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The subject “Practice of General Insurance” is introduced to help the students in understanding the origin 
and growth of general insurance industry in India.Insurance which does not protect the life but protect things 
like stock, cars, homes etc is known as ‘General Insurance’. It provide protection to our valuables against 
fire, storm, earthquake, thefts, accidents, travel mishap etc. The concept of‘General Insurance’ was originated 
during 17th century because of the industrial revolution in the west and growth of sea-faring trade. In India, 
general insurance was came into existence under the British rule in Calcutta during 1850.

The important topics discussed in this subject are as follows,

❖ Introduction and Origin of General Insurance.

❖ Classification of General Insurance Companies.

❖ Indian and International Insurance Market.

❖ Various Role in Insurance Industry.

❖ Insurance Policy Proposals.

❖ Policy Documents and Forms.

❖ General Insurance Products - Fire, Marine, Motor, Liability, Personal Accident, Speciality Insurance and 
Engineering Insurance.

❖ Concept and Process of Underwriting.

❖ Risk Sharing and its Methods.

❖ Risk Management and Steps involved in it.

❖ Concept of Rating and Premiums.
I

❖ Concept of Soft and Hard Market.

❖ Concept of Claim and Process of Claim Management.

❖ Different Types of Reserves of Insurance Companies.

❖ Concept of Insurance Reserves and Insurance Accounting.

❖ Claims Fraud and Fraud Prevention.

❖ Reserving Process followed by Insurance Companies.

The main objective behind introducing the subject ‘Practice of General Insurance’ in B.Com course is to 

make students acquire both theoretical and practical knowledge of the above mentioned topics.
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ABOUT THE BOOK

The book entitled ‘Practice of General Insurance’ is designed for B.Com Ill-Year V-Semester students. 
The content provided in this book is strictly as per the latest (2016-17) syllabus prescribed by Osmania 
University.

Every concept is explained in a simple manner with sufficient number of examples so as to facilitate better 
understanding and easy learning in a shorter span of time. Keeping in view the examination pattern of 
B.Com students, this book provides the following features,

❖ Important Questions are included to help students prepare for Internal and External Assessment.

❖ Every unit is structured into two main sections viz., Short Questions (Part-A) and Essay Questions 
(Part-B) with solutions.

❖ List of Important Definitions are given.

❖ Three Model Papers are provided in order to help students understand the paper pattern in the end 
examination.

An attempt has been made through this book to present theoretical and practical knowledge of 
“Practice of General Insurance”. This book is especially prepared for undergraduate students.

The table below illustrates the complete idea about the subject, which will be helpful to plan and score 
good marks in the end examinations.

Unit No. Unit Name Unit Description

1. General Insurance
Policies

This unit covers the topics like: Introduction to General Insurance - Origin 

of General Insurance - Classification of General Insurance Companies -

Indian and International Insurance Market - Various Roles in Insurance 

Industry - Policy Documents and Forms - Insurance Proposals and Forms 

- General Insurance Products-Fire, Marine, Motor, Liability, Personal 

Accident and Speciality Insurance, Engineering and Other Insurance.

2. Underwriting, Premiums,

Claims and Insurance

Reserves and Accounting

This unit covers the topics like: Concept of Underwriting - Underwriting 

Process - Risk Sharing and its Methods - Risk Management and Steps 

Involved in it - Rating and Premiums - Concept of Soft and Hard Markets

- Concept of Claim - Understanding the Process of Claim Management - 

Claims Fraud and Fraud Prevention - Insurance Reserves and Accounting

- Different Types of Reserves of Insurance Companies - Reserving 

Process Followed by Insurance Companies - Insurance Accounting.

It is sincerely hoped that this book will satisfy the expectations of students and at the same time helps 
them to score maximum marks in exams.

Suggestions for improvement of the book from our esteemed readers will be highly appreciated and 
incorporated in our forthcoming editions.

B.Com
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LIST OF IMPORTANT DEFINITIONS

UNIT -1
1. Insurance which does not protect the life but protect things like stock, cars, homes etc is known as ‘General 

Insurance’. It provide protection to our valuables against fire, storm, earthquake, thefts, accidents, travel mishap 
etc. General insurance contracts offers financial compensation for any loss occurred to the insured excluding 
death i.e., it insures everything of a person apart from his life.

2. Personal accident insurance aims at paying a fixed amount of compensation to person who met with an accident 
leading to death or disablement in body due to accidental injury.

3. Engineering insurance is also known as machinery breakdown or plant all risks insurance. This policy provide 
wide coverage of damages caused to electrical and mechanical machinery. Even the losses suffered by contracts 
and principals relating to civil engineering projects such as bridges, tunnels, building, etc are covered under this 
policy.

4. Marine insurance refers to the protection of goods which are being transported from one place to another for the 
trading purpose. It covers all those risks which are associated with the to loss or damage of goods which carries 
from one place to another.

5. A cover note is a temporary document which serves as a proof that the insurance cover is inforce and confirms the 
insurance contract in advance until the policy is issued.

6. Policy forms are stamped documents which offer evidence or proof of Insurance contract. The stamping of the 
insurance policy must he done according to the provisions of the Indian Stamp Act, 1899.

7. Motor vehicle insurance was emerged in United Kingdom, but later on it has gained importance in the whole 
world. This type of insurance cover risk of owner and vehicle along with the financial liability which may 
develop from accident causing harm to third party. When there is no insurance all the expenses relating to 
repair of vehicle, treatment of injured must be borne by the person.

8. Speciality insurance refers to the insurance policy that is taken up for special and unique items, This insurance policy
covers unique and important items, which are generally not covered under the general insurance policies.

UNIT - II ■■as

1. The process of identifying and classification of the risks involved in the insurance policies is termed as underwriting.

2. Risk sharing means distribution of risk. Risk sharing shifts a portion of risk to the participants or organization. Under 
risk sharing premiums and losses of each member of a group of policy holders are distributed among the group based 

on pre-determined conditions.

3. Risk management is the process of identifying/ analyzing, evaluating, monitoring and controlling the risk and 
financial resources in order to reduce the adverse effects of loss in the business.

4. According to the American Institute of Accounting, “the use of the term reserve by limited to indicate, that an 
undivided part of the asset is being held or retained for general or specific reserve”. Thus, in simple terms, reserve 
can be defined as “A part of the profit which is kept aside by the firm to meet up any future contingency, liability or 

make adjustment for the decrease in the value of an asset”.

---------_____  SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD.
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5. Insurance claims refers to the demand made by the insured or beneficiary to the insurer to make pi •— ex :r r 

policy benefits. Insurance claims covers everything i.e., from doctors consultation fees to the der.-. t < 
person.

6. The accounting process followed by insurance companies for maintaining their accounts of clients anc ; i- 
referred as insurance accounting. General insurance companies maintains accounting books as per the guideline 
given by Insurance Regulatory and Development Authority (IRDA).

7. Risk sharing means distribution of risk. Risk sharing shifts a portion of risk to the participants or organization.

8. Risk avoidance means avoiding activities that involve risk. Under risk avoidance the asset or activity that lead: 
towards loss is abandoned by the organization.

9. The risks that are unavoidable by the organizations have to be controlled. Therefore, in such situations the technique 
of loss control is adopted.

10. The price paid by the policy holder for the insurance policy is referred as insurance premium.

11. A soft market is a phase in the underwriting cycle of insurance which comprises of periods of reduced or loose 
underwriting with lower insurance premiums.

12. A hard market is a phase in the underwriting cycle of insurance which comprises of periods of rigid and tight 
underwriting with higher insurance premiums.

13. Insurance claims refers to the demand made by the insured or beneficiary to the insurer to make payment of insurance 
policy benefits.

14. Insurance fraud can be defined as a fraud which occurs when an individual or entity intentionally lies or commits a 
fraudulent act to gain a benefit or compensation to which they are not otherwise entitled.

SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD________________________________ -



Time: 1 Vi Hours

MODELI-I
FACULTY OF COMMERCE PAPER! A

B.Com (CBCS) Ill-Year V-Semester Examination

PRACTICE OF GENERAL INSURANCE

(Common Paper for All Streams)

Max. Marks: 40

PART - A ( 2 x 5 = 10 Marks )

Note : Answer any Two of the following questions not exceeding one page each.

1. List out various general insurance companies.

2. Define the terms, ‘Reserve’ and ‘Insurance reserve’.

3. List out various roles in insurance industry.

4. List out the steps involved in underwriting process.

PART - B ( 2 x 15 = 30 Marks )

Note: Answer the following questions not exceeding four pages each.

(Unit-I, Page No. 2,02) 

(Unit-ll, Page No. 45, Q5)

(Unit-I, Page No. 2, Q3) 

(Unit-li, Page No. 44, Q2)

5. (a) What do you understand by general insurance? Discuss briefly the origin of general

insurance.

OR

(b) Discuss the various documents of General Insurance, 

(a) Explain the concept of underwriting.

(Unit-I, Page No. 5, Q8)

(Unit-I, Page No. 18, Q21) 

(Unit-ll, Page No. 46, Q7)

OR

(b) Define risk management identify the steps in risk management process. (Unit-ll, Page No. 52, Q13)

SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD.
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MP.2 PRACTICE OF GENERAL INSURANCE

MODELrt
paperX

FACULTY OF COMMERCE

B.Com (CBCS) Ill-Year V-Semester Examination

PRACTICE OF GENERAL INSURANCE

(Common Paper for All Streams)

Time: V/2 Hours Max. Marks: 40

PART - A ( 2 x 5 = 10 Marks )

Note : Answer any Two of the following questions not exceeding one page each.

1. What do you understand by Engineering Insurance and Marine Insurance? (Unit-I, Page No. 3, Q5)

2. What are the objectives of General Insurance Business (Nationalization) Act, 1972? (Unit-I, Page No. 4, Q6)

3. What is rating and premium? (Unit-ll, Page No. 44, Q4)

4. Define Underwriting. Write any two objectives of underwriting. (Unit-ll, Page No. 44, Q1)

PART - B ( 2 x 15 = 30 Marks )

Note: Answer the following questions not exceeding four pages each.

» . - - -

5. (a) Discuss the classification of general insurance companies in India. (Unit-I, Page No. 6, Q9)

OR

(b) Write in detail about the different types of general insurance products. Write briefly

about policy form and its conditions. (Unit-I, Page No. 22, (325)

6. (a) Explain different risk management methods. (Unit-ll, Page No.55, Q16)

OR

(b) Explain soft market and hard market. What are the characteristics of soft market

and hard market? Explain briefly the insurance cycle or underwriting cycle. (Unit-ll, Page No. 63, Q25)

SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD.
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MODEL QUESTION PAPERS WITH SOLUTIONS MP.3

MODEL1Q
PAPERIJ

FACULTY OF COMMERCE 

B.Com (CBCS) Ill-Year V-Semester Examination 

PRACTICE OF GENERAL INSURANCE

(Common Paper for All Streams)

Time: 1'A Hours________________________________________ ______________________________ Max. Marks: 40

PART - A ( 2 x 5 = 10 Marks )

Note : Answer any Two of the following questions not exceeding one page each.

1. What do you mean by risk sharing and risk management?

2. List out the functions of GIC.

3. What do you mean by insurance claim and insurance accounting?

4. What do you mean by General Insurance?

PART - B ( 2 x 15 = 30 Marks )

(Unit-ll, Page No. 44, Q3) 

(Unit-I, Page No. 4, Q7)

(Unit-ll, Page No. 45, Q6) 

(Unit-I, Page No. 2, Q1)

Note: Answer the following questions not exceeding four pages each.

*
5. (a) Write briefly about the various roles in insurance industry. (Unit-I, Page No. 11, Q13)

OR

(b) Write briefly about policy form and its conditions. (Unit-I, Page No. 20,024)

6. (a) Define the terms, ‘Reserve’ and ‘Insurance reserve’. What are the different types

of insurance reserves?

(Unit-ll, Page No. 75, Q39)

OR

(b) What do you mean by insurance accounting? Explain the instructions for 

preparing financial statement of general insurance companies.

(Unit-ll, Page No. 77, Q42)

SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD.
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UNIT
GENERAL INSURANCE 

POLICIES
\______________ ✓
SIA GROUP1

C LEARNING OBJECTIVES

3)

7)

5)

D

After studying this unit, one would be able to understand,

❖ Introduction and Origin of General Insurance.

❖ Classification of General Insurance Companies.

❖ Indian and International Insurance Market.

❖ Various Role in Insurance Industry.

❖ Policy Documents and Forms.

❖ General Insurance. Products - Fire, Marine, Motor, Liability, Personal Accident, Speciality Insurance and 
Engineering Insurance.

3)

4)

9)

( INTRODUCTION )

Insurance which does not protect the life but protect things like stock, cars, homes etc is known as ‘General 
Insurance’. It provide protection to our valuables against fire, storm, earthquake, thefts, accidents, travel 
mishap etc. General insurance contracts offers financial compensation for any loss occurred to the insured 
excluding death i.e., it insures everything of a person apart from his life.

Personal accident insurance aims at paying a fixed amount of compensation to person who met with an 
accident leading to death or disablement in body due to accidental injury.

Engineering insurance is also known as machinery breakdown or plant all risks insurance. This policy provide 
wide coverage of damages caused to electrical and mechanical machinery. Even the losses suffered by contracts 
and principals relating to civil engineering projects such as bridges, tunnels, building, etc are covered under 
this policy.

A cover note is a temporary document which serves as a proof that the insurance cover is inforce and confirms 
the insurance contract in advance until the policy is issued.

2)

Policy forms are stamped documents which offer evidence or proof of Insurance contract. The stamping of 
the insurance policy must be done according to the provisions of the Indian Stamp Act, 1899.

Speciality insurance refers to the insurance policy that is taken up for special and unique items, This insurance 
policy covers unique and important items, which are generally not covered under the general insurance policies.

). SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD.



2 PRACTICE OF GENERAL INSURANCE

PART-A
SHORT QUESTIONS WITH SOLUTIONS

. .I.-.......... i ................................. ................ ... ... ................... ......... .ini^
Q1. What do you mean by General Insurance?

Answer : Model Paper-Ill, Q4

Insurance which does not protect the life but protect things like stock, cars, homes etc is known as ‘General Insurance’. 
It provide protection to our valuables against fire, storm, earthquake, thefts, accidents, travel mishap etc. General insurance 
contracts offers financial compensation for any loss occurred to the insured excluding death i.e., it insures everything of a 
person apart from his life.

The concept of ‘General Insurance’ was originated during 17th century because of the industrial revolution in the 
west and growth of sea-faring trade. In India, general insurance was came into existance under the British rule in Calcutta 
during 1850. Britishers established a first insurance company in India ‘ Sun Insurance’ office during 1700. Further, in 1907, 
first Indian general insurance company was established as “Indian Mercantile Insurance Ltd” to carry out general insurance 
business in India.

Q2. List out various general insurance companies.

Answer : Model Paper-1, Q1

The major general insurance companies which are operating their businesses in India are as follows,

1. Bajaj Allianz General Insurance

The Bajaj Allianz general insurance company Ltd. is a joint venture of allianz A.G and Bajaj Auto limited. The Bajaj 
Auto Ltd. owns 74 percent where as allianz owns 26 percent in the joint venture. It has the paid-up capital of ? 1.1 
billion.

2. Cholamandalam General Insurance Company Ltd.

The cholamandalam investment and finance co. Ltd and mitsui marine and general insurance co. Ltd combined 
together to form cholamandalam general insurance company Ltd. They serve a wide range of areas like financial services, 
marketing services, food processing, bio-products and chemicals, engineering, plantation and sugar, farm inputs, etc.

3. HDFC Chubb General Insurance Company Ltd.

The HDFC chubb general insurance co-Ltd is a foint venture between HDFC and the Us-Based, chubb corporation. 
HDFC owns 74 Percent share whils 24 percent share is owned by chubb corporation. In October 2002, the HDFC chubb 
general insurance company Ltd initiated its operations and now is spread across more than 20 cities.

4. IFFCO Tokio General Insurance Company Ltd.

IFFCO Tokio general insurance company is a collaboration of different companies which are Indian farmer’s fertilizers 
cooperative, Tokyo marine and fire insurance company, Japan, Krishak Bharathi cooperative Ltd and Indian potash. These 
firms own 49 percent, 26 percent, 20 percent and 5 percent share respectively in the equity capital of ? 1 billion.

5. Reliance General Insurance Company Ltd.

The reliance general insurance company Ltd initiated its operations in the Indian general insurance business with 
an equity capital of ? 2 billion. It is the first Indian insurance company with no foreign partner. It acquires capital through 
its financial wing, the reliance capital Ltd.

6. Royal Sundaram Alliance Insurance Company Ltd.

The Royal Sundaram Alliance Insurance Company Ltd is a jonint venture of royal and sun Alliance Insurance and 
sundaram finance limited. It commenced its operations from march 2001.

Q3. List out various roles in insurance industry.

Answer : Model Paper-1, Q3

There are different roles in the insurance industry. They are as follows,

SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD.



3UNIT-1 : General Insurance Policies
1. Agents

An agent is a legal representative of insurer/insurance company. Agent is given special authority to manage the 
things that happen beyond the limits or scope of his/her functions. Agents are mostly meant for marketing the insurance 
policies but not for channelization of the policies.

In India, agents contributes high level of percentage is selling of insurance products. They have the responsibility 
to meet prospective clients inorder to understand their preferences, need and requirements so that they can suggest their 
requested suitable/best insurance products to them.

2. Brokers

Broker is a legal representative of insured person, who acts as an intermediary between the insured and insurer. Like 
agents, brokers have a business relationship with the number of insurers. They do not enter into any legal agreement with 
any insurer i.e., brokers are not bond by the terms of any insurance legally without any agreement between them. Broker 
can assure the insured about the coverage amount only after receiving acceptance from the insurer to take the risk of loss.

3. Actuaries

By considering the statistical data and past claims experience of a company, actuaries calculate the standard or 
reasonable price of products. They also conduct financial assessment of a company by considering sufficient reserves to 
pay for liabilities of future.

4. Corporate Agents

Banks and brokers comes under corporate agents. Banks are financial institutions which offers services like lending 
depositing etc. Brokers are the intermediaries who provide services by taking some commission.

5. Intermediaries

For insurance company intermediaries obtain business from expected clients. Intermediaries may includes individuals, 
organizations like firms, banks and composite brokers.

Q4. Write a short note on personal accident.

Answer :

Personal accident insurance aims at paying a fixed amount of compensation to person who met with an accident 
leading to death or disablement in body due to accidental injury. During policy period, if policy holder gets injured solely 
and directly from accident then insurer pay then policy amount to insured or to his legal nominee in case of death, permanent 
disablement, partial disablement etc. Claim amount of policy will be paid only once in case of death. Some policies make 
payment for education of dependent children.

When insured becomes partial disable then insurer will pay one time or periodically till recovery. There are some 
conditions under which insurer will not pay any compensation such as death, injury or disablement caused to insured 
because of self-injury, suicide or attempt to suicide etc.

Q5. What do you understand by Engineering Insurance and Marine Insurance?

Answer : Model Paper-ll, Q1

Engineering Insurance

Engineering insurance is also known as machinery breakdown or plant all risks insurance. This policy provide wide 
. ?\ erage of damages caused to electrical and mechanical machinery. Even the losses suffered by contracts and principals 
-elating to civil engineering projects such as bridges, tunnels, building, etc are covered under this policy.

The engineering insurance policy is framed to safeguard the interest of contractors and principals with regard to civil 
engineering projects. The policy gives an “All Risk” cover to the insured. All risks are covered which is not specifically 
excluded. Any unforeseen and sudden loss or damage that occurs during the insurance period to the insured property on 
-.e construction site is indemnified by the insurance company.

Marine Insurance

Marine insurance refers to the protection of goods which are being transported from one place to another for the 
riding purpose. It covers all those risks which are associated with the to loss or damage of goods which carries from one 
p Lace to another.

SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD.



4 PRACTICE OF GENERAL INSURANCE

Q6. What are the objectives of General Insurance Business (Nationalisation) Act, 1972?

Answer : Model Paper-ll, Q2

Following are the objectives of General Insurance (Nationalisation) Business Act, 1972,

1. It aims to provide the right for acquisition and transfer of shares of Indian insurance companies.

2. It aims to provide better services to develop the economy by developing general insurance business.

3. It aims to ensure the operations of economic system should not results in loss of wealth.

4. It aims to control and regulate the general insurance business of India.

Q7. List out the functions of GIC.
Aiisivcr s Model Paper-Ill, Q2

The various functions of General Insurance Corporation (GIC) of India are as follows,

1. It aids, assist and advice the acquiring companies in setting up standards of conduct in general insurance business.

2. It render services to holders of general insurance policies.

3. It advices acquiring companies in controlling their expenses like payment of commission etc.

4. It advices acquiring companies in investing their funds.

SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD. ..- —



RANCE UNIT-1 : General Insurance Policies 5

jer-ll, Q2
PART-B

ESSAY QUESTIONS WITH SOLUTIONS

per-lll, Q2

jusiness.

1.1 INTRODUCTION TO GENERAL INSURANCE - ORIGIN OF GENERAL INSURANCE
Q8. What do you understand by general insurance? Discuss briefly the origin of general insurance. 

Answer : Model Paper-I, Q5(a)

Introduction of General Insurance

Insurance which does not protect the life but protect things like stock, cars, homes etc is known as ‘General Insurance’. 
It provide protection to our valuables against fire, storm, earthquake, thefts, accidents, travel mishap etc. General insurance 
contracts offers financial compensation for any loss occurred to the insured excluding death i.e., it insures everything of a 
person apart from his life.

Origin of General Insurance

The concept of ‘General Insurance’ was originated during 17th century because of the industrial revolution in the 
west and growth of sea-faring trade. In India, general insurance was came into existance under the British rule in Calcutta 
curing 1850. Britishers established a first insurance company in India ‘ Sun Insurance’ office during 1700. Further, in 1907, 
first Indian general insurance company was established as “Indian Mercantile Insurance Ltd” to carry out general insurance 
e asiness in India.

The Insurance Sector in India started in 1818 with the commencement of Oriental Life Insurance Company. But later 
ci 1834, the company had a breakdown and it stopped operating. In 1829, another company called the Madras Equitable 
Life Insurance Society began its operations in Madras. In the year 1870, the foreign insurance companies like Royal 
Insurance, Liverpool and London Globe Insurance started its functioning in India under the British Insurance Act, 1870. 
This resulted in great competition between the foreign insurance companies and Indian insurance companies like Oriental 
Assurance Company and the Bombay Mutual Life Insurance Society.

In India, the first general insurance company was the Triton Insurance Company Limited which was setup by the 
British in Calcutta in the year 1850. The insurance companies at first insured only the European citizens in India and not 
rie Indians. Later, when they began to make insurance available to Indians too, they charged 20 percent higher premium 
■:r them because of the riskier lives of Indians. The Bombay Mutual Life Insurance Society levied equal premium to its 
corners irrespective of their nationality and was the first company to do so. In 1907, the Indian Mercantile Insurance 

ompany Limited was established in Bombay. This company was the initiator of general insurance in India. The government 
imied to accelerate the growth of insurance business in the country. Hence, in 1912, the Indian Assurance Companies Act
- as enacted. Another Act known as the Insurance Act, 1938 was enacted in order to regulate and safeguard the activities 
: f insurance companies.

Many insurance companies faced a downfall and resulted in termination. In 1956, there were only 154 Indian 
-iurance companies, 16 non-Indian and 75 provident societies. The government aimed at making even the towns and 
Liages aware of insurance companies. The 245 Indian and foreign insurers and provident societies were recognized

- ; the government under the Life Insurance Corporation of India Act, 1956 of the Parliament. The main purposes of 
ri:ablishing Life Insurance Corporation (LIC) were,

Firstly, to levy premiums as validated and coordinate business with higher economy.

The second purpose is to constantly safeguard the capital and invest funds to acquire more returns for the 
policyholders.

Finally to make insurance prevailing by delivering quick and productive services to policyholders.

In the year 1957, the General Insurance Council was established which developed certain foundations to regulate 
? e insurance business. In order to lay low solvency margins, the Insurance Act was modified in 1968. The Tariff Advisory

mmittee was also established.

SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD.



6 PRACTICE OF GENERAL INSURANCE

In 1972, the government of India enacted the General Insurance Business Act and acquired 55 insurers controlling 
general insurance business. It also purchased the shares of 55 Indian insurance companies. Later, these companies were 
integrated into four companies known as, the National Insurance Company Limited, the New Indian Assurance Company 
Limited, the Oriental Insurance Company Limited and the United India Insurance Company Limited.

The General Insurance Business Act, 1972 included the general insurance corporation of India in the section 9(1) of the 
Act. The General Insurance Corporation of India was designed with the intention of supervising, managing and conducting 
the business of general insurance.

1.2 CLASSIFICATION OF GENERAL INSURANCE COMPANIES

Q9. Discuss the classification of general insurance companies in India.

Answer : Model Paper-ll, Q5(a)

In India, general insurance business is carried out by number of companies. Some are private and some are public 
limited companies. The classification of general insurance companies in India are as follows,

General Insurance Corporation (GIC)

General Insurance Corporation (GIC) was incorporated on 22nd November 1972 under the Companies Act 1956. 
The purpose of forming GIC is to carry and control general insurance business in India. GIC is the major player of Indian 
general insurance business. GIC have four subsidiary companies,

(a) Oriental Insurance Company Ltd.

(b) New India Assurance Company Ltd.

(c) National Insurance Company Ltd.

(d) United India Insurance Company Ltd.

However, since 2,000 the above subsidiaries have been de-linked with parent company and created some independent 
insurance companies.

(a) Oriental Insurance Company Limited

Oriental Insurance Company Limited offers special cover to large industrial projects. All the shares of this company 
is held by central government. This company has 31 regional offices and more than 14,000 employees.

(b) United India Insurance Company Limited

United India Insurance Company Limited was formed with a merger of more than 20 companies during the 
nationalization of insurance sector in 1972. It has 1,340 offices across India and more than 18,000 employees. If provides 
services to large co-operations and rural agricultural sector.

(c) New India Assurance Company Limited

New India Assurance Company Limited was established by ‘Dorabji Tata’ in 1917, as multinational company of 
general insurance. Currently, this company operates its business in 28 countries. It is a largest form of general insurance 
company of India based on the gross premium collection including foreign operations.

(d) National Insurance Company Limited

National Insurance Company Limited is formed in Calcutta on 5th December 1906 and it is operated as one of the 
subsidiary of General Insurance Corporation (GIC) in India. It has customized general insurance plans and insurance 
customer oriented services. It has been nationalized in the year 1972 and now it is wholly owned by government of India.
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The other major general insurance companies which are operating their businesses in India are as follows,

1. Bajaj Allianz General Insurance

The Bajaj Allianz general insurance company Ltd. is a joint venture of allianz A.G and Bajaj Auto limited. The Bajaj 
Auto Ltd. owns 74 percent where as allianz owns 26 percent in the joint venture. It has the paid-up capital of? 1.1 
billion.

2. Cholamandalam General Insurance Company Ltd.

The cholamandalam investment and finance co. Ltd and mitsui marine and general insurance co. Ltd combined 
together to form cholamandalam general insurance company Ltd. They serve a wide range of areas like financial services, 
marketing services, food processing, bio-products and chemicals, engineering, plantation and sugar, farm inputs, etc.

3. HDFC Chubb General Insurance Company Ltd.

The HDFC chubb general insurance co-Ltd is a foint venture between HDFC and the Us-Based, chubb corporation. 
HDFC owns 74 Percent share whils 24 percent share is owned by chubb corporation. In October 2002, the HDFC chubb 
general insurance company Ltd initiated its operations and now is spread across more than 20 cities.

4. IFFCO Tokio General Insurance Company Ltd.

IFFCO Tokio general insurance company is a collaboration of different companies which are Indian farmer’s fertilizers 
c ooperative, Tokyo marine and fire insurance company, Japan, Krishak Bharathi cooperative Ltd and Indian potash. These 
±rms own 49 percent, 26 percent, 20 percent and 5 percent share respectively in the equity capital of ? 1 billion.

5. Reliance General Insurance Company Ltd.

The reliance general insurance company Ltd initiated its operations in the Indian general insurance business with 
m equity capital of ? 2 billion. It is the first Indian insurance company with no foreign partner. It acquires capital through 

-s financial wing, the reliance capital Ltd.

6 Royal Sundaram Alliance Insurance Company Ltd.
The Royal Sundaram Alliance Insurance Company Ltd is a jonint venture of royal and sun Alliance Insurance and 

-"daram finance limited. It commenced its operations from march 2001.
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1.3 INDIAN AND INTERNATIONAL INSURANCE MARKET _______ ___
210. Explain the development of insurance in Indian insurance market.
Answer :

The term insurance was first conceptualized in the 14th century. It was used mainly for protection of sea travellers 
L r conducting foreign trade. The concept of insurance has undergone a lot of changes since then. Due to the break up of 
nditional extended family system, insurance business got the opportunity to grow more.
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The insurance business grew over a period of time with the advancement made in industry, trade and commerce. 
Currently, India stands in fifth position in terms of premium collection. The ratio of insurance premium to GDP is low 
despite of a two digit growth. Presently, out of more than one billion population, only 70 millions people are insured in 
India. The non-life insurance business needs to play an important role in protecting the properties of people. In 2000, the 
gross domestic premium income of general insurance business registered an increase of? 9522 crores as compare to ? 184 
crore in 1973.

Until 1956, 229 Indian insurance companies, provident insurance societies and 16 non-life Indian companies were 
conducting life insurance business in India. However, on 19th January, 1956, the government of India undertook the control 
and ownership of life insurance business. Since 1986, Life Insurance Corporation of India (LIC) was established with a 
bill passed in parliament. It was started functioning since 1st September 1956, Life Insurance business’s growth is analyzed 
under new business which consists of group insurance business, new business individual insurances and not considering 
annuities, growth in assured sum and number of policies, average amount per policy, new rural business, business in force, 
number of offices, asset’s productivity and process of new plans of insurance.

The insurance industry’s performance is reflected by the overall performance of the economy. The underwritten of 
life insurance premium in India and abroad registered an increase of 24.31 in 2004-05 as compared to previous year. On 
other hand, non-life insurers registered a growth of 12.09%. The joint growth from both companies were 12.09% after 
adjusting for inflation. First year premium, single premium and renewal premium contributed 19.16%, 12.47% and 68.36% 
respectively.

In order to meet the need of insurance products for rural and urban poor, IRDA finalized and issued guidelines on 
micro-insurance. The regulations on micro-insurance gives a platform and rules to get insurance for selected segment.

As many insurance companies giving importance to unit linked business and to protect the interest of policy holders, 
the authority is finalizing the guidelines for this section.

The authority has acknowledged the importance for the growth of insurance in India. Due to the lack of regulations 
in health sector and prevailing malpractices in the system, the authority established a separate health insurance unit in 
IRDA on recommendations of health insurance working group.

In order to ensure collection and maintaining of quality data by the insurance companies, IRDA outlined a road map, 
which focussed on the steps to be taken by insurance companies in field of underwriting, rating of risks, policy terms and 
conditions, corporate governance and tariff advisory committee’s role.

Addition to this, the current status of various insurers or insurance companies in India with their market share and 
growth rate in recent years is shown in the following table,

Non-life Insurer Market Share
AfC
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(Rs. in crores)

For The Month of MARCH 2018 Upto MARCH 2018 MARKET 
SHARE UPTO 
the Month Of 

MARCH. 2018
w

GROWTH OYER 
THE

CORRESPONDING 
PERIOD OF 

PREVIOUS YEAR
(%)

INSURER 2017-18 2016-17 2017-18 2016-17

Acfco General Insurance . 0.7 NA 0 97 NAT 0.00 NA
Bajaj Allianz 846.30 97380 9.445.22 7 633.28 6.27 23.74
Bharti AXA General 192 84 126.90 1.758.18 1,314.09 1.17 33 79
Chciamandslam 343.91 343.44 4,102.48 3.133,28 2.72 30 93
DHFL General 35.50 NA 141.08 NA 0.09 NA
Edelweiss^ 1.17 NA 1.30 NA 000 NA
Future Generali 172 13 25017 1.906.28 1,815.50 1.26 5.00
Gc Digit General Insurance 48.31 NA 93 83 NA 0.06 NA
HDFC'ERGO General 652.22 579 62 7,289.97 6.188.62 4.84 17.80
ICICI-lombard 855.62 749.20 12.356.85 10,725.20 820 15.21
IFFCO-Tokio 1,006.09 956.69 5.634.00 5,563.69 374 1.26
Xotak Maftindra 22 68 1222 185.39 82.05 0.12 12595
Liberty 84.00 56 00 817 00 585.00 0.54 39.66

Magma HD1 66.34 43.99 526.69 419.49 0.35 25.55
National 1,866.92 1,746.02 16,471.94 14,237 54 10.93 15.69
New India 2,510.78 2,219.27 22.695.85 19,114.69 15.06 18.74
Oriental 1,238 68 1,179.99 11,452.01 10,803.45 7 60 6.00
Raheja QBE 14 16 8.54 83.52 58.93 0.06 41 73
Reliance General 423.70 294.62 5,069.08 3,935.35 3.36 28.81
Royal Sundaram 256 03 204.75 2,623.47 2,188.78 1.74 19.86
SBI General 485.78 347.15 3,544.20 2,604.50 2 35 36.08
Sferiram General 2.45.15 399.64 2.100.79 2,102.42 1.39 -0.08
Tata-AIG 564 00 .356.00 5,437.00 4,168.00 3.61 30 45
United India 1,962.03 2,032 50 17300.3? 16,062.81 11.48 7 70
Universal Sompo 509.12 122 33 2,310.86 1,287.23 1.53 79.52

L 133,348.33 144,023.90 no Aft 16 95

1. Explain about the international market of insurance.
Answer :

Global or international market of insurance has been expanding at a high growth rate because the insurance protection 
became the basic requirement for every person or firm in current business world. As per the latest survey report, global 
corny will likely to be improved in 2018-19 and whereas the real growth in the economy of United States and Europe 

expected to be around 2% in 2018. At the same time, the economic outlook is expected to boost demand for insurance
- ducts. It is expected that in 2018-2019 the general or non-insurance sector will grow more than last year (2017-18) and 
tie global general insurance premium will increase by 3%.

The international or global insurance industry is likely to have moderate increase in the growth rate by 2018. Better 
-. omic prospects in the USA and in many emerging markets will offset negative factors such as declining growth in the 
7 - ese market. However, in the longer term, the emerging markets of Asia will have the greatest growth potential and their 
-re of primary insurance premium is expected to be on a par with that of Western Europe in the next few years.Overall, 

re international primary insurance sector will grow by 4.5% p.a. on average (3.0% in real terms, i.e. adjusted for inflation) 
n 2017 and 2018. While premium income is likely to grow only nominally this year, slightly higher real growth of 3.0% is 
.... -eeted for 2018. Premiums in the insurance sector are therefore likely to evolve in line with the global economy, which 

-Id show real growth of 2.9% in 2017 and 3.1% in 2018. Projected premium growth will thus be slightly higher than
ex of 2016, and significantly exceed the average growth rate of almost 2% for the past ten years.

In the non-life sector, premiums increased in 25 out of 40 countries analysed. In 2016, the strongest increase of gross 
-:-;.ums in real terms was experienced by insurers engaged in non-life activities in Poland (15.9%), followed by Costa 
'• -- (13.1%), Turkey (11.6%) and Lithuania (11.3%). By contrast, the biggest decline in the non-life sector occurred in 
:. xdor in 2016 (-11.5%). The drop in non-life gross premiums in Ecuador was related to the economic slowdown in this 
. xntry. In Malaysia, the slight decline in nonlife gross premiums (-0.8% in real terms) in 2016 may be related to economic 
. editions, with lower oil prices affecting offshore oil activities and therefore marine insurance. Related but in contrast,
- 'Texico, the state-owned petroleum company PEMEX renewed a multi-annual insurance contract in June 2015, which 

.--forced growth in non-life premiums in Mexico.
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The figure given below illustrate the annual real growth of gross claims payments in the general (non-life) sector in 
selected countries,
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__________ Figure: Annual Real Growth of Gross Claims Payments In the Non-Lite Sector in Selected Countries___________
Q12. Discuss the future prospects of insurance companies.
Answer :

There has been a development and growth in insurance sector all over the world. In India, insurance sector is 
considered as the most favoured investment destination. Among the global insurance companies, India ranks 5th largest 
insurance market. People are showing a great interest towards insurance sector. The liberalization policies in this sector, 
are allowing the private sector insurance companies to enter into the market. As a result of this, the growth is apparent in 
the number of players operating in the market. This competition has lead to the development of new products, enhanced 
customer service, better packaging and increased employment opportunities.

The government is taking necessary steps to improve the existing laws as to enable the insurance industry to perform 
in line with the global expectations and trends. The industry is growing and is expected to grow more in the near future. 
The prospects of insurance sector in India can be understood under the following heads,

1. Market Structure
In September 2011, there were around 49 insurance companies operating in India. Among these 49 companies, 24 

companies are in life insurance, 24 companies are in general insurance and the remaining companies are operating in re
insurance business. According to a report by Boston Consulting Group (BCG). The sector is growing with a rapid pace 
and expected to reach around US $400 billion in premium income by 2020. The report states that India will be one of the 
top three life insurance companies and top 15 non-life insurance companies by the end of 2020.

2. Career Prospects
Indian insurance sector has become a source of multiple career opportunities. It provides jobs in various fields like 

marketing, actuarial, distribution, underwriting, operations and investing departments.
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A graduate specialized in the area of marketing, sales or finance can easily grab the opportunities available in insurance 
companies. They can earn upto ? 20,000/month. The companies provide a good renumeration and high incentives to retain 
the qualified employers.

3 Recent Initiatives

The Securities and Exchange Board of India (SEBI) has developed flexible rules to enable the life insurance companies 
to launch public offers. To promote this sector, the finance minister has raised FDI in insurance and pension sectors to 49% 
from the current 26%. Besides this, the governments financial sector legislative reforms commission is putting all efforts 
to develop a framework that would encourage LIC’s monopoly, setup a legal system and empower IRDA to manage any 
lapses that occur in the insurance.

4. Future Growth

There is a remarkable growth in Indian insurance industry with many national and international players competing 
in the country. In 2012, a report by Mckinsey predicted that the growth in insurance industry is mainly due to various 
factors like growing technology, higher premiums, increasing income of households, liberal policies, growing technology 
etc. This any result in several more opportunities in the future.

In the coming years, the insurance market may witness a tremendous change in the marketing mix i.e., Product, 
place, price, promotion and communication. The market will show a great concern towards customers, leading to a lot of 
flexibilities and innovations.

The insurance companies are required to develop new strategies for the modem distribution channels such as the 
electronic media, the bancassurance, electronic media and the internet.

The Asian markets have played an important role in the development of insurance sector. The Indian markets are 
providing several opportunities for growth and outperforming the already saturated markets. It is expected that the mergers 
md acquisitions will be more in the near future.

1.4 VARIOUS ROLES IN INSURANCE INDUSTRY
213. Write briefly about the various roles in insurance industry.

Answer : Model Paper-Ill, Q5(a)

There are different roles in the insurance industry. They are as follows,

Agents

An agent is a legal representative of insurer/insurance company. Agent is given special authority to manage the 
■ mgs that happen beyond the limits or scope of his/her functions. Agents are mostly meant for marketing the insurance

.icies but not for channelization of the policies.

In India, agents contributes high level of percentage is selling of insurance products. They have the responsibility 
meet prospective clients inorder to understand their preferences, need and requirements so that they can suggest their

:; nested suitable/best insurance products to them.

2. Brokers

Broker is a legal representative of insured person, who acts as an intermediary between the insured and insurer. Like 
igzms, brokers have a business relationship with the number of insurers. They do not enter into any legal agreement with 
- insurer i.e., brokers are not bond by the terms of any insurance legally without any agreement between them. Broker 
m assure the insured about the coverage amount only after receiving acceptance from the insurer to take the risk of loss.

Actuaries

By considering the statistical data and past claims experience of a company, actuaries will calculate the standard or 
: nable price of products. They also conduct financial assessment of a company by considering sufficient reserves to 
for liabilities of future.

Corporate Agents

Banks and brokers comes under corporate agents. Banks are financial institutions which offers services like lending, 
(fcr-: suing etc. Brokers are the intermediaries who provide services by taking some commission.
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5. Intermediaries

For insurance company intermediaries obtain 
business from expected clients. Intermediaries may includes 
individuals, organizations like firms, banks and composite 
brokers.

6. Loss Adjusters/Surveyors

Loss adjusters or surveyors evaluate and certify 
the loss when it is claimed by the customers on insurance 
company. They investigate to decide how much the insurance 
company should pay for the damage or loss. Addition to 
this, loss adjustors plays a crucial role in non-life insurance 
business.

7. NGO’s

Non-Governmental Organizations (NGO’s) take 
various initiative to create awareness regarding insurance 
products and to protect customer rights. They mainly focus 
on rural areas as they work with Self Help Groups (SHG’s) 
and insurance companies to promote micro-insurance 
schemes for developing under developed areas.

8. Third Party Administrators (TPA’s)

Third Party Administrators (TPA’s) work more on 
developing networks with hospitals inorder to help clients 
at the time of cashless admission in hospitals and also in 
setting out the discharge bill payment with insurer.

9. Regulator

The Insurance Regulatory and Development Authority 
of India (IRDA) ensure smooth running of insurance sector 
oflndia. They grant license and try to balance the interest of 
small policy holders against the large insurance companies.

10. Training Institutes

The Insurance Institute of India (III), Insurance 
Institute of Risk Management (IIRM) and National Insurance 
Academy (NIA) are the three major training institutes of 
Indian insurance field. They provide trained people to fulfill 
the need of skilled labour in the Indian insurance industry.

11. Underwriters

Underwriter may be an employee of an insurance 
company who examines the insurance applications to find 
out whether they are acceptable and reasonably priced or 
not. In other words, underwriter are responsible to accept 
or reject the insurance proposal. If the insurance proposal is 
to be accepted then they will decide how much price to be 
charged for accepting such proposal.

Every role in the insurance industry has its own 
importance to serve different purposes.

Q14. Explain the role of insurances in economic 
development.

Answer :

From the business economics perspective, insurance is 
nothing but an economic device which helps in minimizing 
the risk by integrating a sufficient number of exposure 
units to ensure that their individual losses are predicted 
collectively.

Insurance plays an important role in the economic 
activities. In general, people want to avoid the irregular 
and probabilistic risks related to their assets such as 
wealth, wisdom and health. To avoid such risks, they make 
use of many risk management tools such as, “purchasing 
insurance”. As there is a growth in general wealth, the 
growth in the value of assets has also increased. This results 
in “Catastrophic risk”.

With the change in time, people are becoming more 
concerned about their assets. Thus, the importance of 
insurance is increasing subsequently.

Insurance is a secondary branch of economic activity 
that deals with different economic problems that would 
arise if insurance does not exist. Insurance is significant in 
international and interpersonal trade, credit and paymer 
transactions, production and consumption, conservation c' 
existing wealth and the creation of new wealth. Nevertheless 
insurance serves differently across different industrialize; 
countries as per their regulatory regimes.

The recent trends are bringing several changes a 
the service sector. As insurance industry is also the pan a 
service sector, it is also influenced by the latest trends. In ti 
present risky environment, insurance acts as a means for ris 
management. It is essential for a well performing insuran- 
company to play a vital role in economic development.

In order to determine the economic importance < 
the insurance company, five main alternative ways can 
adopted. They are,

1. The importance of insurance can be measured 
the number of insurance companies in a particu 
country. There exists a positive correlation betwe 
number of insurance companies and the market si

2. The second indication of its importance is the num! 
of employees working in the insurance industry. 1 
increased workforce in industries of a country resi 
in better performance of insurance sector.

3. “Premium income” is an important indicator 
comparing the importance of insurance sen :, 
in different countries. It allows you to assess 
importance of insurance.
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UNIT-1 : General Insurance Policies
■‘Contribution of insurance industry to GDP” is a 
preferable indicator of importance of insurance from 
economic perspective.

An appropriate measure to find the industry’s 
contribution towards economic development is the 
“sum of consumer and product surplus”.

315. Explain the role of insurance in social security.

Answer :

The role of insurance in social security is divided into,

I. Social security to individuals and

II. Social security to Business.

Social Security to Individuals

The role of insurance in social security of individuals
5 IS follows,

a Insurance Provides Stressless Life

The security is major inspirational component, which 
- c.vates to be productive. In case of inadequacy it may 
rererate stress which may exhibit itself in an annoying 
response at work place. The existence of activities like 
jranature death, accidents and fire windstorm, which are 
Xioown in nature may dissatisfy the human minds. In such 
=sses, the sense of uncertainty can be terminated by measure 
« insurance.

: Insurance Ensures Secured Life

Insurance ensure the secured life against the loss on a 
Eerain occurrence. Life insurance provides security in case 

| : remature death and old age sufferings. In similar manner 
_ _-ince is provided to certain unpredictable events like loss 
ire, damage, destruction or disappearance of buildings,
ecs, place and machinery.

Mortgaged Property Can be Safeguarded by
Insurance

In some cases, at the death of the owner, the property 
its ownership and the family is underprivileged for use 

f r* e property. The insurance is provided to the dependents 
- axe payment of unpaid loans at the premature death of
rroperty owner.

Insurance Facilitates to get Rid of Being
Dependent

In case of premature death of father or the husband, 
Tmily suffer a lot where economic independence is 

-; ased or totally lost. Thus, insurance provides assistance 
~ equate amount to dependents in the family, destructed

tv and goods at the time of suffering.

13

(e) Life Insurance as a Source of Profitable
Investment

The policyholder can be benefited with frequent 
income for his investment in life insurance from life insurer. 
Various types of investment are provided to the individuals 
who are unable to handle their funds by the life insurance 
policies. For instance Endowment policies, multipurpose 
policies, deferred annuities etc, which are better source for 
profitable returns.

(f) Life Insurance Motivates for Saving

Life insurance is the best mode of protection and 
investment. The life insurance policies combines saving with 
insurance. Certain benefits includes compulsion of periodic 
payment of premium leads to planned savings, the policy 
holder receives the money irrespective of premium been paid 
etc. In case of property insurance, only protection is given 
to the insured.

(g) Satisfying the Needs of a Person by Life
Insurance

Life insurance also fulfils certain needs of a person 
which are divided in to family needs, old age needs, re
adjustment needs, special and clean-up needs.

II. Social security to Business

Insurance also helps the Business society. The uses 
of insurance in business are as follows,

(a) Reduces Uncertainties in Business

To meet the needs of situations of uncertainties in the 
world of business, commerce and industry, the insurance 
policy is taken.

(b) Helps in Providing Compensation to Key Man

The key man is a specific employee, who is the most 
valuable asset for the business. In his absence or death, the 
amount of loss may be reduced profit in case capital, energy, 
goodwill etc. Adequate purchase of life-policies like the 
term insurance policy or convertible term insurance policy 
are better for the payment to the dependents and expense of 
employer.

(c) improved Efficiency of Business with
Insurance

The efficiency of business can be improved by 
guaranteed payment of amount with the insurance policies 
at the death of an individual or destruction or damages of 
property which removes the unknown losses and encourages 
the businessmen to work hard and maximization of profit.
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(d) Extension of Business

Business like partnership business, if any partner may 
get dissolved or discontinued, then the whole business will 
suffer. In such cases, the insurance policy is the best way 
which provides sufficient funds not only to the dependents 
but the interest of each partner is insured.

(e) Increase in the Value of Credit

The business can pledge the policy as collateral for 
securing the loans. In case of death, the cash value can be 
used for resolving the loan along with the interest. If the 
borrower is resistant to repay the loan then the lender can 
surrender the policy and get back the loan and interest. 
Therefore, the insurance properties are the best collateral. 

Q16. Explain the need and importance of insurance. 

Answer :

Need of Insurance

Everyone needs insurance for the following purposes,

1. To protect oneself from the financial losses.

2. To protect family from loss of income after one’s death.

3. To deal with contingent liabilities.

4. To safeguard the business from loss of income and 
business interruption.

5. To make debt repayment after one’s death.

6. To manage oneself at the time of disability.

7. To safeguard oneself from the lawsuits.

8. To look after oneself against unpredictable health 
expenses.

9. To protect one’s car from various losses or theft due 
to accidents.

10. To safeguard one’s home from flood, theft and fire.

Importance of Insurance

Life of human beings is full of risks and uncertainties. 
Insurance provides security to human beings against these 
risks and also compensate the financial loss due to any 
damages by others or an accident. It has been observed 
that the importance of risk management in the business 
increases with an increase in complex economic system 
and competition in industry. Risk management can properly 
manage the risk using any one of the risk management 
techniques such as retention, noninsurance transfer of 
risk and insurance. The increase in the use of insurance to 
manage risk is because of the increase in hurdles in business 
functions through the risk. It is necessary to mitigate the 
risks associated with the business activities to minimize 
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the financial loss and other expenses that may affect the 
profitability of the firm. Risk management through insurance 
can facilitate the smooth performance of business operations 
without pure risk. This will thereby lead to increase in firm’s 
profits.

If a manager avoids pure risks using the insurance, 
the business is then required to face only normal risk which 
is very common with every investment. A firm can survive 
in long run only if it is capable of managing effectively and 
able to sustain the risks associated with the risk management 
techniques.

Other than the firms, individuals also require risk 
management using insurance in order to safeguard their life 
and the life of their dependents.

Q17. Explain the concept of insurance and state the 
functions of insurers.

Answer :

Concept of Insurance

According to the commission on insurance 
terminology of the ARIA, insurance is defined as, “The 
pooling of fortuitous losses by transfer of such risks to 
insurers, who agree to indemnify insureds for such losses, 
to provide other pecuniary benefits on their occurrence, or 
to render services connected with the risk”.

Functions of Insurer

The following are the various functions or operations 
performed by the insurance companies (insurers),

1. Production

The main function of an insurer is to retain and secure 
the applicants in order to maintain the operational ability < 
the firm. Production function in an insurance firm is simil; 
to that of sales/marketing in other sectors. As insurance is a 
intangible product, it is not possible to realise the sales befoi 
selling the policy. Insurance company have a productic 
sales management department to manage the relations wii 
agents and customers. They need to recruit, train and moniti 
the performance of sales executives/agents.

2. Underwriting

The process of identifying and classification of the ris 
involved in the insurance policies is termed as underwritin 
Insurer should act as an underwriter to select the qualifii 
applicants with minimum risk. Applicants with risk less th: 
average standards can be offered the insurance polices, 
property and liability insurance agents are provided wt 
an underwriting authority whereas, in life insurance polk 
agents are mostly not provided with underwriting activity 
but they need to assess the risks associated with prior to the 
screening by actual underwriters.
LTD. ■ I ■
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Insurer acts as a rate maker to determine the rate/price 
of insurance policy. Rate/price of insurance is determined 
?ase on the costs involved in production of insurance and 
future predictions but it is not possible to determine the cost 
of production for insurance contracts till sales. Rate making 
is the process of forecasting future losses and expenses of the 
insurance policies and their distribution among the insured 
persons.
4. Managing Losses and Claims

Insurer should indemnify the losses that the members 
of a group have incurred. Settlement of losses or claims do 
not mean only payment of money to insured but also involve 
a complex process more than the payment. The insurance 
.ompany should maintain a claim department which is 
nvolved in settlement of losses. Claim representatives of 
in insurance company may be either salaried employees or 
contractors.
5. Investing

Insurers will receive funds in the form of premium 
com the policy holders and he need to pay the total amount 
it the end of maturity period. Along with these funds, 
usurer also have paid-up capital, surplus loss reserves etc. 
insurers should maintain an investment department in order 

: manage these funds and their investment using proper 
-tedium as the income from these investments constitute 
file profit of an insurer.
5. Financing

Insurer also acts as a financial manager to plan, 
monitor and control the supply of funds. Most of the insurers 
_se profit as a source of funds to meet the financial 
-equirements of the firm instead of outsider funds. Insurer 
s also involved in resolving the problems in financial 
aspects of the firm and need to determine the activities 
ike, (i) Dividend policies (ii) Solvency requirements (iii) 

_ ?ng term and short-term account negotiations.
Accounting and Record Keeping
Insurer also acts as an accounting manager to assist 

- z management in formulating the policies by recording, 
analysing, classifying and interpreting the financial data of 
~e company. The accounting functions of an insurer are 
s -.ilar to those of other firms. Financial reports of insurance 
< _ior should follow separate accounting standards called 
5atutory Accounting Principles (SAP).
S Miscellaneous Functions

The miscellaneous functions of an insurer includes,
Legal Advisor
Insurer acts as a legal advisor to guide the underwriter 
to frame the policies and endorsements according to the 
rules and regulations. It is necessary to maintain a legal 
advisor to resolve the disputes regarding the claims and 
other legal issues associated with the polices.

(ii) Marketing Research
Insurer acts as a marketing research manager in order 
to direct the production department in planning the 
market activities.

(iii) Engineering Services
Insurer needs to perform the engineering activities 
in order to assist the rate making and underwriting 
activities.

(iv) Human Resource Management
Insurer as a human resource manager is required 
to perform the activities like recruiting employees, 
conducting training and education programs, 
implementing compensation and fringe benefit 
programs, maintaining employee’s records, 
terminating employees etc. Most of the companies 
maintain a separate HR department to carryout all 
these activities.

Q18. Write about IRDA and discuss the objectives, 
duties and powers.

Answer :
IRDA

Insurance Regulatory and Development Authority
(IRDA) was established based on the recommendations of 
R.N. Malhotra Committee. After considerable discussion on 
the subject matter, the insurance bill was presented in both 
parliament houses. Thereafter, the government passed the 
Insurance Regulatory and Development Authority (IRDA) 
Act, 1999. This act aims at opening up the insurance sector 
for private companies with a 26% of foreign equity. It seeks 
to finish the monopoly of the general insurance corporation 
and life insurance corporation in the insurance sector. 
Objectives of IRDA

The main objectives of IRDA include the following,
1. To protect the interest of the investors or the policy 

holders.
2. To facilitate the entry of private firms into the 

insurable industry.
3. To ensure consistent financial soundness and solvency 

of the insurance companies.
4. To provide assistance to the insurance firms for 

formulating the new policies according to the 
customer preferences.

5. To monitor and control the insurance and reinsurance 
companies.

6. To avoid dishonest and unfair competition among the 
firm’s dealing with insurance business.

7. To monitor the functions of an insurance agent and a 
broker.

8. To amend the insurance acts for various policies 
according to the varied circumstances.
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9. To establish guidelines for agents/brokers.
10. To issue authorised licences to the newly established 

insurance companies in an insurance industry after 
examining their suitability and financial soundness.

11. To establish guidelines for the functioning of the 
insurance operations.

12. To ensure transparency and clarity in the functioning 
of insurance companies.

13. To build an effective infrastructure for proper 
monitoring and maintenance of the insurance firms.

Duties and Powers of IRDA
The duties and powers of the IRDA are as follows,

1. It controls, promotes and makes sure that there is a 
growth in insurance business.

2. It controls and encourages the professional 
organizations which are associated with insurance 
business.

3. It exercises all the functions and powers of the 
controller of insurance.

4. It is the duty of IRDA to protect the policy holder’s 
interest in settling the claims and terms and conditions 
of policies.

5. It manages the investment of funds.
6. It manages the solvency margins.
7. It resolves the disputes arising between intermediaries 

and insurers.
8. It inspects and carries out investigation including audit 

of intermediaries, insurer and other organizations 
involved.

9. It specifies the form and manner in which the accounts 
are required to be maintained and submitted both by 
intermediaries and insurers.

10. It controls the terms and conditions and the rates 
offered by the insurance companies related to general 
insurance matters.

1.4.1 Agents and Brokers_____________
Q19. What is distribution channel? Explain the role 

and responsibilities of agents and brokers in 
insurance.

Answer :
Distribution Channel

There are many intermediaries between the insurer 
and the buyer who are developing awareness about insurance 
and attracting large section of people towards insurance. 
Distribution is an essential element for insurance penetration 
so IRDA has developed a variety of intermediaries to operate 
according to regulations and guidelines. They include agents, 
brokers etc. These marketing intermediaries who are helping 
the insurers to occupy various market segments is known as 
distribution channel.

PRACTICE OF GENERAL INSURANCE

Role of Agents and Brokers in Insurance Contracts
An agent is a legal representative of insurer/insuranrc 

company. Agent is given special authority to manage the 
things that happen beyond the limits or scope of his/he- 
functions. Agents are mostly meant for marketing the 
insurance policies but not for channelization of the policies

Broker is a legal representative of insured person, wl 
acts as an intermediary between the insured and insurer. Lil 
agents, brokers have a business relationship with the numb 
of insurers. They do not enter into any legal agreement wr 
any insurer i.e., brokers are not bond by the terms of i 
insurance legally without any agreement between the 
Broker can assure the insured about the coverage amor 
only after receiving acceptance from the insurer to take 
risk of loss.

Authority of Agents and Brokers
In general, policy holders or investors provide 

authority to the agents as per the rules and norms of cha 
bylaws and insurer. The sources of authority for both age 
and brokers are agent agreement and ratification.
(i) Agent agreement specifies the duties, rol 

responsibilities, rights and obligations that should 
performed by both insurer and the agent involved 
the agreement.

(ii) Ratification is the legal authority given to the 
to perform the things that are beyond the scope of, 
agent and accepted by the insurer afterwards. 
Waiver and Estoppel are the two important princir

of law of agency. Waiver is the loss of a right willingly! 
is based on the consent of the agent. Whereas, Estopp 
the loss of rights without any intention to do so and is 
imposed liability. These liabilities come into force with 
activation of an insurance policy.

Example
If an agent having complete knowledge aboir 

terms of policy issued it beyond the scope of the tt 
without acceptance of insurer, then the loss incurred < 
the damage cannot be claimed by the insurer. The cour 
consider it as an Estoppel and gives judgement in favi 
insurer.
Responsibilities of Insurance Agents and Brc

Insurance agents and brokers of various insu 
policies are engaged in marketing the insurance prodi 
new customers.
(i) Agents are field representatives and represei 

insurance company. Some agents acts as underw
(ii) Agents are required to estimate the risks assc 

with each policy.
(iii) Brokers are representatives of insured and 

best possible priced insurance to insured per 
offering number of insurance options.
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UNIT-1 : General Insurance Policies
( iv) Agents and brokers are required to gather information 

regarding customer preferences and needs.

(v) They should be involved in underwriting new policies.

I vi) They should guide the customers in processing the
claims for losses.

(vii) They should resolve the problems related to customer 
claims.

i viii) They should provide follow-up services to clients 
about the changes in policies.

1 ix) They need to review the financial position ofthe client
periodically.

ix) They should develop an appropriate plan to 
compensate the losses of the customers/insured 
persons.

xi) Brokers are required to quote the coverage amount, 
issue policies on behalf of insurer and also collect 
premiums from insured.

xii) Sometimes agents will be provided with an authority 
to collect premium.

Q20. Explain about different types of insurance 
agents and brokers.

Answer :

Types of Agents

Agents are classified into three types. They are,

1. General agents

2. Independent agents

3. Direct writer/captive agents.

‘ General Agents

General agents act as an independent contractor who
-.so represents a single insurer. The general agent should 
- .-emit, train, empower and control the new agents under 
• ; guidance. Insurer is required to pay a fixed percentage 
f commission to a general agent on the basis of sales 

rerformance of the new agents. Mostly, insurer bear the 
: penses of hiring and training the new agents and other
rice and administrative expenses.

2 Independent Agents

Independent agents is also called as American agency 
stem, in which the independent agents represent number
:insurers. Some of the features of this system include,

These agents are legally authorized agents to perform 
business/to sell insurance products on behalf of the 
insurers. Insurers will pay the agents, the commission 
based on the productivity of the agent.

Independent agency has the right to renew the policies 
with other insurers after termination of contracts with 
one insurer.

________ _ _ _____ 17

❖ The commission paid to the independent agent differ 
with the type of the insurance. Independent agents 
also receive a second commission called profit sharing 
commission or contingent commission to compensate 
the losses incurred for agents.

The major function of independent agent is selling/ 
marketing the insurance products. The other functions 
include,

❖ Managing losses and claims

❖ Providing loss control services to customers/insured 
persons

❖ Billing/Collecting the premiums from insured on 
behalf of insurer persons.

In general, insurer prefer direct billing.

Example

Auto insurance, home owner insurance etc.

3. Captive Agents or Direct Writer

Direct writer is an insurer of the insurance company who 
act as a sales person. Direct writer will be paid salary + social 
security taxes + selling expenses. Like exclusive agents, 
direct writer also represents one insurer.

Types of Brokers

Brokers are classified into four categories by IRDA. 
They are,

(a) Direct insurance brokers

(b) Reinsurance brokers

(c) Composite brokers

(d) Insurance consultants.

(a) Direct Insurance Brokers

These are again categorized into two groups,

(i) Direct general insurance brokers

(ii) Direct life insurance brokers.

(i) Direct General Insurance Brokers

The brokers who are registered with the general 
insurance business are called direct general insurance 
brokers. They represent the insured persons to offer 
general insurance policies,

(ii) Direct Life Insurance Brokers

The brokers who were registered with life insurance 
businesses are called direct life insurance brokers.

Direct brokers should have a minimum capital amount 
of 50 lakhs to act as a broker. They will receive a commission 
on sales which is minimum 50 lakhs/year.
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(b) Reinsurance Brokers
The brokers who are associated with reinsurance 

activities are called reinsurance brokers. Reinsurance brokers 
require a minimum capital amount of 200 lakhs. They will 
receive minimum remuneration limit of? 2.5 crores.

(c) Composite Brokers
Brokers who are associated with both insurance 

and reinsurance activities are called composite brokers. 
Composite brokers should possess a minimum capital 
amount of? 250 lakhs and the minimum remuneration limit 
is ? 5 crores.

(d) Insurance Consultants
IRDA should approve insurance consultants. 

Insurance consultants act as intermediaries between insured 
and insurer to educate the public regarding the significance of 
insurer and encourage them to purchase insurance policies.

1.5 POLICY DOCUMENTS AND FORMS - 

INSURANCE PROPOSALS AND FORMS
Q21. Discuss the various documents of General

Insurance.
Answer : Model Paper-1, Q5(b)

The following are the various documents of general 
insurance,
1. Prospectus

A prospectus is a document containing company’s 
profile and a detailed description of the various products 
and services offered by the company. It helps an individual 
in decision-making about the products and services before 
purchasing them.
2. Proposal Form »

Offer and Acceptance are essential parts of an 
insurance contract. A proposal form is a printed document 
of application or offer made to the Insurance Company for 
purchasing an Insurance Cover. It consists of questions which 
are framed in such a way that all the important information 
and facts are obtained. It also contains a brief description 
and benefits of the Insurance cover which is given on the 
backside of the form. The proposal form concludes with a 
declaration that the information and facts presented are true 
and no essential information has been hidden to the best of 
the proposer’s knowledge.
3. Cover Note

A cover note is a temporary document which serves 
as a proof that the insurance cover is inforce and confirms 
the insurance contract in advance until the policy is issued.
4. Policy Forms

Policy forms are stamped documents which offer 
evidence or proof of Insurance contract. The stamping of the 
insurance policy must be done according to the provisions 
of the Indian Stamp Act, 1899.
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5. Endorsement

Endorsement is a memorandom issued in a standard 
form by the insurers. Whereas, changes made in terms anc 
conditions of a insurance policy is called as memorandom 
This is attached to the standard policy form.

Endorsement is required due to the following reasons.

(a) When name of address is changed.

(b) When insurance is cancelled.

(c) When nominee is changed.

(d) When sum insured is changed.

(e) When property transferred to other location.

(f) When changes are made in insurable interest because 
of hypothecation and sale.

(g) When additional perils to be included in insurance 
contract.

(h) When the level of risk is changed.

6. Renewal of Notice

1

Usually the general insurance coverage is given for 
one year. Whereas, in fire insurance the security under the 
policy would be provided in following cases,

(a) During the insurance period specified in the schedule.

(b) During subsequent period in which the insured ma; 
paid the premium for renewal of insurance policy anc 
such payment is accepted by the insurer.

It is not legally mandatory to inform insured abou: 
the expiry date of a policy. But, it is reminded before one 
month as a token of concern. If any changes are made in the 
policy, they are informed to the insured party in the form of 
notice. So that the insured can believe, eventhough the premium 
is paid earlier he may not get influenced with any risk.

7. Claim Form

When a insured specified or notifies the loss under ■ 
policy, then claim form is issued. The form which is issued 
to the insured after he notifies the loss under a policy ; 
known as claim form. However, claim forms differs frod 
insurance to insurance. The main purpose of issuing claii 
form is to provide complete information regarding loss. K 
may includes, cause extent, situation or circumstances, daa 
time etc of loss.

Examples

-> In motor claim form accident information will 
given.

-» In fire insurance claim form questions will | 
given related to the value of property at the ti 
of loss, other insurance policies covering the si 
subject matter and lastly is there any third party
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responsible for the loss incurred due to fire. As the 
loss due to fire damages the property, thus property 
insurance is always called as a contract of indemnity. 
For this purpose detail information is required for 
the application of principles like pro-rate average 
contribution and subrogation.

-> In Bulglary claim form questions will be given related 
to the notification of police.

-> In marine cargo insurance, claim forms are not 
required except in case of claims for inland transit.

8. Report of Survey
The duly-licensed surveyors are appointed to 

investigate about the loss, when the claim form is received. 
For settling the claims they will submit the survey report 
which contain details like extent of loss, independent 
evidence of the cause and other information.____________

Q22. Explain in detail about proposal form.

Answer :
Proposal Form

Offer and Acceptance are essential parts of an 
insurance contract. A proposal form is a printed document 
of application or offer made to the Insurance Company for 
purchasing an Insurance Cover. It consists of questions which 
ire framed in such a way that all the important information 
and facts are obtained. It also contains a brief description 
and benefits of the Insurance cover which is given on the 
'3ckside of the form. The proposal form concludes with a 
declaration that the information and facts presented are true 
and no essential information has been hidden to the best of 
ne proposer’s knowledge.

A proposal form is mandatory in case of health 
□surance, accident insurance and other types of risks, 
■•'hereas, Fire insurance of industrial risks and marine cargo 
-.surance do not use proposal forms. A questionnaire is used 

- marine cargo insurance instead of proposal forms and 
ire insurance of industrial risks perform pre-risk inspection 
refore accepting the risk.

Common Questions
The following are the common questions which 

rnpear in all types of proposal forms,

a i Full Name of the Applicant or Proposer
In this, applicant is required to fill his/her full name.

o) Address of the Applicant or Proposer
In this, applicant is required to give his/her full

hidress.

Occupation/Profession/Business of the
Applicant or Proposer
In this, applicant is required to mention his/her 

-ifession or occupation.

(d) Present and Previous Insurance
In this, the applicant or proposer required to mention 

if he has a insurance policy currently with another insurer 
or whether he was previously insured. He also required to 
mention whether the insurance cover has been rejected by 
other insurer along with the insurer’s name. However, if there 
was any additional premium was charged at the renewal time 
or any special conditions were imposed etc. On such policy 
that also to be mentioned in the form.
(e) Claim Experience

The applicant or proposer must state complete details 
of the losses incurred whether they were insured or not along 
with the details of payments of claim received. Other details 
required may includes, own damages and damages incurred 
by third party.
(f) Insured Sum

Insured sum refers to the total amount which is the 
maximum liability of the insurer under the Insurance Policy,
(g) Date, Signatures and Agent’s Recommendation

Finally, applicant need to sign the proposal form with 
date and it also includes agents recommendation.
Special Questions

The following are the special questions which appear 
depending upon the requirements of the insurance,
(i) Marine Cargo

In marine cargo insurance question which would be 
asked in the special questionnaire may consist of the total 
amount to be insured, required insurance cover, type of 
packing, previous claim experience, steamer name and a 
detailed description of goods.
(ii) Motor Insurance

In motor insurance questions relating to the area 
of operation, details of driving offences, usage purpose, 
carrying capacity and cubic capacity.
(iii) Fire Insurance

In fire insurance, questions regarding the occupancy 
and location, construction type, whether adjoining or 
separate buildings. In manufacturing units, information of 
type of power used and details of process etc. •
(iv) Personal Accident

In personal accident insurance, questions relating 
to the age, weight, height, occupation and any physical 
shortcoming. _______ __________________________
Q23. What is a cover note? What are its characteristics 

and contents?
Answer :
Cover Note

A cover note is a temporary document which serves 
as a proof that the insurance cover is inforce and confirms 
the insurance contract in advance until the policy is issued.
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Premium rate or provisional rate (if the actual rate is not specified).
It)
(f) A detailed description of the subject matter of insurance policy. Ill CSlSG Of file inSUfSIlCe, the nature of at 

carried out in the premises.

(g) Serial no., time of issue and date of issue.

Q24. Write briefly about policy form and its conditions. 

Answer : Model Paper-ll

Policy Forms
Policy forms are stamped documents which offer evidence or proof of Insurance contract. The stamping 

insurance policy must be done according to the provisions of the Indian Stamp Act, 1899.

In case of accident and fire insurance, the policy form used would be based on schedule which enables the gr 
of all individual details belonging to a specific insurance in a schedule. The scheduled type of policy is devided : 
following distinctive sections,

(a) Heading

It provides name of the insurer and registered office address.

(b) Preamble or Recital Clause

It acts as an introductory section of the parties to the insurance contract between the insurer and the ir 
refers to the proposal form and the premium amount which is paid or which is agreed to be paid as a considerate c 
insured. According to the provisions of the Indian Insurance Act, 1938, the insurer cannot assume a risk until anc 
the premium is fully paid in advance.

(c) Operative or Insuring Clause

The operative or insuring clause sets out the true essence of the contract. It states the perils and risks insu 
the insurance policy and the circumstances in which the insurer is liable to pay or equal to the insured. It also i 
the perils which are particularly excluded from the insurance policy.

An operative clause may have various other exceptions apart from general exceptions applicable to the wl 
if it is divided into different sections as in case of comprehensive private car insurance. It also states that the 
subject to the exceptions, terms and conditions which are included in the insurance policy. It also refers to the Ir 
liability and the insured sum.
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Characteristics of Cover Note

The following are the characteristics of a cover note,

(i) It has a validity of 15 days which is extendable for maximum of 60 days.

(ii) It is an unstamped document.

(iii) It becomes invalid after the policy is issued.

(iv) The statement of cover note explains clearly that it is subjected to various terms and condition of the insurance 
policy.

(v) Various clauses such as, declaration clause, Agreed Bank Clause etc are also included in the cover note based on 
the requirement.

However, in some cases, a confirm letter is issued by the insurance instead of a cover note.

Contents of Cover Note

The following are the contents of a typical cover note,

(a) Name and addresses of the insured.

(b) Total amount insured.

(c) Time period of insurance.

(d) Risk coverage.

(e) Premium rate or provisional rate (if the actual rate is not specified).

(f) A detailed description of the subject matter of insurance policy. In case of fire insurance, the nature of activities 
carried out in the premises.

(g) Serial no., time of issue and date of issue.

Q24. Write briefly about policy form and its conditions.
Answer : Model Paper-Ill, Q5(b

Policy Forms

Policy forms are stamped documents which offer evidence or proof of Insurance contract. The stamping of the 
insurance policy must be done according to the provisions of the Indian Stamp Act, 1899.

In case of accident and fire insurance, the policy form used would be based on schedule which enables the grouping 
of all individual details belonging to a specific insurance in a schedule. The scheduled type of policy is devided into tbs 
following distinctive sections,

(a) Heading

It provides name of the insurer and registered office address.

(b) Preamble or Recital Clause
It acts as an introductory section of the parties to the insurance contract between the insurer and the insured. I 

refers to the proposal form and the premium amount which is paid or which is agreed to be paid as a consideration by thf 
insured. According to the provisions of the Indian Insurance Act, 1938, the insurer cannot assume a risk until and unles 
the premium is fully paid in advance.

(c) Operative or Insuring Clause

The operative or insuring clause sets out the true essence of the contract. It states the perils and risks insured unoe 
the insurance policy and the circumstances in which the insurer is liable to pay or equal to the insured. It also describe 
the perils which are particularly excluded from the insurance policy.

An operative clause may have various other exceptions apart from general exceptions applicable to the whole pol 
if it is divided into different sections as in case of comprehensive private car insurance. It also states that the insure: 
subject to the exceptions, terms and conditions which are included in the insurance policy. It also refers to the limits of 
liability and the insured sum.
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(d) Schedule

A schedule consists of all the printed information which is applicable to the specified contract. For example, In case 
of fire insurance, a schedule offers the following data,

Schedule

nsurance

based on

' activities

per-lll, Q5(b)

?ing of the

ie grouping 
led into the

: insured. It 
ation by the 
1 and unless

lsured under 
so describe;

whole polic 
he insurer i 
; limits ofth

Insured and Address:

Policy Number:____

Date of Issue:

Agency:_

Risk Covered:

Period of Insurance^ 

Property Insured:

Rate: Premium:

(e) Attestation or Signature Clause

The Attestation clause offers signature on the policy. An insurance policy is signed by an authorized official belonging 
to the insurer.

(f) Express Conditions

Express conditions are the conditions which are required for the regulation of the contract. These conditions are 
printed on various insurance policies like accident and fire policies.

Conditions

Conditions list out and specify the various duties of the insured and the insurer and it also defines specific terms of a 
contract. All insurance contracts are conditional contracts and the conditions of the contract must be known to the insured 
md he is supposed to fulfill the necessary conditions, before expecting the insurer to fulfill his role. But if the insured fails to 
fulfill his conditions then the insurer is made free of any duties and obligations. Printed conditions of an insurance policy are 
called express conditions. They serve multiple purposes and a contract would only be subject to implied conditions without 
-■em. Implied conditions are insurable interest, proximate cause, indemnity and utmost good faith. Some express conditions 
real with various other insurance practices such as, a condition which deals with the cancellation of the insurance policy 
: r a condition which requires the insured to notify about the loss to the insurer on time. The obligation for the insured to 
crovide all the necessary material facts and information before the contract is concluded is an example of such conditions.

The following are the categories of the implied and express conditions,

i) Condition Precedent

This condition releases the insurer from all the obligations from breach of the condition disclosure of all the important 
•ccd material facts before concluding the contract.

(i) Condition Subsequent

The insurer must be notified for any modifications made in the risks during the currency of the insurance 
licy. A breach of this condition allow the insurer to avoid the obligations of the insurance policy even after its

-plementation.

ii) Conditions Precedent to Liability

A notice regarding the loss incurred must be sent in the prescribed time limit. If this condition is breached, the insured 
cmnot claim any benefits of the insurance policy.

The policy form also includes a clause which assures that the words ‘Period of Insurance’, ‘Insured’ and ‘Property 
■; -red’ etc have the same meaning and are relating to the details mentioned in the schedule even if they occur anywhere 
r the policy. The clause states that, “The policy and schedule shall be read together and any word or expression to which 
. pecific meaning has been attached in any part of this policy or of the schedule shall bear the same meaning whatever it 
na*. be”.

SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD.



Q25. Write in detail about the different types of general insurance products, write briefly about policy
and its conditions.

Answer :
General insurance is a contingent contract with the aim of providing security against the risk. It is a short te 

contract, the premium of which varies according to the renewal of the insurance contract. The following are the diffe 
types of general insurance products,

1. Fire Insurance

According to Indian Fire Insurance Act, 1938, “In addition to other insurances, fire insurance is that insurance conti 
which takes place against fire and such other risks which are mentioned in the fire insurance “contract’.

2. Marine Insurance

According to Marine Insurance Act, 1963 “marine insurance is an agreement whereby the insurer undertakes to 
indemnify the assured, in the manner and the extent thereby agreed, against losses incidental to marine adventure”.

3. Motor Insurance

Motor vehicle insurance was emerged in United Kingdom, but later on it has gained importance in the whole 
world. This type of insurance cover risk of owner and vehicle along with the financial liability which may develop from 
accident causing harm to third party. When there is no insurance all the expenses relating to repair of vehicle, treatment 
of injured must be borne by the person. Hence, motor vehicle insurance is essential. In India, motor vehicle insurance a 
made compulsory after the amendment of Act for motorists to insure against the risk of liability to third parties.

4. Liability Insurance

Liability insurance is a mandatory form of insurance for those at risk of being sued by third parties of negligenc 
or other tortuous actions. The regular classes of mandatory policy gives coverage for the ones who provide profession] 
services to the public, for the drivers of vehicles, for those who employ staff and for those who manufacture products whic 

may cause harm.

5. Personal Accident and Speciality Insurance

Personal accident insurance aims at paying a fixed amount of compensation to person who met with an accic 
leading to death or disablement in body due to accidental injury. During policy period, if policy holder gets injured so 
and directly from accident then insurer pay then policy amount to insured or to his legal nominee in case of death, permi 
disablement, partial disablement etc. Claim amount of policy will be paid only once in case of death. Some policies i 
payment for education of dependent children.

Speciality insurance refers to the insurance policy that is taken up for special and unique items, This insurance ] 
covers unique and important items, which are generally not covered under the general insurance policies. Some exar 
of speciality insurance items include the following,

(a) Pet animal health insurance.

(b) Insurance of vintage cars or furniture.

(c) Insurance of voice (in case of a professional singer).

6. Engineering Insurance

Engineering insurance is also known as machinery breakdown or plant all risks insurance. This policy provide 
coverage of damages caused to electrical and mechanical machinery. Even the losses suffered by contracts and prir 
relating to civil engineering projects such as bridges, tunnels, building, etc are covered under this policy.

7. Other Insurance

Miscellaneous or other general insurance comprises of different insurance coverages which are prepared tc 
the unusual requirements of different individuals.
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226. Compare and contrast life insurance and general insurances.

>licy form
Answer :
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The following are some of the differences between life insurance and general insurance,

niasis of Difference Life insurance General Insurance

1- Nature of Contract Life insurance is not a contingent contract. General insurance is a contingent contract.

Objective The objective of life insurance policy is 
to provide protection and encourage the 
investment of savings.

The objective of general insurance policy is to 
provide security against the risk.

Period and Premium Life insurance is a long-term contract and 
its premium remains fixed throughout the 
contract.

General insurance is a short-term contract and 
its premium varies with the renewal of contract.

Indemnity Under life insurance policy, actual loss 
occurred on the death of a person is not 
possible to measure. Because of this, an 
insured amount of policy is payable.

Under general insurance policy, actual loss can 
be measured. Therefore, insured is paid with 
the amount equal to the extent of loss occurred.

1 Risk In life insurance policy, risk associated with 
the life of the individual increases with the 
growing age of a person.

In general insurance policy, risk of loss 
increases with the passage of time.

r Amount of Claim In life insurance policy, full amount of 
policy is paid either at the event of maturity 
or death which ever is earlier.

In general insurance policy, amount of policy 
is paid either to the extent of loss suffered by 
an individual or the sum assured by a party 
which ever is low.

Surrender Value It contains a specified amount of surrender 
value or paid up value.

In general insurance, no such specification 
is made regarding surrender value or paid up 
value.

1 5 Reserve for Unexpired 
Risk

It does not maintain any reserve for 
unexpired risk.

It maintains reserve for unexpired risk.

227. Distinguish between life insurance and other forms of insurances.
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The following are the differences between life insurance and other forms of insurance,

Basis Life Insurance Fire Insurance Marine Insurance
1. Definition According to J.H. Magee, 

“The life insurance contract 
embodies an agreement in 
which it is broadly stated that, 
the insurer undertakes to pay 
a stipulated sum upon the 
death of the insured or at some 
designated time to a designated 
beneficiary”

According to Indian Fire Insurance 
Act, 1938, “In addition to other 
insurances, fire insurance is that 
insurance contract which takes 
place against fire and such other 
risks which are mentioned in the fire
insurance “contract”.

According to Marine 
Insurance Act, 1963 “marine 
insurance is an agreement 
whereby the insurer 
undertakes to indemnify the 
assured, in the manner and the 
extent thereby agreed, against 
losses incidental to marine
adventure”.

Period Life insurance is valid for a 
specific period or till the insured 
is alive.

Fire insurance is valid only for one 
year.

Marine insurance is valid for a 
specific period or a particular 
voyage.

1 3- Subject matter In this, insurance subject matter 
is human life.

In this insurance, subject matter is 
physical property or assets.

In this insurance, subject 
matter is ship or cargo.
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24 PRACTICE OF GENERAL INSURANCE

4. Surrender value Insured gets the surrender value 
if he surrenders the policy after 
a specific period.

Policy cannot be surrendered so, 
there is no surrender value.

Policy cannot be surrendered 
so, there is no surrender value.

5. Premium In this insurance, premium is 
paid in installments.

In this insurance, premium is paid in 
lumpsum amount.

In this insurance, premium is 
paid in lumpsum amount.

6. Function The basic function is to provide 
family security and protection 
against financial loss caused due 
to death of an insured person.

The basic function is to provide 
protection against losses occurred 
due to fire.

The basic function is to 
facilitate safe and secured 
import and export of goods.

7. Nomination Nomination facility is available. 
Insured can nominate a person 
who can claim the policy 
amount in case of death of an 
insured.

Nomination facility is not present in 
the fire insurance.

Nomination facility is 
not present in the marine 
insurance.

8. Loan facility This policy can be used as 
security to obtain loan.

It cannot be used as security. It cannot be used as security.

9. Indemnity The life insurance is not a 
contract of indemnity.

The fire insurance is a contract of 
indemnity.

The marine insurance is a 
contract of indemnity.

10. Insurable interest In life insurance, the insurable 
interest must be present at the 
time of contract.

In fire insurance, the insurable 
interest must be present at the time 
of contract as well as the time of loss.

In marine insurance, the! 
insurable interest must be J 
present at the time of loss.

1.6.1 Fire Insurance
Q28. What is fire insurance policy? Discuss its features and scope.

Answer :

Fire Insurance Policy

Fire insurance can be defined as “The agreement which covers the loss incurred by insured because of fire accic 
according to a specified insurance policy.’’The loss caused to the policy holder due to fire accidents would be compens; 
to insured after conducting appropriate examinations and enquiries. Fire insurance helps an individual a shopkeeper 
business firm to rebuild its lost property or to restart its operations as usual which were halted due to unexpected accic 
and provides enough financial support to the insured parties. Lack of fire insurance would lead to unexpected results to 
society and industry. Hence, risk involved in fire and allied perils are covered under fire insurance.

Features of Fire Insurance

The following are the features of fire insurance policy,

1. Policy
Fire insurance involves a specific policy, on which both the parties agree to enter into a contract. The policy 

states the procedure of premium payments and claim settlement. It also discloses the amount of loss which would be 
by the insurance on occurrence of fire.

2. Lawful Consideration

A fire insurance policy includes lawful consideration from the insured. The insured must duly pay the stated pre 
within the time period.

3. Material Facts

In a fire insurance policy, it is necessary to disclose all the material facts by both the parties i.e insurance cor 
and the policy holder. Fire insurance policy works on the principle of utmost good faith.

Scope of Fire Insurance

The scope of fire insurance basically depends upon the nature of the policy selected. General fire insurance : 
have limited scope to the insured, while the special policies have a wider scope for the policy holders. The main require 
for a fire insurance policy for raising claim is as follows,
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UNIT-1 : General Insurance Policies 25
1. The cause of incident should be actual fire or ignition.

• t ! • ■■ ■ < <1 '• ■ ! ’..r i
2. The fire must be accidental or incidental but not intentional.

3. The property dr goods showed damaged because of incident.

General Policy
An active general fire insurance policy covers the following losses,

■ m -lorn
❖ Goods or property being damaged due to fire

❖ Goods or property spoiled while restricting the expansion of fire.

❖ Damage to goods while shifting from area of fire.

❖ Payment of wages to people who are involved in the process of extinguishing fire.

Special Policies

Now-a-days insurance companies are offering special fire insurance policies in order to cover the losses of insured 
upto a maximum extent, policy covers the following losses,

❖ All losses covered in general fire insurance policy.

❖ Losses due to stoppage in production.

❖ Compensation for minimisation of profits etc. __________________________________ ______________________

Q29. Define the term “Fire insurance contract”. What items are covered under it? Also state the essential 
principles of a valid fire insurance contract.

Answer :
Fire Insurance Contract

Fire insurance is a contract of indemnity in which the insurer is responsible is indemnify the insured against any 
financial loss or damage to the insured property due to fire caused directly anytime in an agreed period of time.

Insurable Properties Covered by Fire Insurance Contracts/Subject Matter of Fire Insurance
Insurance cover can be taken up for any movable or immovable property which have a pecuniary value can be insured 

against fire. As fire insurance contracts are governed by tariff the property which is being insured should be described 
accordingly. These include the following,

1. Electrical installation in buildings.

2. Contents of buildings such as machinery, plant and equipment, accessories etc.

3. Buildings.

4. Goods and stock.

5. Goods i.e., Raw materials, work in progress, semi-finished goods, finished goods, packaging materials in factories 
and godowns.

6. Furniture, fixture and fittings.

Pipelines situated inside or outside the compound etc.

3. Contents in dwellings, hotels, shops etc.

Principles of Fire Insurance Contract
The following principles are necessary for a valid fire insurance contract,

1. Principle of Indemnity
The aim of this principle is to put the insured in the same financial position to maximum extent possible after the 

?ss had occurred. Only the price of actual loss subject to the sum assured can be recovered by the insured.

2. Principle of Insurable Interest
The insurable interest should be present at the time of the loss and also at the time of effecting the insurance. The 

asurable interest may arise in a contract of sale or purchase as it may be legal. The following are believed to have insurable 
aterest in the subject-matter in the context of life insurance, Trustee, owner, mortgagor, executor, bailee, warehouseman, 
fnder, tenants who are liable to pay rent after the fire etc. However the persons can insure upto an extent of limited interest.
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26 PRACTICE OF GENERAL INSURANCE

3. Principle of Good Faith

Contracts of fire insurance are contracts of “uberimae fidei” i.e., a contract based on unconditional good faith. As 
per this principle, the insured should furnish full and detailed information of all material facts possible to aflect the fire 
officials judgement in deciding the premium rates whether the proposal need to be accepted or rejected.

> ■ .9 ' . Otnoith)
4. Principle of Causa Proxima/Loss Through Fire

In a fire insurance contract, the loss resulting from fire or some other related cause being the proximate cause of 
loss are covered. If the fire is caused by the insured himself or with his assistance or by the operation of a peril specifically 
excluded under the policy such as earthquake, the loss will not be covered and the insurer will not be liable to indemnify 
the insured.

5. Principles of Subrogation and Contribution

Fire insurance contracts relies on the principle of subrogation while states the insurer becomes entitled to claim all 
the rights of the insured after paying compensation against third parties who may be responsible directly or indirectly for 
causing such a loss. Fire insurance contracts are also governed by the principle of contribution which state that where the 
subject matter has been insured by more than one insurer, every insurer has to meet the loss only rateably. If the insured 
has paid more than his share of loss he is entitled to recover the excess amount paid by him from his co-insurers.

6. Yearly Contract

A fire insurance policy is generally for one year and can be renewed from then.

Q30. Discuss the different types of fire insurance policies.

Answer :

Fire insurance are of nine types as follows,

Type Description

l. Specific Policy In this policy, a specific amount is decided for compensating the losses. The actual value of 
goods or property is not considered. The insured would be receiving only the amount which 
is specified in the agreement in case of fire.

2. Floating Policy For some businesses, the goods are not stored at one place. They might be stored at different 
locations as per the convenience. With the help of floating policy, a person can get insurance 
of his goods located at different places. He need not to take separate fire insurance policy 
for separate locations. A floating policy covers all the goods, located at different locations 
of the insured.

3. Declaration Policy Declaration policies are framed on those goods which cause fluctuations in their value and 
volume frequently. The time period of the policy would be for one year, but the insured has 
to declare the value of goods at risk monthly.

4. Average Policy Under average policy, the insurer would pay the proportionate amount of the actual loss 
caused due to fire. It aims to prevent under insurance. Suppose under an average policy | 
the goods of T 50,000 are insured for ? 30,000 and the loss due to fire is 28,000. Then the | 

compensation amount would be qqq x 28,000 = 16,800.
it.

5. Valued Policy
▼

There are certain goods which are difficult to be valued. Examples : Pictures, scripts, arts, 
etc. For such type of goods, the valued policy is issued. The value of the goods would be ■ 
mentioned in the agreement, and in case of fire, the insurer is liable to pay the specified value.

6. Adjustable Policy An adjustable policy is one in which the amount of premium is adjusted periodically. 
The adjustment takes place due to the changes in the value of stock. As soon as there is a I 
change in stock value, the insurer should be informed and they would change the values in J 
accordance to the value of stock.
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7. Comprehensive
Policy

Comprehensive policies are those which provides special benefits to insured in addition to 
the ordinary benefits. The special benefits include, Compensation for loss due to stoppage 
in business operations, loss due to burglary, civil commotion, riots and so on.

8. Consequential Loss 
Policy

Under this policy, the insurer would also pays fixed expenses such as salaries, rent etc to 
the insured in addition to the loss due to fire. It cover all the expenses that take place due to 
dislocation of firm because of fire incident.

9. Replacement Policy Under replacement policy the insurer takes up the responsibility of replacing the property 
which damaged due to fire. Property such as building, plant, furniture etc would be replaced 
instead of paying compensation to the loss due to fire.
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1.6.2 Marine insurance
331. What is marine insurance? What are the principles of marine insurance policy? State the procedure 

for taking a marine insurance policy.
Answer :

'Aarine Insurance

Marine insurance refers to the protection of goods which are being transported from one place to another for the 
-ding purpose. It covers all those risks which are associated with the to loss or damage of goods which carries from one

r ace to another.

= inciples/Assumptions of Marine Insurance Policy

The following are the key principles of marine insurance policy,

Principle of Insurable Interest

The key principle of marine insurance is that the insurer should have interest in the goods being insured. For example, 
r ±e cargo reaches safely to the destination port, it is profit for the insured and if the cargo is damaged or destroyed, it is
i oss.

In case of marine insurance, the cargo can be sold during the transit of goods. Thus, the insurance policy and the 
r arable interest would automatically get transferred to the buyer.

Generally, insurable interest is possessed by the following parties,

The ship owner, untill the time the goods are present in his ship.

Passenger have insurable interest in their goods.

The owner of the goods.

Financer who provides money towards the security of the goods.

Individuals who charge freight has insurable interest in that freight.

Principle of Implied Warranties

Some aspects of the marine insurance contract are implied and not necessarily need to be specified. Thus, implied 
« anties are the warranties which are not specifically mention but are to be followed. Example of implied warranties,

Condition of the Ship

Even without being mention, it is an implied warranty that the ship is in a worthy condition. Any repairs if any, need 
to be carried out before the voyage begins.

Fixed Route

It is implied and assumed by the insurance company that the ship would follow a pre determined route during the 
voyage.

At times, the ship is deviated from its predetermined routes,

(i) If required to save lives.

(ii) If required for the safety of goods.

(iii) If the ship could not be controlled by the captain.
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Steps/Procedure for Taking a Marine Insurance Policy
The first step for initiating a marine insurance policy is for the trader to fill the “Marine Declaration Form (MDF)”, 

which would be available with the insurance provider. The next step is to sign the MDF and submit to the insurance 
personnel. The MDF would contain the following information,

(i) The proposer individuals name and address.

(ii) Complete details of the cargo to be insured.

(iii) Amount to be insured.

(iv) The voyage period of the marine insurance policy.

(v) Subject matter of insurance policy.

Q32. Describe different types of marine insurance policy.
Answer :

The various types of marine insurance policy are,

(a) Port Policy
Loss occurred to the ship when stationed or anchored in a port is compensated by port policy.

(b) Fleet Insurance Policy
This policy covers all the passenger boats (liners) and steamers owned by the policy holder.

(c) Blanket Policy
This policy covers the risks for a fixed amount. The premium is paid in full by the insured at the time of making the 

contract. When the actual mishap occurs, the loss is compensated by the insurer and the premium amount is re-adjusti 
based on the loss incurred.

(d) Floating Policy
This policy is utilized by cargo owners who are required to make periodic cargo shipment. The cargo owners ti 

the insurance policy for a certain amount. Whenever some cargo is shipped they announce the total value of the shipme 
The insurer then deducts the value of shipment from total value of the policy. This process is repeated until the total amo 
of the policy is used.

(e) Time Policy
This policy usually covers the damages occurring to the hull. It is taken for a fixed time period. Sometimes, it 

also cover goods and other movable assets when present in small quantities.

(f) Voyage Policy
It insures the commodities during their transport to the destination. This policy mostly covers cargo.

(g) Mixed Policy
This policy covers the risk involved with loss or damage to hull or ship for a certain journey in a fixed time pei 

This policy is also known as time and voyage policy._______________________ _______________________________

Q33. Explain in detail classification of marine insurance losses.
Answer :

Marine losses can be classified under the following heads,
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1. Total Loss

It is a type of marine loss wherein the goods insured are completely lost or destroyed during the ship voyage. Total 
loss can be of two types,

' 4 'iii* 1 2 3 4 5 6 7 8 9 10 .(? -I '■ «x; ■ - ' ■,
(a) Actual Total Loss

It refers to the insured goods loss which are actually lost at sea and which cannot be salvaged.

(b) Constructive Total Loss

It refers to a loss wherein the goods are not salvaged due to very high cost of salvaging.

2. General Average Loss

When the captain of the ship destroys a part of the goods to help the ship reach safely to the destination, it is known 
as general average loss.

Such loss is equally shared among the ship owner, carrying company and the exporter.

3. Particular Average Loss

It is the most common type of marine loss. It effects only a particular party whose property sustains loss. For example,

(i) Loss to the ship body, borne by the ship owner.

(ii) Partial loss to the cargo due to water leakage, borne by the exporter.*
4. Salvage

It refers to the charges which are recoverable by a sale of company, irrespective whether a contract is signed or not. 
These expenses are recoverable from the insurer. Generally, salvage awards are divided as per the value.

Q34. What is insurance certificate? What does it contain? Give the proforma of marine insurance certificate. 
Answer :

Goods which are shipped to other countries are mostly insured by the exporters against any risk of loss during transit.

Insurance Certificate

It is a document (certificate) that certifies that a specific policy have been purchased for a specific cargo of goods. 
It is a non-negotiable instrument. All the cargos going to international destinations are insured. Generally the insurance 
policy can be open ended or closed ended policy.

The insurance certificate acts as a proof that the cargo being shipped is insured. It contains all the details about the 
goods insured and also the amount for which it has been insured.

Contents of Insurance Certificate

Insurance certificate generally contains the following details,

1. Complete name and address of the insurer.

2. Complete name and full address of the insured.

3. Time period for which the goods are insured (both the commencement date and the expiry date).

4. Quantity and other particulars of the goods insured.

5. Terms and conditions under which the insurance certificate is valid.

6. Scope of insurance and the various risks covered under it.

7. Authorised sign and stamp of the insurance company.

8. Address and contact details of the insurance company.

9. Policy number, certificate number etc.

10. Any other information as required.

Proforma of a Marine Insurance Certificate

Goods that are shipped via the sea are insured under the marine insurance. A sample proforma of a marine insurance 
certificate is illustrated below.
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Details of Cargo Sum Insured for: 

Loading Date: 

Unloading Date: 

Place of Departure: 

Place of Arrival:

Vessel Name: 

Vessel Number: 

Exchange Rate:

Terms and Conditions:

Risks Covered

WAR AND STRIKES COVER

SCOPE OF COVERAGE AND SPECIAL 
CONDITIONS

INCONSISTENCY IN MEASUREMENT
Ordinary leakage, ordinary loss in weight 
or volume or ordinary wear and tear of the 
subject-matter insured is excluded.

USED GOODS EXCLUSION
In no case shall this insurance cover any 
claims related to second hand goods or 
commodities in transport with the purpose 
of repair, maintenance, revision and return.

INSUFFICIENT PACKING
Loss, damage or expense caused by in
sufficiency or unsuitability of packing or 
preparation of the subject matter insured is 
excluded.

Authorised Sign with 

Stamp [of the Insurance 

Company]

Q35. What are the important clauses in marine insurance policy?

Answer :

The following are some of the important clauses which are included in a marine insurance policy,

1. Assignment Clause
Assignment clause clearly explains that the marine policy is assignable unless it includes any terms which particular 

stops assignment of the policy. It could be assigned either before or after a loss. The assignee who has received the benefice 
interest in the policy is liable to sue in his own name and the defendant is liable to make any defence emerging out of : I ~ 
contract that he would have been liable if the action had been brought in the name of the person.
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2. Lost or Not Lost Clause

If the subject matter is insured to “lost or not lost” and loss is experienced before the conclusion of contract then 
the risk is attached in case if the assured was aware of the loss and the insurer was not.
3. At and From Clause

The risk starts ones the insurance contract ends, only if the ship is found to be in good safety condition at that time, 
in case if the ship is not in good safety condition, at that time then the risk begins on her till it gets in good safety at the 
part of departure. The ship other than chartered ship is payable without any special conditions and is insured ‘at and from’ 
a specific place and the risk attaches prorata as the goods that are to be shipped.

4. Transit Clause or Warehouse to Warehouse Clause
Transit clause is related to the goods and the risk is attached from the time of loading as mentioned to the said ship. 

For continuation of insurance till the goods are discharged and land safely at the port of discharge. In modem trading 
conditions, policy provides cover for entire period of transit, therefore the clause is designed to specified period of cover 
from the time the goods leave the exporters and continue till they are delivered to the importers warehouse at the named 
destination.

5. Change of Voyage Clause or Deviation Clause
The change in voyage clause states that the insurance is applicable only if the ship sails on the designated voyage, 

as mentioned in the insurance policy. If in case, the ship changes its voyage, the insurance policy does not hold good and 
incase of loss, the insurance company need not pay any compensation for loss.

6. Touch and Stay Clause
This marine insurance policy clause states that in the absence of any licence and under the ‘Touch and Stay’ at any 

port or place what so over does not permit the ship to deviate from her course of voyage.

7. Inchmaree Clause or Negligence Clause
Inchmaree clause is made with respect to the underwriters liability to cover risks of kind that are not included in 

maritime perils. It provides for the insurance to cover loss or damage caused by situations such as,

i i) Accident while loading, shifting cargo or else negligence of masters, officers, negligence of repairs given that such 
repairs are not assured.

i ii) Contact with aircraft, any land conveyance, dock or harbour equipments, earthquake, lightning etc.

10. Re-Insurance Clause
There are many reasons where an underwriter may consider it as sensible to reinsure part or all of a risk for which he 

has the liability. Declarations under open covers by his agents in other markets that would provide him liability considerably 
more than his usual retention.

11. Memorandum Clause
As per this clause provides minimum limit to the underwriter’s liability with respect to claims for specific average 

by excluding him from such claims.

12. Continuation Clause
According to this clause, the vessel would continue to be covered even after voyage completion under the policy at 

prorata premium.

13. Perils of the Sea Clause
The ‘perils of the sea’ describes only to minor accident or casualties of the seas. It has no ordinary action of the 

winds and waves.

14. Waiver Clause

This clause is an addition to the ‘sue and labour’ clause which ensures that, in a casualty event, either of the parties 
■o the contract can initiate such steps such expenses that are planned under the ‘sue and labour clause’ in order to decrease 
a loss without inequality to the rights of the assured and the underwriter as well.

15. All Risks Clause (For All Risks Policy)
According to this clause, the insurance is against all risks of loss or damage to the subject matter and full claims are 

payable.
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1.6.3 Motor Insurance_______________
Q36. What is motor vehicle insurance? Explain 

different types of motor vehicle insurance 
policies.

Answer :
Motor Vehicle Insurance

Motor vehicle insurance was emerged in United
Kingdom, but later on it has gained importance in the 
whole world. This type of insurance cover risk of owner 
and vehicle along with the financial liability which may 
develop from accident causing harm to third party. When 
there is no insurance all the expenses relating to repair of 
vehicle, treatment of injured must be borne by the person. 
Hence, motor vehicle insurance is essential. In India, motor 
vehicle insurance is made compulsory after the amendment 
of Act for motorists to insure against the risk of liability to 
third parties.

Some of the important provisions relating to Motor
Vehicle Act are as follows,
1. It is necessary to have insurance against risks of third 

party.
2. Motor vehicles which are carrying hazardous goods 

must take insurance policy under Public Liability Act, 
1991, also.

3. Driving of uninsured vehicle results in violation of 
provisions of Sec.- 146 leading to punishment of 
imprisonment or fine or both.

Types of Motor Vehicle Insurance Policies
Following are the different types of policies which

are issued under motor vehicles insurance to cover the losses 
emerging from motor vehicles,
(i) Act/Liability Policy

Act/Liability policy is issued with the aim to fulfill 
the requirements of Motor Vehicles Act; 1988 and cover 
act risks. According to Act, it is compulsory for motor 
vehicles to have insurance to overcome the liabilities 
emerging from use of motor vehicles in a public place. All 
the vehicles which are driving within the territorial limits 
oflndia must have an act policy at all times. In India, motor 
insurance business is governed by All India Motor Tariff. 
The violation of provision is punishable with fine, etc as per 
Motor Vehicles Act. There are two types of policy forms for 
all types of vehicles i.e., form A and form B. Form A or Act 
policy covers act liability which is an essential requirement 
of Motor Vehicles Act. A person cannot use vehicle without 
this minimum insurance cover.
(ii) Third Party Policy

Third party policy provide insurance coverage for 
liabilities of third parties who suffer the loss resulting in 
damage of property/personal injury/death. Beside this, policy 
also includes fire, , theft risks and legal liability of persons
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who are related to motor vehicles. Without insurance no 
person can use or allow any other person to use vehicle in 
public place. Policy must have coverage of liabilities faced 
by insured or damage caused to property of third party or 
physical injury to any passenger of public service vehicle.

(iii) Package/Comprehensive Policy

This policy is also referred as form ‘B’ policy. It is an 
optional policy which covers personal damage, losses and 
act liability. Insurance companies issued package policy for 
comprehensive risks wherein coverage of policy differs with 
various classes of vehicles. Even, the rate of premium vary 
with classes of vehicles.

(iv) Garage Insurance Policy

Garage insurance policy cover the risks which is 
related to motor vehicles standing in motor garages or service 
stations.

(v) Collision Insurance Policy

Collision insurance policy provide insurance cover to 
damages and losses which are caused by collision or accident 
that takes place between two or more vehicles.

Q37. Write down the procedure for motor vehicle 
insurance.

Answer :

The procedure for motor vehicle insurance is as 
follows,

1. Proposal Forms

The proposal form is used in motor insurance contract, 
as a means of communicating the offer to the insurers or 
for making proposal for motor insurance. It is used to show 
on the form a precise statement of the cover which is given 
by the suitable policy or the terms and conditions which is 
associated with motor insurance. It would hold the following 
information about the vehicle,

(a) Identification information of vehicles (register 
number, horse power, shape, size).

(b) Identification of risk.

(c) Declaration by the insurer.

2. Rating of Insurance

The next step is to rate and determine the amount of 
premium to be fixed for the vehicle. The rate of premium is 
decided based upon various factors. Some of the examples 
of fixing premium rate are as follows,

(a) Private Cars

The premium rates for private cars are decided 
depending upon the cubic capacity i.e., Power of the 
engine as given by manufacturer, Insured estimated 
value and the zone of operation.
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(b) Goods Carrying Vehicles

The premium rate or amount is decided based on gross 
vehicle weight i.e., the total weight of the vehicle and 
load certified by the registering authority.

3. Tariff Rules . vmv o; lismayi

The following general tariff rules are applicable in 
case of motor vehicle insurance,

i a) Policy is to be issued in the name of the registered 
owner only.

(b) The cover note includes certificate of insurance. When 
complete details are not available then prescribed 
cover note should be used.

(c) Concession need to be provided by tariff, ex: restricted 
cover, return of premium etc. When vehicle is in 
garage and not in used for two consecutive years or 
more.

• d) Procedure for issue of a duplicate certificate is
prescribed by the tariff when the original is lost, 
defaced, tom etc.

4. Policy Form

The cover note is issued immediately after the 
acceptance of proposal form. Policy forms such as proposal 
forms change in wide limits as between different classes of 
insurance. The policy is the proof of the contract. The cover 
note is cancelled ones the policy is issued.

5. Insurance Term

Usually the Motor Insurance Policy is issued for one 
ear. However, the policy can also be issued for less than one

• ear but the rate of premium will be higher, ex., Premium 
rate is three fourths of annual premium of the policy issued 
for six months.

6. Additional Benefits

Additional benefits can be added to the original 
policy during the currency of policy after payment of extra 
rremium. Hence, additional risks can be incorporated to the 
: riginal policy as per the requirements.

7. Change of Vehicle

The insured vehicles can be sold of along with the 
rolicy. The term of policy remain unchanged and the policy 
-ill continue upto the unexpired period with the vehicle 
rorchase. In the same manner, the insured can replace 
mother vehicle under the same policy.

<38. Explain about the settlement of claims under 
motor vehicle insurance.

Lnswer :

The settlement of claims that occur under motor 
vehicle insurance can be one of the following three types,

1. Claims for Own Damage

In the case of any damage to the vehicle as a result 
of the insurers own action is received, the policy records are 
examined to check whether the policy is in force and covers 
the vehicle that is involved in the damage. Further, the loss is 
registered in the claim register and at the same time a claim 
form is provided to the insured for return and completion. 
The insured is also requested to provide a datailed estimation 
of repair charges.

Assessment or Survey Report

Independent auto mobile surveyors are provided with 
the task of surveying the cause of loss. They also examines 
the damaged vehicle and submit their survey report along 
with the copy of the claim form, policy and calculates cost 
of repairs.

Claim Documents

The other documents apart from claim form are used 
for processing the claim includes documents such as driving 
licence, registration certificate book, fitness certificate, 
permit, police report, financial bill from repairs, satisfaction 
note from the insured and receipted bill from the repairer if 
paid by insured.

Settlement of Claim

Based on survey report and claim documents, the 
insurance company analyses the level of its liability and 
the loss is indemnified accordingly. Generally, the damaged 
motor vehicle is repaired by the insurance company instead 
of paying cash payment to the insured.

2. Claims for Theft or Total Loss Claims

The total losses can also emerges because of theft 
of vehicle and if police authorities failed to trace it till 
end. Further, these losses must be supported by a copy 
of First Information Report (FIR) lodged with the police 
authorities immediately after the theft has been noticed. 
If the police authorities fails in recovering the lost 
vehicles claims, then the insurer is requested to submit the 
certificates of SIDE No. or CR. No. Certification of true 
and undetected, R.C. Books. The insured is compensated 
for the vehicle loss as per the premium for which the 
vehicle had been insured.

3. Claims for Third Party

According to the Section 165 of the Motor Vehicle 
Act 1988, the state creates motor accident claims tribunals 
for adjusting on third party claims.

As the insured handovers the receipt of notice of 
claim, the matter is entrusted to an advocate. The insured 
is asked to submit full information regarding accident 
along with documents such as driving licence, police 
report, details of drivers prosecution, death certificate, 
medical certificate etc.
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Therefore, based on the written statement; the case is 
filed with Motor Accident Claims Tribunals (MACT) by the 
advocate. The MACT determines the amount of claims to the 
third party. Further, the pending cases with the MACT where 
the liability under the policy is not doubtful then they are 
placed before the Lok Adalat for mutual settlement between 
parties.

1.6.4 Liability Insurance
Q39. What is liability insurance? Discuss about 

liability policies.

Answer s

Liability Insurance

Liability insurance is a mandatory form of insurance 
for those at risk of being sued by third parties of negligence 
or other tortuous actions. The regular classes of mandatory 
policy gives coverage for the ones who provide professional 
services to the public, for the drivers of vehicles, for those 
who employ staff and for those who manufacture products 
which may cause harm.

Liability Policies

The popular liability policies are as follows,

1. General (Public) Liability Insurance Policy

General/Public liability insurance policy is apparently 
required for every business owner. It provides all-risk 
protection for any business where the general public deal 
with legal and medical costs which is due to an incident on 
its property, even if the insured is not responsible.

2. Professional Liability Insurance Policy

Professional liability insurance policy provides 
protection for an individual or company in the situation when 
a client claims that they have experienced a financial loss 
due to the error or an omission by the individual or company 
in the delivery of professional services. It is also called 
as Error and Omissions (E & O) insurance. Professional 
liability coverage is distinct from a General Liability (GL) 
policy, which cover majorly for bodily injury or property 
damage liability. These policies are familiar with healthcare 
professionals, directors and officers, engineers and other 
professionals who take cover for liability that arises from 
their professional negligence.

3. Product Liability Insurance Policy

In the terms of product liability insurance, a product 
is any physical object which is sold or given away. Product 
liability is the law area in which distributors, suppliers, 
retailers, manufacturers and others who make products 
available to the public are considered responsible for the 
injuries that occur to the products.
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4. Automobile (Motor) Liability Insurance Policy

Automobile/motor liability insurance policy is 
mandatory in many countries for the automobile owner; 
and users and gives cover for the insured’s legal liability tc 
a third party for bodily injury or property damage that is due 
to negligent operation of an automobile.

5. Worker’s (Workmens) Compensation Polic>

Workers compensation policy is a type of legally 
needed insurance given by employers to all employees for 
work-related illnesses and injuries and also death.

1.6.5 Personal Accident and Speciali 
Insurance

Q40. Write about the following,

(a) Personal Accident Insurance.

(b) Group Personal Accident Policy.

Answer :

(a) Personal Accident Insurance

Personal accident insurance aims at paying a fh 
amount of compensation to person who met with an accii' 
leading to death or disablement in body due to accide 
injury. During policy period, if policy holder gets inji 
solely and directly from accident then insurer pay 1 
policy amount to insured or to his legal nominee in case 
death, permanent disablement, partial disablement etc. Cl 
amount of policy will be paid only once in case of de 
Some policies make payment for education of depem 
children.

When insured becomes partial disable then ins 
will pay one time or periodically till recovery. There 
some conditions under which insurer will not pay 
compensation such as death, injury or disablement causs 
insured because of self-injury, suicide or attempt to sui 
etc.

Insured need to follow policy conditions like wr 
notice must be given before cremation in case of death 
in any case, notice must be given within one month 
the death. A written notice must be submitted as a pro 
claims, if insured lost his sight or damage his limbs. 1 
insured person will be examined by doctor of insur 
company. Claim amount will not be paid if it involve; 
fraudulent statement.

Any changes in business or occupation and rel 
to health of insured must be informed to insurance com 
by giving a written notice immediately.

(b) Group Personal Accident Policy

Group personal accident policy will be issued 
if there is common relationship among group membt 
a common point of controlling insurance schemes.
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The coverage of this policy is same as individual 
policy excluding the education grant and cumulative bonus. 
)n payment of additional premium, medical expenses can 

be reimbursed. By making extensions to policy even risk
nvolved in war can be covered. The sum insured will be■ I *

different for each insured person. Based on risks, premium 
amount is charged from each person.

Claim form is made to acquire information relating 
to the following,

❖ Personal information relating to age, occupation etc.

❖ All details relating to accident, type of injuries etc.

❖ Name and address of the doctor who treated the 
insured.

❖ Medical certificate of the respective doctor.

❖ Details of other insurances to appeal for contribution 
clause and verify whether it is specified in proposal 
form.

❖ Along with claim form insurer must submit medical 
certificate, medical examiner’s report and death 
certificate. ■

Q41. What are the accidental events covered under 
personal accidental insurance? Also discuss 
the benefits of taking up personal accidental 
insurance cover.

Answer :

The main purpose of personal accidental insurance is 
to provide immediate financial assistance to the insured party 
n case the insured party suffers from injury (or sometimes 
death), arising out of an accident.

Accident may be in the form of,

' i) Injury caused as a result of fall or slips.

! ii) Injury caused while travelling in plane, train, ship or 
any other automobile.

iii) Injury caused as a result of any kind of blast.

iv) Inj ury caused as a result of drowning, electric shock etc.

Events Covered Under Personal Accidental 
nsurance

The following are the three events which may occur 
is a result of an accident and which are covered under the 
personal accidental insurance,

1. Temporary Disability
In case the insured party suffers from any kind of 

temporary disability, as a result of an accident, the insurance 
company would pay a weekly payment to the insured. 
Generally such a payment is paid for a period of not more 
:han 52 weeks.

However no lumpsum compensation is paid to the 
insured.

2. Permanent Disability

In case of a permanent disability suffered by the 
insured party, as a result of accident, the insurance party 
would pay the total insured sum of monetary compensation 
to the insured. Such paid sum of money would vary from 
one insurance company to another.

3. Death

In case of death of the insured party, as a result of 
accident, the nominated person would be paid the entire 
sum of monetary payment. However an important point to 
be noted is that the death due to accident is covered under 
the personal accidental insurance only if death of the insured 
occurs within a period of 180 days from the date of the 
accident.

Benefits of Taking Personal Accidental Insurance 
Cover

1. It would provide financial support to the insured party, 
in case of an accident.

2. It would provide a lumpsum monetary compensation 
to the insured party in case of temporary or permanent 
injury.

3. In case of death, the nominee family members are 
provided the full agreed compensation payment.

4. Unlike previous insurance plans, now-a-days personal 
accidental insurance plans are cheap. For example, 
an average individual can get himself insured for a 
sum of upto 10 lakh rupee for a premium amount of 
450 rupees per year.

Q42. What is speciality insurance? Discuss the 
different types of speciality insurance.

Answer :

Speciality Insurance

Speciality insurance refers to the insurance policy 
that is taken up for special and unique items, This insurance 
policy covers unique and important items, which are 
generally not covered under the general insurance policies. 
Some examples of speciality insurance items include the 
following,

(a) Pet animal health insurance..

(b) Insurance of vintage cars or furniture.

(c) Insurance of voice (in case of a professional singer).

Thus, there is no specific list of items which are 
covered under the special insurance plan. The thumb rule 
for taking up special insurance is that the item, article, any 
element or feature which needs to be insured, should be 
unique and must have value and insurable interest for the 
insurer.
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Thus any such feature, item, service or element which is considered precious and financially valuable by the customer, 
can be insured. Any popular actress who is famous for her beautiful face, can get a special insurance cover for her face. 
Similarly, a cricketer can insured his legs or hands against permanent injury or disability.

Types of Special Insurance
: ■ :u. if .'!• ‘ ;O u;\\l 5i" ./it:

Some unique and common types of special insurance include the following,

(a) Travel Insurance

It is a type of special insurance which covers the insured customer against sudden illness, which require immediate 
medical assistance, when such person is travelling on a vacation. Example of travel insurance against sudden heart attack, 
when the insured party is travelling on a vacation.

(b) Wedding Insurance

Under this type of special insurance, the insurer is insured against any loss arising out of delay in wedding due to 
natural causes or unavoidable causes. It would compensate for all or part of the financial losses incurred by the insured 
party or any accidental injury to any guest, while they are attending the wedding ceremony.

(c) Jewellery Insurance

It is the special insurance that is taken out to insure highly valuable jewellery against theft, loss, robbery etc. Generally 
insurance firms limit the insurance for jewellery valued upto 10 lakh 22 thousand only.

(d) Pet Health Insurance

It is the insurance policy which is taken up for the health of pet animals. It helps the pet owners to spread out a 
fixed amount of insurance premium for their pet animal, over a 12 months time period, rather than a heavy hefty bill at 
one instance, whenever their pet falls ill suddenly.

(e) Jet Ski Insurance

It provides complete insurance cover for the owners Jet ski against incidences of theft, robbery, accidental collision 
and so on. Further it also covers up against any physical injury to the insured or any of his guests who are present on the 
Jet Ski.

(fj R.V. Insurance

R. V. refers to the mobile van which serves as a home and also transportation vehicle. The concept of R.V is quite 
popular in the United States. Special insurance for R.V. vehicle covers for protection against theft, vandalism, accidental 
collusion etc.

1.6.6 Engineering Insurance
Q43. What is Engineering Insurance? Explain different types of Engineering Insurance Policies.

Answer :

Engineering Insurance

Engineering insurance is also known as machinery breakdown or plant all risks insurance. This policy provide wic 
coverage of damages caused to electrical and mechanical machinery. Even the losses suffered by contracts and principa 
relating to civil engineering projects such as bridges, tunnels, building, etc are covered under this policy.

The engineering insurance policy is framed to safeguard the interest of contractors and principals with regard to civ 
engineering projects. The policy gives an “All Risk” cover to the insured. All risks are covered which is not specifica 
excluded. Any unforeseen and sudden loss or damage that occurs during the insurance period to the insured property 
the construction site is indemnified by the insurance company.

Types of Engineering Insurance Policies

Several types of engineering insurance policies also combine liability with property insurance. They are,
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1. Boiler Insurance Policy

The boiler policy covers for damages to the boiler or other apparatus defined in the schedule to the policy or to the 
other property ofthe insured and liability of the insured for injury to third parties or for damage to their property, emerging 
as a direct result of collapse or explosion of the boiler or other plant mentioned.

2. Engine Insurance Policy

The damages to the engine or machine breakdown is covered by engine insurance policy whereas third party liability 
and damage to property of insured by flying fragments can be insured if needed. Steam gas, oil and diesel engines, air 
compressors and refrigerating plant comes in this section.

3. Lifting Machinery Insurance Policy

Lifting machinery and insurance policy is formulated to cover the third party liability and other protection in 
accordance with the conditions arranged for lifts, cranes, hoists and lifting, passenger and goods.

4. Electrical Plant Insurance Policy

The cover in Electrical Plant Insurance Policy is similar to that of the Engine Insurance Policy and it corresponds 
to motors, turbogenerators, dynamos and static plant like transformers and rectifiers etc.

1.6.7 Other Insurance
Q44. What is Other Insurance/Miscellaneous Insurance? Explain different types of Miscellaneous Insurance

Policies.

Answer :

Other insurance

Miscellaneous or other general insurance comprises of different insurance coverages which are prepared to fulfill 
.he unusual requirements of different individuals.

Types of Miscellaneous Insurance Products

The following are the different types of miscellaneous insurance policies which covers the risks involved in 
miscellaneous activities,

1. Fidelity Guarantee Insurance

F idelity guarantee insurance allows an employer to recover his/her losses caused because of dishonesty or disloyalty of 
employees through dishonest conduct, the insurance company is liable to pay the value to employer on behalf of employees 
dishonest conduct.

2. Property Insurance

Property insurance is a policy which provide insurance against fidelity, burglary and insolvency. Loss incurred relating 
:o property because of burglary, theft or housebreaking or any other criminal act are covered under property insurance.

3. Building Insurance

Building insurance provide absolute coverage of damage caused to the building of the insured. It is a complete 
: ickage which cover damages caused by different perils such as lightening, strike, riot, storm, hurricane, flood, etc.

x Earthquake Insurance

Earthquake insurance was not popular untill the incident of Gujarat few years ago. Earthquake insurance plan cover 
ill the damages caused to the property due to earthquake. The results of Gujarat earthquake were disastrous for every 
-■dividual who faced financial and personal loss. In this policy, insured is entitled to get complete reconstruction value in 

me event of loss due to disaster.

5. Flood Insurance

Flood insurance was not so popular in India. The need for flood insurance is observed after experiencing the effects 
' tsunami”. There is still confusion to categorize under floods or earthquakes as tsunami is a quake in the sea.
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6. Burglary Insurance

The Burglary insurance policy covers the losses and damages which are caused to policy holder due to burglary 
which took place at his/her home, office or at the place mentioned in the policy. The company is supposed to pay for the 
damages caused due to burglary such as theft of household goods, damage to furniture and so on. Under this type, the 
maximum amount of loss would be decided during the agreement.

7. Cattle Insurance

Under cattle insurance, animals such as cows, buffaloes, bulls etc are insured. The insurance is provided against the 
death of animal, which are being kept for the purpose of earning. Policy amount would be decided in accordance to the 
market value of animal.

8. Engineering Insurance

Engineering insurance is also known as machinery breakdown or plant all risks insurance. This policy provide wide 
coverage of damages caused to electrical and mechanical machinery. Even the losses suffered by contracts and principals 
relating to civil engineering projects such as bridges, tunnels, building, etc are covered under this policy.

9. Liability Insurance

In some cases the insured does not incur losses, rather a third person incur losses for certain liability. In such a case 
the liability insurance is taken from the insurance company. Under which the company is supposed to pay remedy not to 
the insured but to the party who has incurred losses because of the specified liability.

10. Crop Insurance

Under this type, insurance companies enters into a contract with the farmers to provide them remedy in case of 
loss or damage to crops by natural calamites. Crop insurance is familiar in countries where agriculture plays a key role in 
economy.
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— INTERNAL ASSESSMENT
I. Multiple Choice

1. The types of insurance which comes under non-life insurance/general insurance are________ . [ ]

(a) Aviation Insurance

(b) Business Insurance

(c) Automobile Insurance

(d) All the above

2. The amendments made by IRDA in which of the following acts, [ ]

(a) GIC Act, 1972

(b) LIC Act, 1956

(c) Both (a) and (b)

(d) MRTPAct

3. Which one of the following is not a function of insurer? [ ]

(a) Production

(b) Underwriting

(c) Rate making

(d) None of the above

4. IRDA stands for________ . [ ]

(a) Indian Rural Development Authority

(b) Insurance Regulatory and Development Authority

(c) Insurance Rural Development Authority

(d) Insurance Revenue Development Authority

5. ________ is a type of insurance for low income individuals and households. [ ]

(a) Micro insurance

(b) Macro insurance

(c) Life insurance

(d) None of the above

6. Distribution channel of insurance includes_________ . [ ]*

(a) Agents

(b) Brokers

(c) Both (a) and (b)

(d) Insurer
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7. ________ are issued to protect various groups mainly the employers in business firms, partnership firms and
professionals. [ ]

(a) Annuities

(b) Group insurance policy

(c) Pension policy

(d) None of the above

8. Different types of motor vehicle insurance policies are;_________ . [ ]

(a) Act policy ,

(b) Collision insurance policy

(c) Garage insurance policy <

(d) All the above

9. Health insurance is basically divided into two types, disability income insurance and________ . [ ]

(a) Participating life insurance
- /

(b) Medical expense insurance

(c) Adjustment life insurance

(d) None of the above

10. ______ ___ offer? periodic payments, when insured is unable to do work due to sickness or injury. [

(a) Medical expense insurance

(b) Ordinary life insurance

(c) Disability income insurance

(d) Adjustment life insurance

II. Fill in the Blanks

1. ________ ___ is a common type of insurance that protects goods which are shipped.

2. Farmer’s risk involved in growing crops is covered under________ .

3. ‘_______ can assure the insured about the coverage amount only after receiving acceptance from tbt
insurer to take the risk of loss.

4. ________ is the pooling of forfeitous losses by the transfer of risk of insured to insurer.

5. The price paid by the policy holder for the insurance policy is referred as________ .

6. ________ was the first comprehensive act of legislation which was basically designed to regulated insuraner

business.

7. IRDA plays a role of a________ for the insurance industry in India.

8. Insurer can be a________ .

9. Insurance emerged in India during ________ century.

10. ________ is also called as non-life insurance.
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Multiple Choice

1- (d)

2. (c)

3. (d)

4. (b)

5- (a)

6- (c)

7. (b)

8- (d)

9. (b)

10. (c)

II. Fill in the Blanks

1. Marine Insurance

2. Crop Insurance
A

3. Broker

4. Insurance

5. Premium

6. Insurance Act, 1938

7. Regulator

8. Company or Person

9. 18th

10. General Insurance.
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m. Very Short Questions' and Answers

Q1. Define Insurance.

Answer : -'»W

According to the commission on insurance terminology of the ARIA, insurance is defined as, “The pooling of 
fortuitous losses by transfer of such risks to insurers, who agree to indemnify insureds for such losses, to provide other 
pecuniary benefits on their occurrence, or to render services connected with the risk”.

Q2. Define Insurance Contract

Answer :

An Insurance Contract is nothing but an agreement between insured and insurance company (ie insurer) and haste 
comply with the provisions of the Indian Contract Act, 1872. The main purpose of creating insurance contract is to transfe 
a part of the risk of loss from insured to the insurer.

Q3. What is General Insurance?

Answer :

Insurance, which does not protect the life but protect things like stock, cars, homes etc is known as ‘ General Insurance j 
It provide protection to our valuables against fire, storm, earthquake, thefts, accidents, travel mishap etc. General insuran 
contracts offers financial compensation for any loss occurred to the insured excluding death i.e., it insures everything ofj 
person apart from his life.

G4. What is a Fire Insurance?

Afrswer : ,

Fire insurance can be defined as “The agreement which covers the loss incurred by insured because of fire accic 
according to a specified insurance policy.”The loss caused to the policy holder due to fire accidents would be compensa 
to insured a fter conducting appropriate examinations and enquiries.

Q5. What is a Marine Insurance?

Answer s'

Marine insurance refers to the protection of goods which are being transported from one place to another for 
trading purpose. It covers ail those risks which are associated with the to loss or damage of goods which carries from i 
place to another. .  : '

Q6. Write a short note on ‘Engineering Insurance’.

Answer :

Engineering insurance is also known as machinery breakdown or plant all risks insurance. This policy provide i 
coverage of damages caused to electrical and mechanical machinery. Even the losses suffered by contracts and princ 
relating to civil engineering projects such as bridges, tunnels, building, etc are covered under this policy.

Q7. What is a Cover note?

Answer :

A cover note is a temporary document which serves as a proof that the insurance cover is in force and confir 
insurance contract in advance until the policy is issued.
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UNIT

2 UNDERWRITING, PREMIUMS, 
CLAIMS AND INSURANCE

■ ■ wipe oriw ■
RESERVES AND ACCOUNTING SIA GROUP

C LEARNING OBJECTIVES____________________ _ ___)

After studying this unit, one would be able to understand,

❖ Concept and Process of Underwriting.

❖ Risk Sharing and its Methods.

❖ Risk Management and Steps Involved in it.

❖ Concept of Rating and Premiums.

❖ Concept of Soft and Hard Market.

❖ Concept of Claim and Process of Claim Management.

❖ Different Types of Reserves of Insurance Companies.

❖ Concept of Insurance Accounting.

( INTRODUCTION

The process of identifying and classification of the risks involved in the insurance policies is termed as underwriting. 
Risk sharing means distribution of risk. Risk sharing shift s a portion of risk to the participants or organization. 
Under risk sharing premiums and losses of each member 6f a group of policy holders are distributed among the 
group based on pre-determined conditions.

Risk management is the process of identifying/analyzing, evaluating, monitoring and controlling the risk and 
financial resources in order to reduce the adverse effects of iloss in the business.

According to the American Institute of Accounting, “the usie of the term reserve by limited to indicate, that an 
undivided part of the asset is being held or retained for general or specific reserve”. Thus, in simple terms, reserve 
can be defined as “A part of the profit which is kept aside by the firm to meet up any future contingency, liability 
or make adjustment for the decrease in the value of an asset”.

Insurance claims refers to the demand made by the insured or be neficiary to the insurer to make payment of insurance
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Q1. Define Underwriting. Write any two objectives of underwriting.
Model Paper-ll, Q4Answer : !T .ti no tasTftn'i to 'jgBtnsyis',

Underwriting bmu^niaih'io ■ : " ’;i. i h> iloo

The process of identifying and classification of the risks involved in the insurance policies is termed as underwriting. 
Insurer should act as an underwriter to select the qualified applicants with minimum risk. Applicants with risk less than 
average standards can be offered the insurance polices. In properly and liability insurance agents are provided with an 
underwriting authority whereas, in life insurance policy agents ar e mostly not provided with underwriting activities but 
they need to assess the risks associated with prior to their screening by actual underwriters.

Objectives of Underwriting

The following are the objectives of an underwriter in insuirance sector.

(i) To minor the selection process of applicants in order to avoid unqualified applicants.

(ii) To minimize the risks and losses associated and to maintain the actual losses within the range of expected losses.

Q2. List out the steps involved in underwriting process.

Answer : Model Paper-1, Q4

The steps involved in underwriting are as follows,

Step-1: Classification of Applicants 

Step-2: Agent as First Underwriter 

Step-3: Sources of Information 

Step-4: Underwriting Decisions 

Step-5: Other Considerations.

Q3. What do you mean by risk sharing and risk management?
Answer : Model Paper-Ill, Q1

Risk Sharing
Risk sharing means distribution of risk. Risk sharing shifts a portion of risk to the participants or organization. Under 

risk sharing premiums and losses of each member of a group of policy holders are distributed among the group based 
on pre-determined conditions. In simple terms, risk sharing can be defined as the distribution of risks among individual? 
organizations, departments, groups, teams etc.

Risk Management
Risk management is the process of identifying/ analyzing, evaluating, monitoring and controlling the risk anc 

financial resources in order to reduce the adverse effects of loss in the business.

Q4. What is rating and premium?
Answer : Model Paper-ll, QC

Rating
Insurer acts as a rate maker to determine the rate/price of insurance policy. Rate/price of insurance is determini 

base on the costs involved in production of insurance find future predictions but it is not possible to determine the cost 
production for insurance contracts till sales. Rate making is the process of forecasting future losses and expenses of tl 
insurance policies and their distribution among the insured persons. The pricing of other industries differ from insuram 
companies in the following aspects,

(i) Rate making of an insurance policies depend on the future predictions.

(ii) In insurance policies^ rates are influenced by government rules and regulations.
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Premium

The price paid by the policy holder for the insurance policy is referred as insurance premium. The Premium is a 
egular payment which is paid by the insured either monthly, quarterly, half-yearly or annually depending upon the terms 

nd conditions in the Insurance contract. In case, if premium is not paid then the policy would lapse and revival of policy 
; possible only be supposed to pay certain percentage of Interest on it. The Rate of premium differs from one policy to 

mother depending on the nature of policy and particulars of the insured.

35. Define the terms, ‘Reserve’ and ‘Insurance reserve’.

Answer : Model Paper-I, Q2

Reserve

According to the American Institute of Accounting, “the use of the term reserve by limited to indicate, that an undivided 
~art of the asset is being held or retained for general or specific reserve”. Thus, in simple terms, reserve can be defined as 

A part ofthe profit which is kept aside by the firm to meet up any future contingency, liability or make adjustment for the
decrease in the value of an asset”.

nsurance Reserve

Insurance reserve refers to the monetary reserve which is set aside by insurance companies to pay for claims by 
v eir customers. This, is known as insurance reserve. Thus, in simple words, it refers to the financial reserves which are 
maintained by every type of insurance organization.

□6. What do you mean by insurance claim and insurance accounting?

Answer : Model Paper-Ill, Q3

isurance Claim

Insurance claims refers to the demand made by the insured or beneficiary to the insurer to make payment of insurance 
:>:licy benefits. Insurance claims covers everything i.e., from doctors consultation fees to the death expenses of a person, 

serves to indemnify the policy holder against financial loss. While claiming for any loss, insurer need to provide enough
.dences for the financial loss occurred. For example, ownership of claimed items, medical reports etc.

"surance Accounting

The accounting process followed by insurance companies for maintaining their accounts of clients and claims is 
; erred as insurance accounting. General insurance companies maintains accounting books as per the guidelines given by 
- < arance Regulatory and Development Authority (IRDA).
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PART-B
ESSAY QUESTIONS WITH SOLUTIONS

2.1 CONCEPT OF UNDERWRITING - UNDERWRITING PROCESS

37. Explain the concept of underwriting.

Answer : Model Paper-I, Q6(a)

Underwriting
The process of identifying and classification of the risks involved in the insurance policies is termed as 

underwriting. Insurer should act as an underwriter to select the qualified applicants with minimum risk. Applicants 
with risk less than average standards can be offered the insurance polices. In property and liability insurance agents 
are provided with an underwriting authority whereas, in life insurance policy agents are mostly not provided with 
underwriting activities but they need to assess the risks associated with prior to their screening by actual underwriters. 

Objectives of Underwriting

The following are the objectives of an underwriter in insurance sector.

To minor the selection process of applicants in order to avoid unqualified applicants.

To minimize the risks and losses associated and to maintain the actual losses within the range of expected

(0
(ii)

I HI
 h

» i
t a

losses.

(iii) To secure appropriate number of exposure units in each class.

(jv) To secure the exposure units from the catastrophic effect.

Meed of Underwriting

Underwriting is the process through which an insurance company decides whether or not to issue the request! 
insurance and if yes,based upon what terms and conditions. Thus,the concept of underwriting plays a significant rol; 
in the private and voluntary insurance markets. It facilitates the insurance organization in the following ways,

1. Helps in Risk Pooling and Fair Pricing

Under any insurance plan,all the insured members contribute to a common money pool. From this money pc 
amount,the insurance company pays to any insured member who suffers losses against the item insured.

Underwriting helps the insurance firm to objectively and correctly determine the expected loss potential 
accordingly arrive at a “Fair Price” which the insurance company should charge to the insured members.

2. Ascertaining Group and Individual Insurance Plans

Underwriting is needed by insurance firms,to create a balanced individual insurance plan and group irtsuranc 
plan. Incase of group insurance,the whole group is insured,thus underwriting is carried out to ascertain the fair i 
optimal contribution which need to be made by every group member. Similarly,under the group insurance policy,ti 
insured individual need to contribute insurance premium which should sufficiently cover the expected loss potentia

3. Need in Case of Private Insurance Market

Underwriting plays an important role in case of private insurance markets and not in case of'social insura: 
or made compulsory by the government. This is because in case of government mandated insurance participatii 
every insured member would contribute a fixed amount of premium irrespective of his expected loss potential, 
example if government mandated life insurance policy states that every member should contribute rupees 1 
insurance amount,a 20 years old employee would contribute the same amount,eventhough the probability of death 
more in case of the 65 yeas employee. - ' \

Thus,underwriting is employed by insurance firms in case of private. Insurance plans wherein which eva 
insured member would be charged according to the individual expected loss potential.
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4. Ascertaining Fair Price

Underwriting helps to arrive at a fair price which the insured need to pay. For example: Incase of an Lung 
insurance policy,if the non smoker members are charged insurance premium of rupees 500 then,active smokers need 
to be charged a higher insurance premium. This is because the probability of smokers getting lung cancer is more. 
Thus,a fair price for smokers would be rupees 1000.

5. Helps Avoid Adverse Selection

Adverse selection is a process wherein which one of the transacting party suffers loss due to assemetory of 
information (lack of information). In case of life insurance planer the insured knows more about his/her health, than 
the insurance company. He may try to avoid disclosing potential risk factors to the insurance company, and thus can 
enjoy the insurance plan at a subsidized price. Employing underwriting tools would help the insurance firm to avoid 
adverse selection and arrive at an objective and fair insurance premium.

Q8. Explain the process of underwriting.

Answer :

The steps involved in underwriting are as follows,

Step-1: Classification of Applicants

The applicants are classified into different categories based on the risks associated and the rate of premium.

(a) Standards Risks

. The applicants under th is category perform according to the standards of insurance company the premium does 
not include any surcharges.

(b) Preferred Risk

The applicants whose loss experience is above average and below the company standards are included under 
this category.

Example: Non-smokers.

(c) Sub-standard Risk

The applicants whose loss experience is below average are included in this category. These policies are called 
rated or extra risk policies. The premium rates are high in this category.

(d) Uninsurable Policy

The applicants under this category are not qualified for insurance.

Example: Persons with uncurable/rare disease, high moral hazards etc.

Step-2: Agent as First Underwriter

Agent should be made aware of the criteria for eligibility of the applicants as insureds. In case of auto insurance 
an agent should not accept the applicants from drunkers, single drive before the age of 21 years and drivers of high 
powerful sports car.

In case of property and casualty insurance, agent can directly bind with the insurer immediately related to the 
disapproval and cancellation of the application. Agents should be paid a premium and also compensation for the 
losses in the process of underwriter.

In case of life insurance, agent should follow the criteria to select the applications that is mentioned under 
the underwriting policy of a company. The applicants who are drug adictors, alcoholics and workers in hazardous 
occupations etc., should not be approved as insureds.

Step-3: Sources of Information

The different types of information regarding the applicants is necessary for an underwriter whether to accept 
or reject their applications. The information differ with the type of insurance.
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mm
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(v)

(vi)

In case of property insurance underwriter should consider the personal characteristics of the applicant including 
the presence of moral hazard, financial condition etc. Physical features of the property such as type of construction, 
quality of the building and other aspects of the property. They also require the financial position of the applicant anc 
past loss experience, living habits and moral characteristics of applicant.

An underwriter can obtain information from different sources such as,

(i) Application •■ 'mqu.« J

(ii) Agent report

(iii) Inspection report

(iv) Physical inspection 

Physical examination 

MIB report.

(i) Application

It forms basic source of information for underwriters. Information in an application varies from one insurant 
company to other. In case of life insurance an application will furnish the information related to the age, gende 
weight, occupation, personal and family, health and hazard habits of the applicants.

(ii) Agent Report

Underwriter can also obtain information related to applicants from the evaluation report submitted by agen: 
In case of life insurance an agent will assess the applicant’s information by estimating the annual income, plf 
of the applicants related to life insurance etc.

(iii) Inspection Report

An underwriter can also obtain proper information regarding the applicant from the outside firms in the fc 
an inspection report. Through which an underwriter can estimate the moral hazards. In case of life insura 
the inspection report provide the information about the current financial condition of the applicant, the de! 
delinquent bills, policy accord, felony convictions and other additional information that depicts the cr 
worthiness of the applicants.

(iv) Physical Inspection

In case of property and liability insurance underwriter should obtain information related to the property 
the applicant through physical inspection. Through this an agent or any representative of insurance comp 
have to inspect the property and should submit the report to the underwriter. In case of workers compensa 
insurance, the information in a physical inspection report include the unsafe working conditions include 
damaged machines, violation of safety rules etc.

(v) Physical Examination

Physical examination of the applicant is also very important in case of life insurance company. An underv.- 
can obtain information related to weight, body condition of the applicant. This report should be provid< 
the approved physician only.

(vi) MIB Report

MIB report also constitute one of the source of information for an underwriter. This report consists of infor 
about the health impairments of the applicant such as high blood pressure, heart problems, etc.

Step-4: Underwriting Decisions

Based on the information furnished from the above sources help an insurer in taking appropriate deci:
The three important decision of an underwriter include,

(a) Acceptance of application

(b) Accept the application according to the restrictions as per the company’s underwriting policy.

(c) Rejection of the application.
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(a) First decision is acceptance of application for issuing the policy.

(b) Second decision is to accept the application according to the restrictions as per the company’s underwriting 
policy. In case of crime, insurance policy the applicant should satisfy the requirements that are necessary to 
issue the policy such as maintenance of, burglar, alarm system.

(c) Third decision is to reject the application. The inappropriate decision regarding the rejection of application 
will reduce the revenues of the insurer and agents.

Most of the insurance companies are using computerised underwriting services in case of standard life insurance 
type.

Example : Auto insurance and home owner insurance policy.

Step-5: Other Considerations

The factors that should be considered in the process of underwriting include the interrelationship of underwriting 
activities with the other functions of insurer such as rate adequacy, reinsurance and renewal of policy.

(a) Rate Adequacy and Underwriting

The rates have significant effect on underwriting profits and losses. If the rates determined by the insurer are 
adequate for a class they can expand the underwriting for new business, otherwise they require conservative 
approach for new business. Insurer will terminate the business activities if the insurance policies involve high 
moral hazards.

❖ In case of commercial property and casualty insurance, the underwriting activities have a significant effect on 
the price of the policy. It is also associated with commercial risks in the price negotiations between the line 
underwriters and agents.

❖ In commercial liability and multiplier insurance underwriting activities are not subject to more restrictions and 
also generate more profits if the rates are acceptable and adequate. Insurer will incur underwriting losses if the 
restrictions are more.

(b) Reinsurance

The presence of reinsurance option may reduce the restrictions of the underwriting policy of insurer.

(c) Renewal
%

Life insurance policies cannot be cancelled whereas property and liability insurance policies are cancellable 
but not renewed. The insurer have a right to cancel the policy in case of fraudulent actions but some states have 
imposed some restrictions on the right of insurer to cancel the policy.

Q9. “Each insurer establishes its own underwriting policies and practices, often with the guidance 
of its reinsurers”. Comment on the statement.

OR

Discuss the guiding principles in underwriting.

Answer ;

Underwriting is the most important element of any insurance plan. Therefore, the insurance firm need to be 
careful while dealing with the underwriting of the different insurance policies. These policies need to be drafter in a 
manner which are not just fair but also socially and legally acceptable.

The insurance companies may follow the below mentioned guiding principles in underwriting.

1. Big Standard Group

An important guiding principle in underwriting is that the insured group need to be large. This would ensure 
hat the group is stable, has a good quantity of funds, posses predictable mortality and the overall average cost would 
•e reduced. This is the reason why 90% of the insurance applications are accepted by the insurance firms.
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2. Optimal Group Balancing

The insurance company need to strike a balance between the size of the substandard group and the insurance 
premium to be charge. Further, the insurance firm need to ensure that it does not loose its competitive advantage 
in the market. For example if there are a large number of insured who are smokers, the insurance firm may find the 
group into smokers and non-smokers and charge a premium accordingly.

3. Intra Group Balancing

An important principle of underwriting is that the insurance company need to balance the group from within
I.e., there should be a good mixture of insured individual comprising of members whose loss experience is higher 
and also members whose loss experience is lower. This would ensure that the group is balanced. Further based upon 
the probable risk factor, the insured may be charged differential insurance premium.

4. Socially Acceptable Guidelines

The insurance underwriting principles need to be socially acceptable. Generally insurance firms charge 
individuals according to the risk they reflect i.e., an individual with a high probability of experiencing loss would be 
charged more and vice versa.

However, a research study conducted in the U.S.A and found that 49% of the respondends believe it is ‘ok’ 
to charge more to old insured members with more risk of dying early. However, 39% of the survey respondends fell 
that it is unfair to charge more to retired, risk and old members.

In the united states, insurance companies, used to charge more to African Americans members compared to 
white Americans stating that the lifestyle of African, American make them more risky group. However, most people 
felt that it is unfair to charge more to someone, based upon their race.

Thus, it may be concluded that the insurance firms need to make their underwriting rules objectives, fair, socially 
and legally acceptable, to remain competitive and successful in the insurance industry.

Q10. Discuss in brief the various laws effecting underwriting.

Answer :

There are various laws which effect underwriting by the insurance firms. The main aim of these laws is to 
protect the consumer against fraudulent practices by insurance companies. The important laws affecting underwriting 
of life and health insurance in the U.S.A are discussed below,

1. FCRAct

The FCR Act (Fair Credit Reporting) Act requires the insurer companies to notify the individual member that 
he has the right to get the nature and scope of the investigation.

The FCRAct states that,

(i) The insurance company disclose all the consumers information it has collected, along with the source.

(ii) In case of a rejected underwriting decisions, the insurer need to provide detailed reason about the rejection.

(iii) If the consumer is not satisfied with the reason, a reinvestigation need to be carried on free of cost for the 
consumer.

2. NAIC Act

The National Association of Insurance Commissioners Privacy Protection Act advocates for the protection of 
the consumer’s privacy. The act prohibits the insurance companies against conducting fake interviews for the clien: 
to collect information.

3. Unfair Discrimination Laws

This law prevents insurance firms against unfairly charging higher fee, premium or provide lesser benefit toj 
consumers of a specific class. It advocates same rules and regulations for consumers in a same condition.
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4. Unfair Gender Discrimination g:,

The U.S supreme court decision in the 1983. Norries case proved that insurance companies can not go o r 
gender base pricing. . , c. .. . . . . .

5. Unfair Discrimination Based Upon Mental or Physical Health
■/IgihoVi'rt . <-

The law prohibits an insurance companies from refusing or limiting insurance cover for a physically or mentally 
npaired consumer. Solely based on the improvement.

6. Unfair Discrimination Based on Sexual Preferences

The U.S law prohibits the insurance company against enquiring about a consumer sexual preferences in 
connection to life insurance or health insurance underwriting.

7. HIPAA

The Health Insurance Probability and Accountability Act (1996) aims to increase access and transferability of
- ealth care insurance for the consumers. This is performed through,

• Preventing discrimination of the unsured and their family members depending upon the health status.

? i Limiting about what all can be included and excluded in the prexisting conditions.

2.2 RISK SHARING AND ITS METHOD

Q11. What do you mean by risk sharing?

Answer :

Risk sharing means distribution of risk. Risk sharing shifts a portion of risk to the participants or organization, 'nder
- A sharing premiums and losses of each member of a group of policy holders are distributed among the group bused 

- pre-determined conditions. In simple terms, risk sharing can be defined as the distribution of risks among individuals 
ganizations, departments, groups, teams etc. Risk sharing can be done through various strategies which are as follow. ;.,

’. Insurance

Insurance is the best strategy of sharing risk among participants.

2. Mitigation

Risk sharing enable to mitigate risks of organizations.

2 Commitment

Risk sharing is considered as strategy of improving the commitment of stakeholders for a project.

Methods of Risk Sharing

The methods which are used for managing risk are also applicable for risk sharing.

For remaining answer refer Unit-II, Page No. 55, Q.No.16.

-*2. How a risk managers of a business firm manages the risk with the help of insurance?

‘jiswer :

Most of the firms use insurance as a risk management technique to negotiate the risks and 1< rsses associated with the 
lb mess. The insurers can manage the risk with the help of following steps,

Step 1: Insurance Coverage

Risk manager of the firm should determine the required coverage of insurance to compensate huge losses. For this 'i .e.
■ -Id have complete knowledge on the property and liability insurance policies. Before determining the appropriate coverage 
k manager should first determine the size of deductible/provisions that should be maintained for loss. Mostly firms integrate the 
k _-ance tool with risk retention technique in order to take effective decisions regarding the proportion of risk to be transferred
■ usurer.
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Step 2: Selection of Insurerr,jS; 4. - - , r 'sdi ■„ ^r'w ?v

Risk manager should be very careful while selecting a competent insurer. He should consider the following key
factors, !,zf; -j ' ,«a> ??r .'•? •/; -.■■■'< . ■ ? st?

(i) Financial Strength of Insurer

It can be determined by analysing the policy owners, surplus, underwriting and investment results, ability to mee: 
liabilities for losses, types of insurance policies and quality of the management.

(ii) Range of the Risk Management Services

Risk manager should compare the range of services provided by different insurers by analysing the informatio: 
received from agents/brokers.

(iii) Prices of the Insurance Policies

Minimum possible price of insurance product can be determined by analysing the prices of different insurers or he 
can also invite bids from different insurers and select the best and cheapest (reasonable price).

Step 3: Negotiation Terms

The firm should agree upon the terms of the insurer’s contract and should negotiate them. Both the parties insu 
and insured firm should agree upon the terms, conditions, and contractual provisions of insurance contract, if the negotiatic 
terms are framed in “manuscript policy”. Most of the times agents or brokers are also involved in the process of negotiatic

Step 4: Dissemination of Information

The risk manager of insured firm should communicate the whole information to employees and other managers w 
are responsible for noticing the loss for claims regarding the coverage required records, risk management services offei 
by insurers. The firm should have complete knowledge about the provisions of the policy regarding notification of loss 1 
prescribed forms to present the required documents for the proof of loss to insurers.

Step 5: Periodic Review of Insurance Policy

It is necessary to review the insurance policy periodically in order to cope cup with the changes in operations 1 
structure of the firm. Risk manager should review the program by analysing the agent-broker relationship, coverages, qu 
of loss control services. He should also review the decisions whether to retain the risk or to transfer it to the insurer.

2.3 RISK MANAGEMENT AND STEPS INVOLVED IN IT
Q13. Define risk management identify the steps in risk management process.

Answer : Model Paper-I,

Risk Management

Risk management is the process of identifying/ analyzing, evaluating, monitoring and controlling the risk 
financial resources in order to reduce the adverse effects of loss in the business.

Risk Management Process

The several steps of risk management process are as follows,

1. Identify all Significant Risks

Identifying the common and the crucial risks is the initial step in risk management process. There are various soi 
to identify the risk. They are,

(i) Questionnaires are distributed to know the opinions of risk managers and based on their feedbacks risk i 
evaluated.

(ii) Companies need to investigate physically with regard to their operations and plans.

(iii) The firm’s financial statements are analyzed and evaluated to determine various risks faced by its stakeholder 
key customers, key suppliers etc., and depending on this, decisions are made to preserve the assets and pr: 
losses.
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(iv) ' By evaluating the flow’clarts, the flow of production and the units of products that has to be delivered can be

ascertained, which shows whether the stock is in excess or scarce. By analyzing the level of stock, a huge amount 
of financial losses can bf.asspssed,^ ; , >■

(v) Based on the historical data and past experience, risk can also be ascertained.

Following are the various types of risks,

(a) Amortisation of company’s goodwill. -lur

(b) Risks to human resources includes retirement or unemployment and death or disability of key employees.

(c) Crime loss like robberies, theft of intellectual property, dishonesty and fraud.

(d) Property loss such as loss of furniture, building, computers and accounts receivable.

(e) Business income risks like extra expenses and unexpected loss of business income.

(f) Foreign risk such as foreign currency risks, political risks and acts of terrorism.

2. Evaluating the Risk Exposure

In this step, the frequency and the severity of losses are predicted. Loss frequency means most predictable losses that are 
likely to occur and loss severity refers to the quantity of losses that are bound to occur.

After predicting the frequency and the severity of losses by a thorough analysis, the most appropriate techniques 
are applied to reduce such risk. If the losses tend to occur frequently and can be expected, then those losses are treated 
as normal operating expenses and hence deducted from the firm’s income. The losses which occur rarely and cannot be 
anticipated are simply faced as and when they occur. 1

3. Develop and Select the Appropriate Methods

Based on the circumstances, an appropriate method or a combination of methods are applied.

4. Implement and Monitor the Performance of Risk Management Program

The risk management program is implemented and the performance is monitored by the following procedure,

(a) Risk Management Policy Statement

This statement consists of objectives and policies involved in reducing the risk. It also gives a clear idea to the top 
management with regard to the performance of the risk managers.

Apart from this, risk management can be developed manually and implemented in this program. This technique 
especially helps in training the new employees and stating them all the objectives and responsibilities which contributes 
towards enhancement of the effectiveness of risk management.

b) Cooperation with other Departments

Cooperation with all other departments such as, accounting, finance, marketing, production and human resources, 
enables an organization to identify the risk and implement the effective methods to reduce the risk.

fc) Periodic Review and Evaluation

It is very essential to check and analyze the risk management program periodically. Especially, loss-prevention 
programs, safety programs and risk management costs must be focused as it constitutes the major amount of risk.

314. What do you mean by risk? Discuss risk when probability is certain and uncertain.

knswer :

Concept of Risk

Risk is involved in every activity whether it is of personal, professional or business. Every individual, while doing 
activity expects some returns. But, it is obvious that the actual returns may never be the same as that of the expected 

-.turns. There always exists a difference between the expected and the actual returns. This difference is termed as ‘Risk’.

Depending upon the conditions, risk is of two types. They are,

(i) Probability is certain

(ii) Probability is uncertain.
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By evaluating the flow^clarts, the flow of production and the units of products that has to be delivered can be

ascertained, which shows whether the stock is in excess or scarce. By analyzing the level of stock, a huge amount 
of financial losses can bp,ass,essedPf . i(|.. . ,

Based on the historical data and past experience, risk can also be ascertained.

Following are the various types of risks,

Amortisation of company’s goodwill. ■ . nr

Risks to human resources includes retirement or unemployment and death or disability of key employees.

Crime loss like robberies, theft of intellectual property, dishonesty and fraud.

Property loss such as loss of furniture, building, computers and accounts receivable.

Business income risks like extra expenses and unexpected loss of business income.

Foreign risk such as foreign currency risks, political risks and acts of terrorism.

Evaluating the Risk Exposure

In this step, the frequency and the severity of losses are predicted. Loss frequency means most predictable losses that are 
likely to occur and loss severity refers to the quantity of losses that are bound to occur.
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After predicting the frequency and the severity of losses by a thorough analysis, the most appropriate techniques 
are applied to reduce such risk. If the losses tend to occur frequently and can be expected, then those losses are treated 
as normal operating expenses and hence deducted from the firm’s income. The losses which occur rarely and cannot be 
anticipated are simply faced as and when they occur.

3. Develop and Select the Appropriate Methods

Based on the circumstances, an appropriate method or a combination of methods are applied.

4. Implement and Monitor the Performance of Risk Management Program

The risk management program is implemented and the performance is monitored by the following procedure,

(a) Risk Management Policy Statement

This statement consists of objectives and policies involved in reducing the risk. It also gives a clear idea to the top 
management with regard to the performance of the risk managers.

Apart from this, risk management can be developed manually and implemented in this program. This technique 
especially helps in training the new employees and stating them all the objectives and responsibilities which contributes 
towards enhancement of the effectiveness of risk management.

b) Cooperation with other Departments

Cooperation with all other departments such as, accounting, finance, marketing, production and human resources, 
enables an organization to identify the risk and implement the effective methods to reduce the risk.

c) Periodic Review and Evaluation

It is very essential to check and analyze the risk management program periodically. Especially, loss-prevention 
programs, safety programs and risk management costs must be focused as it constitutes the major amount of risk.

□14. What do you mean by risk? Discuss risk when probability is certain and uncertain.
Knswer :
Concept of Risk

l

Risk is involved in every activity whether it is of personal, professional or business. Every individual, while doing 
ls risk can • j ny activity expects some returns. But, it is obvious that the actual returns may never be the same as that of the expected 

1 rums. There always exists a difference between the expected and the actual returns. This difference is termed as ‘Risk’.

Depending upon the conditions, risk is of two types. They are, 
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(i) Probability is Certain
When probability is certain, it is not possible to predict the exact outcome, but a possible number of outcomes can 

be known.

Example
When a dice is thrown, it is not possible to say the exact outcome but number of possible outcomes will definitely 
ranges from 1 to 6. It can never be beyond 6, like 7 or 8 and less than 1, such as 0, -1 and so on.

(ii) Probability is Uncertain
When probability is uncertain, neither the exact outcome nor the number of possible outcomes can be predicted.

Here, risk is highly uncertain in nature.

Example

Floods, droughts, earthquakes etc.

When the risk is uncertain, it is necessary to know about objective risk and subjective risk and the differences between 
them.

Objective Risk

The proportional change of actual loss when compared to expected loss is termed as objective risk.

Example
Suppose an entrepreneur has a manufacturing company of producing pens. Every year if he manufactures 1,00,00. 

pens, then the chance of pens getting damaged are 1000 pens. This does not imply that, every-year exactly 1000 pens wi 
get damaged. It can happen that in one year 900 pens may get damaged while in another year 1100 pens can get damagec 
So, this variation is termed as objective risk. This variation tends to decrease further when there is an increase in production 
That means, when an investor produces 2,00,000 pens, then the chance of getting pens damaged would be reduced, b 
simple terms, instead of 2000 pens, 1500 pens may get damaged.

Subjective Risk
Risk is referred to as individual’s mental condition or state of mind which is unpredictable. For the same situatii 

the opinion of one person differs from the other. Subjective risk can be high or low as explained below.

At the time of examinations the perception of risk differs from one student to another. One student may think tl 
studying only the selective questions is very risky and hence, plans to study everything. On the other hand, the other studi 
feels that it is not important to study everything and prepares himself for the selected questions. Here, the first studen: 
possessing high subjective risk while it is found to be low in case of second student. It is always advisable to have a hij
subjective risk as it leads to cautious behaviour. ' 

Q15. Evaluate the importance of risk management.

Answer :
The importance of risk management arises as the expected returns cannot be assured under all conditions, moreo* 1 2 3 

risk is widely used for expressing uncertainty in every aspect of life.

The importance of risk management can be explained as follows,

1. A firm must prepare itself for meeting the unforeseen losses in the future in the most economical manner, 
requires effective management of risk which involves analyzing the various safety programs such as, examii 
whether the insurance premium is being paid, cost of safety programs and so on.

2. Now-a-days firms are emphasizing on wealth maximisation for shareholders. Which is consistent with t 
preferences. This requires efficient risk managment.

3. There are certain losses which results into greater worry and fear on the part of risk manager and on the impc: 
executives. Thus, risk management assists in reducing such fear of managers.

Example
The disastrous lawsuit arising, from a defective product would result in greater anxiety when compared to si 
loss caused due to fire.
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The complexity of products and the various number of transactions are increasing day-by-day. There also exists 
various firms which trade their entire capital daily. This involves greater risk to the firms in terms of its capital and 
also with respect to its survival. Effective risk management minimizes the complexities to large extent.

5. Risk management ensures the survival of the firm after the occurrence of loss this means a firm can start atleast few 
operation within the reasonable time.

6. The increased globalization has also emphasized the importance of risk management as its main focus revolves 
around profit margins. In case if the margins are low, then arises the need to manage the risk effectively.

7. As the main objective of risk management is to acquire adequate profits, firms are benefited by maximising their 
wealth.

8. Specifically in business, risk cannot be avoided and in financial institutions, the business and risk are like two sides 
of a coin. Thus, risk management holds the business and risk together.

9. In-order to reduce the impact of risk, every firm is required to analyse the risk and follow certain policies and 
procedures so as to determine and control the risk.
Thus, every entrepreneur is required to understand that risk management only helps in controlling the risk and in 
earning maximum profits but it does not eliminate the risk completely.

2.3.1 Risk Management Methods
Q16. Explain different risk management methods.
Answer : Model Paper-ll, Q6(a)

The main objective of risk management is to control the risk because it is an unavoidable factor in any organization. 
Hence, in organizations wherever there is a return there exists a risk.

In simple form,

Figure

If the returns are higher then only it is advisable to face high level of risk. Risk is borne by everyone irrespective of 
whether they are individuals, corporates or society. The following are the various methods and approaches to reduce risk,

Figure
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1. Risk Control

Risk can be controlled by two ways. They are,

(i) Risk avoidance

(ii) Loss control.

(i) Risk Avoidance

Risk avoidance means not getting involved in any such activities which contains risk.

Example

If a person is not married then he can avoid the risk of taking divorce.

(ii) Loss Control

Loss control focuses on two activities i.e., frequency and severity of losses to reduce risk. Hence, it has two major 
objectives, loss prevention and loss reduction.

Loss prevention concentrates on controlling the frequency of losses i.e., it tries to prevent the regular loss from 
occurring.

Example

Accidents can be reduced by driving carefully and safely.

Loss reduction pays attention to reduce the severity (size) of losses when an event occurs.

Example

A community’s warning system can reduce the number of injuries and deaths from an approaching cyclone.

2. Risk Financing/Loss Financing

When the funds have been acquired to cover the incurred losses then it is termed as loss or risk financing. There are 
four methods to cover the financing loss,

(i) Retention

Sometimes it becomes very difficult to reduce the loss of risk. Under such circumstances, any business firm tends 
to hold a part or the whole of a given risk. Risk retention can be either active or passive.

Active Retention

Active retention means the loss of that particular risk is known in advance but as it is highly expensive to cover the 
loss of risk, it simply holds and pays for it.

Example

A business firm may deliberately hold or retain the risk of petty thefts by employees or the spoilage of perishable
goods.

Passive Retention

It refers to that particular situation where the firm failing to identify the risk due to ignorance and laziness. Passive 
retention is very dangerous in nature. It becomes instrumental in destroying the firm financially.

(ii) Insurance

When the business firms cover their losses by insuring with the insurer, the process is said to be an insurance. The 
business firms initially pay premium to the insurer to insure and the insurer in consideration provides funds for the 
losses incurred. In this manner, firms try to reduce their risk by transferring certain amount of risk and the insurer 
tries to reduce his amount of risk through diversification (investment in portfolios).

(iii) Hedging

Hedging means covering the risk or loss through derivatives (financial instrument). The various strategies to reduce 
risk by derivatives are forwards, future options and swaps. With the help of these strategies, losses are covered, 
which are caused due to the changes in prices like commodities, interest rates, foreign exchange rates etc.
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Example

Suppose a firm carrys out the business of cashew nuts with its suppliers. In such situation, both the parties (suppliers 
as well as the firm) faces the risk due to price fluctuations in future to reduce such risk, both the parties hedge 
themselves against price variations by entering into forward contract where a certain price is already decided.

(iv) Other Contractual Risk Transfers

In this approach, a firm transfers its risk to the other parties who are willing to take up the risk and in return they 
charge a certain amount. These contracts are termed as hold-harmless agreements.

3. Internal Risk Reduction

Risk can be reduced internally through two major forms,

(i) Diversification

Risk can be reduced internally by diversifying or spreading the different business activities. Here, it follows a policy
“Do not put all the eggs in one basket”.

(ii) Investment in Information

Gathering the information about their related business ensures the businessman to have a clear idea about their 
performance of business when compared with market. Therefore, certain investment must be made in gathering 
the information which helps them to predict the future cash flows accurately in comparison with the expected cash 

flows.

Q17. What is risk avoidance? What are the ways through which risk can be avoided?

Answer :

Risk Avoidance

Risk avoidance means avoiding activities that involve risk. Under risk avoidance the asset or activity that leads 
towards loss is abandoned by the organization. This techniques is effective when the loss is known and is not serious.

Ways of Risks Avoidance

There are two ways of avoiding risk. They are as follows,

1. Risk Transfer

Transferring of risk plays an important role in the financial system. Selling off an asset that act as a source of risk 
is one of the basic method of transferring risk. Example: Consider a car owner is subjected to two types of risk damage 
due to accident, reduction in its value or damage due to natural calamities. Therefore, by selling the car he can get rid of 
all the risks.

2. Risk Aversion

Risk aversion refers to the technique in which the investor choose one project which is less risker from the other 
investment projects. If two investment projects have similar cost and expected return is also same, but the return from one 
of the project is less certain and the return from the other project is more certain, then the project containing high certainty 
will be selected.

In simple words, when the investor give preference to the less risky investment from the other projects of identical 
expected returns, it is called as risk aversion. The fundamentals of risk aversion is adopted for making the task easier. Risk 
aversion is used for facilitating the examining process of investment proposals. Risk averse investors accept projects with 
low expected returns in order to have less risk.

Therefore, risk aversion is a process used for selecting one good alternative from the other investment proposals to 
avoid uncertainty.

Q18. What do you mean by loss control? Discuss briefly types, timings and decisions of loss control. 

Answer :

Loss Control

The risks that are unavoidable by the organizations have to be controlled. Therefore, in such situations the technique 
of loss control is adopted.
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Loss control focuses on two activities i.e., frequency and severity of losses to reduce risk. Hence, it has two major 
objectives, loss prevention and loss reduction.

Loss prevention concentrates on controlling the frequency of losses i.e., it tries to prevent the regular loss from 
occurring.

Example: Accidents can be reduced by driving carefully and safely.

Loss reduction pays attention to reduce the severity (size) of losses when an event occurs.

Example: A community’s warning system can reduce the number of injuries and deaths from an approaching cyclone. 

Types of Loss Control

The following are the different types of loss control methods,

(a) Severity Reduction

This technique focuses on the reduction of severity of the losses. Example: A car manufacturing company installs 
air bags in its cars. This does not result in reduction in the number of accidents but reduces the injuries caused due to 
accidents.

(b) Separation

This loss control method focuses on reducing the amount of loss associated with specific risks.

(c) Duplication

In this technique, the duplicate equipments are made ready to replace the damaged items or equipments immediately.

Timing of Loss Control

(a) Pre-Loss Activities

Such loss control activities are implemented before the occurrence of losses.

(b) Concurrent Loss Control

When the activities take place in concurrent with the losses, then it is known as concurrent loss control timing.

(c) Post-Loss Activities

The timing of loss control activities is known as post-loss when it focuses on the severity reduction.

Decisions in Relation to Loss Control

The loss control is one of the major issue for the risk managers. The cost being incurred on the loss control is one of 
the major factor to be considered when taking decision with respect to loss control. The loss control method that involves 
huge cost should be avoided.

Basically, the loss control method is selected on the basis of income or gain expected from an investment. If the 
expected gain equals the expected costs then the investment in loss control method can be made.

Q19. Explain risk retention.

Answer :

Risk Retention

Risk retention is one of the non-insurance method of risk management. Under this technique, the firm retains the 
part of losses or all the losses resulting from the loss exposure. The losses are paid off from the firm’s net income or funds 
set aside for this purpose or bank overdraft.

Types of Retentions

The following are the different types of retentions,

1. Planned Retention

Planned retention is the retention under which the risk is recognized. Plans and conscious efforts are made for the 
assumption of recognized risk. Most organizations prefer planned retention as it is the most convenient technique for risk 
management. Absence of alternatives also forces the organizations to adapt planned retention.
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2. Unplanned Retention

Unplanned retention refers to the retention made by a firm without the recognition of exact risk. If the organization 
-sder estimates the possible loss associated with the risk, an unplanned retention type is believed to be adopted by the 
rganization.

3 Unfunded Retention

Unfunded retention refers to the retention where no funds are arranged in advance for the payment of losses.

4. Funded Retention

When the organization makes an arrangement of funds in advance to pay for the losses that may occur in the future, 
: is said to follow a funded retention type. Funded retention may be in any of the following type,

a) Credit

A credit line may be drawn up by the manager to fund the losses that arise as a result of retained risks. There is no 
proper source for payment of huge losses unless the credit line is decided by the manager.

(b) Reserve Funds

A firm may establish a reserve fund to pay off losses arising from the risks retained by the firm. In case of huge 
losses, reserve funds may prove to be ineffective.

(c) Self-Insurance

A self-insurance may also be used to fund the risk of the firm. This is possible when firm has large units that have 
the ability to predict losses. An organization can re-fund the expected losses by introducing special funds for the 
required purpose. Self-insurance does not involve transfer of risk.

(d) Captive Insurers

Under this method, organizations bring together risk retention and risk transfer. The risk is retained by the firm and 
the payment for losses is made by the insurers.

Elements to be considered while deciding on retention

The following elements should be taken into consideration while deciding the retention levels,

i a) The organization should take into consideration the total assets, revenues, liquidity of assets, cash flows, working 
capital, ratio of revenues to net worth, retained earnings and ratio of total debt to net worth.

i b) The firm’s ability to predict losses should also be taken into consideration. The firm must be able to predict the
accurate range of possible losses.

i c) The feasibility of the retention program should also be taken into consideration. The adminis-trative expenses 
associated with several losses overtime should be also be considered.

Q20. Define risk transfer. What are various methods of risk transfer?

Answer :

Risk Transfer

Transferring of risk plays an important role in the financial system. Selling an asset that acts as the source of risk is 
one of the basic method of transferring risk. Example: Consider a car owner is subjected to two types of risk damage due 
to accident, reduction in its value or damage due to natural calamities. Therefore, by selling the car he can get rid of all the 
risks.

Suppose an individual does not opt to sell the assets or cannot sell it, he can manage some of his risks using other 
methods. Example: He may insure his car against accident or damage due to natural calamities.

Methods of Risk Transfer

Apart from selling the asset there are three methods of transferring risks. These are also referred to as three dimensions 
of risk transfer. They are as follows,
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2. Unplanned Retention

Unplanned retention refers to the retention made by a firm without the recognition of exact risk. If the organization 
-sder estimates the possible loss associated with the risk, an unplanned retention type is believed to be adopted by the 
rganization.

3 Unfunded Retention

Unfunded retention refers to the retention where no funds are arranged in advance for the payment of losses.

4. Funded Retention

When the organization makes an arrangement of funds in advance to pay for the losses that may occur in the future, 
is said to follow a funded retention type. Funded retention may be in any of the following type,

a) Credit

A credit line may be drawn up by the manager to fund the losses that arise as a result of retained risks. There is no 
proper source for payment of huge losses unless the credit line is decided by the manager.

(b) Reserve Funds

A firm may establish a reserve fund to pay off losses arising from the risks retained by the firm. In case of huge 
losses, reserve funds may prove to be ineffective.

(c) Self-Insurance

A self-insurance may also be used to fund the risk of the firm. This is possible when firm has large units that have 
the ability to predict losses. An organization can re-fund the expected losses by introducing special funds for the 
required purpose. Self-insurance does not involve transfer of risk.

(d) Captive Insurers

Under this method, organizations bring together risk retention and risk transfer. The risk is retained by the firm and 
the payment for losses is made by the insurers.

Elements to be considered while deciding on retention

The following elements should be taken into consideration while deciding the retention levels,

(a) The organization should take into consideration the total assets, revenues, liquidity of assets, cash flows, working
capital, ratio of revenues to net worth, retained earnings and ratio of total debt to net worth.

i b) The firm’s ability to predict losses should also be taken into consideration. The firm must be able to predict the
accurate range of possible losses.

ic) The feasibility of the retention program should also be taken into consideration. The adminis-trative expenses 
associated with several losses overtime should be also be considered.

Q20. Define risk transfer. What are various methods of risk transfer?

Answer :

Risk Transfer

Transferring of risk plays an important role in the financial system. Selling an asset that acts as the source of risk is 
one of the basic method of transferring risk. Example: Consider a car owner is subjected to two types of risk damage due 
to accident, reduction in its value or damage due to natural calamities. Therefore, by selling the car he can get rid of all the 
risks.

Suppose an individual does not opt to sell the assets or cannot sell it, he can manage some of his risks using other 
methods. Example: He may insure his car against accident or damage due to natural calamities.

Methods of Risk Transfer

Apart from selling the asset there are three methods of transferring risks. These are also referred to as three dimensions 
of risk transfer. They are as follows,
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1. Hedging
Hedging is one of the method of transferring risk. When an individual’s action reduces the exposure to a loss followed 

by giving up the possibility of gain of other party is known as hedging of risk. This could be understood with the help of 
following example, ,

Suppose a farmer agrees to sell a future harvest at a price fixed today. This eliminates the risk of low price at the 
time of harvest and also the profit from high price at the time of harvest. Therefore, the price risk related to the crop is 
being hedged.

2. Insuring
The payment of premium to avoid losses is known as insurance. Insurance substitutes a sure loss against the 

possibility of larger loss in the absence of insurance. Example: A car owner insures his car against the risk of damage or 
theft by paying a premium of ?1000 today. By paying a premium and incurring a sure loss of ?1000, he is substituting the 
possible losses that may cost hundred thousands of rupees.

Hedging eliminates the risk of loss by giving up the possibility of gain and insurance eliminates the risk of loss and 
retention of gain by payment of premium. This is one of the major difference between hedging and insuring.

Example

Suppose an British import/export businessman is to receive $100000 after a month. The pound price per $ is £ (1). 
80 at present. But, there is a possibility of change in exchange rate. The British businessman can manage the risk either 
through hedging, by entering into a contract to sell $1,00,000 at the month end at a price £0.80 per dollar. This contract 
involves giving up of gain that may arise from increase in the price of pound over the dollar in the future.

On the other hand, he could insure the decline in the pound price against dollar by paying premium. In this case loss 
due to fall in price of pound can be avoided by exercising the option whereas increase, in the price of pound enables him 
to receive the benefit.

3. Diversifying

Under this method similar amount of different risky assets are held, instead of holding an investment into a single 
risky asset. This is known as diversifying, as the risk is diversified among various risky assets. This would be explained 
with the help of following example: Suppose an individual plans to invest ? 1,00,000 in a technological business. Now he 
can either invest all ? 1,00,000 in one technological firm or invest in shares of technological firms, or several technological 
firms and so on. In this way the risk is diversified. Suppose he invested ? 20,000 in five different firms therefore the risk 
of winding up of any firm and loss is diversified.

Therefore, these are the methods through which the risks can be transferred from one person to another.

2.4 RATING AND PREMIUM_________________________________________________________________________

Q21. Explain in detail about rate making of insurance policies.

OR

Discuss the concept of rating in insurance policies.

Answer : ,

Insurer acts as a rate maker to determine the rate/price of insurance policy. Rate/price of insurance is determined 
base on the costs involved in production of insurance and future predictions but it is not possible to determine the cost of 
production for insurance contracts till sales. Rate making is the process of forecasting future losses and expenses of the 
insurance policies and their distribution among the insured persons. The pricing of other industries differ from insurance 
companies in the following aspects,

(i) Rate making of an insurance policies depend on the future predictions.

(ii) In insurance policies, rates are influenced by government rules and regulations.

The rates in insurance policies should be adequate, non-discriminatory and does not exceed the limits fixed by the 
local states. Large companies maintain a separate actuarial department for rate making whereas small companies use the 
services of actuarial firms. In order to avoid the fluctuations in costs over periods firm should maintain stable rates and 
these rates should be structured to respond according to the changing conditions and also offer benefits to insured persons.
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A price that is characterized by insurer that differ from the premium is called “Rate”. Rate should be determined 

for each unit of production in order to calculate the premium of a policy. Rate differs with the type of insurance, in case 
of life insurance policies for all the types, premium should be structured in such a way to compensate all the losses and 
expenses. Premium is determined based on the rates after identifying the expenses and claims involved. Gross premium is 
the last premium that is paid by the insured and is determined based on gross rate. Gross rate consists of two parts called 
pure premium to compensate losses and loading to compensate operational expenses.

Pure premium is calculated using the following formula,
„ . Losses
Pure premium = ------------ —

Exposure units

Gross rate can be calculated using the following relation:

Gross rate = Pure premium + Loading percentage

Loading is the provisions made by the insurer to meet the expenses including commission, acquisition expenses, 
administrative expenses, allowances for contingencies and profit etc.

Pure premium
Gross rate = -—:■ ,------- —Permissible loss ratio

Permissible loss ratio = 1----- Expense rat io—
Loading percentage

GP =PP + LP (GP) 

PP = GP-LP(GP) 

PP=GP(i -LP)

GP =

Where,

PP
(\-LP)

GP = Gross premium 

PP = Pure premium 

LP = Loading premium.

Q22. Explain various methods of rate making.
Answer :

Rates of insurance policies can be determined using anyone of the following methods:

(a) Class rating method

(b) Individual rating method

(c) Loss ratio method.

Let us explain each method in detail below:

(a) Class Rating Method
In this method, the rates are determined uniformly for all the applicants of a group or class irrespective of the other 

factors such as age, sex of the class etc. The uniform rates assigned to a part of the group are called class rates. This is the 
simplest method to determine the premiums to each class while determining the class rates, rate maker should consider 
the credibility of the predictions, number of exposures and the nature of the class (homogeneity is desirable). This method 
is most commonly used for life and property insurance policies, while estimating the rates makers need to consider the 
appropriate criteria for classification as in the manual. Hence it is also called manual rate making.

(b) Loss Ratio Method
Every time the class rating method does not found appropriate as there exist number of classes and subclasses in a 

manual. [Losses incurred only on a small exposures during a period of time], it is not possible to derive a rate for each class. 
Thus, rate makers are using another method called loss ratio method in which they determine the change in the percentage 
of the revised rate by comparing the actual loss rate (A) to the expected loss rate (£).

— = Percentage change in the rate

This change represents the variations in the rates over a period of time. This method is not a rate making method 
but is a rate revision method.
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(c) Individual or Merit Rating Method
Individual rating method is used to determine the 

individual risks associated and determine rate to compensate 
all the risks. Individual rating involves four methods to 
determine individual rates,

(i) Judgement rating

(ii) Schedule rating

(iii) Experience rating

(iv) Retrospective rating.

(i) Judgement Rating
Judgement rating is a method to determine individual 
rates on a judgement basis. This method includes the 
procedures of both underwriting and rate making. 
This method is commonly used for ocean marine 
insurance and other types of policies. This method 
is applicable in case of lack of credible statistics and 
the variations in the exposure units do not leads to 
construction of a class.

(ii) Schedule Rating
Schedule rating is one of the rating method in which 
rates are determined based on the schedule/lists. 

Example: Commercial lire insurance.

Rate makers need to consider the factors that has its 
considerable impact on the probability and severity of 
loss, credit rates. It is most commonly used in burglary 
insurance in which rate maker provide credit rates to 
the loss control devices.

(iii) Experience Rating
In this method, insurer determine the premium based 
on the past experience of insured in losses. Rate is 
determined as in class rating system but the premium 
has been adjusted based on the degree of deviation 
of insured’s experience from the average class 
experience. This method is most commonly used for 
insurance policies with high premium and insurance 
of worker’s compensation, general insurance, life 
and health insurance etc. Insurer needs to determine 
the percentage of change in the actual loss from the 
expected and modify the percentage with credibility 
factor. The resulting figure represents the credit/debit 
of the premium. In general the average experience 
period is three years and rate makers are required 
to determine the loss ratio using three year average 
method.

Credibility factor represents the degree of confidence 
in predicting future experience based on past 
experience. The creditability factor depends on the 
quantify of losses in past period of experience.

Modification =------------x Credibilit y factor
ELR
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Where,

ALR = Actual loss ratio 

ELR - Expected loss ratio.

(iv) Restrospective Method

This method is a self rated and cost plus method in 
which premium can be determined by considering the 
actual loss experience by the insured in the present 
policy period instead of future periods. Actual loss 
can be calculated by establishing a premium deposit 
at the policy inception and then alter the premium at 
the end of the policy period. The premium at the end 
of the period consists of fixed charge, actual losses, 
adjusted charges and loading percentage.

Q23. Define insurance premium. What are the factors 
based on which insurance premium is fixed?

Answer :

Insurance Premium

The price paid by the policy holder for the insurance 
policy is referred as insurance premium. The Premium is a 
regular payment which is paid by the insured either monthly, 
quarterly, half-yearly or annually depending upon the terms 
and conditions in the Insurance contract. In case, if premium 
is not paid then the policy would lapse and revival of policy 
is possible only be supposed to pay certain percentage of 
Interest on it. The Rate of premium differs from one policy 
to another depending on the nature of policy and particulars 
of the insured.

Factors Responsible for Fixing Insurance Premium

Fixing of premium refers to the process of fixing 
insurance premium rate of different life and non-life risks, 
the process of fixing life insurance premium rate is based 
on the following factors,

1. Age of Person

Age of the person is the most common factors which 
effects the rate of life insurance premium. If a person is 
young then the premium rate would be lower and if he is 
old the premium rate will be higher. The reason behind such 
difference is that the probability of having life threatening 
diseases or death to a young person is very less compare to 
the old person.

2. Gender of Person

Insurance companies are not against the gender of 
a person but they discriminate the gender based on the 
importance of life of men and women. According to an 
research study, women’s may live 5 years more than mens. 
As a result women will pay premium for larger period but 
at lower rate which is a plus point for women’s.
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3. Smoking Persons

The smoking factor have direct influence on the 
premium rates. The premium rates of smokers are usually 
doubled compare to non-smokers. Because smokers always 
have high risk of suffering from any life threatening diseases.

4. Health Record of Persons

Health record of persons helps to reduce the premium 
rates. Insurance companies provide insurance coverage 
based on the health records submitted by the insurance 
policy holder. Thus, health records also effect the fixation 
of premium rates.

5. Drinking

As every one knows that consuming alcohol is 
injurious to health, insurance companies also knows this and 
due to which they take the advantages of this reason. They 
will charge high premium rates for the policy holders who 
have the habbit of alcohol drinking.

6. Policy Tenure

The tenure ofthe insurance policy, directly effect the 
rate of insurance premium. Because larger the tenure, larger 
will be the amount of benefits received at the time of death.

7. Profession of Persons
Profession of persons is another factor which may 

effect the premium rates of life insurance policy. The 
profession of persons increases of decreases the amount 
of premium, i.e the persons who are working in minimg 
industry like oil, gas, fisheries etc are considered as the 
persons whose life is in danger. This probability of meeting 
with an life ending accidents with such persons is more 
compare to the persons who are working in a standard BPO 
office.

Thus the above factors effects the rate of insurance 
premium but their effect is dependent on the nature of risk 
involved and consideration of factors according to insurance 
companies.

Q24. Explain about IRDA and reserve for unexpired 
risk along with its treatment.

Answer :
IRDA

In 1996, Insurance Regulatory Authority (IRA) was 
formed by government with an aim to monitor and control 
the operations of the insurance business. Later on, the name 
of this authority was changed to ‘Insurance Regulatory and 
Development Authority (IRDA) which formulated the rules 
and regulations for preparing the Financial Statements of 
insurance companies in the year 2002. In these regulations, 
schedules (I, II, III) which were specified in the Insurance 
Act, 1938 are being excluded and the formats for preparing 
the Revenue Account, Profit and Loss Account and Balance 
Sheet of insurance companies are included.

Reserve for Unexpired Risk
Reserve for unexpired risk is the premium come-' r 

the general insurance business which is received in ad\ ir. e 
by insurance company. The duration of general insurance 
policies is 1 year and it must be renewed every year In 
general insurance, policies can be issued at any time in the 
year and majority of the policies are found active even after 
the end of the financial year. As risk may take place on any 
day before the expiry of 1 year provisions must be made 
to fulfill the claims which may take place after the end of 
financial year. Hence, this provision is known as “reserve 
for unexpired risk”.

As per section 64 V(i) (ii) (b) of IRDA Act, in case 
of marine insurance, the reserve for unexpired risk must be 
100% of the net premium whereas the provision for unexpired 
risk must be 50% of net premium of the marine insurance and 
other insurance businesses like fire, theft, accident, etc. 
Accounting Treatment

Any adjustment relating to change in reserve for 
unexpired risk must be disclosed in schedule 1 -premium earned 
(Net). Calculation and accounting treatment of net premium 
is as follows,
1. Ascertain the difference between closing reserve for 

unexpired risk and additional reserve and opening 
reserve for unexpired risk and additional reserve.

2. If the amount of closing reserves exceed the amount 
of opening reserves then the difference amount has 
to be subtracted from the premium earned.

3. If the amount of opening reserves exceed the amount 
of closing reserves then the difference amount has to 
be added to the premium earned.

After making the adjustments, the net premium must 
be taken in revenue a/c as “premium earned (Net)”. The 
closing balance of reserve for unexpired risk must be covered 
under schedule 14-provision for balance sheet purpose. 
The balance of provision is shown on the liabilities side 
of balance sheet under the heading “balance of funds and 
accounts”.

2.5 CONCEPT OF SOFT AND HARD MARKETS
Q25. Explain soft market and hard market. What 

are the characteristics of soft market and hard 
market? Explain briefly the insurance cycle or 
underwriting cycle.

Answer : Model Paper-ll, Q6(b)

Soft Market
A soft market is a phase in the underwriting cycle of 

insurance which comprises of periods of reduced or loose 
underwriting with lower insurance premiums. A soft market 
enables the insurance carriers to formulate more policies and 
higher limits and increase the competition between insurance 
carriers.
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Characteristics of Soft Market ?o . .
The following are the characteristics of soft market,

1. Soft market reduces the criteria of underwriting, which makes the underwriting easy.
2. It offers a broader coverage.

3. It consists of lower insurance premiums.
4. It increases the competition between various insurance carriers.
5. It enables to formulate more policies and higher limits by increasing the capacity.
Hard Market

A hard market is a phase in the underwriting cycle of insurance which comprises of periods of rigid and tight 
underwriting with higher insurance premiums. It enables the insurance carriers to formulate lesser insurance policies and 
decreases the competition among them.
Characteristics of Hard Market

The following are the characteristics of a hard market,

1. A hard market has a rigid and stringent underwriting criteria, which makes the underwriting hard and difficult.
2. It offers a narrow or limited coverage.
3. It consists of higher insurance premiums.
4. It decreases the competition between various insurance carriers.
5. It enables the formulation of lesser or fewer policies by reducing the capacity.

The concepts of soft market and hard market can be understood clearly with the help of underwriting cycle. 
Underwriting Cycle or Insurance Cycle

In property and liability insurance industry, the ris&and fall in the premiums, availability of coverage and insurer’s 
profits occurs in regular time periods, which is called underwriting cycle or insurance cycle.

Figure: Underwriting Cycle of Insurance

Initially, when the industry of property and liability insurance is holding strong surplus position, the insurer company 
decreases their premium and reduces their underwriting criteria to enter into competition with various insurers in the market. 
This phase of the underwriting cycle is called as soft market. When the competition sets in, the surplus is diminished and 
used up due to underwriting losses incurred because of soft and easy underwriting and lower premiums. When investment 
income is unavailable, the underwriting criteria is tightened and the premiums are increased in order to compensate for 
the underwriting losses. This phase of the underwriting cycle is called as hard market.

The profits are increased by following strict criteria or standards and higher premium rates which intum attracts more 
capital and raises the understanding capacity. As the diminished surplus is restored, the insurers may enter into competition with 
other insurers by lowering their premiums and lessening their strict underwriting. If the tax underwriting standards start generating 
growing claims then the profits may deplete and turn into losses. At this stage, the cycle starts all over again.

SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD.



UNIT-2 -. Underwriting, Premiums, Claims and Insurance Reserves and Accounting 65

2.6 CONCEPT OF CLAIM - UNDERSTANDING THE PROCESS OF CLAIM MANAGEMENT

Q26. What do you mean by insurance claims? Write the features of insurance claims.

Answer :

Insurance Claims

Insurance claims refers to the demand made by the insured or beneficiary to the insurer to make payment of insurance 
policy benefits.

Features of Insurance Claims

The following points are the important features of insurance claims,

1. Insurance claims covers everything i.e., from doctors consultation fees to the death expenses of a person.

2. Insurance claim serves to indemnify the policy holder against financial loss.

3. Insurance claim is a formal request of policy holder to insurance company for compensating the losses suffered.

4. Insurance claim vary depending upon the nature of insurance policy. For example, life insurance claim, property 
insurance claim etc.

5. While claiming for any loss, insurer need to provide enough evidences for the financial loss occurred. For example, 
ownership of claimed items, medical reports etc.

Q27. What are the different types of life insurance claims?

Answer :

The life insurance claims are divided into three types,

Figure: Types of Life Insurance Claims

The basic necessity for settlement of claim arises on death of the policy holder or maturity of policy.

1. Death Claim

The death claim arises on the death of the policy holder. Death can be natural, accidental or a suicide. Death claim 
is further classified as,

(i) Premature Claim

In case of premature claim, insured person dies within three (3) years from the date on which insurance policy is 
taken.

(ii) Other Claim

In case of other claim, insured person dies after three (3) years from the date on which insurance policy is taken.

2. Maturity Claim

The essential features of maturity claims are listed below,

(a) A maturity claim is payable according to the conditions of the contract the completion of the policy term period, if 
the insured person is alive till the maturity date.

(b) This claim includes the assured sum, vested bonuses and other specified money. Any debt or charge under the policy 
such as outstanding premia and loans will be deducted from the assured sum.

(c) When it comes to proof of title, settlement of maturity claims is quite easy as the policy money is paid directly to 
the insured person itself.

(d) The insurance company makes payment to the absolute assignee in case of an absolute assigned policy.
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(e) Policy holders are informed in advance about the maturity date by the insurers. The insurers also send the discharge 
form to the policy holders and request them to return the discharge form signed, duly stamped and enclosed with 
the documents such as,
(i) The policy document
(ii) Age proof (if age is not admitted yet)
(iii) In case if an assignment is made the the stamped document of assignment should also be submitted.

3. Survival Benefit Payment
Some policies such as money back policies allow the insured person for the survival benefit before the full term 

policy expires. Settlement of the survival benefit is less complicated when compared to settlement of maturity claim.
The procedure for settlement of survival benefit is as follows,

(i) Insurer intimates the policy holder in advance about the money back policies and sends a discharge voucher.
(ii) The policy holder returns the documents duly stamped and signed and witnessed with the original policy document 

for necessary approval.
(iii) The gross amount is nothing but the installments of the sum of money assured payable.
(iv) After subtracting the outstanding premium, outstanding loan interest etc., from the gross amount, the net amount is
______arrived.____________________________________________________________________________ ________________
Q28. What are the different types of Non-life insurance claim and explain the procedure for claim 

settlement?
Answer :
Types of Non-Life Insurance Claim

There are two types of General Insurance or Non-life Insurance claims. They are,
1. Motor Insurance Claim, and
2. Property Insurance Claim.

1. Motor Insurance Claim
Motor insurance policy claim occurs when any damage caused to the policyholder vehicle either by fire, acciden: 

or theft.
2. Property Insurance Claim

Property insurance claim occurs when, there is any loss or damage caused to the property due to fire, lightning, 
windstorm, hurricane, earthquake or tornado.
The Settlement Procedure for Claims of Non-life Insurance/General Insurance

The accuracy of information provided by the insured at the time of claim is to be verified by the insurance company
If any fault is found at the time of verification then the insurance company has a right to stop the claim settlement procedure 
The procedure involved in settlement of non-insurance claims are,
(i) An immediate information/report should be given to the insurer regarding the loss of damage. After receiving the 

report, the insurer sends a claim form to the insured.
(ii) The insured has to submit a claim form to the insurer with complete information along with the estimated loss. 

Submitting detailed estimation i.e., estimation for each item damaged is preferable.
(iii) An inspection may be arranged by the insurer inorder to analyse the loss.
(iv) An expert licensed examiners/authorities are appointed to inspect the major losses.
(v) At the time of inspection, the policy holder has to submit the documents which are essential to confirm the extern 

of loss.
(vi) If the causes behind loss can not be proved then it is the responsibility of policy holder to prove that the loss or 

damage has arised due to the policy holder’s risk.
(vii) Based on the report given by the inspection officials, the insurer takes decision with respect to the settlement of 

claim.
(viii) The settlement of claim can be completed if both insurer and insured comes to a common point regarding claim 

amount.
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2.6.1 Fire Insurance - Claims for Losses
Q29. What do you mean by fire insurance? What are the features and scope of fire insurance policy? 
Answer :
Fire Insurance

Fire insurance can be defined as “The agreement which covers the loss incurred by insured because of fire accident 
according to a specified insurance policy.’’The loss caused to the policy holder due to fire accidents would be compensated 
to insured after conducting appropriate examinations and enquiries. Fire insurance helps an individual, a shopkeeper or a 
business firm to rebuild its lost property or to restart its operations as usual which were halted due to unexpected accident 
and provides enough financial support to the insured parties. Lack of fire insurance may lead to unexpected results to the 
society and industry. Hence, risk involved in fire and allied perils are covered under fire insurance.
Features of Fire Insurance Policy

The following are the features of fire insurance policy,
1. Policy

Fire insurance involves a specific policy, on which both the parties agree to enter into a contract. The policy duly 
states the procedure of premium payments and claim settlement. It also discloses the amount of loss which would be paid 
by the insurance on occurrence of fire.
2. Lawful Consideration

Afire insurance policy includes lawful consideration from the insured. The insured must duly pay the stated premium 
within the time period.
3. Material Facts

In a fire insurance policy, it is necessary to disclose all the material facts by both the parties i.e insurance company 
and the policy holder. Fire insurance policy works on the principle of utmost good faith.
Scope of Fire Insurance Policy

The scope of fire insurance basically depends upon the nature of the policy selected. General fire insurance policy 
have limited scope to the insured, while the special policies have a wider scope for the policy holders. The main requirements 
for a fire insurance policy for raising claim is as follows,
(i) The cause of incident should be actual fire or ignition.
(ii) The fire must be accidental or incidental but not intentional.
(iii) The property or goods showed damaged because of incident.______________________________________________
Q30. Discuss fire insurance claims for loss of stock, asset and profit.
Answer :

When fire occurs it destroys various business premises and their valuables. As such, businessmen take a fire insurance 
policy to cover the losses of assets, stock and profits through claims. The major claims for different losses are discussed 
below,
1. Claim for Loss of Stock

When the stock is destroyed due to fire, then the loss incurred by a firm is referred to as loss of stock. The loss of 
stock occurred due to fire can be claimed through the fire insurance policy. The insurance company agrees to compensate 
the loss of stock only if the stock destroyed due to fire was insured by fire insurance policy.
2. Claim for Loss of Asset

When the asset gets destroyed due to fire then the loss incurred by a firm is referred as loss of asset. Firm can 
claim the loss of assets or fixed assets like building, machinery, furniture etc., if it insured all its fixed assets properly. The 
calculation of loss of assets is similar to the calculation of loss of stock. Usually, fixed assets are valued at their book value 
appearing in books of insured party on the date of fire. However, the statement of claim can be prepared with the help of 
accounts maintained as saved records.
3. Claim for Loss of Profit

When fire occurs, it not only destroy the property, stock, assets or complete premises but it also results in loss of 
profit of the firm. Such a loss of profit is also known as consequential loss. Loss of profit or consequential loss could be, 
reduction in the earning capacity of the firm for sometime due to decrease in the production rate as a result of fire incident.
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2.6.2 Loss of Stock and Assets ______
Q31. Explain in detail about the concept of loss of stock.
Answer : •. - . .......
Loss of Stock

When the stock is destroyed due to fire, then the loss incurred by a firm is referred to as loss of stock. The loss of 
stock occurred due to fire can be claimed through the fire insurance policy. The insurance company agrees to compensate 
the loss of stock only if the stock destroyed due to fire was insured by fire insurance policy.

Computation of Loss of Stock When Proper Records of Stock are Maintained
When stock records are properly maintained by the company then the value of stock lost due to fire can be calculated 

in the following manner,

Computation of Loss of stock

Particulars Amount (?)

Opening stock XXX

Add: Purchases during the financial year XXX

XXX

Less: Cost of goods sold (From the beginning of financial year to the data of fire) XXX

Value of Stock on the Date of Fire XXX

Less: Salvaged stock XXX

Value of Stock Lost Due to Fire XXX

Computation of Loss of Stock When Proper Records of Stock are not Maintained
When company does not maintained the proper records of stock following factors need to be considered,

1. Rate of Gross Profit of Previous Year
The percentage or rate of gross profit on sales of previous year is sometimes taken as the rate applicable for current 

year. Suppose in problem, ratio of gross profit on sales of previous year is given then the same will be applicable for the 
current year in case of computing value of stock on date of fire. Similarly, if various ratios of gorss profit is given in the 
problem then average of such ratios will be taken as .current year ratio of gross profit. However, if it is not given, then the 
memorandum trading account is prepared to calculate the value of stock on the date of fire.

2. Memorandum Trading Account
In the second step, memorandum trading account is prepared for the period from the beginning of current year to 

the date of fire in order to calculate the value of stock at the date of fire. The proforma of memorandum trading account is 
shown below,

Memorandum Trading Account

Particulars Amount (?) Particulars Amount (?)

To Opening Stock XXX By Sales XXX XXX

Less: Return inwards XX

To Purchases XXX XXX By Closing Stock (Balancing figure) XXX

Less: Return outwards XX

To Manufacturing Expenses XXX

To Gross Profit (...% on Sales) XXX

XXX XXX
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3. Salvaged Stock

Salvaged stock refers to the stock or goods which are saved from fire or which are not destroyed by fire. Usually, 
when salvaged stock is retained by insured then the value of salvaged stock should be deducted from the value of stock on 
date of fire. If any remaining amount is there after deducted then it is treated as value of stock lost by lire.

However,when the salvaged stock value is taken over by the insurer, then the total value of stock on the date of fire 
is treated as the value of stock lost by fire i.e., Value of Stock + Value of Salvaged Stock.

PROBLEMS ON LOSS OF STOCK

Q32. The warehouse of Nikhil Ltd. caught fire on 15th June, 2012. Records saved from fire showed the 
following particulars,

Particulars Amount (?) Particulars Amount (?)
Stock at cost on 1st January, 2011 1,20,000 Sales less returns for the year 2011 14,40,000
Stock at cost on 31st December, 2011 1,68,000 Purchases less returns from January 1 

to June 15,2012
3,60,000

Purchases less returns for the year 2011 10,16,000 Sales less returns from January 1 to 
June 15, 2012

4,92,000

Wages for the year 2011 40,000 Wages from January 1 to June 15,2012 32,400

Gross profit remained at a uniform rate. The stocks salvaged was worth ? 14,400 and it was retained 
by Nikhil Ltd. The warehouse was insured. Show the amount of claim.

Solution :

Dr. Memorandum Trading Account for the period 1st January to 15th June, 2012_____________Cr.
Particulars Amount (?) Particulars Amount (?)

To Opening Stock
To Purchases a/c
To Wages a/c
To Gross Profit (30% on sales of? 4,92,000)

1,68,000
3,60,000

32,400
1,47,600

By Sales
By Closing Stock (Balancing figure)

4,92,000
2,16,000

7,08,000 7,08,000

Statement of Claim for Loss of Stock as on 
15th June, 2012

Particulars Amount (?)
Book value of stock
Less: Salvaged

Claim to be lodged

2,16,000
14,400

2,01,600

Working Notes 

1. Trading Account

Dr._____________ Trading Account for the year ended 31st December, 2001______________________Cr.

Particulars Amount (?) Particulars Amount (?)
To Opening stock

To Purchases a/c

To Wages a/c

To Gross Profit (Balancing figure)

1,20,000

10,16,000

40,000

4,32,000

By Sales

By Closing Stock

14,40,000

1,68,000

16,08,000 16,08,000
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2. Calculation of Rate of Gross Profit qs yd fc

Rate of Gross Profit = * 100

Rate of Gross Profit = ? x 100 = 30%-

Q33. A fire occurred on August 16, 2015, in the premises of Zuberi Ltd.

Particulars Amount (?)
Stock at cost as on January 1, 2014 40,000
Stock at cost as on January 1, 2015 60,000
Purchases of 2014 80,000
Purchases from January 1, August 15, 2015 1,76,000
Sales of 2014 1,20,000
Sales from January 1, 2015 August 15, 2015 2,10,000

During the current year cost of purchases have risen by 10% above last year’s. Selling prices have one 
up by 5%. Salvage value of stocks after fire was ? 4,000. The policy was ? 1,10,000 and was subject to 
the average clause adopted.

From the following information calculate the amount of claims to be lodged with the insurance company 
for Loss of Stock.

Solution :

Trading Account for the year ending 31st December, 2014

Particulars Amount (?) Particulars Amount (?)
To Opening Stock
To Purcfciases
To Gross Profit (50% on sales)

40,000
80,000
60,000

By Sales
By Closing Stock

1,20,000
60,000

1,80,000 1,80,000

Memorandum Trading Account for 1st January, 2015 to 15th September, 2015

Particulars Actuals (?) At Last Year’s 
Rates (?) Particulars Actuals (?) At Last Year’s 

Rates (?)

To Opening Stock

To Purchases

To Gross Profit

60,000

1,76,000

1,06,000

60,000

1,60,000

1,00,000

By Sales

By Closing Stock

2,10,000

1,32,000

2,00,000

1,20,000

3,42,000 3,20,000 3,42,000 3,20,000

Statement of Claim

Particulars Amount (?)

Value of stock on hand on the date of fire 1,32,000

Less: Salvaged stock 4,000

Claim to be lodged 1,28,000
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Amount of claim admitted by applying the average clause:

71

Claim = Value of Stock Destroyed x Value of Insurance Policy 
Value of Stock on Hand on Date of Fire

= 1,28,000 x 1,10,000
1,32,000 = 1,06,666.6 or 1,06,667.

.'. Gross Profit, 50% on sales at the last year’s rate.

The warehouse of Venkatesh Ltd. was destroyed by fire on July 1,2015. The information of the company 
revealed in the following particulars,

Particulars Amount (?)
Stock on January 1,2014 1,90,000
Stock on Dec., 31, 2014 1,60,000 j
Purchases during 2014 6,20,000
Sales during 2014 8,00,000
Purchases from January 1, 2015, to the date of fire 1,50,000
Sales from January 1, 2015, to the date of fire 2,00,000

In valuing the Closing Stock of 2015, ? 2,000 was written off whose cost was ? 9,600. Part of this stock 
was sold in 2015 at a loss of ? 800 whose cost was ? 4,800. Stock salvaged was ? 10,000. The warehouse 
was fully insured.

Calculate the amount of claim to be made against the insurance company from the above information.

Solution :

Trading Account for Year Ending 2014

Particulars Amount (?) Particulars Amount (?)
To Opening Stock 1,90,000 By Sales 8,00,000
To Purchases 6,20,000 By Closing Stock 1,60,000
To Gross Profit 1,52,000 Add: Amount already written off 2,000 1,62,000

9,62,000 9,62,000

Rate of Gross Profit = ~ x 100 = 19%8,00,000

Memorandum Trading Account for year Ending July 1, 2015

Particulars
Normal
items

(?)

Abnormal 
Items (?) Total (?) Particulars

Normal
items

(?)

Abnormal 
Items (?) Total (?)

Fo Opening Stock 1,52,400 9,600 1,62,000 By Sales 1,96,000 4,000 2,00,000
To Purchases 1,50,000 - 1,50,000 By P and L a/c (Loss) - 800 800
To Gross Profit 
'.9% on 98,000)

37,240 - 37,240 By Closing Stock 1,43,640 4,800 1,48,440

3,39,640 9,600 3,49,240 3,39,640 9,600 3,49,240

Statement of Claims

Particulars Amount (?)
Value of stock on hand on the date of fire
Less: Stock Salvaged

Claim to be lodged

1,48,440
10,000

1,38,440
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Q35. Explain in detail about Loss of Asset.

Answer :

Loss of Asset
When an asset gets destroyed due to fire then the loss incurred by a firm is referred to as loss of asset. Firms can 

claim the loss of assets or fixed assets like building, machinery, furniture etc., if it insured all of its fixed assets properly. 
The calculation of loss of assets is similar to the calculation of loss of stock. Usually, fixed assets are valued at their book 
value appearing in books of insured party on the date of fire. However, the statement of claim can be prepared with the 
help of accounts maintained saved records. The proforma of statement of claim for loss of stock and assets is as follows:

Proforma for Statement of Claim for Loss of Stock of Asset

Particulars Amount (?)
Book value of Stock or Asset (As per Memorandum Trading a/c)
Less: Salvaged (Retained by the business)

XXX

XXX

Add: Goods received on approval and destroyed by fire
XXX

XXX

Claim to be lodged (Loss of Stock or Assets) XXX

Journal Entries to be Recorded in Case of Loss of Fixed Assets

Date Particulars
LF. Debit Credit
No Amount (?) Amount (?)

1. When Amount of Claim Admitted by Insurance Company:
Insurance Company a/c.... Dr. XXX _

To Concerned Asset a/c.... - XXX

2. When Amount of Claim Received from Insurance Company:
Bank or Cash a/c.. Dr. XXX _

To Insurance Company a/c - XXX

3. When Transfer of Profit of any Fixed Asset:
Concerned Assets a/c.. Dr. XXX '_

To Profit and Loss a/c - XXX

4. When Transfer of Loss on any Fixed Asset:
Profit and Loss a/c.. Dr. XXX

J

To Concerned Asset a/c - XXX

or
Capital Reserve a/c.. Dr. XXX -

To Concerned Asset a/c - XXX j |

Q36. Hyderabad Ltd. fully insured the factory which was damaged due to fire on 31” March 2016. You art 
required to file insurance claim for the damages from the following particulars of 1” December 201 f 
to 31” March 2016.

Particulars Amount (?)
Stock 3,60,000
Building 1,40,000
Machinery 1,90,000
Furniture 9,000
Sales 3,40,000
Purchases 5,90,000
Wages 1,50,000
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Buildings 6,000

Machinery 9,000

Furniture 1,500 • ft a yd bsTsuoni ;:eol odt nsdi trfrr
aiutimut , • '.Gi.i jjjfti .yr '

The percentage of average profit is 23% of sales. ,,, 

Solution :
Memorandum Trading Account for the Period of 1st December 2015 to 2016

Particulars Amount (?) Particulars Amount (?)
To Opening Stock
To Purchases
To Wages
To Gross Profit (23% of 3,40,000)

3,60,000
5,90,000
1,50,000

78,200

By Sales
By Closing Stock (Balancing figure)

3,40,000
8,38,200

11,78,200 11,78,200

Statement of Claim for Stock and Asset

Particulars Amount (?)

In Case of Stock:

Closing stock on the date of fire 8,38,200
Less: Salvaged value of stock - 8,38,200
In Case of Building:

Building on the date of fire 1,40,000
Less: Salvaged value of building 6,000 1,34,000
In Case of Machinery:

Machinery on the date of fire 1,90,000
Less: Salvaged value of machinery 9,000 1,81,000
In Case of Furniture:

Furniture on the date of fire 9,000
Less: Salvaged value of furniture 1,500 7,500

Total Loss of Fire Claim 11,60,700

2.6.3 Claims Fraud and Fraud Prevention

<37. What is insurance fraud? Discuss the various types of insurance frauds.
Answer :
ns urance Fraud

Insurance fraud can be defined as a fraud which occurs when an individual or entity intentionally lies or commits a 
- jdulent act to gain a benefit or compensation to which they are not otherwise entitled.

Insurance fraud can occur in any form, such as, a person filing a fake insurance claim or overstating their losses, 
images and injuries to obtain benefits which are fraudulent during an insurance claim. It is also considered as insurance 
~ad if an insurance company intentionally denies the claims which are genuinely due.
"rpes of Insurance Fraud

The types of insurance frauds can be divided into two categories,
Types of Insurance Frauds According to Judicial System

The judicial system has divided the types of insurance frauds into two types. They are as follows,
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(a) Hard Fraud
3 H A :i ’L

Hard fraud occurs when an individual purposely 
fakes an injury, accident or theft to obtain benefits 
from the insurer. It is a common type of fraud and 
always results in felony charges. An insurance fraud 
investigator is employed by the insurers to investigate 
this type of frauds.

(b) Soft Fraud

A fraud which occurs when an individual who has 
a valid insurance claim exaggerates damages and 
falsifies a part of the claim to gain maximum benefits 
is called soft fraud. It is not considered as a serious 
crime such as hard fraud. It may also lead to increase 
in the insurance cost of the clients.

2. Types of Insurance Frauds According to 
General System

The following are the types of insurance frauds based 
on general system,

(a) Life Insurance Fraud

Life insurance fraud occurs when an individual fakes 
the death of another individual or his own death, with 
an intent to obtain benefits in the form of life insurance 
payments from the insurer. It typically involves two 
or more persons. The insurance settlement is made 
in the name of beneficiary, after the life insurance 
company is sent a notification about the death. If a 
person, assumed dead resurfaces or a person who 
helped in the fraudulent scheme is caught, then the 
both are charged with the crime. This type of fraud 
is also considered as hard fraud as it involves huge 
sum of money.

Example: False policy application, false identity.

(b) Property Insurance Fraud

Property insurance fraud occurs when a person makes 
a fake report of theft or destroys a vehicle or personal 
property, a structure etc, to gain compensation or 
benefits from the insurance company. It is usually 
done by reporting property loss by exaggerating the 
damages, reporting articles as being a better brand, 
reporting a property which never existed and loss of 
home due to arson as the insurance covers the property 
contained along with the house.

Example: Suspicious commercial business/ 
residential theft.

(c) Health Insurance Fraud

Health insurance fraud occurs when persons, who can 
be either providers or patients, deceive, conceal or 
misrepresent information with an intention to obtain 
benefits.

SIA PUBLISHERS AND DISTRIBUTORS PVT.

Patients commit health insurance fraud by conceal in. 
pre-existing conditions, modifying or falsifying form? 
or failing to report any important information. Whe: 
medical providers commit health insurance fraud, n 
is usually by billing for false med check, for services 
and procedures not performed, ordering tests which 
are not necessary, scheduling follow-up visits whic: 
are unneeded for patients, deleting claims from the: 
systems, denying coverage even if the individua 
meets the criteria and not paying the bills. 

Example: Identity theft, unlawful referrals.

(d) Automobile Insurance Fraud

Automobile insurance fraud occurs when individual 
falsify traffic accidents, automobile related death 
and inflate claims with an intent to obtain automob: 
insurance payouts. This fraud is usually committed b 
intentionally causing accidents and making claim: 
damages to the automobile and to the injuries wh: 
do not exist. It is also committed by claiming tl 
accident caused various injuries while those injur 
were caused due to something else to obtain financ 
assistance from the auto insurance company for: 
treatment.

Example: Faked damages to vehicle, faked thef 
vehicle.

(e) Fire Insurance Fraud

Fire insurance fraud occurs when an individual 
entity intently cause damage to the business, 
building through arson or fire with a purpose 
obtaining fire insurance claim amount from 
insurance company. It is done by hiring ars 
claiming inflated loss by fire and residential dan 
by fire intently done.

Example: Suspicious arson, inflated claims : 
loss by fire.

Q38. Explain the strategies used for preven 
insurance frauds.

Answer :
Insurance frauds results in huge losses for insi 

companies across the world. For preventing insurance 
insurance companies use different strategies, which 
follows,

1. Foundational Framework

Foundational framework is a fraud detection st 
which is very useful for insurance companies. It enal 
companies to gather complete knowledge about the coi 
professionals and other parties involved in the claim pi 
With the help of such information insurance com 
can verify the online scoring engines, third party da 
criminal history of such personnels.
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2. Data Analytics
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Data analytics is one ofthe useful strategy of detecting
~auds. Data analytics enable the company to store past data 
-elated to frauds and with the help of such data company can 
xialyze the current frauds.

3. Review and Rescore

Insurance companies can detect the patterns which 
may reveal the frauds by reviewing and rescoring claims 
periodically with the help of suspicion scores. Some of 
the claims may have high scores at the first notice of loss 
and some may have low scores. However, scores are only 
;howned to the insurers after the claim has been collected.

4. Layered Approach

The use of different tools and technologies to tackle 
the challenge is referred as the layered approach. It is an 
information technology tool which is used for detecting 
frauds.

5. Analyze Market Condition

Insurance company should be aware about the current 
market conditions of fraudulent activities. They must be 
ready to adopt the changes based on the occurrence of 
fraud. Because, most of criminals plan frauds by analyzing 
the details of insurance companies strategies. Therefore, 
insurance companies need to analyze new fraud trendz for 
stepping ahead of the insurance claims frauds.

6. Public Awareness

Insurance companies can spread news to aware 
employees and common public about the punishments of 
attempting insurance claim frauds. Insurance company 
should states the aggressive criminal prosecutions like fines, 
imprisonment etc., against frauds. After educating them, 
people may avoid such activities.

7. Other Strategies

The other strategies which can be used by insurance 
.om pan ies for preventing frauds are listed below,

a) Rejection of claims in case of serious frauds.

b) Secrecy should be maintained in insurance organization 
regarding clients.

c) Employees should be appointed after analyzing their 
criminal records (if any).

d) Policy should be offer to the professionals or logical 
personnels who were not involved in any criminal 
offence in their past.

2.7 INSURANCE RESERVES AND 
ACCOUNTING: DIFFERENT TYPES 
OF RESERVES OF INSURANCE 
COMPANIES,---- ..... .

■ Q39. Define the terms, ‘Reserve’ and ‘Insurance 
reserve’. What are the different types of 
insurance reserves?

Answer : Model Paper-Ill, Q6(a)

Reserve

According to the American Institute of Accounting,
“the use of the term reserve by limited to indicate, that an 
undivided part of the asset is being held or retained for 
general or specific reserve”. This in simple terms, reserve 
can be defined as “A part of the profit which is kept aside 
by the firm to meet up any future contingency, liability 
or make adjustment for the decrease in the value of an 
asset”.

Insurance Reserve

Insurance reserve refers to the monetary reserve 
which is set aside by insurance companies to pay for 
claims by their customers. This, is known as insurance 
reserve. Thus, in simple words, it refers to the financial 
reserves which are maintained by every type of insurance 
organization.

Purpose of Insurance Reserve

Insurance reserves are generally used for the 
following purpose,

(a) To be used for claims made by their customers.

(b) To be used for sudden financial contingencies.

(c) To improve the firms overall liquidity and financial 
status.

(d) To help towards expansion of the business.

(e) To adhere to the legal provisions of maintaining 
reserves.

Types of Insurance Reserves

Insurance companies generally maintain the 
following types of insurance reserves,

1. Claims Reserve

This is the most common type of reserve which is 
maintained by all kinds of insurance companies. It is the 
reserve from which the insurance company pay for the 
claims made by its customers. Whenever any customer
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makes a claim to the insurance company, the claim 
adjuster opens a claim file and initiates documentation 
for the claim. Finally the amount to be paid towards the 
claim and all related expenses are deducted from the 
claims reserve. /1 ij iC > I k#.■ HI ■:

This is the most common and important type of 
insurance reserve and it is used to measure the year end 
profitability of the insurance company.

2. IBNR Reserve

IBNR stands for Incurred But Not Reported. It 
refers to those insurance claims which are incurred and 
need to be paid by the insurance company, however the 
insured customer or their nominee had not yet initiated the 
claim. For example, Mr A took an accidental insurance for 
? 50 lakhs. After some time, Mr A dies in a road accident. 
The family of Mr. A did not claim the insurance money 
for 2 years. In this case, ones Mr. A had expired in the 
road accident, it becomes IBNR.

Insurance firms set aside IBNR reserves to provide 
for old big claims.

3. Statutory Insurance Reserve

It refers to the statutory/mandatory reserves which 
an insurance company needs to maintain as per legal 
guidelines prescribed by the government. Maintaining of 
such reserve ensures that the insurance company remains 
solvent even when huge financial claims are made by 
customers.

4. Fluctuation Reserve

It is common for an insurance firm to experience 
fluctuation towards claims made. Thus a separate 
fluctuation reserve is maintained which can be used in 
case there are unexpectedly high number of insurance 
claims made to the insurance company.

5. Disaster Reserve

Many insurance companies maintain a substantial 
amount of reserve in the name of disaster reserve. 
Generally if there occurs any natural disaster such as 
earthquake, floods etc, there would be a very large number 
of claims, to be settled. This reserve protect the insurance 
firm against sudden large number of claims in case of any 
natural disaster.

6. Unexpired Risk Reserve

This reserve is maintained on the assumption that 
insurance premium may not be alone sufficient to cover 
the cost of risk and expenses. Therefore, insurance firms 
maintain this reserve.

Q40. What is a ‘Reserve Fund’? Discuss the different 
types of reserves which are maintained by 
companies.

Answer :
! stBtsio oi » ’Km

Reserve Fund

When an organization invests its reserves (cash) in the 
outside securities then such investments/securities are known 
as reserve fund and not reserve. The organization would 
be investing funds in outside securities in the following 
situations/cases,

1. There is a need of easily available cash on few 
particular dates.

2. When the funds would not be able to be invested in 
a profitable way in the balance sheet.

Examples of reserve fund are sinking fund, debenture 
redemption fund, dividend equalization fund and so on.

Thus it may be concluded that provisions, reserves 
and reserve funds are some of the items which are used by 
an organization to meet the future contingency, liability or 
unexpected sudden losses.

Types of Reserves

The organizations usually maintain different types of 
reserves, which are being explained as follows,

1. Capital reserve

2. Specific reserve

3. Secret reserve

4. General reserve

5. Revenue reserve

6. Reserve fund.

1. Capital Reserve

It is created out of non-business profits of the firm i.i 
they are created out of capital profits. The capital resen 
are usually not available for distributing cash as divider 
among the stakeholders. Examples of capital reserves inch 
premium on issue of shares or debentures, profits earr 
before the incorporation, profit earned due to the forfeit) 
of shares, profit earned from the sale of fixed assets, pro: 
from redemption of shares/debentures profits earned 
revaluation of fixed assets and liabilities.

2. Specific Reserve

This kind of reserve is created for a particular purp: 
only and it would be used for that.

SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD.



tlT-2 : Underwriting, Premiums, Claims and Insurance Reserves and Accounting,AWCE 
erent 
id b>

i in the 
eno** 
wouk 
owing

n fe»

ned it

enture
on.

■serves 
sedb* 
ilitv or

ypes.

For example, if a firm created’debenture redemption 
nd, then this fund must be usdd for redeeming the 
e-entures only and must not be used for some other purpose.

T.ific reserve is created without taking into consideration 
:: profit/losses of the firm i.e., it is mandatory to create 
eecific reserves. bnuT 9V1989

Secret Reserve

It is also known as hidden reserve or internal reserve.
■ :s a reserve which does not appear in the balance sheet, 
wording to the Companies Act 1956, only in few special 

like that of insurance and banking companies the secret 
es creation is not present currently.
A firm can create a secret reserve in the following ways,
Charging greater (excessive) depreciation.
Undervaluation of stocks, goodwill and current assets.
Overvaluation of the liabilities.
Charging capital expenditure to profit and loss 
account.
Hiding the sales.
Representing the contingent liability as the real liability.
General Reserve

It refers to any amount, which is kept aside by the 
out of the regular profits and which is not used for a 
:ular purpose. Therefore, it can be used by the firm to 

any type of contingent loss/liability i.e., unexpected
abnormal losses.

Revenue Reserve

It is the reserve which is created out of the surplus 
• e firm, which is present for distribution as dividends to 
aareholders. Examples of revenue reserves are,

Dividend equalization reserve
General reserves
Contingency reserve
Debenture redemption reserve and
Investment fluctuation reserves.
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’ 1 Reserving Process 
Insurance Companies

purpe*

Followed by

Discuss in brief the process of reserving 
followed by insurance companies, 

rer :
Insurance companies need to deal with lot of uncertain 

rios. These firms accept premium from customers and 
t liability towards the payment of compensation, in case 
adverse event. These firms sell a variety of insurance 

;es and are liable to settle a number of claims, against
rxilicies they sell.

Following are the process/methods of reserving 
■ ed by insurance companies,

1.
77

Traditional Method

Untill the late 1970’s insurance companies used to 
follow the traditional methods of reserving for claims. The 

- practice involved the assessment of all the claims by the 
insurance company’s assessment officer. All the claims made 
in one single year would be aggregated and an estimate of the 
reserve requirement for the future year would be prepared.

For example, in the current year, if an insurance 
company paid claims totalling 470 crores towards claims 
made by the insured customers then the company would 
create and set aside a reserve of around 500 crores towards 
claims for the next financial year.
2. Statistical Estimation Process

Under this process of insurance reserve, a detailed
analysis of the policy information is performed. It involves 
the assessment of each claim which was made previously, the 
premium amount which is fixed for the customers who desire 
to avail the specific insurance policy. Statistical models are 
then employed to arrive at an optimum reserve which would 
keep the organization liquid as well as profitable.
3. Handlers Judgement

In the case of simple insurance policies, the computation
of the reserve amount is based upon the judgement decisions 
made by experienced company officials who provide an 
estimated amount of reserve which would be required to cover 
up for a specific type of claim. For example, claims such as 
property loss as a result of fire can be easily estimated and settled 
off. However in other types of claims such as claims arising as 
a result of sudden huge natural calamity such as earth quake, 
floods etc, it is highly complex to arrive at the amount of reserve 
fund which needs to be maintained by the insurance company to 
smoothly handle all the claims by the insured customers, who 
had suffered losses, in such cases, the present day insurance 
firms are employing complex and powerful computer based 
statistical software which would provide an optimum amount 
of reserve that the firm should maintain.

Thus, it may be concluded that there is no one specific 
procedure of reserving for claims which could be followed 
by the insurance company. The reserving process and also 
the method of arriving at such a reserve would vary from 
one type of insurance policy to another.________________

2.7.2 Insurance Accounting
Q42. What do you mean by insurance accounting?

Explain the instructions for preparing financial 
statement of general insurance companies. 

Answer : Model Paper-Ill, Q6(b)

Insurance Accounting

The accounting process followed by insurance 
companies for maintaining their accounts of clients and claims is 
referred as insurance accounting. General insurance companies 
maintains accounting books as per the guidelines given by 
Insurance Regulatory and Development Authority (ERDA). 
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1.

Instructions for Preparing Final Statements of General Insurance Companies

The following are the instructions which are helpful in preparing financial statement of general insurance business.

Beside current year amounts, the amounts of immediately preceding financial year of all the items are taken in the 
balance sheet, revenue account, profit and loss account.

The amounts shown in the financial state fnetltS'ihu^tbe rounded off to the nearest thousands.2.

3.

4.

Interest, dividends and rentals receivable associated with an investment must be shown as gross value, the income tc 
amount deducted at source must be shown under advance taxes paid and taxes deducted at source.

(i) The meaning of some important terms used in financial statements is as follows:

(a) The term ‘provision’ refers to the amount which is deducted or retained for providing depreciation renewals 
or decrease in the value of assets, or amount held by the company for allocating towards known liability 
or loss amount which is uncertain.

(b) The term ‘reserve’ also includes the amount which is deducted or retained for providing depreciation 
renewals or decrease in asset value or held for the purpose of allocating towards any known liability or loss.

(c) The term ‘capital reserve’ must exclude those amounts which can be freely distributed by profit and lo>: 
account and the term “revenue reserve” refers to any type of reserve except capital reserve.

(d) The term liability must include all liabilities concerning expenditure contracted for. Apart from this, r 
also includes all disputed or contingent liabilities.

(ii) Where:

(a) Any amount written off or retained for the purpose of depreciation, renewals or decrease in value of asset

(b) If any amount retained to meet any known liability or loss is higher than the amount which is consider?; 
as reasonable by the directors then the difference amount must be considered as a ‘reserve’ rather than a? 
a ‘provision’.

5. The degree to which the risk is retained and reinsured must be disclosed separately.

6. Provisions for damages that takes place under lawsuits should be made by the company, if the management of the 
company feels that the award might go against the insurer.

7. The debit balance of the profit and loss account (if any) must be shown as deduction from uncommitted reserv e
______and the balance amount (if any) must be disclosed separately. ______________________________________

Q43. How is the revenue account of general insurance companies prepared?

Answer :

The revenue account is explained in the forms of schedules from 1 - 4. If a single company is engaged in differe— . 
kinds of insurance businesses like fire, marine, accident etc., then a separate account must be maintained for each busine 
and should be presented in separate column in form B-RA as per the rules of IRDA. ; -u

1. The sum of the below given items should be shown as total (A)

(i) Premiums

(ii) Income and profit from investments

(iii) Other incomes

2. The sum of the below given items should be shown as total (B),

(i) Expenditure on claims (net)

(ii) Commission

(iii) Operating expenses

3. Subtract total (B) from total (A) for ascertaining the operating profit of the business.

4. After appropriations, operating profit must be transferred to profit and loss a/c
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Name of the insurer:

f’ FORM B - RA
a ii' .u xpiq g ilqi -s toe rtairiw

nibujRegistration No. and Date of Registration with the IRDA
tfiuooac ?go! dob )ri« tq .

Revenue Account, for the Year^qdedA^ “March, 20... 

Policy Holder’s Account (Technical Account)

S.No. Particulars Schedule Current Year 
(? 000)

J*L 79

Previous Year 
(? 000)

xiaix*. 
or ies.

>f asses.

nt ot'

Premiums earned (net)

Profit / loss on sale/redemption of investments 

Other incomes (to be specified)

Interest, dividend and rent (gross)

Total (A)

Claims incurred (net)

Commission

Operating expenses related to insurance business

Total (B)

Operating profit/(loss) from Fire/Marine/

Miscellaneous business C = (A) - (B) 

Appropriations:

Transfer to shareholder’s account

Transfer to catastrophe reserve

Transfer to other reserve (to be specified)

Total (C)

2

3

4

a: See notes appended at the end of form B-PL.

t. How is the profit and loss account of general insurance companies prepared?

rer :

A general insurance company which is engaged in more than one business needs to prepare a combined profit and
i a/c.

The operating profit or loss obtained from revenue account must be transferred to profit and loss a/c.

The income which is not related to particular business must be added to operating profit and represented as ‘Total (A)’ 
Teas expenses which are not related to particular business must be added and represented as ‘Total (B)’.

By subtracting total (B) from total (A), profit before tax is obtained.

Both provision for tax and appropriations must be provided.

At the end, the balance of profit must be added to balance brought forward from the previous year.

The net profit obtained must be transferred to the balance sheet.
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FORM B-PL

iuoft:? ’□ of 2 - •

Name of the insurer
Registration No. and Date of Registration with the IRDA
Profit and Loss Account for the Year Ended 3 T® March, 20.. ...... .

t 2fuc«jn rdnnu ri << i- ■ ’
Shareholders Account (Non-technical Account)

Previous 
year (? 000)

Current 
year (? 000)S.No. Particulars Schedule

1. Operating Profit/Loss:
(a) Fire insurance
(b) Marine insurance
(c) Miscellaneous insurance 

Income from Investments:
(a) Interest, dividends and rent (gross)

(b) Profit on sale of investments 

Less: Loss or sale of investments 
Other Incomes (to be specified)

Total (A)
Provisions (other than Taxation):
(a) For diminution in the value of investments

(b) For doubtful debts

(c) Others (to be specified)

Other expenses:
(a) Expenses other than those related to insurance business

(b) Bad debts written off

(c) Others (to be specified) .

Total (B)
Profit before Tax 

Provision for Taxation 

Profit after Tax

Appropriations:
(a) Interim dividends paid during the year

(b) Proposed final dividend
(c) Transfer to any reserves or other accounts (to be specified)

Balance of Profit/Loss brought forward from last year 

Balance carried forward to Balance Sheet

Note: To form B-RA and B-PL
(a) Separate disclosure of premium income received from business concluded in and outside India.

(b) Reinsurance premiums whether on business ceded or accepted must be taken into consideration under the hea 
‘reinsurance premiums’

(c) - Claims incurred must include claims paid, specific claims, settlement costs wherever required and change i
outstanding provisions for claims at the year-end.

(d) Items of expenses and incomes in excess of one percent of the total premium or ? 5,00,000 whichever is h:; 
must be taken as separate line of items.
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3US
000)

(e) Fees and expenses relating to claims should be shown in claims.

(f) Under the head “others’ items like foreign exchange gains or losses must be included.
AtlSi. .L dh w noh.ntH ■

(g) Interest, dividends and rentals receivable relating to an investment must be specified as gross amount. The amount 
of income tax deducted at source must be shown under heading advance taxes paid and taxes deducted at source”.

(h) Income from rent should include only realized rent,

Q45. How is the balance sheet of general insurance companies prepared?

Answer :

The balance sheet of general insurance company comprises of two parts,

Part-1: Source of Funds

In this, schedules 5-7 are shown in a summarized form which includes share capital, reserves and surplus and 
borrowings.

Part-ll: Application of Funds

In this, schedules 8-15 are shown in a summarized form. Schedules 8-15 include investments, loans, fixed assets, 
net depicts investments, loans, fixed assets, net current assets, current liabilities, provisions and miscellaneous expenditure.

FORM B-PL

Name of the Insurer:

Registration No. and Date of Registration with the IRDA

Balance Sheet as at 31st March, 20......

S.No. Particulars Schedule Current Year 
(? 000)

Previous Year 
(? 000)

Source of Funds:

Share capital 

Reserves and surplus 

Fair value change account 

Borrowings

Applications of Funds:
Investments

Loans

Fixed assets 

Current Assets:
Cash and Bank balances 

Advances and other assets

Sub-Total (A)

Current liabilities 

Provision

Sub - Total (B)

Net Current Assets (C) = (A - B)
Miscellaneous expenditure (to the extent not written offer adjust off) 

Debit balance in Profit and Loss account

Total

8

9

10

11

12

13

14

15
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Contingent Liabilities

S.No. Particulars "r./' Current Year 
(? 000)

Previous Year 
(? 000)

1. Partly paid-up investments

2. Claims other than against policies not ‘J f ■

acknowledged as debts by the company

3. Under writing commitments outstanding

(in relation to shares and securities)

4. Guarantees given by or on behalf of the company

5. Statutory demands/liabilities in dispute, not provided for

6. Reinsurance obligations to the extent not provided for in accounts

7. Others (to be specified)

Total

Q46. Explain the schedules which are to be prepared as a part of the final accounts of general insurance 
(Fire/Marine) companies.

Answer :

There are 15 schedules which form part of the financial statements of general insurance (Fire/Marine) company as 
follows,

Schedule-1: Premium earned (Net)

S.No. Particulars
Current Year 

(? 000)
Previous Year 

(^ 000)

Premium from direct business

Add: Premium on Reinsurance accepted

Less: Premium on reinsurance ceded

Net Premium

Adjustments for change in reserve for unexpired risks

Total Premium Earned (Net)

Note:

Reinsurance premiums obtained on business, ceded or accepted must be taken under the head ‘reinsurance premiums 
before subtracting commission.

Schedule-2: Claims Incurred (Net)

Particulars Current Year 
(? 000)

Previous Year 
(? 000)

Claims paid
Direct

Add: Reinsurance accepted
Less: Reinsurance ceded

Net Claims paid
Add: Claims outstanding at the end of the year
Less: Claims outstanding at the beginning

Total claims incurred
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Note:

(a)

(b)

(c)

(d)

The amount of outstanding claims must include claims which are incurred but not reported (IBNR) and claims which 
are incurred but not enough reported (IBNER). -■ i

Claims must include specific claims settlement cost and should not include expenses of management.

Claims cost also comprises of surveyor fees, legal and other expenses.

In case of sufficient certainty of realization of salvage value, claims cost must be adjusted for estimated salvage 
value.

Schedule-3: Commission

ance

my as

mums

Particulars Current Year 
(? 000)

Previous Year 
(? 000)

Commission paid
Direct

Add: Reinsurance accepted
Less: Commission on reinsurance ceded 

Net Commission

Mote: If there is any profit/commission, then it must be included with the reinsurance accepted or reinsurance ceded figures.

Schedule-4: Operating Expenses Related to Insurance Business

S.No.

10.
11.
12.
13.

Particulars

Employees remuneration and welfare benefits 
Travel, conveyance and vehicle running expenses 
Training expenses
Rents, rates and taxes 
Repairs
Printing and stationery
Communication
Legal and professional charges
Auditor’s fees, expenses, etc
(a) As auditor
(b) As advisor or in any other capacity in respect of:

(i) Taxation matters
(ii) Insurance matters
(iii) Management services, and 

(c) In any other capacity 
Advertisement and publicity 
Interest and bank charges 
Others (to be specified)
Depreciation

Total

Current Year 
(? 000)

Previous Year 
(? 000)

<ote:
Compare items of expenses and income which are more than 1% of the total premiums (less reinsurance) or ? 

f >0,000. The highest one must be disclosed as a separate line item.
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Note:

a) The amount of outstanding claims must include claims which are incurred but not reported (IBNR) and claims which 
are incurred but not enough reported (IBNER).

b) Claims must include specific claims settlement cost and should not include expenses of management.

c) Claims cost also comprises of surveyor fees, legal and other expenses.

d) In case of sufficient certainty of realization of salvage value, claims cost must be adjusted for estimated salvage 
value.

ance

Schedule-3: Commission

Particulars Current Year 
(? 000)

Previous Year 
(? 000)

Commission paid
Direct

Add: Reinsurance accepted
Less: Commission on reinsurance ceded

Net Commission

iny as

Note: If there is any profit/commission, then it must be included with the reinsurance accepted or reinsurance ceded figures.

Schedule-4: Operating Expenses Related to Insurance Business

mums

S.No. Particulars Current Year 
(? 000)

Previous Year 
(? 000)

1. Employees remuneration and welfare benefits
2. Travel, conveyance and vehicle running expenses
3. Training expenses
4. Rents, rates and taxes
5. Repairs
6. Printing and stationery
7. Communication
8. Legal and professional charges
9. Auditor’s fees, expenses, etc

» (a) As auditor
(b) As advisor or in any other capacity in respect of:

(i) Taxation matters
(ii) Insurance matters
(iii) Management services, and

(c) In any other capacity
10. Advertisement and publicity
11. Interest and bank charges
12. Others (to be specified)
13. Depreciation

Total

Compare items of expenses and income which are more than 1% of the total premiums (less reinsurance) or ? 
I X),000. The highest one must be disclosed as a separate line item.
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Schedule-5: Share Capital

S.No. Particulars Current Year 
(? 000)

Previous Year 
(? 000)

1.

2.

3.

Authorized capital
Equity shares of ?.... each
Issued capital
Equity shares of?..... each
Subscribed capital

4.
Equity shares of ?.... each
Called up capital
Equity shares of?...... each
Less: Calls unpaid
Add: Equity shares forfeited (amount originally paid up) 
Less: Preliminary expenses
Expenses including commission or brokerage on 
underwriting or subscription of shares.

Total

Notes

(i)

(ii)

(iii)

Details concerning different categories of capital must be specified separately.

The amount capitalized on account of issue of bonus shares must be disclosed.

If any part of the capital is held of by a holding company, then it must be disclosed separately.

Schedule-5 (A): Share capital 

Pattern of share holding

(As certified by the management)

Share holders 
(Promoters)

Current Year Previous Year

No. of shares % of holding No. of shares % of holding

Indian
Foreign
Others

Total

Schedule-6: Reserves and Surplus

S.No. Particulars
Current Year 

(? 000)
Previous Year 

(? 000)

1.
2.
3.
4.

5.
6.
7.

Capital reserve
Capital redemption reserve
Securities premium
General reserve
Less: Debit balance in profit and loss account 
Less: Amount utilized for buy-back 
Catastrophe reserve
Other reserves (to be specified)
Balance of profit in profit and loss account

Total
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Notes:

Additions and deductions to be, made from the reserves should be shown in their respective headings.

Schedule-7: Borrowings

S.No. Particulars
Current Year 

(? 000)
Previous Year 

(? 000)

1. Debentures/Bonds

2. Banks

3. Financial institutions

4. Others (to be specified)

Total

Notes:

(a) To what extent borrowings are secured must be specified separately by disclosing the nature of the security under 
each sub-head.

(b) Any amount due before 12 months from the date of balance sheet must be shown separately.

Schedule-8: Investments

S.No. Particulars Current Year 
(? 000)

Previous Year 
(? 000)

1.

2.

3.

Long-term Investments:

Government securities and government

guaranteed bonds including treasury bills

Other approved securities

Other investments:

4.

5.

1.

2.

(a) Shares

- Equity

- Preference

(b) Mutual funds

(c) Derivative instruments

(d) Debentures/bonds

(e) Other securities (to be specified)

(f) Subsidiaries

(g) Investments properties - Real estate

Investments in infrastructure and social sector

Other than approved investments

Short-term Investments:

Government securities and government guaranteed

bonds including treasury bills

Other approved securities

*
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3. Other investments

(a) Shares

- Equity
•

- Preference

(b) Mutual funds

(c) Derivative instruments

(d) Debentures/bonds

(e) Other securities (to be specified)

(fj Subsidiaries

(g) Investments properties - Real estate

4. Investments in infrastructure and social sector

5. Other than approved investments

Total

Notes:

(a) Investments made in subsidiary/holding companies, joint venture and associates should be shown separately at cost

(i) Holding company and subsidiary must be explained in the manner as prescribed by the companies act, 1956.

(ii) Joint venture is a contractual arrangement to carry out an economic activity jointly. In joint venture, all member? 
will have joint control over the economic activity they have undertaken.

(iii) Joint control is an agreement to share power to manage the financial and operating policies of an economk 
activity and thereby acquire benefits out of it.

(iv) Associates in an enterprise wherein company has significant influence.

(v) Significant influence refers to active participation in the financial and operating policy decisions of a company 
The company will not have power to control these policies.

(b) The aggregate amount of investment of a company is disclosed except listed equity securities and derivativ 
instruments and their respective market value.

(c) The investment made by drawing the amount from catastrophe reserve should be disclosed separately.

(d) Debt securities are regarded as “held to maturity” securities and calculated at historical costs.

(e) Investment property refers to the property which yields rental income or gives capital appreciation or both.

(f) Investments whose maturity is before twelve months from balance sheet date and investments which are made w 
an aim to get rid off before 12 months from the date of balance sheet must be shown as short-term investments.

Schedule-9: Loans

S.No. Particulars Current Year 
(T 000)

Previous Year 
(? 000)

1. Security-wise classification secured
(a) On mortgage of property

(i) In India
(ii) Outside India

(b) On shares, bonds, government securities
(c) Others (to be specified)

Unsecured
Total
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2. Borrower-wise classification
(a) Central and state government
(b) Banks and financial institutions
(c) Subsidiaries
(d) Industrial undertakings
(e) Others (to be specified)

Total
3. Performance-wise classification

(a) Loans classified as standard
(i) In India
(ii) Outside India

(b) Non-performing loans less provisions
(i) In India
(ii) Outside India

Total
4. Maturity-wise classification

(a) Short-term
(b) Long-term

Total
-

Notes:
(a) Loans which are repayable before 12 months from the date of balance sheet must be included in short term loans. 

Except short-term loans, all other loans are long-term loans.
(b) Provision against non-performing loans must be shown separately.
(c) The nature of security given for long-term loans should be disclosed clearly. Secured loans include loans which are 

secured partly or wholly against the assets of the company.
(d) The amount of provision made against doubtful loans must be clearly specified.

Schedule-10: Fixed Assets

Particulars
Cost/Gross Block Depreciation Net Block

Opening Additions Deductions Closing Upto 
last year

For the 
year

On sales/ 
adjustment

To
date

As at 
year end

Previous
year

Goodwill

Intangibles (specify)

Land-freehold
Lease hold property 

Building

Furniture & Fittings 

Information Technology 

Equipment
Vehicles

Office equipment
Others (Specify nature)

Total

Work in progress
Grand Total

Previous year

Note:
Assets included in land property and building does not include investments properties specified in note-(e) of 

schedule-8.
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Schedule-11: Cash and Bank Balances

S.No. Particulars Current Year 
(? 000)

Previous Year 
(? 000)

1.

2.

3.

Cash (including cheques, drafts, and stamps)

Bank balances

(a) Deposit accounts

(i) Short-term (due within 12 months)

(ii) Others

(b) Current accounts

(c) Others (to be specified)
Money at call and short notice

4.

(a) With banks

(b) With other institutions

Others (to be specified)

Total
Balances with non-scheduled banks included in 2 and 3 above

Note:

Bank balance may include remittance in transit. In this case, the nature and amount of remittance must be disclosed 
separately.

Schedule-12: Advances and Other Assets

S.No. Particulars Current Year 
(? 000)

Previous Year 
(? 000)

Advances:
1. Reserve deposits with ceding companies
2. Application money for investments
3. Prepayments
4. Advances to directors/officers
5. Advance tax paid and taxes deducted at source 

(Net of provision for taxation)
6. Others (to be specified)

Total (A)
Other Assets:

1. Income accrued on investments
2. Outstanding premiums
3. Agent’s balances
4. Foreign agencies balances h
5 Due from the entities carrying on insurance business 

(including reinsures)
6. Due from subsidiaries/holding company
7. Deposit with Reserve Bank of India 

(pursuant to section 7 of Insurance Act, 1938)
-8. Others (to be specified)

Total (B)
Total (A) + (B)
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Notes:

(a) All the above items do not disclose net of provisions for doubtful amounts. Provision amount of each head must be 
disclosed separately.

(b) The term ‘officer’ should match with the definition of that term as given under the Companies Act, 1956.

(c) Sundry debtors will be included under item 8 (others)

Schedule-13: Current Liabilities

S.No. Particulars Current Year 
(? 000)

Previous Year 
(? 000)

1. Agent’s balances

2. Balance due to other insurance companies

3. Deposits held on reinsurance ceded

4. Premiums received in advance

5. Unallocated premium

6. Sundry creditors

7. Due to subsidiaries/holding company

8- Claims outstanding

9. Due to officers/directors

10. Others (to be specified)

Total

Schedule-14: Provisions

S.No. Particulars Current Year 
(T 000)

Previous Year 
(T 000)

1. Reserve for unexpired risk
2. For taxation (less advances tax deducted at source)
3. For proposed dividends
4. For dividend distribution tax
5. Others (to be specified)

Total

Schedule-15: Miscellaneous Expenditure 

(To the extent not written off or adjusted)

S.No. Particulars Current Year 
(? 000)

Previous Year 
(? 000)

1.
2.

Discount allowed in issue of shares/debentures 
Others (to be specified)

Total

Notes:

(a) Miscellaneous expenditure must not include any item provided,

(i) Some benefit is expected to receive in future from the expenditure.

(ii) The amount of such benefit can be ascertained easily.

(b) The amount which must be carried forward to miscellaneous expenditure must not be higher than the expected future 
revenue other benefits concerning the expenditure.

■ SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD.



90 PRACTICE OF GENERAL INSURANCE

PROBLEMS ON GENERAL INSURANCE COMPANIES ACCOUNTS
Q47. Prepare Fire Revenue Account of Aahuthi Fire Insurance Company for the financial year ended with 

31s* March, 2013 from the following:

Particulars (?) (-000) Particulars (?) C000)
Claims paid 470 Premium received 1600

Legal expenses relating to Claims 20 Premiums on re-insurance accepted 80

Commission 200 Expenses of management 300

Provision against unexpired Risk on 540 Claims unpaid on 1st April, 2012 40

1st April, 2012 Claims unpaid on 31st March, 2013 70

Provide 50% of the Net Premium Income as Reserve for Unexpired Risk.

Solution :
Fire Revenue Account of Aahuthi Fire Insurance Company for the year ended 31st March, 2013

Particulars Schedule
No.

Amount 
(? '000)

Premium Earned (Net) 1 1380

Total (A) 1380
Claims Incurred (Net) 2 520

Commission 3 200
Operating Expenses Related to Insurance Business 4 300

Total (B) 1020
Operating Profit/Loss from Fire Insurance Business (C) = (A - B) 360

Schedule 1 • Premium Earned

Particulars Amount 
(? '000)

Amount 
(? '000)

Premium received 1600

Add: Premiums on re-insurance accepted 80 1680

Net Premium 1680
Less: Adjustment for change in reserve for unexpired risk:

Reserve for unexpired risk at the end of the year (50% of Net Premium ? 1680) 840

Less: Provision against unexpired risk on 1st April, 2012 540 300

Total Premium Earned (Net) 1380

Schedule 2 - Claims Incurred (Net)

Particulars Amount 
(? '000)

Amount 
(? '000)

Claims paid
Add: Claims unpaid on 31st March, 2013 

Legal expenses relating to Claims

70
20

470

Less: Claims unpaid on 1st April 2012

90

40 50

Total Claims Incurred 520
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Schedule 3 - Commission

Particulars Amount 
(? *000)

Commission 200
Total 200

Schedule 4 - Operating Expenses Related to Insurance Business

Particulars Amount 
(? '000)

Expenses of Management 300
Total 300

Q48. From the following particulars, prepare Fire Revenue Account of Agni Fire Insurance Company for the 
financial year ended with 31st March, 2013.

(? ‘000) (? ‘000)
Claims paid 535 Premium received 800
Legal expenses relating to claims 30 Premiums on Re-Insurance accepted 60
Commission 100 Expenses of Management 250
Provision against unexpired 330 Claims unpaid on 1st April, 2012 20
risk on 1st April, 2012 Claims unpaid on 31st March, 2013 35

Provide 50% of the net premium income as Reserve for unexpired risk.

Solution :

Fire Revenue Account of Agni Fire Insurance Company for the year ended 31st March, 2013

Particulars Schedule No. Amount (?)
Premium earned (Net) 1 760

Total (A) 760
Claims Incurred (Net) 2 580
Commission 3 100
Operating expenses related to insurance business 4 250

Total (B) 930
Operating Profit Z Loss from Fire Insurance Business (C) = (A - B) (170)

Schedule 1 - Premium Earned

Particulars Amount 
(? ‘000)

Amount 
(? ‘000)

Premium received 800
Add: Premiums on re-insurance accepted 60 860

Net Premium 860
Less: Adjustment for change in reserve for unexpired risk:

Reserve for unexpired risk at the end of the year
(50% of Net premium ? 860) 430
Less: Provision against unexpired risk on 1st April, 2012 330 100

Total Premium Earned (Net) 760

---------- SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD.



92 PRACTICE OF GENERAL INSURANCE

Schedule 2 - Claims Incurred (Net)

Particulars
Amount
(? ‘000)

Amount
(? ‘000)

Claims paid
Add: Claims unpaid on 31st March, 2013 

Legal expenses relating to claims
35
30

535

Less: Claims unpaid on 1st April, 2012
65
20 45

Total Claims Incurred 580
Schedule 3 - Commission

Particulars Amount 
(? ‘000)

Commission
Total

100
100

Schedule 4 - Operating Expenses Related to Insurance Business

Particulars Amount 
(? ‘000)

Expenses of Management
Total

250
250

Q49. Prepare Fire Revenue account of Agni Fire Insurance company for the financial year ending on 31st 
March, 2013 from the following:

(? ‘000) (? ‘000)
Claims paid
Legal expenses relating to claims
Commission
Provision against unexpired risk on 1st April, 2012

235
10

100
130

Premium received
Premium on re-insurance accepted 
Expenses of management
Claims unpaid on 1st April, 2012 
Claims unpaid on 31st March, 2013

800
60

150
20
35

Provide 50% ofthe net premium income as reserve for unexpired risk.
Solution :

Fire Revenue Account of Agni Fire Insurance Company for the Year Ended 31st March, 2013

Particulars Schedule No. Amount (?)
Premium earned (Net)

Total (A)
1 5,00,000

5,00,000
Claims Incurred (Net) • 2 2,60,000
Commission 3 1,00,000
Operating expenses

Total (B)
4 1,50,000

5,10,000
Operating Loss from Fire Insurance business (C) = A - B 10,000

Schedule 1 (Premium Earned) (Net)

Particulars Amount (?) Amount (?)
Premium received 8,00,000

Less: Premium on re-insurance accepted 60,000
Net Premium 7,40,000

Less: Adjustment for change in reserve for unexpired risk:
Reserve for unexpired risk 50% of net premium (7,40,000 x 50%) 3,70,000

Less: Provision against unexpired risk on 1st April, 2012 1,30,000 2,40,000
Total 5,00,000
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Schedule 2 (Claims Incurred) (Net)

Particulars Amount (?) Amount (?)
Claims paid

Add: Claims unpaid on 31st March, 2013
Legal expenses relating to claims

35,000
10,000

2,35,000

Less: Claims unpaid on 1st April, 2012
45,000
20,000 25,000

Total 2,60,000

Schedule 3 (Commission)

Particulars Amount (?)
Commission

Total
1,00,000

1,00,000

Schedule 4 (Operating Expenses)

Particulars Amount (?)
Expenses of management

Total
1,50,000

1,50,000

Q50. From the particulars you are required to prepare fire revenue account of Aag Insurance Company for 
the year ended 31-03-2013.

?(000) ?(000)
Claims paid
Premiums received
Reinsurance premiums paid
Commission
Legal expenses regarding claims

5,00,000
15,00,000

1,00,000
1,00,000

30,000

Profit on sale of investments
Interests & Dividends (gross)
Management expenses
Claims outstanding (as on 01-04-2012)
Reserves for unexpired risk (as on 01-04-2012)

1,50,000
50,000

2,00,000
80,000

5,00,000

Additional information:

1. Claims outstanding on 31-03-2013 amounted to ? 50,000

2. Provide for additional reserve for unexpired risk @ 1% of net premium in addition to the opening 
balance.

Solution :

Fire Revenue Account of Aag Insurance Company for the Year Ended 31-3-2013

Particulars Schedule No. Amount (?)
Premium earned (Net) 1 11,86,000
Profit on sale of investment 1,50,000
Interest and dividend (Gross) 50,000

Total (A) 13,86,000
Claims incurred (Net) 2 5,00,000
Commission 3 1,00,000
Operating expenses 4 2,00,000

Total (B) 8,00,000
Operating Profit from Fire Insurance business C = A - B 5,86,000
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Schedule-1 Premium Earned

Particulars Amount (?) Amount (?)
Premium received

Less: Reinsurance premium paid
15,00,000
1,00,000 14,00,000

Net Premium
Less: Adjustment to change in reserve for unexpired risks:

50% of the net premium at the end of the year (14,00,000 x 50%) 
Add: Additional reserve 1% on net premium (14,00,000 x 1%)

7,00,000
14,000

14,00,000

Less: Reserve for unexpired risk on 1-4-2012
7,14,000
5,00,000 2,14,000

Total Premium Earned 11,86,000

Schedule-2 Claims Incurred

Particulars Amount (?) Amount (?)
Claims paid

Add: Claims O/s as on 313-2013
Legal expenses regarding claims

50,000
30,000

5,00,000

80,000

Less: Claims O/s as on 31-4-2012
Total claims incurred

5,80,000
80,000

5,00,000

Schedule-3 Commission

Particulars Amount (?)
Commission

Total
1,00,000

1,00,000

Schedule-4 Operating Expenses

Particulars Amount (?)
Management expenses

Total
2,00,000

2,00,000

Q51. From the following particulars, you are required to prepare Fire Insurance Revenue Account for the 
year 31st March 2011.

(? in ‘000) (? in ‘000)
Claims paid 480 Commission on reinsurance ended 10
Claims outstanding on 1-4-2010 40 Commission on reinsurance accepted 5
Claims outstanding on 31-3-2011 60 Management expenses 317
Premiums received 1210 Reserve for unexpired risk on 1-4-2010 400
Reinsurance premium paid 120 Additional reserve for unexpired risk 20
Commission on sundry expenses 5 Reinsurance recoveries of claims 8
regarding claims Loss on sale of Motor car 6
Interest & Dividends 6 Bad debts 3
TDS thereon 1 Legal expenses regarding claims 3

Profit on sale of investments 2
Depreciation on assets 6

You are required to provide for additional reserve for unexpired risk at 1% of net premium in addition 
to the opening balance.
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Solution :

Revenue Account of Fire Insurance Company for the Year Ended 31st March 2011

Particulars Schedule Amount (?)

Premium earned (Net) 1 9,14,100

Profit on sale of investments 2,000

Interest and dividend (Gross) 6,000

Total (A) 9,22,100

Claims incurred (Net) 2 5,00,000

Commission 3 1,95,000

Operating expenses 4 3,32,000

Total (B) 10,27,000

Operating Loss from fire insurance business C = A- B (1,04,900)

Schedule-1: Premium Earned (Net)

Particulars Amount (?) Amount (?)

Premium received 12,10,000

Less: Reinsurance premium ceded 1,20,000

Net Premium 10,90,000

Less: Adjustment to change in reserve for unexpired risks:

50% of the net premium at the end of the year (10,90,000 x 50%) 5,45,000

Add: Additional reserve 20,000

1% on net premium (10,90,000 x 1%) 10,900

Less: Reserve for unexpired risk on 01-04-2010

5,75,900

4,00,000 1,75,900

Total Premium Earned (Net) 9,14,100

Schedule-2: Claims incurred (Net)

Particulars Amount (?) Amount (?)

Claims paid 4,80,000

Less: Reinsurance recoveries of claims 8,000

4,72,000

Add: Claims outstanding as on 31st March 2011 60,000

Expenses regarding claims 5,000

Legal expenses regarding claims 3,000 68,000

5,40,000

Less: Claims outstanding as on 1st April 2010 40,000

Total Claims Incurred 5,00,000
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Schedule-3: Commission

Particulars Amount (?) Amount (?)

Commission paid

Add: Commission on reinsurance accepted

Less: Commission on reinsurance ceded

Net Commission

2,00,000

5,000 2,05,000

10,000

1,95,000

Schedule-4: Operating Expenses

Particulars Amount (?)

Management expenses 3,17,000

Bad debts 3,000

Loss on sale of motor car 6,000

Depreciation on assets 6,000

Total 3,32,000

J
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INTERNAL ASSESSMENT
I. Multiple Choice

1. IRDA stands for_________ [ ]

(a) Indian Rural Development Authority

(b) Insurance Regulatory and Development Authority

(c) Insurance Rural Development Authority

(d) Insurance Revenue Development Authority

2. Valid consideration, free consent, legality of object, legal relationship are essentials of_________ [ ]

(a) Life insurance

(b) Marine insurance

(c) Fire insurance

(d) Health insurance

3. The type of insurance which comes under non-life insurance/general insurance are_________ [ ]

(a) Aviation insurance

(b) Business insurance

(c) Automobile insurance

(d) All the above

4. Benefits paid comes under schedule_________ . [ ]

(a) Schedule - 4

(b) Schedule - 3

(c) Schedule - 2

(d) Schedule - 1

5. The profit or deficiency is determined by preparing a statement called_________ [ ]

(a) Profit and Loss A/c

(b) Trading A/c

(c) Valuation Balance Sheet

(d) Balance Sheet

6. Commission on re-insurance ceded are ______ from total commission. [ ]

(a) Added

(b) Deducted

(c) Multiplied

(d) Divided
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7. In the_________ account, claims must be taken after deducting the re-insurance claim. [ ]

(a) Net Revenue A/c

(b) Revenue A/c

(c) Profit and Loss A/c

(d) Balance Sheet

8. Annuity is a consideration for ‘lumpsum’ amount received at the_________ of the year. [ ]

(a) End

(b) Middle

(c) Beginning

(d) All the above

9. Reinsurance premium is given by reinsurer to the_________ [ ]

(a) Insurer

(b) Insured

(c) Reinsured

(d) Reinsurer

10. In memorandum trading account the sales is shown on_________ [ ]

(a) Debit side

(b) Credit side

(c) Both (a) and (b)

(d) None of the above - - -

II. Fill in the Blanks

1. The insurance that pays death benefits to the beneficiaries after the death of the insured is known as_________ .

2. _________ refers to insurance of products excluding the life insurance.

3. Life insurance is a_________ contract.

4: A considerable amount is taken by the insurance company to bear the risk of insured which is known as_________ .

5. Surrender value is shown in Schedule - 4 as an_________ .

6. A guaranteed annual payment by insurance company to insurer upto his life time or for a particular period is known
as_________ .

7. _________ is the premium concerning the general insurance business which is received in advance by insurance
company.

8. There are_________ schedules which form the part of financial statements in general insurance company.

9. In memorandum trading account, gross profit is calculated on sales, based on usual gross profit percentage of the
_________  years.

10. The terms of loss of profit policies are usually framed to meet the requirements of the_________ .

SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD------------------------ ——........................—
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Multiple Choice

1- (b)

2- (a)

3- (d)

4. (a)

5- (c)

6. (b)

7. (b)

8- (c)

9- (d)

10. (b)

II. Fill in the Blanks

1. Life insurance

2. General insurance

3. Long-term

4. Premium

5. Expenditure

6. Annuity

7. Reserve for unexpired risk

8. 15

9. Last few

10. Insured.

iowc

•ance
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III. Very Short Questions and Answers

Q1. Define Underwriting.

Answer :
The process of identifying and classification of the risks involved in the insurance policies is termed as underwriting. 

Insurer should act as an underwriter to select the qualified applicants with minimum risk. Applicants with risk less than average 
standards can be offered the insurance polices. In property and liability insurance agents are provided with an underwriting 
authority whereas, in life insurance policy agents are mostly not provided with underwriting activities but they need to assess 
the risks associated with prior to their screening by actual underwriters. 

Q2. What is insurance premium?

Answer :
The price paid by the policy holder for the insurance policy is referred as insurance premium. The Premium is a regular 

payment which is paid by the insured either monthly, quarterly, half-yearly or annually depending upon the terms and conditions 
in the Insurance contract. In case, if premium is not paid then the policy would lapse and revival of policy is possible only be 
supposed to pay certain percentage of Interest on it. The Rate of premium differs from one policy to another depending on the 
nature of policy and particulars of the insured.

Q3. Write about Insurance Claims and Claim Settlement.

Answer :

Insurance Claims
The claims which are filed by the companies regarding the loss of assets due to fire is termed as insurance claims. Loss 

of assets, loss of stock and loss of profit are the types of insurance claims under fire insurance policy.

Claim Settlement
Claim settlement means paying back the money by the insurance company to the insurance policy holder.

Q4. What do you mean by risk?

Answer :

Risk is involved in every activity whether it is of personal, professional or business. Every individual, while doing any 
activity expects some returns. But, it is obvious that the actual returns may never be the same as that of the expected returns. 
There always exists a difference between the expected and the actual returns. This difference is termed as ‘Risk’.

Q5. Define ‘Insurance reserve’.

Answer :
Insurance reserve refers to the monetary reserve which is set aside by insurance companies to pay for claims by their 

customers. This is known as insurance reserve. Thus, in simple words, it refers to the financial reserves which are maintained by 
every type of insurance organization.

Q6. Define Insurance Accounting.

Answer :

The accounting process followed by insurance companies for maintaining their accounts of clients and claims is referred 
as insurance accounting. General insurance companies maintains accounting books as per the guidelines given by Insurance 
Regulatory and Development Authority (IRDA),

Q7. What is a insurance fraud?

Answer :

Insurance fraud can be defined as a fraud which occurs when an individual or entity intentionally lies or commits a 
fraudulent act to gain a benefit or compensation to which they are not otherwise entitled.

Insurance fraud can occur in any form, such as, a person filing a fake insurance claim or overstating their losses, damages 
and injuries to obtain benefits which are fraudulent during an insurance claim. It is also considered as insurance fraud if an 
insurance company intentionally denies the claims which are genuinely due.
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Important Questions

5
Unit-1

SHORT QUESTIONS

2' What do you mean by General Insurance?

Knswer : Important Question

For answer refer Unit-I, Page No. 2, Q.No. 1.

22 List out various general insurance companies.

For answer refer Unit-I, Page No.
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2Unit-

SHORT QUESTIONS

Q1. Define Underwriting. Write any two objectives of underwriting. 

Answer :

For answer refer Unit-II, Page No. 44, Q.No. 1.

Important Questx

Q2. List out the steps involved in underwriting process. 

Answer :

For answer refer Unit-II, Page No. 44, Q.No. 2.

Important Quest

Q3. Define the terms, ‘Reserve’ and ‘Insurance reserve’. 

Answer :

For answer refer Unit-II, Page No. 45, Q.No. 5.

Important Quests

ESSAY QUESTIONS

Q1. Explain the concept of underwriting. 

Answer :

For answer refer Unit-II, Page No. 46, Q.No. 7.

Important Quest) :r

Q2. “Each insurer establishes its own underwriting policies and practices, often with the guidance of its 
reinsurers”. Comment on the statement.

Important Questa

R

Discuss the guiding principles in underwriting.

Answer :

For answer refer Unit-II, Page No. 49, Q.No. 9.

Q3. Define risk management identify the steps in risk management process.

Answer :

For answer refer Unit-II, Page No. 52, Q.No. 13.

Q4. Explain different risk management methods.

Answer :

For answer refer Unit-II, Page No. 55, Q.No. 16.

Q5. Explain soft market and hard market. What are the characteristics of soft market and 
Explain briefly the insurance cycle or underwriting cycle.

Answer :

For answer refer Unit-II, Page No. 63, Q.No. 25.
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