COMMERCE LECTURE 12 
INSURANCE
Purposes of insurance:
· To provide compensation incase of loss.
· To provide financial protection.
· To give confidence to the business men.
· Investment.
Importance of pooling risks:
· Each person must pay a comparatively small sum, but if it suffers a loss it will receive a much larger sum. Therefore, companies pool their risks which the additional advantage of insurance company’s guarantee to compensate where necessary.
Business and personal risks:
Insurable risks:
· A risk which can be calculated mathematically.
· E.g. car damage accident, fire, theft etc.
Non-insurable risks:
· A risk which can’t be calculated mathematically.
· E.g. bad debts, loss in business due to maladministration.
Risks to international traders:
· Lack of local knowledge.
· Cultural problems.
· Religious problems.
· Difference in measurements.
· Difference in payment methods.
· Language barrier.
Insurance principles:
Utmost good faith:
· Both the insurer and the insured must have utmost goof faith.
· The insured must disclose all material facts e.g. a person applying for insurance must disclose that his office contains explosive flammable substances.
· The insurer must be very honest in all his dealing.
Indemnity:
· To bring the insured back in the position in which he was at the time of accident.
· No benefit should be gained by the insured out of his misfortune.
1. Contribution:
· If the insure has insured his product with two firms in case of a loss, both the firms will share the premium so the insure cant benefit.
· Not in case of life insurance.
2. Subrogation:
· After the settlement has been made the ownership of the goods will to insurer.
· Only in case of total loss.
· E.g. wreckage of a damaged car.
3. Insurable interest:
· A person may only insure the thing which of damage will make him suffer.
· E.g. a person can’t insure his neighbor’s house.
4. Proximate cause:
· A claim will only be met if the loss suffered was a direct consequence of the insured risk happening.
· If a building is insured against floods, and is damaged by fire the owner will not be compensated.
· The more the proximate causes, the more the premium.
Effecting on insurance cover:
1. The person needs to find a suitable firm. He may do it himself or take help from two other people.
Insurance broker:
· Free lance worker.
· Working on commission.
· Gets commission from the client and the firm the client is sent to.
· He has knowledge of all the insurance firms.
· Protects insurer’s interest.
· Doesn’t work for any particular firm.
· Finds best deal for client.
Insurance agent:
· Appointed by a particular firm.
· Working on commission.
· Gets commission from his firm.
· Provided information about his firm.
2. Once the firm has been chosen the client fills the proposal form.
Proposal form:
· Contains questions or instruction designed to obtain information regarding property or person.
· All material facts known by the client must be disclosed otherwise the contract is considered null and void.
3. Firm will send its assignment agents who will assess the product then, they will prepare a report.
4. Insurance analysts will find out whether they can cover the risk or not i.e. is it profitable for them or not-then they will either approve it or disapprove it.
5. If the insurance is approved, the premium will be calculated based on the time span, worth of product and value of risk.
6.  Firm will send a premium invoice and client will deposit the premium.
7. Firm will send a cover note to the client.
Evidence of the insurance contract.
8. Firm then issues the insurance policy to the client.
· Legal contract between insurer and insured.
· Contains name of the insured.
· Contains extent of the insurer’s obligations and proximate causes.
· Contains procedure to be adopted in case of a claim.
· Contains method of adjusting estimated premiums.
· Contains the premiums to be paid.
· Contains signature of officer on behalf of the firm.
Statistical basis of insurance:
Calculation of premium is based on:
· Time span.
· Worth of product.
· Value of risk.
· No. of risks covered.
Affecting a claim:
1. As soon as the insure discovers the damage he has to inform the firm and refrain from even touching it
2. The firm will send their survey team to calculate the damage caused.
3. Other authorities like police, customs etc should come for an independent investigation.
4. A written notice of the damage must also be sent to the firm.
5. Firm will check whether all the previous premiums have been paid-if not the insurance is not accepted.
6. While sending the written claim form, the insuree should also send documents.
i. To prove insurance-original copy of policy.
ii. To prove ownership.
iii. To prove value-invoice.
iv. To prove loss or damage-survey report.
7. All the terms and condition of the agreement will apply and finally the settlement will be made.
