixtures, such as fixed chairs, benches, and elevators.  

1.2.2 All permanent pipes and wiring, such as water pipes, heat pipes, ventilation pipes, sewage 

pipes, telephone wiring, and computer wiring. 

1.2.3 Standard accessory property to residential property, such as stoves, ventilation hoods, radio 

and television antennae (but not satellite dishes); permanently wired equipment such as fire and 

theft prevention systems, installed lighting in kitchens, laundry rooms, bathrooms, and 

lavatories; and lighting that is embedded into ceilings or panelling. It also covers floor coverings 

that have been custom-cut for the property and permanently installed in it, as well as drapery 

cornices and fasteners for draperies.  

1.2.4 Foundations and supports, together with filling, insulation, and wiring in the foundation, up 

to 1.2 meters beneath the upper edge of the foundation.  

1.2.5 Sheltering walls and other structures, such as sundecks, that are connected to the building 

and appear on approved technical drawings. If these structures have been built later than the 

property, their construction must have been reported to the insurance company and a reappraisal 

requested in accordance with Article 8 of the Regulation on Mandatory Fire Insurance, no. 

809/2000.  



1.2.6 The necessary design and materials costs, including those related to additional demands 

and instructions 

1.2.7 Costs for cleaning the property and removing the debris caused by fire. 

Scope of compensation 
3.1 Fire, lightning, and explosion the insurance compensates for damage  

Due to:  

3.1.1 Fire. 

3.1.2 Lightning. 

3.1.3 Explosions in boilers for indoor heating and damage due to gas explosions arising from 

cookers, stoves, or gas pipes for indoor heating. 

The insurance does not cover the following damage: 

3.1.4 Damage due to fire that cannot be considered accidental, such as damage to objects that are 

subjected to fire or heat during heating, boiling, drying, smoking, and the like, and are burned or 

damaged as a result.  

3.1.5 Damage to electrical machinery, wiring, or equipment, when the damage is caused by 

power conversion, overheating, short circuit, or other pure electrical phenomenon, or 

electromagnetic induction due to electrical storms, unless such damage causes or is caused by 

fire.  

3.1.6 Damage to the machine or boiler in which the explosion takes place. 

3.2 Soot The insurance compensates for damage due to:  

3.2.1 Soot that emits suddenly and unexpectedly from an approved heating device, fireplace, or 

blower. The insurance does not cover damage due to:  

3.2.2 Soot or smoke that has gradually accumulated during use, such as soot from a chimney or 

from candles.  

3.3 Aircraft The insurance compensates for damage due to: 

3.3.1 Aircraft and objects that fall from them.  

3.4 Firefighting and rescue efforts the insurance compensates losses due to:  

3.4.1 Firefighting and rescue efforts whose objective is to avoid or limit damage covered by the 

insurance provided that the efforts are considered unusual and justifiable.  

The insurance does not compensate losses due to: 



3.4.2 Indirect loss that could arise from covered incidents, such as operating losses, delays in 

production or delivery of goods, loss of rental income, etc.  

3.4.3 Costs due to clean-up of waste or toxic substances in the environment, or due to clean-up of 

earth or soil, resulting from a covered loss incident. 

 

Scope of Marine Insurance: 
Marine insurance is an agreement by which the insurer agrees to indemnify the owner of the 

ship, cargo, freight and liability. So we can say that the areas or scope of marine insurance are 

based on the above subject matter. The scope of marine insurance are described below- 

1. Hull insurance: Hull insurance is an insurance contract which subject matter is based on 

vessels. Insurance of vessel and its equipments are included under hull insurance. There are a 

number of classifications of vessels such as ocean steamers, sailing vessels, builders, risks, fleet 

policies etc. 

2. Cargo insurance: when the goods or cargo transported from the port of departure to the port 

of destination, from the subject matter of insurance, it is called as cargo insurance. These are 

used for the insurance of goods and are incorporated in cargo policies. The clauses of this policy 

describe the nature, extent and define the comprehensive condition and restrictions. Terms and 

conditions of cargo insurance are specially incorporated in the policies. Generally exporters of 

the goods take this cargo insurance policy. 

3. Freight insurance: freight insurance is an insurance contract which protect against such loss 

of freight. The clauses of freight insurance are framed in connection with the loss of freight due 

to maritime perils which may be insured for a voyage. These clauses to be incorporated in the 

policy are generally taken from loydâ€™s associations. 

4. Marine liability insurance: Sometimes for the lack of sincerity of the captain and staff the 

ship may fall in loss. To protect these types of perils when the shipping authority takes a policy 

then it would be called marine liability insurance. The marine liability insurance policy may 

include liability hazards such as collision or running down. 

 

The nature and scope of marine insurance is determined by reference to s. 6 of the Marine 

Insurance Act and by the definitions of ―marine adventure‖ and ―maritime perils‖. It is a contract 



of indemnity but the extent of the indemnity is determined by the contract. It relates to losses 

incidental to a marine adventure or to the building, repairing or launching of a 

ship. A marine adventure is any situation where the insured property is exposed to maritime 

perils. Maritime perils are perils consequent on or incidental to navigation. 

 

1.3.1 s.6 MIA 

6. (1) A contract of marine insurance is a contract whereby the insurer undertakes to indemnify 

the insured, in the manner and to the extent agreed in the contract, against 

(a) losses that are incidental to a marine adventure or an adventure analogous to a marine 

adventure, including losses arising from a land or air peril incidental to such an adventure if they 

are provided for in the contract or by usage of the trade; or 

(b) losses that are incidental to the building, repair or launch of a ship.  

(2) Subject to this Act, any lawful marine adventure may be the subject of a contract. 

 

1.3.2 s.2(1) ―Marine Adventure‖ 

"Marine adventure" means any situation where insurable property is exposed to maritime perils, 

and includes any situation where  

(a) the earning or acquisition of any freight, commission, profit or other pecuniary benefit, or the 

security for any advance, loan or disbursement, is endangered by the exposure of insurable 

property to maritime perils, and 

(b) any liability to a third party may be incurred by the owner of, or other person interested in or 

responsible for, insurable property, by reason of maritime perils; 

 

1.3.3 s.2(1) ―Maritime Perils‖ 

"maritime perils" means the perils consequent on or incidental to navigation, including perils of 

the seas, fire, war perils, acts of pirates or thieves, captures, seizures, restraints, detainments of 

princes and peoples, jettisons, barratry and all other perils of a like kind and, in respect of a 

marine policy, any peril designated by the policy; 

 Other Way to deal: 

Transportation of goods can be broadly classified into three categories: 

i. Inland Transport 



ii. Import 

iii. Export 

The types of policies issued to cover these transits are: 

For Inland Transit 

a. Specific Policy - For covering a specific single transit 

b. Open Policy -For covering transit of regular consignments over the same route. The policy can 

be taken for an amount equivalent to three months dispatches and premium paid in advance. As 

each consignment is dispatched, a declaration giving details of the dispatch including GR/RR 

No. is to be sent to the insurer and the sum insured gets reduced by the amount of the declared 

dispatch. The sum insured can be increased any number of times during the policy period of one 

year; but care should be taken to ensure that adequate sum insured is available to cover the 

consignment to be dispatched. 

c. Special Declaration Policy - For covering inland transit of goods wherein the value of goods 

transported during one year exceeds Rs.2 crores. Although the premium for the estimated annual 

turnover [i.e. the estimated value of goods likely to be transported during the year] has to be paid 

in advance, attractive discounts in premium are available. 

d. Multi-transit Policy - For covering multiple transits of the same consignment including 

intermediate storage and processing. For e.g. covering goods from raw material supplier's 

warehouse to final distributor‘s godown of final product. 

 

For Import/Export 

a. Specific Policy - For covering a specific import/export consignment. 

b. Open cover - This policy which is issued for a policy period of one year indicates the rates, 

terms and conditions agreed upon by the insured and insurer to cover the consignments to be 

imported or exported. A declaration is to be made to the insurance company as and when a 

consignment is to be sent along with the premium at the agreed rate.  

The insurance co. will then issue a certificate covering the declared consignment. 

c. Custom duty cover - This policy covers loss of custom duty paid in case goods arrive in 

damaged condition. This policy can be taken even if the overseas transit has been covered by an 

insurance company abroad, but it has to be taken before the goods arrive in India. 

 



 

Scope of Motor Insurance: 

Motor Insurance covers: 

 Accident caused by external means. 

 Man made calamities, such as Explosion, Burglary, Theft, Riots & Strikes,Malicious 

Acts, Terrorism, etc 

 Natural calamities like Earthquakes, Fire, Floods, Typhoons, Hurricanes, Storms, 

Cyclones, Lightning,etc. 

 While in Transit by rail/road, air or waterway. 

 Third party legal liability 

 Cover for an owner driver in case of death 

What is not covered in Motor Insurance? 

 Normal wear and tear of the vehicle due to usage 

 Loss or damage due to depreciation of vehicle 

 Electrical / Mechanical breakdown 

 Wear and tear of consumables like tires and tubes 

 Loss or damage incurred outside the geographical area 

 Loss or damage caused as result of driving under intoxication (DUI) (alcohol/drugs) 

 Loss or damage caused to the vehicle by a unauthorized person without valid driving 

license 

 Loss or damage due to nuclear risks 

 Vehicle being used otherwise than in accordance with restrictions as to use. 

 Loss/Damage attributable to War/Mutiny/Nuclear risks 

 Damages caused due to speed testing/ racing 

 Known or deliberate accidental damage 

 

Scope of Accident Insurance: 
The different policies provide compensation in the event of death or permanent disablement or 

loss of limbs or sight in eyes. 



The scope of coverage and type of disability covered in a Personal Accident Insurance vary from 

insurer to insurer. Where some offer a very basic cover of only accidental death, few others have 

a comprehensive option covering death and disability (permanent and temporary).  

 

Accidental Death Cover: Protects against death caused in the event of an accident. 100% of the 

sum assured would be paid to the nominee. Most insurers specify that the death should have 

occurred within 15 days of the accident; otherwise it would be attributed to some other cause.  

 

Permanent Total Disablement cover: A permanent disability refers to absolute and irrevocable 

loss of a body part or paralysis, causing inability to work and earn an income. 100% of the sum 

assured is paid out in such cases to the policy holder. 

 

 Permanent Partial disablement: This refers to permanent loss or disability due to an accident, of 

either one limb or organ, or a body part. In such cases, the sum assured is paid out in small 

percentages on a weekly or monthly basis, up to a specified number of weeks.  

 

Temporary Total Disablement: This refers to a total disablement for a temporary period such as 

fracture of legs or a dislocation that result in temporary loss of income. A percentage of the 

capital sum insured subject to a maximum limit is paid for a specific number of weeks.  

 

When such accidental injuries occur, insurance companies seek a certificate from a qualified 

medical specialist, stating the nature of injury, whether it is permanent or temporary. Only then 

shall the disability deemed to be covered by the policy.  

 

Student‘s policies of insurance cover bodily injury incurred as the result of a sudden unforeseen 

accident during the course of university educational or research activities that is not the fault of 

the insured. Resultantly, this excludes incidents of illness. 

The definition of ―during the course of university educational or research activities‖ includes the 

following: 

1. During regular-curriculum activities 

2. During university events 



3. While in a university facility 

4. during extra-curricular activities (either within university facilities or outside) 

5. While commuting to or from the university 

6. While traveling between university facilities 

The definition of ―sudden unforeseen accident ... that is not the fault of the insured‖ is a one-time 

injury incurred due to some outside force. Accordingly, a recurring injury (such as a repeated or 

habitual dislocation) is not covered. In addition, individual (personal) activities, even in the 

course of the activities listed above, are not covered. 

 

Scope of Aviation Insurance: 

Aviation insurance is divided into several types of insurance coverage available.  

Public liability insurance 
This coverage, often referred to as third party liability covers aircraft owners for damage that 

their aircraft does to third party property, such as houses, cars, crops, airport facilities and other 

aircraft struck in a collision. It does not provide coverage for damage to the insured aircraft itself 

or coverage for passengers injured on the insured aircraft. After an accident an insurance 

company will compensate victims for their losses, but if a settlement cannot be reached then the 

case is usually taken to court to decide liability and the amount of damages. Public liability 

insurance is mandatory in most countries and is usually purchased in specified total amounts per 

incident, such as $1,000,000 or $5,000,000.  

Passenger liability insurance 
Passenger liability protects passengers riding in the accident aircraft who are injured or killed. In 

many countries this coverage is mandatory only for commercial or large aircraft. Coverage is 

often sold on a "per-seat" basis, with a specified limit for each passenger seat  

 

Combined Single Limit (CSL) 
CSL coverage combines public liability and passenger liability coverage into a single coverage 

with a single overall limit per accident. This type of coverage provides more flexibility in paying 

claims for liability, especially if passengers are injured, but little damage is done to third party 

property on the ground.  

 



 

Ground risk hull insurance not in motion 
This provides coverage for the insured aircraft against damage when it is on the ground and not 

in motion. This would provide protection for the aircraft for such events as fire, theft, vandalism, 

flood, mudslides, animal damage, wind or hailstorms, hangar collapse or for uninsured vehicles 

or aircraft striking the aircraft. The amount of coverage may be a blue book value or an agreed 

value that was set when the policy was purchased.  

The use of the insurance term "hull" to refer to the insured aircraft betrays the origins of aviation 

insurance in marine insurance. Most hull insurance includes a deductible to discourage small or 

nuisance claims. 

 

Ground risk hull insurance in motion (taxiing) 
This coverage is similar to ground risk hull insurance not in motion, but provides coverage while 

the aircraft is taxiing, but not while taking off or landing. Normally coverage ceases at the start 

of the take-off roll and is in force only once the aircraft has completed its subsequent landing. 

Due to disputes between aircraft owners and insurance companies about whether the accident 

aircraft was in fact taxiing or attempting to take-off this coverage has been discontinued by many 

insurance companies.  

In-flight insurance 

In-flight coverage protects an insured aircraft against damage during all phases of flight and 

ground operation, including while parked or stored. Naturally it is more expensive than not-in-

motion coverage since most aircraft are damaged while in motion. 

 

The aviation portfolio encompasses following type of covers. 

 Hull All Risk Insurance Policy: This policy is suitable for small aircraft operators 

belonging to flying clubs, companies engaged in agricultural spraying operations, aircrafts 

especially designed for VVIPs, business executives and for those engaged in industrial aids. 

The policy scope includes all physical loss or damage sustained by the insured aircraft 

including total loss, disappearance. All losses are paid subject to deductibles. 

http://en.wikipedia.org/wiki/Aircraft_Bluebook


 Spares All Risk Insurance Policy: Covers loss or damage to spares, tools, equipments and 

supplies owned by the insured or the property for which the insured is responsible whilst on 

ground or in transit by land, sea, air including in own aircraft or whilst on the premises of 

others for storage only. 

 Hull/Spares War Risk Insurance: Indemnity is provided to the aircraft as well as spares 

caused by war, invasion, acts of foreign enemies, hostilities, civil war, rebellion, revolution, 

resurrection, martial law, strikes, riots, civil commotion, malicious acts, sabotage. 

 Hull Deductible Insurance: Airlines at times have to bear a proportion of loss due to 

application of a deductible under All Risk Policy, which may impose considerable financial 

difficulty on the insured. Therefore the operators insure part of their deductibles under this 

kind of insurance. 

 Aviation Personal Accident (crew member) Insurance: This cover is designed to cover 

insured person against injury, disablement or death arising as result of an accident that is 

generally granted on annual basis. The cover operates while mounting or dismounting from 

and whilst traveling an aircraft while the aircraft is being used within the geographical 

scope as per its permitted usage. This cover can also be on 24 hours basis. The capital sum 

insured varies according to the status of the insured or earning capacity and fixed by the 

insurers. 

 Loss of License Insurance: Operating crews of the aircraft are required to have valid 

license. License is liable to be suspended either temporarily or permanently on medical 

grounds. Consequential financial loss is covered by the loss of license policy. Cover 

provided is in respect of incapacity causing permanent total disablement or temporary total 

disablement due to bodily injury or illness. 

 

Scope of cover 
Aircraft insurance provides for hull (physical damage) coverage which may be written on an ―all 

risks‖ basis for both on the ground and in flight or either of these separately. Aircraft liability 

coverage's include both injury (Excluding passenger liability) passenger liability and property 

damage liability on a split or single limit basis. These risk include : 

1. Fixed wing aircraft. 

2. Helicopters. 



3. Work in progress  

Insurance coverage's for all areas of the general aviation sector including. 

1. Premises Liability. 

2. Hanger keepers Liability. 

3. Products Liability. 

4. Fueled Liability. 

5. Insured Liability. 

6. Tenants Liability. 

7. Airports/Helicopters/Air ships. 

8. Fixed based operators. 

9. Maintenance facilities. 

 

Scope of Engineering Insurance: 
The policy covers risks associated with storage, assembly/erection and testing of Plant and 

Machinery. EAR insurance provides comprehensive cover. All perils are covered unless 

specifically excluded. Cover incepts from the time of unloading of the first consignment at the 

project site and terminates on completion of testing or handing over of the project to the 

Principal, or the period chosen, whichever is earlier. 

 

SCOPE OF COVER 

This is a comprehensive insurance cover that is available to the client in respect of any sort of 

contingency from the moment the materials are unloaded on the site of the project / works and 

continuous during storage, physical erection and till the test run is over which covers all physical 

losses or damage as under: 

 Fire, lightning, theft & burglary. 

 Impact from falling objects, collision, failure of changes or tackles. 

 Failure of safety devices, leakage of electricity, insulation failure, short circuit, explosion. 

 Carelessness, negligence, fault in erection, strike & riots. 

 Storm, tempest, flood, landslide, rockslide, earthquake. 

 

 



EXTENSION OF COVER 

 While the standard policy includes all Acts of God perils, it has to be noted that the 

earthquake peril is covered at an appropriate additional premium as per the erection tariff. 

 Extension of basic cover to provide for extension of the policy period itself can be given 

at additional premium per erection tariff. 

 Dismantling cover in case of already erected second hand plant can be given at an 

appropriate additional premium as per tariff. 

 Additional premium are also chargeable for the removal of debris, contractor‘s plant and 

equipment, third party liability, if they are to be included in the sum insured. 

 

Period of Cover 

The insurance cover commences from the date of arrival of first consignment at the site of 

erection and continuous until immediately after the first test operation or test loading is 

concluded. 

Additional Covers 

 Escalation 

 Clearance and Removal of Debris 

 Third Party Liability 

 Extended Maintenance 

 Damage to Owner‘s Surrounding Property 

 Express Freight 

 Additional Customs Duty 

 Holiday and Overtime rates and Wages 

 

 

Insurance Liability: 
Liability insurance is a part of the general insurance system of risk financing to protect the 

purchaser (the "insured") from the risks of liabilities imposed by lawsuits and similar claims. It 

protects the insured in the event he or she is sued for claims that come within the coverage of 

the insurance policy. Originally, individuals or companies that faced a common peril, formed a 

group and created a self-help fund out of which to pay compensation should any member incur 

loss (in other words, a mutual insurance arrangement). The modern system relies on dedicated 



carriers, usually for-profit, to offer protection against specified perils in consideration of 

a premium. Liability insurance is designed to offer specific protection against third party 

insurance claims, i.e., payment is not typically made to the insured, but rather to someone 

suffering loss who is not a party to the insurance contract. In general, damage caused 

intentionally as well as contractual liability are not covered under liability insurance policies. 

Liability insurers have two (or three, in some jurisdictions) major duties: 1) the duty to defend, 2) 

the duty to indemnify and (in some jurisdictions), 3) the duty to settle a reasonably clear claim. 

 To defend 

The duty to defend is triggered when the insured is sued and in turn "tenders" defense of the 

claim to its liability insurer. Usually this is done by sending a copy of the complaint along with a 

cover letter referencing the relevant insurance policy or policies and demanding an immediate 

defense. At this point, the insurer has three options, to:(1) seek a declaratory judgment of no 

coverage; (2) defend; or (3) refuse either to defend or to seek a declaratory judgment.  

If a declaratory judgment is sought, the issue of the insurer's duty to defend will be resolved. 

If the insurer decides to defend, it has thus either waived its defense of no coverage (later 

estopped), or it must defend under a reservation of rights. The latter means that the insurer 

reserves the right to withdraw from defending in the event that it turns out the claim is not 

covered, and to recover from the insured any funds expended to date. 

If the insurer chooses to defend, it may either defend the claim with its own in-house lawyers 

(where allowed), or give the claim to an outside law firm on a "panel" of preferred firms which 

have negotiated a standard fee schedule with the insurer in exchange for a regular flow of work. 

The decision to defend under a reservation of rights must be undertaken with extreme caution in 

jurisdictions where the insured has a right to Cumis counsel. 

The choice to do nothing can be very risky because a later determination that the duty applied 

often leads to the tort of bad faith. (So, insurers often prefer to defend under a reservation of 

rights rather than simply do nothing.) 

 To indemnify 

The duty to indemnify means the duty to pay "all sums" for which the insured is held liable, up 

to a set policy limit. 

 To settle reasonable claims 

http://en.wikipedia.org/wiki/Complaint
http://en.wikipedia.org/wiki/Cumis_counsel


In some jurisdictions, there is a third duty, the duty to settle a reasonably clear claim against the 

insured. The duty is of greatest import during situations in which the settlement demand equals 

or exceeds the policy limits. In that case, the insurer has an incentive not to settle, since if it 

settles, it will certainly pay the policy limit. But this interest is at odds with the interest of its 

insured. The company has incentive not to settle since if the case goes to trial, there are only two 

possibilities: its insured loses and insurer pays the policy limits (nothing gained nothing lost), or 

its insured wins, leaving the insurer with no liability. But, if the insurer refuses to settle, and the 

case goes to trial, the insured might be held liable for a sum far exceeding the settlement offer. In 

turn, the plaintiff might then attempt to recover the difference between the policy limits and the 

actual judgment by obtaining writs of attachment or execution against the insured's assets. 

 

Scope of Professional Indemnity 
Professional liability insurance (PLI), also called professional indemnity insurance (PII) but 

more commonly known as errors & omissions (E&O) in the US, is a form of liability 

insurance that helps protect professional advice- and service-providing individuals and 

companies from bearing the full cost of defending against a negligence claim made by a client, 

and damages awarded in such a civil lawsuit. The coverage focuses on alleged failure to perform 

on the part of, financial loss caused by, and error or omission in the service or product sold by 

the policyholder. These are potential causes for legal action that would not be covered by a more 

general liability insurance policy which addresses more direct forms of harm. Professional 

liability coverage sometimes also provides for the defense costs, including when legal action 

turns out to be groundless. 

Professional liability insurance policies are generally set up based on a claims-made basis, 

meaning that the policy only covers claims made during the policy period. More specifically, a 

typical policy will provide indemnity to the insured against loss arising from any claim or claims 

made during the policy period by reason of any covered neglect, error or omission committed in 

the conduct of the insured's professional business during the policy period. Claims which may 

relate to incidents occurring before the coverage was active may not be covered, although some 

policies may have a retroactive date, such that claims made during the policy period but which 

relate to an incident after the retroactive date (where the retroactive date is earlier than the 

inception date of the policy) are covered. 



Coverage does not include criminal prosecution, nor all forms of legal liability under civil law, 

only those specifically enumerated in the policy. 

Some policies are more tightly worded than others and while a number of policy wordings are 

designed to satisfy a stated minimum approved wording, which makes them easier to compare, 

others differ dramatically in the coverage they provide. For example, breach of duty may be 

included if the incident occurred and was reported by the policy holder to the insurer during the 

policy period. Wordings with major legal differences can be confusingly similar to non-lawyers. 

Coverage for "negligent act, error or omission" indemnifies the policyholder against 

loss/circumstances incurred only as a result of any professional error or omission, or negligent 

act (i.e., the modifier "negligent" does not apply to all three categories, though any non-legal 

reader might assume that it did). A "negligent act, negligent error or negligent omission" clause 

is a much more restrictive policy, and would deny coverage in a lawsuit alleging a non-negligent 

error or omission. 

Coverage is usually continued for as long as the policyholder provides covered services or 

products, plus the span of any applicable statute of limitations. Cancelling the policy before this 

time would in effect make it as if the insured never had coverage for any incidents, since any 

client could bring any case with regard to any such services or products that occurred before the 

statute of limitations cut-off point. A break in coverage could result in what is called a "gap in 

coverage," which is the loss of all prior acts. 

 

 Agricultural Insurance 
Agriculture in India is highly susceptible to risks like droughts and floods. It is necessary to 

protect the farmers from natural calamities and ensure their credit eligibility for the next season. 

For this purpose, the Government of India introduced many agricultural schemes throughout the 

country. 

 The scope includes: 

 Rainfall Insurance Scheme for Coffee #RISC#
[4]

 

 Bio-fuel Tree/Plant Insurance Policy 

 Coconut Palm Insurance Scheme 

 Potato Crop Insurance 

 Varsha Bima / Rainfall Insurance 

http://en.wikipedia.org/w/index.php?title=Breach_of_duty&action=edit&redlink=1
http://en.wikipedia.org/wiki/Statute_of_limitations
http://en.wikipedia.org/wiki/Agriculture_Insurance_Company_of_India#cite_note-4


 Rubber Plantation Insurance 

 Cardamom Plant & Yield Insurance 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Special Classes of Insurance 
Introduction: 
Accident 

The category of indemnity insurance in the European classification system includes personal 

accidents. The definition of personal accidents also includes injuries and illness occurring during 

and occasioned by the execution of an employment contract. The special risks that can be 

covered totally or partially by this class of insurance are the following: fixed pecuniary benefits, 

benefits in the nature of indemnity, combinations of the two and, finally, injury to passengers.  

It should be noted that the first subclass has a character more suited to the life category, but this 

is the exception to the rule that fixed sums are connected to life insurance, while indemnity is 

connected to non-life. Illness that occurs during and occasioned by employment is characterized 

as accident and not as illness. The significant factor in sickness insurance is the cause of illness. 

If the cause of illness is found in the conduct of an employment contract, the legislation treats 

this kind of illness as accident. The relation between insurance classification and private 

rights/obligations is obvious. Classification is closely related with private rights and obligations 

and not only with the similarity of risks.  

The second subclass refers to the costs, which are explicitly related to the accident. 

The fourth subclass refers only to the accidents caused to persons during their transportation and 

not to the liability of the carrier. The European classification does not distinguish whether this 

latter risk is covered on the basis of indemnity system or a fixed sum, thus both systems of 

payment can be agreed. 

 

Sickness 
 

The class of sickness has the same structure with the class of accident. In case of the occurrence 

of sickness, which has been agreed to be covered by the insurance contract, the insurer may 

agree to cover the risk by a fixed sum. The insurer may also agree to pay as an indemnity the 

particular amount of costs (i.e. the cost of treatment in hospital). The payment can be also a 

combination of both a fixed sum and indemnity (third case).  



General remark which refers to both accident and sickness: 
1. The first two classes of the non-life category concern personal insurance. Because of their 

mixed character they can also be by a life insurance company. This means that although the 

regime of separation exists (life/non-life), a life insurance company that has obtained a licence 

for health insurance of the category of life is allowed to conduct non-life insurance business for 

accident and sickness. This is irrespective of the fact that in such a case the life insurance 

company is granting coverage for accidents and sickness of an indemnity nature. 

2.  It is obvious but worth noting that insurance company that covers accident and illness can 

include many other types of coverage in the same policy. For the authorization of a licence for 

accident and illness the Supervision Authority checks only the nature of the coverage, whether it 

is fixed, indemnity, a combination of both or transportation of persons. Thus, for instance, if an 

insurance company has a licence for sickness it can agree that the injured person will be paid 

either the cost of the hospital treatment (the percentage that is not covered by social insurance), 

or a fixed sum for each day that he is not working or treated in the hospital or a return of a 

percentage of the premium after x years of non occurrence of the insurance event, or any other 

cover which may be agreed. The Supervision Authority that grants the licence does not intervene 

in the policies of the company. It checks the product as presented to the Authority at the time of 

establishment. On its own responsibility the insurance company having the licence for accident 

and illness may grant every kind of coverage at a later stage within the scope of its licence. 

Another rule must be considered by the insurance company that has the licence for illness and 

accident. By the construction of modern, sophisticated, insurance products, it is possible 

(actually very common) that the coverage actually refers to other classes of insurance for which 

the company has no licence. The insurance company does not necessarily need to have a 

different licence in order to grant a new companion product. Based on the principle of ancillary 

risks (introduced by the EU by the first generation of directives in the 1970‘s) the insurance 

companies can cover risks for which no licence has been granted if those risks are (1) connected 

with the principal risks and (2) if they are provided by the same insurance contract. 

The question is what happens if the insurance company covers risks which do not fulfil the 

abovementioned two preconditions. The answer is that this does not affect the validity of the 

insurance contract. The rights and obligations of the insurer and the insured remain the same. 

There are some exceptions if the insurer has promised to the insured by policy to cover liability, 



for instance, when it has no licence for it. If the insurance company grants liability coverage as a 

connected risk when it is not an ancillary risk but the main risk, the company violates the law by 

conducting business outside the framework of the official licences granted. It violates the 

obligation which it has vis a vis the supervision authorities (public law provision), but also 

violates its promise to the insured, because it misleads the insured about the existence of an 

authorisation which it does not possess. So in this case the general rules of law of contract find 

application. Whether the policy is invalid or not, and to what sanctions the insurance company 

will be liable, depends on the circumstances of the case, and whether the misrepresentation is 

important or not. The sanctions are of public law. It is at the discretion of Member States to 

provide flexible or inflexible sanctions on the insurer in such circumstances. 

 

Land vehicles 
 

The class of land vehicles refers to damage to land motor vehicles or land vehicles, which do not 

move by their own power. The risk, which is covered, is not defined by the directive, so any kind 

of risk which results to the damage of the physical, mechanical, optical (theft) or the existence of 

damage to the body of such vehicles is covered. Thus, the class of land vehicle is ―all risk‖ 

insurance. The principle criterion for this class of insurance is the fact that the vehicle is in a 

state of movement. It is also evident that the consumer and other insureds do not have any 

concern to separate different risks but they have an interest to insure all of them, which is a 

matter of commercial logic. 

There may be a question concerning a policy in which the insurance company has a licence to 

insure against fire, which threatens all the movable and immovable assets of an enterprise.  

Insurance companies may be unsure as to whether the coverage includes damage to the vehicles 

of an enterprise, which are damaged by fire, or should this risk be excluded because this damage 

is covered by the classification of motor vehicle ‗own risk‘ insurance.  The answer depends on 

the role of classification and its impact on the insurance contract. The insured is not obliged to 

find out the risks for which an insurance company has a licence. From the other side, if the 

insurance policy is not clear whether it covers all the movable or immovable assets of an 

enterprise, the insurer has to grant coverage. He is not entitled to argue that his licence does not 

include this risk in his contractual obligations. By this occasion it is good to see why it is 

advisable for insurers to state in their policies detailed description of the assets, which are 



covered. This reflects the importance of the principle of the separation of risks and assets that are 

covered. This principle is enhanced by the detailed classification of risks. For example, if an 

insurer insures a warehouse against fire, he cannot deny payment for a van also destroyed by the 

fire. 

Railway rolling stock 
 

The classification of railway is based on the same philosophy as the class of land vehicles. The 

body of any rolling stock is covered. It makes no difference whether or not it moves on rails, has 

an engine, whether it is electrical or not, or if it is underground or not.  

Aircraft 
 

The Directive does not make a distinction if the aircraft is in service or not or if it is under 

construction. It does not make any differentiations between various kinds of aircraft, but it does 

not include spacecraft.  

Ships 
 

Close to the class of aircraft damage or losses is the class of ship damage. This class covers all 

damage to the body of vessels (hull).  The same ―all risk‖ principle applies to vehicles, railway, 

aircraft and ships for all kinds of damage.  

 

Goods in transit 
The last class, which has to do with movable assets, is the class of goods in transit. The all risk 

principle for all kind of damage again finds application. The characteristic of this coverage is that 

it covers all kinds of risks, which threaten the goods for all kinds of damage. No distinction is 

made if the goods in transit are merchandise or not, are packaged or not, are in the form of 

money or other valuable things, or whether or not they are carried by a professional carrier. 

It is important to mention here that the goods, packages and merchandise are covered under this 

class of insurance only if they are in transit. But the characterization of what is transit or not is a 

question of private law. So, the contract of transport is going to characterize at the end of the day 

whether the damage falls under this class. The legislation on the transport of goods and contracts 

internationally characterize the beginning of transport as the day on which the carrier has the 

right of disposition of the goods, which is usually earlier than the day of shipment and later than 

the day of discharge. So the goods are covered under class 7  



even if they are not actually in transit, but would be defined as such under the above distinction. 

But moreover the insurer can define as transit a specific time before the shipment (60 days) in 

order to cover the risks while the goods are in warehouse. The question is if the insurer who has 

no licence for fire and natural forces has the right to cover the damage of goods caused by fire in 

the warehouse based on his policy which grants coverage a couple of days after the discharge of 

the goods. The answer is that the insurer does not violate the law, firstly because this extension 

of coverage is close to the nature of transport of goods and the needs of the transport business 

and secondly, at the end of the day the principle of ancillary risks applies if fire coverage is 

regarded as ancillary. 

8&9.  Fire and natural forces 
 

The oldest kind of modern insurance is for fire. Fire includes explosion, storm, natural forces 

other than storm, nuclear energy and land subsidence.  EU law provides explicitly that this class 

of insurance does not include the classes of motor vehicle, aircraft, railway, vessels and goods in 

transit. But, however, as noted before, coverage of such ancillary risks is on occasions 

unavoidable. For the insurance contract this class is very important, together with class 9, 

because it includes the regulations, which are applicable to all kinds of damage to goods.  It is 

worth mentioning that an insurance policy described as fire insurance usually includes many 

other risks that threaten other goods. Also, it is notable that legislation regulates, in particular, 

the fire insurance contract and the same regulations are applied by analogy also for coverage of 

goods against risks other than fire. Every insurance of goods is insurance against fire. 

Motor vehicle liability  
 

The class 10 includes two types of coverage. The first is the well-known, extremely important 

class of the civil liability of the driver and owner in using motor vehicle. The second is the 

liability of the professional that exercises the profession of transportation of goods. This kind of 

insurance can be ancillary to fire.   

 
Aircraft liability 
 

This is the well known, extremely important class of the civil liability of the pilot and owner in 

using an aircraft and also the liability of the professional that exercises the profession of 

transportation of goods by air. This kind of insurance can also be ancillary to fire. 



 Liability for ships (sea, lake and river and canal vessels) 
 

According to the well known legislation of marine insurance in many countries if the insurance 

contract covering hull insurance does not mention anything concerning coverage of risks other 

than hull, it automatically includes civil liability arising out of ship collision on the open sea, 

even if the insurance company has no licence to conduct the business class of civil liability 

arising out of the use of the vessels going on sea, rivers, lakes and canals. Again here the 

principle of ancillary risks finds application. The insurers who cover hull insurance and who do 

not have a licence to conduct business for civil liability do not violate the law if they cover civil 

liability for ship collision in compliance with the maritime law, because this will be regarded as 

an ancillary risk. Again the fact that the insurer has no licence for the civil liability class for 

ocean-going vessels etc cannot use this as an argument against his client who has a claim based 

on civil liability for ship collision. 

General liability  
 

Any kind of civil liability that does not fall under the above-mentioned three classes falls under 

this general classification. It goes without saying that the insurance company that has obtained 

approval to conduct this class of business is not obliged to conduct all possible kinds of general 

civil liability and can conduct only one kind, such as professional error and omission insurance. 

It is also obvious that the civil liability insurance, which is compulsory for the insured to be 

concluded, can fall in any kind of four classes of civil liability insurance. So, if the insurer wants 

to cover civil liability for notary publics (which is compulsory in many jurisdictions) as well as 

MTPL, it must have obtained the licence for these two classes of insurance respectively (MTPL 

and general liability). But, if somebody is covered by general liability insurance coverage this 

insurer cannot grant MTPL coverage at the same time, if he has no licence for MTPL, because 

MTPL insurance is granted always by separate insurance policy and thus cannot be conducted as 

an ancillary risk. The same remark is valid for civil liability for aircrafts and ships. 

14&15.  Credit - Insolvency (general)  
 

The particularity of this class of insurance is that it can never be covered as an ancillary risk. The 

insurer must always possess a special licence for credit business. The same applies to the class 

15 suretyship (direct). The reason why the European legislator obliges the insurance company to 



have a special licence for this type of insurance business is the high risk which is involved in 

credit and suretyship insurance. It is also to be noted that for the classes of credit and suretyship, 

EU legislation requires a higher amount of solvency margin and share capital than for the classes 

of accidents, illness and modes of transport, fire, miscellaneous financial losses and assistance.  

Miscellaneous financial loss - employment risks  
 

This includes loss of income (general), bad weather, loss of benefits, continuing general 

expenses, unforeseen trading expenses, loss of market value, loss of rent or revenue, indirect 

trading losses other than those mentioned above, other financial loss (non-trading) and other 

forms of financial loss. It is important to underline that among the risks that are included in class 

16 is the well-known business interruption insurance as well as the risk of indirect trading losses. 

The indirect losses are mentioned as the 9
th

 risk included in this class, because in that way also 

from the point of view of classification and of the point of view of law and supervision of 

insurance and private insurance, the important principle of private insurance law emerges that 

only direct losses are covered. All the losses that can be covered by the classification of risks 

mentioned above refer to direct losses and if indirect losses are to be covered the insurance 

contract must explicitly cover them and fall under the specific class 16.  

Legal expenses  
 

Legal expense insurance includes the costs of litigation. It should be mentioned here that legal 

expenses insurance is by its nature also partially included in any civil liability insurance 

according to the well-known contract law legislations. But the civil liability coverage covers only 

the expenses for the defence of the insured (plus, of course, the expenses of the compensation of 

third party), while the legal expenses insurance covers also the legal expenses to bring an action 

against a third party. The fact that it can overlap with civil liability coverage and legal expenses 

is of no relevance for the granting of the licence.   

This class has the lowest guarantee fund requirements. 

Assistance  
 

Assistance insurance has an important peculiarity. This is the only class of business of the 

insurer, which does not fall under the category of financial services. It includes material 

rendering of services, such as the carriage of the car from one place to another place, repair of 

car (car service), direct medical assistance, domestic services, etc. Another peculiarity is  



also that there are two kinds of assistance, the so-called ‗small assistance‘ which can be granted 

also by non insurance companies and for which there is no need for a licence. The small 

assistance activity takes place within a small geographical area of the country and the turnover of 

the companies does not exceed 2000 euros yearly. Mainly, this happens if the kind of assistance 

involves local repair of motor vehicles mostly by the means of the assistant company and the 

carriage of the vehicle from the place of the accident or break down of the car to the place of the 

insured. If the above small insurance business is conducted by insurance companies, they need to 

have a licence. Thus, there is a discrepancy that is logical. If the same business is conducted by 

an insurance company, a licence is necessary and if there is no licence, sanctions are imposed. If 

the same business is conducted by a non-insurance company, no licence is needed. This 

discrepancy is due to the fact that the EU legislation has not been progressive so as to include 

simple assistance business. Member States are free to impose rules for the conduct of such small 

assistance business concerning inspection and conditions applicable to the conduct of the 

business. If someone wants to conduct the so-called large assistance business, this may be done 

only by the company, which is covered by EU legislation. This is not necessarily an insurance 

company. If a big company specializes in assistance and does not exercise other types of 

insurance this company cannot necessarily be called an insurance company. 

Motor fleet (company and employee owned schemes) 

Tailored protection for small and large fleets, whether company or employee owned vehicles. A 

wide variety of cover, use and excess are available in respect of all vehicle types from private 

cars through to heavy goods vehicles and special types. 

Professional indemnity  
Legal liability to compensate third parties in respect of financial loss arising from a breach of 

professional duty due to any negligent act, error or omission alleged to have been committed by 

the company or its employees. 

 

Cyber liabilities 

First party and third party liability arising out of the use of email, owning a web site, using the 

internet or hosting a web site due to errors or omissions or the negligent use of the same. First 

party liability relates to malicious or random hacking of the organisation's own systems/website. 

Third party claims can include: breach of duty; infringement of intellectual property rights; 



breach of confidentiality; loss of documents, including system and records; libel and slander; 

downloading of virus to third parties; and, liability arising out of data protection legislation. 

Legal expenses 

Cover for costs incurred in defending actions brought against the company or costs of pursuing 

actions against third parties. 

Employment practices liability 

Protects the company, its directors, officers and employees for a claim brought by any current, 

prospective or past employee for a broad range of employment-related allegations, such as, 

wrongful dismissal, breach of employment contract, discrimination, breach of data protection 

laws, etc. 

Director's & officer's liability 

Covers unspecified directors and officers, and the company to the extent it indemnifies them, for 

civil or criminal defence costs, legal representation expenses, damages (whether compensatory, 

punitive, exemplary or aggravated), judgements and settlements on account of claims by 

shareholders, employees, creditors, customers competitors, regulators and other third parties. 

Pension trustees liability 

Protects the organisation, the scheme, directors and officers, and employees involved in 

management of the scheme against a comprehensive range of allegations including, breach of 

statute, negligence, administrative error or omission etc. 

Financial risks 

 Credit: Indemnity against non-payment of monies owed by creditors, usually due to 

insolvency. 

 Bonds: A contract of guarantee whereby the Surety guarantees that a contractor's obligation, 

under his contract, will be performed. 

 Warranty & Indemnity: Insurance against the non-performance of general or specific 

warranties entered into within a Sales and Purchase (or Asset Sale) Agreement. Indemnities 

are available to both vendors and purchasers. 

Business travel 

Comprehensive cover (e.g. medical treatment, personal/business possessions, loss of money, 

cancellation/curtailment, personal accident, legal expenses and personal liability) in respect of 

over-seas business trips; available either on a "one-off" or annual basis. 



Group personal accident 
Provides lump sum and/or weekly benefits in the event that an accident renders an employee 

either permanently or temporarily disabled (can be extended to include sickness). 

Private health/medical 

Provides cover in respect of the costs of private medical care. 

Environmental liabilities 

Protection is available against any or all of the following key exposures: 

 Civil liabilities e.g. when contamination migrates from one site to another, threatening to 

harm land, buildings, personal property, businesses (revenues and profits) and people. 

 Clean - up (regulatory) liabilities e.g. the Environment Agency can enforce the landowner 

to render the site safe and this could involve hundreds of thousands of pounds per acre in 

addition to legal and technical costs. 

 Criminal liabilities e.g. Directors and Officers can be fined or even imprisoned, for 

contravening UK environmental law by breaching a Statutory Notice requiring a site to be 

remediated. 

 Associated legal and technical costs e.g. professional costs either to bring or defend a legal 

action if all or any of the above liabilities are incurred. 

 

Oil Insurance: 
Running an oil and gas business is no easy task. Overseeing rig equipment and tools, conducting 

well evaluations, managing crew and complying with ever-evolving government regulations are 

rife with potential problems. While you need to know that you're protected in case something 

does go wrong, troubleshooting any of the numerous events that could threaten your operation is 

likely your first priority. 

Companies working in the Oil and Gas industries face a myriad of risks relating to their 

operations, particularly when production is located in areas of conflict or civil unrest such 

as Sudan, Iraq, or Nigeria. 

Some Insurance companies work with companies operating at all stages of the oil and gas 

exploration, production, refining, storage and transportation process. We are able to arrange 

insurance covers for a wide range of assets. These include drilling rigs, refineries, gas processing 

http://www.aaib-insurance.com/your-sector/oil-and-gas
http://www.aaib-insurance.com/high-risk-regions/sudan-insurance
http://www.aaib-insurance.com/iraq-insurance
http://www.aaib-insurance.com/high-risk-regions/nigeria-insurance


plants, oil and gas pipelines, tank farms and terminals, plus the insurance coverage for the 

various liability risks that arise at different stages of the process. 

Different types of policies are available to offer protection at each stage of a project including the 

exploration, construction and operational phases. We have access to the leading insurance 

markets in this field, enabling us to arrange optimum insurance covers, terms, prices and 

payment terms for our clients. 

Areas of cover include: 

 Construction Erection ―All Risks‖ 

 Delay in Start Up 

 Operational ―All Risks‖ 

 Business Interruption / Operators Extra Expenses 

 Sabotage and Terrorism 

 Marine Cargo Insurance 

 Directors‘ and Officers‘ Liabilities 

 Employers Liability 

 General Third Party Liability 

 Environmental Impairment Liability 

 Automobile Liability 

 

Energy Insurance: 

The world runs on energy. And in the 21st century, skyrocketing, global demand will present 

producers with countless opportunities, but also with more complex technical challenges and 

risks to their property, people and profits. 

With solutions and capacity tailored to the needs of energy companies, supported by global, 

highly experienced risk engineering support, companies  has the tools to be a key part of the 

world‘s energy future. We understand the risks and are deeply committed to helping energy 

companies manage them. 

Insurance companies also provide one of the global insurance industry‘s broadest portfolios of 

additional property, casualty and other insurance and risk management solutions to help 

customers round out effective risk management programs, including: 



 Marine - Ocean cargo, transit and inland marine solutions needed by companies that ship 

product around the globe 

 Captive Services - Innovative services designed to help customers seamlessly integrate 

captives into their global risk management strategies 

 Management Liability - Directors & Officers and other management liability solutions needed 

by executive decision makers 

 Trade Credit & Political Risk – One of the insurance industry‘s leading facilities helping 

multinational customers deal with the unpredictable risks of global investment and commerce 

 Environmental Site & Pollution Coverage – Environmental coverages and services for energy 

companies frequently dealing with regulatory and media scrutiny 

 Employee Benefits – Innovative and flexible life and pension solutions for your multinational 

workforce from a global leader in creative life insurance programs 

 

Those risk managers who buy energy insurance, and the brokers and agents who help arrange 

energy-insurance coverage, know that the energy-insurance world presents many special 

challenges. With the increasing use of new green technologies, finding energy insurance for 

wind turbines, solar farms and biomass plants is a growing need for energy-insurance buyers–

and an emerging opportunity for energy-insurance producers and carriers. Meanwhile, the risks 

around traditional energy sources–oil-rig platforms, fracking, etc.–remain a major coverage 

concern and present their own evolving challenges. This special section dedicated to energy 

insurance will keep you informed about key trends with featured reports, interviews with experts, 

white papers, recommended resources and the latest news. 

 

Satellite Insurances: 
Satellite insurance is a specialized branch of aviation insurance in which, as of 2000, about 20 

insurers worldwide participate directly. Others participate through reinsurance contracts with 

direct providers.  It covers three risks: re-launching the satellite if the launch operation fails; 

replacing the satellite if it is destroyed, positioned in an improper orbit, or fails in orbit; and 

liability for damage to third parties caused by the satellite or the launch vehicle.  

In 1965 the first satellite insurance was placed with Lloyds of London to cover physical damages 

on pre-launch for the "Early Bird" satellite Intelsat I. In 1968 coverage was arranged for pre-
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launch and launch perils for the Intelsat III satellite. Satellites are very complex machines which 

are manufactured and used by governments and a few larger companies. The budget for a typical 

satellite project can be in excess of billions of dollars and can run 5–10 years including the 

planning, manufacturing, testing, and launch. 

Insurance available for satellites is divided into two sections, satellite coverage and ground risk 

coverage. 

Satellite risk 
Satellite risk coverage is insurance against damage to the satellite itself. There are four basic 

types of coverage available in this section. 

 Pre-launch insurance provides coverage for loss or damage to satellite or its components 

from the time they leave the manufacturer's premises, during the transit to the launch site, 

through testing, fueling, and integration with the launcher up until the time the launcher's 

rocket engines are ignited for the purpose of the actual launch. 

 Launch insurance provides coverage for the period from the intentional ignition of the 

engines until the satellite separate from the final stage of the launch vehicle, or it may 

continue until completion of the testing phase in orbit. Typical coverage usually runs for a 

period of twelve months but is limited to 45–60 days in respect of testing phase in orbit. 

Launch failure is the greatest probability of satellite loss and approximately 7% of satellites 

have failed on launch. 

 Coverage while in orbit provides for physical loss, damage, or even failure of the insured 

satellite while in orbit or during orbit placement. Elements of risk attached to satellites 

during orbit are damage caused by objects in the hostile space environment, extremes of 

temperature, and radiation. Because it is not typically possible to repair a satellite once it is 

physically placed in orbit, the coverage is basically granted as a product guarantee. 

 Third party liability is the final section of the policy, and is a statutory requirement of the 

Government of the nation where the launch will take place, regardless of the nationality of 

the satellite owner. A special license must be provided to the regulating authorities before a 

launch can take place. Coverage usually runs up to 90 days following the actual launch. Loss 

of revenue coverage is also available but is not purchased often. 

 

 



Ground risk 
As many ground stations are run by large government entities such as NASA, failure on the part 

of the insured is rare. In cases where failure occurs due to events which are beyond the control of 

the insured (such as an earthquake), coverage provides for the cost of hiring premises, replacing 

computer systems, software backup, and other items necessary to resume operations. 

Underwriting Consideration 

When considering a rating structure for satellite insurance coverage, during the early days many 

insurers based their rating according to the launch vehicle. For example, if the launch vehicle 

being used had a one in ten failure rate, the insurance premium would be ten per cent of the gross 

cost. Today insurers use statistics and computer modeling to arrive at premium rates, although 

data for calculations is limited. Another aspect of satellite insurance is the procedure attached to 

salvage. Though it is impossible to obtain monetary value from the wreckage in the event of 

an actual total loss or constructive total loss, many insurers rely on sharing any revenue which 

may be obtainable from the failed satellite with the insured. 

 

Regulation 
Rules of satellite launch technology are governed by International Traffic in Arms 

Regulation (ITAR) in the United States. The regulation states that details of any technology 

provided to insurance underwriters are subject to strict rules and are provided to selected insurers 

only. This is an important consideration as the structure and technology used on launch vehicles 

is similar to missile technology for weapons. Failure to comply with ITAR rules could result 

heavy fines and imprisonment. In case where reinsurance coverage is arranged, re-insurers who 

provide such coverage have to rely on very limited information. 

 

 

 

Special Contingency covers: 

This policy is specially designed for those business concerns who want to integrate all the 

possible risks/damages that are related to their machineries/equipments under one single 

insurance policy. Under Special Contingency Policy all the losses/damages that arises due to the 



lightning, fire, burglary and so on are fully covered. The Premium rate of this policy generally 

varies from 1% to 2% of the value of the machineries/equipments to be covered. 

Whereas the Insured has by a proposal which the Insured has agreed shall be the basis of this 

contract and be held as incorporated herein applied to the Company for the Indemnity hereinafter 

contained. In consideration of the Insured paying to the Company the First Premium for or on 

account of the said Indemnity the Company agrees subject to the terms exclusions limits and 

conditions contained herein or endorsed hereon that if during the Period of indemnity the 

property or any part thereof be lost or damage by any of the Contingencies whilst in the Situation 

then the Company will by payment or its option by reinstatement or repair indemnify the Insured 

against such loss or damage. 

This policy is specially designed for those business concerns who want to integrate all the 

possible risks/damages that are related to their machineries/equipments under one single 

insurance policy. Under Special Contingency Policy all the losses/damages that arises due to the 

lightning, fire, burglary and so on are fully covered. The Premium rate of this policy generally 

varies from 1% to 2% of the value of the machineries/equipments to be covered. Special 

Contingency Insurance provides tailored coverage to suit specific requirements. Similar to 

Kidnap / Ransom insurance, if your business operates overseas it is imperative to have 

contingency plans in-force to protect your staff and financial assets. 

 

Special Contingency cover is specifically set up for businesses that operate overseas, send staff 

or representatives overseas on business, conduct business in high-risk territories and/or is 

involved in large industries such as mining, aviation, oil, banking and telecommunications. 

Extra cover 

Besides, the above mention situations the insurance policy, on payment of additional premium, 

can also provide cover to losses/damages that are arises due to the flood, earthquake, strike riot 

and other civil commotions. 

 

Exclusions 

However, there are certain risks that are not covered in the event of certain situation which 

include losses/damages occurring in the event of pace making or racing; strain or overloading; 



War or other similar perils; nuclear risks; depreciation, mechanical breakdown or wear & tear, 

Consequential loss, etc. 

This Policy does not cover  

1. any loss or destruction or damage or expense whatsoever resulting or arising therefrom or any 

consequential loss directly or indirectly caused by or contributed to by or arising from ionising 

radiations or contamination by radioactivity from any nuclear fuel or from any nuclear waste 

from the combustion of nuclear fuel. Solely for the purpose of this exclusion combustion shall 

include any self-sustaining process of nuclear fission  

2. loss or damage consequent upon war invasion act of foreign enemy hostilities (whether war be 

declared or not) civil war rebellion revolution insurrection or military or usurper power and any 

consequence of riot civil commotion earthquake or volcanic eruption.  

3. loss by delay confiscation or detention by Custom House or by other Officials or Authorities. 

4. loss or damage arising from atmospheric conditions (other than lightning storm or tempest) 

wear and tear gradual deterioration any process of cleaning or restoring or from adjustment 

repair or dismantling of any part of the Property or loss of or damage to any part whilst removed 

from its normal working position.  

5. loss or damage arising from mechanical breakdown of the property or any part thereof  

6. destruction of or damage to any part of the Property by its own ignition electrical breakdown 

or burn out  

7. loss of or damage to records films or tapes other than by Fire or Theft (and then only for the 

value as unused material)  

8. any loss or destruction or damage directly or indirectly caused by or contributed to by or 

arising from nuclear weapons material. 

 

Industrial All Risks 
 

The Industrial All Risk Insurance provides wider and comprehensive cover for the large sized 

business where the Total Sum Insured  exceeds RM 50 million (Material Damage & 

Consequential Loss Section combined) It is an All Risks Policy covering  any physical accidental 

loss to property insured at the business premises. Coverage is other than by an excluded cause. 



The Industrial All Risks Insurance (IAR) is a broader form of insurance specially designed for 

industries and large manufacturing organizations. It provides for accidental, physical loss of, 

damage or destruction to property. It can also be extended to cover consequential losses 

following the loss covered under the policy. It offers to the convenience of broad coverage and 

eliminate multiplicity of various policies for industries. 

Wide and comprehensive cover for the large sized business where the assets at all locations of 

the insured exceeds Rs.100 Crores. It is an All Risks Policy covering a wide range of perils such 

as fire and allied perils, burglary, accidental damage, breakdown as well as business interruption. 

 

It also has an optional Machinery Breakdown Loss of Profits Cover. 

Section I: Material Damage - It covers accidental physical loss or damage (including machinery 

breakdown) to the property insured due to any cause other than those excluded. 

 

Section II: Business Interruption- It covers loss due to business interruption following a Physical 

loss or damage to the property covered and the same is admissible, under material damage 

section of the policy.Loss of Profits arising out of machinery breakdown is optional. 

 

Quick and expert risk inspections where required. 

 Expert Risk Control Programme by our Risk Engineers on all aspects of safety and Loss 

Prevention/ Minimization 

 Availability of various optional covers 

 Rating based on individual risk features including claims experience and fire protection systems 

availability 

 Superior claim service 

 

Major exclusions are as follows: 

 Damage to faulty or defective design materials or workmanship, latent defect, gradual 

deterioration, deformation or distortion or wear and tear. 

Interruption of water supply, gas, electricity or fuel system. 

 Collapse or cracking of buildings. 

 Corrosion rust extremes or changes in temperature. 



 Willful act or gross negligence. 

 Damage directly or indirectly caused by war, invasion, mutiny, rebellion, revolution etc. 

 Damage directly or indirectly caused by nuclear weapons material and contamination by 

radioactivity. 

1.  Eligibility 

All industrial risks (other than risks rateable under Petrochemical  Tariff) having overall Sum 

Insured of Rs.100 crores and above in one or more locations in India shall be eligible for 

Industrial All Risks Policy. 

 

2. Policy 

The Policy form given at Annexure I consists of : 

a) Section I - Material Damage and 

b) Section II - Business Interruption 

and covers all risks/perils other than those which are specifically excluded. The cover in its 

widest form will include the following perils/covers:  

a) Fire and all Special Perils 

b) Burglary 

c) Machinery Breakdown/Boiler Explosion/Electronic Equipment  Insurance 

d) Business Interruption (Fire and all Special Perils) 

The Machinery Loss of Profit cover is optional and can be included by deleting Special 

Exclusions 1.4, 1.5, 1.6 and 1.7 to Section II of IAR Policy. 

3. Application 

An application in the format given in Annexure II duly completed alongwith the inspection 

report of the Insurance Company Engineer (please see item 10) may be submitted by the Insurer 

on behalf of his Insured to the Head Office of the Tariff Advisory Committee at the  

following address. 

Tariff Advisory Committee 

Ador House,  

6, K. Dubash Marg, 

Mumbai - 400 023. 

 



4. Authority 

Authority for fixing rates/terms for Industrial All Risks Policy shall rest with the Head Office of 

the Tariff Advisory Committee. 

 

5. Sum Insured 

a) The policy in so far as it relates to Buildings, Machinery, Furniture, Fixtures, Fittings & 

Electrical Installations shall be on Reinstatement Value basis only, while the Stocks shall be 

covered on Market Value basis. However, the facility of declarations for stocks shall not be 

available under the IAR Policy. 

b) The Policy shall be subject to condition of average. However, Under Insurance on each item 

of the schedule will be ignored if it does not exceed 15% thereat. 

 

6. Rates 

Rates for this policy will be based on : 

a) The detailed Risk Assessment Report of the Engineer. 

b) Deductibles opted by the Insured  

c) Claims Experience  

 

7. Compulsory Deductibles 

a) Material Damage claims: Deductible shall be 5% of the claim amount subject to minimum of 

Rs.5 lakhs and maximum of Rs. 50 lakhs. 

b) Business Interruption claims: Deductible shall be three days Gross Profit subject to minimum  

of Rs. 5 lakhs and maximum of Rs. 50 lakhs. 

 

Section I - Material Damage 

In consideration of the insured paying to the Company, the premium shown in the schedule, the 

Company agrees (subject to the terms, conditions and exclusions contained herein or endorsed or  

otherwise expressed hereon which shall so far as the nature of them respectively will permit be 

deemed to be conditions precedent to the right of the Insured to recover hereunder) that if after 

payment of the premium any of the property insured be accidentally physically lost destroyed or 

damaged other than by an excluded cause during the period of insurance or any subsequent 



period in respect of which the insured shall have paid and the Insurer shall have accepted the 

premium required for the renewal of this policy, the Insurer will pay to the Insured the value of 

the property at the time of the happening of its accidental physical loss or destruction or damage 

(being hereinafter termed Damage) or at its option reinstate or replace such property or any part 

thereof. 

DEDUCTIBLES 

This policy does not cover the deductibles stated in the schedule in respect of each and every loss 

as ascertained after the application of all other terms and conditions of the policy including any 

condition of Average. Warranted that during the currency of the policy the Insured shall not  

effect insurance in respect of the amount of the deductibles stated in the schedule. 

 

Project Insurances  
Every Project under development need complete protection against potential loss. Projects under 

development are exposed to host of risks which can put a break in operation, cause financial 

burden and leave you feeling you have no control. Banks and Financial insurance companies can 

help you to successfully overcome these situations and put you firmly in control of your business 

operation. 

 

Advanced Loss of Profits. 

Advanced Loss of Profit (ALOP) insurance provides cover when there has been an interference 

in the erection work and/or testing schedule, which results in a delay to the scheduled date of 

commencement of the insured business. 

Advanced loss of profits covers you for financial losses that you might incur as a result of a 

delay caused by an insured event. 

If some unwanted disaster or situation means you cannot meet work deadlines, Advanced Loss 

of Profits insurance will help cover you for the additional financial cost you may face. 

 

The object of ALOP Insurance is to indemnify the principal or owner of a project for the actual 

loss sustained due to a delay in completion of the insured works. This delay must be caused by 

direct physical loss or damage covered under the CWAR policy. 



Scope 

The Advance Loss of Profit is designed to cover: 

 Loss of Gross Profit = Net Profit+Standing Charges 

OR 

 Loss of Gross Earnings = Turnover-Specified Working Expenses 

OR 

 Fixed Operation & Management Costs 

o Debt Service Charges 

o Increased Cost of Working 

o Special Expenses e.g. penalties 

The policy pays for the actual loss of gross profit incurred during the period of delay, 

commencing from the scheduled date of commencement of commercial operation upto the actual 

date of commencement of commercial operation subject to a time excess and indemnity period 

selected. The delay, however should have occurred due to a claim payable under marine -cum- 

erection policy, storage-cum -erection policy or contractor's all risk policy. 

The policy does not cover delay due to: 

 Inventory losses 

 Delay in shipment of supplies 

 Normal project schedule slippages 

 Non -availability of funds for repairs/replacement to damaged items 

 Cancellation of licence or Govt. restrictions etc 

Who can take the policy? 

This type of policy will interest any company who will own a new building being fabricated, the 

completion of which has been delayed due to an insured loss. It enables the insured to protect the 

anticipated earnings they would have secured if the new building were to have started at the 

scheduled date, other than for the insured loss. 

The policy is taken by the Principal as he stands to lose in case of any delay in the 

commissioning of the project. 

How to select the sum insured? 

The sum insured should represent the Anticipated Gross Profit (i.e.Net Profit + Standing 

Charges) for the Indemnity Period selected.Net Profit means Business profit before taxation. 



Standing Charges means fixed charges incurred even in the absence of business activity e.g. 

interest charges, salary & wages, Director's fees, O&M costs, activity e.g. interest charges, salary 

& wages, Director's fees, O&M costs, liquidated damages. 

Indemnity Period should be selected keeping in mind the maximum period required for re-

importing, re-erecting and/or re-testing any part of the project. 

 

What is covered? 

 Loss of gross profit due to the reduction in turnover and increased cost of working. 

 The increased cost of working, i.e. the additional expenditure necessarily and reasonably 

incurred for the sole purpose of avoiding or diminishing the reduction in turnover. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Introduction: 
Risk professionals refer to hazards as conditions that increase the cause of losses. Hazards may 

increase the probability of losses, their frequency, their severity, or both. That 

is, frequency refers to the number of losses during a specified period. Severity refers to the 

average dollar value of a loss per occurrence, respectively. Professionals refer to certain 

conditions as being ―hazardous.‖ For example, when summer humidity declines and temperature 

and wind velocity rise in heavily forested areas, the likelihood of fire increases. Conditions are 

such that a forest fire could start very easily and be difficult to contain. In this example, low 

humidity increases both loss probability and loss severity. The more hazardous the conditions, 

the greater the probability and/or severity of loss. Two kinds of hazards—physical and 

intangible—affect the probability and severity of losses. 

Any condition that creates or increase the chance of loss is called hazard. Basically, there are 

four major types of hazards namely 

 

1.    Physical hazard 

A physical situation that increases the chance of loss is called physical hazard. For example, 

defective construction of bridge is the physical hazard that increase the change of breakdown, 

defective production of vehicle is  also a physical hazard, which increase the chance of accident 

of the road, defective wiring is the physical hazard that increase the chance of the electric shoo 

and firing 

 

2.    Moral hazard 

 

Human is the most important factor for all activities in the organization. Morality is the essential 

element for smooth operation of every activity. Moral hazard is the dishonesty or character 

defects in an individual that increase the frequency of accident and badness. For example, 

intentionally burning unsold goods that are insured, inflating the amount of a claim, submitting a 

fraudulent claim etc. Moral hazard is present in all forms of insurance. It is difficult to control. 

The insurance try to control moral hazard by various policy and provisions regarding insurance. 

Careful underwriting of applicants for insurance cal also controls the frequency of moral hazard. 



Moral hazard increases the unfair claims and payments. So it is harmful for insurance business. 

Because of moral hazard, premiums are higher for everyone. 

 

3.    Morale Hazard 

In general, moral and morale seem to be same in meeting actually, moral hazard refers to 

dishonesty and fraudulence. Whereas, the moral hazard refers to carelessness and indifference to 

a loss by accident. Morale hazard is carelessness of indifference to a loss because of the 

existence of insurance. Generally, some insured care careless to a loss because they have 

insurance. For example morale hazard includes the leaving a door unlocked that allows a burglar 

to enter in the insured warehouse, driving the insured car carelessly etc. 

 

4. Legal Hazard 

 

Legal hazard refers to characteristics of the legal environment or legal system that increase the 

frequency of losses. The chance of legal hazard increase, when there are loopholes or weakness 

in the procedure or regulatory system of the insurance company.  

 

Physical and Moral Hazard: 

 Physical Hazard: We refer to physical hazards as tangible environmental conditions 

that affect the frequency and/or severity of loss. Examples include slippery roads, which 

often increase the number of auto accidents; poorly lit stairwells, which add to the 

likelihood of slips and falls; and old wiring, which may increase the likelihood of a fire. 

Examples of a physical hazard would be staircase without a railing, slippery floors or congested 

traffic. If you have poor housekeeping at your building then that is a moral hazard. If you do not 

have an alarm system then that could be a physical hazard. Insurance underwriters do not like 

hazards because they increase the possibility of a claim occurring. So if you have hazards then 

you are going to pay more for your insurance. Do consider a strong risk management program 

with a focus on safety. Control your insurance and you will help to control the premiums you 

pay. 

Physical hazards that affect property include location, construction, and use. Building locations 

affect their susceptibility to loss by fire, flood, earthquake, and other perils. A building located 



near a fire station and a good water supply has a lower chance that it will suffer a serious loss by 

fire than if it is in an isolated area with neither water nor firefighting service. Similarly, a 

company that has built a backup generator will have lower likelihood of a serious financial loss 

in the event of a power loss hazard. 

Construction affects both the probability and severity of loss. While no building is fireproof, 

some construction types are less susceptible to loss from fire than others. But a building that is 

susceptible to one peril is not necessarily susceptible to all. For example, a frame building is 

more apt to burn than a brick building, but frame buildings may suffer less damage from an 

earthquake. 

Use or occupancy may also create physical hazards. For example, buildings used to manufacture 

or store fireworks will have greater probability of loss by fire than do office buildings. Likewise, 

buildings used for dry cleaning (which uses volatile chemicals) will bear a greater physical 

hazard than do elementary schools. Cars used for business purposes may be exposed to greater 

chance of loss than a typical family car since businesses use vehicles more extensively and in 

more dangerous settings. Similarly, people have physical characteristics that affect loss. Some of 

us have brittle bones, weak immune systems, or vitamin deficiencies. Any of these 

characteristics could increase the probability or severity of health expenses. 

 Intangible Harazds: Here we distinguish between physical hazards and intangible 

hazards—attitudes and nonphysical cultural conditions can affect loss probabilities and 

severities of loss. Their existence may lead to physical hazards. Traditionally, authors of 

insurance texts categorize these conditions as moral and morale hazards, which are 

important concepts but do not cover the full range of nonphysical hazards. Even the 

distinction between moral and morale hazards is fuzzy. 

Moral hazards are hazards that involve behavior that can be construed as negligence or that 

borders on criminality. They involve dishonesty on the part of people who take out insurance 

(called ―insureds‖). Risk transfer through insurance invites moral hazard by potentially 

encouraging those who transfer risks to cause losses intentionally for monetary gain. Generally, 

moral hazards exist when a person can gain from the occurrence of a loss. For example, an 

insured that will be reimbursed for the cost of a new stereo system following the loss of an old 

one has an incentive to cause loss. An insured business that is losing money may have arson as a 



moral hazard. Such incentives increase loss probabilities; as the name ―moral‖ implies, moral 

hazard is a breach of morality (honesty). 

In economic theory, a moral hazard is a situation where a party will have a tendency to take risks 

because the costs that could incur will not be felt by the party taking the risk. In other words, it is 

a tendency to be more willing to take a risk, knowing that the potential costs or burdens of taking 

such risk will be borne, in whole or in part, by others. A moral hazard may occur where the 

actions of one party may change to the detriment of another after a financial transaction has 

taken place. 

Moral hazard arises because an individual or institution does not take the full consequences and 

responsibilities of its actions, and therefore has a tendency to act less carefully than it otherwise 

would, leaving another party to hold some responsibility for the consequences of those actions. 

Economists explain moral hazard as a special case of information asymmetry, a situation in 

which one party in a transaction has more information than another. In particular, moral hazard 

may occur if a party that is insulated from risk has more information about its actions and 

intentions than the party paying for the negative consequences of the risk. More broadly, moral 

hazard occurs when the party with more information about its actions or intentions has a 

tendency or incentive to behave inappropriately from the perspective of the party with less 

information. 

Moral hazard also arises in a principal–agent problem, where one party, called an agent, acts on 

behalf of another party, called the principal. The agent usually has more information about his or 

her actions or intentions than the principal does, because the principal usually cannot completely 

monitor the agent. The agent may have an incentive to act inappropriately (from the viewpoint of 

the principal) if the interests of the agent and the principal are not aligned. 

For example, with respect to the originators of subprime loans, many may have suspected that 

the borrowers would not be able to maintain their payments in the long run and that, for this 

reason, the loans were not going to be worth much. Still, because there were many buyers of 

these loans (or of pools of these loans) willing to take on that risk, the originators did not concern 

themselves with the potential long-term consequences of making these loans. After selling the 

loans, the originators bore none of the risk so there was little to no incentive for the originators to 

investigate the long-term value of the loans. A party makes a decision about how much risk to 
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take, while another party bears the costs if things go badly, and the party isolated from risk 

behaves differently from how it would if it were fully exposed to the risk. 

Another, more complex, example would be the euro debt crisis, in which the troika of relief 

funds (aka the ECB, the IMF, and the EC) for heavily indebted nations like Greece are waiting as 

long as possible to act. The risks of a money run, and the consequential market crash in Europe is 

by far not as detrimental to these institutions as to the indebted nations themselves. 

The name comes originally from the insurance industry. Insurance companies worried that 

protecting their clients from risks (like fire, or car accidents) might encourage those clients to 

behave in riskier ways (like smoking in bed or not wearing seat belts). This problem may 

inefficiently discourage those companies from protecting their clients as much as the clients 

would like to be protected. 

Economists argue that this inefficiency results from information asymmetry. If insurance 

companies could perfectly observe the actions of their clients, they could deny coverage to 

clients choosing risky actions (like smoking in bed or not wearing seat belts), allowing them to 

provide thorough protection against risk (fire, accidents) without encouraging risky behavior. 

However, since insurance companies cannot perfectly observe their clients' actions, they are 

discouraged from providing the amount of protection that would be provided in a world with 

perfect information. 

Economists distinguish moral hazard from adverse selection, another problem that arises in the 

insurance industry, which is caused by hidden information rather than by hidden actions. 

The same underlying problem of non-observable actions also affects other contexts besides the 

insurance industry. It also arises in banking and finance: if a financial institution knows it is 

protected by a lender of last resort, it may make riskier investments than it would in the absence 

of this protection. 

In insurance markets, moral hazard occurs when the behavior of the insured party changes in a 

way that raises costs for the insurer, since the insured party no longer bears the full costs of that 

behavior. Because individuals no longer bear the cost of medical services, they have an added 

incentive to ask for pricier and more elaborate medical service, which would otherwise not be 

necessary. In these instances, individuals have an incentive to over consume, simply because 

they no longer bear the full cost of medical services. 
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Two types of behavior can change. One type is the risky behavior itself, resulting in a before the 

event moral hazard. In this case, insured parties behave in a more risky manner, resulting in more 

negative consequences that the insurer must pay for. For example, after purchasing automobile 

insurance, some may tend to be less careful about locking the automobile or choose to drive 

more, thereby increasing the risk of theft or an accident for the insurer. After purchasing fire 

insurance, some may tend to be less careful about preventing fires (say, by smoking in bed or 

neglecting to replace the batteries in fire alarms). 

A second type of behavior that may change is the reaction to the negative consequences of risk, 

once they have occurred and once insurance is provided to cover their costs. This may be 

called ex post (after the event) moral hazard. In this case, insured parties do not behave in a more 

risky manner that results in more negative consequences, but they do ask an insurer to pay for 

more of the negative consequences from risk as insurance coverage increases. For example, 

without medical insurance, some may forgo medical treatment due to its costs and simply deal 

with substandard health. But after medical insurance becomes available, some may ask an 

insurance provider to pay for the cost of medical treatment that would not have occurred 

otherwise. 

Sometimes moral hazard is so severe it makes insurance policies impossible. Coinsurance, co-

payments, and deductibles reduce the risk of moral hazard by increasing the out-of-pocket 

spending of consumers, which decreases their incentive to consume. Thus, the insured have a 

financial incentive to avoid making a claim. 

Moral hazard has been studied by insurers and academics. See works by Kenneth Arrow, Tom 

Baker, and John Nyman. 

John Nyman suggests that two types of moral hazard exist: efficient and inefficient moral hazard. 

Efficient moral hazard is the viewpoint that the over consumption of medical care brought forth 

by insurance does not always produce a welfare loss to society. Rather, individuals attain better 

health through the increased consumption of medical care, making them more productive and 

netting an overall benefit to societal welfare. Also, Nyman suggests that individuals purchase 

insurance to obtain an income transfer when they become ill, as opposed to the traditionalist 

stance that individuals diversify risk via insurance. 
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Morale hazards, in contrast, do not involve dishonesty. Rather, morale hazards involve attitudes 

of carelessness and lack of concern. As such, morale hazards increase the chance a loss will 

occur or increase the size of losses that do occur. Poor housekeeping (e.g., allowing trash to 

accumulate in attics or basements) or careless cigarette smoking are examples of morale hazards 

that increase the probability fire losses. Often, such lack of concern occurs because a third party 

(such as an insurer) is available to pay for losses. A person or company that knows they are 

insured for a particular loss exposure may take less precaution to protect this exposure than 

otherwise. Nothing dishonest lurks in not locking your car or in not taking adequate care to 

reduce losses, so these don‘t represent morality breaches. Both practices, however, increase the 

probability of loss severity. 

Many people unnecessarily and often unconsciously create morale hazards that can affect their 

health and life expectancy. Such hazards include excessive use of tobacco, drugs, and other 

harmful substances; poor eating, sleeping, and exercise habits; unnecessary exposure to falls, 

poisoning, electrocution, radiation, venomous stings and bites, and air pollution; and so forth. 

Hazards are critical because our ability to reduce their effects will reduce both overall costs and 

variability. Hazard management, therefore, can be a highly effective risk management tool. At 

this point, many corporations around the world emphasize disaster control management to reduce 

the impact of biological or terrorist attacks. Safety inspections in airports are one example of 

disaster control management that intensified after September 11. See Is Airport Security Worth It 

to You? for a discussion of safety in airports. 

CASE STUDY: 

Is Airport Security Worth It to You? 

Following the September 11, 2001, terrorist attacks, the Federal Aviation Administration (now 

the Transportation Security Administration [TSA] under the U.S. Department of Homeland 

Security [DHS]) wrestled with a large question: how could a dozen or more hijackers armed with 

knives slip through security checkpoints at two major airports? Sadly, it wasn‘t hard. Lawmakers 

and security experts had long complained about lax safety measures at airports, citing several 

studies over the years that had documented serious security lapses. ―I think a major terrorist 

incident was bound to happen,‖ Paul Bracken, a Yale University professor who teaches national 

security issues and international business, told Wired magazine a day after the attacks. ―I think 

this incident exposed airport security for what any frequent traveler knows it is—a complete 



joke. It‘s effective in stopping people who may have a cigarette lighter or a metal belt buckle, but 

against people who want to hijack four planes simultaneously, it is a failure.‖ 

Two days after the attacks, air space was reopened under extremely tight security measures, 

including placing armed security guards on flights; ending curbside check-in; banning sharp 

objects (at first, even tweezers, nail clippers, and eyelash curlers were confiscated); restricting 

boarding areas to ticket-holding passengers; and conducting extensive searches of carry-on bags. 

In the years since the 2001 terrorist attacks, U.S. airport security procedures have undergone 

many changes, often in response to current events and national terrorism threat levels. Beginning 

in December 2005, the Transportation Security Administration (TSA) refocused its efforts to 

detect suspicious persons, items, and activities. The new measures called for increased random 

passenger screenings. They lifted restrictions on certain carry-on items. Overall, the changes 

were viewed as a relaxation of the extremely strict protocols that had been in place subsequent to 

the events of 9/11. 

The TSA had to revise its airline security policy yet again shortly after the December 2005 

adjustments. On August 10, 2006, British police apprehended over twenty suspects implicated in 

a plot to detonate liquid-based explosives on flights originating from the United Kingdom bound 

for several major U.S. cities. Following news of this aborted plot, the U.S. Terror Alert Level 

soared to red (denoting a severe threat level). As a result, the TSA quickly barred passengers 

from carrying on most liquids and other potentially explosives-concealing compounds to flights 

in U.S. airports. Beverages, gels, lotions, toothpastes, and semisolid cosmetics (such as lipstick) 

were thus expressly forbidden. 

Less-burdensome modifications were made to the list of TSA-prohibited items not long after 

publication of the initial requirements. Nevertheless, compliance remains a controversial issue 

among elected officials and the public, who contend that the many changes are difficult to keep 

up with. Many contended that the changes represented too great a tradeoff of comfort or 

convenience for the illusion of safety. To many citizens, though, the 2001 terrorist plot served as 

a wake-up call, reminding a nation quietly settling into a state of complacency of the need for 

continued vigilance. Regardless of the merits of these viewpoints, air travel security will no 

doubt remain a hot topic in the years ahead as the economic, financial, regulatory, and 

sociological issues become increasingly complex. 

 



Questions for Discussion 

1. Discuss whether the government has the right to impose great cost to many in terms of 

lost time in using air travel, inconvenience, and affronts to some people‘s privacy to 

protect a few individuals. 

2. Do you see any morale or moral hazards associated with the homeland security 

monitoring and actively searching people and doing preflight background checks on 

individuals prior to boarding? 

3. Discuss the issue of personal freedom versus national security as it relates to this case. 

Rating Practice: 

Rate making, also known as insurance pricing, has an important part to play in the overall 

profitability of the company. Rate making involves the selection of classes of exposure units on 

which statistics can be collected regarding the possibility of loss. The underwriter must think 

about all aspects before deciding on the pricing of a policy. The rates charged must have the 

following basic characteristics – 

 The rate must be high enough to pay for any expenses or losses incurred  

 The rate must not be too high 

 The rates must not be inequitable i.e. if two exposures are similar as far as losses are 

concerned, they should not be charged significantly different rates 

 The system of rating must be simple and understandable so that premiums can be quoted 

promptly 

 The rates must not keep fluctuating i.e. they must be stable. Otherwise irate consumers 

may look to the government to regulate the rates 

 The rating system must provide the insured with a strong incentive to adopt loss control 

 The rates must change with the changing economic conditions- rates must increase  when 

loss exposure increases.  

 

Rate making methods 
 

There are three fundamental rate making methods in property and liability insurance. They are as 

follows: 



 Judgment rating method: This method is used when the loss exposures are so diverse 

that it is not possible to calculate a class rate. Therefore, each exposure is individually 

evaluated and the rate determined by the underwriter‘s judgment. This method is 

frequently used in ocean marine insurance because the vessels, ports, waters and 

cargoes carried are very diverse. 

 Class rating method: Under this method, exposures with similar characteristics are 

grouped together and charged the same rate. This is based on the assumption that any 

future loss to the insured will be decided by the same set of factors. Some of the 

major factors in life insurance are age, health, gender etc. This method is also called  

manual rating because the rates are published in a rating manual.  

There are two ways of determining the class rates: 

 The pure premium method: (burning cost) pure premium is that part of the gross rate, 

which is utilised to pay losses and adjustment expenses. It is calculated by dividing 

the amount of incurred losses and loss-adjustment expenses by the number of 

exposure units. Incurred losses include all the losses -whether paid or not -that occur 

at the end of the accounting period.  

Pure premium = Incurred losses and loss-adjustment expenses/ Number of exposure 

units 

The final step in this method is to add a loading for expenses, underwriting profit and 

a margin for contingencies. The expense loading, also known as the expense ratio is 

that proportion of the gross rate available for expenses and profit. The final gross rate 

is arrived at by dividing the pure premium by 1 minus the expense ratio. 

 

Gross rate = Pure premium/1-Expense ratio 

 

 Loss ratio method: under this method, the actual loss ratio –which is the ratio of incurred 

losses and loss-adjustment expenses to the earned premiums - is compared to the loss 

ratio that was expected and the rate is adjusted accordingly. The loss ratio that is 

expected is the percentage of the premiums that are expected to be used to pay losses. 

Rate change = Actual loss ratio - Expected loss ratio  

 



 Merit Rating method: Merit rating is a rating plan by which class rates (manual rates) are 

adjusted upward or downward based on individual loss experience. It is based on the 

assumption that loss experience will differ significantly from individual to individual. 

The types of merit rating plans are: 

 Schedule rating: under this plan, each exposure is individually rated. A basis rate is fixed 

for each exposure and this is then modified by debits or credits for undesirable or 

desirable physical features. The physical characteristics of the exposure to be insured are 

very important in this plan. Schedule rating is used in commercial property insurance 

such as for industrial plants. These buildings are evaluated on the following criteria:  

o Physical features of the building – its height, the materials used to build it, the 

area surrounding it, etc.  

o l It‘s use i.e. what is the building being utilised for. For example, presence of 

inflammable materials will increase the risk of a fire. 

o The protective devices set up in the building. Rate credits are given for the 

presence of a fire alarm, sprinkler system etc. 

o The building‘s exposure – this refers to the likelihood of the building being 

damaged from a fire in the adjacent buildings. The greater the exposure, the 

higher will be the charges applied. 

o The maintenance of the building – debits are applied for poor maintenance and 

housekeeping. 

 Experience rating: under this rating plan, the class or manual rate is adjusted upward or 

downward based on past loss experience. The insured‘s past loss experience is the basis 

for fixing the premium for the next policy period. If this loss experience is better than the 

average for the class as a whole, the class rate is reduced and vice versa. This system is 

usually used only for larger firms with a high volume of premiums. 

 Retrospective rating: in retrospective rating, the insured‘s loss experience during the 

current policy period determines the actual premium paid for that period. There is a 

minimum and a maximum premium. When losses are small, a minimum premium is paid 

and when losses are large a maximum premium is paid. Large firms use this system in 

general liability insurance, burglary and glass insurance, workers‘ compensation 

insurance and auto liability and physical damage insurance. 



Rating 
Rates provided under this Tariff only for Third Party premiums, the rates are administered by 

IRDA. For Own Damage cover, Tariff has been abolished. Hence, each Insurance Company can 

have its own rates. Loading on tariff premium rates upto 100% may be applied for adverse 

claims experience of the vehicle insured and individual risk perception as per the insurer‘s 

assessment. If the experience continues to be adverse, a further loading upto 100% on the 

expiring premium may be applied. No further loading shall apply.  

Extension of geographical Area: The Geographical Area of Motor Policies may be extended to 

include Nepal and Bhutan. This can be done by charging a flat additional premium of Rs.500 per 

vehicle / 100 per vehicle irrespective of the class of vehicle for package policy and liability 

policy respectively. Such geographical extensions, however, specifically exclude cover for 

damage to the vehicle/ injury to its occupants/ TP liability in respect of the vehicle during air 

passage/ sea voyage for the purpose of ferrying the vehicle to the extended Geographical Area. 

 

Bonus/Mauls Method 
A bonus-mauls system is a No-claim Bonus (or No-claim Discount) system in which the 

premium level reached after a policyholder has made claims may be higher than that 

corresponding to the point of entry. The term is used throughout Continental Europe and 

elsewhere.  

The term bonus-mauls (Latin for good-bad) is used for a number of business arrangements which 

alternately reward (bonus) or penalize (mauls). It is used, for example, in the call center and 

insurance industries. 

Call Center:  

In call centers, a bonus-mauls arrangement is a section in the contract between the company 

buying the call center services (buyer) and the company providing the call center services (call 

center) allowing for a payment to be made from one company to the other. As part of the 

contract, both companies agree on a set of Key Performance Indicators (KPIs). These are 

measurements for how the call center is performing. If the call center is performing poorly, then 

there would be a malus payment (payment from the call center company to the buyer). If the call 

center is doing well, then there is a bonus payment from the buyer to the call center company. 

Bonus-malus payments are in addition to the normal cost of call center services. 



Insurance: 
In insurance, a bonus-malus system (BMS) is a system that adjusts the premium paid by a 

customer according to his individual claim history. 

Bonus usually is a discount in the premium which is given on the renewal of the policy if 

no claim is made in the previous year. Malus is an increase in the premium if there is a claim in 

the previous year. Bonus-malus systems are very common in vehicle insurance. This system is 

also called a no-claim discount (NCD) or no-claims bonus in Britain and Australia. 

The fundamental principle of BMS is that the higher the claim frequency of a policyholder, the 

higher the insurance costs that on average are charged to the policyholder. This principle is also 

valid in an insurance arrangement consisting of a high maximum deductible which is common to 

all policyholders. 

 

Automobile insurance 
Most insurers around the world have introduced some form of merit-rating in automobile third 

party liability insurance. Such systems penalize at-fault accidents by premium surcharges and 

rewards claim-free years by discounts, commonly known as a "no-claims discount". 

The most usual BMS divides drivers by classes, where each class has its own discount or 

surcharge that is applied to the basic premium. A claim-free year implies in a decline of one or 

more degrees on the Bonus/Malus class table on the anniversary of the contract. A claim entails 

an increase of a given number of degrees on the Bonus/Malus scale on the anniversary of the 

contract. Generally, one degree corresponds to a 5% discount or surcharge. The starting class 

may depend on the driver's age, sex, place of residence, the car's horsepower. Each country has a 

different legislation, which rules how many degrees an insurer may increase or decrease, the 

maximum bonus or malus allowed and which statistics insurers can use to evaluate the starting 

class of a driver. 

A BMS usually has an effect on road safety statistics, as it stimulates drivers to be careful and 

avoid accidents that would lead to the loss of bonus. 

Most insurers have a policy whereby an unused bonus or NCD will expire in within two years. 

Insurers will discontinue a prior customers no claims bonus if they no longer have an insurance 

policy. 

 



 

Bonus hunger 

There is a basic question under Bonus-malus system based on insurance customer‘s point of 

view, that is, ―Should an insurance customer carry an incurred loss himself, or should he make a 

claim to the insurance company?‖. Hence, an insurance customer prefers to choose self-financing 

an occurred loss by carrying a small loss himself in order to avoid an increased future premium, 

instead of financing the loss by compensation from the insurance company. This strategy is 

called bonus hunger of the insurance customer. In this strategy, the insurance customer prefers 

the most profitable financial alternative, after a loss occurrence. A well-designed bonus-malus 

system must take bonus hunger into consideration. 

Executive Compensation: 

In executive compensation, particularly at banks, bonus-malus refers to schemes where annual 

bonuses are held in escrow (do not immediately vest), and can be reduced retroactively (clawed 

back) in case of losses in future years. 

The intention is to align incentives better and encouraging a long-term view in directors, by 

discouraging the taking of risks which may yield short-term profits (and hence bonuses in early 

years) but with long-term losses (which, under a traditional bonus system, would not be 

penalized). 

Such a system was proposed by Raghuram Rajan in January 2008. 

Author Jim Collins proposed that executives be expected to buy stock with their own money (as 

was done at IBM in the 1990s) taking on both up-side rewards and down-side risk. 

In November 2008, UBS AG announced a change to its executive compensation scheme 

implementing such a system, which it dubbed a "bonus-malus" system. 

French Taxation: 

In France, cars are taxed (malus) or credited (bonus) if their carbon emissions are above or below 

certain targets. 

Return of Premium 
If a return of premium policy is viewed as an investment, rates of return are calculated based on 

the incremental cost above the cost of regular term insurance. A sampling of policies found 

returns in the range of 2.5 to 9 percent. 



Critics point to the rate of return being less than in a typical investment, the extra cost of the 

policy compared to basic term life insurance policies and that, if the policy is canceled at any 

time, no money is refunded. Many policies do allow prorated refunds at some point during the 

life of the policy. 

In return for the premiums paid by the insured, the insurers promise to pay for the losses covered 

under the policy. 

The right to make a claim for the refund of premium arises: 

1. For failures in consideration 

2. By agreement 

a) The insured can claim for a refund of the premium if the insurer doesn‘t run any risk, 

 Where the parties were never ad idem, i.e. were of one mind. This is applicable for all 

branches; 

 Where the contract is ultra vires; 

  Where the contract is void ab initio due to fraud or misrepresentation by the insured; 

  Where the risk was never attached, as for example insurance for property,which was 

destroyed before the contract was made; 

  Where the policy is illegal. 

b) In case the insurer has assumed risk and the contract becomes void thereafter, the insurer 

cannot claim refund of the premium or any part thereof. 

c) Where the insured commits a breach of warranty, owing to fraud or misrepresentation, the 

insurer avoids the contract and has to return the premium received; he can of course forfeit the 

premiums if the contract provides so. 

d) Premium amount can be refunded partially when the insurance contract is terminated before 

the normal expiry date, either through mutual agreement or by virtue of the right to terminate the 

contract (as may be contractual) at any time. 

Risk inspection 

for property insurance, this consists of a physical assessment of the building or plant to be 

insured. 

The management of all property and casualty risks we assume is of prime importance to us. In 

fact, all insurance companies look beyond just managing risk and seek ways to prevent the losses 

that may occur with some of the risks assumed.  



Primary loss prevention tool is to thoroughly and regularly inspect all of the home and farm 

properties we insure.  

Home and farm property inspections are performed by our Loss Prevention Officers. Each Loss 

Prevention Officer is highly qualified to conduct inspections for they are certified electricians 

and have considerable experience in the home construction and agriculture businesses. 

All newly insured residences are inspected prior to a new policy being issued. Insurance Agent 

can bind insurance coverage on your home prior to inspection, but the insurance coverage 

remains conditional until a satisfactory inspection is completed and reported to our underwriting 

department. Insured homes are also inspected every 3 to 4 years at the renewal date of the policy, 

to ensure the property is safe and to update any and all new risks that may be present. 

Similarly, all new farm properties are inspected prior to a new policy being issued. A complete 

farm inspection may take up to 3 hours to complete, for the Loss Prevention Officer has 

considerable property, equipment and machinery to inspect. Insured farms are also inspected 

every 2 years at the renewal date of the policy, to ensure the property is safe and to update any 

and all new risks that may be present. 

In all cases, home & farm inspections are completed to ensure your safety! We put our best foot 

forward to prevent accidents and losses from occurring. 

 

The Purpose of an Insurance Inspection 
The reasons that insurers do inspections vary.  Some possible reasons are: 

 Inspection prior to binding coverage.  Many insurers will do inspections of all potential 

new accounts before agreeing to insure them.  

 Inspection on new accounts.  Even if they don‘t do an inspection prior to accepting you 

as a new account, they may do an inspection shortly after agreeing to insure your 

business. 

 New locations or operations.  If your business buys or builds a new building, takes on 

new or different operations or processes, or makes any other major change to the risk, 

then inspections are common. 

 Change in values, limits or coverages.  Changes in the amount and type of insurance you 

require may prompt an inspection. 



 Insurance company preferences or changes.  Some insurers inspect all of their accounts; 

some inspect risks in a certain area, or certain types of operations.  Sometimes insurers 

change their underwriting and loss control practices to place more emphasis on 

inspections. 

 High loss ratio in an area, industry, or in a broker‘s book of business might prompt 

inspections for businesses in that particular group. 

 What Does an Inspector Look For? 

This can vary depending on the reason for the request.  An inspection may be to look at the 

building and physical protection; it may be to look at processes; it may be for liability exposures; 

or it could be for all of these reasons and more.  Some things an inspector looks for are: 

 Construction: type, age, stories, condition, location, maintenance and housekeeping, roof 

covering, electrical, plumbing, heating, and building systems. 

 Occupancy: operations, processes, tenants. 

 Protection: sprinklers, fire extinguishers, alarms. 

 Exposures: what is in the area around your property, and how close, like buildings (how 

high, type of construction, operations and processes), roadways, water, or any other detail 

that may reflect on the risk to your location.  If your building is surrounded by a 

residential area, for example, that may be considered an acceptable risk if you are a 

clothing retailer. However, it may be considered an unacceptable risk if you are a 

chemical manufacturer due to the possibility of an escape or discharge and the impact 

that would have on a residential neighborhood. 

 Liability Hazards: any visible exposures to loss by third parties. For example, floors that 

have no trip or slip areas, no sharp corners on displays or shelves, quality control to 

ensure no defective products, containment of hazardous materials, etc. 

 Process Hazards:  anything you do that may be hazardous, such as spray painting, 

welding, flammable liquids handling/storage, cooking, product manufacturing. 

Pre risk inspections of Motor Vehicles 

 Introduces our self as a inspection agency, setup with an intention to cater to the pre 

insurance risk inspection (of all type of Vehicle) requirements of the underwriters. 

We have a team of professionals from various fields, supported by dedicated and 

efficient staff imparting the necessary cutting edge in our core areas of service i.e. 



inspection of Automobiles We are first agency in this region to provide on line pre 

inspections reports. 

All the pre inspections reports along with the photographs are uploaded on the web site 

within 24 hours of the completion of the inspection, which includes verification of 

vehicle Engine No. & Chassis No., Its registration certificate, photographs of the 

vehicle from all sides, The reports can be viewed any time by the registered users. The 

underwriters/ regd users can view/ download complete pre inspection report by using 

id password. 

The confirmation of the inspection sent to the underwriters immediately via 

email/telephonically  after the inspection. 

We are also providing pre inspection reports through mobile software technology. 

Through which the pre inspection reports along with the photographs made available to 

the underwriters immediately after the inspection. 

Underwriting: 
Underwriting can be defined as ―assumption of liability‖. Underwriting involves the selection of 

policyholders after thoroughly evaluating all hazards, establishing prices and then determining 

the terms and conditions of the insurance policy. The term ‗Underwriting‘, refers to the formal 

acceptance of a risk by the insurance company for a price, which is termed as ‗Premium‘. Of the 

many facets of insurance, underwriting has always been considered one of the most critical 

features. During the 1950s, there were specialists who worked as underwriters and covered 

almost every type of insurance. The years since then have seen underwriting emerge as an 

art in itself.  

The importance of underwriting can be well understood by the fact that even though several 

activities of an insurance company such as marketing, accounting, claims processing etc. are 

sometimes outsourced, underwriting is an area over which the company always retains  complete 

control. 

Once the risk involved is deemed acceptable, underwriting then fixes the rate of premium, and 

subsequently, all other terms involved. There are certain guiding objectives and principles that 

the underwriter must follow. ‗Underwriting‘ in its real sense is being practised after the 

detariffing last year and the subsequent removal of control on pricing from 01.01.2008. Each risk 

shall be assessed on its own merit. Gone are the days when rates were quoted blindly based on 



the tariff or the internal guidelines of the insurer, without actually assessing and evaluating the 

risk proposed, for fixing of premium. 

OBJECTIVES OF UNDERWRITING 
The objectives of underwriting are three-fold: 

 Producing a large volume of premium income that is sufficient to maintain and enlarge 

the insurance company‘s operations and to achieve a better spread of the risk portfolio; 

 Earning a reasonable amount of profit on insurance operations; Maintaining a profitable 

book of business (by ensuring underwriting profits) – that contains all the policies that the 

insurer has in force; 

 More spread – across the profile and geography. 

PRINCIPLES OF UNDERWRITING 

Insurance is a concept of creation of a fund of premiums collected from various persons by 

pooling all of their risks, from which the financial losses of those few who suffer from the 

insured perils are compensated. The theory of probability, which can predict with a certain 

degree of precision, the possibility of a certain event occurring that can give rise to a claim 

provided there is sufficient data on past experience, is invariably the basis on which the concept 

of underwriting rests. The principles that guide an underwriter before accepting a risk are: 

 Selecting insureds who fit the company‟s underwriting standards: only those 

insureds whose actual loss experience does not exceed the loss experience assumed in the 

company‘s rating structure will be selected. 

 There should be proper balance within each rate classification: the underwriter must 

be able to group insureds in such a way that the average rate in the group is enough to 

pay for all claims and expenses. Units with similar loss- producing features are placed in 

the same class and charged the same rate. 

 Charging equitable rates: the rates that apply to one group should not be charged to 

another group as well. For example, in the case of Health insurance, charging the same 

premium rate for people in the age group of 20-25 years and those in the age group of 50-

55 years will result in the younger lot subsidizing the older people. Each portfolio (fire, 

marine, health, etc.) to be self sustaining without assuming any cross-subsidy. 

THE UNDERWRITING PROCESS 



The underwriting process follows a series of stages, at the end of which the status of a risk is 

decided. It is only after the risk has been weighed and all possible alternatives evaluated that the 

final underwriting is done. When a proposal for insurance is received, the underwriter has four 

possible courses of action: 

 Accept the risk at standard rates 

 Charge extra premium depending on the risk factor 

 Impose special conditions 

 Reject the risk. 

The underwriter follows specific steps when evaluating a potential risk. These are as follows: 

Assimilating information about the applicant 

The underwriter obtains this information from a wide variety of sources. The most important 

sources are: 

 The application or the proposal form: It contains specific information about the 

applicant. For example, in Motor insurance, information regarding the age of the vehicle, 

weight, purpose/usage, past claims history etc will be given. 

 The agent‟s report: the agent does an evaluation of the prospective insured. The agent 

must have first hand knowledge about the applicant‘s operations and reputation. It is the 

agent‘s responsibility to screen the applicant initially according to the company‘s 

specified requirements. 

 Government records: these records include information from civil and criminal courts, 

property tax records, bankruptcy filings etc. These may be referred to if required. 

 Pre-insurance inspection report: for property insurance, this consists of a physical 

assessment of the building or plant to be insured. 

 Claim files: these are helpful when renewing an existing policy. The underwriter can 

gain an insight into the policyholder‘s character by reviewing the claim files or through 

investigation. 

 Reinsurers – in the case of large risks 

Evaluating and making a decision 

The underwriter can accept a proposal, reject it or accept it with certain modifications. Some of 

the modifications that can be made are: 



 Hazard can be reduced: For loss prevention and minimisation, underwriters can 

recommend certain changes that will safeguard against physical hazards. For example, 

installing sprinkler systems and better fire-fighting equipment in offices will reduce 

damages in case of fire. This advice can either be followed by the applicant or rejected. 

 Changing rating plans and policy terms: Sometimes a proposal that seems 

unacceptable at one rate may become a desirable business under another rating plan or 

with Special Conditions such as ‗compulsory excess‘. A rate that will fetch the insurance 

company a decent profit as well as be acceptable to the applicant is fixed on the basis of 

how the underwriter judges that particular case. 

 Facultative reinsurance can be used: When the business is not covered by the insurer‘s 

reinsurance treaty or the amount of insurance needed exceeds the net treaty capacity, the 

underwriter can transfer that excess to a facultative reinsurer. As an alternative to this, the 

insurance can also be divided among several insurers. 

Executing the decision 

After perusing all the alternatives and making a decision, it now remains for the decision to be 

put into action. There are three courses of action to be taken. 

 The applicant should be briefed about the decision along with all the modifications made. 

If any application has been rejected, the underwriter must convey this decision to the 

agent in such a way that it does not further damage any business relations they may have. 

 The underwriter is also in charge of preparing the documents, which include a binder or a 

policy work sheet to be sent to the policy writing department and also issue of certificates 

of insurance. 

The final step is concerned with recording information about the applicant and the policy for 

accounting, statistical and monitoring purposes. Information like the for the purpose of rate 

making, financial accounting and business evaluations. 

Monitoring the activities 
The underwriter must always be alert to any change in the loss exposures of the insureds. This 

type of monitoring usually takes place when policy changes and losses are brought to the 

underwriter‘s attention. Premium audit and loss control reports also help to review individual 

policies. 



When a claim is made or after a premium audit has been carried out, the underwriter can contact 

the reinsurance personnel and secure first-hand knowledge of the insured. This will help in 

uncovering any additional hazards that will in turn help the underwriter to re-evaluate the 

account and decide on its continued acceptability. The underwriter must also monitor the entire 

book of business and use premium and loss statistics to determine what causes the problems that 

make a business deteriorate. This will also help in finding out whether the underwriting policy is 

being complied with. 

 

THE UNDERWRITING POLICY 

Underwriting Policy is like the Constitution of a country. It provides the frame work within 

which the company would develop products for the market. The basic purpose of an 

underwriting policy is to transform the objectives of the management into rules and guidelines 

that will direct the company‘s underwriting decisions. The underwriting policy decides the 

composition of the book of business. 

An underwriting policy must take into consideration the following dimensions – the lines of 

business, the territories involved and the rating plans, reinsurance and retention patterns, levels 

of centralization/decentralisation. Any change in the underwriting policy must be evaluated on 

the basis of other dimensions. Changes must also recognize the effects of certain limiting factors 

that influence the underwriting policy. These include: 

 The capacity – the relation between the premiums written and the size of the 

policyholders‘ surplus is called the capacity. 

 Capital & Reserves – It helps to gauge an insurer‘s solvency. 

 Skilled human resources – insurers require skilled personnel to efficiently market the 

product, employ loss control efforts and adjust any loss that occurs. The insurer must 

ensure that there are enough personnel and that they are conversant with the company‘s 

policies. 

 Insurers must also follow the rules and regulations laid down by the insurance regulator 

in whose territory they operate. The impact of regulation varies from country to country. 

They must obtain licenses for writing insurance by individual line within each state, and 

all rates, rules and other documents must be filed with Government regulators. 



 Portfolios in which the company operates, e.g., exclusive health insurer/ECGC/ other 

than health, etc. 

 Reinsurance sets limitations on what the underwriter can write. Reinsurance refers to the 

contractual relationship by virtue of which, risks are shared with another insurer. 

 

UNDERWRITING CONSIDERATIONS IN SPECIAL POLICIES Engineering Insurance 

Engineering insurance requires highly specialized and technical expertise in underwriting, risk 

inspection, rating etc. A pre-acceptance risk inspection is conducted for most of the proposals 

and an inspection report is prepared that deals with the inspection of motors, generators, 

transformers, steam turbines, oil and gas engines, compressors, pumps, refrigerating plant, 

external and internal examination of boiler and pressure vessels and the loss of profits survey 

report. 

Most classes of engineering insurance are controlled by tariffs and insurance companies can fix 

the prescribed rates. In some cases though, the proposals are referred to the Tariff. 

 When it comes to the question of engineering claims, the underwriter has to bear in mind the 

following points: 

 Early notification of a claim should be followed by an early visit by a surveyor. If 

liability exists under the policy, the company can give advice concerning the extent and 

type of damage and the necessary repair work. 

 During repair, there are significant maintenance costs that occur and here the company 

can fix a suitable proportion of costs. For whatever liability is incurred, the company has 

the right to approve the type of repair from a safety aspect as well as with an eye on the 

future risk aspect. 

There are also instances where acceptance of risk is subject to special considerations, which are 

accepted by insurance companies. Some of these are listed below: 

Fire – consequential loss (fire) policy may be granted only to those clients whose books of 

accounts have been regularly audited by a reputed firm of auditors, or whose previous loss 

experience has been inspected and accepted. 

Motor – older vehicles are accepted, subject to inspection. Comprehensive insurance on 

imported cars is allowed subject to the inclusion of an excess clause. Vehicles like those 

belonging to the military will be covered only for third party risks. 



Marine and Cargo – ocean marine insurance is divided into three categories: 

Yachts – all sailboats and inboard powered boats including luxury vessels fall under this 

category. The underwriting conditions can be grouped under three categories: 

 Seaworthiness: this refers to the age, construction and maintenance of the vessel. The 

older a vessel, the lower its value. The best way to obtain information about a vessel is 

through a marine survey. 

 Navigable waters and season: underwriters restrict coverage to only the area for which 

the yacht, equipment and the operator‘s experience are appropriate. This is done with the 

help of a navigation warranty, which limits coverage when the vessel is under conditions 

that have not been agreed to by the underwriter. 

 Operator experience: insurers also consider the policyholder‘s experience and training. 

For example, there are insurers who give credit for completion of Power Squadron or 

Coast Guard Auxiliary courses. Membership in a relevant organisation, such as a yacht 

club, is taken as an indicator of the policyholder‘s interest in his or her chosen field. 

 

Commercial hulls – as far as commercial hulls are concerned, the emphasis is again on the 

physical characteristics such as construction of the ship, equipment and its maintenance, the area 

of operation etc. The safety regulations under which the ship should be operated will be 

determined by the nation in which the ship is registered. The quality of maintenance is verified 

by regular inspections. In marine insurance, the acceptance of certain risks requires careful 

consideration. These include: 

 Asbestos/cement pipes and sheets (breakage is excluded) 

 Transformers (breakage is excluded and excess imposed on all leakages) 

 Refrigerators and air conditioners (risks of denting and scratching are excluded) 

 Cargo in paper bags (tearing and bursting of bags is excluded) 

 Glass (breakage, scratching and chipping are excluded) 

 Sanitary ware (breakage, chipping and denting are excluded) 

 Machinery (second hand) breakage is excluded 

 Oil in second hand drums (leakage and contamination are excluded) 

 Motor spare parts and ball bearing (theft, pilferage and non-delivery are excluded) 

 Motor vehicles (denting and scratching excluded) 



 Watches (TPND, breakage is excluded) 

 

Cargo Insurance 

In cargo insurance, the quality of the policyholder and the business reputation are of the utmost 

importance. The ports between which the goods will be shipped and the land transportation to be 

used from warehouse-to-warehouse are also important underwriting concerns. 

 

In cargo insurance, there are again certain specifications that are followed. 

 Normal rates for cargo carried on standard vessels (i.e. conforming to standards 

prescribed by Tariff). 

  Extra rates if vessel is over-aged.  

 Close scrutiny of tramp vessels – that includes the financial position of the owners, the 

age of the vessel and its tonnage. If the vehicle does not fulfill the criteria, 1 percent extra 

premium is charged on the sum under marine cargo policies. 

 The above were the special instances where the underwriter makes exceptions for 

accepting risks in special cases. This is because the basic principle of underwriting has 

always been that the underwriting must neither be too firm nor too relaxed. Wherever a 

risk can be accommodated after suitable adjustment, it must be done. 

 

CO-INSURANCE 

Where the amount of insurance on large industrial complexes is substantial, it is possible for the 

insured to interest different insurers in the risk for varying proportions of acceptance, so that the 

total is covered. The practice is for each insurer to issue a policy with a specification or schedule 

giving a description of the property insured, with the ―co-insurance clause‖ included therein. 

Survey of the risk, rating, collection of premium and preparation of the specification is carried 

out by the ―leading office‖, that is the office carrying the largest share in the business. Co-

insurance in British circles means insuring part of the value at risks as agreed with the original 

insurer. All co-insurances are agreed upon prior to the issue of the original policy. The co-

insurances in practice are dictated by business connections or for reducing the insurers‘ 

commitments. Where different insurers have a history of association with subsidiaries, Co-

insurance is generally made between them. The co-insurers will be given a percentage of the 



original premium depending on their share of the sum insured and also bear a ratable share of 

loss where there is co-insurance. The names of co-insurers with the share of the sum insured will 

be mentioned in the original policy. This is called a collective co-insurance policy. Sometimes, 

co-insurers for their relative share of sum insured issue individual coinsurance policies. Methods 

by which co-insurance agreements are transacted can be summarized as follows: 

Method I: Each insurer issues a separate policy for the proportion of interest insured. In the 

event of loss, each company‘s liability is limited to such proportion of loss. 

Method II: The specification of the property is attached to the policy issued by the leading 

office. The policy is signed by the leading office for its proportion of insurance and then signed 

by the other insurers for their respective shares of interest. This is called as a collective policy. 

Method III: The leading office issues the policy and signs on behalf of the participating 

insurers. A clause called ―collective clause‖ is incorporated in the policy. 

A letter of authority is issued by the ―participating insurers‖ to the ―leading office‖ for the 

following: 

 Signing the policies, endorsements, and renewal receipts 

 Collection and adjustment of premium 

 Inspection of risk 

 Settlement of standard claims. 

After receipt of the premium or the payment of a claim is made, the leading office makes 

arrangements for payment to or recovery from the co-insurers of their proportion of the 

premiums and the claims as the case may be. 

RENEWAL NOTICE 

This is the notice sent by the insurer to the insured calling for renewal of the policy. This is a 

traditional formality. Although it is not obligatory on the part of insurers to intimate to the 

insured regarding the policy renewal date, yet as a matter of courtesy and healthy business 

practice, insurers generally send renewal notices. 

This is normally sent at least a month before the expiry of the policy. This is not necessary but 

useful especially where there is competition. Many times the insureds do not renew the policy 

merely because they did not receive the renewal notice; then it becomes a matter of prestige. 

Sometimes the insurers do not seek renewal where the loss experience is adverse. For renewal 

notices to be sent, there must be proper registration of all the risks. A renewal register is 



maintained based on copies of policies issued in an office, that is why, whenever a policy is 

cancelled a copy of the cancellation notice must be sent to the person or the section maintaining 

the renewal register. The renewal notice mentions the premium payable for renewal along with 

the breakup indicating loading and discounts as permissible. 

The renewal notice incorporates all the relevant particulars of the policy such as the sum insured, 

the annual premium, etc. The insured is also advised in the note that he should intimate any 

material alteration in the risk, if any. In a motor renewal notice for example, the insured‘s 

attention is drawn to revise the sum insured (i.e. the insured declared value) in the light of 

current market values. 

Lastly, the insured‘s attention is also drawn to the statutory provision that no risk can be assumed 

unless the premium is paid in advance. 

Importance of Underwriting 

Insurance underwriters evaluate the risk and exposures of potential clients. They decide how 

much coverage the client should receive, how much they should pay for it, or whether even to 

accept the risk and insure them. Underwriting involves measuring risk exposure and determining 

the premium that needs to be charged to insure that risk. The function of the underwriter is to 

protect the company's book of business from risks that they feel will make a loss and 

issue insurance policies at a premium that is commensurate with the exposure presented by a 

risk. 

Each insurance company has its own set of underwriting guidelines to help the underwriter 

determine whether or not the company should accept the risk. The information used to evaluate 

the risk of an applicant for insurance will depend on the type of coverage involved. For example, 

in underwriting automobile coverage, an individual's driving record is critical. As part of the 

underwriting process for life or health insurance, medical underwriting may be used to examine 

the applicant's health status (other factors may be considered as well, such as age & occupation). 

The factors that insurers use to classify risks should be objective, clearly related to the likely cost 

of providing coverage, practical to administer, consistent with applicable law, and designed to 

protect the long-term viability of the insurance program. 

The underwriters may decline the risk or may provide a quotation in which the premiums have 

been loaded or in which various exclusions have been stipulated, which restrict the 

circumstances under which a claim would be paid. Depending on the type of insurance product 



(line of business), insurance companies use automated underwriting systems to encode these 

rules, and reduce the amount of manual work in processing quotations and policy issuance. This 

is especially the case for certain simpler life or personal lines (auto, homeowners) insurance. 

Some insurance companies, however, rely on agents to underwrite for them. This arrangement 

allows an insurer to operate in a market closer to its clients without having to establish a physical 

presence. 

Reinsurance: 
Reinsurance is insurance that is purchased by an insurance company (the "ceding company" or 

"cedant" or "cedent" under the arrangement) from one or more other insurance companies (the 

"reinsurer") as a means of risk management, sometimes in practice including tax mitigation and 

other reasons described below. The ceding company and the reinsurer enter into a reinsurance 

agreement which details the conditions upon which the reinsurer would pay a share of the 

claims incurred by the ceding company. The reinsurer is paid a "reinsurance premium" by the 

ceding company, which issues insurance policies to its own policyholders. 

The reinsurer may be either a specialist reinsurance company, which only undertakes reinsurance 

business, or another insurance company. 

For example, assume an insurer sells 1000 policies, each with a $1 million policy limit. 

Theoretically, the insurer could lose $1 million on each policy – totaling up to $1 billion. It may 

be better to pass some risk to a reinsurer as this will reduce the ceding company's exposure to 

risk. 

There are two basic methods of reinsurance: 

1. Facultative Reinsurance, which is negotiated separately for each insurance contract that 

is reinsured. Facultative reinsurance is normally purchased by ceding companies for 

individual risks not covered, or insufficiently covered, by their reinsurance treaties, for 

amounts in excess of the monetary limits of their reinsurance treaties and for unusual 

risks. Underwriting expenses, and in particular personnel costs, are higher for such 

business because each risk is individually underwritten and administered. However as 

they can separately evaluate each risk reinsured, the reinsurer's underwriter can price the 

contract to more accurately reflect the risks involved. 

2. Treaty Reinsurance means that the ceding company and the reinsurer negotiate and 

execute a reinsurance contract. The reinsurer then covers the specified share of all the 
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insurance policies issued by the ceding company which come within the scope of that 

contract. The reinsurance contract may oblige the reinsurer to accept reinsurance of all 

contracts within the scope (known as "obligatory" reinsurance), or it may require the 

insurer to give the reinsurer the option to reinsure each such contract (known as 

"facultative-obligatory" or "fac oblig" reinsurance). 

There are two main types of treaty reinsurance, proportional and non-proportional, which are 

detailed below. Under proportional reinsurance, the reinsurer's share of the risk is defined for 

each separate policy, while under non-proportional reinsurance the reinsurer's liability is based 

on the aggregate claims incurred by the ceding office. In the past 30 years there has been a major 

shift from proportional to non-proportional reinsurance in the property and casualty fields. 

 

Types: 
Proportional 

Under proportional reinsurance, one or more reinsurers take a stated percentage share of each 

policy that an insurer produces ("writes"). This means that the reinsurer will receive that stated 

percentage of the premiums and will pay the same percentage of claims. In addition, 

the reinsurer will allow a "ceding commission" to the insurer to cover the costs incurred by the 

insurer (marketing, underwriting, claims etc.). 

The arrangement may be "quota share" or "surplus reinsurance" (also known as surplus of line or 

variable quota share treaty) or a combination of the two. Under a quota share arrangement, a 

fixed percentage (say 75%) of each insurance policy is reinsured. Under a surplus share 

arrangement, the ceding company decides on a "retention limit" - say $100,000. The ceding 

company retains the full amount of each risk, with a maximum of $100,000 per policy or per 

risk, and the balance of the risk is reinsured. 

The ceding company may seek a quota share arrangement for several reasons. First, they may not 

have sufficient capital to prudently retain all of the business that it can sell. For example, it may 

only be able to offer a total of $100 million in coverage, but by reinsuring 75% of it, it can sell 

four times as much. 

The ceding company may seek surplus reinsurance simply to limit the losses it might incur from 

a small number of large claims as a result of random fluctuations in experience. In a 9 line 

surplus treaty the reinsurer would then accept up to $900,000 (9 lines). So if the insurance 
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company issues a policy for $100,000, they would keep all of the premiums and losses from that 

policy. If they issue a $200,000 policy, they would give (cede) half of the premiums and losses to 

the reinsurer (1 line each). The maximum automatic underwriting capacity of the cedant would 

be $1,000,000 in this example. (Any policy larger than this would require facultative 

reinsurance.) 

Non-proportional 
Under non-proportional reinsurance the reinsurer only pays out if the total claims suffered by 

the insurer in a given period exceed a stated amount, which is called the "retention" or "priority". 

For instance the insurer may be prepared to accept a total loss up to $1 million, and purchases a 

layer of reinsurance of $4 million in excess of this $1 million. If a loss of $3 million were then to 

occur, the insurer would bear $1 million of the loss and would recover $2 million from its 

reinsurer. In this example, the insured also retains any excess of loss over $5 million unless it has 

purchased a further excess layer of reinsurance. 

The main forms of non-proportional reinsurance are excess of loss and stop loss. 

Excess of loss reinsurance can have three forms - "Per Risk XL" (Working XL), "Per 

Occurrence or Per Event XL" (Catastrophe or Cat XL), and "Aggregate XL". In per risk, the 

cedant's insurance policy limits are greater than the reinsurance retention. For example, an 

insurance company might insure commercial property risks with policy limits up to $10 million, 

and then buy per risk reinsurance of $5 million in excess of $5 million. In this case a loss of $6 

million on that policy will result in the recovery of $1 million from the reinsurer. These contracts 

usually contain event limits to prevent their misuse as a substitute for Catastrophe XLs. 

In catastrophe excess of loss, the cedant's retention is usually a multiple of the underlying 

policy limits, and the reinsurance contract usually contains a two risk warranty (i.e. they are 

designed to protect the cedant against catastrophic events that involve more than one policy, 

usually very many policies). For example, an insurance company issues homeowners' policies 

with limits of up to $500,000 and then buys catastrophe reinsurance of $22,000,000 in excess of 

$3,000,000. In that case, the insurance company would only recover from reinsurers in the event 

of multiple policy losses in one event (e.g. hurricane, earthquake, flood). 

Aggregate XL affords a frequency protection to the reinsured. For instance if the company 

retains $1 million net any one vessel, $5m annual aggregate limit in excess of $5m annual 

aggregate deductible, the cover would equate to 5 total losses (or more partial losses) in excess 



of 5 total losses (or more partial losses). Aggregate covers can also be linked to the cedant's 

gross premium income during a 12 month period, with limit and deductible expressed as 

percentages and amounts. Such covers are then known as "Stop Loss" contracts. 

 

Scope. 
 In essence, reinsurance is insurance for insurance companies. It is a contractual arrangement 

under which an insurer secures coverage from a reinsurer for a potential loss to which it is 

exposed under insurance policies issued to original insureds. The risk indemnified against is the 

risk that the insurer will have to pay on the underlying insured risk. Because reinsurance is a 

contract of indemnity, absent specific cash-call provisions, the reinsurer is not required to pay 

under the contract until after the original insurer has paid a loss to its original insured. 

Reinsurance enhances the fundamental financial risk-spreading function of insurance and serves 

at least four basic functions for the direct insurance company: increasing the capacity to write 

insurance (under prevailing insurance-regulatory law); stabilizing financial results in the  

same manner that insurance protects any other purchaser against spikes from realized financial 

losses; protecting against catastrophic losses; and financing growth. 

The reinsurance relationship is structured in the following manner: original insured > insurer > 

reinsurer. The insurer is called, for reinsurance purposes, the cedent (or cedant). There is 

typically no contractual relationship between the reinsurer and the original insured. Reinsurance 

may, but need not, dovetail with the scope of the original insurance. Basically, all of the risks 

that are insured can be reinsured, unless contrary to public policy under the relevant governing 

law for the reinsurance contract. This chapter principally discusses how insurance claims and 

coverage litigation can evolve into reinsurance claims and in that context presents the most 

common legal issues that arise from reinsurance relationships. 

The coverage afforded insurers through the most commonly purchased types of reinsurance is 

explained to provide a context for most reinsurance claims. Certain aspects of reinsurance 

regulation are set forth to illustrate the role of reinsurance in the entire insurance scheme and the 

payment of policyholder claims. Also described are the special rights and obligations 

of cedents and reinsurers as between them and important aspects of reinsurance arbitration (the 

common form of dispute resolution), both of which strongly influence reinsurance recoveries. 

This chapter provides a background in reinsurance and explains how an insured‘s relationship 



with its insurer fits within the context of the entire reinsurance scheme. Reinsurance, like many 

areas of business law, has a language of its own. The insurance company purchasing reinsurance 

is called the ―ceding company‖ (or the ―cedent‖ (or ―cedant‖), ―reinsured‖ or ―ceding insurer‖) 

because it ―cedes‖ or transfers part of the risk. 

 

New Business and Renewal Procedure 

The lifeblood of business growth, longevity and value creation is the identification, development 

and implementation of new business opportunities. Many Worlds terms this 'Business Renewal'.  

Business Renewal encompasses a number of overlapping traditional and modern process areas. 

In your organization these might include: strategy formulation, innovation, business 

development, eBusiness strategies, strategic marketing, competitor intelligence, and business 

network development & management. 

 Historically, business renewal processes have been treated in a non-integrated and non-

systematic way. For example, operational/transaction oriented processes have received a lot of 

management attention, while ignoring these renewal processes. However, improvement of 

business renewal processes has tremendous value leverage. In addition these processes absorb 

a surprising amount of corporate resources.  

Many Worlds is the pioneer and leader in helping businesses like yours build state-of-the-art, 

end to end business renewal processes that are examples of leading practice. The result is 

business renewal processes that deliver much more to you, and at lower costs. 

 

 

 

 

 

 

 

 

 

 

 



 

Claim: 
Claims and loss handling is the materialized utility of insurance; it is the actual "product" paid 

for. Claims may be filed by insured‘s directly with the insurer or through brokers or agents. The 

insurer may require that the claim be filed on its own proprietary forms, or may accept claims on 

a standard industry form, such as those produced by ACORD. 

Insurance company claims departments employ a large number of claims adjusters supported by 

a staff of records management and data entry clerks. Incoming claims are classified based on 

severity and are assigned to adjusters whose settlement authority varies with their knowledge and 

experience. The adjuster undertakes an investigation of each claim, usually in close cooperation 

with the insured, determines if coverage is available under the terms of the insurance contract, 

and if so, the reasonable monetary value of the claim, and authorizes payment. 

The policyholder may hire their own public adjuster to negotiate the settlement with the 

insurance company on their behalf. For policies that are complicated, where claims may be 

complex, the insured may take out a separate insurance policy add on, called loss recovery 

insurance, which covers the cost of a public adjuster in the case of a claim. 

Adjusting liability insurance claims is particularly difficult because there is a third party 

involved, the plaintiff, who is under no contractual obligation to cooperate with the insurer and 

may in fact regard the insurer as a deep pocket. The adjuster must obtain legal counsel for the 

insured (either inside "house" counsel or outside "panel" counsel), monitor litigation that may 

take years to complete, and appear in person or over the telephone with settlement authority at a 

mandatory settlement conference when requested by the judge. 

If a claims adjuster suspects under-insurance, the condition of average may come into play to 

limit the insurance company's exposure. 

In managing the claims handling function, insurers seek to balance the elements of customer 

satisfaction, administrative handling expenses, and claims overpayment leakages. As part of this 

balancing act, fraudulent insurance practices are a major business risk that must be managed and 

overcome. Disputes between insurers and insureds over the validity of claims or claims handling 

practices occasionally escalate into litigation (see insurance bad faith). 



An insurance claim is the actual application for benefits provided by an insurance company. 

Policy holders must first file a claim before any money can be disbursed to the hospital or repair 

shop or other contracted service. The insurance company may or may not approve the claim, 

based on its own assessment of the circumstances. 

Individuals who take out home, life, health, or automobile insurance policies must maintain 

regular payments called premiums to the insurers. Most of the time, these premiums are used to 

settle another person's claim or to build up the available assets of the insurance company. 

Occasionally, however, an accident will happen that causes real financial damage, such as a 

automobile wreck, a tornado, or a work-related accident. At this point, the injured policy holder 

has the right to file an insurance claim in order to receive money from the insurance company. 

In general, the insurance claim is filed with a local representative of the insurance company. This 

agent becomes responsible for investigating the specific details of the claim and negotiating the 

payment from the main insurers. Many times, a recognized authority — like a medical 

professional, repair shop, or building contractor — can file the necessary forms directly with the 

insurance company. The policy holder may not want to file if the damage is minor or another 

party has agreed to pay out-of-pocket for their mistake, however. 

 

Claim Forms 
The contents of the claim form vary with each class of insurance. In general the claim form is 

designed to elicit full information regarding the circumstances of the loss, such as date of loss, 

time, cause of loss, extent of loss, etc. 

The other questions vary from one class of insurance to another. For example, motor claim form 

provides for a rough sketch of the accident, burglary claim form contains a question regarding 

notification to the police; where the insurance is subject to pro-rata average a question is asked 

on the values of the property at the time of loss. In those classes of policies which are contracts 

of indemnity, a question is asked to ascertain the other policies held by the insured covering the 

same subject matter and whether any third party was responsible for the loss. This information is 

necessary to enforce contribution and subrogation. 

The issue of a claim form does not constitute an admission of liability on the part of the insurers. 

The insurers make this position very clear by making a remark on the form to that effect. All 

letters that the insurers send to the insured in connection with the claim are also sent without 
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prejudice to their rights and hence they carry the remark without prejudice. These words are 

intended to make it clear that although the insurers are engaged in correspondence and 

processing of the loss, the question of liability under the policy is left open. Thus claim forms are 

issued without prejudice, which means that by the issue of the claim form liability is not 

admitted under the policy. Claim forms are invariably used in fire and accident insurance. They 

are not used in marine insurance except in respect of inland transit claims. (The practice varies). 

 

Investigation and Assessment 
On receipt of the claim form duly completed from the insured, the insurers decide about 

investigation and assessment of the loss. If the loss is small, the investigation to determine the 

cause and extent of loss is done by an Officer of the insurers (up to Rs.20,000). Sometimes even 

this may be waived and the loss settled on the basis of the claim form only. 

The investigation of larger or complicated claims is entrusted to independent professional 

surveyors who are specialists in their line. The practice of assessment of loss by independent 

surveyors is based on the principle that since both the insurers and insured are interested parties, 

the opinion of an independent professional person should be acceptable to both the parties as 

well as to a court of law in the event of any dispute. 

The appointment of a surveyor is intimated to the claimant. The surveyor is furnished with all  

relevant claim papers such as claim form, copy of policy, etc. However, many a times, surveyor 

is appointed and survey is carried out immediately on receipt of notice of loss, that is, even 

before claim form could be issued. 

Section 64 UM of the Insurance Act provides that no claim in respect of a loss which has 

occurred in India and requiring to be paid or settled in India equal to or exceeding Rs.20,000 on 

any policy of insurance shall be admitted for payment or settled by the insurer unless he has 

obtained a report on the loss from a person who holds a license to act as a Surveyor or Loss 

Assessor. 

Under the provisions of the Insurance (amendment) Act, 1968 a Surveyor and Loss Assessor is 

required to hold a valid license issued by the Controller of Insurance. The license is valid for a 

period of five years and is granted subject to submission of application form and payment of fee 

as prescribed under the Act.  

 



Claims Documents 
In addition to the claim form, independent survey report etc., certain documents are required to 

be submitted by the claimant or secured by the insurers to substantiate the claim. For example, 

for fire claims, a report from the Fire Brigade is obtained; in burglary claims, a report from the 

Police; for Workman‘s Compensation Fatal Claims a report from the Coroner, Police report and 

post mortem report; for motor claims; driving license, registration book, police report etc. 

In marine cargo claims, the nature of documents varies according to the type of loss i.e., total 

loss, particular average, inland transit claims etc. For example, the documents required for total 

loss claims are: (under Evidence Act and Civil Procedure Code, all the documents should be in 

original and not copies, otherwise, no recovery is possible) 

(i) Original Policy 

(ii) Invoice 

(iii) Bill of Lading 

(iv) Bill of Entry 

(v) Copy of Protest, i.e., statement made by the Captain of the Vessel on the loss before a Notary 

Public (if relevant) 

(vi) Non-delivery or short landing certificate (if relevant) 

(vii) Landed but missing certificate (if relevant) 

(viii) Letter of subrogation and Power of Attorney, Notice of loss to the carrier under section 10 

(carriers act) correspondence exchanged with Carriers, Port Trust etc. regarding claims filed 

against them. 

 

Arbitration 

Arbitration is distinct from litigation and is a method of settling disputes under contract in 

accordance with the Arbitration Act, 1940. The normal method of enforcing a contract or settling 

of dispute thereunder is an action in a court of law. Litigation, however, involves considerable 

delay and expense. 

The Arbitration Act allows the parties to submit disputes under a contract to the more informal, 

less costly and private process of arbitration. Fire and most accident policies contain an 

arbitration condition which provides for settlement of differences by arbitration. There is no 

arbitration condition in marine insurance policies. According to the Arbitration condition in the 



fire policies, if the liability under the policy is admitted by the company, and there is a difference 

concerning quantum to be paid, such a difference must be referred to the arbitration, in terms of 

the Arbitration Act, 1940. The procedure in arbitration is along the following lines. The dispute 

is submitted to the decision of a single arbitrator to be appointed by the parties, or in the event of 

any disagreement between them upon a single arbitrator, to the decision of two arbitrators each 

appointed by the parties. These two arbitrators appoint umpire, who presides at the meetings. 

The procedure during these meetings resembles that of a court of law. 

Each party states his case, if necessary with the help of a counsel and witnesses are examined. If 

the two arbitrators do not agree on a decision, the matter is submitted before the umpire, who 

makes his award. Costs are awarded at the discretion of the arbitrator/arbitrators or umpire 

making the award. 

Policy conditions provide for limitation to apply to claims. For example, the fire policy provides 

that in no case whatsoever shall the Company be liable for any loss or damage after the 

expiration of 12 months from the happening of the loss or damage unless the claim is subject to 

pending action or arbitration; it being expressly agreed and declared that if the Company shall 

disclaim liability for any claim hereunder and such claim shall not within 12 calendar months 

from the date of the disclaimer have been made the subject matter of a suit in a court of law then 

the claim shall for all purposes be deemed to have been abandoned and shall not thereafter be 

recoverable hereunder. 

 

Settlement 
The claim is processed on the basis of: 

(i) the claim form; 

(ii) independent report from surveyors, legal opinion, medical opinion, etc., as the case may be; 

(iii) various documents furnished by the insured; and 

(iv) any other evidence secured by the insurers 

(v) Final & full satisfaction discharge is a must. Otherwise claimant can go to court for payment 

of additional amounts after realizing the claim cheque. There are many case laws saying that the 

discharge voucher was obtained by the insurer due to misrepresentation, undue influence, etc. 



If the claim is in order, settlement is effected by cheque. The payment is entered in the claims 

register as well as in the relevant policy record. Appropriate recoveries are made from the co-

insurers, if any. 

Before effecting payment, it is essential to decide whether the claimant is entitled to receive the 

claim monies. For example for payment of fatal claim under personal accident insurance, probate 

or letters of administration or succession certificates have to be produced by legal heirs. If the 

property insured under a fire policy is mortgaged to the bank, then according to the agreed bank 

cause, claim monies are to be paid to the bank, whose receipt will be a complete discharge to the 

insurers. Similarly claims for Total Loss on vehicles subject to hire purchase agreements are 

paid to financiers. Marine cargo claims are paid to the claimant who produces the marine policy 

duly endorsed in his favour. 

 

Post Settlement Action 
The action taken after settlement of the claim in relation to underwriting varies from one class of 

business to another. For example, sum insured under a fire policy stands reduced to the extent of 

the amount of claim paid. However, it can be reinstated on payment of pro-rata premium. On 

payment of the capital sum insured under a personal accident policy, the policy, stands   

cancelled. Similarly, payment of a claim under fidelity guarantee policy automatically terminates 

the policy. With a total loss claim on a motor vehicle, the policy is returned to the insurers. 

 

Recoveries 
Recoveries may be in the form of salvage or from third parties under subrogation rights. 

Recoveries of salvage are to be entered in the claims register. After settlement of claim, the 

insurers under the law of subrogation, are entitled to succeed to the rights and remedies of the 

insured and to recover the loss paid from a third party who may be responsible for the loss under 

respective laws applicable. Thus, insurers can recover the loss from shipping companies, 

railways, road carriers, airlines, Port Trust Authorities. For example, in the case of non-delivery 

of consignment, the carriers are responsible for the loss. Similarly, the Port Trust is liable for 

goods which are safely landed but subsequently missing. For this purpose, a letter of subrogation 

duly stamped is obtained from the insured. The letter is worded along the following lines: 

 



Insurance Co. Ltd., 
 

 

In consideration of your paying to me/us a sum of Rs. _____________ In respect of the 

undermentioned goods insured with you under Policy No. __________ I/We hereby assign and 

transfer to you all my/our right(s), title and interest in respect of the said goods, and all rights or 

claims against any person or persons in respect thereof. AND I/We also authorize you to use 

my/our name in any action or proceedings you may bring in relation to any of the matters hereby 

assigned and transferred to you, and I/We undertake for myself/ourselves to concur in any 

matters or proceedings and to execute all documents which may be necessary, and generally to 

assist therein by all means in my/our power. 

I/We further undertake if called upon by you to do so, myself/ourselves to undertake any such 

action or proceedings that you may direct on your behalf; it being understood that you are to 

indemnify me/us and any other persons whose names may necessarily be used against any costs, 

charges or expenses which may be incurred in respect of any action or proceedings that may be 

taken by virtue of this Agreement. 

Date: __________       Signature----------------- 

 

 

Salvage 
Salvage refers to partially damaged property. On payment of loss, salvage belongs to insurers. 

For example, when motor claims are settled on total loss basis, the damaged vehicle is taken over 

by insurers. Salvage can also arise in fire claims, marine cargo claims etc. 

Salvage is disposed off according to the procedure laid down by the companies for the purpose. 

Surveyors, who have assessed the loss, will also recommend methods of disposal. Finally, 

recoveries have to be made from reinsurers, under relevant reinsurance arrangements, if 

applicable, and this is done at Head Office level.  

 

Loss Minimization and Salvage 
The primary duties of a surveyor are to determine the cause and extent of loss, to examine 

compliance with terms and conditions and warranties and to give a report on the basis of which 



insurers may take decision regarding settlement. Surveyors also pay a role in loss minimization 

and protection of salvage. In fire losses, for example, surveyors may recommend measures such 

as temporary repairs to roofs  

etc., removal of clogged material from machinery so that production process is not interrupted, 

prevention of rust damage to machinery, removal of undamaged property to places of safety, 

separation of wet stocks for drying and reconditioning etc. 

 

In house settlements 
Independent surveys are dispensed with in respect of claims where documentary evidence of the 

cause of loss is available in the form of police reports. (minor theft claims), landed but missing 

certificates issued by Port Trust, non delivery certificates issued by Railway, lost overboard 

certificate issued by Port authorities where cargo loss has taken place during loading etc. 

 

Surveyors by Professional Surveyors 
When it comes to general insurance claims, a surveyor has long played God. He is the one on 

whose word insurance companies rely while handing out the money. For the uninitiated, a 

surveyor is a qualified professional, who assesses the nature and extent of your loss, and the 

insurer company processes your claim on the basis of the report that is prepared by him. 

However, in a recent case, the National Consumer Commission held that the surveyor's 

assessment need not be the final word while settling a claim. 

 

The investigation of larger or complicated claims is entrusted to independent professional 

surveyors who are specialists in their line. The practice of assessment of loss by independent 

surveyors is based on the principle that since both the insurers and insured are interested parties, 

the opinion of an independent professional person should be acceptable to both the parties as 

well as to a court of law in the event of any dispute. 

Surveyors also pay a role in loss minimization and protection of salvage. In fire losses, for 

xample, surveyors may recommend measures such as temporary repairs to roofs. etc., removal of 

clogged material from machinery so that production process is not interrupted, prevention of rust 



damage to machinery, removal of undamaged property to places of safety, separation of wet 

stocks for drying and reconditioning etc. 

A surveyor is not appointed in case of any minor damages. The survey (upto Rs.20,000) is 

handled by the engineers or the insurance officials themselves. 

Insurance provides a service to customers who wish to be protected from loss caused by events 

such as fire, theft, accident or illness. The customer pays a regular premium and receives a 

written policy that sets out the conditions under which an insurance company pays 

compensation. 

Most insurance surveyors work for insurance companies, providing underwriters with detailed 

technical reports on the risks involved in a particular request for insurance cover. Surveyors 

normally inspect premises to obtain information on factors such as the construction of buildings 

or the work processes that take place in a location. They may also look at factors such as the 

condition of machinery, the possibility of fire or flood damage and the current extent of safety 

precautions. 

A surveyor's report outlines any aspects that may affect the insurance premium charged by an 

underwriter. A surveyor's report may also suggest ways in which risks can be minimised and 

unsatisfactory factors improved. This could involve installing smoke detectors and sprinkler 

systems in case of fire, and burglar alarms in case of theft. 

The insurance surveyor recommends whether insurers should accept any risk and offer insurance 

cover, and whether any conditions should be attached to that cover. Surveyors can specialise in 

different areas, for example engineering or liability. 

 

The case 

In April 2005, the owner of Uni Ply Industries insured the stock in his factory for Rs 30 lakh 

with New India Assurance, for a year. The insurance company issued a one-page policy cover 

note, but without any terms and conditions. The policyholder renewed the policy for another year 

in 2006, but before the term ended, a fire broke out in the factory, destroying stock worth Rs 19 

lakh, as per the owner's estimate. However, the surveyor approved by the Insurance Regulatory 

and Development Authority (Irda) assessed the loss at Rs 10 lakh. The insurer made a payment 

of only Rs 8 lakh to the factory owner by invoking the excess clause. 



According to this clause, in the event of loss, a predetermined portion is paid by the 

policyholder. The factory owner protested, but accepted the Rs 8 lakh settlement as part 

payment. Later, when he asked the insurance company to pay the balance, his request was 

rejected on the grounds that the matter had already been settled. So, in 2007, the owner filed a 

case on the grounds of deficiency of service with the district commission, which ruled in his 

favour. 

The insurance company's appeal to the state commission also went in favour of the policyholder. 

The New India Assurance then filed a revision petition with the National Commission, 

questioning the findings of the district and state commissions. The company's main argument 

was that it had processed the claim based on the findings of an independent surveyor and, hence, 

there was no deficiency in service. However, the National Commission held that it was incorrect 

on the part of the company to treat the payment of Rs 8 lakh as final settlement since the 

policyholder had accepted it only as partial relief; his signing the discharge voucher did not end 

the matter. 

The ruling also referred to court precedent, or 'settled law', that a surveyor's assessment could not 

be treated as the final word. The Commission held that the company could not invoke the excess 

clause as it had failed to issue the terms and conditions of the policy to the factory owner. 

 

Responsibility of Insurance: 

The surveyor uses technical skills to establish the cause of loss or damage, assess the degree of  

damage and provide a complete picture of the situation in a report. This will include suitable 

recommendations as to minimising or making good the damage, and if necessary, 

recommendations of the best market for damaged goods, should a sale become necessary. 

Overall the report should enable the insurer to properly consider whether the loss or damage is 

covered by the policy conditions, as well as determining if there is a third party involved, who 

could be held liable. Very often this is the shipping company, the airline or the road carrier. The 

surveyor is often seen as a trouble shooter. Many consignees who receive damaged goods 

assume that because they are insured they can abandon the goods to the surveyor, in the mistaken 

belief that the surveyor is the insurer's representative. It is the surveyor's job to determine and 

report upon the cause and extent of loss or damage. The surveyor assists those who have an 

interest in the goods in minimising the loss or damage. Only in rare circumstances does the 



insurer give the surveyor an instruction to accept abandonment of the goods on the insurer's 

behalf. The surveyor provides assistance, giving impartial advice and guidance. Responsibilities 

of the insured Minimise loss or damage The Insured have a common law and statutory duty to 

take reasonable steps to avert or minimize loss or damage. The Insured (often the consignee, as 

ownership of the goods transfers during the transit) must act pro-actively, as if the goods were 

uninsured. The sorting of damaged goods from sound goods for the purpose of establishing and 

quantifying the loss is the Insured's responsibility and the costs involved in this are not usually 

recoverable from the insurer. Mitigation of loss is usually achieved, by removing any sources of 

continuing deterioration and then by repairing or reconditioning the goods. Where this cannot be 

done, disposal of the goods at the best price may then be the only means of minimizing the loss. 

Provided that the cause of loss or damage is covered by the insurance policy the reasonable costs 

involved in this process are usually covered under a Sue and Labor provision in the policy. Prove 

the loss or damage was caused by an insured peril the claimant must show that loss or damage 

has occurred, that it occurred in the policy period, and must demonstrate an insurable interest in 

the goods at the time of loss. Surveyors will assist in this process by collecting information and 

documents. Hold Carriers/Third Parties Liable The Insured should give immediate notice in 

writing holding all carriers and third parties who may be liable for the lost or damaged goods. 

This procedure allows third parties to inspect the damage for themselves as soon as possible after 

delivery. By international transportation law, this is currently three days if by sea and fourteen 

days if by air. If there is any delay in this, the shipping line or the air carrier can argue that the 

loss occurred after they delivered. Failure to notify in the required time usually means that any 

prospect of obtaining a recovery against a third party is lost or is prejudiced. The surveyor will 

take an active part in the establishment of any third party liability and will assist in arranging for 

a joint survey to be held so that carriers and other interested parties are given an opportunity to 

view the damaged goods at the same time. The insurer cannot take action against third parties 

until the claim is actually settled. The Insured's contractual rights to pursue recovery action are 

then transferred or subrogated to the insurer. Selling damaged cargo If goods are to be sold (for 

example, the goods cannot be restored to pre-casualty condition), it is important to establish a 

pre-loss or sound market value for the goods in order to correctly quantify the loss. The 

consignee/claimant must give the surveyor their fullest co-operation when involved in these 

salvage sales. The surveyor's role in this instance is to assist in bringing together interested 



parties (buyer/seller) by making enquiries and seeking alternative uses. The surveyor does not 

become involved in the actual contract of sale or take responsibility for the goods. Negotiating a 

claim settlement In some circumstances where there are uncertainties or an absence of an exact 

amount of loss, it is the surveyor's role to assist by negotiating a fair and reasonable claim 

settlement figure between the claimant and the insurer. Is it a claim or not? As surveyors are 

impartial, they cannot give an opinion as to whether a claim will be covered by a policy or 

comment on whether an insurer is contractually liable to pay a claim. Occasionally, a surveyor 

may have a different role and may actually work as an employee or specific agent of an 

insurance company as an "in house Surveyor". In this instance the surveyor should be impartial 

and fair, as well as having the authority of the insurer to handle salvage sales, negotiate 

settlement of claims and discuss actual liability under the policy. 

 

Claim Procedure and Settlement: 
Insurance Operations – Claim Procedures and the Claim Adjustment Process Claims adjusting is 

the process of determining coverage, legal liability, and settling a claim. The claim function 

exists to fulfill the insurer‘s promises to its policyholders. Claim adjusting is integral to 

establishing an insurer‘s relationship to its policyholders. The reputation of the insurer in settling 

claims directly impacts the marketing and retention of policyholder insurance.  

 

Goals of the Claim Function:  
(1) Complying with the contractual promises in the policy Insurer fulfills this promise by 

providing prompt, fair and equitable service in either paying first party claims covered under the 

policy or paying claims on a third party loss against the insured due to liability. Insurance is 

marketed not only as a financial mechanism to provide indemnity on covered losses, but also to 

ensure peace of mind after a loss has occurred. Were it not for insurance and the claim settlement 

process recovery might be slow, inefficient and difficult.  

In some cases, having a claim settlement process allows a policyholder to settle a case that might 

not easily be resolved due to emotion ----- e.g. plane crashes --- Airlines benefit by having 

insurance and the claims adjustment process to settle with loved ones. (2) Supporting the 

insurer‘s profit goal and avoid paying for fraudulent claims An effective claim settlement 

process should be designed to control costs and assure that covered losses are fairly reimbursed. 



Policyholders are entitled to fair claim resolution. However, overcompensation of claims will 

raise the cost of insurance and cause better risks to pay more for their coverage. \Conversely, 

unpaid claims that fall under the contract can result in angry policyholders, litigation, or 

regulatory sanctions. A reputation of resisting meritorious claims can invalidate the effectiveness 

of insurer advertisements 3 Users of Claim Information.  

Marketing --- needs information about customer satisfaction, in addition, information gathered 

from the claims department can be used to fashion new coverages to better meet  

the needs of policyholders – e.g. insurance provision for power surges In some cases, premiums 

may need to be altered at the agency level to account for increased claims cost. Claim personnel 

must inform producers of court rulings that affect the insurer‘s loss exposures or pricing, such as 

interpretations of policy exclusions or application of limits.  

Underwriting ----a post-evaluation of claims costs can reveal characteristics of loss that an 

underwriter may have been able to detect when considering an application for insurance. 

Reviewing a claim can uncover operations and activities that if the underwriter had more 

thoroughly investigated might have led to either denial of the policy or offering it on a different 

basis. A number of similar claims could also alert underwriters to an emerging problem with a 

particular class of policies----e.g. several years ago there was a controversy in the auto insurance 

industry over the use of aftermarket parts.  

Actuarial----require accurate information on the actual claims costs, as well as, up to date 

information on claims that have occurred and need to be reserved against settlement later on 

[IBNR]. 

Claim Department Contacts  

Public --- Providing information to policyholders about the claims process, demonstrating that 

commitment of the insurer to meeting promises to the insureds through a fair settlement process.  

Claimants‘ Attorney - In some cases claimants are more likely to hire attorneys leading to costly 

litigation --- although it is not necessarily that all claims will be settled with higher litigation 

costs [ many cases are settled out of court – legal fees are the claimants responsibility] Litigation 

of third party claims has become more expensive ---time to get the case into court, deposition 

costs, legal research expenses] 

Defense Attorneys-The duty to defend under liability policies may cause the insurer to hire 

outside defense attorneys. Managing defense expenses is an essential component of managing 



over claim costs. Insurers generally hire an attorney from the jurisdiction in which the claim 

occurred. The ideal situation is for the insurer to avoid litigation --- a litigated claim might 

indicate that some aspect of the claim adjusting process failed to operate properly.  

State Regulators – monitor insurers‘ activities in the claim settlement process. Regulators control 

the licensing of adjusters, investigation of consumer complaints, and performing market conduct 

investigations. Ultimately, a regulator also has the authority to suspend an insurer from being 

able to operate in its state. Enforcement for claims may be handled through the Unfair Claims 

Settlement Practices Act.  

Licensing --- not all states currently license adjusters, see Exhibit 8-1, it should be noted that 

Iowa does not license independent adjusters, but Minnesota does. Those states that do require 

licensing usually have applicants pass a written exam, pay a fee, and secure a fidelity bond. 

Some states also license vehicle-damage or property appraisers. Temporary permits or licenses 

are frequently granted to out-of-state adjusters that insurers may need to use to adjust claims in 

the aftermath of major storm damage. Consumer Complaints –Most states have a specific time 

limit within which a claim  

inquiry must be responded to --- failure to respond can result in fines and event the loss of an 

adjuster‘s license.  

Market Conduct Investigations – regulators periodically investigate claims processes as part of a 

normal audit of insurer activities or in response to complaints – a typical market conduct 

investigation includes looking into claim practices.  

Organization of the Claim Settlement Process  

Centralized versus Decentralized Claims Settlement  

A centralized approach consists of either one home office where all claims are handled or a home 

office with a few regional offices. Centralized operations are more efficient that decentralized 

operations in terms of cost of rental space, supervisory overhead, MIS, and support staff. 

Decentralization can be more costly/difficult to supervise, but allows for adjustment to occur in 

person -- because claim tasks can not be done as well from remote locations, claims can never be 

completely centralized.  

The type of insurance, volume of business, geographic location and density of loss exposures can 

determine how an insurer structures its claim operations ---e.g. location of claims office closest 

to an area where there is a majority of the cases. Some insurers organize the claim function by 



type of insurance or class of business – a property claim dept. handles first party claims, a 

casualty claim dept. handles third party claims, a marine dept. handles marine/transportation 

claims. Responsibility is generally divided amongst geographic regions.  

 

Claim Function Management and Settlement Authority 
Structure and authority varies among insurers ---- VP of Claims is a key member of the 

management team. Reporting to the VP of Claims -- one or more assistant VPs responsible for 

certain insurance lines.  

Claim Managers – person below the top executive level has the title of claim manager—often in 

charge of both claim files and general administration and supervision of the claim department. 

Examiners – found in either regional or home offices. An examiner is primarily a claims 

specialist who determines coverage, liability, and damage factors; extends settlement authority to 

adjusters and recommends settlement amounts or other authorization to superiors up the chain of 

the claims process.  

Insurer Claim Dept. Structure  

VP Claims  

Assist. VP Property Assist. VP Casualty  

Property Manager Casualty Manager 

Examiners Support Staff Examiners Support Staff  

Regional, Branch or Claim Office Staff  

Office Manager  

House Counsel Outside Counsel Supervisors  

Company Adjusters Independent Adjusters 

Supervisors - claims dept. divided into subdivisions by type of coverage or geographic location. 

Each unit is under a supervisor‘s direction. The claim supervisor is usually responsible for the 

unit‘s daily activities --- a supervisor might have certain levels of settlement or denial authority -

-- many insurers have a list of approved outside attorneys in localities where losses are most 

likely to occur.  

Adjusters --- those responsible for investigating, evaluating and negotiating the coverage, 

liability and damages related to a claim. An adjuster can be an employee of the insurer, an 



employee of an insurer-owned adjustment bureau or an independent adjuster retained either on a 

contract basis or on an individual adjustment basis.  

Adjusters are usually employed as ―field‖  adjusters who operate outside the claim office or as 

―inside‖  adjusters who adjust claims from within the claim office. Field adjusters spend much 

of their time visiting the scene of a loss, interviewing witnesses and investigating damages --- 

coordinating loss appraisal.  

Inside claim adjusting is appropriate for claims whose expenses are known or for claims that 

need little investigation. The level of responsibilities for inside adjusters varies amongst insurers. 

Independent Adjusters ---- provide claim adjusting services to a variety of insurers and self-

insurers. Independent adjusting firms derive revenue by charging insurers a fee for claim 

settlement services.  

National adjusting firms serve not only insurers, but also self-insured corporations [captives] and 

government agencies. Many large insurer groups and insurance brokerage groups own their own 

independent adjusting firms. Independent adjusters enable an insurer to have comprehensive 

coverage of a geographic area without the expense of leasing office space and hiring more 

personnel. One disadvantage is that there may be lack of operational control. Sometimes insurers 

will hire independent adjusters to handle claims that require specialized knowledge --- asbestos 

or pollution claims.  

In some ―fronting‖  arrangements between businesses with high self-insured retentions, the 

insured might be instrumental in selecting the independent adjusting firm that will handle claims 

on the insurer‘s behalf. Insurers might also hire independent adjusters when they have been 

unable to hire permanent personnel or when they need to supplement staff. Public Adjusters  

represent policyholders in property claims cases against insurers. They assist clients in preparing 

verification of loss, negotiating values to be paid, and preparing settlement documents.  

Producers --- independent agency insurers sometimes permit their producers to handle minor 

claims within a specific settlement authority. Most large personal insurers have separated out 

their marketing and claim settlement functions.  

Other Claim Adjusting Personnel  

Insurers rely on special experts to handle unusual or particular claims. Both independent and 

staff adjusters tend to specialize in one area of the claim settlement process. One type– 

catastrophic adjuster who travels to the location of disasters and remains until all claims have 



been completed. Another – marine or average adjuster who handles freight, cargo, vessels, 

aircraft [average in marine insurance is a term used for loss]. 

Origin and Cause Experts --- attempt to determine where and how a fire began – seek to find out 

whether a fire loss may be due to arson. Material Damage Appraisers - inspects the damage, and 

if it is repairable, estimates the repair cost. If an item is not repairable or is lost, the appraiser 

assists the adjuster in determining the value or replacement cost of the item and in disposing of 

salvage [for commercial coverages – in the case of Homeowner‘s policy salvage is the 

responsibility of the homeowner]. 

Reconstruction Experts, Private Investigators, Accountants, Health and Rehabilitation Experts, 

Medical Cost Containment Consultants, Professional Engineers, Support Personnel Unbundled 

Claim Services --- large commercial firms have both the necessary expertise and desire to retain, 

rather than insure losses. Even though they have financial resources to insure losses, they may 

not have or want to maintain in-house talent to settle their own claims.  

Many insurers unbundled their services allowing these business to purchase loss control, data 

processing, and/or claim adjusting services separate from insurance coverage. 

 

Risk Management and Risk Control: 
Risk management is the identification, assessment, and prioritization of risks (defined in ISO 

31000 as the effect of uncertainty on objectives, whether positive or negative) followed by 

coordinated and economical application of resources to minimize, monitor, and control the 

probability and/or impact of unfortunate events
[1]

 or to maximize the realization of opportunities. 

Risks can come from uncertainty in financial markets, threats from project failures (at any phase 

in design, development, production, or sustainment life-cycles), legal liabilities, credit risk, 

accidents, natural causes and disasters as well as deliberate attack from an adversary, or events of 

uncertain or unpredictable root-cause. Several risk management standards have been developed 

including the Project Management Institute, the National Institute of Standards and Technology, 

actuarial societies, and ISO standards.
[2][3]

 Methods, definitions and goals vary widely according 

to whether the risk management method is in the context of project management, 

security, engineering, industrial processes, financial portfolios, actuarial assessments, or public 

health and safety. 
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Rising insurance premiums and the occasional inability to obtain coverage at any cost have 

changed the traditional role of insurance. Obtaining coverage for every insurable risk is being 

replaced by the risk management concept. Risk management, which includes insurance coverage, 

is intended to minimize the costs associated with assuming certain types of risk and providing 

prudent protection. It deals with pure risks that are characterized by chance occurrence and that 

may only result in a financial loss. Risk management does not address speculative risks that 

afford the opportunity for either financial gain or loss. Pure risks can be separated into three 

major categories: property, liability, and personnel. The most commonly known property risk 

relates to loss of real property from fire or other natural causes. This category also includes the 

loss of any bank asset, including currency, securities, or records. Property risk also includes 

indirect expenses that result from property loss, such as relocating to temporary facilities or loss 

of business while repairing facilities. These indirect costs often are as significant as the actual 

loss of property. Liability risk includes suits resulting from injury or death of both employees 

and the public, suits alleging official misconduct, and individual or class action suits alleging 

mistreatment or violation of law or regulation. All phases of a bank‘s operation are susceptible to 

liability risks. The third category, personnel risk, concerns those risks associated with the loss of 

key personnel. This risk is often more pronounced in small and medium-sized banks that lack 

plans for management continuity. 

There are three stages in risk management: risk identification and analysis, risk control, and risk 

treatment. Although the degree of sophistication in each of those stages will vary from bank to 

bank, the thought and decision making processes that characterize each stage should be present 

in every bank if costs, and losses are to be minimized. 

In establishing a sound risk management and insurance program, bank management first must 

recognize where it is exposed to loss. This is the most important of the three steps. It requires a 

review of all aspects of the bank‘s present and prospective operations. As new products are 

marketed or fixed assets acquired, they must be evaluated to determine what risks they present. 

 

Identified risks should then be analyzed to estimate their potential loss exposure. One method is 

to examine the bank‘s historical loss records. This information should be available from the 

bank‘s internal records. An analysis of industry loss experience can also be valuable. Statistical 

summaries of the industry‘s loss experience can be obtained from publications of the Insurance 



and Protection Division of the American Bankers Association and The Surety Association of 

America. 

The importance of risk control is readily apparent when an uninsurable risk is involved. But the 

significance of minimizing premium costs through risk control cannot be overlooked. A bank‘s 

primary defenses against loss are its policies, procedures, and internal controls. These systems 

and guidelines are integral parts of the risk and insurance management program. They must be 

communicated to, and understood by, all bank personnel. The bank must also provide audit 

coverage to insure that these controls are followed. Additionally, the controls required by the 

Bank Protection Act of 1968 (12 CFR 21) (see Cash Accounts examination procedures) directly 

relate to the risk management program. Emergency preparedness, contingency planning, and 

records management also play significant roles in the risk control function. 

Once risks have been identified and risk controls implemented, management must decide the 

most appropriate method for treating a particular risk. Management can treat risk in two ways, 

retaining or transferring it. Although many factors influence this decision, the purpose of risk 

management is to minimize the costs associated with pure risks. Cost is broadly defined to 

include: 

· The direct and consequential costs of loss prevention measures, plus · Insurance premiums, plus 

· Losses sustained, including consequential effects and expenses to reduce such losses, plus 

· Pertinent administrative expenses, minus 

· Recoveries from third parties and indemnities from insurers on account of losses sustained. 

 

Risk identification determines which risks might affect the project and documents their 

characteristics. The purpose is to locate risks before they become problems and to incorporate 

this information into the project management process. It is not a one-time event and should be 

performed throughout the project. It needs to consider internal (things the project team can 

control or influence, such as staff assignments) and external (things beyond the control or 

influence of the team such as a regulation) risks. Risk identification involves both opportunities 

(positive outcomes) and threats (negative outcomes). It needs to be rigorously carried out for the 

maximum benefit to be achieved. In many cases when projects have failed, investigations of 

these projects have shown that risks were either present and known about from day one, risks 

were built-in through the project team being unaware of the factors that gave risk to them and a 



lack of a methodology to adequately identify and communicate risks, and risk identification was 

not progressed on a tiered basis down to the lowest level on the project.  

Participants in the risk identification process should include as many stakeholders as possible: 

the project manager, project team, subject matter experts, customers, end users, outside experts, 

and other stakeholders. Potential responses to risks may be identified during the risk 

identification process. Risk identification involves capturing a statement of risk and capturing the 

context of risk. Its objective is to locate risks before they become problems and to incorporate 

this information into the project management process. It involves transforming uncertainties and 

issues about the project into distinct or tangible risks that can be described and measured.  

• Individual uncertainties – each individual has uncertainties and issues about the project and its 

progress which may or may not be risks.  

• Group/team uncertainties – in group activities, individuals may identify issues and uncertainties 

about the project and its progress which may or may not be risks.  

• Project data are supporting information such as the schedule, budget, plans, WBS that may 

provide information helpful in identifying risks.  

• Statement of risk – for each risk identified, prepare a statement of the risk and its associated 

context.  

• Risk register – use for all risks identified for the project 

 

5 Step Sequence in RM Process 

• Identify & analyzing exposures to accidental and business losses that might interfere with 

organization‘s basic objectives. 

• Examine feasible alternative risk management techniques to deal with exposures. 

• Selecting the apparently best risk management techniques. 

• Implement the chosen risk management techniques. 

• Monitor results of chosen techniques to ensure the risk management program remains 

effective. 

 

 
 

Risk Management Implementation 



Everyone to participate! Everyone, though, needs to be involved with CRM; it is not the job only 

for the project manager or a designated technical lead. All stakeholders must work together in 

CRM; however, obviously, not every task is carried out by every person. 

Successful organizational change requires commitment from the top; change begins when 

someone in the project perceives a need. Once the desire to change exists, the person needs to 

establish sponsorship for the change. This means convincing people in the organization about the 

value of the change and then having them sponsor it. Generally the project manager is the 

sponsor but a higher level sponsor is desirable. The purpose is to show informed commitment to 

CRM that CRM is critical to the project, resources need to be committed to it, and that there is a 

determination for it to succeed. The sponsor should have control or be willing to allocate 

resources (people, funds, and time) needed to successfully manage risks; sponsorship must be 

established and continuously reinforced at all levels of the organization. There can be many 

reasons for sponsorship: integration with multiple interfaces and suppliers, competitive edge, 

customer direction, self mitigating today‘s risks is considered providing an early warning system 

to avoid problems before they happen. Consider starting CRM before contracts are awarded, at 

major project milestones, at a major project review, or when a new manager is appointed. The 

sponsor needs to make the decision to implement CRM and communicate it throughout the entire 

project. An implementation plan should discuss roles and responsibilities, schedule and 

milestones, allocated budget and resources, an collected, evaluated, and reported. 

Change must be supported for it to be successful. An infrastructure is needed to support the 

project in carrying out the new activities, measuring their success, and monitoring progress. 

Infrastructure is particularly needed to maintain momentum as project personnel strive to become 

proficient in and quality assurance processes used on the communication paths need to be 

defined to enable the free flow of risk information. The control function involves review and 

integration across teams.  

 

Risk Control: 

An insurance or risk management professional uses risk control techniques to reduce loss 

frequency and/or loss severity or to make losses more predictable. The six risk control 

techniques are avoidance, loss prevention, loss reduction, separation, duplication, and 

diversification. Multiple risk control measures may be used to implement a given technique. 



Risk control goals are designed to support the risk management program goals, which in turn 

support the individual‘s or organization‘s goals. To that end, risk control techniques must be 

effective and efficient, comply with legal requirements, assist in promoting life safety, and that 

ensure that a business can retain continuity during and immediately following a loss. Not every 

risk control technique can successfully be applied to every type of loss exposure. Therefore, each 

loss exposure must be evaluated to determine which risk control techniques will best help an 

organization achieve its goals However, many loss exposures within a given category—property, 

liability, personnel, or net income—warrant application of the same risk control techniques. 

 

Risk Control techniques 

Risk control is a conscious act or decision not to act that reduces the frequency and/or severity of 

losses or makes losses more predictable. Risk control techniques can be classified into one of the 

following six broad categories:  

1. Avoidance 4. Separation 

2. Loss prevention 5. Duplication 

3. Loss reduction 6. Diversification 

Each of these six categories aims to reduce either loss frequency or severity, or make losses more 

predictable. 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Target of Risk Control techniques 
 

Risk Control Technique 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Avoidance 
The most effective way of managing any loss exposure is to avoid the exposure completely. If a 

loss exposure has successfully been avoided, then the probability of loss from that loss exposure 

is zero. Avoidance is a risk control technique that involves ceasing or never undertaking an 

activity so that the possibility of a future loss occurring from that activity is eliminated. The aim 

of avoidance is not just to reduce loss frequency, but to eliminate any possibility of loss. 

Avoidance should be considered when the expected value of the losses from an activity   

outweighs the expected benefits of that activity. For example, a toy manufacturer might decide 

not to produce a particular toy because the potential cost of products liability claims would 

outweigh the expected revenue from sales, no matter how cautious the manufacturer might be in  

producing and marketing the toy.  Avoidance can either be proactive or reactive. Proactive 

avoidance seeks to avoid a loss exposure before it exists, such as when a medical student chooses  

not to become an obstetrician because he or she wants to avoid the large professional liability 

(malpractice) claims associated with that specialty. Reactive avoidance seeks to eliminate a loss 

exposure that already exists, such as when manufacturers of hand-held hair dryers stopped using 

asbestos insulation in their dryers once the cancer-causing properties of asbestos became known. 

Avoidance Loss 

Prevention 

Loss 

Reduction 

Separation Duplication Diversification 

Reduce Loss 

Frequency 

Reduce Loss 

Severity 

More Losses More 

Predectable 



Reactive avoidance, that is, discontinuing an existing activity, avoids loss exposures from future 

activities but does not eliminate loss exposures from past activities. For example, the hair dryer 

manufacturer may avoid claims from consumers who purchase the hair dryers produced after  

asbestos is no longer used, but would remain legally liable for associated harm suffered by prior 

consumers. 

Loss Prevention  
Loss prevention is a risk control technique that reduces the frequency of a particular loss. For 

instance, pressure relief valves on a boiler are intended to prevent explosions by keeping the 

pressure in the boiler from reaching an unsafe level. The valve is a type of loss prevention, not 

avoidance, because a boiler explosion is still possible, just not as likely.  

To illustrate a loss prevention measure, consider a hypothetical manufacturing company, Etchley 

Manufacturing (Etchley). Etchley has 500 employees working at a single plant. The workers‘ 

compensation loss history for this plant shows a significant number of back injuries. Etchley is 

considering hiring a back injury consultant to host a series of educational seminars for its 

employees. The consultant estimates that, based on the results of his past seminar series, Etchley 

will see a 20 percent reduction in the frequency of  back injuries. The chart in Exhibit 4-2 shows 

the frequency distributions of back injuries both with and without the educational seminar in 

order to demonstrate the estimated effect of this loss prevention measure. The frequency 

distribution without the educational seminar has a mean of 30, a standard deviation of 5.48 and a 

coefficient of variation of 0.1827. The frequency distribution with the educational seminar has a 

lower mean of 24, a lower standard deviation of 4.20, and a lower coefficient of variation of 

0.1750. Based on these figures, not only would the consultant‘s educational seminar reduce the 

expected frequency of back injuries, it would also reduce their variability from year to year, 

which would allow Etchley to budget more effectively for those injuries that do occur. 

 

 

 

 

 

Role of Insurance Brokers in Risk Management 



An insurance broker (also insurance agent) sells, solicits, or negotiates insurance for 

compensation. The three largest insurance brokers in the world, by revenue, are Marsh & 

McLennan, Aon, and Willis Group Holdings 

 

Purpose of Insurance Broker: 
Brokers and agents are the retail side of insurance. Some insurers underwrite insurance only 

through brokers, who obtain raw data from layman customers and fill in the complex forms 

which insurers need in order to thoroughly assess the risk they are being asked to underwrite. 

Some jurisdictions have special rules about how policies must be printed, assembled, and 

delivered to insureds, and brokers are responsible for such compliance issues. 

Most importantly, insurance brokers assist prospective insureds with developing risk 

management strategies appropriate to their risk profiles. They work with insureds to find out 

what kinds of risks they regularly encounter, and educate insureds about what policies are 

available for each type of risk. Often, an insured may buy a regular policy plus endorsements or 

additional policies to fill in exclusions in the regular policy. 

Insurance brokers also may help insureds obtain multiple layers of excess/surplus lines policies 

from different insurers over a primary policy, and can work through scenarios for reducing 

premiums with deductibles or self-insured retentions. For most individuals, multiple layers of 

insurance coverage are unnecessary, but they are an essential component of risk management for 

large businesses and wealthy individuals. The reason is that for huge risks (e.g., the "slip and 

fall" risk of a multinational retailer with hundreds of stores), a single policy may not be available 

to cover the entire risk from the first dollar (or euro) of loss incurred. 

In the United States, if an insurance broker helps insureds obtain multiple layers of 

excess/surplus line policies, then the insurance broker also must be licensed as an excess/surplus 

lines broker. 

Brokers‘ role in this is to unite the client with the insurance market, and to place a  portfolio of 

insurance that is cost-effective, but more importantly, a portfolio that dovetails sufficiently with a 

company‘s other risk management strategies to ensure a holistic approach to risk management. 

Business insurance brokers‘ services have become popular due to the fact that financial risk 

permeates every industry. Business Insurance brokers are considered an efficient way to deal 

with the large variety of risks existing in your market. It is impossible to eliminate risk, but 
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efficient actions measures have been developed in order to manage factors that may cause 

businesses to have financial problems.  If you are a business owner, Business Insurance 

Brokers can work for you and your business, to protect and offer peace of mind.  These 

professionals have access to information about services and insurance providers in the market. 

A business insurance broker may be able to offer deals that an individual would not be able to 

get. 

A business can get into a variety of circumstances which create risk. A business insurance 

broker can provide protection against a variety of factors which can affect your company. 

Having a risk management strategy is advisable for all organizations and this usually includes 

proper insurance coverage. 

Business risk is an umbrella term and can be related to many different things, including property 

damage and liability. Insurance companies play a vital role when it comes to business 

insurance brokerservices. Their main function is to look for different insurance types and 

sources and assist clients to select the best one considering their needs. 

Finding the right insurance company is the first and most essential step of any risk management 

strategy. Breckles Insurance can offer a select list of available insurance providers that will 

allow you to run your business safely.  You will clearly save money and time by working with 

a business insurance broker since the broker will do all the research and leg-work. You will be 

simply requested to make a final decision based on the alternatives provided. 

In others words, hiring a reliable business insurance broker is particularly advisable if you are 

a business owner. 

Brokerage has also become a very popular distribution channel for marketing Life and General 

insurance business. Also known as Independent financial advisors (IFAs), these advisors have 

become the popular source of procurement of business in the advanced markets. Brokers canvas 

the business and place the same with insurers either on standard or negotiated terms. They are 

also authorized to negotiate with insurers for tailor-made policies to cater to the customer‘s 

specific needs. A broker usually does business with more than one company and in return gets 

commission. However, he does not charge anything from the client. He is bound by the IRDA 

Regulations to give best advice to his client and acts on behalf of the advice seekers. 

Basically, a Broker is the representative of the insurance buyer. Besides arranging for  insurance, 

these brokers also offer risk management services, such as risk analysis, loss  prevention advice, 



adequate insurance programming and placement of insurance with companies or at Lloyds of 

London (a corporate of individual underwriters who accept marine insurance business on their 

own behalf) at best possible rates. These brokers are required to be registered with the Brokers 

Registration Council. 

Insurance Programming and Placement: 

Process used to determine the amount of life insurance required on the life of the prospective 

insured. The process involves an analysis of the prospective insured‘s current financial condition 

(income, expenses, liquid and nonliquid assets, liabilities, savings, and investments), the 

financial objectives of the policyowner, the development and installation of a plan designed to 

achieve these objectives, and the periodic monitoring of the plan to determine the extent to which 

the plan is achieving the objectives. 

Development of training programmes on fire safety, material handling, road safety and a host of 

other related subjects. These programmes are aimed at supervisory and managerial personnel. 

 

Training & Certification 

 Take up the work relating to the training, examination and certification of Agents as 

provided in the Insurance Act  

 Play a positive role in establishing standards, training of officials and intermediaries not 

only in products and sales but also other aspects relevant to the life insurance industry 

and lift the level of professionalism  

 Conduct professional development programs in collaboration with international councils 

and life insurance institutes. 

Education & Awareness 

 Launch regular insurance awareness programs  

 Facilitate the conducting of Continuous Development Programs for intermediaries 

 Provide structured regular information to the public about the industry  

 Launch an interactive website/Life Insurance Journals/newsletters 

 Organise/participate in major conferences, seminars, workshops and lectures by 

Indian/visiting experts on insurance and related areas 

 Facilitate knowledge-exchange programs (both in India and with Councils abroad) to 

develop and upgrade the skills of local insurance professionals 



 Co-ordinate with educational institutions in India and overseas to encourage research, 

professional development courses etc. 

 Elevate the profession of insurance selling and that of the Advisor, to that of financial 

analysts and planners through certification programs developed in conjunction with 

 Indian and International institutions establish a consumer relations cell. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Review Question: 

 



Q1. Describe the important points of Insurance act 1938. 

Q2. Discuss the implication of Consumer protection act 1986. 

Q3. Write short notes on: 

a. Cover notes 

b. Certificate of Insurance 

c. Policies 

Q4. Describe Special types of Insurance. 

Q5. Describe claim Procedure and Role of surveyor.  
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