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AWordwith You

Dear Learner,
Welcometothecourse™ Diplomain Insurance Services'.
| am glad that you have chosen thisvocational course.

Many young people are choosing Insurance asacareer with well-paying jobs. In thiscontext, our god isto
givelearnersafundamental understanding of theInsurance Sector. Additionally, thiscourseshall makeyou
awareof theemployment and businessopportunitiesavailablein thissector, dlowing you to focusyour time
and energy on activitiesthat will produceresuilts.

Thisoneyear programme providesindividua swith specialized knowledge and skillsrelated to theinsur-
anceindustry. Thiscourse providesbasic knowledge of Life, General and Health insurancethat enable
learnersto understand and appreciate their professional career intheright perspective. Inputsthat you
receiveinthiscoursewill assist youin comprehending how and why you could decideto pursueit asa
career since | nsurance Sector isone of the most demanding careersin today's market.

Thiscourse hasfivemodules, namely Skill Indiaand BFSI Introduction to Insurance, Lifelnsurance, Non-
Lifelnsurance, Health Insurance and Regul atory A spectsin Insurance. Each modul e has been designed
keeping in view therequirementsof self-motivated learnerslikeyou. Thetextsarewritteninsmplelan-
guage, supplemented by picturesand figuresto lend clarity to the content. You will find thelessonsinterest-
ing and will beableto apply your knowledgeinreal-lifestuations. So, read dl theselessons carefully and
preparewel | for the examinations. You ultimately haveto enter the competitiveworld and your successat
the place of work will depend on how skillfully you have performed your assignedjob.

Asthisisavocationa coursewhichisskill based so master your skills, practical trainingismust. So, we
request you to kindly attend the Personal Contact Programme (PCP) at your allotted Accredited Voca-
tiond Ingditutes(AVIs).

| hopethisstudy materia will bevery helpful to thelearnerswho haveregistered for thiscourse. Our Sincere
thanks go to the expertsof the coursewriting and editing team (list given el sewherein thisbooklet) who
worked very hard in revising thisself instructional materia, particularly to Dr. Sunil Kadyan and histeam,
who had excdllently revised the Qualification Packs (QPs) asper the BFSI Sector Skill Council.

In caseyou have any difficulty in your studies, do not hesitateto writeto usat dirvoc@nios.ac.in
Wishing you good luck and success!

Ms. AnithaNair
Deputy Director
Nationd Ingtituteof Open Schooling (N10OS)
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HowtousetheLearningMaterial

Congratulations! You have accepted the challengeto be aself-learner. It means, you have to organize your
study, learn regularly, keep up your motivation and achieveyour goa. Hereit issolely you, whoisresponsible
for your learning. NIOSiswith you at every step. It hasdevel oped thematerid in Diplomain Insurance Services
keeping only youin mind. A format supporting independent learning has been followed. You can takethe best
out of thismaterid if youfollow theinstructionsgiven below.

Title: will giveaclear indication of the contentswithin. Doread it.

Introduction: Thiswill introduceyou to thelessonlinking it to the previousone.

Objectives: These are statementsthat explain what you are expected to learn from the
lesson. Theobjectiveswill also hel p youto check what you havelearnt after you have gone
through thelesson. Do read them.

©)

Notes: Each page carriesempty spaceinthe sidemargins, for you to writeimportant points
or make notes.

Ly

Intext Questions: Very short answer self check questions are asked after every section,

theanswerstowhich aregiven at the end of thelesson. Thesewill help you to check your

_ progress. Do solvethem. Successful completionwill allow you to decide whether to pro-
ceed further or go back and learn again.

N\
2,

What You HaveL ear nt: Thisisthesummary of themain pointsof thelesson. Itwill helpin
recapitul ation and revision. You arewel cometo add your own pointstoit also.

Terminal Questions. Thesearelong and short questionsthat provide an opportunity to
practicefor aclear understanding of thewholetopic.

AnswersTo Intext Questions: Thesewill help you to know how correctly you have
answered thequestions.

Pl e ®

Ve L ear ning Outcomes: Thisbox providesadditiona information. Thetext in boxesisimpor-
L@ tant and must be given attention. It isnot meant for evaluation, but only toimprove your
genera knowledge.
- Activities: Certain activities have been suggested for better understanding of the
D concept.

www Web site: Thesewebsites provide extended learning. Necessary information has
been included in the content and you may refer to thesefor moreinformation.
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INTRODUCTION TO GENERAL
INSURANCE

1.0 INTRODUCTION

Lifeisuncertain and so doesthe events. One never knowsif afire can ruin hishouse
or acommercia complex innext minute. Oneisnot sureif an accident might lead him
to legal obligation of payment of damagesto the person suffering losses. While
transporting goods or whiletravelling, one can never be sureif thegoodswill beable
to reach the destination safely. Because of various naturesof risks, it isimportant to
havevariouskindsof insurance policies. Thusapart fromlifeinsurancethereare other
kindsof insurancethat can betaken up by anindividua or abusinessfor their benefits.
Thischapter will hepyouto understand Generd Insuranceand variouskindsof Genera
insurance products.

1.1 OBJECTIVES

After reading thislesson, youwill beableto:
®  Explaintheconcept of General Insurance
® Describethemgjor contentsof insurance policy

® Classfyvariouskindsof generd insurance

1.2 INTRODUCTION TO GENERAL INSURANCE

Generd Insurance also called asnon-lifeinsuranceisan insurance policy whichisnot
alifeinsuranceandincludesdl other typesof insurance. Genera insuranceiscaled as
property or casualty insurancein the US and Canadawhereasthe sameisnon-life
insurancein continental Europe. Thus, Insurance other than lifeinsurancearecaled as

Module-3
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INTRODUCTION TO GENERAL INSURANCE

general insurance. General Insurance can help usin protecting ourselvesand the
possessionsthat areworthy to uslike house, cars, scooters, etc. from thefinancial
impact of risks. Thisrisk can befrom anything likefromfire, flood, accidentsetc. We
can minimizethisrisk by taking appropriateand right kind of policy with thefeatures
weneed. For example, insurance may betaken for abuilding to reducetherisk dueto
fire, marineinsurance etc. General insuranceistaken to protect ourselvesfromthe
happening of someuncertain eventi.e. theevent for which agenera insuranceistaken
may or may not happen at al. Out of al general insurance products, Marinelnsurance
istheoldest typeof insurance originated in England.

1.2.1 General Insurancein India

Thehistory of general insurance datesback to thetimesof industrial revolution when
sea-faring trade and commerce was growing. The concept of general insurancein
Indiawasintroduced by the British. Thefirst company to transact general insurance
business in India was Indian Mercantile Insurance Ltd. that was set up in
1907.Meanwhile many insurance companies camefor the same purpose. It wasin
1972 that the General Insurance Business (Nationalisation) Act was passed and the
general insurance busi nesswas nationalised with effect from 1 January, 1973. Intotal
one hundred and seven insurerswere amal gamated and grouped into four companies
namely National |nsurance Company Ltd, the New IndiaAssurance Company Ltd,
the Oriental Insurance Company Ltd and the United Indialnsurance Company Ltd. In
1971, The General Insurance Corporation of Indiawasincorporated. The General
Insurance Corporation of India Commenced business on January 1,
1973.Subsequenttothe recommendations of the Ma hotra Committee, The Insurance
Regulatory and Development Authority (IRDA)was constituted in 1999. IRDAI was
formed to regulate and devel op the Insurance industry. |t has the power to frame
regulationsunder Section 114A of the InsuranceAct, 1938.Sinceitsformation, it has
framed many regulaionsranging fromregistration of companiesfor carryingoninsurance
businessto protection of policyholders interests.|n the Gregorian calendar month of
year 2000, the subsidiaries of the General Insurance Corporation of Indiawere
restructured asindependent companies and Gl C was converted into anational re-
insurer. Today therearemany companiesproviding variousgenera insurancein India

Section 2 (6B) of thelnsuranceAct 1938, definesgenerd insurance business. It means
fire, marine or miscellaneous I nsurance whether carries separately or in combination.
I nsurance such asfireinsurance, marineinsurance, motorinsurance, persona accident
insurance, Health insurance etc. comes under this which helps in reducing and
transferring risk. For example, if aperson takesfireinsurancefor abuilding theninthe

Open Vocational Educational Programme
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event the building catchesfirethen theinsurer will thenindemnify himfor theloss. Non-Lifelnsurance

A genera insuranceisacontract that providesmoney compensation on any lossother
thanlifeinsurance matters. A generd insurance compensatesfor financial lossdueto
ligbilitiesrelated to house, car, bike, etc.

. INTEXT QUESTIONS 1.1

1.  Which of thefollowing wasthefirst company to transact general insurance Notes
businessin India?
a) Genera Insurance Corporationof India
b) Orientd Insurance Company Ltd
€) IndianMercantilelnsuranceLtd.

d) Nationa Insurance Company Ltd

2. Thelnsurance Regulatory and Devel opment Authority (IRDA) was congtituted
with therecommendationsof:

a GuptaCommittee

b) Tendulkar Committee
c) MahotraCommittee
d) SrivagavaCommittee

3. The General Insurance corporation of India Commenced business on

a January1,1970
b) January1,1971
c) Januaryl,1972
d) January 1,1973

4.  Thelnsurance Regulatory and Development Authority (IRDA) was congtituted

intheyear
a 1972 b) 1999
C) 2001 d) 2009

Diploma in Insurance Services
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INTRODUCTION TO GENERAL INSURANCE

1.3 STRUCTURE OF AN INSURANCE POLICY

Aninsurance policy isadocument that specifiesthe contract between theinsured and
insurer. An insurance policy majorly specifies the name and address of insured,
description of subject matter for which insuranceistaken, period of insurance, sum
insured, perilscovered, premium payable, termsand conditions, ridersand other detalls.
Itisadocument which hasal theinformation and thusissignificant to beread properly
and framed properly asall the claimsthat an insured could ask from aninsurer is
dependent onthekind of contract between them. However, following are some of the
major partsof aninsurance policy:

1. Declarations: It summarizeskey information specifictothepolicy likethe
detailsof coverageof the policy, liability to be paid, period of coverage, etc.

2. Insuringagreement: itindicatesthe perilsor damagesagainst whichinsurance
istaken,

3. Exdusons Thistdlsabout what isnot covered under the policy. For example,
apolicy may not cover aparticular geographiclocation,etc.

4, Termsand conditions; al thetermsand conditionsinre ation to theinsurance.

5. Riders: Thispart tellsabout the additional coveragethat has been givento
insured asper the policy taken by him.

1.4 GENERAL INSURANCE PRODUCTS

Generd insurance productsare the onesthat providefinancia protection to property
fromtheimpactsof fire, sorm, flood, earthquake, thefts, accident etc., healthinsurance,
travel insurance, marineinsurance, and motor insurance and so on. In short, al the
insurance products other than alife insurance product are categorised as general
insurance products.

Fire
Lighility | PSrence < .
Insurance Insurance
General
Rurd Insurance Motor
Insurance Products Insurance

Persond
|n|;e?£<]:e Accident
Insurance

Figure 1.1: General Insurance Products
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INTRODUCTION TO GENERAL INSURANCE

1.4.1 Firelnsurance

Fireinsurance policy helpsto protect from the damages caused by fireto aproperty
for whichinsurance hasbeentaken. A fireinsurancepolicy if taken, thenit will protect
theinsured from thelossthat he may face dueto destruction of or damagesto property
or goods caused by fire during the period for which insurance has been taken and
premium has been paid. Existence of insurableinterest isnecessary in any insurance
policy. Infireinsurance, theinsurableinterest may arise on account of ownership,
possession or contract. Following person haveinsurableinterest in the subject matter
incaseof fireinsurance

1. Owner

2.  Mortgagee

3. Pawnee

4.  Pawnbroker

5. Officia receiver or assigneeininsolvency proceedings

6.  Warehousekeeper inthegoodsof customer. A personinlawful possessoneg.
common carrier, wharfinger, commission agent.

Meaning of Fire

InFirelnsurance Policy, Firemeansthe production of light and heet by the combustion
or burning. Thuslossresulting fromtheactua ignitioniscovered here. Infact, lossor
damageby fire' d soincludesthelossor damage caused by effortsto extinguishfire.

L osses cover ed by fireinsurance
Following lossesare covered under fireinsurance:

1.  Damagescausedtogoodsor property becauseof water that isused to extinguish
fire

2. Destruction of neighboring premisesby thefire brigade with theintention of
avertingtheprogressof flame.

3. Breakageof goodsinthe processof their removal fromthe building wherefire
israging e.g. damage caused by throwing furniture out of window.

4.  Wagespaidto personsemployed for extinguishing fire.

Module-3
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INTRODUCTION TO GENERAL INSURANCE

L ossesnot covered by afireinsurancepolicy are:-
Following typesof lossesare not covered by afireinsurance:

1.  Because of the occurrence of earthquake, invasion, act of foreign enemy,
hodtilitiesor war, civil grife, riots, mutiny, martia law, military rising or rebellion
or insurrection any loss has been caused by fire

2. Losscaused by subterraneanfire.
3. Losscaused by burning of property by order of any public authority.
4.  Lossby theft during or after the occurrenceof fire.

5.  Lossor damageto property caused by itsown fermentation or spontaneous
combustion e.g. exploding of abomb dueto aninherent defect init.

6.  Lossordamageby lightening or explosionisnot covered unlessthese cause
actua ignitionwhich spreadintofire.

Amount of Claim

The amount that can be claimed by an insured in case of loss is specified in the
policy.However, the maximum amount of claim ismentioned in the policy, but the
amount of lossthat aperson sufferscan only beanalysed only after thefire accident
hastaken place. Theamount which aninsured will receivefrom afireinsurance policy
can only beknown on the basis of valuation of loss after thefire accident. Aninsured
cannot receive morethan the maximum amount mentionedin the policy.

Typesof FirelnsurancePolicy
* Specific Palicy

— ComprehensivePolicy

Valued Policy

— Replacement or Re-instatement Policy

Typesof Firelnsurance Policy

L Floating Policy

Figure1.2: Typesof Fireinsurancepolicy
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INTRODUCTION TO GENERAL INSURANCE

Specific Palicy: -Insuchapolicy, the maximum indemnity amount isalready
specifiedinthepolicy whichislessthantherea valueof the property.

Comprehensive Policy: - It is like everything covered in one policy.
Comprehensivepolicy isalso called as'all in one policy and coversriskslike
fire, theft, burglary, third party risks, etc.

Valued Policy: -Inthiskind of policy, theinsured can get afixed amount,
whichisalready decided at thetimethe policy wastaken, inthe event of loss.
Thisfixed amount will begivenirrespective of theactua amount of loss.

Replacement or Re-instatement Policy: - isapolicy which basically helps
to pay the cost of replacement of the property that isdamaged by fire.

Floating Policy: - isapolicy which coversloss by fire caused to property
bel onging to the same person but situated at variouslocations. Hereall of them
areinsured for asingle sum and for one premium. Example could beapolicy
taken which might cover goodslying intwo godownsat two different locations.
Thispolicy isalwayssubject to ‘averageclause. '‘Average clause isaclause by
whichtheinsurediscalled upon to bear aportion of thelosshimself.

. INTEXT QUESTIONS 1.2

1

Which of thefollowing policy helpsto protect from the damages caused by fire
to aproperty for whichinsurance hasbeen taken?

a) Frelnsurance

b) Marinelnsurance

€) Hedthlnsurance

d) Liability Insurance

Which of thefollowing lossesare covered under fireinsurance?

a) Losscaused by burning of property by order of any public authority
b) Wagespaidto personsemployed for extinguishingfire

C) Lossby theft during or after the occurrenceof fire

d) Losscaused by subterraneanfire

Module-3
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3.

Which of thefollowing lossesare not covered under fireinsurance?
a) Lossby theft during or after the occurrenceof fire

b) Damages caused to goods or property because of water that is used to
extinguishfire

c) Destruction of neighboring premiseshy thefirebrigadewith theintention of
avertingtheprogressof flame.

d) Breakageof goodsinthe processof their removal fromthebuilding where
fireisraging

Which of thefollowingisasoknownas'dl inon€e policy?
a) SpecificPolicy

b) ComprehensivePalicy

c) VduedPolicy

d) Replacement or Re-instatement Policy

Which of thefollowing insurance policy coversriskslikefire, theft, burglary,
third party risks, etc. under asinglepolicy?

a) SpecificPolicy

b) ComprehensvePolicy

c) VduedPolicy

d) Replacement or Re-instatement Policy

1.4.2Marinelnsurance

Another typeof general insuranceisMarinelnsurance. Itisaninsurancewhich covers
thelossor damage of ships, cargo, terminas, and any transport by which the property
istransferred, acquired, or held between the pointsof origin and thefinal destination.

A transporter can select theinsurance plan according to the size of ship, searoutesto
be taken, the cargo and many such minor pointswhich could go agreat lengthin
affecting thetrangporter mgjorly.Alsoin marinetransports, thereisarisk of oil pollution
which damagethe environment. It isal so detrimental to sealife.Benefitsof Marine
Insuranceisthat one can get protection from the potential risksrelated to marine
accidents and even the option can be availed to extend the coverage of the plan
against perils, strikesand riotsaswell.

Open Vocational Educational Programme



INTRODUCTION TO GENERAL INSURANCE

Hull Insurance

— Cargolnsurance

Typesof Marine

Insurance
— MarineLiability Insurance

— Freight Insurance

Figure 1.3: Typesof Marinelnsurance

Typesof Marinelnsurance

@

Hull Insurance- Thisinsurance coversdamageto boat, itsmachinery andits
equipment. Thispolicy basicaly coverstheship damageexpenses. Hull insurance
policy mainly insures against destruction of hull, damage to machinery,
disbursement | osses, ship breaking losses, fittingsand freight.

Cargolnsurance- Thisisanother type of marineinsuranceinwhich cargois
insured, i.e. thegoodsintransit areinsured. Soif the cargo isdestroyed, then
theinsured will get indemnified from theinsurance company.

MarineLiability Insurance- Itislikethird party insurance. Thisinsuranceis
takento providefor any liability occurring becauseof ship crashing or colliding.If
oneship collideswith another and damage has occurred to the goods of another
ship, then compensation for such liabilitiesisprovided by thisinsurance.

Freight I nsurance- Theamount of money paidto aship owner for transporting
goodsfrom oneplaceto another iscalled freight. Itisusually paid in totality
oncethe goodshavereached. Freight insurance provides protection to merchant
vessels corporationsasit provides protection from losing freight in case of
unprecedented eventsand accidents.

In addition to the above mentioned types of marineinsurance, therearevarioustypes
of marineinsurancepoliciessuchas

VoyagePolicy: A voyagepolicy isthat kind of marineinsurance policy which
isvalidfor aparticular voyageor ajourney.

Module-3
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TimePoalicy: Thisisamarinepolicy whichisvalidfor aparticular timeperiod
say oneyedr.

Mixed Policy: Asthenamesuggest thispolicy givesthe mixed benefitsof both
timeand voyagepolicy

Open (or) Unvalued Palicy: Insuch apolicy, theamount of cargoisnot put
onthe policy beforehand. Reimbursement isdoneon the basis of valuation of
lossafter it hasoccurred.

Valued Policy: In such apolicy, the monetary value of cargo is put on the
policy beforehand. Reimbursement of lossis done on the basis of amount
mentionedinthepolicy.

Port Risk Policy: Itisrelated to safety of ship whileit isstationed on port.

Wager Policy: Insuch apolicy, reimbursement of losswill be done by the
insurer if it findstheclaim for lossto be worth the damages. Onemust know that
wager policy isusually not awritten policy.

Floating Policy: A marineinsurance policy whereonly theamount of claimis
stated and al other particularsare not theretill thetimethe ship getson voyage.

SingleVessal Policy: Itistaken for insurance of one ship by insured.
Fleet Policy: Thispolicy takescareof several shipsof insured.

Block Policy: Thispolicy istakento protect the cargo owner against damage
or lossof cargoinal modesof trangport through which his/her cargoiscarried
i.e. covering al therisksof rail, road, and seatransport.

. INTEXT QUESTIONS 1.3

1

Which of thefollowing insurance coversdamageto boat, itsmachinery andits
equipment?

a Hull Insurance
b) Cargolnsurance
c) MaineLiability Insursance

d) Freightinsurance

Open Vocational Educational Programme



INTRODUCTION TO GENERAL INSURANCE

2. Whichof thefollowinginsurance coverstherisk associated with ship crashing
or colliding?

a Hull Insurance

b) Cargolnsurance

c) MaineLiability Insurance

d) Freightinsurance

3. Whichof thefollowing insurance coversthegoodsintransit?

a Hull Insurance

b) Cargolnsurance

c) MaineLiability Insurance

d) Freightinsurance

4.  Whichof thefollowinginsurance coversfromrisksof losing freight in case of
unprecedented eventsand accidents?

a Hull Insurance
b) Cargolnsurance
c) MaineLiability Insurance

d) Freightinsurance

1.4.3Motor |nsurance

Motor insurance policy isacontract between theinsured and insurer whereinsured
will beindemnified by theinsurer againgt thefinanciad lossesintheevent of losssuffered
by theinsuredin relation to thevehicle.Motor insuranceisan insurance which protects
against the damages and liability to avehicle against various on-road and off road
emergencies.

A motor insurance policy can haveacomprehensive cover and third part cover. Third
party cover isthe baseinsurance policy that isrelated to damages caused to third
party because of the vehicle. Comprehensive cover isacompl ete protection policy
wheredamagesto vehicdle, theft andlossof vehicleand third party damagesare covered.

Module-3
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Motor insurancecan broadly be classified asfollows:

Motor insurance can broadly beclassified asfollows

|

| | |

Private Car Twowheders Commercial
Insurance Insurance Vehicle
Insurance

Figure 1.4: Classification of Motor Insurance
® PrivateCar Insurance-Thesearetaken for the private cars plying on road.

® Twowhedersinsurance- Asthe namesuggests, itistaken for two wheeled
vehicleslikescooters, motorcycle, etc.

) Commercial Vehiclel nsurance- Commercia vehicleinsuranceistaken for
thosevehiclesthat are used for commercia purpose.

NOTE: Insuranceof vehiclesagainst damageisnot compulsory but it ismandatory to
havetheinsurance of third party liability arising out of the use of motor vehiclesin
public places.

Asper themotor vehiclesact, third party liability insuranceisnecessary for al the
vehicles plying on road. From September 2018, it has become compulsory for
purchasing new private carsto haveinsurancefor athree-year period and on purchase
of twowheelersinsurancefor aperiod of fiveyearsisnecessary.

1.4.4 Personal Accident Insurance

Thistype of insurance providesfinancial protection from the uncertaintiessuch as
accidental death, injuries, permanent or temporary disability whether full or partia.So
if aninsured suffersaccidental death then hisnomineewill get the compensation.

Typesof Personal Accident Insurance

Typesof Personal Accident Insurance

|
| |

Individual Accident GroupAccident
Insurance Insurance

Figure 1.5: Typesof Personal Accident Insurance
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INTRODUCTION TO GENERAL INSURANCE

Therearetwo typesof Persona Accident Insurance Policy

® Individual Accident I nsurance- Thispolicy protectsindividua fromfinancia
risk in case of accidental damage.

®  GroupAccident Insurance- Itisusualy taken by employersfor their employees
for protecting against thefinancid risk of accidenta damage.

1.4.5Health Insurance

Health insuranceisatype of insurancethat helpsto cover the cost of individual's
medical expensesand surgical expenses. Depending on thekind of healthinsurance,
one can have cash lesstreatment or reimbursement of expensesif they had to take
treatment for the diseases covered by insurance policy. The hospital swheretreatment
hasto betaken for cashless hospitalization or reimbursement of expensesarealso
mentioned intheinsurancepalicy.

Benefitsof heathinsurance arethat it protectstheinsured from the unexpected and
high costsfor medical expenses. Availability of healthinsurance hel psto makethe
treatment for many diseasesaffordable. Infact, the premium paid for ahedthinsurance
policy, tax benefits can be claimed under section 80D of the Income Tax Act, 1961.

Every personwouldliketo securetheir own health aswell asthe health of their family.
Withinsurance, it becomeseasier for them. Hedlthinsurance policy usually covers:

® Hogpitdization

®  Thetrestment of critica illnesses

® Medica billsprior toor post hospitalization

® Day careprocedureslike Cataract operations, etc.

One cantake add on benefitslike maternity cover, pre-existing disease cover and
accident cover.

1.4.6 Rural Insurance

Rural insurance ensuresthat familieslivinginrura areashaveasafeand securefuture
so that they can lead ahappy life. Theinsurance helpsthem cover risksrelated to
variousaspectsof their life. Rura Insurance policiesgeneraly havereduced rates of
premium and faster cdlaim process. Rurd insurancepoliciesinsure sub-animasincluding
silkworm, livestock, property likeagricultural pump septets, crops, persons. In case
of cattle, the premium isbased on the breed of cattleanditstype.
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Asper IRDAL, rurd insurancewill begiven onfollowing criteria

1

2.

3.

Population islessthan 5000 people
Dendgity of population not more than 400 per square kilometre.

Minimum 75% of male populationisengagedinfarming.

1.4.7 Liability Insurance

Liability Insuranceisthe onethat compensatetheinsured for thoselegal payoutsand
costsfor whichinsured isheld responsi ble because of injuring or causing damageto
any third party i.e party other that insured and insurer. The Public liability Act 1991
definesthescopeof liability insurancein India Premium of thispoliy isdependent upon
therisk involvedinthebusiness.

Asper therequirement of customerstherearevariouskindsof liability insurance
policiesavailablebut some of the common policiesare:

Third Party Liability Insurance-Inthis, protectionisgiven against financia
compensationto bepaid by insured to third party for the damagesto third party
caused by insured.

Product Liability Insurance-A product liability insurance guardsthebusiness
againgt the claimspertaining to its productsand services. Theclamsmay arise
by reason of personal injury or damage caused to property because of products
or servicesof thebusiness.

Employer Liability I nsurance-This provides protection to employersfrom
theliability arising out of injury toworker onthejob.

. INTEXT QUESTIONS 1.4

1

Which of the following insurance provides financial protection from the
uncertaintiessuch asaccidenta degth, injuries, permanent or temporary disability?

ad Hedthlnsurance
b) PublicLiability Insurance
c) Persond Accident Insurance

d) Rurd Insurance
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2.

6-

Which of thefollowing are covered in aheath insurance policy?
ad Hogpitdisation

b) Thetreatment of critical illnesses

c) Medica billsprior to or post hospitalisation

d) All of theabove

Mr. X met an accident whiledriving hiscar and hiscar got damaged. Which
kind of insurancewould have been beneficial tohiminthissituation?

a) Frelnsurance

b) Marinelnsurance

€) Motor Insurance

d) Hedthinsurance

Thereare typesof personal accident insurance.
a 1

b) 2

c 3
d 4

Which of the following insurance provides protection against financial
compensation to be paid by insured to third party for the damages to them
caused by insured?

a ThirdParty Liability Insurance
b) Hull Insurance
€) Hedthlnsurance

d) Rurd Insurance

WHAT YOU HAVE LEARNT

General Insurance policies are those that are not determined to be a life
insurance.Majorly an insurance policy consists of Declarations, Insuring
agreement,Exclusions, terms and conditions and riders. Fire Insurance provides
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protection against finance | osses because of damagesto property whichisruined by
fireand for which fireinsurancewastaken by insured. In FireInsurance Policy, Fire
meansthe production of light and heet by the combustion or burning. Thuslossresulting
fromtheactua ignitioniscovered under thisinsurance. However, somelossesarenot
covered under thisinsurance. Therearedifferent kindsof fireinsurance policy.

Marine Insuranceisaninsurance which coverstheloss or damage of ships, cargo,
terminals, and any transport by which the property istransferred, acquired, or held
between the points of origin and thefinal destination. Thereare different types of
MarineInsurancewhichincludesHull Insurance, Cargo Insurance, MarineLiability
Insurance, and Freight Insurance.

Motor insuranceisaninsurance which protects against the damagesand ligbility toa
vehicleagainst variouson-road and off road emergencies. It can bebought for Private
Cars, Twowhed ersand Commercia Vehicles. Insurance of vehiclesagainst damage
isnot compulsory but it ismandatory to havetheinsurance of third party liability
arising out of theuse of motor vehiclesin public places.

Persona Accident Insurance providesfinancia protection from the uncertaintiessuch
asaccidentd death, injuries, permanent or temporary disability whether full or partial.
Healthinsuranceisatype of insurancethat helpsto cover the cost of individual's
medical expensesand surgical expenses. Depending on thekind of healthinsurance,
one can have cash lesstreatment or reimbursement of expensesif they had to take
treatment for the diseases covered by insurance palicy.

Rurd insurance policiesinsure sub-animalsincluding silkworm, livestock, property
like agricultural pump set etc., crops, persons. Liability Insuranceisthe onethat
compensatetheinsured for thoselegal payoutsand costsfor which insuredisheld
responsible because of injuring or causing damageto any third party i.e party other
that insured and insurer. There are variouskinds of liability insurance policieslike
Third Party Liability Insurance, Product Liability Insurance, Employer Liability
Insurance.

ml!lll»

TERMINAL QUESTIONS

o)

=

What do you understand by theterm Genera Insurance?What areitsdifferent
types?

What isfireinsurance?What aretherisksthat are covered under fireinsurance?

N

3.  Explanvariouskindsof Marinelnsurance.
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4.  Whatisliability InsuranceAWhat arethe variouskinds of liability insurance

policies?

5. What do you understand by Commercial vehicleinsurance?Which kind of
insuranceismandatory for thesevehicles?

6.  Writeshort noteson:

a) Persond Accident Insurance

b) Rurd Insurance

‘E‘I ANSWERS TO INTEXT QUESTIONS

11
1 (0
2. (0
3. (d
4. (b)
12

2. (b
3 (@
4. (b)
5. (b)
1.3

3. (b)

Indian MercantilelnsurancelLtd.
Ma hotraCommittee
January 1, 1973

1999

Firelnsurance

Wagespaid to personsemployed for extinguishing fire
Lossby theft during or after the occurrence of fire
Comprehensivepolicy

Comprehensivepolicy

Hull Insurance
MarineLiability Insurance
Cargo Insurance

Freight Insurance
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14

4.

5.

©
()
(©
(b)
@

Persona Accident Insurance
All of theabove

Motor Insurance

2

Third party liability insurance

@ LEARNING OUTCOMES

After studying thischapter, youareable:

® Toexplainand categoriesvarioustypesof genera insurance.
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2.0 INTRODUCTION

Inthe previous chapter you havelearnt about general insurance. Now you areaware
about varioustypesand conceptsof general insurance. Thischapter will increaseyour
knowledge on thetopic on various package policieslikehousehol dersand shopkeeper's
insurance. After going through this chapter you will be ableto understand in more
detail about motor insurance, third party insurance. You will also learn about various
other package coversavailableinthe market.

2.1 OBJECTIVES

After reading thislesson, youwill beableto:

Explainthe concept of househol der'sinsurance

Know the concept of shopkeeper'sinsurance

L earn about other package coversavailablein the market
L earn more about motor insurance

Appreciate the concept of third party insurance

2.2 HOUSEHOLDER'S INSURANCE

A householder'sinsurance policy providesprotectionfor lossesto insured's property

fromthe perilsnamed in theinsurance policy. Thisinsuranceismeant to takecareof a

person'shouse. However itisimportant for aperson taking thisinsurancetotakeit on
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reinstatement basis. Asin the event of lossthe cost of replacing house or furniture
fixtureandfittingswould bedifferent fromitsorigina cost of purchase.

Householders
| nsurance Policy

Cover HomeAgainst Lossfrom Fire, Burglary,
Natural Calamities& More.

Fig. 2.1: Householdersinsurance policy
Policy details
Thepolicy comprisesof 10 sectionsasunder
Section 1

Lossof or damageto the building and contents (excluding money, jewellery and
valuables) whilst contained in theinsured premisesby:

Fire, lightning or explosion

Bursting and overflowing of water tanks
Air-craft or articlesdropped therefrom
Riot, strikeor maliciousact

Earthquake, subsidenceor landdide

Flood, storm or tempest

Impact damage
Section 2

Lossof or damageto contents (excluding money and valuables) whilst containedin
theinsured premises by burglary, house breakingincluding larceny and theft.

Section 3

Lossof or damagetojewellery and val uables caused by accident or misfortunewhilst
anywhereinIndia
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Section 4
Lossof or damageto fixed plate glass by accidental means.
Section 5

Unforeseen and sudden physical damage dueto mechanical or éectrical breakdowns
of domestic appliances specified in the policy and whilst contained in theinsured
premises.

Section 6

Lossof or damageto television apparatusincluding VCR/VCPwhilst containedin
insured premiseshby:

a  Freandalied perilsasdescribed in section (1) above except impact damage,
subsidence/ landdide

b)  Burglary, house-breaking and theft
c)  Accidenta external means

d) Mechanica or eectrical breakdown
Section 7

Lossof or damageto pedal cycle(s) by:
Fire, lightning or externa explosion
Riot, strikeor maliciousact

Flood, storm or tempest
Earthquake

Burglary, house-breaking or theft

Accidenta external means

Legd liability of theinsured for accidental degth/injury toathird party or damage
to their property as aresult of the use of the pedal cycles, up to alimit of
Rs.10,000/- inany one period of insurance.

Section 8

Lossof or damageto persona baggage dueto accident or misfortunewhilst travelling
anywhereinIndia

Section 9

Persond accidentinsurancefor insured, hisspouseand children asper persona accident
insurancepractice
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Section 10

Legd liability of theinsuredin repect of accidental death or bodily injury tothird party
through fault or negligence of insured/family membersuptoalimit of Rs.25,000/- for
any oneevent or during thepolicy period. Legd liability asper E. C. Act/commonlaw
inrespect of employees
Sum I nsured: Thebasisof valuation shal beonreinstatement value or market value
asopted by the Insured.

Section | Coverage

1 Lossof or damageto the building and contentsduetofire perils

2 Lossof or damageto contentsburglary, house breaking including larceny
and theft

3 Lossof or damageto jewellery and valuables

4 Lossof or damageto fixed plateglass

5 Mechanical or eectrical breakdownsof domestic appliances

6 Lossof or damageto television apparatusincluding VCR/VCP

7 Lossof or damageto pedal cycle

8 Lossof or damageto personal baggage

9 Persona accident insurance

10 Legd liability of theinsuredinrespect of accidenta desth or bodily injury

tothird party

Table2.1: Sectionwisecoverage under householdersinsurance

. INTEXT QUESTIONS 2.1

1.  Whichof thefollowing isnot covered under Section 1 of the householder's
policy?

a)  Firelightningorexploson

b)  Air-craft or articlesdropped therefrom

c) Impactdamage
d) Warandnuclear perils
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2. Whichof thefollowingisnot likely to be covered under househol der'sinsurance
policy?
a) Lossof or damageto persona baggage dueto accident or misfortunewhilst
travelling anywhere acrossthe globe

b) Lossof or damageto persona baggage dueto accident or misfortunewnhilst
travellinganywhereinIndia

c) Persona accident insurancefor insured, hisspouseand children

d) Lossof or damage to jewellery and valuables caused by accident or
misfortunewhilst anywhereinIndia.

3. How many sectionsare under aHouseholder'sinsurance policy?
a 8
b) 9
c 10
d 7
4.  Whatisthebasisof suminsured under householder'sinsurance policy?
a Reinstatement valueor market value asopted by the Insured.
b) Reinstatement value or market value as opted by the agent
c) Booksof accounts
d) Noneof theabove
5. Underwhat sectionof householderspolicy isLegd liability of theinsured covered?
a Sectionl
b) Section3
C) Section8
d) Section10

2.3 SHOPKEEPER'S INSURANCE

Shopkeeper insurance isthe one which protects a shopkeeper from thelosses he
could suffer dueto unprecedented eventsthat could harm shop and thus shopkeeper.
Theseinsurances cover many aspectsof commercia shop and retail businesses.
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Shopkeeper insurancethus helpsto protect theretail businessesfrom variousharms
likefire, earthquake, flood, burglary .And it also may protect from loss of income
because of businessinterruptionin the event of an unexpected claim. However what
exactly iscoveredin such insuranceis dependent upon therange of activitiescovered
by theinsurance policy taken.

Requirements: Itisto benoted that the policy ismeant for shopsonly. Itisnot to be
issued to restaurants, tea/coffee shops. It isnot merely sufficient that the Shop and
Establishment Act isapplicableto the said premisesbut in fact it hasto beashop
wherethereisover thecounter sale.

Also, only because somerepair work isbeing doneit does not cease to be ashop
subject to the condition that such repair work isjust incidental to themain businessof
sdling e.g. shop sdlling watchesand clocks, where somerepair work isa so undertaken
can be given ashopkeeper'spolicy.

Fig. 2.2: Amobileshopinleft and asupermarket inright
Coverage
Thepolicy cover isnormally spread over €l even sections.
Section |

Loss of or damage to building/contents (excluding money and val uables) whilst
contained ininsured premisesby

®  Fire lightning, explosion of gasin domestic appliances
Bursting and overflowing of water tanks
Aircraft or articlesdropped therefrom

Riot, strike or maliciousact

Earthquake, subsidenceor landdide
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® Flood, stormor tempest
® Impactdamage
Section 2

Lossor damageto contents (excluding money and val uables) whilst contained inthe
premisesby burglary and housebreaking.

Section 3

Lossof money

Lossof money intrangt dueto accident/misfortune (Maximum imit per carrying
isspecified)

Loss of or damage to money/valuables by burglary/housebreaking whilst
contained inalocked safe

Lossof money whilst lyingin cashier'still and or counter ininsured's premises
by burglary, house-breaking or following assault/violence oninsured or his
employees.

Section 4

Lossof or damageto pedal cycle(s) by

Fire, lightning or externd explosions
Riot, strikeor maliciousact
Earthquake

Flood, storm or tempest

Burglary, housebreaking or theft

Legal liability of insured for death/injury to third partiesor damageto their property
arising out of use of pedal cycle (s) up to aspecified limit for any one period of
insurance

Section 5

Lossof or damageto fixed plate glassin theinsured premi sesby accidental means

Section 6

Lossof or damageto neon sign/glow sign by

Accidenta external means
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®  Firelightning or externa explosion
® Theft

® Riot, strikeor maliciousact
Section 7

Lossof or damageto personal baggage of insured or baggage in connection with
trade, anywhereinindia

Section 8

Personal accident coversfor insured/hisemployees
Section 9

Fidelity guarantee

Direct pecuniary losssuffered by theinsured dueto fraud or dishonesty committed by
any saaried employees

Section 10
Legd ligbility
I. Legal liability inrespect of accidental death or bodily injury to athird party or

accidenta damagetotheir property during performanceof any actin connection
withtheinsured'sbusinessuptoanorma limit during any one period of insurance

ii.  Compensationtoemployeesengaged ininsured'spremisesunder theE.C. Act/
commonlaw

Section 11
Businessinterruption (lossof profit policy)

I. Lossof profit duetointerruption in business consequent upon loss sustained by
property insured in Section A of the policy, dueto insured perilsunder that
section.

ii.  Forthe cover to be allowed, the building concerned has to be of class'A’
congtruction asdefined intheoldfiretariff.
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Section | Coverage

1 Lossof or damageto building/contentsby fire perils
2 L ossor damageto contents by burglary and house breaking.
3 Lossof money

4 Lossof or damageto pedal cycle

5 Lossof or damageto fixed plateglass

6 Lossof or damageto neonsign/glow sign

7 Lossof or damageto personal baggage

8 Personal accident coversfor insured/hisemployees
9 Fidelity guarantee

10 Legd liability

11 Businessinterruption (lossof profit policy)

Table 22.2: Section wise coverage under Shopkeeper'sInsurance
SumInsured

Thevalue of suminsured can bearrived at on the basis of the value of assetsand
books of accounts maintained by the shopkeeper. But it may not be easy to determine
thevalue of shop and assets. Thustwo methods aretherewhich can beused for this.

1. First method isto fix the amount of sum insured on the basis of market value.

2. Another methodistofix theamount of suminsured on thebasisof replacement
vaue

Common featur es: The common features of shopkeepers and householders policies
areasfollows

a  Thecover under "Fire Section™" iscompulsory. In addition, the proposer can
chooseany number from theremaining covers.

b)  Theexceptionsusual to thevarioustypesof covers, whentaken asindividual
separate policies, apply to the corresponding sections of thesepolicies. The
policy issubject to certain common exceptionslike:
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d)

@

@

@

@

War and dlied perils
Wear and tear and depreciation
Consequentid loss

Nuclear perils

The standard conditionsare applicablelike:

@

@

@

@

@

Reasonabl e care of property to betaken
Cancellationwith 7 days notice

Claimsprocedureinvolving complaint to the policeauthorities, immediate
noticeto the company and submission of full particularswithin 14 days

Applicationsof principlesof indemnity subrogation and contribution

Arbitration regarding quantum of lossonly

Rating

@

@

Each sectionisrated independently.

Thetotal premium depends upon the sum insured, thetype and number of
sectionscovered.

If theinsured choosesmorethan 4 Sectionsheisentitled to 15% discount
inpremium.

If hehhas sd ected morethan 6 Sectionsthen 20% discount isavailable.

However the discount rates depend on individual insurers underwriting

policy’

. INTEXT QUESTIONS 2.2

1

Which of thefollowingisnot covered under Shopkeeper'sinsurance policy?

a)
b)
©)
d)

Garment shop
Confectionary store
Restaurant

Supermarket

Open Vocational Educational Programme



Module - 3

2. How many sectionsare under Shopkeeper'sinsurance policy? Non-Lifelnsurance
8 10
b 9
0 11
d 8 ==
Notes

3. Whichof thefollowingisnot covered under Personal Accident Cover section
of Shopkeeper'sinsurance policy?

a Insured

b) Family membersof theinsured
c) Employees

d) All of theabove

4.  Which cover is mandatory for Householder's insurance and shopkeeper's
insurancepolicy?

a) Persond accident
b) Pedd cycle

c) Fre

d) Fixedplate

5. Whichof thefollowingisnot an exception under Househol der'sinsurance and
shopkeeper'sinsurancepolicy?

a Warandalliedperils

b) Wear and tear and depreciation
c) Consequentid loss

d) Legd Lidbility

2.4 OTHER PERSONAL PACKAGE COVERS

Some of the other package covers prevalent inthe market are asfollows:
Multi-peril policy for L.P.G gasdealers

Thepolicy isspecialy designed to meet thelnsurance requirementsof L PG dedlers. It
covers.
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Risk of fireand dlied perilsfor building & contents
Theft and burglary

GasCylindersin Trangt

Cashin Transit/Safe/Cash box

Fidelity Guarantee

Pedd Cycle

PublicLiability

Persona Accident

Personal Accident to Customers

Workmen's Compensation

Plate Glass

R TR R R IR IR TR R . R 4

Neon Sign/Glow Sign
T

e

Fig. 2.3: LPG gasdeder
Doctor'sPackage Policy

Thisinsurance policy isdesigned to safeguard the medical practitionersfinancially
againgt legal costsand claimsfor compensation by the patientsin case of alegal row.
Legdly, itisanexemptionfromliabilitiesfor damages. Theamount of compensationis
uncertain and it causesfear to the doctors asthe amount is sometimes quantified on
the basis of mental traumaand stress that has been borne by the patients. In such
cases, patients expectation of monetary compensationishuge.
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Duetotheriseinlitigationsand frivolouscharges, doctorsaredrivento takeindemnity

insurance, every year, some of themto the tune of 1akhs of rupees. Senior surgeons
are estimated to pay around 10% of their annual income towards premium of Pl
insurance. A premium for any cover isusually around 0.3 %- 1% of the suminsured.
The coverage under Doctors package policy includes:

® Freanddlied perilsinrespect of building and contents Burglary / house-bregking,
theft in respect of contents

® Fiddity guaranteeinsurancefor cashier / compounder / any other authorised
employee

® Money intransit with the doctor, his compounder or any other authorised
employee

® Lossof or damagetodoctor'skit by fire, theft or accident during visitswithin
themunicipd city limits

® AllRiskscover for ECG machineand such other equipment pertaining to doctor's
profession Signboard

® Professond ligbility insurance

Adhikari SurakshaKavach

Thisisapersona package policy designed for executivesand/or businessmen that
coversrisk under various sectionslike L aptop / Portable computer, Cellular phone,
Lossof cash, Baggageinsurance, Jewd lery & Vauables, Persona accident insurance,
Mediclaimand Persond liability.

2.5 MOTOR INSURANCE

Asdiscussed in previous chapter motor insuranceistaken for vehiclesplying onthe
road. It isusually taken in the name of the person on whose name the vehicleis
registered with theregiona transport authority. Although subject to approva fromthe
authority it could betaken onthe nameof the person who will bedriving thevehicle. If
therider isdifferent fromowner , thepolicy isusualy takeninthe name of owner and
add on cover istakenin name of therider.

2.5.1 Typesof Motor Insurance

Motor insurance can broadly beclassified asfollows:
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PrivateCar Insurance

Thisinsuranceistakenfor those cars possessed by individualsor other entitieswhich
arenot meant for commercia use. In IndiaCar insuranceiscompul sory whilebuying
anew car.Car insurance may providefinancia protection againgt:

®  Accidental damagescaused by external means
®  Fire exploson,implosions sdf-ignition, lightning

® Naturd cdamities flood, typhoon, hurricane, sorm, tempest, inundation, cyclone,
hailstorm, frost.

Whilstintrangit by road, rail, inland waterway, air, lift or elevator.
Actof terrorism

Riot and strike, maliciousdamage

Burglary, theft, housebreaking

Earthquakes (fire& shock damage)

Landdide& rockdide

On payment of appropriate additional premiumit coverslossor damageto electrica
or eectronic accessoriesand other significant items.

TwoWhedlerslnsurance

Thistypeof insuranceistaken for motorcycles, scooters, scootiesetc. i.e. thosetwo
whed ersthat are not used for commercia purpose. Twowhedler insuranceisgoverned
by the Indian M otor Tariff. Personal accident cover isalso available on taking two
whed er insurance. Thisaccident cover can a so be opted for passengers. It also protects
againgt legd liabilitiesarising dueto third partiesinjury/desath or damage causedtoiits
property.

Commercial Vehiclelnsurance

Commercid vehicleinsuranceistaken for thosevehiclesthat are used for commercia
purpose. Commercia vehiclescan beclassified asfollows:

® GoodsCarrying Vehicles
®  Passenger carrying Vehiclesliketaxi,bus, and rickshaw.

® MiscdlaneousVehicleslike hearses, publicity vans, ambulancesetc.
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Types of

. .

\\\ Motor Insurance /

606 -

Two Whedler Commercial
Insurance I nsurance Vehicle
Insurance

Fig2.4: Typesof Motor Insurance

2.5.2 Exclusionsin Motor Insurance

Motor insurancepolicy gives protection fromfinancial risk arising out of damagesto
motor vehicle. But one must notethat following isnot covered in motor insurance:

) General wear and tear
) Electrical breakdown

®  Damagesoccurred under theinfluence of drugs, alcohol or other intoxicating
substance.

® Damagescaused by persondriving thevehiclewithout having avalidlicencefor
driving.
® Lossordamageoutsidetheregion covered by policy

2.5.3Sum Insured and Premium

Insured'sDeclared Value (IDV) refersto the sum insured in amotor vehicleinsurance
policy. Amount of Claimin casethevehiclehasbeen stolenor if an accident hastaken
placethentheclaimfor total damageshbeyond repairsin an accident isdetermined on
thebasisof IDV.

IDV isdetermined by taking into account following factors:
1.  Listedsdling priceby manufacturer or dealer
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2. Modd of thevehicle
3.  Depreciationasper schedule.

But in casethemodel isbeyond fiveyearsof ageor itissuch amodel production of
which hasbeen discontinued by the manufacturer thenthe DV isdetermined as per
the understanding stuck between insurer and insured.

Premium

In case of Private carsand two wheel erstheinsurance rates are dependent upon the
cubic capacity of vehicles, Insured's declared value, age of vehicleand the zone of
operation. There aretwo zones of operation-ZoneA and Zone B. Zone A includes
Delhi, Mumbai, Chennai, Kolkata, Ahmadabad, Hyderabad, Bangal ore and Pune
whereasrest of thendiacomesin Zone Premium ratesin ZoneA areusualy higher
thanthosein ZoneB.

In caseof Commercial vehiclestheinsurancerates are dependent upon the passenger
carrying capacity of vehicles, Insured'sdeclared value, age of vehicleand the zone of
operation. Herethere arethree zones-ZoneA, Zone B and Zone C. ZoneA includes
Delhi, Mumbai, Kolkataand Chennai. Zone B includesall other state capital and
ZoneCincludestherest of thelndia

2.6 THIRD-PARTY INSURANCE

Third party insurance asthe name suggest it protectsfrom thefinancial risk because of
legal actionsof another party i.e., thethird party.

At thispoint onemust be clear that thefirst party isinsured, the second party isthe
insurance company and thethird party isthe onewhich hasmade claimsfor liability
that has comeinto being because of the actions of thefirst party.

So thisinsurance hel pstheinsured to be protected from theliability arising out of
clamsof another party i.e. third party against insured.

Liability insuranceisanother namefor third party insurance. InIndiaunder theprovisions
of Motor VehicleAmendment Act, 2019, itismandatory to havevehicleinsurance. In
that itismandatory to havethird party liability cover. Thisisalso called asact only
cover. Thusthird party insuranceiscompulsory for al motor vehicles.

Benefits& featuresof third party insurance policy for your vehicles:
1.  Deathorbodilyinjury toathird party
2. Damagetoathird party property
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3.  Accidental death of thevehiclesowner or driver

4.  Permanent total disability suffered by thevehicle owner or driver.

Notes

Fig. 2.5: Partiesinvolved inthird party insurance
Usualy therearetwo kindsof policies

Act only policy- Thisisalso called asliability only policy which ismandatory for
vehiclesasper themotor vehicleact. Thispolicy coverstheinsured liability for third
party bodily injury or death and third party property damage.

Comprehensive policy- In comprehensive policy coverageisgivenfor theall the
damagesthat are coveredin act only policy aswell asown damagesto motor vehicles

i.e. specified perilssubject to IDV. Comprehensive policy includesthird party insurance
plusprivatecar policy.

Likeinthemotor insurance, thethird party insurance may not be applicableto certain
Stuations. Somecommon Situationisasfollows:

1.  Accidenta desth or damage hastaken place beyond the geographical boundary
coveredinpolicy.

Clamsarising becauseof contractud liability
Liability caused because of nuclear weapon or radioactive contamination

L osses are caused because of war.

o > W DN

Thedriver of vehiclewasnot the designated driver asper thepalicy.

Onemust notethat there may be other situationswherethird party insurance
may not be applicable. For thisone hasto look at thetermsand conditionsin
each plan offered by aparticular company.
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PACKAGE POLICIESAND MOTOR INSURANCE

. INTEXT QUESTIONS 2.3

1

Mr. X bought aMaruti Suzuki Car for hisfamily.Hiswifeisvery happy that Mr.
X hastakeninsurancefor their car.You haveto sdect fromfollowing regarding
thekind of insurancethat has been taken by Mr. X.

a) PrivateCar Insurance

b) TwoWheder Insurance

c) Commercid Vehiclelnsurance

d) Noneof theabove

Which of thefollowing isnot an exclusion under Motor Insurance?
a) General wear and tear

b) Damagesoccurred under theinfluenceof drugs, acohal or other intoxicating
substance.

c) Lossor damage outsidetheregion covered by policy
d) Riotsandstrike

Which of thefollowing will not be covered under commercid vehicleinsurance?
a GoodsCarryingVehicles

b) Taxi, bus, and rickshaw.

c) Publicity vans, ambulancesetc.

d) Cargocarryingships

IDV refersto:

a Insured'sDeclaredVaue

b) InsurersDeclared Vaue

C) Insurer'sDeclarationVaue

d) Insured DeclarationVaue

In case of motor insurance, Delhi comesunder Zone

a A b) B
o C d) D
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6.  Thethird party insurance may not be applicable to which of the following
gtuations?

a) Accidental death or damage has taken place beyond the geographical
boundary coveredin policy.

b) Lossesarecaused because of war.

c) Liability caused becauseof nuclear weapon or radioactive contamination
d) All of theabove

©-| WHAT YOU HAVE LEARNT

A householder'sinsurance policy providesprotectionfor lossesto insured's property
fromthe perilsnamed in theinsurance policy. Thisinsuranceismeant to takecareof a
person'shouse. A shopkeeper insuranceisthe onewhich protectsashopkeeper from
thelosseshe could suffer dueto unprecedented eventsthat could harm shop and thus
shopkeeper. Someof the other package covers prevaent inthe market are Multi-peril
policy for L.P.G gasdealers, Doctor's package policy, Adhikari surakshakavach.
Motor insuranceistaken in context of vehicles plying ontheroad. Motor insurance
can betakenfor Private cars, two wheelersand Commercial vehicles. Commercia
vehiclescan beclassified as-Goods Carrying Vehicles, Passenger carrying Vehicles
liketaxi, bus, and rickshaw, Miscellaneous Vehicleslike hearses, publicity vans,
ambulancesetc. Therearecertain exclusonsinthisinsurance. Insured's Declared Vaue
(IDV) referstothesuminsuredinamotor vehicleinsurance policy. Third Party insurance
hel pstheinsured to be protected fromtheliability arising out of clamsof another party
i.e. third party. Comprehensive policy includesthird party insurance plusprivate car
policy. Thethird party insuranceiscompul sory for al motor vehicles.

';_gl_“——i TERMINAL QUESTIONS

1.  Explainthecoverageunder shopkeeper'sinsurance policy.

2. Explainthecoverage under Householder'sinsurance policy.

3.  Explainthedifferent typesof motor insurance.

4.  Listtheperilsand exclusionsunder motor insurance

5.  Writethefactorsto betakeninto account whiledetermining 1DV and premium

under motor insurance.

6.  Explaintheconcept of Third Party Insurancein detail dongwithitsbenefitsand
exclusons.

Module-3
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PACKAGE POLICIESAND MOTOR INSURANCE

7.  Writeshort noteson:

a) Daoctor'spackagepolicy b) L PG dedler'spolicy

‘E ANSWERS TO INTEXT QUESTIONS

21

1 (d)
2. (b)

3. (©
4. (@
(d)

o

2.2

(©
(©
()
(©
©

o > v b P

2.3

@
()
©)
@
@
()

o o & 0w NP

War and nuclear perils

Lossof or damageto persona baggage dueto accident or misfortune
whilst travellinganywhereinIndia

10
Reinstatement val ue or market value as opted by the Insured.

Section 10

Restaurant

11

Family membersof theinsured
Fire

Legd Liability

Private car Insurance
Riotsand strike
Cargocarrying ships
Insured's Declared Value
A

All of theabove

@ LEARNING OUTCOMES

After studying thischapter, youareable:

® Tounderstand various package policiesavailablein theinsurance market. To
explaintheimportance of motor insuranceincluding own damageand third party
insurance.
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FIRE & CONSEQUENTIAL “Notes
LOSSINSURANCE

3.0 INTRODUCTION

Businessenterprises may takegreat caution and useal thelatest technology at their
business premisesfor avoiding any lossduetofireor other perilsbut the possibility of
accident cannot be entirely negated. In case of any fire, thefireand water used to
extinguish thefire can destroy the building aswell asthe stock, and other goods
present insidethe building. Thismay create abig financia and mental burden onthe
busi ness enterprisesand organisationsmay not be ableto rebuild their businessdueto
lack of funds. Thus, buying afireinsurancefor your businessbecomesessentia aswell
asrecommended. Inthischapter you will learn how property, fireand Consequential
LossInsurance can help the business enterprisesavoiding abig financial loss caused
duetovariousfactors.

3.1 OBJECTIVES

After reading thislesson, youwill beableto:
® Explanfireinsurance

® Defineconsequentid lossinsurance

3.2 MEANING OF FIRE INSURANCE

Thetermfireinfireinsuranceisinterpretedintheliteral and popular sense. Thereisfire
when something burns. In other wordsfire meansvisible flamesor actual ignition.
Simmering/ smolderingisnot consderedfirein Firelnsurance. Fire producesheat and
light but either of themdoneisnot fire. Lighteningisnot afirebut if it ignitessomething,
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FIRE & CONSEQUENTIAL LOSSINSURANCE (PART-1)

the damage may be dueto fire. Under section 2(6A) Insurance Act 1938, thefire
insurance businessisdefined asfollows:

"Fireinsurance bus ness meansthe business of effecting, otherwisethan independently
to some other class of business, contractsof insurance against lossby or incidental to
fireor other occurrence customarily included among therisksinsured against infire
insurancepolicies’.

Example: Thefollowing aretheitemswhich can beburnt/ damaged thr ough
fire

®  Buildings

® Hectricd ingdlationinbuildings

®  Contentsof buildingssuch asmachinery, plant and equipment, accessories, etc.
(]

Goods (raw materias, in-process, semi-finished, finished, packing materials,
etc.) infactories, godownsetc.

® Goodsintheopen
®  Furniture, fixtureandfittings
®  Pipdines(including contents) located inside or outs dethe compound, etc.

The owner of abovementioned propertiescaninsureagainst firedamagethroughfire
insurancepolicy which providesfinanciad protectionfor property against lossor damage
by fire.

Commer cial enterprisesarebroadly divided intotwo types.
®  Smadl and Medium Enterprises[ SMES| and
® LageBusnessEnterprises

By meeting these consumers needs, the general insuranceindustry hashistorically
expanded to asignificant extent.

It'simportant to carefully match insurance productswith customers demandswhen
sdling generd insuranceto businesses. The productsthat are provided must be properly
understood by the agents. Let'stakeaquick ook at afew of these general insurance
options.
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3.3 FIRE INSURANCE Non-L ifelnsurance

Commercial buildings, property owners, peoplewho hold property intrust or on
commission, and peopleor financid ingtitutionswith afinancid interest inthe property
areadl eigiblefor fireinsurancepolicies.

Any movable or immovable property that is present at aspecific location, such as

buildings, machinery, plant, furniture, fixtures, fittings, and other contents, stocksand | Notes
stock in process, including stocksat suppliers or customers premises, and machinery

that has been temporarily removed from thelocation for repairs, can beinsured. To

repair and refresh the damaged property and return the businessto normal operations,

financia relief isnecessary. Thisiswherefireinsurance comesinto play.

InIndig, inadditiontofire, additional risksarea so covered by fireinsurancepolicies.

3.3.1 PERILS UNDER FIREPOLICY

Some of the perilscovered by thefire policy are discussed bel ow.

Thefirepolicy for commercia riskscoversthe perilsof:

Fire

Lightning

Exploson/imploson

Riot strikeand maliciousdamage

Impact damage

Aircraft damage

Storm, tempest, cyclone, typhoon, hurricane, tornado, flood and inundation
Subsidenceand landdideincludingrock dide

Bursting and overflowing of water tanks, apparatus and pipes
Missiletesting operations

L eskagesfromautomatic sprinkler ingtalation

Bushfire

Commercia insurancediffersfromindividual and retail coveragein two significant

ways.
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a  Comparedtoindividuals, businessesor organisationshave substantially greater
insurance demands. Thereasonisbecausethevalue of abusinesssassetsisfar
higher than the value of an individual'sassets. Their destruction or losscould
have anegative effect onthe businesssvery existence and future.

b)  Lega or other regulationsfrequently dictate or make necessary the need for
businesscompany insurance. For instance, insurancefor plantsand assetsmay
be required when setting up assetswith abank loan. In India, thereare many
professionally operated corporations, many of whichare multinationals. They
must upholdinternationa qudity standards, whichincudesimplementing suitable
risk management plansand purchasing insuranceto safeguard company assets.

Subject to certain exclusions, the policy will cover any loss resulting from the
aforementioned hazards.

Exclusions
a  Warandwar likeactivities
i.  Nuclear perils
ii. lonizationandradiation
jii.  Pollutionand contamination|osses
b)  Perilsthat are covered by other policiesin General Insurance
i.  Machinery Breakdown,
ii. Businessinterruption

3.3.2Add-On Covers

However some perilscan be covered by payment of additional premium:
® Eathquake,
®  Fireandshock;

®  Déderioration of stock inthe cold storagesfollowing power failureasaresult of
insured peril,

®  Expenditureinvolvedinremoval of debris,

Architect, consulting engineersfee over and above the amount covered by the
palicy,
Forestfire,

®  Spontaneouscombustion and impact damage dueto own vehicles.
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. INTEXT QUESTIONS 3.1 Non-Lifelnsurance
1.  Afirepolicy for commercia or businessriskscoversthe perilsof

a Exploson

b) Imploson

c) Bothoftheabove
d) Noneof theabove

Notes

2. Whichof thefollowingisnot an exclusion under fireinsurance?
a Nuclear perils
b) lonizationandradiation
c) Machinery Breakdown
d) Subsidenceandlanddide

3. Whatisthestandard period for fireinsurance policy?
a 6months
b) 12months
c) 4months
d) 18months

3.3.3 Variants of Fire Palicy

Fireinsurance plansare often given out for 12 months. Insurance companiesonly
providelong-term policies, or thosethat |ast morethan ayear, for homes. Sometimes
short-term policiesare also issued, and these policiesare covered by the short-term

scales.
Standard Fire
andAllied Perils
/ Policy \
Declaration Foater
Policy policy

~_

Figure3.1: Typesof firepolices
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InIndia, under fireinsurance policy, in addition tofire, other perilsarealsoincluded
andthepolicy isknown as" Standard Fireand Allied PerilsPolicy".

A)

Sandard Fireand Allied PerilsPoalicy:- PerilsCovered:-

1. FireExcluding destruction or damage caused to the property insured by
i)  itsownfermentation, natura hesting or spontaneous combustion.
i) itsundergoing any heating or drying process.
iii)  burning of property insured by order of any Public Authority.

2. Lightning

3. Explosor/imploson

Excluding loss, destruction of or damage: -

1

6.

7.

Toboilers(other than domestic boilers), economizersor other vessals, machinery
or gpparatus (inwhich steamisgenerated) or their contentsresulting fromtheir
own explosion/implosion, caused by centrifugal forces.

Aircraft Damage

L oss, Destruction or damage caused by Aircraft, other aeria or space devices
and articlesdropped there from excluding those caused by pressurewaves.

Riot, Strikeand MdiciousDamage

Physical damageor destruction by external violent meansdirectly causedtothe
property insured.

Storm, Cyclone, Typhoon, Tempest, Hurricane, Tornado, FHlood and Inundation

Impact Damage

Lossof or visible physical damage or destruction caused to the property insured due
toimpact by any Rail/ Road vehicle or animal by direct contact not belongingto or
owned by :-

8.

a Thelnsured or any occupier of the premisesor
b) Their employeeswhileactinginthecourseof their employment

Subsidenceand Landdideincluding Rock dide

Open Vocational Educational Programme



FIRE & CONSEQUENTIAL LOSSINSURANCE (PART-1)

L oss, destruction or damage directly caused by Subsidence of part of the siteon
whichthe property standsor Land dide/Rock dideexcluding:

10.

12.

a) thenormal cracking, settlement or bedding down of new structures
b) thesettlement or movement of made up ground

C) coasta orriver erosion

d) defectivedesignor workmanship or useof defectivematerias

€) demoalition, congtruction, structura aterationsor repair of any property or
ground worksor excavations

Bursting and/or overflowing of Water Tanks, Apparatusand Pipes
Missle Testing operations

L eakagefromAutomatic Sprinkler Installations Excluding | oss, destruction or
damage caused by

a) Repairsor dterationsto thebuildingsor premises
b) Repairs, Removal or Extension of the Sprinkler Ingtdlation
c) Defectsinconstruction knowntothelnsured.

Bush Fire Excluding loss, destruction or damage caused by Forest Fire.

Exclusions

1

ThisPolicy doesnot cover (not applicableto policiescovering dwellings) Excess
applicablewill be asmentioned inthe policy schedule. The Excessshdl apply
per event per insured.

L oss, destruction or damage caused by war, invasion, act of foreign enemy
hostilitiesor war like operations (whether war be declared or not), civil war,
mutiny, civil commotion assuming the proportionsof or amounting to apopular
rising, military rising, rebellion, revolution, insurrection or military or usurped
powe.

L oss, destruction or damagedirectly or indirectly caused tothe property insured
by

a) lonizing radiationsor contamination by radioactivity fromany nuclear fuel
or fromany nuclear waste from the combustion of nuclear fuel.

Module-3
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b) Theradioactivetoxic, explosive or other hazardous properties of any
explosivenuclear assembly or nuclear component thereof

L oss, destruction or damage caused to theinsured property by pollution or
contaminationexcluding

a Pollutionor contaminationwhichitsalf resultsfrom aperil hereby insured
agang.

b) Any peril hereby insured against which itself resultsfrom pollution or
contamination.

L oss, destruction or damageto bullion or unset precious stones, any curiosor
worksof art for an amount exceeding Rs.10000/-, goods held in trust or on
COMMISsion, manuscripts, plans, drawings, securities, obligationsor documents
of any kind, stamps, coins or paper money, cheques, books of accounts or
other businessbooks, computer systemsrecords, explosivesunlessotherwise
expresdy stated inthe policy.

L oss, destruction or damageto the stocksin Cold Storage premises caused by
change of temperature.

L oss, destruction or damageto any el ectrical machine, apparatus, fixture, or
fitting arising from or occasioned by over-running, excessive pressure, short
circuiting, arcing, self-heating or leakage of electricity fromwhatever cause
(lightning included). Thisexclusion may apply toonly totheparticular electrical
machine, apparatus, fixture or fitting so affected and not to other machines,
apparatus, fixturesor fittingswhich may be destroyed or damaged by fire so set

up.
Expensesnecessarily incurred on
(i) Architects, Surveyorsand Consulting Engineer's Feesand

(i) DebrisRemoval by thelnsured following aloss, destruction or damageto
the Property insured by an insured peril in excess of 3% and 1% of the
claim amount respectively.

a) Lossof earnings, lossby delay, lossof market or other consequential or
indirect lossor damage of any kind or description whatsoever.

b) Lossor damageby spoilageresulting from the retardation or interruption
or cessation of any processor operation caused by operation of any of the
perilscovered.
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©)

d)

Lossby theft during or after the occurrence of any insured peril except as
provided under Riot, Strike, Maliciousand Terrorism Damage cover.

Any Lossor damage occasioned by or through or in consequencedirectly
or indirectly dueto earthquake, Vol canic eruption or other convulsions of
nature.

Lossor damageto property insured if removed to any building or place
other thaninwhichitisherein stated to beinsured, except machinery and
equipment temporarily removed for repairs, cleaning, renovation or other
similar purposesfor aperiod not exceeding 60 days.

B) Declaration BasisPolicies

@

Thispolicy isissued for the maximum value of stock to beinsured. At the
beginning of the contract, three-fourths of the premium payableischarged
fromtheinsured in advance. Every month the policyholder isrequired to
declare the value of present stock. In case of any loss by fire, the
compensation is made on the basi s of declared value. At the end of the
insured period, based on the values stock declared, thetotal of premium
payableisworked out asaverage.

Wholesalers, retailers or distributors often taken this type of policy. A
declaration policy takescare of thefrequent fluctuationsin stock or stock
values. Stock stored at awarehouse or factory may includeraw materials
or finished goods.

Inthedeclaration policy for awarehouse or afactory, the minimum sum
insured can befor one or morelocation. But thisamount of sum insured
must not belessthan apre-defined amount inthe policy for at |east one of
thelocations. The policy doesnot alow areduction in thesuminsured.

In case of awarehouse or afactory, the monthly declarations areto be
submitted to thefactory and warehouse insurance company latest by the
last day of the next month. These declarations can be based upon:

Averageof thevaueat risk
Highest valueat risk for the particular month

In caseof failureto submit the declaration within the sti pulated period, the
insurerscongder that thefull sum insured under the policy isdeclared.

Module-3
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C)

< Another important factor that the declaration policy statesisthat, when
thereisarefund of premium based on adjustmentslike declarations or
cancellations, therefund will not exceed 50% of thetotal premium.

¢ Thebassfor vauation of thestock or theinventory stored inthewarehouse
or thefactory value closeto the market price.

Floater Policy

Itisapolicy which coverslossby fire caused to property belonging tothesame
person but |ocated at different placesunder asingle sum and for one premium.
Such apolicy might cover goods lying in two warehouses at two different
locations. Thispolicy isalwayssubject to ‘average clause’.

Basic features:-
¢ Takescareof frequent changesin valuesat variouslocations.
¢ Singlesuminsuredfor al thestocksinal thelocations.

< Nomind premiumloadingto cover al thestocksin all thelocations

3.3.4 Special Clauses

Reingtatement

Types of Clauses

in FirePolicy
Agreed Bank Average
Clause Clause

Fig. 3.2: Typesof clausein Firepolicy
Reinstatement Clause

Reingatement ClauseinaFireinsurance policy makesit different fromatraditiona
fireinsurancepoalicy. Infireinsurancethe principle of indemnity can bemodified
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inthecaseof building, machinery and other fixed assetswhereby, subject tothe Non-Lifelnsurance
suminsured representing the value of similar new property, it can beinsured
under ‘Reinstatement Value' clause.

In case of reinstatement val ue policy, the basis of loss settlement isthe va ue of
new property without taking any depreciationinto account. Thistypeof insurance
enablesthe owner to replace hisproperty without any financiad strainonhisown
resourcesand isquite commonly taken by industridistsand building owners. Notes

Each building has adefinite built-up areaand ascertai nabl e constructional
specification. Any civil engineer or architect can examinethe current cost of
construction, keeping all relevant factorsin view. For arriving at the cost of
buildings, various publicationssuch asthe CPWD ratesareavailableasguideline

2. Average Clause

To cater to the concerns of under-insurance, thereisan average clauseinfire
policy. Thismeansthat in case of losstheinsured hasto bear apart of theloss.
Underinsuranceimplieswhen theinsured hasinsured the property lessthanits
actual value. Theinsurer will only bear ratable proportion of theloss. In other
words, for the difference between the actual value of subject matter and the
amount for whichitisinsured, theinsured hasto be hisowninsurer.

Example: Supposeaproperty worth Rs. 4,00,000isinsured for Rs. 2,50,000
and thefire policy containsthe average clause. Now, if half the property is
destroyed by fire (lossamount- Rs100000), theinsurer will pay only Rs. 62,500
whichisca culated as per thefollowing formula.

Insured amount (Rs.2,50,000) x Actua loss(Rs. 1,00,000) / Actua valueof the
property(Rs.4,00,000)

3. Agreed Bank Clause

All policiesinwhichaBank hasapartial interest areto bemadeout inthename
of theBank and Owner or Mortgagor and theAgreed Bank Clauseincorporated
inthe policy. Thesalient featuresof theclauseare:

(@ Theclamispayabletothebank whosereceipt shal beacompletedischarge
and binding ondl partiesinsured.

(b) Any noticeunder thepolicy issufficient if given by or tothe bank.

(©) Any settlement, compromiseetc. inrelation to dispute if made with the
bank shall bevalid and binding onall partiesinsured.
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(d) Any dterationorincreaseinrisk doesnot invalidatetheinsurance, provided
the bank notifiesthe same as soon asit comesto itsknowledge and pays
additiona premium

TheAll IndiaFire Tariff statesthisclauseasunder:-

"Itishereby declared and agreed: -

a)

b)

d)

That upon any monies becoming payable under this policy the same shall be
paid by the Company to the Bank and such part of any moniesso paid asmay
relateto theinterestsof other partiesinsured hereunder shall bereceived by the
Bank asAgentsfor such other parties.

That the receipts of the Bank shall be compl ete discharge of the Company
therefore and shall be binding on all the partiesinsured hereunder. N.B.(Note
WdI): TheBank shal meanthefirst named Financid Ingtitution/ Bank namedin

thepoalicy.

That if and whenever any notice shall be required to be given or other
communication shall be required to be made by the Company to theinsured or
any of themin any manner arising under or in connectionwith thispolicy such
noticeor other communication shall be deemed to have been sufficiently given
or madeif given or madeto the Bank.

That any adjustment, settlement, compromise or referenceto arbitrationin
connection with any dispute between the Company and theinsured or any of
themarising under or in connection with thispolicy if made by the Bank shal be
valid and binding on all partiesinsured hereunder but not so astoimpair rights
of theBank torecover thefull amount of any claimit may have on other parties
insured hereunder.”

. INTEXT QUESTIONS 3.2

1

What arethe policiesthat cover storage of itemsin many locationsunder a
snglesuminsured?

a) Dedarationpolicies
b) Hoater policies
C) Rengatementpolicies

d) Noneof theabove
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2.

What arethe policiesfor stocksof goodsthat are subject to fluctuation in quantity
cdled?

a) Dedarationpolicies

b) Hoater policies

C) Rengatementpolicies

d) Noneof theabove

Which of thefollowingisnot aperil under aFirepolicy?

d Lighning

b) Aircraftdamage

c) Storm,tempest, cyclone, typhoon, hurricane, tornado, flood andinundation
d) WarandNuclear perils

Themonthly declarationsfor awarehouse or afactory areto be submitted to
theinsurance company latest by thelast day of thenext month. Thesedeclarations
can be based upon:

(i) Averageof thevalueat risk
(i) Highestvalueat risk for the particular month
(iii) Profitsof previousyear

(iv) Rentof warehouse

a &I

b) i &iii
C) lii&iv
d i&iv

Which of thefollowing clause catersto theissueof underinsurancein Firepolicy?
ad Rengatement Clause

b) AverageClause

c) Agreed Bank Clause

d) Noneof theabove
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3.4 CONSEQUENTIAL LOSS (CL) INSURANCE /
BUSINESS INTERRUPTION INSURANCE

Business|nterruption insuranceisalso known as Consequential Loss|nsurance or

Lossof Profit Insurance. Insurance against fire offers protection against material or
property loss or damageto buildings, machinery, plants, fixtures, and other property
caused by insuredrisks. Theinsured'sbusinessmay becompletely or partialy interrupted
asaresult, causing varying economic lossesduring thedisruption.

3.4.1 Coverage under Consequential Loss (CL) Policy or Business
Interruption Policy

Consequentia Loss(CL) Policy [Businessinterruption (Bl)] offersindemnity for loss
of grossprofit, whichismade up of Net Profit plus Standing Charges, aswell asthe
increased cost of operationsor working incurred by theinsured to get the business
back to normal as quickly as possible to reduce the final loss. The risks and
circumstances covered are the same asthose covered by thefirepolicy.

Example

If thesugar mill factory isdamaged by an earthquake, the company will lose money
because of thelost production. If thelosswas caused by aninsured danger, both the
additional expensesand thelost income can be protected.

Thisinsurance must be purchased alongsideanormal fireand special perilspolicy
sinceclaimsunder thispolicy can only be honoured in conjunction with aclaim under
astandard fireand specia perilspolicy.

. INTEXT QUESTIONS 3.3

1. A busnessinterruptioninsurance policy can betaken only incombination with

a) Standardfireand specid perilspolicy
b) Standardfireand marinepolicy
c) Standard and specid perilspolicy

d) Standard Engineeringand marinepolicy
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2. Consequential Loss(CL) Policy Providesindemnity for lossof gross profit Non-Lifelnsurance
comprising of + alongwiththeincreased cost of operations
or workingincurred by theinsured to get the business back to normal.

a) Net profit, Standing charges
b) Netincome, standing charges
C) Net profit +sdaries Notes

d) Netincome+ salaries

©-| WHAT YOU HAVE LEARNT

Afireinsurancepolicy isappropriatefor businesses, the property owner, and people
or financia inditutionswith afinancid interest inthe property. Fireinsuranceplansare
often given out for 12 months. Reinstatement value policies, Declaration policies, and
Floater policiesareexamplesof firepolicy variants. Consequentia Loss(CL) Policies
or BusinessInterruption (Bl) Policies provideindemnity for lossof what isreferred to
asgrossprofit, whichincludesNet Profit plus Standing Chargesaswell astheincreased
cost of working incurred by theinsured to get the businessback to normalcy asquickly
aspossibleto reducethefinal loss.

ml!lll»

TERMINAL QUESTIONS

o)

=

What arethe perilscovered under Fireinsurance?Also list downtheexclusions
under fireinsurancepolicy.

N

Explainindetail varioustypesof firepolicies.
3. Destribeinbrief

ad Rengatement Clause

b) AverageClause

c) Agreed Bank Clause

4.  DefineConsequentia InsurancePoalicy.
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‘E ANSWERS TO INTEXT QUESTIONS

31

3.2

3.3

1

2.

©
©
(b)

()
@
©)
@

()

@
()

Both of the above
Subsidence& Landdide

12 months

Floater policies
Declaration Policies
War and Nuclear perils

I & ii -Average of thevaueat risk & Highest valueat risk for the
particular month

AverageClause

Standard fireand special perilspolicy

Net profit, Standing charges

@ LEARNING OUTCOMES

After studying thischapter, youareable:

® Toexplaintheconceptsof fireand consequential insuranceaongwithitstypes.
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MISCELLANEOUSINSURANCE

4.0 INTRODUCTION

Inthepreviouschapter you have studied about thefireinsuranceanditsvariouspolicies
which madeyou understand theimportance of taking afireinsurance policy for any
commercid or busnessenterprisesor afirm. Thered so exist adifferent set of customers
who have other needsfor safety and protection. These arethecommercid or business
establishmentsor firmsthat areinvolved in or deal with diversevarietiesof products
and services. Inthischapter we shall consider theinsurance productsavailableto
cover therisksfaced by thissegment. You will be ableto learn burglary insurance
cover, coverageof | ossescausesdueto dishonesty of employeescalled fiddlity guarantee
insurance, banker'sindemnity insuranceand jewel er'sblock policy insurance.

4.1 OBJECTIVES

After reading thislesson, youwill beableto:
®  Understand burglary insurance
® Explain MiscdlaneousInsuranceother than Life, Fireand Marine

® Explainburglary insurance, money insurance, fidelity guaranteeinsurance,
banker'sindemnity insurance and jewel er'sblock policy

4.2 MISCELLANEOUS INSURANCE

Miscellaneous Insurancerefersto thoseinsurance contracts other thanthose of Life,
Fireand Marineinsurance. It coversarange of risks, thefew of which areburglary

Module-3
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Notes
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Non-Lifelnsurance insurance; fiddlity guaranteeinsurance; money insurance; bankers indemnity insurance;

jewel er'sblock insurance;and banker'sindemnity insurance.

Burglary
Insurance
Notes Money Fodlity
Insurance I(m?(;
Miscellaneous
Insurance
Jeweler's Bankers
Block Indemnity
Policy Insurance

Figure4.1: Typesof Miscellaneous|nsurance

4.2.1Burglary Insurance

Thepolicy isintended for commercial buildings such asfactories, shops, offices,
warehouses, and godownsthat may also include stock, commodities, fixtures, and

furniture, aswell asmoney in alocked safethat issusceptibleto theft. Thefollowing
aretheareascovered:

1.  Risksprotected by burglary insurance

a) Alossof persona possessionsfollowingared, violent, forceful entry into
the premises or aloss observed following aviolent, forciblewithdrawal
fromthe premises.

b) Burglar damagetoinsured assetsor premises. Only whenapieceof insured

property isstolenfromtheinsured premisesand not from another location
isit covered.

Typesof cover under burglary insurance:

A) Cashcover

Cash cover isacrucia component of burglary insurance coverage. It only works
aslong asthemoney iskept safein asafethat isboth burglar-proof and of a
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reliable make and design. Thefollowing list includesthetypical termsand Non-Lifelnsurance
conditionsfor providing cash cover:

a Money stolen fromthe safe after the original key was used to accessit.
Only when such akey has been gained through force, violence, or threats
of violenceisit covered. Thisistypicaly referredtoasa"key clause.”

b) A comprehensivelist of the cash quantitiesin the safeismaintained secure
somewhereother than the safe. Themaximum amount for whichtheinsurer
isliableisindicated by such documents.

Notes

B) FirstLosslnsurance

The chanceof losing the entire stock dueto asingle event isregarded asremote
incircumstanceswherelow valueitemsmay be purchased in large quantities
(suchascottoninbales, grain, sugar, and many others). Thepremiumischarged
to cover thetotal stock at risk while accounting for the val ue of the property,
goods, or stock that could be burglarized. Thisvalue is determined as the
probable maximum oss. It isanticipated that a second burglary won't occur
right away after thefirst one, or that theinsured may decideto add extrasafety
precautionsasaresult of itsrecurrence.

C) Similartofireinsurance, declaration cover and floater cover areaso optionsfor
stocks.

Exclusions

®  Theft by employees, family membersor other personswho arelawfully onthe
premises

® Larcenyorordinary theft.

® Lossesthat arecovered by afireor plateglasspolicy.
Extensions

® Riot, strikesandterrorismrisksat extrapremium.
Premium

Ratesof premium for burglary policy depend upon:

® Thenatureof insured property,

®  Themord hazard of theinsured himself,

® Previousclamsexperienceetc.
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Safety measures(e.g. watchmen, burglar darm),
Congtruction and location of premises,

Inadditionto detailsgiveninthe proposal form, apre-acceptanceinspectionis
doneby insurerswhere high valuesareinvol ved.

4.2.2 Money | nsurance

Cashhandlingisanintegrd part of any business. Itisdesigned to guard againg financia
lossfor industria businessesand banks. Both insde and outsidethebuilding, money is
indanger. It might beillegally taken away whether making awithdrawal, deposit,
payment, or collection.

Coverage of Money Insurance

L osses that could happen when handling cash, checks, postal orders, or postage
sampsare covered by money insurance palicies. Typicdly, thepolicy offersprotection
through two sections:

a)

b)

Transit Section

It coversloss of cash while being transported outside by the insured or her
authorised staff asaresult of theft, robbery, or other similar actions.

Two amountsare specified inthetranst section:

i. "Limitper carrying": Thegreatest sum that insurersmay beforcedto
pay in respect of any loss

ii. "Estimated amountintransit duringthepolicy period™ : It represents
theamount towhichtherateof premiumisto beappliedinorder todetermine
theamount of premium.

Likewithfireinsurance, policiescan begranted ona"declarationbasis.” Asa
result, insurersassessaprovisional premium onthe expected quantity intransit
and then adjust it when the policy expiresdepending on the actual amount that
wastransported throughout the policy period asreported by theinsured.

Pr emises Section

Thissection deal swith thetheft of cash from aperson'shomeor locked safeas
aresult of burglary, homeinvasion, holdup, etc. Other aspectsof thepolicy are
typically the same asthose of the above-discussed burglary insurance.
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Important Exclusions
a  Shortageduetoerror or omission,
b)  Lossof money that hasbeen entrusted to other than authorized person and

) Riotstrikeand terrorism: Thiscan be covered asan extension by paying an
extrapremium.

Extensions

On payment of additional premium the policy may be extended to cover:
a  Dishonesty of personscarrying cash,

b) Riot, strikeandterrorismrisks

c)  Disbursement risk, whichistheloss suffered during payment of wagesto
employees

Premium

The premium amount is set based on theinsured, the company's capacity to carry
cash at any onemoment, theform of transportation, the distancetravelled, the safety
precautionstaken, etc. If adeclaration ismadewithin 30 daysof the policy'sexpiration,
the premium can be adj usted depending on the actual cash carried throughout the
courseof theyear.

. INTEXT QUESTIONS 4.1

1.  Thepremiumfor burglary policy dependson

a Natureof insured policy
b) Mora hazard of theinsured himself
¢) Congtructionand location of the premises
d) All of theabove
2. Whichof thefollowingisexclusionunder burglary insurance?
d Larceny
b) Theft by employeesor family members
C) Lossthat arecoveredby fireor plateglasspolicy
d) All of theabove

Module-3
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3. Whichof thebelow iscovered under amoney insurance policy?
a) Shortagedueto error or omission
b) Lossof cashfrom one'spremisesdueto burglary
c) Lossof money that hasbeen entrusted to other than authorized person
d) Riotdrikeandterrorism
4.  Money insurancepolicy iscovered under which of thefollowing sections?
a Trangt Section
b) PremisesSection
c) Noneof theabove

d) All of theabove

4.2.3 Fidelity Guarantee | nsurance

Companiesexperiencefinancial lossasaresult of what arereferred to as"white collar
crimes," such asemployeefraud or dishonesty. Employersare protected by fidelity
guaranteeinsurancefromfinancia lossbrought on by employeefraud or dishonesty,
including forgery, embezzlement, larceny, misappropriation, and defaullt.

Coverageunder Fidelity Guaranteel nsurance

Cover isgranted against adirect pecuniary lossand does not include consequential
losses.

a  Thelossshould beinrespect of moneys, securitiesor goods
b)  Theact should be committed in the course of the duties specified;

c)  Thelosshasbediscovered within 12 monthsof expiry of thepolicy or death
retirement resignation or dismissal of theemployee, whichever isearlier

d) Nocoverisprovided in respect of adishonest employee who has been re-
employed

Typesof Fidelity Guar antee Policy
Therearevarioustypesof fidelity guarantee policies, asdiscussed below:
a) Individual Policy

When only one personisrequired to beensured, thiskind of policy isemployed.
Itisnecessary to specify the employee'sname, title, and guarantee amount.
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b)

d)

CollectivePolicy

Thispolicy includes aschedul e detailing the empl oyees namesto whom the
guarantee applies, anotation on each employee'srespongbilities, and distinct
individua quantitiesguaranteed.

Floating Policy or Floater

Thenamesand responsibilitiesof the peoplewhowill beinsured areincludedin
ascheduleof thispalicy, but therearenoindividua guarantees, instead, acertain
amount of guaranteeis"floated" over theentiregroup. Therefore, aclam against
any oneemployeewill lower thefloated guarantee, unlesstheorigind amountis
restored by paying an additional premium.

PositionsPolicy

Thisissimilar to acollective policy, with the exception that the nameisnot
mentioned and only the schedule spellsout " positions” that areto be guaranteed
for agivenamount.

Blanket Policy

Thispolicy appliestodl employeeswithout identifying them by nameor position.
Theinsurersdon't makeany inquiriesregarding the personnel . Such procedures
areonly appropriatefor an enterprisewith as zableworkforceand the organi sation
conductsadequate background checksonal new hires. Intheevent of aclaim,
thereferencesthe employer collectsmust be made availabletotheinsurers. The
policy isonly givento reputablelarge organisations.

Premium

Thetype of business profession, the employee's status, the check-and-supervision
system, andtherate of premium aredl factors.

4.2.4 Bankerslndemnity Insurance

Thiscomprehensive cover wasdrafted for the banks, NBFCsand other institutions
who dedl with operationsinvolving money, considering the specia risksfaced by them
regarding money and securities.

Coverageunder Bankerslindemnity I nsurance

Therearedifferent variationsto this policy based on the requirement of banker.
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a)  Money securitieslost or damaged whilst withinthe premisesduetofire, burglary,
riot and strike.

b) Losssufferedduetoany causewhatsoever including negligenceof theemployees,
when the property is carried outside the premisesin the hands of authorized
employees.

c)  Forgery or ateration of cheques, drafts, fixed deposit receiptsetc.

d) Dishonesty of employeeswith referenceto money/securities or in respect of
goods pledged.

€)  Digpatchesby registered post parcels.
f) Dishonesty of appraisers.

g  Moneylostwhileinthehandsof agentsof thebank like" JanataAgents’, " Chhoti
BachatYojanaAgents'.

Sincetheinsuranceisprovided onadiscovery basis, it will apply to any period during
whichalossisdetected rather than just thetime during which it occurred. However, a
cover ought to have been therewhen theloss actually happened.

Only lossesthat occurred within the previoustwo years of the date of discovery are
typically covered, if theinsurance coverage was continuousfromthe earlier datethe
lossoccurred.

Important exclusons

a  Tradinglosses

b)  Negligence

c)  Softwarecrimesand

d) Dishonesty of thepartners/ directors
Suminsured

Thesuminsured, whichwouldtypically float over thefirst five sections, must befixed
by the bank. "Basic suminsured” iswhat thisisknown as. Additionally, the policy
permitsasinglemandatory and autometic reinstatement of the sum insured by payment
of anadditiona premium.

Rating

The premium cal cul ation isbased on:
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a)
b)
©)
d)

Basicsuminsured
Additiona suminsured
Number of staff

Number of branches

4.2.5 Jeweller's BlockPolicy

Indiahasbecomeamajor trading hub for jewel lery, particularly diamonds, in recent
years. Raw diamondsfromimportsare polished, cut, and exported. It coversal risks
for ajewdler whoseline of work isselling high-valueitemsin limited quantities, such
asjewellery made of gold and silver, articles set with diamonds and precious stones,
wristwatches, etc. Thetrade entail skeeping big quantities of these pricey commodities
on hand and transporting them between locations.

Coverage of Jeweller'sBlock Policy

Jewelersblock policy coverssuchrisks. It isdivided into four sections. Coverage
under Section 1iscompulsory. Theinsured can avail of other sectionsat her option.
It'sapackage policy.

a)

b)

d)

Section |: Coverslossof or damageto property whilstinthe premisesinsured,
asaresult of fire, explosion, lightning burglary, house-breaking, theft, hold-up,
robbery, riot, strikesand maliciousdamageand terrorism.

Section |1: Coverslossor damagewhilst the property insured isinthe custody
of theinsured and other specified persons.

Section I11: Covers loss or damage whilst such property is in transit by
registered insured parcel post, air freight etc.

Section 1V: Provides cover for trade and office furniture and fittingsin the
premisesagainst the perilsspecifiedin Sectionl|.

Each sectionisseparately rated for cal culating premium.

Important Exclusons

a)
b)

©)

Dishonesty of agents, cutters, goldsmiths,
Property kept during public exhibition

Lost whilst beingworn/ carried for personal purpose
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d) Property not kept in safe outside businesshours

€)  Property keptindisplay windowsat night

f) Lossduetoinfidelity of employeesor membersof theinsured family isnot
covered.

Fidelity guarantee cover should a so betaken by theinsured for full protection.

Premium

Based onthe meritsof each case, risksare graded. Different premium ratesare used
for each sector, and there are discountsfor thingslike aprivate strong room, around-
the-clock watchman, aclosed-circuit TV system, and other safety measures.

Type Types Risk Exclusons |Premium |Extensions
of policy coverage
Burglary | Cash Lossof Theft by Natureof |Riot, strikes
Insurance |cover property employees, |insured and
* First Loss | following family property, | terrorism
Insurance | actud members  |themord | risks
forcibleand | or other hazard of
violententry | persons theinsured
intothe whoare himsdf,
premises lawfullyon | congtruction
damageto | thepremises, |andlocation
insured nor doesit | of premises,
property or | cover larceny | sefety
premisesby |orordinary | measures
burglars theft. (eg.
Italso watchmen,
excludes burglar
lossesthat | darm),
arecovered |previous
by afireor |dams
plateglass | experience
policy. etc.
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Type Types Risk Exclusons | Premium | Extensions
of policy coverage
Money |Coverthe |Thepolicy | Shortagedue | Dishonesty | Cashcarrying
Insurance |lossesthat | normaly toerroror | of persons | ligbility of the
may occur | provides omisson carryingcash| company at
whilecash, | cover Loss Riot, strike | any onetime,
cheques/ | under two of money that| and the mode of
postal sections hasbeen terrorism | conveyance,
orders/ a) Trangt entrustedto | risks distance
postal section other than Disburse- | involved,
samps b) Premises | authorized | mentrisk, | sfety
arebeing | section personand | whichisthe | measures
handled Riotstrike | losssuffered taken etc.
andterrorism| during
payment of
wagesto
employees
Fiddity |eIndividud | Insurance » Conse- Typeof
Guaranteg policy- indemnifies | quentid business
Insurance | * Collective| employers | losses occupation,
policy agangthe |+ Nocoveris | statusof the
*Hoating |finencdloss | providedin | employee,
policyor |sufferedby |respectofa |thesystem
floater- themdueto | dishonest of check
* Positions | fraud or employee and
policy dishonesty | whohas upervison
*Blanket | of their beenre-
policy employess | employed
byforgery,
embezzlement
larceny,
misappro-
priationand
default.
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Type Types Risk Exclusons |[Premium [Extensions
of policy coverage
Bankers |Money This Trading Bascsum
Indemnity | securities | compreh- | losses insured
Insurance | lost or ensvecover | Negligence | Additiond
damaged |wasdrafted | software suminsured
Loss for the crimesand | Number of
uffered banks, dishonesty | qaif
due NBFC'sand| of the Number of
toneglig- other partners/ branches
enceof the |inditutions | directors
employees, | whoded
Forgery or | with
dteration | operations
of cheques, |invalving
draftsfixed | money,
deposit congdering
receipts thespecia
Dishonesty | risksfaced
of employ- | bythem
eesDigpat- | regarding
chesby money and
registered | securities.
post parcels.
Dishonesty
of appraisers
Jeweller's| Sectionl | Coversloss | Dishonesty | Sectionwise | Sectionll
Block Sectionll | of or of agents, Sectionl||
Policy Sectionlll | damageto | cutters, Section 1V
SectionlV | property goldsmiths,
whilstinthe | b) Property
premises kept during
insured, asa | public
result of fire, | exhibition
exploson, |c)Lostwhilst
lightning
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Type Types Risk Exclusions | Premium | Extensions Non-Lifelnsurance
of policy coverage
burglary, beingworn/
house- carriedfor
breaking, personal
theft,hold- | PuUrpose
up, robbery, | d) Property Notes
riot, srikes | notkeptin
and safeout side
mdicious business
damageand | hours
terrorism. e) Property
keptin
display
windowsat
night
f) Lossdue
toinfiddlity of
employees
or members
of the
insured
family isnot
covered.

Table26.1: Overview of Miscellaneous|nsurance

. INTEXT QUESTIONS 4.2

1.  Fiddity guaranteeinsuranceindemnifies

a Employersagainst thefinancia loss suffered by them due to fraud or
dishonesty of their employees

b) Employeesagainst the financial loss suffered by them due to fraud or
dishonesty of their employer

c) Employeesand employersagaing thefinancial losssuffered by them dueto
fraud or dishonesty of third party

d) Shareholdersagainst thefinancial loss suffered by them dueto fraud or
dishonesty of the company management
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2.

Which of thefollowingisafiddity guaranteeinsurance policy?

a) PogtionsPolicy

b) BlanketPolicy

c) CollectivePolicy

d) All of theabove

Which of thebelow can be covered under abankersindemnity insurancepolicy?
a Money securitieslost or damaged whilst withinthe premisesduetofire
b) Forgery or ateration of cheques

c) Dishonesty of employeeswith referenceto money

d) All of theabove

The premium cal culation for bankersindemnity insurance policy isbased on:
ad Bascsuminsured

b) Number of staff

c) Number of branches

d) All of theabove

In caseof aJeweler's Block Policy, damageto property insured whenitisin
trangit by registered parcel will be covered under

a Sectionl

b) Sectionll

c) Sectionlll

d) SectionlV

Which of thefollowingisan exclusion under Jewe er'sBlock Policy?
a) Dishonesty of agents, cutters, goldsmiths,

b) Property kept during public exhibition

C) Lostwhilstbeingworn/ carried for persona purpose

d) All of theabove

Open Vocational Educational Programme



MISCELLANEOUSINSURANCE (PART - 2)

©-| WHAT YOU HAVE LEARNT

Burglary insuranceisdesigned for commercia buildingslikefactories, stores, offices,
warehouses, and go-downsthat could have valuableslike cashlocked upin asafe
that could be stolen. The purpose of amoney insurance policy isto provide coverage
for any potential lossesthat may arisefrom handling cash cheques, postal orders, or
postage stamps. A money insurance policy offers protection under the transportation
and premises sections. The hazards associated with transferring costly things between
different locationsin big quantitiesare covered by the jewellersblock policy. The
JewelersBlock Policy hasfour distinct sections. Employersare protected by fidelity
guaranteeinsurancefromfinancia lossbrought on by employeefraud or dishonesty,
including forgery, embezzlement, larceny, misappropriation, and default. Individual
policies, collectivefloating policies, positiona policies, and blanket policiesareafew
examplesof fidelity guarantee policy types. A comprehensiveinsuranceplancaleda
"bankersindemnity policy" was created for banks, NBFCs, and other organisations
that deal with financia transactions, taking into account the uniquerisksthat concern
money and securitiesthat they face.

ml!lll»

TERMINAL QUESTIONS

o)

1.  DescribeBurglary Insurance. Also mention thetypesof risk coverage.
2. ExplanBanker'sIndemnity insuranceindetail.
3. ExplainJeweer'sBlock insurancein detail.
4. DescribeFiddity GuaranteelnsurancePolicy.

5. ExplainMoney Insuranceand itscoverage.

‘E‘I ANSWERS TO INTEXT QUESTIONS

4.1
1. (d) Alloftheabove
2. (d) Alloftheabove
3. (b) Lossof cashfromone'spremisesdueto burglary
4. (d) Allof theabove
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4.2

6.

4,
5

@

()
()
()
(©
()

Employersagainst thefinancia losssuffered by them dueto fraud or
dishonesty of their employees

All of theabove
All of theabove
All of theabove
Section |

All of theabove

@ LEARNING OUTCOMES

After studying thischapter, youareable:

® Toexplaintheconcept of burglary insurance, money insurance, fiddity guarantee
insurance, banker'sindemnity insurance. Jeweler'sblock policy totheclient.
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5.0 INTRODUCTION

Therisksfaced by commercia or business companiesor businessesthat operatein
or deal with avariety of goodsand serviceswere covered in the previous chapter by
varioustypesof insurance products. Inthischapter, well look at someof thedifferent
insuranceoptionsavailableto protect againgt therisksexperienced by asmilar ssgment.
You will havethe opportunity to discover engineering insurance and itstypes.

5.1 OBJECTIVES

After reading thislesson, youwill beableto:
® Explanvarioustypesof engineeringinsurance
® Discussindetail the coverage, purpose, of each engineering policy

® Discussindetail thebasisof premiumand extensionsof each engineering policy

5.2 ENGINEERING INSURANCE

A divisonof generd insurance called engineering insurancegrew concurrently withthe
expans on of fireinsurance. Itsemergence can belinked to therise of industry, which
emphasi sed the requirement for adistinct cover for equipment. Engineering projects
werea so given the concept of al risks cover, which coversdamage from any cause
unlessitisspecifically excluded. Theitemscovered arange of phases, from building
through testing to plant startup. Both largeand small industria unitsarethe clientsof
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thisinsurance. Thisalso appliesto buildingswith e ectronic equipment and businesses
hiring big-project contractors.

Let usbriefly consider the Typesof engineeringinsurance policiesthat fall under this
typeof insurance

[— ContractorsAll Risks(C.A.R.) Palicy

ContractorsPlant & Machinery (C.P.M.) Palicy

Errection All Risks(E.A.R.) Policy

Machinery Breakdown Policy (MB)

Boiler and PressurePlant Policy

Machinery L ossof Profits(MLOP) Policy

Deterioration of Stock Policy

Electronic Equipment Policy

AdvanceL ossof Profit Cover (ALOP) or Delay in
Sart-up Palicy (D.S.U.)

Mainstreaming Blockchain

Y ()Y (Y (Y (Y (Y () () (]
—J —J U uJ o

Figure5.1: Typesof Engineering Insurance
1.  ContractorsAll Risks(C.A.R.) Policy

Thisisintended to safeguard theinterests of principa sand contractorsworking
oncivil engineering projectsof al szes, from small sructuresto enormousdams,
structures, bridges, tunnels, etc. The policy includesa”All Risk" cover, which
offerspprotection against any unexpected loss or damageto theinsured property
at thecongtruction site. Third party liability and other hazards may beadded to
this. Thetypeof premium that will be charged dependson the project'snature,
cost, duration, location, and testing time.
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2.

ContractorsPlant & Machinery (CPM) Policy

Ideal for protecting varioustypesof construction-related machinery, such as
cranesand excavators, from abrupt, unforeseen physical lossor damagedueto
any reason, including:

a Burglary, theft, R.SM.D.T.

b) Fireandlightning, external explosion, earthquake and other Actsof God
perils

c) Accidental damagewhileat work dueto faulty manhandling, dropping or
fdling, collgpse, collisonandimpeact; can beextended for third party damage.

The premium isbased on the equi pment'stypeand theenvironment inwhichit
operates. The cover isfunctiona whether theequipmentisinuse, inactive, being
disassembled for cleaning, overhaul, or reassembling thereafter. Theinsurance
also appliesif theitemsareat the contractor's property.

Erection All Risks(EAR) Policy

Another namefor thisapproachisthe Storage-cum-Erection (SCE) palicy. Itis
appropriatefor the project'sprincipal or contractorswhen equipment isbeing
assembled becauseit isexposed to several threatsfromthe outside. Thisisa
completeinsurance coveragethat coversany unforeseen event beginning with
theunloading of materia sat the project siteand continuing through thecomplete
project period, including testing, commissioning, and project handover.

Thetypeof premiumthat will be charged dependson the project'scogt, duration,
location, and testing time. A marine cover can be offered simultaneously with
theerection policy if necessary to provide coveragefor thetoolsand supplies
during thetransit phase until they are delivered at the construction site.

Machinery Breakdown Policy (MB)

Every industry that usesmachinesand where abreakdown in equipment could
have mgjor repercussionsshould usethispolicy. Generators, transformers, and
other el ectrical, mechanica, and lifting equipment are covered by thispolicy.

The policy covers unexpected and sudden physical damage to the insured
property caused by mechanical or eectrical breakdown from any cause (subject
to excluded risks):

a Whileitisat work or at rest.

b) Whilebeing dismantledfor cleaning or overhauling
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¢) Duringcleaning or overhauling operationsand during reassembly theregfter.
d) Whenbeingshiftedwithinthepremise.

Thereinstatement or replacement val ue of each piece of machinery issubject to
premium. It isrecommended toinsurethe entiremachine. Thetypeof machine,
theindustry inwhichitisutilised, anditsworth all affect rates. Discountsare
provided based onthingslikestand-by facilities, replacement partsavailability,
andclamshigtory.

. INTEXT QUESTIONS 5.1

1

Which of thefollowingisnot abasisof charging premium under Contractorsall
Risk Policy?

a) Natureof theproject

b) Geographiclocation

c) Periodof testing

d) Salariesof theworkers

Thecover for Erection All Risks (EAR) Policy startsfrom:

a Beginningwiththeunloading of themateridsat the project Steand continuing
throughout the duration of the project until the project is tested,
commissioned, and handed over.

b) Only during construction period
¢) Onlyduring Testing period
d) Noneof theabove

Machinery Breakdown Policy (MB)policy covers unexpected and sudden
physical damageto theinsured property caused by mechanical or electrical
breakdown from any cause (subject to excluded risks):

a Whileitisat work or at rest.

b) Whilebeing dismantledfor cleaning or overhauling
¢) Whenbeingshiftedwithinthepremise.

d) All of theabove
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4.

Which of thefollowing perilsare covered under Contractors Plant & Machinery
(CPM) Palicy?

a Burglary, theft, R.SM.D.T.
b) Fireandlightning, externa explosion, earthquake

c) Accidental damagewhileat work dueto faulty manhandling, dropping or
faling, collapse, collisonand impact

d) All of theabove
Boiler and PressurePlant Policy
Thiscoversboilersand pressurevessels, againgt:

a) Damage, other than by fire, totheboilersand/ or other pressure plant and
to surrounding property of theinsured; and

b) Legd liability of theinsured on account of bodily injury to the person, or
damageto the property, of third parties, caused by explosion or collapse
duetointernal pressuresof such boiler and/ or pressure plant.

Sincefirepolicy and boiler insurance policy aremutualy exclusive, for adequate
cover, both the policiesneed to be taken. Suminsured under all Engineering
Policiesshould bethe current replacement value.

Machinery L ossof Profits(MLOP) Policy

Thispolicy isappropriatefor sectorsof theeconomy wherede aysor interruptions
brought on by boiler explosions or machinery breakdown result in significant
consequential losses.

Thiscoverage coversthelossof earningsincurred dueto adeclinein turnover
and anincreasein labour costsduring theinterim wherethereisasignificant
time lag between the breakdown or loss and the restoration. The business
interruption policy following afirepolicy losshasthe sameterms, conditions,
and coverage asthe businessinterruption policy.

Deterioration of Stock Policy

Thisinsuranceisappropriatefor either ts-heindividual or cooperative society
who ownsthe cold storagefacility or for thosewho rent or leaseit out for the
storage of perishable goods. The insurance protects against the risks of
deterioration and contamination brought on by the breakdown of refrigeration
equipment and machinery, aswell asagainst temperatureincreases and abrupt,
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unantici pated refrigerant escapesinto cold storagerooms.
Electronic Equipment Policy

Thiscontainsavariety of electronic devices, such asthefull computer system
withthe CPU, keyboards, displays, printers, UPS, and system software, among
other components. Auxiliary devicesincluding heating, cooling, and power
conversion area so covered.

Thispolicy combinesafire policy, apolicy for machinery, and apolicy against
theft. The coverage covers unforeseen events such as defective design (not
covered by awarranty), theresultsof natura phenomena, defectivefunctionaity
caused by voltage fluctuations, impact shock, etc., as well as burglary,
housebreaking, and theft.

The policy is available to the owner, lessor or hirer, depending upon the
responsibility or liability in each case. It hasusually three sectionsthat cover
varioustypesof |osses:

a) Section 1: Lossand damageto equipment

b) Section 2: Lossand damageto externa datamedialike computer external
hard disks

€) Section 3: Increased cost of working - to ensure continued data processing
on substitute equipment upto 12, 26, 40 or 52 weeks.

AdvanceL ossof Profit Cover (ALOP) or Delay in Start-up Policy (D.S.U.)

This addresses the financial repercussions of project delays brought on by
unavoidabledamages. It isappropriatefor theinsured who losesthe projected
incomeaswell asfinancial ingtitutionswho haveaninterestinthe project. Itis
released in advance of the project's actual start date as an extension to the
EAR/CAR Policy.

Thepolicy also coversfinancial lossesintheform of ongoing costssuchterm
loan interest, debentures, wages and salaries, etc. aswell ason the projected
net profit that the company would have been ableto makeif it had opened on
time

Premium rating is based on anumber of important elements aswell asthe
availability of reinsurance support. Additionally important considerationsin

determining the premium to be paid are the projected gross profit or turnover
and theindemnification duration.
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10. Industrial All RisksInsurance

Thelndugtrid All RisksPolicy was created to provide comprehensive coverage
for industria buildingsthroughout India, including storage and manufacturing
facilities. It offersprotection from property damage and businessinterruption.

Typicaly, theinsurance coversthefollowing:

a) Fireand specified perilsasper fireinsurance practice,

b) Burglary (exceptlarceny)

c) Machinery breakdown/ boiler explosion/ eectronic equipment

d) Businessinterruptionfollowing operation of perilsmentioned above

When compared to the coverage offered by separate operational plans, the policy
givesthe broadest breadth of coverage. The policy's premium costsare determined
by theleve of coverage chosen, past claim history, the choice of deductibles, therisk

assessment report for MLOP, etc.
Basis/ Type | Designed Risk Premium Extensions
of for Coverage charged
engineering based upon
policy
Contractors | Contractors AllRIK" Natureof the | Thirdparty
All Risks andprincipas | cover project, the liability and
(CAR) engagedin provides project cost, | other
Policy avil indemnity the project exposures
enginering agangany period,
projects suddenand geographic
(buildings, unforeseen locationand
massvedams, | lossordamage | theperiod of
buildings, that occursto | tedting.
bridges, property
tunnels,etc) insured at the
congtruction
gte
Contractors | Contractors * Burglary, Typeof *Expressfreight
Plant & involvedin theft, equipmentand | (excdudingair
Machinery condruction RSM.D.T. the freight),
* Fireand
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Basis/ Type | Designed Risk Premium Extensions
of for Coverage charged
engineering based upon
policy
(CPM) businessfor lightning, location at ovetimeand
Policy coveringdl externd whichit holiday rates
kindsof explosion, operates of wages
mechinery like | earthquake «Airfreight
cranes, and other Acts e OWner's
excavetors, of God perils surrounding
from * Accidenta property
unforeseen damagewhile «Clearanceand
and sudden atwork dueto remova of
physical loss | fauity debris
or damage manhandling, « Additional
dropping or customsduty
feling, « Escalation
collapse, « Third party
collisonand Lizhility
impact; canbe «Act of
extended for terrorism
thirdparty « Earthquake
damage.
ErectionAll | Principa or Any sort of Natureof the | *Earthquake
Risks (EAR) | contractorsof | contingency project, the  Act of
Policy aproject rightfromthe | cogt,the terrorism
whereasplant | momentthe project * Escdation
andmachinery | materidsare | period, e Limited
isbeing unloaded at geographic maintenance
erectedasitis | theprojectste | location,and | cover
exposed to andcontinues | theperiodof | « Extended
vaious duringthe testing maintenance
externd risks. | entireproject cover
period until *Clearanceand
remova of
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Basis/ Type | Designed Risk Premium Extensions
of for Coverage charged
engineering based upon
policy
theprojectis debris
tested, « Damageto
commissioned owner's
and handed surrounding
over property-
* Third party
Ligility
Machinery Everyindustry | sPryscddamege | Reingtatement/ | « AirFreight
Break down | which bymechanicd | replacement *Expressaght
Policy (MB | operateson or electrica vaueof (exdudingAir
machinesand | breakdownby | individud Freight),
forwhom any cause meachinery, Overtimeand
breakdownof | (subjectto Typeof HolidayWages
plantand excepted meachine; e Insured's
machineryis | risks) tothe theindustry Own
of serious insured inwhichitis Surrounding
consequence. | property: usedandits Property-
(machinedike | «Whileitisat | vaue * ThirdParty
generators, work or atrest Lighility
transformer * Whilebeing
and other dismantledfor
electrica, cleaningor
mechanicd overhauling
andlifting Duringdeaning
equipment) overhauling
operationsand
or during
reassembly
theresfter.
* When being
shiftedwithin
thepremise.
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Basis/ Type | Designed Risk Premium Extensions
of for Coverage charged
engineering based upon
policy
Boiler and Covershboilers | « Damage, Typeof Expressfreight
Pressure andpressure | otherthanby | Bgilerand (exduding
Plant Policy | vess fire, tothe Ageof Boiler. | airfreight),
boilersand/ Overtimeand
or other Holidayrates
pressure plant of wages.
andto Airfreight
surrounding . Owner's
property of Surrounding
theinsured;
and Property\
« Lega liability LIT;;EyPa”y
of theinsured «Additiond
on account of
bodilyinjury to Customs Duty
the person, or
damagetothe
property, of
third parties,
caused by
explosonor
collapsedueto
internd
pressures of
suchboiler
and/ or
pressure plant.
Machinery Indudtries Thispolicy s AnnualGross | Terrorism
L oss of where compensates | Profit
Profits interruptions | forthelossof | Timerequired
(MLOP) or delaysasa | profitsduring | for repair/ or
Policy result of theintervening | replacement
mechinery period due of equipment
breakdown * Spareparts
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Basis/ Type | Designed Risk Premium Extensions
of for Coverage charged
engineering based upon
policy
or boiler toreductionin | availability and
exploson turnoverand | griticality of
resultinhuge | INCreasein equipment-
conseguential | costof « Indemnity
losses. working. Period
Deterioration | Owner of the | ¢ Riskof Averageprice | ¢ Declaration
of Stock coldstorage | deterioration | of stock of Policy for12
Policy (individud or | and last 12 months | Months
acooperative | contamination * Accidental
society) or following falureof
thosewho breakdown of Public
takethecold | the dectricity
storageon refrigeration Supply
leaseor hire plant and
for storageof | machinery
perishable Alsodueto
commodities | risein
temperature
* Sudden and
unforeseen
escape of
refrigerants
intothecold
storagerooms.
Electronic Owner, lessor | » Lossand Vaue nature | Terrorism
Equipment or hirer damageto and use of
Policy equipment eguipment
 Lossand induding
damageto maintenance
external data | agreement and
medialike provisionsof
computer equipment.
externalhard
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Basis/ Type | Designed Risk Premium Extensions
of for Coverage charged
engineering based upon
policy
disks
eIncreased
cost of
working -to
ensure
continued data
processing
onsubdtitute
equipment
upto 12,26,
40 or 52
weeks.
Advance Insuredwhois | Fnancd Anticipated EAR/CAR
L oss of deprived of consequences | grossprofitor | Policy
Profit Cover | theanticipated | of aproject turnoverand | beforethe
(ALOP)or earningand beingddayed | theindemnity | actud
Delay in thefinancid because of period commencamant
Sart- up inditutionsto | accidenta of project.
Policy theextent of damages
(D.S.U.) theirinterestin | duringthe
the project. project
Industrial All | «Fireand *Fireand  Cover * Architects,
Risks Specified specifiedperils | opted,clams | surveyors
Insurance perilsasper asper fire experience, andconaulting
firensurance | insurance and engineers fees
practice, practice, deductibles * Omissionsto
* Burglary *Burglary opted, risk insure
(except (except assessment additions
larceny) larceny) report for dterations
» Machinery * Machinery ML OPetc. .
Temporary
remova of
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Basis/ Type | Designed Risk Premium Extensions

of for Coverage charged

engineering based upon

policy
breakdown/ | breskdown/ stock Clause
boiler boilerexploson * Debris
explosion/ / electronic Remova
gectronic equi pment- Clause
equipment * Business * Escdation
* Business interruption Clause-
interruption following * Earthquake
fallowing operation of o Actof
operation of perilsmentioned terrorism
perils above
mentioned
above

Table5.1: Engineering policiesin brief

. INTEXT QUESTIONS 5.2

1. Ddayinstart-up policy isalsoknownas

a Machinery Lossof Profitscover

b) AdvancelLossof Profitscover

c) ContractorsAll Risk cover

d) ContractorsPlant & Machinery cover

2. Whichof thefollowingisnot covered under Industrial All Risksinsurance?

a) Fireand specia perilsasper fireinsurance practice

b) Larceny

c) Machinery breakdown

d) Electronicequipment
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3.

6-

Which policy issuitablefor industrieswhereinterruptionsor delaysasaresult
of machinery breakdown or boiler explosionresult in huge consequential losses?

a Machinery Breakdown Policy (MB)

b) ErectionAll Risks(EAR) Policy

¢) Machinery Lossof Profits(MLOP) Policy
d) Boilerand PressurePlant Policy

Which section of Electronic Equipment Policy coverslossand damagetoexternd
datamedia?

a Sectionl

b) Section?2

C) Section3

d) Noneof theabove

Which of thefollowing policy will cover potatoes stored inacold storage?
a Machinery Breakdown Policy (MB)

b) Boiler and Pressure Plant Policy

c) Deterioration of Stock Policy

d) Electronic Equipment Policy

What isthe basis of premium to be charged for an Advance Loss of Profit
Policy (ALOP)?

a Anticipated grossprofit or turnover and theindemnity period
b) Typeof machine; theindustry inwhichitisused anditsvalue.
c) Natureof the project and replacement cost

d) Noneof theabove

WHAT YOU HAVE LEARNT

The ContractorsAll Risks(C.A.R.) Policy isintended to safeguard the interests of
contractorsand principasinvolvedin civil engineering projects, including thoseinvolving
largedams, structures, bridges, tunndl's, and other structuresaswell asminor buildings.
Storage-cum-Erection (SCE) policy isanother namefor the ErectionAll Risks(EAR)
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policy. Itisappropriatefor the project'smain or contractorswhen equipment isbeing
assembled because it is exposed to several threats from the outside. The type of
premium that will be charged depends on the project's cost, duration, location, and
testingtime. Every industry that usesmachinesand for whom the breakdown of plant
and machinery hasmgj or repercuss ons should usethe Machinery Breakdown Policy
(MB).

Industrieswhose delays or disruptions brought on by boiler explosionsor broken
machinery are most suited for the Machinery Lossof Profits(MLOP) Policy. The
owner of the cold storage (anindividual or acooperative society) or thosewho rent or
hire the cold storage for the storage of perishable goods might benefit from the
Deterioration of Stock Policy. Financia repercussionsof aproject being delayed due
to accidental damages during the project are covered by Advance Loss of Profit
Cover (ALOP) or Delay in Start-up Policy (D.S.U.). Itisappropriatefor theinsured
wholosesthe projected incomeaswel | asfinancia ingtitutionswho haveaninterestin
the project. It wasintended for the Industrial All Risks Policy to cover industrial
properties, including both manufacturing and storagefacilities, anywherein Indiaunder

onepoalicy.

ml!lll»

TERMINAL QUESTIONS

o)

=

Explainthe purpose and risk coverage of thefollowing Engineering Insurance
policies

a) ContractorsAll Risks(C.A.R.) Policy

b) ContractorsPlant & Machinery (CPM) Policy

¢) Machinery Lossof Profits(MLOP) Policy

d) AdvancelLossof Profit Cover (ALOP) or Delay in Start-up Policy (D.S.U.)
2. Explainthepurposeand bassof premiumfor thefollowing Engineering Insurance
policies.

a) ErectionAll Risks(EAR) Palicy

b) Machinery Breakdown Policy (MB)

c) Boailerand PressurePlant Policy

d) Electronic Equipment Policy
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3. Explaintherisk coverageand extensionsof thefollowing Engineering Insurance

policies

a)
b)
©)
d)

ErectionAll Risks(EAR) Policy

Machinery Breakdown Policy (MB)

Electronic Equipment Insurance

Industrial All RisksInsurance

‘E ANSWERS TO INTEXT QUESTIONS

5.1

5.2

4,
5

6.

©
@

()
()

(b)
(b)
(©
()
©
@

Saariesof employees

right from themoment the materialsare unloaded at the project site
and continuesduring theentire project period until the project istested,
commissioned and handed over

All of theabove
All of theabove

Advance Lossof Profitscover
Larceny

Machinery Lossof Profits
Section 2

Deterioration of Stock Policy

Anticipated gross profit or turnover and theindemnity period

@ LEARNING OUTCOMES

After studying thischapter, youareable:

® Toexplainvarioustypesof engineeringinsuranceincluding their coverage,
purpose, basisof premium and extensionsof each paolicy.
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6.0 INTRODUCTION

Inthe previous chapter, therisk exposures encountered by commercial or business
enterprisesor firms, manufacturing facilitiesthat engagein or deal with avariety of
manufacturing, and other commercia activitieswerediscussed. Liability insuranceand
marineinsurancewill be discussed in thischapter. Youwill beableto learn about the
many typesof liability insuranceand marineinsurance.

6.1 OBJECTIVES

After reading thislesson, youwill beableto:
® Explanvarioustypesof marineinsurance.
® ExplanDifferent typesof marinepolicies

® Explantermsand conditionsunder Inland Cargo Clause, Inland Trangit Clause
Clauses

® Explanvarioustypesof liability insurancepolicies

6.2 MARINE INSURANCE

Marineinsuranceisclassified into two types. marine cargo and marine hull

(Marinelnsurance)

(MarineCargo | ( MarineHull |

Figure6.1: Typesof Marinelnsurance
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1. MarineCargolnsurance

Although"marine’ may only refer to damagesfrom maritime (sea) mishaps, marine
cargo insurance covers much more. It offers protection against |oss or damageto
commoditieswhen they are being transported by road, rail, water, air, or registered
mail both domestically and abroad. Diamonds, household products, bulk goodslike
cement and cereals, over-dimensional cargoesfor projects, etc. areall examples of
possiblegoods.

Both domestic andinternationd trade benefit greatly from cargoinsurance. Most sales
agreements providethat the products must be protected against |oss or damage by
either the buyer or the seller. Depending on theterms of the purchase agreement,
either thesdller or the buyer of the goods (consignment) may insurethe cargo.

Thetermsof amarineinsurance policy must beuniversally applicable. Thisisdueto
thefact that it appliesto commoditiesthat aretravelling outside of national borders.
Accordingly, the coveringsare governed by international treatiesand other policy-
related terms.

Whilethe corepolicy contract comprisesbroad conditions, distinct clausesknown as
Ingtitute cargo Clauses are attached to specify the areaof coverage, exceptions, and
unigueexclusions(ICC). Thelnstitute of London Underwritersdrafted these.

a) Coverageunder MarineCargolnsurance

In essence, cargo policies protect the subject matter asit travelsfrom onelocationto
another. However, theinsured must waysexercisereasonablecautionin all Stuations
that are under hiscontrol. Thispolicy'sprimary characteristicisthat it isan Agreed
VauePoalicy. Except in caseswherefraud issuspected, the val uation was agreed upon
by theinsurer and theinsured. Thefact that the policy isfreely assignableisanother
digtinctivequdity.

Depending on theterms of the contract of sale, the coverage often beginswhen the
itemsleavethewarehouse at thel ocation stated in the policy and ends at the destination
named there.

Thetermsand conditionsapplicableare governed by either;
® InlandTransit Clause(ITC)A, B or Cforinlandtransit
® IndtituteCargo Clause(ICC) A, B, or Cfor voyageby sea

® IngtituteCargo (Air) Clause-A for transport by air
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InstituteCargo Clause (ICC)A, B, or C

Ingtitute Cargo Clause C grantsthe minimum cover, whichislossor damage dueto
accident tothevehicleor vessd carrying the cargo dueto:

I. Fireor explosion

ii.  Derallmentoroverturning of thevehicle

ji.  Stranding, grounding or sinking of thevessdl (in caseof ship)
iv.  Collisonwithanexternal object

Ingtitute Cargo Clause B iswider than C. Apart from the perilscovered in Cit al'so
coverslossor damagedueto:

I. Act of God (AOG) perilslike earthquake, vol canic eruption and lightning
ii.  Collapseof bridgesininlandtransit

ii.  Washingoverboard and dinglossin caseof oceantransit

iv.  Entry of water intothevessal.

Ingtitute Cargo ClauseA isthewidest cover asit coversall perilsof B and Candloss
or damage dueto any other risk except some exclusion specified such as:

I. L ossor damage duetowilful conduct of theinsured

ii.  Ordinary leakage, breakage, wear and tear or ordinary lossinweight/ volume
iii.  Insufficiency inpacking

iv.  Inherentvice

v. Ddays

vi.  Lossduetoinsolvency of owners

vii.  Nuclear perils

All inland, air, and sea clauses share these exclusions. For dealing in particular
commoditieslikecoal, bulk ail, tea, etc., thereare different clauses. By paying an
additiona fee, you can extend your marineinsurance coveragetoincludeterrorism,
war, strikes, riots, and other civil unrest. The only insurance category that provides
coverage against risks associated with war ismarine and aviation plans.
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Important

Riskscovered under amarine policy, under the standard policy form and under the
variousclausesattached to the policy broadly fall into three categories:

I. Marineperils,

ii.  Extraneousperilsand

jii.  War, gtrikeriot, civil commotionandterrorismrisks.
InstituteTransit Clause(ITC)A,B,or C

Inland Trangit Clauses, inIndia, areformul ated by the Tariff Advisory Committee. The
three main categoriesof Inland Transit Policiesare (1) Basic Cover, provided by the
Inland Transit (Rail/Road) Clause B; (2) All Risks Cover, provided by the Inland
Transit (Rail/Road) ClauseA; and (3) Fire Risksonly, provided by Inland Transit
(Rail/Road) ClauseC.

Basic Cover (ClauseA)

Risks Covered

All risksof lossof or damageto theinsured goods.
Basic Cover (Clause B)

Risks Covered

Physical lossof or damageto theinsured goodsby:
1. Fre

2 Lightning

3 Breakage of bridges

4.  Coallisonwithor by thecarrying vehicle
5. Overturning of thecarrying vehicle

6 Derailment or accident of like natureto the carrying railway wagon or vehicle
Basic Cover (Clause C)

Risks Covered

Physical lossof or damage caused by:

1. Fre
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2.

Lightning

Exclusions:

Exclusionsare gpplicableto all three setsof the clauses shown above. Theexclusions

ae

1. Loss, damageor expenseattributableto willful misconduct of the assured;

2. Ordinary leakage, ordinary lossinweight or volume, or ordinary wear and tear
of thecargoinsured;

3. Loss damageor expense caused by insufficiency or unsuitability of packing or
preparation of thecargoinsured (for the purpose of thisclause, Packing shall be
deemed toincludestowagein acontainer or lift-van but only when such ssowage
iscarried out prior to attachment of theinsurance or by the assured or their
servants)

4.  Loss, damageor expense proximately caused by delay eventhough thedelay
be caused by arisk insured against;

5. Loss, damageor expense caused by inherent vice or nature of the cargoinsured;

6.  War,civil war, revolution, rebelion, insurrection or civil strifearisng therefrom,
or any hostile act by or against abelligerent power;

7.  Capture, seizure, arrest, restraint or detainment and the consequencesthereof
or any attempt threst;

8.  Derdict mines, bombsor other derelict weaponsof war;

9.  Loss, damageor expense caused by strikers, locked out workmen or persons
taking part inlabour disturbances, riot or civil commotions;

10. Loss, damageor expenseresulting from strikes, lock-outs, |abour disturbances,
riotsor civil commotions;

11. Loss, damage or expense caused by any terrorist or any person acting froma
politica motive.

Extensions:

Thebasic cover may also be endorsed to cover extraneousrisks on payment of extra
premium, such as.-

Theft, Pilferageand Non-Delivery (TPND)
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® Ranwater damage
®  Freshwater damage

Strikes, Riotsand Civil Commotion risks (SRCC) may be added to both types of
coverson payment of extrapremium. War Risksin Inland Transit Policiescannot be
covered.

b) Different typesof marinepolicies

MarineCargo

Specific Policy Open Policy Open Cover Duty & Delayin
Increased Value start up

Figure6.2: Typesof Marine Cargo policies
i Specific Palicy

Thiscoverage appliesto asingle shipment. It isappropriate for the specific
voyage or trangit. It would be convenient for business ownerswho routinely
conduct import and export businessor ship packagesviainland trangtto arrange
insurancesunder specia contractslikethe open policy.

ii.  OpenPolicy

An open policy may be used for thetransportation of goodsinsidethe nation.
Thepoalicy isineffect for ayear, and theinsured isrequired to notify theinsurer
of all shipmentsduring that time as agreed upon on afortnightly, monthly, or
quarterly basis.

iii.  Open Cover

An open cover isgivento significant exportersand importerswho engagein
ongoing business. It outlinesthe conditions of coverage and premium costsfor
amarinedispatch transaction over the course of ayear. The open cover isnot
stamped and isnot apolicy. Each declaration isgiven acertificate of insurance
that has been properly stamped for theright value.

iv.  Dutyand Increased Valuelnsurance

If the value of the cargo increases asaresult of paying customsdutiesor an
increasein the market val ue of the products at the destination on the day of
arrival, thesepoliciesoffer additiona insurance.
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V.

Delay in Sart Up

A lot of insured people choose this coverage. Any loss or damage to the
equipment during shipment in the case of anew project may necessitate the
ordering of replacement equipment, delaying the project's completion and
resulting inlost earnings. Financial institutionsinterested intimely project
completionfor debt servicing would prefer thisrisk covered by aninsurance
contract, and the marine (cargo) insurance policy can be extended against
consequential lossdueto maritimedelays or smply - delay start-up.

Thepremiumisdetermined by thetype of commodities, theform of transhipmernt,
thetype of package, theroute of the voyage, and the history of prior claims.
Extended insurance policies, such asthosefor war risks (for cargo shipped
abroad), are subject to different rules.

MarineHull insurance

Theterm"Hull" refersto the body of aship or other water transport vessel. Hull
insurancea soincludesthefollowinginsurances:

i.  Inland vesselssuch asbarges, launches, passenger vesselsetc.
ii. Dredgers(Mechanized or non-mechanized)

jii.  FishingVessels(Mechanized or non-mechanized)

iv. SalingVessds(Mechanized or non-mechanized)

v. Jettiesand Wharves

vi. Vessdsinthecourseof construction

The ship owner hasan insurableinterest in both the ship and the freight that will be
earned during theinsurance period. The ship owner hasaninsurableinterest inthe
amount he spent outfitting the ship, including suppliesand stores, in addition to the
freight. Disbursementsarethe name givento these costs, which aretemporarily covered

by thehull palicy.

Important

Aviation I nsurance: Acomprehensivepolicy isaso availablefor aircraft which covers
lossor damagetotheaircraft asa sothelegd liability to third partiesand to passengers
arising out of the operation of theaircraft.

Module-3

Non-Lifelnsurance

Notes

Diploma in Insurance Services



Module-3

Non-Lifelnsurance

Notes

MARINE & LIABILITY INSURANCE

. INTEXT QUESTIONS 6.1

1

Which causegoverntherulesfor transit of goodsby sea?
a InlandTrangtClause(ITC)

b) Ingtitute Cargo Clause(ICC)

c) IndituteCargo (Air) Clause

d) Noneof theabove

Which of thefollowingisnot atype of marine policy?

a) SpecificPolicy

b) OpenPolicy

c) DeayinStart Up

d) SpecificStartup

Which causegoverntherulesfor transit of goodsby road (land)?
a InlandTrangtClause(ITC)

b) Ingtitute Cargo Clause(ICC)

c) IndituteCargo (Air) Clause

d) Noneof theabove

Which causegoverntherulesfor transit of goodsby sea?
a InlandTrangtClause(ITC)

b) Ingitute Cargo Clause(ICC)

c) IndituteCargo (Air) Clause

d) Noneof theabove

Which causegoverntherulesfor transit of goodsby air?
a InlandTrangtClause(ITC)

b) Ingtitute Cargo Clause(ICC)

c) IndituteCargo (Air) Clause

d) Noneof theabove
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6.3 LIABILITY POLICIES

Despite one's best efforts, accidents can still happen. This may cause damageto

one's property and injury to oneself, aswell aspossibleinjury to third personsand
damagetotheir property. Thoseimpacted by thiswould seek compensation for their
losses.

A manufactured and sold product defect that causesinjury to the consumer, such asin
the case of chocolates or pharmaceuticals, could also giveriseto aresponsibility.
Liability may also result from apatient receiving theincorrect diagnosisor treatment or
fromalawyer handling amatter inappropriately on behaf of aclient.

Inany of thesestuations, if apatient, consumer, or third party demanded compensation
for the claimed wrongdoing, it woul d necessitate paying compensation or coveringthe
costsassociated with defending the claimants legd actions. In other words, thereisa
loss of money asaresult of adebt. A civil court that considerstheissue of claimed
negligence or fraud woul d determine the existence of such aresponsibility and the
amount of compensation that must be paid. Such obligationsare covered by liability
insuranceplans.

Let uslook at someof theliability policies.
Satutory Liability

Thereare certain lawsor statuteswhich providefor the payment of compensation.
Thelawsare:

® PublicLiability InsuranceAct, 1991 and
® EmployeesCompensation Act 1923 amended in 2010

Insurance policiesareavailablefor protection inrespect of suchliabilities. Let uslook

at some of them.

Compulsory
Public

Public Liability
LiabilityPolic,  Poliey 5 ecsional

(Industrial/ Epe
Non-industrial FE2I
RIKS) | jability

Produrcts policies Lift(Third
Liability Party) Liability

Policy Insurance

Directors Emol .
o mployee's

Officerrs  Compensation
L|€bl||ty nsurance

Policy
Figure6.3: Typesof liability policies
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1

Compulsory PublicLiability Policy

ThePublic Liability InsuranceAct, 1991 imposesliability on nofault basison
thosewho handle hazardous substancesif athird party isinjured or hisproperty
is damaged during the course of such handling. The names of hazardous
substances and the quantity of each, islistedinthe'Act'.

The amount of compensation payable per person isfixed as shown below.
Compensation payable

Fatal Accident Rs. 25,000

Permanent Total Disability Rs. 25,000

Permanent Partid Disability % of Rs.25,000 basedon % of disability

Temporary Partial Disablement | Rs.1000 per month, maximum 3 months

Actua Medical Expenses Uptoamaximum of Rs.12,500

Actual damageto property upto | Rs. 6,000

The premiumishbased onthe AOA (Any OneAccident) limit and theturnover
of the client.Aspecial feature of this policy is that the insured has to pay
compulsorily an amount equal to the premium as contribution to Environment
Relief Fund. If large numbersof third partiesare affected and thetotal amount
of relief payableexceedsA.O.A. limit, the balance amount will be paid by the
fund.

PublicLiability Policy (Industrial / Non-industrial Risks)

Thistypeof policy coversliahilitiesresulting from theinsured's carel essnessor
fault that resultsin third-party property damage or personal injury (TPPI OR
TPPD).

Bothindustrial and non-industrial hazards, such asthoseaffecting hotels, movie
theatres, auditoriums, homes, offices, stadiums, godowns, and retail
establishments, are covered by separate policies. It addressesthe obligation
under Indian law to pay compensation for TPPI/TPPD, including theclaimant's
costs, fees, and expenses.

Thepolicy doesnot cover:

a) Productsliability b)  Poluionliability
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3. ProductsLiability Policy

Thelargerangeof products (such ascanned goods, aerated waters, medications,
injections, e ectrica appliances, mechanica equipment, chemicals, etc.) that are
produced and distributed to the general public today hasledto anincreasein
thedemand for productsliability insurance. A clam may bemadeif aproduct
flaw resultsin someone'sdesath, seriousphysical harm, disease, or even damage
to someoneel se'sproperty. Thisobligation of theinsured iscovered by product
liability insurance. Coverageisoffered for both domestic and internationd sales.

Notes

4.  Lift(Third Party) Liability Insurance

Thepolicy providesindemnity to ownersof buildingsin respect of liabilities
arising out of theuse and operation of lifts. It coverslegd liabilitiesfor:

a) Death/bodily injury of any person (excluding employeesof theinsured)
b) Damageto property (excluding insured'sown or employee's property)

The premium ratesdepend upon thelimit of indemnity, any one person, any one
accident and any oneyear.

5.  Professional Liability

Professiond indemnitiesareintended to give profess ona sinsurance protection
agang their potentia legd respongbility to pay damagesresulting fromnegligence
whileperforming their professiond tasks. Theseinsurance coversare offered to
physicians, hospitals, engineers, and architects, aswel | aschartered accountants,
financial advisors, lawyers, and insurance brokers.

6. Directors and Officers Liability Policy

Directorsand Officersof acompany hold positionsof trust and responsibility.
They may becomeliableto pay damagesto shareholders, employees, creditors
and other stakehol dersof the company, for wrongful actscommitted by themin
the supervision and management of the affairs of the company. A policy has
been devised to cover such liability and isissued to the company covering all
their directors.

7.  Employee'sCompensation I nsurance

Thispolicy providesindemnity to theinsured inrespect of hislegd liability to
pay compensation to hisempl oyeeswho sustain persona injury by accident or
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disease arising out of and in the course of his employment. Thisis also
calledWorkman's Compensation Insurance. The premium rateisapplied on the
estimated wages of employeesasdeclared inthe proposal formand premiumis
adjusted on the basis of actual wagesdeclared by theinsured on expiry of the

policy.
The policy may be extended to cover:

Medica and hospital expensesincurred by theinsured for trestment of employee
injuries, up to specificamounts

Liability for occupationa diseaseslistedintheAct
Liability towardsemployeesof contractors

ThePublicLiability InsuranceAct, 1991 & Employee's Compensation Insurance
arecoveredindetail in coming chapters.

. INTEXT QUESTIONS 6.2

1

Under the Public Liability InsuranceAct, 1991, how much isthe compensation
payablefor actual medical expenses?

3 Rs.6,250

b) Rs, 12,500

¢ Rs. 25,000

d) Rs.50,000

Public Liability coversout of thefollowing:

a) Productsliability

b) Pdlutionligbility

c) Trangportation

d) Negligenceof theinsured causinginjury tothird person
Employee's Compensation | nsurance coversthefollowing:

a) Legd liability to pay compensation to employeeswho get injured by accident
during the course of employment
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b) Wrongful actscommitted by directors

c) Legd liability to pay damagesarising out of negligenceinthe performance
of theprofessiona dutiesof employees

d) Noneof theabove

Which policy isdesigned to cover the damagesto be paid to sharehol ders,
employees, creditorsand other stakeholdersof the company, for wrongful acts
committed by thedirectors?

a) Directors and Officers Liability Policy
b) Directorsand Supervisor'sLiability Policy
c) Directors and Employee Liability Policy

d) Noneof theabove

WHAT YOU HAVE LEARNT

Marineinsuranceisclassified into: marinecargo and marinehull. Cargopoliciesare
essentidly voyagepolicies, i.e. they cover the subject matter from one placeto another.
Different typesof marinepoliciesinclude:

Specificpolicy

Openpolicy

Open cover

Duty and increased valueinsurance

Deay instart up

Thetwo main categoriesof marinehull coveragearethosethat cover aspecificjourney
andthosethat cover aperiod of time. Apublicliability policy coversliabilitiesresulting
fromtheinsured'scarelessnessor fault that resultsin third-party property damageor
bodily injury. Product liability insurance coverstheinsured'srespons bility for product
defectsthat result in death, physical harm, disease, or even damageto third parties
property. Professional indemnities are intended to give professionals insurance
protection against their potential legal responsibility to pay damagesresulting from
negligencewhileperforming their professional tasks.
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4.

TERMINAL QUESTIONS

Explainthevarious Engineering Insurance policiesin detail.

Discussabout thetypesof marineinsurancepolicies.

DescribeIngtitute Cargo ClausesA ,B,Cindetail

Explain theligbility policiesin detal.

‘E ANSWERS TO INTEXT QUESTIONS

6.1

6.2

1. (b
2. (d)
3. @
4. (b)
5 (0

1 ()
2. (d
3 @

4. (@

Institute Cargo Clause (ICC)
Specific Start up

Inland Transit Clause (ITC)
Ingtitute Cargo Clause (ICC)

Institute Cargo (Air) Clause

Rs. 25000
Negligenceof theinsured causing injury tothird person

Legd liability to pay compensation to employeeswho get injured by
accident during the course of employment

Directors and Officers Liability Policy

@ LEARNING OUTCOMES

After studying thischapter, youareable:

To understand the concept of marineand liability insurance and their typesin

detail.
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7.0 INTRODUCTION

Insuranceisaproduct that isintangiblein natureasyou cannot seeit or fed it or touch

it. Insuranceisapromise by theinsurance company on apiece of paper to indemnify
thelossesin case of any event resulting into losses. Asthe generd insurance contract
isfor oneyear, itisessential to have proper documentation of the contract mentioning
thetermsand conditions. Inthischapter we havetried to explain the characteristics of
thevarious documentsthat are required from thetime of taking theinsuranceto the
clamsettlement.

7.1 OBJECTIVES

After reading thislesson, youwill beableto:

® Explaintheimportant documentslike proposal form, premium receipt, cover
notesand certificate of insurance

® Explainthetermsandwordingsused intheinsurance policy document
® Interpret thepolicy warrantiesand endorsement

® Explanthemeaning of renewd notice

7.2 DOCUMENTATION IN GENERAL INSURANCE

Insuranceisapromise by theinsurance company to theinsured that it will indemnify
theinsured in case of losses. Therefore, to make this promise more concrete the
processof insurance requiresvarious documents tarting from aproposal formtothe
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renewal notice. The contract of general insuranceisfor aperiod of oneyear which
involves proper documentation that islisted below.

Thedocumentsareasfollows:

Prospectus
(

Proposal Form

Cover Note

Policy Document

Endor sement

Renewal Notice

Claim Form

Survey Report

JUUuUUuuUL

Fig 7.1: Typesof documents

7.2.1 Proposal Form

Proposal formisthe most important and basic document required for general
insurance contract between theinsured and insurance company. It seeksbasic
information of the proposer and the subject matter to beinsured. like address,
age, name, education, occupation etc.

Proposal form helpstheinsurance company to caculateall the potentid risksin
relation to the subject matter to be insured and hence deciding the premium
amount.

Typesof questionsin different proposal forms:

InFrelnsurance: Typeof construction, location and occupancy, whether separate
or adjoining other buildings. In case of manufacturing units, detailsof process
and thetype of power used, etc.

In Motor Insurance: Cubic capacity, age of vehicle, areaof operation, carrying
capacity, purposefor which used and detail s of driving offences.
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®  InPersona Accident: Questionsregarding age,occupation, height, weight or Non-Lifelnsurance
any physica shortcoming

® InMarineCargo: Thoughthereisno proposa form, the questionnairewill seek
information on full description of goods, type of packing, modeof transit, cover
required, nameof steamer, sumto beinsured and past claim experience.

Fire Motor Per sonal Marine
Insurance Insurance Insurance Cargo - Notes

Typeof Cubic capacity, Full description of

ST TENET Ageof Occupatl on, goods

I(;gl onand vehicde, Height, Typeof packing,
pancy Areaof . Modeof transit,

. Weght
Separate or operation, :
T : Cover required,

adjoining other Camying Any physica

buildi : shortcomi Name of steamer,
15 capacity, 2

Processand the Sumto beinsured
of bower Purposefor use of

typeof p vehide Pastclaim

used for ebaience

meanufacturing Detalsof driving P '

units offences

Figure7.2: Typesof questionsin different proposal forms
Somequestionscommonto all proposal formsare:
1. Proposer'snameinfull
2. Proposer'saddress
3. Proposer'sprofession/ occupation/ business

4.  Previousand Present Insurance: The proposer isrequired to state whether he
wasinsured previoudy or if hehasacurrent policy with another insurer. He
must declarethe name of other insurersand whether cover has been declined
by another insurer or if any specia conditions have beenimposed or additional
premium charged at thetimeof renewal, etc.

5. Claim Experience: The proposer isto disclosefull details of losseswhether
insured or not, and thedetailsof claim paymentsreceived. Thedetailsregarding
own damage and damageto third party areto be given separately.

6.  Sumlinsured: Thisisthemaximum liagbility of theinsurer under thepolicy.
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Proposer snameinfull }

Proposer saddress

Claim Experience

Previousand Present | nsurance

)
Proposer sprofesson/occupation/bus nessD
J
J

Sum Insured
L )

Figure7.3: Common questionsinall proposal forms

7.3 ROLE OF INTERMEDIARY

According to IRDAI rule, "An insurer or its agent or other intermediary shall
communicateto the prospect all material informationin respect of aproposed cover
to enable the prospect to determinethe best cover that would beinhisor her interest.”

When a prospect relies on the advice of the insurer, his agent, or an insurance
intermediary, that personisrequired to providefair adviceto the prospect.

If theclient doesnot fill out the proposal and other related papersfor any reason, a
certificatefrom the customer attesting to hisunderstanding of the significance of the
contents of the form and the documents can be included at the end of the proposal
form.

7.4 PAYMENT RECEIPT

Premiumisthe consideration or amount paid by theinsured to theinsurer for insuring
the subject matter of insurance, under acontract of insurance. A receipt givenouttoa
policy holder, by theinsurer or an agent on behalf of the insurer, which provides
confirmation that payment has been received, isknown aspremium receipt.

1. Payment of Premium in Advance (Section 64 VB of I nsuranceAct, 1938)

Asper InsuranceAct, premiumisto bepaidinadvance, beforethe start of theinsurance
cover. Thisisanimportant provision, which ensuresthat only when the premiumis
received by theinsurance company, avalid insurance contract can be completed and
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therisk can be assumed by theinsurance company. Thissectionisaspecial feature of
non-lifeinsuranceindustry inIndia.

Important

a  Section64 VB of thelnsuranceAct-1938 providesthat no insurer shall assume
any risk unlessand until the premiumisreceived in advance or isguaranteed to
be paid or adepositismadein advancein the prescribed manner.

b)  Whereaninsurance agent collectsapremiumonapolicy of insurance on behaf
of aninsurer, heshall deposit with or dispatch by post totheinsurer, thepremium
so collected infull without deduction of hiscommissionwithin twenty-four hours
of the collection excluding bank and postal holidays.

c) Itisasoprovidedthat therisk may beassumed only fromthedateonwhichthe
premium hasbeen paid in cash or by cheque.

d) Wherethepremiumistendered by postal or money order or cheque sent by
post, therisk may be assumed on the date on which the money order isbooked
or the chequeis posted asthe case may be.

€e)  Anyrefund of premiumwhich may becomedueto aninsured on account of the
cancellation of policy or dterationinitstermsand conditionsor otherwise, shall
be paid by theinsurer directly to theinsured by acrossed or order cheque or by
postal / money order and aproper rece pt shall be obtained by theinsurer from
theinsured. It isthe practice now adaysto credit the amount directly to the
Insured'sbank account. Such refund shall in no case be credited to theaccount
of theagent.

There are exceptionsto the above pre-condition payment of premium, providedinthe
Insurance Rules58 and 59. Oneisfor payment ininstalmentsin case of policieswhich
run for morethan 12 months such aslifeinsurance policies. Othersinclude payment
through abank guarantee in specified cases where the exact premium cannot be
ascertained in advance or by debit to aCash Deposit account maintained by theclient
withtheinsurer.

M ethod of payment of premium

The premiumto bepaid by any person proposing to take aninsurancepolicy or by the
policyholder to aninsurer may bemadein any oneor more of thefollowing methods:

8 Cash

b)  Any recognized banking negotiableinstrument such ascheque, demand drafts,
pay order, banker's cheque drawn on any schedulebank in Indig;
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Non-Lifelnsurance C) Pogal money ordeﬁ;
d) Creditor debit cards;
€  Bankguaranteeor cash deposit;
f) Internet;

_ T — E-transfer

Notes 9

h)  Any other method or payment asmay be approved by the Authority fromtime
totime;

Chegueor
demand draft Cash
M ethods of Postd
Payment of money Internet
Premium order
Credit or
E-transfer debit cards

Figure 7.4: M ethods of payment of premium

Asper IRDAI Regulations, in casethe proposer / policyholder optsfor premium
payment through net banking or credit / debit card, the payment must be made only
through net banking account or credit / debit card issued in the name of such proposer

policyholder.

7.5 COVER NOTE

A cover noteisatemporary document i ssued as confirmation of theinsurance contract
inadvance of thepolicy asit may take sometimefor the policy to beissued. Till the
policy isready the cover noteisthe proof that theinsurance cover isinforce.

The cover note contains brief details of the Insurance cover andisvalid for 15 days
extendabl e to amaximum of 60 days. Oncethe policy isissued thevalidity of the
cover note ceases.
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In certain cases, instead of acover note, theinsurersissueonly aletter confirming the Non-Lifelnsurance
cover.

The cover noteisan unstamped document but it providesthe sameinsuranceasthe
policy and thewording of the cover note clearly statesthat it issubject to theterms
and conditionsof the policy. Specific clauses, i.e. Agreed Bank Clauseor Declaration
Clause, etc. arealso incorporated in the cover noteif required.
Notes

A typica cover notewill containthefollowing details.
1.  Nameand addressesof theinsured
2. Suminsured

3. Period of insurance

Risk covered

o &

Rate of premium or provisional rateif theactua rateisnot known

6.  Description of the subject matter of insurance. In case of cars, the detailswill
include make, model, cubic capacity, seating capacity etc. In case of fire
Insurance, the particularsof thebuilding, i.e. whether it isK utchaand thenature
of activity carried oninthe premises.

7. Serial number, date of issue, timeof issue

Name
am - af;&s - Dateof
insured issue, time
of issue
Period Cover ‘
of Note Motor
insurance Insurance

Riask Rate of
covered — pramium

Figure7.5: Detailsmentioned in acover note

. INTEXT QUESTIONS 7.1

1.  Whichof thefollowingisaquestionin proposa form?

a Previousand Present Insurance
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b) Proposer'saddress

c) ClamsExperience

d) All of theabove

Under Firelnsurance, questionsrelated to thefollowing are asked:
a Hedthprofileof insured

b) Buildng

C) Marita detailsof theinsured

d) All of theabove

In case the premium payment is made by cheque, then which of the below
statement will hold true?

a Therisk may beassumed on the date on which the chequeisposted

b) Therisk may beassumed on the date on which the chequeisdeposited by
theinsurance company

c) Therisk may beassumed on the date on which the chequeisreceived by
theinsurance company

d) Therisk may beassumed on the date on whichthe chequeisissued by the
proposer

Which of thefollowing isamode of payment of premium to theinsurance
company?

a Cash

b) Creditcard

c) Cheque

d) All of theabove

Themaximum validity of acover noteis:
a 45days

b) 15days

c) 60days

d) 30days
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6. Cover noteis document: Non-Lifelnsurance

8 Stamped
b) Unstamped

c) All of theabove
d) Noneof theabove Notes
7.  Theminimumvadidity of acover noteis:

a 45days

b) 15days

c) 60days

d) 30days
8.  Whichof thefollowing detailsare covered inacover note?

a Sumlinsured

b) Periodof Insurance

C) Riskcovered

d) All of theabove

7.6 POLICY FORMS

Thepolicy formisastamped document, which provides evidence of an Insurance
contract. The insurance policy isrequired to be stamped in accordance with the
provisionsof thelndian StampAct, 1899.

Thepolicy documentistypicaly dividedinto thefollowing parts:
() TheHeading: Givingtheinsurer name and address of registered office.

(i) ThePreambleor Recital Clause: Thissectionintroducesor recitesthe parties
tothecontracti.e., theinsurer and theinsured. If theinsuranceisbased upona
proposal form, the preamble makesareferencetothis. Thisclauseasorefers
to the premium as having been paid or agreed to be paid by the insured as
consderation. (It isto be noted however, that in accordancewiththeprovisons
of the InsuranceAct, 1938, asamended, no risk can be assumed by aninsurer
unlessthe premium hasbeen paidinfull in advance).
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Non-Lifelnsurance (iii) Operativeor Insuring Clause: Thisclausesetsout theessence of the contract.
It specifiesthe perilsinsured under the policy and the circumstancesinwhich
theinsurer will becomeresponsibleto make apayment or itsequivaent tothe
insured. The perilswhich are specifically excluded from theinsurance are
mentioned inthisclausein someforms.

Operative Clauseisdivided into various sections, asinthe case of comprehensive

Notes private car insurance, there may be exceptionsin each section followed by the
genera exceptions gpplicableto thewholepolicy. Thisclausedso providesthat
the insurer, undertaking to pay the loss or damage, is subject to the terms,
exceptionsand conditionscontained in or endorsed onthepolicy. A referenceis
aso madetothesuminsured or other limitsof liability.

(iv) Schedule: Thissection containsall thetypewritten information applicableto
the particular contract. In Fire Insurance, for example, the schedul e provides
for thefollowing data:

® InsuredandAddress

Policy No.

Dateof Issue

Agency

Risk Covered Rate Premium

Period of Insurance

Property Insured

(v) Attedtation or signatureclause: Thisclause providesfor thesignatureonthe
policy. Thepolicy issigned by the authorized officid of theinsurer.

(vi) Conditions: All fireand accident policiescontain conditionswhich are printed
onthepolicy. Thesearecaled expressconditions, which are necessary toregul ate

the contract.
- ThePreambleor Operativeor
The Heading Recital Clause Insuring Clause
Schedule Attestation or Conditions

SignatureClause

Figure7.6: Componentsof apolicy document
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7.7 WARRANTIES

Inaninsurance contract, warrantiesareintended to restrict theinsurer'sobligationin
specific Situations. Tolessen therisk, insurersal so add warrantiesin apolicy. Witha
warranty, theinsured isrequired to fulfil anumber of requirementswithin aset time
frameand during theduration of the policy; theinsurer'sliability iscontingent uponthe
insured's adherence to these obligations. Theimportance of warrantiesin managing
and reducing risk cannot be overstated.

A warranty isarequirement that isexplicitly stated inthe policy and must bemetinits
wholefor thecontract to be consdered | egitimate. Warranty isapart of thisagreement.
Itisasectioninthepolicy manual. Itisaprerequisiteto (which takes precedence over
other phrases). It must be observed and complied strictly and literally, whether itis
meaterial totherisk or not.

If awarranty isnot fulfilled, the policy becomesvoidable at the option of theinsurers
evenwhenitisclearly established that the breach has not caused or contributedto a
particular loss. However, inpractice, if the breach of warranty isof apurely technical
nature and doesnot, in any way, contributeto or aggravate theloss, insurersat their
discretion may processthe claimsaccording to normsand guidelinesas per company
policy. In such case, |osses can betreated as compromise claimsand settled usual for
ahigh percentage of the claim but not for 100 percent.

Someexamplesof warrantiesin different typesof insuranceare:

¢  Peopleworkinginthefield with high risks must wear complete safety gears
whenworking.

¢  Alarmsystem, basic fire extinguisher equipment and sprinkler must function
well and bewd | maintained.

¢  Safety box key must be securely kept in adifferent location.

3 In health insurance, those with certain medical historiesareforbidden from
performing certain activities.

¢ A burglary alarm may havethewarranty whereit iswarranted that aburglar
alarmisturned on and working whenever the property isunattended.

¢ Infireor property insurance, it isforbidden to smokeor ignitefirein areas
pronetofireor explosion.
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7.8 ENDORSEMENTS

A written form attached to an insurance policy that altersthe policy coverage, terms,
or conditions. An endorsement can add coveragefor actsor thingsthat are not covered
asapart of theorigina policy and can be added at theinception of the policy or later
during theterm of the policy. An endorsement can befor the:

Changeinsuminsured (increase/ decrease)

Changeof insurableinterest dueto sale, mortgage or hypothecation
Changeinnominee

Inclusion of additiona perilsto be covered

Changeof risk, e.g., changein occupancy of thebuilding in Firelnsurance
Transfer of property to another location

Cancdllation of insurance

Changein nameor address, etc.
Someexamplesof endorsementsare given below:
Cancdllation:

"At therequest of theinsured theinsurance by thispolicy ishereby declared to be
cancelledfrom . Theinsurance having beeninforcefor aperiod over

monthsno refund isdueto theinsured.

Extension of cover toincludeextraperil:

Attherequest of theinsuredit ishereby agreed toincludetherisk of under
the above policy. In consideration thereof an additional premiumischarged tothe
assured.

7.9 RENEWAL NOTICE

Agenerd insurancepolicy’'snormal durationisoneyear, with theexception of maritime
insurance, which beginsat the warehouse and endswhen the consignment reachesits
final destination. Despitethefact that theinsurer isnot required by law toinformthe
insured that his policy would expire on aspecific date, out of politenessand asa
matter of good businesspractise, insurers send arenewal notice onemonth beforethe
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policy expires, urging theinsured to renew the coverage. Thenatificationincludesall
pertinent information regarding the policy and the premium due, aswell asastatement
reminding theinsured to notify theinsurer of any changestotherisk if they occur. The
insured'sattentionisalso drawn to the statutory provision that norisk can beassumed
unlessthepremiumispaidin advance.

7.10 CLAIM FORM

Claimformsareissued to theinsured when he notifiesalossunder apolicy. Claim
formsvary according to different classes of insurance but are generally designed to
elicit completeinformationregardingtheloss, i.e., circumstance of loss, dateandtime
of loss, cause of lossand extent of 10ss, etc.

Motor claim formsprovidefor arough sketch of the accident; Burglary claimforms
contain questionsregarding notification to the police; Firelnsuranceclamformshave
questionsregarding val ue of property at timeof loss, detail sof other policiescovering
the same subject matter and whether any third party wasresponsiblefor theloss.

Thisinformationisrequired for application of the Principles of pro-rataaverage,
contribution and subrogation as Property Insuranceisacontract of indemnity. The
issue of aclaim form doesnot mean that theinsurance company isliableto pay the
amount of loss. With the help of claim form, further investigation of claim can be
processed by the company by appointing surveyorswho theninvestigatestheclaim
and preparesasurvey report based on which decision on claim settlement ismade.

Survey Report issubmitted by duly-licensed surveyorswho are appointed by the
insurersto investigate thelosswhen notice of lossand claim formisreceived. The
report provides independent evidence of the cause and extent of loss and other
information to theinsurersfor processing and settling of claims.

7.11 CERTIFICATE OF INSURANCE

A certificate of insurance providesexistence of insurancein caseswhere proof may be
required. For instancein motor insurance, in addition to the policy, acertificate of
insuranceisissued asrequired by the M otor VehiclesAct. Thiscertificate provides
evidenceof insuranceto the Police and Registration A uthorities. Aspecimen certificate
for private carsisreproduced bel ow, showing salient features.
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MOTORVEHICLESACT, 1988
CERTIFICATE OF INSURANCE

Certificate No. Policy No.
1.  Regigrationmark and Number, Place of registration, EngineNo. / ChassisNo.
I Make/ Year of manufacture.

2. Typeof Body / C.C/ Seating capacity / Net Premium/ Name of Registration
Authority,

3. Geographical area- India.
Insured declared value (IDV)

o &

Nameand address of the Insured, Businessor profession.

6. Effective date of commencement of Insurance for the purpose of the
Act.From.......... ‘O'clockon.........

7.  Daeof expiry of insurance: midnighton...............
8.  Personsor classesof personsentitled to drive.Any of thefollowing:
(@ Theinsured:

(b) Any other personwhoisdriving ontheinsured'sorder or with hispermisson

Provided that the person driving holdsan effective driving license at thetime of the
accident andisnot disqualified from holding or obtaining such alicense. Provided dso
that the person holding an effectivelearner'slicense may also drivethe vehicleand
such aperson satisfiesthe requirement of Rule 3 of Central Motor VehiclesRules
1989.

LIMITATIONS TO USE

Thepolicy coversusefor any purpose other than:

(@ Hireorreward;

(b) Carriageof goods (other than personal luggage)
() Organisedracing,

(d Racemaking,

(&) Speedtesting
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(@9 Any purposein connectionwith Motor Trade.

I/we hereby certify that the Policy to which this Certificate relatesaswell asthis
Certificate of Insurance areissued in accordance with the provisions of Chapter X
and Chapter X1 of the Motor VehiclesAct, 1988.

Examined....... Notes

(Authorized Insurer)

Certificate of Insurancefor Motor vehicleisrequired to becarriedinthevehicleat all
timesfor thescrutiny of therelevant authorities.

. INTEXT QUESTIONS 7.2

1. Policydocumentis  document:
@ Stamped
b) Unstamped
c) All of theabove
d) Noneof theabove
2. Whichof thefollowingisnot apart of the policy document?
a Heading
b) Preamble
¢) Clamform
d) Conditions
3. Whichof thebelow statement iscorrect with regardsto awarranty?
a Awarranty isaconditionwhichisimplied without being statedinthepolicy
b) A warranty isacondition expressy statedinthepolicy

c) A warranty isaconditionexpressy stated inthe policy and communicated
totheinsured separately and not as part of the policy document

d) If awarranty isbreached, theclam cantill bepaidif itisnot materid tothe
risk
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4.

Which of thefollowing isatype of warranty?

a)

b)

d)

Itiswarranted that stock contained inthelowest storey of the Buildingsis
kept onracksor stillage at |east 15¢cm above the surface of thefloor.

Itiswarranted that trade waste, cuttingsand clippingsare swept, gathered
and bagged daily and removed from the premisesat | east once aweek

L abelsto beput for bottled, tinned, canned and such like GOODSinmarine
insurance

All of theabove

Which of thefollowing can be covered under endorsement?

a)
b)
©)
d)

Changeinsuminsured (increase/ decrease)
Changeof insurableinterest dueto sale, mortgage or hypothecation
Cancdllation of insurance

All of theabove

Asapart of good business practice, insurers send arenewal notice
month in advance of the date of expiry advising theinsured to renew thepolicy.

a)
b)
©)
d)

Two months
Onemonth
Threemonths

Fivemonths

Theissueof aclamform doesnot congtitutean admission of liability onthe part
of the insurer and this is made clear by the insurer by using the words,

b)

d)

" onevery clamform.
Without Prejudice
With Prgjudice
ToPrgudice

Noneof theabove
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©-| WHAT YOU HAVE LEARNT

Theproposa formistheinitia stageof paperwork whichtheinsured usesto provide
information about themsdlves. Prior to the policy'screation and even after the contract's
end, thereisaduty to provide material information. A proposal form shouldinclude
thefollowinginformation about the proposer: the proposer'sfull name, address, and
phone number; the proposer's profession, occupation, or business; the detailsand
identity of theinsurance subject matter; thesuminsured; previousand current insurance;
lossexperience; and adeclaration fromtheinsured. It isthe agent'sduty to ensurethat
theinsured providestheinsurer with all pertinent information ontherisk.

The premium, asdefined by an insurance contract, isthe consideration or sum paid by
theinsured to theinsurer in exchangefor insurance coverage of theinsurance subject
matter. Cash, any recogni sed banks negotiableinstrument, postal money orders, credit
or debit cards, theinternet, e-transfer, direct credit, or any other method timetotime
allowed by authoritiesmay be used to pay the premium.

When policy preparation isongoing or when insurance contract talksare ongoing and
temporary insurance coverageisrequired, acover noteisprovided. Themaritimeand
automotiveindustries use cover notesthe most. When proof of insurance may be
needed, acertificate of insurance givesthat information.

The policy isaformal document that serves as proof of theinsurance contract. A
warranty isaclausethat must physicaly bemet for the contract to be deemed | egitimate.
Itisspecificaly specifiedinthepalicy. If particular policy termsand conditionsneed to
be changed at thetime of issuance, therevisonsor adjustmentsare stated in adocument
called an endorsement.

ml!lll»

TERMINAL QUESTIONS

o)

=

Explainthe contentsof the policy document.

2. Writedownthecontentsto bementionedinthe proposa form of aFirelnsurance
policy.

3. Writeshort noteson
a) Endorsement

b) Clamform

C) Survey report
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‘E ANSWERS TO INTEXT QUESTIONS

7.1
1. (d) 2. ()
3 (9 4. ()
5. (9 6. (b
7. () 8. (d

7.2
1. (@ 2. (©
3. (b 4. ()
5. (d) 6. (b)
7. @

@ LEARNING OUTCOMES

After studying thischapter, youareable:

® Toexplainthedocumentationrequired at thetimeof takingapolicy till thetime
of dams.

® Toassgtheclientincompleting thedocumentation related to generd insurance
policiesand claims.

| ACTIVITY

Dramatizeastuation to discloseand explain al the policy termsand conditions
and related material factsto the customer

® Dramatizeasituation on how to assist the customer in submitting thefilled
gpplication aong with the supporting documentsfor further processing

®  Apply proper practicesto ensuretheissuanceand delivery of policy documents
tothe customer
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8.0 INTRODUCTION

In the product industry, the selling price of the product is decided by taking into
consideration various aspectslike cost, profits, demand, etc. In case of insurance
policies, decisonisto betakenwhether to accept or rgject theproposd. If theproposal
isaccepted, then what rate of premiumisto be charged from theinsured? Thiswill be
decided by an underwriter. Inthischapter youwill learn about thebasi csof underwriting
and how therate of premiumisdecided.

8.1 OBJECTIVES

After reading thislesson, youwill beableto:

® Explainthebascconceptsof underwriting
Explainthe processof underwriting

List thesourcesused for underwriting

Describethebasicsof ratemaking

Explaintheobjectivesof ratemaking

8.2 BASICS OF UNDERWRITING

Thebasi ¢ concepts of insurance comprises of managing of risksthrough the process
of pooling, asstated inthe previous chapters. Insurance company or theinsurer creates
and manages apool of premiumsthat iscontributed by various policyholderslike
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individuals, companies, organi zations, industries etc. who are exposed to different
kindsof risk. Theamount of premium which needsto be paid by each dependsona
rate, whichisdetermined by thefollowing twofactors;

® Theprobability of lossdueto the event (caused by aninsured peril) and
® Theestimated amount of lossthat may arisedueto thelossevent
Example

® Assumetheaverageamount of lossasaresult of afirein ahousebuildingwas
Rs. Slacs[whichwedenoteaslL ]

® Theaverageor mean probability of theloss[denoted by P] was 1 out of 100
[or 0.01]. (Thismeansthat 1 building out of every 100 houseswill result into
lossesduetofire.)

® Themeanor average expected losswould then begiven by: L x P=500000 X
0.01= 5000

But how theinsurance company will ensurethat theamount of premium collectedis
sufficient to compensatefor lossesthat have actua ly beenincurred?

Weall have studied in previous chaptersthat the mechanism of insuranceis based
upon the concept of large numberswhich means pooling large number of risksthat are
satistically similar to each other. Thislaw of large numberswill work upon or predict
the probability of number of losses (frequency) aswell astheextent of loss (severity).
But the problemwith thisisthat all exposuresor risks may not be same, resultingin
smdll poolsof identical risks.

For example, how many houseswould you find that are exposed to exactly similar
risksand arelocated in exactly the sameexternal environment?Not many.Asthesize
of thepool will increaseitislikely toincludedl thenon-smilar riskswhich areexposed
to sameor approximately samekind of risksbut not exactly same.

Here comesthesituation of adilemmafor theinsurer or theinsurance company.

"How to create apool that islarge enoughto increase predictability of risk whiletill
being sufficiently homogeneous (containing smilar risks).”

To overcomethisproblem, theinsurerscreatealarger pool with sub poolsinit. These
sub poolsarecreated by dividing theindividua risksthat arehomogeneousin naturein
thesame sub pool. These sub poolsare created by separating different risksin different
categories depending upon the degree or exposure of therisk that ispresent.
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Subpool | Subpool 3

Subpool 2

Large pools

Figure8.1: Large premium poolscomprising of various sub pools
Example

A chemical industry hasmore chances of fire explosion than ashoe making industry,
therefore the chemical industry hasto be charged with higher amount of premium
keepingin mind the probability and severity of losses.

Similar isthecasein healthinsurancewhereaperson whoishaving high blood pressure
or Diabeteshashigher chancesof suffering aheart attack. Themedical costswould be
high for thetreatment of thedisease. Theamount of premium would be higher for the
person who suffersfrom high BP and Diabetes compared to apersonwhoisin good
hedith.

Therefore, thismechanism of classification of risksand locating them in aparticular
category of risksisessential for rate making. Consider the diagram below: It states
that the premium pool for peoplein the age group of 25-35 yearsis composed of
different sub poolshaving different characteristics of the sameage group. Therefore
premium charged for each age group will be different as probability for claimwill be
different in different categories. Probability of claimwill be higher in case of smoking
and drinking ascompared to ahedthy lifestyle.
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Healthy
lifestyle

Smoking/
Drnnking

Notes

BP and
Dhabetes

Health insurance pool for
25-35agegroup

Figure8.2: Hedlth insurance pool with homogeneous (samerisk category) sub pools
Definition of Underwriting

"Underwriting isthe process of determining whether arisk offered for insuranceis
acceptable, andif so, at what rate, termsand conditionstheinsurance cover will be

accepted.”

Stepsinvolvedinthe processof Underwriting:

I. Assessment and eva uation of hazard and risk intermsof frequency and severity
of loss

ii.  Preparationof policy coverageand termsand conditions
jii.  Fixingof ratesof premium

< First, the underwriter takes decision on whether to accept risk or not to
accept risk

< Second, theunderwriter will decidethat if therisk isaccepted thenunder
what rates, termsand conditionsit should be accepted.

< Thethird stepisto decidetheamount of premiumin considerationwithal
theterm and conditions.
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Assessment and Formulation of
evauation of hazard Policycoverage
andrisk (T&C)

Fixing of rates
of premium

Figure8.3: Processof underwriting

In order to acquire good underwriting skills, aperson should have adequatetraining,
exposureto thefield and deep knowl edge about the subject areaand should beinvolved
inacontinuouslearning process.

In order to become afire underwriter, the person should possess deep knowledge of
perilsunder afireinsurance policy, causesof fire, extent of lossor impact of fire perils
on goodsand properties, geographica knowledge, climatic conditionsetc. Similarly,
anindividua to becomeamarineinsuranceunderwriter, it must beawareabout problems
encountered by cargo/goodsintranst or storage, port/road conditions, shipsand their
seaworthinessetc. Health underwriters must comprehend theinsured'srisk profile,
age, medica conditions, degreeof fitness, and family history. They must also quantify
theimpact of each factor influencing risk.

83 UNDERWRITING, EQUITY AND BUSINESSSUSTAINABILITY

All risks are not equal, every risk needs to properly evaluated and assessed and
should be priced taking in consideration the frequency and severity of thelosses.
Therefore, acautious underwriting and accurate risk classification isimportant in
insurance.

It would not bejudtified to charge same premium amount from everyonewith different
degreesof risks. Thiswill not servethe purpose of underwritingwhichisto classify
risks, depending onthe severity of risk anindividua isexposedto.

Every insurer entersacontractual agreement intheform of apolicy document that it
will indemnify the policy holder intheevent of loss, if thelossoccursdueto theinsured
peril mentionedin the policy document. If theinsurance companieschargeslessamount
of premium from the policy holder for ahigh degree of risk, theinsurance company
may fall short of thefundsthat are actually required to compensatefor lossesif they
occur, falingtotheir contractua obligations.

Ontheother hand, any insurer who chargeshigh ratesfor standard or normal degree
of risks, will not beableto sustain it businessin the competitiveindustry of insurance
sector. Therefore, the underwriting process needsto be precisely follow order to
protect theinterest of equity and sustainability,
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Themainfeaturesof underwriting areasfollows

I. Risk identification based upon various characteristics

ii.  Determination of thelevel of risk presented by the proposer

iii.  Ensuringthat theinsurance businessisconducted on soundlines

The objectives of underwriting are achieved, in short, by deciding the level of
acceptability, adequacy of premium and other terms.

. INTEXT QUESTIONS 8.1

1.  Whichtwofactorsaffectinsuranceunderwriting?
a  Probability and severity of risk

b)  Sourceand natureof risk

c)  Sourceandtimingof risk

d) Natureandimpact of risk

2. The decisionon whether to accept or not to accept the risk lies upon

a Asaured
b) Underwriter
) Agent
d) Surveyor
3. Whichof thefollowingisnot afeature of underwriting?
a Riskidentification based upon variouscharacteristics
b) Determination of thelevel of risk presented by the proposer
c) Ensuringthat theinsurance businessisconducted on sound lines

d) Charginghighpremiumsinorder to attain moreprofits

4.  Whichof thefollowing isthe correct seriesof processof underwriting?

ad Assessment andevauation of hazard, Formulation of policy coverage(T&C),
Fixing of ratesof premium
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b) Formulation of policy coverage (T&C), Assessment and eval uation of
hazard, Fixing of ratesof premium

c) Fixing of rates of premium, Formulation of policy coverage(T&C),
Assessment and eval uation of hazard

d) Noneof theabove

8.4 RATEMAKING BASICS

The concept of insuranceisbased upon transfer of risk from insured to theinsurer.
When aninsured purchasesan insurance policy, they areableto reducetheimpact of
financial losseswhich can occur dueto the peril (mentionedinthe policy).

Example

A driver of anautomobilelikecar, scooter or any commercia vehicleisexposedtothe
risk of meeting with an accident. If the owner hasinsured itsvehicle, theinsurance
company will compensate for the damagethat hastaken place dueto the accident.

"Theprocessof calculating apriceto cover thefuture cost of insurance clamsand
expenses, including amarginfor profitisknown asratemaking.”

"A rateisthepriceof agivenunit of insurance.”

For example, arate may be expressed as Rs.1.00 per million (1 per thousand) for
earthquake coverage

Ratesvary inaccordancewith the possibility and potential magnitude of theloss. Each
rateischosen after careful cons deration of recent environmenta changesand historica
trendsthat may have animpact on futurelosses.

Example

Take an earthquakeinsurance coverageasanillustration. If thebuildingisnexttoa
fault lineandif itismadeof brick, whichismore proneto damagethan concrete, the
premiumrateswill be higher.

Using hedthinsuranceasanillustration, each component of therisk israted numericaly
or asapercentage. Age, race, occupation, lifestyle, and other factors are analysed
and given numerical scoresbased on preset standards.

Notethat ratesare not the same as premiums.

Premium = (Sum Insured) x (Rate)
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8.5 OBJECTIVES OF RATING

Themain goal of setting ratesisto make surethat the cost of insuranceisreasonable
and acceptabl e from both the perspective of theinsurer and theinsured.

Thismeansthat, from theinsurer's perspective, the ratesmust be sufficient to cover
the cost of paying claims, expenses, and taxeswhileleaving asufficient margin for
disastersand profit.

Reasonablerates, from theinsured's perspective, mean that one shouldn't be asked to
pay morethanwhat isnecessary to cover therisksinvolved, together with areasonable
feefor expenses, catastrophes, and profits.

8.6 DETERMINING THE RATE OF PREMIUM

Based on prior losshistory, the purerate of premium isdetermined. Therefore, historica
datistical dataonlossesiscrucid for caculating rates. Giving therisksa"mathematica
value" isimportant in order to establishtherates.

Example

We can calculatethe overall losses caused by fireto housesif theloss experience of
many houses dueto fireis compiled over aperiod of time, say 10 years. We may
determinethe"mathematical value" of therisk by expressing thisamount of lossasa
percentage of thetotal value of theresidences. Thiscan be said using thefollowing
formula

M =(L X 100)/V

L referstothesumtotal of thelossesand V to thetotal valuesof all thehousesL et us
supposethat:

® Vaueof ahouse:1,00,000
®  Lossexperience: out of 1000 housesin 10 years, 100 housesare burnt

® Onanaverage, 10 housesareburnt every year Applying theformula, theresult
will be:

Losses (Rs. 1,00,000 X 10) = Rs. 10,00,000
Total Value (Rs. 100000X 1000) = Rs. 10,00,00,000

Thismeansthat (L /V)x 100 =[10,00,000/ 10,00,00,000] x 100 = 1%
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Thereforetherate of premium that ahouse owner paysisone percent of Rs. 100,000/
-i.e. Rs. 1000/- per year. Thisiscalled the Pure premium.

Attherateof Rs. 1000 per house, Rs. 101akhsiscollected whichispaid outinclaims
ontotal lossesof 100 houses.

If the pure premium cal cul ated above wereto be collected, it would create afund that
would bejust enoughto cover losses.

We can observethat thereisno surplusin the aforementioned situation. But insurance
operations al so include administrative (management) expenditures and business
acquisition costs(agency commission). It'sasoimportant to provideroom for unforeseen
biglosses.

A profit marginthat representsareturn on the capital invested inthefirmisrequired
becauseinsuranceisacommercia activity, just likeany other business.

Therefore, to account for costs, reserves, and profits, the pure premium isappropriately
loaded or increased by adding percentages.

Thefina rateof premiumwill consist of thefollowing components:
®  Losspayments

Lossexpenses(e.g. survey fees)

Agency commission

Expensesof management

Marginfor reservesfor unexpected heavy lossese.g. 7 total lossesagainst 5
assumed

® Marginfor profits

A thorough selection of the "experiencetime” isrequired. It isnecessary to usethe
most recent | oss experience period. Thetimeframe chosen must have asubstantial
amount of lossexperiencedatain order for thefindingsto be statistically significant or
credible. The experience period must be representative of thetypical catastrophic
incidencein caseswhen the businessisvulnerableto catastrophic losses.

Onecanmakesuretheratesaren't insufficient, excessve, or unfairly discriminatory as
between risksof smilar type and quality by takinginto account all the pertinent rating
vaiables.
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8.7 RATING FACTORS

Rating factors are the pertinent components that are used to add up the ratesand
createtherating plan. Rating criteriaare used by insurersto assessrisk and establish

pricing.

To start, theinsurer establishesabaserate using their evaluations.

Theinsurer then modifiesthisrateby applying discountsfor favourablefeatures
like exceptional fire protection on property risk and loadings (an additional
premium beyond theregular rate of premium) for unfavourablefeatureslike
driverswith ahistory of moving violationson motor risks.

Sour cesof information for underwriting

Thefirgt stagein any numerical (or satistical) anaysisisthe collection of data. When
pricing arisk, an underwriter should gather asmuch information aspossibleto aid
accurate assessment.

Sourcesof informationare:

Proposal form or underwriting presentation
Risk surveys

Historic claimsexperiencedata: For some classes of business, such aspersona
and motor lines, underwriters often utilize historic claims experience datato
provideanindication of thelikely future claimsexperience, andto arriveat a
Suitablepremium.

Proposal
form

Sour ces of
infor mation for
underwriting

Risk Risk
surveys surveys

Figure 8.4: Sourcesof information for underwriting
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experience. Commercia catastrophelossesarerareand unpredictablein nature. Asa

result, using statistical dataasafoundation for cal culationsisnot always possibleor

meaningful. Modern computershave madeit possibleto utiliseavariety of smulation

modelsto estimatethelikely effectsof catastrophic natural catastrophes.

. INTEXT QUESTIONS 8.2

Notes
1. Whatispurepremium?

a Premiumsufficiently bigenoughto pay for lossesonly
b) Premium applicableto margina membersof the society
c) Premiumafter loadingfor administrative costs

d) Premium derived fromthe most recent lossexperience period

2. isthe priceof agiven unit of insurance.
a Rae
b) Premium
¢ SumAssured
d) Bonus
3. isnot asourceof information for underwriter.

a Annua accountsof aproposer

b) Pre-acceptancerisk survey of the asset
c) Proposal form

d) Regidrationcertificateof insurer

4.  Which of thefollowing componentsareincluded inthefinal rate of premium
L osspayments?

a) Lossexpenses(e.g.survey fees)
b) Agency commisson

C) Expensesof managements

d) All of theabove
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5.

6-

Theobjectiveof ratemakingis:

a)
b)

d)

The premium should beinadequate from theinsurerspoint of view

The premium should be adequatefrom insured'sand insurer'spoint of view
to meet losses

The premium amount should be reasonabl e from insured's point of view
evenif theinsuredisexposedto high risk

Noneof theabove

Installation of sprinkler systeminthepremises:

a)
b)
©)
d)

Increasesrisk
Decreasestherisk
Neither increases nor decreasesrisk

Increasesrisk of hooding

Therelevant e ementsthat are used to add up theratesand maketherating plan
arereferredtoas:

a)
b)
©)
d)

Ratingfactors
Premiumrate
Ratemaking

Noneof theabove

WHAT YOU HAVE LEARNT

Risk classification and categorization are crucial stepsin therate-making process. A
risk provided for insuranceisunderwritten to seeif it isacceptableand, if so, what
price, terms, and conditionstheinsurance cover will be approved at. A rateisthe cost
of agpecificinsuranceunit. Theprimary god of rate setting isto guaranteethat the cost
of insuranceisadequate and reasonable. In order to account for costs, reserves, and
profits, pure premiumisappropriately loaded or enhanced by adding percentages.
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TERMINAL QUESTIONS

o)

=

Explainin detail withthe help of an example determination of rate of premium.

2. Explaninbrief theconcept of underwriting withthe help of an example.

3.  Explaninbrief thecomponentsof fina premium.

4.  Explanindetall the processof underwriting.

‘E‘I ANSWERS TO INTEXT QUESTIONS

8.1
1 @
2. (b
3. (d
4. (@

8.2

2. (b)
3. (d

4. (d)
5 (b)

6. (b)

Probability and severity of risk

Underwriter

Charging high premiumsin order to attain moreprofits

Assessment and eva uation of hazard, Formulation of policy coverage

(T&C), Fixing of ratesof premium

Premium sufficiently big enoughto pay for lossesonly
Rate

Regigtration certificate of insurer

All of theabove

The premium should beadequate frominsured'sandinsurer's point of
view to meet |osses

Decreasestherisk

Ratingfactors
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After studying thischapter, youareable:

®  Tounderstand theneed andimportancefor underwriting ininsuranceaong with
the underwriting processand sources.

— — § ® Tolearnhowtherateof premiumiscalculated.

‘ ACTIVITY

Role play on how to quote premium for the chosen insurance product by the
customer based on the detail ed information provided and assist the customers
with compl eting applicationformsand handletheir queries

® Paformthesepsto obtaintheinput from underwriting team regarding possible
medical check-up/planned visit/valuation of building, plant, and machinery, etc.
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9.0 INTRODUCTION

Thereare certain hazards (conditions or featuresor characteristics) that canincrease
thechanceof lossarising from agiven peril. Wooden structure hasahigher chances of
catching firewhen compared with thestone structure. Similarly, anindividua havinga
high blood pressure or Diabetes hasahigher chance of getting aheart attack. Insurers
generally chargeshigher premium for covering theserisks or sometimesmay even
declineto accept therisk. It isthusimportant for an underwriter to study these hazards
inadetailed manner for good underwriting practices. Itisalsoimportant to study how
suminsured iscalculated in different types of insurance and what arethefactorsthat
may affect the suminsured. Youwill learn about these aspectsin thischapter.

9.1 OBJECTIVES

After reading thislesson, youwill beableto:
® Explainthevarioustypesof hazards
®  Explainthemechanismsto ded with physica hazardsand mora hazards

® Deemine”SumInsured” under variousinsurancepolicies

9.2 HAZARD

Theterm hazard ininsurancerefersto those conditions or features or characteristics
which create or increasethe chance of lossarising from agiven peril. It isimportant for
an underwriter to have athorough knowledge of various hazardsto which property
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and personsare exposed which may increasethe chance of loss. For example: incase
of property insurance, the chances of awooden structure catching afireismoreas
compared to the structure of concrete.

Riskscan bedividedinto moral and physical categories. Physical hazard istherisk
brought on by important aspects of theinsurance's subject matter. Moral hazard can
result from human weakness (such asdishonesty, carel essness, etc.) or from broader
societd and economic circumstances. At theoperationd leve, determining ratesentails
evauating mora and physical risks.

Hazards
Physical Hazard Moral Hazard
Phys ca Hazardistheriskarising Mora Hazardmayarisefromhuman
from materia featuresof the weakness (e.g. dishonesty,
subjectmatterofinsurance carel essness, etc.) or from general

economicandsicia conditions.
Figure9.1: Typesof hazards

9.2.1 Physical Hazards

Theinformation providedin aproposa form can beused to determinephysical risk. It
can aso be determined by performing asurvey or risk check. Thefollowing are some
ingtancesof physica riskinvariousinsurance classifications.

a) Fire

i. Construction- Thebuilding materialsutilised for thewallsand roof are
referred to as congtruction. A building made of concreteissuperior to one
made of wood because abuilding made of wood hasahigher possibility of
catching firethan abuilding made of concrete.

ii. Theheght- Duetothedifficulty of putting out afire, themore storiesa
building has, the greater therisk. Moreover, thereisagreater possibility of
upper storiescollapsing, which could result in significant impact damage.
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b)

Vi.

Vil.

Natureof flooring- Wooden floorsadd fuel tofire. In addition, hardwood
flooring eadly collgpseintheevent of afire, damagingitemson lower floors
dueto machinery or goodsfalling from upper floors.

Occupancy- Abuilding'soccupancy and itsintended usageareboth referred
to asoccupancy. Occupancy posesavariety of hazards.

I gnition Hazar d- Structureswhere chemicalsareproduced or utilisedin
big quantities present asignificant firerisk. Timber burnsquickly onceafire
sarts, thereforeatimber yard posesasignificant combustibility risk. Inthe
event of afire, the contents could be severely damaged. For instance,
materialslike paper and textiles can al so be damaged by heat, water, and
other factorsin additiontofire.

The process of manufacture- If work is carried during the night, the
hazard isincreased dueto the use of artificial lights, continuous use of
machinery leading tofrictionand thelikely carel essness of workersdueto
faigue.

Situation- Location in acongested area, exposure to hazardous adjacent
premisesand distancefrom thefire brigadeisan exampleof physcd hazard.

Marine

Theageand condition of vessal- Older vesselsareinferior risks.

Thevoyageto be undertaken- The route of the voyage, loading and
unloading conditionsand warehousi ng facilitiesat the portsarefactorswhich
canincreaseor decreasetherisk.

Thenatureof the stocks- Articles of high value are exposed to theft;
machinery isliableto bregkagein trangt.

Themethod of packing- Cargo packed in balesor blocksis considered
to be better than cargo in bags. Again, double bags are safer than single
bags. Liquid cargo in second-hand drums constitute bad physical hazard.

M otor

Theageand condition of thevehicle- Older vehiclesare more proneto
accidents.
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d)

f)

Thetype of vehicle- Sportscarsinvolvegreater physical hazard.

Burglary

The nature of the stocks- Articles of high value in small bulk (e.g.
Jewellery) and easily disposable are considered to be bad risks.

Situation- Ground floor risks areinferior to upper floor risks: private
dwellingssituated inisolated areas are hazardous.

Constructional hazar d- Too many doors and windows constitute bad
physicd hazard.

Per sonal accident

The age of the person- Very old persons are accident prone; besides
they will takelonger to recover inthe event of an accident.

Natur e of occupation- Jockeys, mining engineers, manual workersare
examplesof bad physical hazard.

Health and physical condition- A person suffering from Diabetes may
not respond to surgical treatment inthe event of accidenta bodily injury.

Health insurance

Age of the person- Younger age bracket are less prone to falling ill
frequently.

Health statusof thepersoni.e. if presently suffering fromany illness

iii. Consumption of alcohol or tobacco

iv. Natureof occupation: Working infactorieswherethereisan excessive
exposureto smokeor dust.
Fire Marine M otor
* Construction of the » Theageand » Theageand
building condition ofvessdl condition ofthe
» Theheight of the * Thevoyagetobe vehide
building undertaken * Thetypeof vehicle
* Natureoff looring * Thenaureofthe
* Occupancy stocks
* Ignitionhazard  Packaging
 Theprocessof
manufacture
* Situation
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Burglary Per sonal Accident
 Thenatureof the » Theageof the
stocks person
 Studtion  Natureof
« Condtructional occupation
hazard * Hedthandphysica
condition

Figure 9.2: Examplesof physical hazards

Health Insurance

» Ageof theperson
* Hedthstatusof the

 Consumption of
alcohol ortobacco

» Natureof
occupation

. INTEXT QUESTIONS 9.1

1. Hazardsare:

a) Factorsthat increasetheimpact of losses

b) Factorsthat increasesthefrequency of loss

c) Factorsthat increasetheimpact and severity of losses
d) Factorsthat decreasetheimpact and severity of losses

2. Whichof thefollowingistrue?Physcal Hazards.

a Arenoctimportant for rate making

b) Cannot be ascertained

c) Canbecaculated fromthe balance sheet
d) Canbeascertained frominformation giveninaproposal form

3. Whichof thefollowingisnot aphysica hazard in case of healthinsurance?

a Age
b) Marita Status
c) Natureof occupation

d) Alcohol and smoking habits
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Which of thefollowingisaphysica hazard in case of fireinsurance?

a Congruction of thebuilding

b) Theheight of thebuilding

c) Natureof flooring

d) All of theabove

Which of thefollowing isnot aphysical hazard in case of marineinsurance?
a Theageand condition of vessel

b) Thevoyageto beundertaken

C) Speed of seawaves

d) Packaging

Which of thefollowingisaphysica hazard in case of burglary insurance?
a Thenatureof thestocks

b) Situation

c) Congructiona hazard

d) All of theabove

9.2.2AddressingPhysicalHazar dsinRating

Underwritersusethefollowing methodsto deal with physical hazards:

Loading of premium

Applying warrantiesonthepolicy
Applying certain clauses
Imposition of excess/ deductibles
Restricting the cover granted

Declinature of cover

138
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L oading of
/ premium \

Applying Applying
warrantieson warrantieson
thepolicy thepolicy

Applying Declinature
certain clauses of cover
\ Imposition /
of excess/
deductibles

Figure9.3: Methodsto deal with physical hazards

a) Loadingof premium

Before accepting therisk, theunderwritersmay choosetoimposean additiona
premium due to some unfavourable aspects of the risk exposure. The higher
likelihood of claimsor the occurrence of substantial claimsistakeninto account

by loading the premium.

Example

i.  For cargodelivered by linersor other boatsthat abide by the established
requirements, thenormal rate of premium ischarged. However, thereisan
additional premium charged if the cargo istransported by avessel that is

under- or over -tonnage.

ii. A higher premiumisrequired for persona accident insuranceif theinsured
participatesinrisky activitieslike mountaineering, racingonwhedls, large

gamehunting, etc.
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b)

iii.  If thereareunfavourable characterigticsat thetimeof underwriting for health
insurance, it may asoresult in premium loading.

In other cases, such aswith auto insurance or health insurance policies,
premium loading isalso donein responseto ahigh claimsratio.

Imposition of warranties

warrantiesare obligationsthat need to be complied during thepolicy period. the
liability of the insurer depends on the insured's compliance with these
obligations.Insurersincorporate appropriate warrantiesto reduce the physical
hazard.

Some examplesare provided below.
Example

i. Marinecargo- A warranty isinserted to the effect that goods (e.g. Tea)
arepackedintinlined cases.

ii. Burglary- Itiswarranted that the property isguarded by awatchman for
twenty-four hoursand seven daysaweek.

iii. Fire-Infireinsurance, itiswarranted that the premiseswould not be used
beyond normal working hours.

iv. Motor- Itiswarranted that the vehiclewill not be used for speed testing or
racing.

Application of someclausesthat will reducetheclaim/lossamounts

Example

Marinecar go: Littlecomponent damage could result in expensive apparatus
being considered atotal loss. The Replacement Clause, which restrictsthe
underwriter'sobligationto the priceof repairing, shipping, and refitting any broken
parts, appliesto such machinery.

Hard board and cast pipes occasionally only sustain damage at their edges.
Maritimeinsurance policiescover cast pipes, hardboard, etc., and are subject
tothe"cutting” provision, which statesthat the damaged part should beremoved
and theremaining materia used.
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d)

f)

For imported commaoditiesfrom abroad, marineinsurancefor interior trangitis
frequently required. It'squitelikely that |oss or damageto such thingsoccurred
during the ocean cruise but wasn't immediately apparent upon inspection from
theoutside.

Such risks are accepted subject to an inspection of the goodson landing in
port.Policy issubject to survey before acceptance.

Imposition of Excess/ Deductibles

When thel oss amount exceedsthe deducti ble/excess mentioned, thebal anceis
paid under ‘excess clause. Lossbelow thelimitisnot payable.

The object of these clausesisto eliminate small claims. Astheinsuredismade
to pay part of aloss, heisencouraged to exercise more care and to practice
lossprevention.

Restriction of cover Example

i. Motor: An old motor vehicle proposal won't be accepted under
comprehensiveterms, instead, insurerswill givearestricted cover, onethat
coversonly third-party risks. Simply put, the vehicle'scomprehensive
insurance cannot be granted; only third party insurance may be.

il. Personal accident: If aproposer for apersona accident hasreached the
maximum acceptance age, they may only beinsured for death risk and not
onfull terms, whichwould a so includedisability compensation.

iii. Health: Theinsurer may occasionaly limit coveragefor particular medical
treatments or ailments, and the coverage would only be partial. such as
cataract or lenssurgery.

Discounts

Lower ratesare charged or adiscount isgiveninthenormal premiumif therisk
isfavorable.

Thefollowing features are cons dered to contribute to improvement of risk in
fireinsurance.

i.  Ingallation of sprinkler systemwithin the premises
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ii. Ingalationof hydrant systeminthe compound

iii.  Installation of hand gppliances cons sting of buckets, portableextinguishers
and manud fire pumps

iv. Installation of automaticfirealarm

Asaresult of the side car attached, stability and contribution toincreased risk, motor
insurance offersareduction on the premiumif themotorcycleisawaysoperated with
oneattached.

Giventhat "Full Load" containerslower thelikelihood of theft and scarcity, theinsurer
for marine insurance may think about offering discounts on premiums for these
containers. Discountswould be granted under agroup personal accident policy for
covering asizablegroup, lowering theinsurer'sadministrative costsand workl oad.

g NoClaimBonus(NCB)

Every clam-freerenewd year isrewarded with aparticular proportion asbonus
money, however thereisacap on how much bonus money can be received.
Depending on the claim ratio for the entire group, it isonly permitted asa
deductionfromthetotal premium at renewal.

No claim bonusesare an effectiveway to enhancethe underwriting processand
areacrucid component of rating systems. Thisbonusacknowledgestheinsured's
potentia for moral hazard. By devel oping better driving habits, asin vehicle
insurance, or by taking better care of hishealth, asin medi-claim policies, it
rewardstheinsuredfor not filing claims.

h)  Declinature

If thephysical hazard involved iscons derably bad, therisk becomesuninsurable
andisdeclined. Based ontheir past |ossexperience, knowledge of hazardsand
overdl underwriting policy, insurershaveformulated alist of risksto bedeclined
ineach classof insurance.

9.2.3Moral Hazard

Mora hazard may arisefrom human weakness(e.g. dishonesty, carelessness, etc.) or
from genera economic and socid conditions. Mora hazard could ariseinthefollowing
ways
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Dishonesty

Moral . . Notes
Carelessness hazard Industrid relations

Wrongclams

Figure9.4: Typesof mora hazards
a) Dishonesty

An extreme example of bad moral hazard isthat an insured taking insurance
with ddliberateintention of creating or making alossto collect aclaim. Even, an
honest insured may desireto tagealoss, if hehappenstobeinfinancid difficulties.

b) Carelessness

Oneexampleof card essnessisindifferencetoloss. Wheninsuranceisavailable,
theinsured may have atendency totreat theinsured property carelessly. The
moral hazard isinadequateif theinsured does not treat the property with the
same carethat acautious and reasonable man would if hewereuninsured.

¢) Indudrial relations
Employer-employeerelationship may involve an e ement of bad moral hazard.
d  Wrongclaims

When claims happen, thisform of moral hazard develops. Aninsured person
cannot intentionally cause aloss, but after one happens, hewill try to seek an
excessvely high sum of compensation, completely disregarding the principleof
indemnity.
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Example

Instances of thistype of moral hazard can befound in personal accident insurance,
wherethe claimant may tend to extend hislength of disability in order to receive
greater insurance paymentsthan the severity of theinjury warrants.

Sucharisk might occur inmotor vehicleclamswhen theinsured unreasonable demands
new partsreplacement when the damage could befixed satisfactorily or triesto carry
out specific repairsor replacementsthat are unrelated to accidental damage.

Co-payment, deductible, sub-limits, and providing incentiveslike no-claim bonusesin
health insurance areall waysto decrease moral hazard.

i Co-payment-When aninsured event occurs, many health policiesrequirethe
insured to shareapart of theinsured loss. E.g. If theinsured lossisINR 20,000
and the co-pay amount is 10%in the policy, theninsured paysINR 2,000.

ii.  Sub-limits-Theinsurer may imposealimit onthetotal payout separately each
for room expenses, surgical procedures or doctor feesto check theinflated
bills

iii.  Deductible- Alsocalled asexcess, it isthefixed amount of money theinsured
isrequiredto pay initially beforethe claimispaid by insurer, for e.g. if the
deductibleinapolicy isINR 10,000,theinsured paysfirst INR 1000 in each
insured lossclamedfor.

Co-payment

M echanismto
reducemoral

hazards
Ublimits Deductible

Fig 9.5: Mechanismto reducemoral hazards
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9.3 SHORT PERIOD SCALES

Typically, premium ratesare quoted for a 12-month term. A unique scale known as

the"short period scale” isused to cal culatethe premiumif apolicy ispurchased for a
shorter timeframe. It isapparent that the premium for short-term insuranceisnot
proportionately charged based onthe scale.

Need for short period scales

a)

b)

Theseratesare used sincethey are nearly identical regardless of whether the
policy isissued for oneyear or ashorter timeframe. Short period scalesare
evolvedto prevent such selection against theinsurers. They area so applicable
when annual insuranceiscancelled by theinsured.

Inaddition, yearly policiesonly need to berenewed onceayear, whereas short-
term policies need to be renewed morefrequently. If aproportionate premium
ispermitted, theinsured would be morelikely to continue purchasing short-
term policiesand, in effect, pay premiumsiningtallments.

Inaddition, certain insurance policies have aseasonal nature, andtherisk is
higher at that time of year. Insurancesare occas onally purchased during these
timeswhen the danger ishighest, which disadvantagestheinsurers.

Short period scalesare evolved to prevent such selection against theinsurers. They
area so applicablewhen annud insuranceiscancelled by theinsured.

Minimum Premium

Itisthe practiceto charge minimum premium under each policy sothat administrative
expenses of issuing the policy arecovered.

. INTEXT QUESTIONS 9.2

1

What isexpected of an agent when she detectsamoral hazard?
a Continuewiththeinsuranceasbefore

b) Report the sametotheinsurer

c) Askforashareintheclams

d) Turnablindeye

Which of thefollowing isamethod to deal with physical hazards?
a Loadingof premium
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b) Impostionof warranties
c) Discounts
d) All of theabove
3. Whichof thefollowingisnot atypeof moral hazard?
a) Dishonesty
b) Carelessness
¢) Wrongcdams
d) Gambling
4.  Whichof thefollowing mechanismscan be used to reducemoral hazards?
a Co-payment,
b) Deductible,
¢) No-clambonus
d) All of theabove
5. Short period scalesare used for policeswith duration of
a) Lessthan12months
b) 12months
¢) Morethan 12 months

d) All of theabove

9.4 SUM INSURED

It isthe highest sum that an insurance company will indemnify to thetermsof the
policy. When deciding on thelimit of indemnity, or themaximum amount that would be
paid out inthe event of aclaim, aninsured must exercise extreme caution.

Theinsured always determinestheinsured amount. The suminsured specifiesthe
policy's maximum obligation. Itisan amount to which arateisapplied in order to
determinethe policy'spremium. It ought to reflect the property'strue market value. If
thereisexcessinsurance, theinsured receives no benefit, and if thereisinsufficient
insurance, the claimisdecreased accordingly.
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9.4.1. Deciding the Sum Insur ed

Under each class of businesstheinsured should be advised of thefollowing points
which haveto be bornein mind while deciding the suminsured:

a)

b)

d)

Per sonal Accident Insurance: Thesum insured offered by acompany can be
afixed amount or it can a so be based on theinsured'sincome. Someinsurance
companiesmay give abenefit equal to 60 timesor 100 times of theinsured's
monthly incomefor aparticular disability. Therecould bean upper limit or "cap”
on the maximum amount. Compensationscan vary from company to company.
Ingroup persona accident policies, thesuminsured may befixed separately for
each insured person or may belinked to emoluments payabl e to theinsured

person.

Health Insurance: Thesuminsuredisavailablewithinacertainrange. It depends
ontheagebracket too. Let ussay for age group of 25-40 yearstheinsurer may
offer asuminsured of 10 lakhsor higher and for age group of 3 monthsto 5
yearsit could be 2 lakhsor so.

Motor Insurance: Incaseof motor insurance, thesuminsuredisthelnsured's
Declared Value[IDV]. It isthe value of the vehicle, whichisarrived at by
adjusting the current manufacture's listed selling price of the vehicle with
depreciation percentage as prescribed inthe[RDAI regulations. Manufacturer's
listed selling pricewill includelocal duties/ taxesexcluding registration and
insurance.

IDV = (Manufacturer'slisted selling price- depreciation) + (Accessoriesthat
arenot included inlisted selling price-depreciation) and excludesregistration
andinsurancecogts.

ThelDV of vehiclesthat are obsolete or aged over 5 yearsiscalculated by
mutual agreement between insurer and the insured. Instead of depreciation,
IDV of old carsisarrived at by assessment of vehicle's condition done by
surveyors, car dealers, etc.IDV istheamount of compensation givenin casea
vehicleisgtolen or sufferstotal oss. Itishighly recommendedtoget IDV which
isnear the market value of the car. Insurers provide arange of 5% to 10%to
decreaseIDV totheinsured. LessIDV would mean lesser premium.

Firelnsurance: Thesuminsuredfor fireinsurance may be determined using
themarket value or reinstatement val ue of the building, plant, machinery, and
fixtures. Content isinsured based on its market value, which istheitem's cost
lessdepreciation.
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e) Sockslnsurance: Theamountinsured for stocksistheir market value. After
theloss, theinsured will get payment at the price at which these stocksmay be
replaced by damaged raw materialson the market.

f)  MarineCargolnsurance: Itisanagreedvalued policy andthesuminsuredis
asper theagreement betweeninsurer andinsured at thetimeof contract. Normally
itwould consist of the sum of cost of the commodity + Insurance +freighti.e.
ClFvalue.

g) MarineHull Insurance: Thevaluethat theinsured and theinsurer agreed
upon at the start of the contract isthe suminsured in amarine hull insurance
policy. Thisvaluewould be determined by acertified valuefollowing aship/hull
ingpection.

h)y  Liability Insurance: In the case of liability policies, the sum covered
correspondsto theindustrial units' liability exposure based on the extent of
exposureand geographical distribution. A portion of the claim settlement may
alsoincludeadditional legal feesand expenses. Based on the aforementioned
factors, theinsured choosestheinsured amount.

S. no. | Typeof Insurance Basisof sum insured

1 Per sonal Accident Thesuminsuredisbased on theinsured'sincome.

Insurance There could bean upper limit or "cap" onthe
maximumamount.In group personal accident
policiesthesum insured may befixed separately
for each insured person or may belinkedto
remunerations payableto theinsured person.

2 Health Insurance Thesuminsuredisavailablewithinacertainrange.
It depends on the age bracket

3 Motor Insurance Thesuminsuredisthelnsured's Declared Value
[IDV].

4 Fireinsurance Thesuminsured may befixed onthebadsof market
vaueor reingtatement vauefor buildings/ plant
and machinery andfixtures.

5 Sockslnsurance Suminsuredistheir market vaue
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6 MarineCargo
Insurance

Itisan agreed vaued policy andthesuminsuredis
asper the agreement between insurer and insured
at thetimeof contract.

7 MarineHull

Thesuminsuredisthevalue, agreed betweenthe

Insurance insured and theinsurer at the beginning of the
contract
8 Liability Insurance Thesuminsuredistheliability exposureof the

industrial unitsbased on the degree of exposure,
geographical spread

Table9.1: Basisof sum assured for variouspolicies

. INTEXT QUESTIONS 9.3

1. Suggest aninsurance schemefor adoctor to protect him from any claims of

negligenceagaing him.

a) Persond accidentinsurance

b) Liabilityinsurance

¢) Mainehull insurance

d) Hedthinsurance

2. isthe maximum amount that an insurance company will
indemnify to someonewhofilesaclam.

a Suminsured
b) Premium

C) Rider

d) Bendfits

3.  Insured'sdeclared vauein motor insuranceincludes:

ad Regidraion

b) Manufacturer'scost price

) Manufacturer'ssdlingprice

d) Arbitrary pricecomponent
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4.  Whatisthesuminsuredin caseof stock insurance?
a Maketvaue
b) GrossProfits
c) Capita Investment
d) Sdariesof employees
5. Whatisthesuminsuredin caseof marinehull insurance?

a) thevaue, agreed between theinsured and theinsurer at the beginning of
thecontract

b) Market vaueof thevesse
c) Depreciated valueof thevessd

d) Noneof theabove

©-| WHAT YOU HAVE LEARNT

Inthe context of insurance, ahazardisany set of circumstances, traits, or qualitiesthat
either cause or raisethe possibility of suffering alossasaresult of aspecific peril. The
dataprovidedin aproposa form can beused to determinephysica risk. Thefollowing
procedures are used to address physi cal hazard rating: loading of premium, applying
policy warranties, goplying specific provisons, imposition of excess/deductibles, limiting
the coverage provided, and declination of coverage. Thedimination of small clamsis
thegoal of applying deductible/excessclauses. No claim bonusesare an effectiveway
to enhancethe underwriting processand areacrucia component of rating systems.

The suminsured isthe maximum sum that aninsurance company will cover under the
terms of the policy. Moral risks can be caused by dishonesty, carel essness, poor
labour relations, and fal se claims. Co-payment, deductible, sub-limits, and providing
incentiveslike no-claim bonusesin health insurance are all waysto decrease moral
hazard. Typically, premium rates are quoted for a12-month term. A unique scale
known asthe"short period sca €' isused to ca culatethe premiumif apolicy ispurchased
for ashorter timeframe.
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=

What arethe different typesof hazardsin varioustypesof insurance covers?
2.  Explanthewaystoaddressphysical hazardsrating.
3. Howwill you decide suminsured for various classes of insurance?

4.  Explainvarioustypesof moral hazardsand mechanismto reducethe same. Notes

‘E‘I ANSWERS TO INTEXT QUESTIONS

91
1. (¢) Factorsthatincreasetheimpact and severity of losses
2. (d) Canbeascertainedfrominformationgiveninaproposa form
3. (b) Maitd Status

(d) All of theabove

o &

(c) Speedof seawaves
6. (d) Alloftheabove
9.2
1. (b) Reportthesametotheinsurer
2. (d) Alloftheabove
3. (d Gambling
4. (d) Allof theabove
5. (b) Lessthan12months
9.3
1. (b) Liabilityinsurance
2. (@ Suminsured
3. (¢ Manufacturer'ssdlingprice
4. (@ MarketVaue
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of thecontract

@ LEARNING OUTCOMES

After studying thischapter, youareable:

—_— —§ @ Todefinethevarioustypesof hazardsand explain the mechanismto deal with
Notes
thesehazards

®  Toexplainhow thesuminsuredisdetermined under variousformsof insurance.

‘ ACTIVITY

Roleplay onhow to assist the customersin scheduling appoi ntmentsfor medica
check-up and coordinating with underwriting team for re-assessment of premium
after medica report

®  Dramatizeon how toinform customersabout any changesin premium value/
suminsured
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INSURANCE

10.0 INTRODUCTION

Thefundamental part of any insurance contract isthe promise made by theinsurance
company to theinsured that it will indemnify the policyholder or theinsured inthe
event of loss. In order toindemnify the policyholder (insured), certain procedures
haveto befollowed by both insurer and theinsured to cometo the decision whether
thecdlam hastobepaid or not and if yeswhat will betheamount of indemnification. This
chapter focuses on the proceduresinvolved, from the timelosstakes place, to the
payment of claim, making it easier to understand theentire processof claimssettlement.

10.1 OBJECTIVES

After reading thislesson, youwill beableto:

Describethe proceduresfor intimation of loss
Explain clam investigation and assessment

Memorize various documentsrequired in aclaim settlement process
Explaintheimportance of surveyorsand lossassessors

Describethe processof claimssettlement inInsurance

10.2BASICS OF CLAIM

Whenyou suffer alossor damage, you seek theinsurance company for claim settlement.
If you want that theinsurance company pay you for thelosses, then thelossthat has
been suffered by you should be caused by the perils named under your insurance
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policy. Theclaim settlement processincl udesthe compensation and coverage provided
by theinsurance policy to the policyholder for thelosses or the damages caused by an
insured peril.

Aninsuranceclaimisan official request to theinsurer or theinsurance company for
indemnification or compensation against |oss or damage caused dueto theinsured
peril. Assoon astherequestisreceived by theinsurance company, theclaimisvaidated
and onceit isapproved, payment isissued to theinsured.

The scope of insurance claimsisextremely wideasit coverseverything from death
benefitsunder alifeinsurance policy to routine and comprehensive medical tests. It
coversdamage and lossto property, motor, marine cargo, burglary, jewellery etc.
under genera insurance.

You will have moreinsightsabout theinsurance claim, process of claim settlement,
methodstofileinsurance claimsin the upcoming sectionswhich will empower youto
get the compensation you deserveinaclaim settlement.

10.3 CATEGORIES OF CLAIM

Theclamswhicharededt withininsurancepoliciesfal into thefollowing categories.

[— Sandard Claims

[— Non-standard Claims

[_ Aver age Clause

Act of God Perils

—

[— Ex-gratia Payments

J U U uy

Figure 10.1: Categoriesof claims
() SandardClaims.

Standard claimsarethosethat clearly fall within the parametersof thepolicy's
termsand conditions. The scope of the claim, theamount of insurance chosen,
and other indemnity procedures specified for different classesof insuranceare
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(i)

(iii)

(iv)

v)

taken into consi deration when eval uating the claim. Depending onthe policy
chosen, the claim amount paid by theinsurer takesinto account anumber of
variables, including thevauation at thetimeof theloss, insurableinterest, salvage
chances, lossof earnings, lossof use, depreciation, and replacement value.

Non-Sandard Claims:

"Claimsthat are non-standard arethosein which theinsured may have broken
acondition or warranty. Thenon-lifeinsurancefirmshave established rulesand
regulationsthat must befollowed in the settlement of theseclaims.

Condition of average or aver age clause:

Some policieshave aclausethat penalisestheinsured for underinsuring his
property by insuringit for lessthanitstruevalue. Inthe event of aclaim, the
insured receivesasum that is proportionately deducted from hisreal lossin
accordancewith theunderinsurance.

Act of God perils- Catastrophic losses:

"Act of God" perilsinclude natural disasterslike storms, cyclones, floods,
inundations, and earthquakes. I n the affected region, these risks may cause
lossesto severa insurance policies. In such significant and catastrophic losses,
the surveyor is expected to move right away to the loss scene for an early
assessment and lossminimization efforts. Officia sfromtheinsurersvisttheloss
sceneconcurrently, especidly whenthereisasgnificant oss. Preliminary reports
areal so submitted if the surveyorsencounter difficultieswith the assessment
and may need guidance and ingtructionsfrominsurers, who arethen given the
opportunity to discusstheissues. Thegod of thevisitisto get animmediate, on-
siteideaof the nature and extent of loss.

Ex - gratia Payments:

Theselossesfall outsidethe scope of cover under the policy and hence are not
payable. However, invery specia cases settlement of theselossesisconsidered.
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Sandard
Claims

Non-standard
Claims

Average
Clause

Act of

God Perils
Catagtrophic
|osses

Ex-gratia
Payments

* Clamsthat fdlswithinthetermsand conditionsof thepalicy.

* Claim assesment isdone keeping in view the scope of the
policy and other methods of indemnity

* Factorsconsidered during claim assesment are valuation at
timeof loss, insurableinterest, salvage prospects, |oss of
earnings, loss of use, depreciation, replacement value
depending onthe policy taken.

 Claimswheretheinsured may have committed abreach of
condition or warranty.

* Thesettlement of theseclaimsisconsidered subject torules
and regulationsframed by the non-lifeinsurance companies.

» Thisisaconditioninwhichtheinsured hasinsureditsproperty
at a sum insured less than its actual value known as
4 undeinsurance.

* Intheevent of aclaim, theinsured getsan amount that is
proportionately reduced from hisactual lossin accordance
to theamount under insured.

 Natura perilslike storm, cyclone, flood, inundation, and
earthquake aretermed as"Act of God" perils.

* These perilsmay result inlossesto many policiesof insurer
intheaffectedregion

 Theselossesfall outsidethe scopeof cover under the policy
<« andhencearenot payable. However, in very special cases
settlement of theselossesisconsidered.

Figure 10.2: Characteriticsof typesof clams

. INTEXT QUESTIONS 10.1

1.  Naturd perilslikestorm, cyclone, flood, inundation, and earthquake aretermed

as

a) Actof LordPerils

b) Actof God Perils

156
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c) Actionof God Perils
d) Noneof theabove
2. Whichof thefollowingisnot acategory of claim?
a StandardClam
b) UngandardClaim
¢) Non-StandardClaim
d) Catastrophicclams

3.  Theseareclamswheretheinsured may have committed abreach of condition
or warranty:
a StandardClam

b) Ex-gratiaClams
¢) Non-StandardClaim
d) CatastrophicClams

10.4CLAIM SETTLEMENT PROCESS

Theinsuredinformstheinsurer about theclaim. Onreceiving thisinformation, aclaim
number isalotted and an entry ismadein the Claim Intimated Register (CIR). The
particularsentered areasfollows:

I Serid number

i.  Dateofintimation

ji. — Clamnumber

iv. ~ Nameof theinsured

V.  Policy number

vi.  Particularsof therisk

vii.  Natureof Loss

viii. Dateof loss

iX.  Estimated amount of loss
X.  Amount Pad

Xi.  Serid number of clamspaidregister

xii. Remarks
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10.4.1 L egal Aspectsof Insurance Claims

5.

First agpect isto decidethat whether thelosslieswithin the scopeof policy. The
principleof proximate cause helpsin guiding whether thelossis caused by an
insured peril or an expected peril.

Second aspect isthat whether theinsured has compiled with policy conditions.
Especidly conditionswhich are precedent toliability. These conditionsrelateto
immediate notification of lossto theinsurers, submission of proof of causeand
extent of loss.

Third aspect isthat whether or not warranties have been compiled with.

Fourth aspect is observance of utmost good faith by the proposer beforethe
conclusion of contract, during the operation of the policy and on occurrence of
loss.

Next aspect rel atesto the determination of the amount payable.

10.4.2 Dutiesof the Insured in the event of the claim

Theinsured hasto giveawritten noticeto theinsurers, immediately or asearly
asposs ble, after the happening of any event likely to giverisetoaclaimunder

thepoalicy.
Insured hasto follow up the noticewith full detailsof theclaimwithinthetime
limit prescribed by thepolicy.

Insured hasto providetheinsurerswith al such information and assistance as
theinsurersmay reasonably require.

Insured hasto lodge immediate complaint with the policein case of theft or
other criminal act which may besubject of claim.

Insured hasto ensurethat the damaged property isnot | eft unattended without
proper precautionsto prevent further damage

10.4.3 Dutiesof Insurers

@

(b)

Assoonastheclamintimationisreceived, theinsurersshould arrangeto get full
detailsof theclaim.

If considered necessary, insurersshould arrangefor aprompt survey of theloss
either by aprofessional surveyor or by their own representative.
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(0  After surveyingtheloss, insurersshoul d suggest recommendationsto theinsured Non-Lifelnsurance
for theimprovement of therisk so that further losses are minimized, if not
diminated.

(d)  Insurer should ded with theinsured promptly and reasonably, during al claim
negotiations.

10.4.4 Claim Documents Notes

Thefollowing documentsarerequired at thetime of claim settlement process

Policy Contract of Invoice(Marine
document affreightment (Marine) or fire)
Packaging list Claim Survey
(Marine) form report
L etter of
subrogation

Figure 10.3: Documentsrequired at thetime of claim settlement

1. Origind Policy isrequiredto beproduced by thedamant to establish hisinsurable
interest and entitlement to the claim amount. It istheoriginal policy which must
be submitted.

2. Contract of Affreightment: It isissuedintheform of
a Bill of Loading - Incaseof oceantrangt
b) Railway Receipt- Incaseof rail transit

c) Consignment Note- In caseof road carrier (Also called 'Goods Receipt'
or 'Lorry Receipt’)

d) AirWay Bill (A.W.B.) - Incaseof trangit by air
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3.

Invoice

Invoi ce contains detail ed description of the goods, their prices, termsof sale
(i.e., freeonboard (FOB), Cost Insurance and Freight (CIF), Cost and Freight
(C&F) etc.). Thesedatamay be matched with the Bill of Lading and policy for
identification of thegoods. By comparing total invoicevauewiththeinsured
value, insurer can know the under or over - insurance. Another advantageis
that quantity and pricesof variousitems mentioned aretaken for assessment of
thelossamount onthe basis of findingsof thesurveyor.

PackagingLigt

For different items packed in different packages, different packaging listsare
prepared by the shipper. When any of the packageislost or damaged, the
missingitemscan beidentified withthe help of packaging list.

ClamForm

A claimformisastandard printed document used for submittingaclaim. It
includesadll the questionsor particularsto befilled by theinsured for assessment
of clam.Under normd circumstances, reimbursement will take placewithinten
daysof receipt and approval of claimformand al required documents.

Survey Report (L oss assessment)

Thesurveyor or loss assessor, that has been appointed by theinsured or the
insurance company is expected to submit the survey report within 30 days of
their appointment along with a copy of the report to the insured which has
detailed comments on loss assessment by the surveyor or |oss assessor. The
surveyor can aso seek extensionif required whilekeeping theinsured about the
same. Themaximum limit for submisson of the survey report to theinsured and
insurer, regardlessof any ingructionsis6 monthsfrom thedate of appointment.If
theinsurance company findsasurvey report to beincomplete, it can ask the
surveyor for an additional report, which needsto be submitted within 3 weeks.
Such an additional report can be sought only onetimeduring asingleclaim
cycle

Contentsof the Survey Report
Thesurvey report should contain thefollowing information:

a Wasthepolicyinforce, at timeof loss? Doesit cover the extent/accident
responsiblefor theloss?
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b) Wasthepremium paid when it should have been? Non-Lifelnsurance
c) Hasnoticebeen givenwhenit should have been?

d) Hastherebeen breach of any condition or warranty incorporated in the
policy?
€) Wasthereany lgpseonthe part of theinsured, which could have contributed

totheloss? —_—
Notes

f)  Circumstancesunder whichthelosstook place, and the documentsproduced
by the claimant in support of hisclam?

g Hastherebeenany under - insurance?

h) Recommendationsof thesurveyor, if any, andif he recommends payment
of theclaim, theamount for which he recommends payment.

i) Anysavage, and theamount that it may fetch

7.  Letter of Subrogation: Thisdocument subrogatestheright of theinsured againgt
third partiesinfavour of theinsurersand entitlethemto pursuerecovery against
them.

Postal money or der Fireinsurance Marineinsurance

* Policy document/cover note  « Certified Truecopy of ~ * Name, address, phone

* Personal details of insured the policy along with number of person reporting
person schedule and dam

+ Date& timeofaccident Endorsements/clauses.  « Policy holder's name and

* Vehiclenumber e ClamForm. policy number

o Makeand model of Photographs. * Vessel operator/passengers/
thevehicle * Past claimsexperience guests

* Location ofloss  Report of the Internal . i

o Extent ofloss Cg[rjnmitteeconstituted Eye witnesses

for the purpose of * Date and time of loss

« Brief description of how the investigating the cause * Loss location

accident tookplace

« Garage name (with contact offire. + Facts and circumstances
details) + FireBrigade Report. + Natureof damageor injury
« Copyof RC, Tax Receipt ~ * FirstInformation « Vessdl (9) involved
(Criginal requiredfor e Description of loss-How did
verification) intimation to the Police L p')
Stationduly endorsed/ It occur

e Copy of Mator Driving

; o Police Panchnama. * Copy of Bill of Lading
Iﬁé?grﬁ(mlt rr:go {L%gﬂ%ﬂg: * Fina Investigation (inland/ ocean/air)
thematerial time Report. « Origina Certificate of

« Police PanchanamalFIR * Action taken on the Insurance
(Incase of third-party suggestion of TAC/ « Written documentation of
property damage/ death / LPA on loss claim against carrier
body injury) T TIEE Hon e « Commercia invoice
e Estimatefor repairer, where preventmn. -
the vehicleisto berepaired ~ * FloodClaims > FEEdTglsE
» ExplosionClaims  Delivery receipt, dock

e Repair billsand payment 3
receipts after thejob is receipts, tally sheets
completed e Survey/Inspection report

Figure 10.4: Documentsrequired for variousclasses of insurance
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. INTEXT QUESTIONS 10.2

1

What isthefirst stepinaclaim settlement process?

a Intimation of lossto theinsurance company

b) Appointment of thesurveyor

C) ldentify theperil

d) Noneof theabove

Which of thefollowing isnot theduty of theinsured intheevent of clam?

a Intimation of losstotheinsurance company immediately after theevent has
happened

b) Tolodgeimmediatecomplaint withthepolicein caseof theft or other crimind
act which may be subject of claim.

¢) Insured hasto providetheinsurerswithal such information and assistance
astheinsurersmay reasonably require.

d) Appointment of surveyor immediately after the event happened
Which of thefollowing isnot theduty of theinsurer intheevent of clam?

a Assoonastheclaimintimationisreceived, theinsurersshould arrangeto
get full detailsof theclaim.

b) Insurers should arrange for a prompt survey of the loss either by a
professional surveyor or by their own representative.

c) TolodgeFIR at thepolicestationin caseof theft

d) Noneof theabove

Which of thefollowing documentsare not required for claim settlement?
a) Policy document

b) Survey report

c) MariageCertificate

d) Clamform
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10.5 CLAIM SETTLEMENT PROCEDURE

The claim settlement procedure can be understood from the diagram bel ow:
Informingtheinsurer about theclaim with duly filled claim form

:

Allotment of claim number & entry
in claimintimated register (CIR) of thel nsurance Company

:

Assessing that claim fallswithin the scope of policy or not

: :

If yes, for standard claimsthe If no, for Ex-gratiapayments,
surveyor isappointed noclaimispayable

:

Completely filled claim form with all the contentsistaken from theinsurer

:

Survey isconducted by the surveyor

:

Appointment of theinvestigator (if required)

: :

If claim isapproved then If claimisregected then
itisfurther processed & itiswithdrawn
settlement ismade fromCIR

Fig 10.5: Claim settlement Process

10.6INTIMATION OR NOTICE OF LOSS

Accordingtoapoalicy'scriteriafor claim settlement, theinsured must notify theinsurer
of alossas soon aspossible. The purpose of an urgent notification isto enablethe
insurance company to beginalossinguiry assoon aspossible because delaying such
aprocesscould lead to theloss of important or pertinent information about theloss.
Additionally, thiswould assist theinsurance provider or insurer in reducing theloss
and implementing salvage protection procedures. Asaresult, the notification of the
lossmust be made assoon asispractically possible.
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Theclaimisgivenanumber and submitted intheclaimsregister withinformation such
asthepolicy number, insured's name, and an estimate of amount of loss, date of |oss,
the claimisnow ready to be processed.

Theclamisgivenanumber and recorded intheclaimsregister withinformation such
asthepolicy number, insured'sname, estimated lossamount, and date of |ossafter this
initial check andinspection. At thispoint, the claimisprepared to be processed.

Noticemust dso begivento law enforcement agenciesunder sometypesof regulations
(suchasburglary policies). Policiesgoverning cargorail transit require noticeto be
giventotheRailways.

Onreceipt of intimation of lossor damage insurerscheck whether:
® Theinsurancepolicy isinforce onthedate of occurrenceof thelossor damage
® Thelossor damageiscaused by aninsured peril

®  Theproperty (subject matter of insurance) affected by thelossisthe sameas
insured under the policy

® Noticeof losshasbeen received without del ay.

10.7INVESTIGATION AND ASSESSMENT

a) Overview

The insurer chooses the actions to be performed for the investigation and
evaluation of lossas soon asthe claim formisreceived by theinsurer fromthe
insured. An officer of theinsurance conductstheinvestigation and | ossassessment
in casesof modest clamamounts. L ossassessment expertswho areindependent
registered professional surveyorsaretasked withlookinginto any additional
dams

Sinceboth theinsured and theinsurer areinterested parties, the primary goal of
theindependent surveyor'sassessment of the damageisto providean objective
assessment that will be accepted by both partiesand by the court of law inthe
event of adisagreement between theinsured and theinsurer.

b) ClaimsAssessment

A policereport, aninvestigator'sreport (if the causeisunknown), and asurvey
report are used to evaluate afire claim. When aperson filesapersonal injury
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claim, theinsurer must submit areport from thetreating physician that detail sthe
accident'scause, kind of illness, and length of disability, when applicable.

Theinsurersreservetheright to scheduleanimpartial medical examinationin
accordancewith thetermsof thepolicy. For "Workmen'sCompensation” claims,
medica documentationisaso necessary. Claimevauationfor cattleand livestock
isbased on the veterinarian'sreport.

Inthe case of automobileinsurance, third-party claimsinvolving fatalitiesand
personal injuriesare eval uated based on medical reportsfrom doctors. The
Motor Accident ClaimsTribuna (MACT) handlestheseclaims, and theamount
that will be paid depends onthe claimant'sage and income, among other things.
Third party property damage claimsare eval uated based on asurvey report.
The assessment of amotor vehicle own damage claimisbased onthesurveyor's
report. If third party damageispresent, apolicereport can be necessary.

Investigation and | oss assessment are distinct processes. Investigationsare
carried out to make surethat aclaimislegitimate and to confirm any significant
detailsand uncertainties, such asthelack of aninsurableinterest, theomission
or misrepresentation of crucia information, the purposeful creation of theloss,
etc.

Onbehalf of the non-lifeinsurancefirms, either in-house surveyorsor Third
Party Adminigtrators(TPAS) evd uate hedthinsuranceclams. Theevauationis
supported by both expert opinion and medical reports.

Insurance surveyorsa so perform theinvestigativetask. A surveyor should take
control of the processassoon aspossible. Sincetheclamnatificationisreceived,
itiscustomary to appoint the surveyor asquickly asfeasible.

10.8 SURVEYORS AND LOSS ASSESSORS

a)

Surveyors

Professionalslicenced by IRDAI include surveyors. They are specialistsin
examining and assessing lossesin particular fields. Theinsurance company
typically payssurveyorsfeesin exchangefor their services. Typicaly, genera
insurancefirmswill employ surveyorsand lossassessorsat thetimeof aclaim.

They go over thedisputed property, investigate, and confirm the eventsleading
uptotheloss. They dso providereportsto theinsurance company and estimate
thelossssize.
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Additionaly, they offer insurersadvice onthe best waysto stop further losses.
ThelnsuranceAct of 1938, thelnsurance Rulesof 1939, and particular IRDAI
regulationsall apply to surveyors. Intheevent of a" Travel Policy” or "Marine
Open Cover" for exports, claimsmade outside of the country are evaluated by
theclaim-settling agents abroad specified in the policy.

Theseagentsmight determinethe extent of thelossand makeapayment, which
would then bereimbursed by theinsurersalong with their settlement costs. As
andternative, theinsurance claim settling agentsgather al theclaim documents
and send themto theinsurersalong with their evaluation.

Important
Section 64 UM of InsuranceAct

"Where, inthe case of aclaim of lessthan Fifty thousand rupeesfor motor own
damage and one hundred thousand rupeesfor other property damageinvaue
on any policy of insuranceit isnot practicable for an insurer to employ an
approved surveyor or lossassessor without incurring expenses disproportionate
to theamount of the claim, theinsurer may employ any other person (not being
apersondisqudified for thetimebeing for being employed asasurveyor or loss
assessor) for surveying suchlossand may pay such reesonablefeeor remuneration
to the person so employed ashe may think fit."

. INTEXT QUESTIONS 10.3

areprofessonaslicensed by IRDAI. They areexperts

iningpecting and eval uating lossesin specific aress.
a Surveyors

b) Investigators

C) LOssAssessors

d) Noneof theabove
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2.

isdoneto ensurethat avalid claim has been made and
verify the important details and doubts like absence of insurable interest,
suppression or misrepresentation of material facts, deliberately creating theloss,
etc. areruled out.

a Survey
b) Invedigation

C) LossAssessment

d) Noneof theabove

Health insurance claimsare assessed either in house or by.
a TPA

b) Surveyors

C) Invedtigators

d) Noneof theabove

6-

WHAT YOU HAVE LEARNT

Professional claim settlement isthought to bethe biggest form of advertising for an
insurance provider. According to thetermsof the palicy, theinsurer must beinformed
right away of theloss. If theclaimisfor aminor sum, an officer of theinsurer conducts
theinquiry to ascertaintheoriginand scopeof theloss. However, itisleft toindependent,
qualified professional surveyorswho are expertsinlossassessment for other claims.
Ingenerd, theclaimformismadeto gather compl ete detail sabout thel osssconditions,
including theloss'sdate, time, cause, severity, etc. The process of ng claims
involvesestablishing if alossincurred by aninsured party wasbrought on by aninsured
peril, whether aguarantee has been upheld, and the extent of theloss.

'lPlll»

)

'.

L

=

TERMINAL QUESTIONS

Explainthedifferent category of claims
Explaintheclaim settlement processin detail.
Discusstheroleof surveyor in claim settlement process.

Describethe various documentsrequired during claim settlement process.
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‘E ANSWERS TO INTEXT QUESTIONS

10.1

10.2

10.3

1

2.

3.

(b)
(b)
(©

@
©)
(©
(©

@
(b)
@

Act of God Perils
Unstandard Claim

Non-Standard Claim

Intimation of lossto theinsurance company
Appointment of surveyor immediately after the event happened
Tolodge FIR at the police station in case of theft

Marriage Certificate

Surveyors
Invedtigation

TPA

@ LEARNING OUTCOMES

After studying thischapter, youareable:

® Toexplaintheclaim settlement procedurein detail.

® Toexplaintheimportanceof variousdocumentsin the claim settlement process.

@ ACTIVITY

Roleplay on how to assist the beneficiary/nomineetofill theclamformintheevent of
any damage/acci dent/hospitai zation/degth
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11.0INTRODUCTION

At the core of any insurance contract isthe promise made at the beginningi.e. to
indemnify theinsured inthe event of aloss. Therearedifferent documentsinvolved
which needsto be submitted at thetimeof claim settlement. Thischapter will helpyou
understand the proceduresinvolved inthe entire process of claimssettlement including
documentation required; and disputesrelated mechanisms.

11.1 OBJECTIVES

After reading thislesson, you will beableto:

Explain Claimformsand Dischargevouchers
Explain Post settlement action

Describe Savage and Recoveries

Explain Importanceof settlingcdams

Dispute settlement mechanisms

11.2 DOCUMENTATION OF GENERAL INSURANCE CLAIMS

Documentation of General | nsuranceClaims

Claimforms Dischargevouchers

Figure11.1: Documentsrequiredin Genera Insuranceclams
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11.2.1 Claim Forms

Each classof insurance hasadifferent claim form's contents. According to common
consensus, "the claim formisdesigned to obtain detail ed information regarding the
circumstances of theloss, such asdate of 1oss, time, cause of loss, degree of loss, etc.”
Theadditiona questionsthat could beincludedinaclaimform vary depending onthe

typeof insurance. An exampleof information sought inafireclamformisgiven here
under:

Eerail Healh Falics VIOTOR CLATH FORM Hame & Family Promcoior

A Iradeeadual Modsbiakl inme Spvidikg Palic
B, Swerdbay Foavsd Podiey -
. ) Irade Fraoeciar Palicy

iMhice & Profecsssnal Exablohaienl Prster ier Trade Suvell Palicy
L. Tidi gLl Lol i O b

B L Rty P BN B R S FEE IR RER R TR

Fobebo ampidnd P e Rl Llrg el bl Ll oC B Geliale o elimie bridediFommunirs e imili e P o p it sl Wk Fi
ssdpsrelhnue cdralifsaaceg s lhigesalkd. geserdi b Ao uad Eoomcmindisrasaks

o Paraweuhs rad e e e o hm m nsees ned

d Slle mldsmeemrdlvlsia sislargids brsde . ke

r e bl i A b e e el e e pleer B e sl rarg el S e e Do e b sy malde Do o maeew

| Firaerrread v e dor e vl e wbsmwrsicmperd rer e peera ee s rw e

g & ldEm e b pen del b i el seeed b e L ard

L Deeiails of Policy Holder

e fea e ok an
Mo ped il lreia Lt
it e e
Hin'mer barm b | B Tlar ol "l

T R 20 TN
oo N

laiad
Ly e T L

5 Deeimils of Imchident A combent 5 Theli)

i i e lrern ey Fram e X g 1 e
Plasll eyl ¢ be's bk @ o il
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Figure 11.2: Motor Claim Form Sample
® Nameof theinsured, policy number and address

) Date, time, cause and circumstancesof thefire
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Detailsof damaged property

Sound val ue of the property at thetimeof fire.

Amount claimed after deduction of salvagevadue

Situation and occupancy of the premisesinwhich thefireoccurred
Capacity inwhichtheinsured claims, whether as owner and mortgage, etc.

If any other personisinterested in the property damaged

If any other insuranceisinforce upon such property if so, detail sthere of

11.2.2 Discharge Vouchers

Settlement of the claim ismade only after obtaining adischarge under the policy. A
sampleof dischargerece pt for claims (under personal accident insurance) for injuries
isworded along thefollowing lines: (may vary from company to company)

CLAIR MSCHARGE CUM SATISFACTION VOLUCHER
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Yihiele Rigisirarisn M.

Discharps Dale
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claims presend or Maiine ansing direcahisdirecdy inrespect of iid besacoadeni. 1'We Bereby lso
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Figure 11.3: Motor Claim discharge voucher
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Thewording of the dischargereceipt for third party liability claimsmay be onthe
followinglines

"I (Name of the claimant), of

herebyacknowledge to have received the sum of Rs. whichis
paid by (name of
theinsured) in respect of the claim made by me upon himfor bodily injuriesand other
| osses sustai ned through an accident which occurred to me on or about the

day of at and | agree that the sum ispaid with a
denial of liability onthe part of thesaid (orany
other person) in respect of the said occurrence and for damage whether now or
hereafter to become manifest and to theintent that the said and all other personshbe
absolutely and finaly discharged from thefurther and other claimsof every natureand
kind whatsoever by meor in my behalf arising out of the said occurrence.”

Date Sgnature Witness

(Note: Thesewordingsare not standard but are given asillustrations only and may
vay).

11.3POST SETTLEMENT ACTION

Theaction taken after settlement of the claiminrelation to underwriting variesfrom
oneclassof businessto another.

Example

Theamount insured under afire policy islowered in proportion to theamount of the
settlement. The pro-ratapremium, whichissubtracted from theamount of theclaim,
must be paid inorder for it to bereinstated.

Theinsuranceiscancelled upon payment of the capital amount insured by apersona
accident policy.

Similar tothis, the payment of aclaim under an individua fidelity guaranteepolicy (a
typeof policy that protectsagainst financial |oss brought on by employeefraud or
dishonesty) resultsinthe policy'sautomatic termination.
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11.3.1 Salvage

The property or the subject matter that has been left after thelossisreferred to as
salvage. After the settlement of claimthe salvage belongsto theinsurer.

Example

At thetimeof claim settlement on the basis of total |ossunder motor insurance, the
damaged vehicleistaken over by theinsurance company or theinsurer. Salvage can
dsoariseinfireand marinecargo clams, etc. Thedisposa of sdvageisdoneaccording
tothe procedurelaid down by that particular company. The methods of disposal are
also recommended by the surveyors, who have assessed thel oss.

11.3.2 Recoveries

According to the subrogation concept (asit relatesto insurance contracts), oncea
claim hasbeen settled, theinsurersare entitled to the policyholder'sor insured'srights
and remedies. According to the relevant legidation that may apply, they arequalified
torecover "thelossor claimamount paid” fromathird party that may beliablefor the
loss. Asaresult, insurers can seek compensation from shipping firms, railroads, road
carriers, airlines, port trust authorities, etc. for theloss.

Example

Thecarriersareliablefor thelossif the packageisnot delivered. Theport trustisalso
respongblefor productsthat are safely landed but later go missing. Beforethe settlement
of theclaim, theinsured isasked for aletter of subrogation that is properly stamped
for thispurpose.

11.4IMPORTANCE OF SETTLING CLAIMS

Claim settlement isone of themost important functionsof any insurance company. At
thetime of contract between insurer and theinsured, theinsurer promisestoindemnify
or compensate thelosses at the happening of event which will result inlosses. This
promiseisfulfilled by theinsurer by providing fair, equitableand prompt daim settlement
sarvicestothe policyholder by paying clamsagainst any lossesto the property insured
or losstothird party.

I nsurance can be stated asafinancia mechanism that providesindemnity against the
lossesthat are caused dueto insured perils. If the concept of insurance and claim
settlement did not exi<t, therecovery of losseswould havebeen dow, inefficient and a
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difficult process. Oneof the non-lifeinsurance companieshad theinscription " Pay if
you can; repudiateif you must” initsboard room. That isthe spirit of thenoblebusiness
of insurance.

Settling dlamsprofessiondly isregarded asthe biggest advertisement for aninsurance
company. Promptnessand profess onalismwithwhich clam are settled areimportant.
Thesearediscussed below:

a)

b)

Promptness

Under claim settlement process, if thelossisbig or of smal amount, whether the
insured or the policyholder is an individual or a corporate client, prompt
settlement of claimsisvery essential. Itisvery obviousthat theinsured or the
policyhol der expects compensation of |ossfrom theinsurance company assoon
aspossible. If theinsured getsthe claim settlement done promptly, it will be of
maximum useto him. Therefore, it isthe utmost duty of theinsurer to pay the
claimassoonaspossible.

Professionalism

Theinsurance officialsconsider each and every claim onitsmeritsand do not
apply prejudicia or pre-conceived notionsto reject the claim without examining
al the documentsthat would answer thefollowing questions.

® Didthelossreally happen?

If so, did thelossmaking event really caused the damage?
Theextent of damageout of thisevent.

What wasthereason for theloss?

Wastheloss covered under the policy?

Isthe claim payable asper the contract/ policy conditions?

If so, how muchispayable?

Theanswersto al these questions need to be found out by theinsurance company.

Processing clamsisanimportant activity intheinsurance companies. To ensurethat
all claimsdue under the policy are promptly paid and those that are not payableare
not paid, the company carefully established al claim forms, procedures, and processes.

The agent, asthe company's representative, isresponsiblefor making surethat all
necessary papersarecorrectly filled out with accurateinformation and that al supporting
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documentation isattached. Heisresponsiblefor making surethat al guidelinesare
followed promptly and that the appropriate paperwork is provided to the business.
Earlier inthe previous chapters, the function of the agent during thetime of losswas
covered.

11.4.1Important aspectsin an Insurance Claim

Theimportant sepinaninsuranceclamisto verify and decidewhether theloss
iswithin the scope of the policy. The decision on acceptance or rejection of
claimistaken with the help of guidelines provided by the legal doctrine of
proximate cause which hel psin assessing whether thelossis caused dueto
insured peril or anexterna peril. Theresponsibility to provethat thelossiscaused
duetoaninsured peril lieswith theinsured and that of an external peril lieswith
theinsurer.

The second most important aspect isto decide whether insured has complied
with the conditionsof the palicy, especially those conditionswhich wereto be
complied beforethe occurrence of lossor precedent to theliability.

Thethird important aspect isto decide whether insured has complied with the
warranties of the policy. Thiscould beindicated with the help of the survey
report submitted by the surveyor totheinsurer.

Thefourth aspect isto ensure whether theinsured hasfoll owed the principle of
utmost good faith during the currency of the policy.

Thefifth aspect isto check whether theinsured acted asan uninsured whichis
expected of him or her at thetime of lossin order to minimisetheloss.

Thesixth aspect isrelated with theamount of claimthat is payable. Theamount
of loss payableissubject to the sum insured mentionedin the policy document.
However, the claim amount payablewill depend upon thefollowing:

® SdvageVdue

® Theextent of theinsured'sinsurableinterest in the subject matter
® Applicationof underinsurance
o

Application of subrogation and contribution conditions
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L ossiswithin the scope of the policy
I nsured hascomplied with policy conditions
I nsured hascomplied with warranties
Observance of utmost good faith
M easuresto minimisetheloss

Deter mination of theamount payable

Figure 11.4 Important aspectsin Insurance claims

. INTEXT QUESTIONS 11.1

1.  Atthetimeof fire, the claim must be based on actual value of property at the
place and time of occurrence after allowancefor , Wear and tear.

a) Appreciation

b) Depreciation

C) Rendaement

d) Noneof theabove

2. Under theprincipleof theinsurer can assumetherightsof
theinsured in order to recover fromathird party thelosspaid under apolicy?

a Discharge
b) Indemnity
C) Subrogation
d) Contribution
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3. Sdecttheactivity among thefollowing that would not be categorised under Non-Lifelnsurance
professional settlement of clams?

a) Ascertaining whether thelosswasaresult of aninsured peril
b) Approachingtheclamwithaprgudice
€) Seekinginformation relating to the cause of theloss
Notes

d) Quantifyingtheamount payableunder theclam

4,  Rahul'scar met with an accident. The car isinsured under amotor insurance
policy. Which among thefollowingisthe most appropriatething for Rgj to do?

a Notify theinsurer of thelossassoon asreasonably possible
b) Ignorethedamage
c) Damagethecar further so asto receiveabigger compensation
d) Notify theinsurer at thetimeof insurancerenewal

5. Whichof thefollowingfactor will affect theamount of claim payable?
a SdvageVaue
b) Theextent of theinsured'sinsurableinterest in the subject matter
c) Applicationof underinsurance
d) All of theabove

6.  Whichof thefollowingisnot animportant aspect in acceptance of claim by the
insurer?

a) Losswithinthescopeof thepolicy

b) Insured'scompliancewiththepolicy conditions
c) Observanceof utmost goodfaith

d) Amountof loss

7.  Theproperty or the subject matter that has been | eft after thelossisreferred to
as

a Loss
b) Sdvage
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C) Arbitration
d) Recovery
8.  Whichof thefollowingisatypeof information under afireinsuranceclaim?
a) Date, time, causeand circumstancesof thefire
b) Detailsof damaged property
c) Situationand occupancy of the premisesinwhichthefireoccurred

d) All of theabove

11.5DISPUTES RELATED TO CLAIMS

Despite best efforts, there could be reasons for either delay or non-payment
(repudiation) of claim, either dueto delay in notice of 1oss or non-submission of
documentsby clients.

Apart from these, the most common reasons, to nameafew are:
Non-disclosure of material facts

Lack of coverage

L oss caused by excluded perils

L ack of adequate suminsured

Breach of warranty

| ssuesregarding quantum dueto underinsurance, depreciation, etc.

All thiscould cause considerable grief to theinsured specially when heisalready
aufferingfromfinancial congtraintsarising duetolosses.

Inorder to reduce hissufferings, grievance redressal and dispute handling procedures
arewdl laid outinthepolicy itself. Policiesof fire or property have the condition of
"Arbitration” inthepolicy itsdlf.

11.5.1 Dispute settlement mechanisms

a) GrievanceRedressal officer : If apolicyholder isdissatisfied withtheclaim
settlement procedure of theinsurance company, they canfileacomplaintinthe
following manner:
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b)

¢ Approachthe Grievance Redressal Officer of the branch of that particular
insurance company or any other branch that the policyholder isdealing
with. Theformal email IDsof al Grievance Redressal officersof al the
insurance companiesareavailableat IRDAI portal.

<+ Thepolicyholder needsto provide complaint in writing along with the
necessary support documents.

< Acknowledgement should be obtained by the policyhol der inwritten for
thecomplaintfiled.

¢ Themaximum timelimit with theinsurance company to respond to the
complaintis15days.

<  If theinsurance company failsto resolvethe complaint or if the policyhol der
isnot satisfied with the sol ution they can approach the Grievance Redressal
Cdll of the Consumer Affairs Department of IRDAL:

I ntegrated Grievance M anagement System: IRDAII launched theIntegrated
Grievance Management System (IGMS) intheyear 2010. If policyholdersare
not ableto approach theinsurance company directly for any reason, IGMS
providesagateway to register complaintswith insurance companies. IGMS
gpart from providing centraised and onlineaccessto the policyholders, provides
control and accessto IRDAI for monitoring issuesrel ated to market conduct of
which grievancesof policyholdersarethemainindicators. IGM Sassgns, store
andtrack theuniquecomplaint | Dsthat are creeted a thetimeof filing acomplaint
by the policyholder. The system intimates stakehol ders about the status of
complaint lodged. Also, thissystemisequipped with the provision of Turnaround
Times (TAT) that measured the TATson al the complaintsfiled and sending
alertsto theinsurersfor the pending complaints that are nearing the given
Turnaroundtime. Any complaint registered through IGM Swill flow totheinsurer's
system and theIRDAI repository. The status of the complaint will bereflected
intheIRDAI system.

Arbitration: "Arbitrationisamethod of settling disputesarising out of contracts'.
Itisdonein accordancewith the provisionsof theArbitration and Conciliation
Act, 1996. Theinitial method to settle adispute will bethe court of law.But,
such kind of dispute settlement processinvolves|ot of timeand expenses. The
Arbitration and ConciliationAct, 1996alowsthe partiesto submit their disputes
or grievances under theinsurance contract whichisaprivate, lesscostly and
moresmplified processof dispute settlement.
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Theprocessof arbitration can betaken by asingle arbitrator or morethan one
arbitrator, decided by the partiesof dispute. If thereisasinglearbitrator inthe
event of dispute settlement, both the partiesto dispute haveto agreefor the
samearbitrator and haveto abide by hisor her decision. Most of theinsurance
companiesmention about thearbitration clauseintheir policieswhich satesthat
any disputesif may arise will be subject to arbitration. Fire insurance and
miscellaneousinsurance policiesa so contain thearbitration clause which states
that if any claim under the policy is submitted by theinsured and thereisa
differenceintheamount paid by theinsurer and the expected amount to bepaid
asper insured, thedifferencemust bereferred under arbitration clause. Normally
thedecision of thearbitrators considered final and binding on both the parties.

Example

If theinsurer claimsthat thelossisnot compensable becauseit isnot covered by the
policy or falsoutsideof itspurview, acourt of law must resolvetheissue. Again, the
issuemust belitigated if theinsurersdeclineto pay the claim on the groundsthat the
insuranceisnull and void becauseit was obtai ned viadishonest withhol ding of materia
facts(breach of thelegal duty of utmost good faith).

Note: Thereisnoarbitration condition in marinecargo policies.

d)

I nsurance Ombudsman : Thelnsurance Ombudsman schemewas created
by the Government of Indiafor individua policyholdersto havetheir complaints
settled out of the courts system in acost-effective, efficient and impartia way.
Therewere 17 Insurance Ombudsman intheyear 2019 in different locations
and any person who hasagrievance againgt aninsurer, may himsdlf or through
hislegd heirs, nomineeor assgnee, makeacomplantinwriting to thelnsurance
ombudsmanwithinwhoseterritorid jurisdictionthebranch or officeof theinsurer
complained against or the residential address or place of residence of the
complainantislocated.

You can approach the Ombudsman with complaint if:

® You havefirs gpproached your insurance company with thecomplaint and
¢ They havergectedit
¢ Notresolvedittoyour satisfaction or

¢ Notrespondedtoitat all for 30 days
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® Your complaint pertainsto any policy you havetakeninyour capacity asan
individua and
® Thevdueof theclamincluding expensesclaimedisnot above Rs301akhs.

Your complaint tothe Ombudsman can beabout:

a)

b)

©)
d)

h)

Delay in settlement of claims, beyond thetime specified intheregulations, framed
under theIRDAI Act, 1999.

Any partia or tota repudiation of claimsby the Lifeinsurer, General insurer or
theHesdlthinsurer.

Any dispute about premium paid or payablein termsof insurance policy

Misrepresentation of policy terms and conditions at any time in the policy
document or policy contract.

Legal construction of insurance policiesin sofar asthedisputerelatesto claim.

Policy servicing related grievances against insurers and their agents and
intermediaries.
Issuance of lifeinsurance policy, general insurance policy including health

insurance policy whichisnot in conformity with the proposal form submitted by
the proposer.

Nonissuanceof insurancepolicy after receipt of premiuminlifeinsuranceand
generd insuranceincluding healthinsuranceand

Any other matter resulting from theviol ation of provisonsof thelnsuranceAct,
1938 or theregulations, circulars, guidelinesor ingtructionsissued by theIRDAI
fromtimetotimeor thetermsand conditionsof thepolicy contract, insofar as
they relatetoissuesmentioned at clauses (a) to (f)

You will study about these mechanismsin detail inthe coming chapters.

. INTEXT QUESTIONS 11.2

1

AccordingtotheArhitrationand ConciliationAct, 1996, the processof arbitration
can betaken by how many arbitrators?

d Maximuml
b) Morethanl
) Minimum2

d) Unlimited
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2. Whatisthefirst step to betaken by policyholder with agrievance of claim
Seitlement?

a Approach Court of law

b) Approach Insurance Ombudsman

c) Approach Grievanceredressd officer of theinsurance company
d) Approacharbitrator

3. Whenwasthelntegrated Grievance Management System (IGM S) launched by
IRDAI?

a 2011
b) 2010
c) 2009
d) 2008
4.  Whatisthemaximumlimit of claim amount in caseof insurance ombudsman?
a 25lakhs
b) 30lakhs
c) 40lakhs
d) 50lakhs

©-| WHAT YOU HAVE LEARNT

Settling claimsisregarded asthe most important advertisement for any insurance
company. Theconditionsinthepolicy Satesthat theintimation of lossto theinsurer by
theinsured should be doneimmediately after theloss. In generd, theclaimformis
made to gather complete detail s about the loss, including the date of theloss, the
reason for the loss, how much was lost, when it happened, and other relevant
information. Theprocessof ngaclaminvolvesidentifying theinsured'slosss
cause, whether there was awarranty breach, how much the insured lost, and the
insurer'sliability under thetermsof the policy. Salvageistheterm for theitemsor
subjectsthat weretill present after theloss.

According to the subrogation concept (asit relatesto insurance contracts), asthe
clamissettled, theinsurersareentitled to or quaified for therightsand remedies of
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the policyholder or insured. Arbitration isamethod of settling disputesarising out of Non-Lifelnsurance
contracts. According totheregulationsof IRDA, al policieshaveto mention about the
grievanceredressal systemavailableto theinsured. Grievance Redressal Officeristhe
firgt sourceof filingacomplaint. . If policyhol dersare not ableto approach theinsurance
company directly for any reason, IGM S providesagateway to register complaints
withinsurance companies. Thepolicyholder can napproach ombudsman if theclaim

amount islessthan 301akhs.

Notes

i

'.

L

TERMINAL QUESTIONS

=

Discusstheimportance of settling claimsfor aninsurance company. Highlight

theimportant aspectsof insuranceclaims.

2. Listdownthedisputesthat may arisein settlement of insuranceclaims?

3. What arethecontentsof claim forms?

o &

Discussin brief the mechanismsfor claim settlement ininsurance.

Discussindetail claim settlement by Insurance Ombudsman.

6.  Writeshort noteson:

a Sdvage

b) DischargeVouchers

C) Recoveries

‘E‘I ANSWERS TO INTEXT QUESTIONS

11
1. (b
2. (©
3. (b
4. @
5 (d)
6. (d)
7. (b

Depreciation

Subrogation

Approachingtheclamwithapregjudice

Notify theinsurer of thelossas soon asreasonably possible
All of theabove

Amount of loss

Sdvage
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()

(b)
(©
(b)
(b)

All of theabove

Morethan 1

Approach Grievance redressal officer of theinsurance company
2010

30lakhs

@ LEARNING OUTCOMES

After studying thischapter, youareable:

® Toasssyour clientincompleting thedocumentation during theclaims

® Toexplanthedisputessettlement mechanismtotheclientin caseof any disputes
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